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CAUTIONARY STATEbIENT REGARDLNG FORWARD-LOOKING IhVOR1VLATION 

1-tiis document inc ludu  forward-looking statements within the meaning of Section 27A of thc Securities Act 0 1  1933 and Section 21E of the Sccuritics Exchange Act 01  19.34 Fonvard- 
looking statements are based on management's beliefs and assumptions These Ibrward-looking stntements are iilentified by turns and phrases such as "anticipate." 'believe." "intend," 
"estimate." '"expecl." "continue." "should," "could." "may." "plan," "project." "predict," "will,'' "potcntial." "forecast." "target." iind similar esprcssions Forward-looking statements involve 
risks iincl uncertainlies that may cause actual results to be materially different irom thc rcsults prcdicted Factors that could C ~ U S C  iictual iesults to dificr miiteriiilly from tliose indicated in any 
fonvnrd-lookinr statement include. but are not limited to: 

State. federal and foreign legislative and regulatory initiati\w. including costs o i  compliance wilh existing :ind future environmental r c i ~ u i r ~ m c ~ i t s .  
Stoic, fedcrol oncl foreign legislative and regulatory initintives iind rulings that iiifect cost and investment r e c a \ ' c ~  or hnve an impnct on rntc s t ruc tura .  
Costs and effects o i l ~ g d  and administrative proceedings, settlements. investigations and claims. 
Indusuial, commercial and residential growth in Duke Enere), Corporation's (Duke Energy) sctvice terrilories. 
Additional competition in electric markcls and continued industry consolidation, 
Political and regulatory uncertainty in otlicr countries in which Duke Energy conduct!; business, 
The influence of weather and other natural phenomena on Duke Energy's operations. including the economic. opualion:il nnd other effects ol~hurricaner. ~ c e  s t w n ~ s .  droughts and 
tornados; 
The timing and extent of chnnges in commodity prices, intcrest rates nnd foreign currency exchange rates. 
Unscheduled generation outages, unusual maintenance or rcpairs and electric transmission system constraiiils, 
The perfonnance of electric generation and of projects undertaken by Duke Energy's non-regulated businesses. 
The results of financing ellorts, including Duke Energy's ability to obtain linancuig on Isvorable terms. which can bc alfcctcd by various factors. including Duke E n c r g ' s  credit 
ratings and general economic conditions: 
Declines in lhs market prices of equity securities and resultant cash funding requirements for Duke Energy's defined benefit pensinn plans. 
The level of credit wonhiness of counterparlies to Duke Energy's transactions: 
Employec workforce factors, including the potential inabilily t o  attract and retain key personnel. 



* 

* 

. 
in light of tli~zje risks. unccrtoinlics and assumptions, the w c n t s  described in tlic fim\,ard-looking stiitcmcnls might not occur or mighl occur to a Jilt~crciit cxtcnt o r  at a dirkrent lime than 

Frowill in opportunities f i x  IhLc  EncrSy's business units, including the timing and succcss of efforts to develnp domcstic :ind tnterna1ion:iI pnwer ;and othcr proJecLs. 
l'hc ei l 'ec~ of accounting pronouncements issued pcriodically by accounting standard-setting bndies: nnd 
bc ability to succcsslully complete merger. acquisition or di\~csti~urc plans 

Duke Energy has described Duke Energy undertakes no oblig;ition tn publicly update or revise any forward-looking statements. whether as  n resuI1 o i n c w  inlimnation. iuture wcnts  or 
urherwise 



PART 1 

1 teiii 1.  Business. 

G ISNER.41, 
Duke Energy Corporation (collecti\~ely with its subsidinries. Duke Energy) is an  energy company located in the Americas diat provides its services through tlie business units described 

In the second quarter of  ZOOG. Duke Energy and Cinergy Corp (Cinergy) consummated a merger which combined the Duke Energy and Cincrgy regulated franchises. :is wel l  iis 

helow 

dercgulated generation in the Midwestem United States 

Duke Energy, for iiurposes of this discussion regarding the merger) On April 3 ,  X O 6 ,  in accordance with the merger agreement, Old Duke Energy and Cincrgy merger1 into ivholly-o\med 
subsidiaries of Duke Energy I-IC, resulting in Duke Energy IIC becoming the parent entity In connection with thc closing of the merger tmnsactions. Duke Energy PIC 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 1 . L C  (sul~scquently renamed 
Duke Energy Ciiroliniis. L . L C  Duke Energy Carolinas) effective October I. 1006) As a result of the merger transaction, each nutstonding shiire ol Cinergy common stock was converted into 
1 56 shares of common stock o f D u k e  Energy. which resultcd in the issunnce of  approsimately 3 I3 million shares of Duke E.nergy common stack Additionally. each share of common slock of 
Old Duke Energy w a s  converted nlo one share ot-Duke Energy common stock Old Duke 1-nergy is l l i e  preuecessor 01 LJUKe knergy lor purposes 01 V b securilies reguiiiliiiiis gUVciili1ig 
financial statement Iiling Therefore, the ;iccompanying Consolidatcd Financial Statements reflect the rcsulls olopcrations of Old Duke Energy for thc three months cndcd Alarch 31, 3(106 and 
the year ended December 31. 2005 New Duke Fnergy had separate operations for the period bcginning with the elfective date oftl ie Cinergy merger. and relerenccs to amounts fo r  periods 
slier the closing o f t h e  merger relate to New Duke Energy Cinergy's results have been included in the accompanying Consolidated Slatemen& oS Operations lrom the etleclive date ol 
acquisition and thcrcaltcr (see "Cincrgy Merger" in Note 2 to the Corisolidatcd Financial Statements, "Acquisilions mil Dispositions") Both Old Duke Energy arid New Dukc Encrgp :ire 
referred to tis Duke Energy hereinalter 

1nrli;ina Inc (Duke Energy Indiana). as well tis other businesses including cogeneralion and energy efficiency investments 

its wholly-owned subsidiary Duke Energy Kentucky, Inc (nuke Energy K.entucl,y), in nearby areas ol Kentucky Its principal lines of business include generation, transmission, and 
distributinn of electricity. Ihe sale oS andlor transportation o i  natural gas. and power morkcting The regulated operations of Duke Energy Ohio are included in the 1J S Franchiscd Electric ;and 
Gas business segment. wliereas the unregulated portion of the business is included in the Commercial Power busincss segment 

Duke Energy Indiana. an Inrliiinn cnrporotion organized in 1942, is a vertically integrated nnd regulated electric utility thnt provides service in centriil. north ccntrnl and southern Intlirinn 
Its 1ximary line of business is generation, transmission, and distribution of electricity 

On January 1, 2liO7. Duke Energy completed the spin-off 01 its natural gas buoinesscs, named Spectra Energy Corp (Spectra Energy), including its wliolly-o~~~ned subsiiliary Spectra 
Energy Capital, 1 LC (Spectra Energy Capital, formerly Duke Capital 11 C) Tlic natural gas businesses spun off priinarily consislcd of Duke E,iicrgy's Natural Gas Transmission busincis 

segment and Duke Energy's 50% ownership interest in DCP Midstream, l.L.C (DCP Ivlidstream, formerly Duke Energy Field Service!:, 1.LC). which was part ol t h e  Field Services business 
segment The results of operations of Uicse businesses are presented a5 discontinued openlions in the accompanying Consolidated Slatcments ofOper;itions 1.01 all periods prior to the spin-oil 
Sce Note I to tlie Consolidated Financial Statements, "Summery of Significant Accounting Policies " 

During the third quarter of 1005, Duke E,nergy's Boord of Directors authorized and directed mnnogement to esccute the sale or disposition of substnntinlly a11 of formcr Duke Energy 
North America's (DENA) remaining assets and contracts outside the bfidwestem United States and certain contractual positions relatctl to Ihc Midwestern assets The exi t  plan was completed 
in the second quarter of ZOO6 (see Note I .j to the Consolidated Financial Statements. "Discontinuetl Operations and Assets I-leld for Sale") As  discussed below. certain iissets 01 the former 
DENA husincis wcrc transf'errcd to the (3ommercial Power business segment and certain operations that Dukc Energy continues to wind-down arc in Othcr The rcsuILs 01 operations of the 
lormer DENA businesses which Duke Energy esited have been reflected as discontinued operations in the accompanying Consolidated Statements oCOperatiow for all perinds prior to the 
completion of !he exit activities 

Duke Energy Holding Corp (Duke Energy I-IC) was incorporated in Delaware nn May 3, 2005 as Deer I-folding Corp,  a ~vliolly-owned subsicliaiy 01 Duke Energy (3nrporation (Old 

Cinergy, a Delaware corporation organized in 1993. owns all outstanding common stock o l  its public utility compmies,  Duke Energy Ohio, Inc (Duke Energy Ohio) and  Duke Energy 

Duke Energy Ohio, an  Ohio corporation organized in 1837, is a combination electric and gas public utility company that provides S ~ N ~ C C  in Uic snuthwcstcrn portion 01 Ohio and, through 



PART I 

i\t Ilccember 3 I ,  21)07. Duke Energy opereled tlie lollowing business segments. all of which are considered rzportable segments under Statement of Financial Accounting Standards 
(SFAS) No 151. "Disclo.nms d)oi11 Segfirenl.~ oj 0 1 1  EXerjinse m d l ~ ~ l ~ ~ f e d l ~ r f o ~ n r i i i ~ o ~ ~ . "  U S Franchised Electric and Gas, Commercial Power, International Energy and Duke Ener&s 504'. 
interest in ihc Crescent Resources joint venture (Crescent J V  or Crescent) Prior lo Duke Energy's sale ot an efkctive 50"b ownership interest in Crescent in Seplemlxr 2006 (see belowj. this 
segment represented Duke Encrgy's 100?'6 ownership 01 Crescent Resources. L1.C Duke Energy's chief operating d a i s i o n  maker reguliirly rwiews  linnnci;il information ;ibout each of these 
business segments in deciding how to tillocatc resoiirccs iind cvnluole performiince For adihtinniil information on ench oi these business segments, including iinanciol and gcogrophic 
infirmation about each reportable business segment, see Note 3 to the Consolirlated Financial Statements, "Business Segments 'I 

southern Inrliano. and iiortliem Kcntuciy LJ S Fnncliiscd Electric and Gas also transports and sells natural gas in soutli\vestern Ohio and northern Kentucky It  conducls operations primarily 
through Duke Energy Carolinas. Duke Energy Ohio,  Duke Energy 1ndi;in:i and Duke tinerg). Kentucky 1-hese electric and gas operations iire subject to the rules and regulations oithe Federal 
Energy Regulatory Commission (FERC), the North Corolina Utilities Commission (NCIJC), the Public Senrice Commission of Soulli Carolina PSCSC), the Public Utilities Commission ot 
Ohio (PUCO). the Indiana 1.ltility Regulatory Commission (IURC) and the Kentucky Public S e n x e  Commission (KPSC) 

Cnmmercial Power owns, operiites ond manages non-regulated power plants and engages in the rvholc.sale marketing and procurement of electric power, Iiiel iind emission allowances 
related to these plank as w e l l  as other contractual positions Commercial Power's generation asset fleet consists of Duke Energy Ohio's non-regulated generation in Ohio, acquired from 

megawatts oi powcr gencration primarily locatcd in the h4idwcstcm U S The asset portfolio has a divcrsilicd fucl mix with baseload and mid-merit coal-fired units as \!,ell as combined cycle 
and peaking niituriil gas-lired units Most o i  the generotion asset output in Ohio has been contrticted through tlie Ilcile Stabilization Plan (RSP) For more inlbrm;ition on  tlie RSP. see the 
"Commerci:il Power" section below Commercial Power also develops and implements customized energy soIuLions Commercial Power, tluough Duke Energy Generation S e n w e s ,  Inc and 
its af f i l ia tes (DEGSj. dcvelops, owns and  operates electric gcnciation tor large energy consumers, municipalities, utilities and industrisl iacilities DE,GS currently manages more than 6,600 
megiiwntts of power generation o t  23 iiicilities throughout the I1 S DE,GS hns ?Jli megnwotts of wind energy under construction and wel l  over 2,500 megnwntts of wind energy projects i n  tlie 
development pipeline 

primarily through Duke E.nergy Intcrnatinnol, I LC (DEI) and its activities target power generation in Latin America Aclilitionally. International Energy owns equity invcstmenls in Saudi 
Arabia and Greece 

U S Franchised Electric and Gas generates, transmits. distributes and sells electricity in central and western North Carolina. western South Carolina. southwestern Ohio. central and 

lntcrnational Energy owns, operates and mnnngcs powcr generation facilities. and engages in sales and marketing of electric power and naturiil gas outside the U S It conducts opcr;itions 

Crescent develops and manages higii-quality commercial, resirlcntial and multi-family real estiile projects primarily in lhe SouUieastern and Southwestern U S Some o l  Uiese projects are 
develqicd and managed through joint ventures C r t x e n t  also manages "legacy" land holdings in Norib and South C m l i n a  

On Scptcmbcr 7. 201.16, on indirect wholly owned subsidiiiry of Duke h e r g y  closed on agreement to create the Crescent JV with bforgan Stonley Real Estate Fund V U S , L I' (h,lSREF) 
;ind other afliliatcd funds controlled by Morgan Stanley (collectively the klS hlemlxrs) Under the agreement. the Duke Energy subsidiary contrihutecl a l l  ofthe membership ulterests in 
Crescent tu ii newly-lbrmed joint venture, which was  ascribed an enterprise value of approximately $2 1 billion as of December 31, 2005 In conjunction with the lormation of the Crescent JV. 
the p i n t  venture, Crescent and Crescent's subsidiaries entered into il credit agreement !villi third party lenders under which Crescent borrowed approximately $1 21 billion, net o i  transaction 
costs, o i  which ;ipprosiniately $1 19 billion was immediately distributed to Duke Energy ImmcJialely following the debt transaction, the A4S Members collectively acquired a 494,a 
membership interest in l he  Crescent JV  from Duke Energy for a purchase price of approsimately $415 million A 2% interest in Uie Crescent 1V was also issued by lhe joint venture to the 
President and Chief Executive Officer ol Crescent. which is subject to iorieiture if the executive voluntarily leiives the employment o i  !he Crescent JV within a three year period Additionally. 
this 196 interest can he put back to the Cre:icent JV aner  three yecirs, or possibly eiirlier upon the occurrence ol certain events, at an  nmount equal Lo 2% oi  the fnir vnlue of the Crescent 1V's 
equity as o f t h e  put date Therefore. the Crescent JV will accrue the obligation related t o  the put as a liability over the three year iorfeilure period Accordingly, Duke Energy has an effective 
5Ci:B ownership in the equity of Crescent JV lor h i n c i a l  reporting purposes Duke Energy's investment in the Crescent JV has been accounted for as an equity method investment for periods 
oiler September 7, ?(it16 
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Ilic remainder o i D u k e  E,nergy's operations is presented as Other \Vhilc 11 is not considcrcd a business s q m e n t ,  Other primarily includes certain unallocated corporate costs, DukcNct 
Communications. 11 C (DukeNet) and related telccom businesses and Bison lnswance Company Limited (Bison). Duke Energy's wholly owned, captive insurance subsidiaq Additionally, 
Other  include^ LJie remaining porlion of Duke Energy's business formerly known as  DENA that  was not exited or transferred lo Commercial Power, primarily Duke Energy Tnding  and 
Marketing. 1 I C  (DETM). which management is currently in the process of winding down. LInallocaled corporate cosis include certain cosis not allocable to Duke Energy's reportable busincss 
segments, primarily govemoncc costs, costs to acliicve mcrgus and divestitorcs (such as the Cinergy mcrgcr nnd spin-off of Spectra Energy) and costs associiitcd with certain corporatc 
severance programs DukeNct develops, owns and operatcs ii fibcr optic communications network, primarily in the Carolinas, serving  irel less, local and long-distance communications 
comptinies, internet sewice providers and othcr business= and orgmizations Bison's principii activities as a captive insurnncr entity include the insurance and reinsurance of various business 
risks and 1osses. such as workcrs compensation. property, business interruption and gcncral liability 01 subsidiaries and offiliatcs o i D u k e  Energy On a limited basis, Bison also participatcs in 
reinsuriincc :ictivilies with ccrtain third parties 

71I.-594-62iri1 Duke Energy e lec~onica l ly  files reports ivilh thc Securities and Eschange Commission (SEC). including annual reporls on Form 10-K. cjuarterly reports on Form 10-Q. current 
reports on  Form 8-1;. prosies and amendmenLs to such reports The public moy read and copy any materiiils that Duke Energy liks with the SEC at the SEC's Public Reference Room at I00 F 
Street, N E  \Vashinglon, D C 20549 The public may obtain information on the operation of the Public Reference Room by calling thc SEC at 1 -800-SEC-0330 The SEC also maintains an 

internet site tniit conlains repom, prosy iind inmrmation stiitements. m u  ottier imwmiitioii rcg;iruing issucrs ttiiit I I I ~  e i e c i r o n i c a t t m  a i  /iiil,'//u'ii'n?.sL'L:puiI tiltitiriuniiiiy. 
information about Dukc F a e r g ,  including ils reports iilerl with thc SE.C, is available 11irouJi Dukc Energy's web site at h f t j i ~ / / w n w  rlrrkc-eneig13coiri Such reports are acccssible a t  no  charge 
through Duke Energy's web sitc and are made av;iilahlc as soon as reasonably practicable alter such materiiil is iiled with or furnished lo the SEC 

Duke Energy is it Delaware corporation Its principal eswutive olyices are located a t  526 South Church St ree j  Charlotte, North Carolina 28202-1803 The telephone number is 

GLQSSARY OF TERMS 

T c m  01' Acroii)m Definition 
AAC Annually Adjusted Component 
AFUDC 
AOCI Accumulated Other Comprehensive Income 

ihe following terms or acronyms used in this Form ICI-K arc delined below 

-- 
Allowance for Funds Used During Construction 

APB 
Bison 
BPM 
Bridgeport 
CAA 
C A R  
Campcchc 
CAMP. 
CC 
CkiT 
CT 
Cinergy 
CO? 
COL 
CPCN 
Crescent 
DCP klidstream 

Accounting Principles Board 
Bison lnsurancc Company L imitcd 
Bulk Power hfarketmg 
Bridgeport Energy LLC 
C l e m  Air Act 
Clem Air Interstate Rule 
Compaiiia de Scrvicios dc Compresibn de Canipeche, S A de (3 V 
Clean Air blercuzy Rule 
Combined Cyclc 
Cinergy bliirketing nnd Trading. 1 P. and Cinergy Canadii, lnc 
Combustion Turbine 
Cinergy Corp 
Carbon Dioxidc 

Combined Construction and Opcrating Liccnsc 
Certificate of Public Convenience and Ncccssity 
Crescent IV 
DCP blidstrcam. LLC (formerly Dukc E,nergy Field Services, LLC) 
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.Term oi Acronym 
DEGS 
DE,I 
DEM 
DENA 
DENR 
DETIvl 
DOE 
DO1 
DSA4 
Duke Enerby 
Duke E,nergy Carolinas 

Dcliiiition 
Duke Energy Generation Services, Inc 
Duke Energy Inlernationiil. L I. C 
Duke Encrgy Merchants, LLC 
Duke Energy North America 
IJepartment of Environment and Nntural Rlsources 
Duke Encrf). Trading and Marketing. 1I.C 
Department of Energy 
Dcpartment n i  Justice 
Demand Side Management 
Duke Encrgy Corporation (collectively with its subsidinria) 
Duke Energy Cnrolinos, 1.L.C 

Duke Energy Indidna Duke Energy Indiana, Inc 
UUhe knergy hentULhy u u h e  hnergy hentuchq, UIL 
Duke Fncrgy Ohio D u k  Encrgy Ohio Inc 
FlT1. Emerging I ~ u e s  Task Force 
EPA Environmentnl Protection Agencj 
EPS E a r n i n g  Per %arc 
FAsn Financial Accounting Slnndnrdh Board 
FEED 
FERC Federal Energy Regulntow Commiwon 

Front End Engineermg and Design Study 

FIN 
FSP 
F l  C 
GAAP 
GCSA 
IGCC 
IRS 
IS0 
IURC 
KPSC 
1 S Powcr 
msso 
MCf 
Mo~dy ' s  
klSREF 
bIU' 
NCUC 
Nn1 F 

Financial Accounting Standnrds Board lntcrprctiition 
Financial Accounting Standards Board Stafl Position 
Federal Trade Commission 
United States Generiilly Acccpted Accounting Principks 
Gns Compression Services Agreement 
Integrated Gasificalion Combined Cycle 
Internal Revenue Sewice 
lndepentlcnt Triinsmission System Operntor 
Indiana Utility Regulatoi). Commission 
Kenlucky Public Service Commission 
L.S Powcr Equity Partiiers 
blarket Based Stnndard Service Ofler 
Thousand cubic feet 
Moody's Investor Scrviccs 
Morgon Stanley Real Estntc Fund V U S . L I' 
bIega:awatt 
Nonh Carolina Utilities Commission 
N u c h  Decommissionin& Trust Funds 
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- 'lcriii or hcrunyni  
NE,RC 
NAK 
NOx 
NRC 
OCC 
OIL 
OLJCC 
PECEX 
PSCSC 
I'UCO 
PUI-ICA 
liS1' 

I>cliiiiliun 

N o h  American Electric Reliability Council 
National Methanol Company 
Nitrogen oxide 
Nuclear Regulatory Commission 
OSlice or lhe Ohio Consumers' Counsel 
Oil Insurancc 1.imitcd 
Indionn C)f%cc oiUtil i ty Consumer Counselor 
Mexican National Oil Company 
Public Service Commission of South Carolina 
Public Utilities Cominissioii of Ohio 
Public Utility Holding Company Act of 1935, as amcnded 
Rate Stabilization Plan 

bill3 

SI3 '21 
5Fnerg) \Energy In\urance Limilcd 
SEC Securities m d  E\cIiange Commission 
srt\s 
SO? Sulfur dio\ide 

beLuritin m u  r w i a n g o  i u m i n i s ~ ~  
Ohio Senate Bill ??I 

Statement ol Financid Accounting Standards 

SPF 
Spectra Energy 
Spccirn (7;ipital 
SR T 
S&P 
Synfuel 
.I E P K O  GP 
TEPPCO LP 
UB E 
VIE 
\\'cstcoast 

Speciol Purpose Entity 
Spectra Energy Corp 
Spectra Energy Capital, L K  (iormerly Duke Capital 1.L.C) 
System Reliability Trackcr 
Standard & Poor's 
Synthetic Fuel 
Texis Eastern Products Pipelinc Company. LLC 
rEPPCO Partners, L P 
United Bridgeport Energy L L  C 
Variable Interest Entity 
\Vestcoast Energy, Inc 

I h c  lSollowing sections describe thc business and operations of each of Duke Energy's reportablc business segments. as well as Other (For more inrormation on hc opcrating outlook of 

Duke Energ), and its rrportahle s q m e n t s ,  scc "klanagemenl's Discussion and Analysis of Financial Condition and Results of operations, Introduction-Esccutive Overview and Economic 
Factors for Duke Energy's Business" For financial information on Duke Energy's reportable business segmcnls, see Note 5 to the Consalidaled Financial Slatemcnts, "Business Segmenis ") 

Service :\re;i mid Custotners 

Carolmas, Duke Energy Ohin, Duke Energy 1ndi;lna ;ind Duke Energy K,entucky (Duke Energy Ohio, Duke Encrgy Indiana and Duke E n e r g  Kentucky collectively referred lo 3s Duke Energy 
Clidwest) Its service area covcrs 

Li S Franchised Elcclric and Gas gcncratcs, transmits, distributes and sclls electricity and transports and sells natural gas It cnnducb operations primarily through Duke  E n m g  



PAR I I 

about J7.fJ(ll:i square niilcs with an estimated population of 1 1  million in ccntr;,l and western North (3arolinii. western South Ciiroliiia, southwestern Ohio, central, nortli central and southern 
Indiana iind northern Kentucky U S I.ranchiscd Electric and Gas supplies electric service In approximately 3 9 million resideiitinl, commercial and industrial customers over 14S,7?)0 miles of 
ilistributioii lines ;ind a 70.900 mile transmission system 1J S Franchised Electric and Gas provides domestic regulated transmission and distribution services for natural gas lo  approximately 
5Oij,OOtj customers in soulhwestern Ohio and norliicrn Kentucky via approximately 7.100 miles v i  gas mains @as distribution lines tliat serve in a common source oi supply for more than one 
service line) iiiiil SI'NICC lines 
purchased pnnions 01 the C;itawha Nuclear Station may also buy power from a variety ofsuppliers, including Duke Energy Carolinas. through cnntractual agrcemenls For more information on 
tlic Catawha Nucle;ir Statiiin joint ownership. sct: Note 5 to the Consolidated Financial Statements. "Joint Ownership ol Generilling and Transmission Facilities " 

sectors such tis Iinance, insurance iiiid mil estate sewices BISO constitute key components ofthe states' gross domestic product 

tricity is ~ I s o  sold wholesale to incorporated municipiilitics iind to public iind privnte utilities In addition. municipiil and cooperative customers who 

Ihke Energy Carnlinas' b~rv ice  iirca l ias a diversified coninicrcial and industrial prescncc hhanulacturing cnntinucs to be  the largcst contributor 113 the econinmy i n  !lie region Other 

nit textile industry. rubber and plastic products, chemicals. and machinery and computer produck were the most significant contributors to t l ie area's manulacturing output and Duke 
uslriiil salcs rc\'eniie lor 3Jtj7 Motor v e h c l e  parts, paper. food and bever;ipe. building materials and electricill and electronic equipment manufiicturing also haven strong 
cnnnmic grmsrii nnd the region's industrial sales R e  textile industry. while in decline, is the lsrgest industry served in both North Carolina and South Citrolina 

(collectively referred io as tlie Carolinas) 
Duke Energy <.'aroliniis hiis business ilevelopmcnl strategies to leverage the competitive acivantages 01 its service territory to attract tinct expand advanced manutacturing and data 

inicnsive business 1 hcse competiti\'e advantages. including ii quality workforce, strong educational institutions, superior transportation infrastructure and cnmpctitive electric roles  3046 below 
the n;itinnal averiige were key lacliirs in attracting new businesses The success in attractins new companies, cis well :is expanding tlie opeititions of existing customers. substantially offset the 
sides declines in the industries like textile and liunitiire in 2007 

Duke Energy Clhio's and Duke Energy Kentucky's scrvicc area both have a divcrsificd cummerciiil and industrial prcscncc Major cornponcnts 01 the economy include manufacturing, ieal 

estnte and rentiil lensing. wlio/es,iIe trade. finnncial and insurance scn'iccs. retiiil trnde, education, healthcare iind prol'essional/busincs services Cincinnati. Ohio I S  positioned to become n 

healthcare hub  and the presence oi nnn-durable manulacturing makes !lie area less ~ i l n e r a b l e  to cconoinic fluctuations than other areas 

Ohio's and Dukc Energy l icntuclq's  inilustrial sales revenue for 2007 Food and bwerage manufacturing. fabricated metals. and electronics also have a strong impact on the area's economic 
growth and the region's industrial sales 

;idvanced mnnuiacturing businesses llie availability 01 n highly skilled \vorl;lorce superior highway access, low cost o i  living, and prosimitv to markels nnd raw materials are key factors in 
nttracting ncw custnmers in the trans1mrtiition. inad rnonu:ncturing, chemical mnnulocturing, plastics and diitn processing industries 

industries of major economic signiiicance in Duke Energy Indians's service territoiy include chemicals, primary metals, and transportittion Other significant industries operating in the 

area include stone. clay aiid gl;iss. Inml products, paper, and other manuiacturmg Key sectors among commercial customers include education and retail trade 
Duke lincrgy indian,i hiis business developincnt strategies to Icvernge the competitive advantages of the Indiana region 10 attract new ailvanccd manufacturing, logistics. !ilk scicnces and 

d:ita center business to Duke 1;nergy lndisna's service territory 'These advantages, including competitive electric rates, a strong transportation network, escellcnt institutions of higher learning, 
and n qu;ility wnrklnrce. were key in attracting netv customers and encouraging csisting customer expansions This ability to attract business investment in the sewice  territory helped balance 
the slight decline in sales in the chemical. lood aiid wansportation equipment sector in 2007 

rile primary mctiils industry. triinspi)rtotion equipment. chemicals, and paper and plastics were the most signiiicant contributors to the iirea*s msnuiacturing output and Duke Energ)? 

Duke Energy Ohio a n d  I:)ukc Energy Kentucky ha1.c business development strategies to leverage thc compcIitive advanlages o l  lhe Greater Cincinnnti Region to atuLict and expand 

R e  number d r e s i d ~ n t l a l  a n i  commercial customers within tlie U S Franchised E,lectric and Gas' service territoty continues to increase As a result. sales to these customers ore 
increiising due in 11ic growth in these sectors A s  sales t o  residential and commercial customers increase, tlie level of sales to industrial customers becomes 11 smaller. pet s t i l l  significant, portion 
of U S Friinchised Flectric and Gas sales 



U S Irranchised Electric and Gas' costs and reycnucs arc influenced by seasonal pattcrns Pcak s a k s  oi clcctricity occur during the summer a n d  winter months, resulting in higlier revenue 
;ind cash llows during thosc periods By contrast, fewer salts oi electricity occur during ihe spring and la11, allowing for scheduled plant maintenance during those periods Peak gas sales occur 
rluring thc wintcr months 

The following maps show the U S Friinchiscd Electric and Gas' service territories nnd operating inciliiies 
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Enri gy Cnpiiciiy and Rmourcrs  

Encrgy's 12 546 ownership in the Catnwha Nuclear Station). l i f t ee i i  coal-lired statinns with a combincd net capacity of 13.552 hd!V (including Duke Energy's 69% ownership in the East Bcnd 
Steam Station and 50 i35?0 ownership in Unit 5 d t h e  Gibson Steam Stationj, Uiiriy-nne hydroelectric slations (includmg two pumperl-storage lacilities) with a combined net capacily of 3,213 
M\V, f i t k e n  combustion turbine (CTj  stations burning natural gas. nil or oihcr fucls with a combined net capncity nl~S.?-li AanV :and tivo combined cycle (CCj stations burning natural gas or 
synthetic gas with a combined net c;ip;icity o i  MI:I h1W Encrfy and capacity are also supplicd through cnntracts !villi other g e n e r m r s  and purchased on the open market Factors that could 
ciiuse U S Friinchised Electric and  Gas to purcliiise power h r  its customers include generating plmt nuttiges, esveme weiithcr conditions, s u m m a  reliability, growtl\ and price U S 
Franchised Electric nnd Gas h i s  interconnections and arrangcments with it$ neighbnring ulilities t o  fxcilitate planning. emergency iissistance, sale and purchase of capacity and energy, and 
reliability 01 power supply 

Electric energy for U S Friincliised Electric a n d  Gas' custnnicrs is generated by three nuclear generating stiltions wid1 a combined net capacity o l  5,0?0 megawatts (hfiV) (including Duke 

U S Franchised Electric and Oas'generntion purtfolio is il balanccrl mix oi cncrgy rcsourccs having diFTcrent operating characteristics and iucl sources designed to provide cnergy at the 
lowest possible cost to meet iLs <Jblig;ltinn to scn'e native.lond c u s t o m e ~  All options, including owned gcneratinn resources and purch:ised power opportunities, arc continually evaluated on n 

real-time h;isis to select and dispatch the In~vest-cnst resources av;til:ihle to meet system load requircmcnls The vast majority nf customer energy needs are met by large, low-cnergy- 
production-cost nuclear and coal-fired generaling unils thal operatc iilniost continuously (or at bnseload levels) In 111107. approsimatcly 97 746 of the lotill generated energy camc from U S 
Franchised Electric snd  Gas' low-cost. eilicicnt nuclear and coal units (66 546 con1 antl 31 ?b nuclear) l h e  remiiining energy needs were supplied by hydroelectric, C T  zind CC generation or 
economic purchases from the wliolesale niarlrel 

periods (at peaking Icvcls) wlicn customer loads arc rapidly changing CT's and CC's produce encrgy iit Iiighcr prixluctinn costs than either nuclear or coal, but arc lcss esp-nsivc to build and 
maintain, find can be riipidly storied or stopped a!; needed to meet changins customer loads I-lydroelectric unib produce iow-co!it energy. but thoir operntions are limited by the avnilnbility oi 
water !lo\\, 

I-Iydroelecuic (lxith conventioniil :ind pumped storage) in the Carolinas and gasloil CT antl C(3 stations in both the C;irolinas and h,fidwesl operate primarily during thc peak-hour load 



U S Franchised Electric and Gas' malor pumped-storage hydroelectric raci l i t ics offer the addcd llexibility o f  using l u w c o s t  oii-peak energy to pump water that w i l l  be stored for latei 

generation use during times o f  higher-cost on.peak genwitioii lierinds These l i ic i l i t ies i i l lo\v U S Franchised Electric mil Gas to maximize tlie value spreads between clin-erent high- and low- 
cost generation periods 

U S Franchised E.Iectrtc and Gas is engaged in planning elloris to meet ]projected lo;id growth in i ts  senwe territories Long-term projections indicate a need Ibr significant capacity 

additions, which may include new nuclear. inlcgratcil gasiificstion comhincd cyclc UGCC). cool fiicilitics or gas-fired gcneriition units Because o f  the long lend times required to develop such 
assels, U S Frenchised Electric and Gas is taking steps nnw ti) ensure those options are nvailable In  hh rc l i  2IJO6. Duke Energy Ciirolinas announced that  i t  hiitl entered into an agreement with 

Southern Comliany to evaluiite pixential constructinn 01 a new nuclear plant a t  a site jointly mvned in Cherokee County. South Girnlinii In R & I ~  2007, Dukc Energy announced its intent In 
purchasc Soutlicrn Cnmpany's SOl i  rYnV interest in t l ic  proposed \Yilliam Stater Lcc Ill Nuclcnr Station. making the plant's lntal  oi i t ix~t  avail;iblc to Duke Energy Carolinas' electric customcrs 

On December 13, 2007, Duke Energy Caro1in;is liled iin applicatinn with the Nuclear Regulstory Commission (NRC) lor a coml:ined cniistruction and oprating license (COI..) for two 

Weslinghouse APIOOO (ndviinced passive) reactors a t  the Cherokee County, Soulh C:irolina si te 1l;ich reactor i s  c:ipable nl'producing npprosimately I ,I 17 LIW Submitting Uie COL. 
npplicalion docs not commit Duke Energy l k o l i n a s  to build nuclear units On February 27. ZClllY. Duke Energy Carolinas received conlirmation from the NRC that  i ts  COL application has 
been accepted nnd docketed fo r  the nest stage ol re\ for approval ol Duke Energy 

Carolmas' decision to incur development costs i issii Energy's decision to incur tliz 

2009, w l i i c l i  is comprised ol approximatcly $70 million incurred through December 31, 71lii7 plus an additional $160 million id onticipiitcd costs in ZOO6 nnd 2009 Ihe  PSCSC has scheduled 

nn cvidentiarp he;iring on Duke E,nergy Carolinas' application for April 17, 3 I J S  iind the NCUC h a s  scheduled an e\.idcntinry liearing lor Apri l  29, ? N l S  Also. in Decembcr 20iJ6, Duke Energy 

nnnounced an agreement to purchase a porlion (01 Snluda River Electric Coolierative. Inc  's nwncrship interest in the Cata\vba Nuclear Station Under the terms of the agreement. Duke Energy 
will pay approsirriatcly P I  58  mil l ion for tlic additional o\~nership intercst o f l l i e  (latawba Nuclcar Station Following the closing 01 thc tiiinsiiction, Dukc Energy will own approximatcly 19 
percent of Cataivbn Nuclear Sttition 1 his triinsiiction. which is expected to close prior t o  September 3 1 ,  211OS. is suhject to approuil by vtirious state nnd federal agencics 

Also. on Dccembcr 7. 2007, Duke Energy Ciirnlinn:; liled ,ippliciitims with the NCUC iind t l ie P 
d with the Iprtiposed William States Lee Ill Nuclezir Stat ion the  NCUC had previously approved 

North Carolina allociible sliare 01 up to S i  13 millinn in development costs through 3 1 1 5  / I tie new requests cover ii toliii o iu i i  to . E . r i t  L L  L . 

On lune 2 ,  2CilE, Duke Energy Carolinas filed an appliciition with the NCIJC for a Ccrlilicatc niPublic Convenience :and Necessity (CPCN) to construct two 80tl bnV state ol the art coal 
generation units at its existing Cliffside Stciim Station in North Ciirnlinii On February 7s. 2tit.17. tlie NCUC issued a notice ol decision approving the constructiun ol one unit at the Cliiiside 

Steam Station On March 21, 2007, the N W C  issued its Order. which esi4aincd the basis for i t s  decision i n  apprnvc construction n i  cine unit. with an approved cost cstimatc of $1 93 billion 

(including allowance for funds used during construction (AFUDC)), and certain conditions including providing for updetcs nn constructinn cost estimntes A group of environmental 
interveners filed a motion and supplenicntal motion lor reconsideration i n  April 7007 and hlay 2007. respectively Duke llnerc,y oplwsed Uie motions and Lhe NCUC denied ffie motions for 

reconsideration in lune 2007 On January 31, 3ii i lS. Duke Energy Carolin;is filed its u p d m d  cost estiniiite ol $1 S billion (cscluding .4FLR7(3 o f  $500 million) for the nploroved n w  Cliiiside 

Unit 6 Duke Energy Carolinas bclicvcs thst the ovcriill cost ioIClillsidc Unit 6 wi l l  he reduced by approsimstcly SI 25 million in  Icdcrnl iidviinccd clcnn cotil tiix credits On July 11, 2007, 
Duke E.nergy Carolinas entered into ;in engineering. procurement, construction and commissioning sen'ices agreement. valued at apprnsim;itely $ 1  3 hi l l ion witli an aflilrate of The Shaw 
Group, Inc , oi which approxim;itcly %950 millinn relates to participiition in the construction of it nc\v S O 0  hl\V coiil unit. with the remainder reliiletl to a flue gas desulfurization system on an 

existing unit, a t  Clin'sidc On January 29. 21x18, tlic i inal air permit w a s  issued by the North Carolinii I>cpnrtiiicnt of 
On June 29, 2007. Duke Energy Carolinas liled with the NCIJC preliminary CPCN in1i)rm;ition to construct ii 

esisting Dan River Steam Slation, as !vel1 as updated preliminxy CPCN information to construct :I 6Oll-SOTi MI\/ c i i  

Station On December 14. 2007. Duke Energy Carolinas liled CPCN ;ipplications for the two combined cycle liicili!ies 1 lie MCUC has consolidated its consideration 01 the t\vo CPCN 
opplicntions ond scheduled iin evidentiary lienring on t l i e  applications tor hlsrch I I ,  ?Oils 

In August 2W5, Duke Energy Indiana I i l c i l  an application with t l i e  IURC for approval of study and preconstruction cosLs related In t l iep in t  development of an IGCC project with 

Southern Indiana Gas and Electric Company d/b/a Vectren Energy Deliver), of Intliana, lnc (Vectren) Duke Energy Indiana and Vectren reached a Settlement Agreement with the Indiana 
Office of Uti l i ty Consumer Counselor (OUCC) providing for thc recovcrj of such costs if the IGCC projcci is qproved end constructed and for the partial rcco\wy 01 such costs if the IGCC 

project does not go forward 1 he IUR 

cnt m d  bJatural Resources (DENR) 
,411' comhincd cyclc. naturiil gas-fired generating iacility at i ~ 5  

c l c  natural gas-tired generating lacility at i ts existing Buck Steam 

x e d  an nrder on luly 26. 3006 approving t l ie  Settlement Agreement in its entirety 
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On September 7, 70M, Duke Energy lndiwa and \'cctrcn filed aloin1 petition with the IIJRC seeking ('P(3N's lor [he  construction o f a  630 ?vIW IGCC power plant a t  Dukc Energy 
Indiana's Edwardsport Genernting Station in Knos County, Indiana The petition describes die applicmts' need inr additional baselo;id generating cal~acity and requests timely recovery o i a l l  
collSlNclion and operating costs related to the proposed generating station, including financing costs. togelher with certain in1:entive ralcni;lking treatment Lhke Energy Indiana and \'eclren 
l i led their cases in chief with llie lURC on October 74,2006 A s  with Duke Energy Carolinas' Clitiside priyect. Duke Energy Indiana's estimated cosLs for the potenti;il IGCC projecl have 
increiised Duke Energy Indiana's publicly filed testimony with the TIJRC states that inclustty estimates (as provided by llie Elcctric Po\\*cr Resciircli Institute IEPRIjj of total capitol 
requirements f o r a  facility of Ilus type and size ilre now in the range of  $1 6 billion to $2 1 billion (including esca1:ition to 2111 I ;and owners' specilic site costsj  In April XfJ7, Duke Energy 
Indiana and Vcctren f i l ed  a Front End nngineering and Design CEED) Study Report which included iin updated estimated cost fix the lGCC project of opprosimately $2 billion (including 
AFUDC) An evidentiary hearing w a s  held June 18-22, 2007, and a public i i c l d  hearing w a s  held mi August 19, 211117 O n  Novcnibcr 2iJ, N117. tlic IURC issuccl an order granting Duke Energy 
Indiana CPCNs Cor the proposed IGCC project and approved the timely recovery of costs relatcd to the project Ihe IURC also ;ipprnvcd Dul~e Energy 1ndian:i's propusal to initiate a 
proceeding in b lay  ZOO8 concerning proposals lor the study of partial carbon capture, sequestration and/or cnllwccd iiil recovery far the Edwardsport IGCC Project nie Citizens Action 
Coalition of Indiana, Inc . Sierra Club. Inc Save tlic Valley. Inc , and Valley Watch. Inc . all intenenors in the CPCN proceeding. have appealed the IURC Order to the lndiana Court o l  
Appenls That o p p l  is pending On Ionuiiry 75, 2lJilS, Dukc h e r g y  lndiiinn received the i ind  air permit from 1111: Indiana Department niEnvironmentiil hlnnagement In August 2007, Vectren 
withdrew its participation in the IGCC pl;int Duke E n e s y  1ndi;ina is currently esploring Its nptions. including assuming 10?1?~0 o f t h e  plant capaci ty Absent identificntion of an  alternativeJoint 
o\riner. Duke Energy Indiana would own ltllJ4bol the I t iCC plant c;lpaclt)~ 

Fuel Supply 

power and Cud costs for the three years ended December 31 2007 
U S Franchised Electric and Gas relies principnlly on coal and nuclear luel for its generation 01 clectric e n e r g  Ihc following table lists U S Franchirerl Electric and  G 

Geiirrittion by Source Cost o f  Delivrred Fuel per Net 
(I'erceiii) tiilmvelt-hour Geiiei iitetl (Cciits) 

35 I 'I5 7 I) 2s 0 41 

0 6  0 1  9 33 8 53 -- -- 

- ~ _ _ _ _ _ _  

Statistics related to coal generation and 1111 ruels rellect U S 1:ranchised E.lectric and Gas' 6941 ownership interest in tlhe East Bend Steam Stailon ;and 51) 0540 ownership interest in Unit 5 
of the Gibson Steam Station 
Statistics relnted to nuclear generation and all Iuels rellect U S Franchised Electric and Gas' 17 5 9 6  ownership interest in the (liltowha Nuclear Stetion 
Cost statistics include amounts for light-off I'uel a t  U S Fnnchised Electric and Gns' coal-fircd st:itions 
Generating figures are net ol output required 10 replenish pumped slorage facilities during oft-peak periods 
Includes legacy Cinergy regulated opsrations from the date ofacquisition (April 3, 2OC16) and ihcreoftcr 

Con1 U S Franchised Elcctric and Gas meets iL.3 coiil dcmiind in thc Corolinns and i\.lidwcst through 11 portfolio of purchiise supply contracts iind spot iigreemcnts 1 nrge amounts of c o d  
are purchased under supply contracts w i t h  mining operators who mine h t h  underground and ;it the surfiicc U S Frsnchised Electric and Gas uses spot-market purchases to meet coal 
requirements not met by supply contracts Expiration dates Cor its supply contracts, which have various price adjustment pro\'isions and market re-opcners. range fiom 7iXJS to 7016 U S 
Franchised Elcctric and Gas expects to rcnciv tlicsc contracts or enter inin similar contracts with odier suppliers Cnr thc quaintitics and c~unlity of coal required as esisting contracts expire. 
though prices will fluctuate over time as coal markets change l h e  coal purchased for the Carolinas is primarily produced from mines in eastern hentueky. West Virginia and snuthwestern 
Virginia rile coal purchased for Uie regulated hlidwest entilies is primarily produced in Indi;ina, Illinois. and Kentucky U S Franchised Electric and Ciac has an adeqoate supply ofconl lo fuel 
its projected 2008 operations and a significant portion of supply to fuel its projected 2009 operations 

The  current average sulfur content of coal purchased by U S Fronchised Electric >ind Gus lor the Ciirolinos is ;ipprmxmiltely l o o .  Iion'ever as Carolinns coal plants continue to bring on 
scrubbers over the nest several years, the sulfur content orcoal purchased could increase as higher sullur cniil optinns :ire crinsiilered lhe current aver;ige suUur content of coal purchased by 
IJ S Franchised Electric and Gas for the i\/lidwest is approximatcly 246 Coupled with the use ofavail;ible sulfur dioxide (SO?) emlsslon iillnwances on the open miirkel this satisfies the 
current emission limitations Tor SO2 for esisting iocilitiss in the Carolinas and Midwest 
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Gnu U S Franchised E,lectric and Gas is responsible for the purchase and the subsequent delivery vi natural gas to ntitive I oa t l  customers in the hlidwcsl U S Franchised Electric and 
Gas' natural gas procurement strategy is to buy firm natural gas supplies (natural gas intcnded to he ;ivailnble ;it a11 times) and lirm interstalc pipeline trnnsportatian capacity during the winter 
season ( N o v e m k r  Lhrough Adarch) nnd during Uie nan-healing season (April through (Ictober) Uirough a combination 01 lirni supply ani1 Lransportatlon capacily along wiUi spoI supply and 
interruptible transportation capxi ty  This strategy allo\vs IJ S Franchised Electric and Gas to assure reliablc natural gas supply Tor i ls high priority (non-cunailablej firm customers during peak 
winter conditions and provides U S  Franchiscd Electric and Gas the flcxibility to reduce its contract commitments if l irm customers c h ~ o s e  tilternate @is suppliers under U S Franchised 
Electric and Gas' customer choicdgns transportation programs In ?(ll)7, firm supply purchase commitment agreemenLs provided ;ipprexim:itely 97% of the natural gcis supply. with the 
remaining gas purchased on tlie spot morket T h e e  iirm supply agreements feature two levels of gas supply. specilically (I) baselnad. wh ich  is a cnntinuous supply to meet normal demand 
rcquiremcnts, and (2) swing load, which is gas nvaiiahle on a daily basis to accommodate changes in demmd due primwily to changing wuitlicr conditions 

U S  Franchised Electric and Gas also owns two underground caverns with a total storage capacity 01 ;ipprosim:itely 16 million gallons of liquid priqxine In aililitioii, U S Franchised 
Elecuic and Gas has access to nine million gallons o i  liquid propane through a stornge ngrecment \villi a third p:irty This l i ~ p i d  prnpme is used in tlie threc propandair ]=at shaving plants 
located in Ohio and KentucLq Ropaneleir  peak shaving plants vaporize tlie propane and mix with natural gas to supplement l l i e  natural gas supply during peak demimil periods and 
emergencies 

Ll S Franchised Electric and Gas manages naturiil sas procurement-pnce volatility mitigation programs ior Duke Energy Ohio nnrl Duke Energy Kentucky I liese programs pre-arrongc 
between L>-/>:b 01 winter heating Season baseloau gas  requiremenls iinll up to LJ-3 iJ io  01 Suinmer szilsi~il l l i i  L . c . L < ,  ' I c L c L .  Gukc 

E,nergy Ohio and Duke Energy Kentucky use primarily fixed-price forward contracb and contracts with a ceiling and lloor on  the pric 
Energy Kentucky, combined. had hedgetl approximately 5196 d h e i r  winter 2(lU7/200S base load requirements 

Energy Carolinas, Dukc Energy Indiana and Duke Energy Kentucky service territories The natural &is procurcmcnt strategy is to contiact willi one or sweriil suppliers who buy spot market 
nalurnl giis supplies along with firm or interruptible interstate pipeline transporlntioii capncily for deliveries to the site Th i s  striitegy a l l o w s  for cnmpctilive pricing. 11csibility of dcli \wy, nnd 
reliable natural gas supplies to each of the natural gas plants kdany of :he natural gas planls can b e  served by several supply zones and multiple pipelmes 

Duke Energy Indiana hedges a percentage o i  its winter and summer espected native gas burn from Indian;i gas turbine unils using 1in;inci:il swaps ticd ti1 the NYi\dE?;-tIenry IHub natural 

gas futures 
Nuclenr Developing nuclear generating iuel generally involves the mining and milling of uranium ore to prnduce uranium concentrates. the conversion of uranium concenlr~ites to 

uranium hesafluoride gas, enrichment of Uiat gas, a n d  lhcn the fabrication of &e enriched uranium hesafluoride inlo Isable fuel assttmbliss 

U S Franchised Electric and Gas lias contracted for uranium materials and serviccs required to iuel the Oconee, McGuirc and Cot;i\vb;i Nuclear Stntions in the Carolinas Urilnium 
conccntratcs, conversion scrvices and enrichment services ore primarily met Lhrougli a diversified portiolio of long-term supply cnntrncts The conuscts tire rlivcrsdicd hy supplicr. country of 
origin and pricing C1 S Franchised Electric and Gas staggem its contracting so lhal its portfolio of long-term cvntracls covers the majority 01' its l-uel requirements at  Oconee, blcGuire and  
Catawbn in the near term, hut so that its level of coverage decreases m e r  time into the ruturc Due to the tcchnicd complexities ol changing suppliers oifuel inbrimtion services, U S 
Franchiscd Elcctric and Gas gcncrally sole sources these services to it single domestic supplier on a plant-by-plant basis using multi-year contracts 

n f l x c c m b e r  31 I .?(1117. Duke Energy Ohio and Duke 

U S Franchised Electric and Gas is responsible S i r  Uie purchase and tlie subsequent delivery ofnatural  gas tn the gas turbine gcneratnrs tn ssnv mitive electric 1o:id customers in Lhe Duke 

Based on current projections, U S  Franchised Electric and Gas' esisting portfolio o i  contracts will meet the requiremenLs i d  Oconce, McGuire and Catawba Nuclear Stations through the 
fl>llowing years' 

NucIc:ir St l t ion  1Ii:iniuni hIilcri:il 
Oconee 201 2 

McGu ire 1012 
Cata\vb:l 2012 

Conversioii Sei vicr 
zu12 
201 1 
201 2 
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Ilnr iclinient Service 
?ill>!> 

2iiiJ9 
?(Ill!> 

Pobi ic:rtioii Service 
3015 
2015 
201 4 
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N l e r  the years indicated ,ibove, a portion 01 the l ue l  requircmenb at Oconeu, McGuire and Catawba iirc covered by long-tsrm cootracls For requiremenls not covered under long-term 

contracts, Duke Energy beliews it will be able to renew contracts as they espire, or enter into similar contractual arrangcments with other suppliers of nuclear fuel materi 
term requirements not me1 by long-lerm supply contracts have k e n  and are expected to be lu l f i l led with uranium spot market purch;ires 

Cnrolinns has agreed to prepnre thc hSJcCuire and Cotnwbn nuclcnr reactors for use of miacd-oxirlc fuel iind to purclinsc mi.scrl-oxidc: fuel for usc in such reiiclnm A,bxed-oxidc fuel will be 
fabricated by )\IO?( Services from the U S  government's excess plutonium from i ts  nuclear weaponv programs and i s  similar to convcntinniil uriinium fuel Belore using the fuel. Duke Energy 
Carolinns must apply for and obtain amendments to the fxilities' operating l icensa  from the NRC On March 3, 2I:ilS. the NRC issued amendmenls 10 Catawba Nuclear Station's operating 
Iiccnses to allow tlic receipt and use o i four  mixed oxide fuel lead assemblies niesc lour lead assemblies complcted their firs1 cycle 01 iriadiatioii on Novcinbcr 11.  ?Oil6 and have been 
inserted for a second cycle ol irradiation in Unit 1 01 the C:itaivbn Nuclear Station 

fuel.' that  should be part ol the pnrtlolio available 10 mcct customers' growing need for electricity along with coal. nuclear. nstural gas. or reneiwble energy The plan would compcnsnte Duke 
Energy Ciirolinns for vcrilicd reductions in cnergy use and be available to nll customer groups 'I he plnn conlains proposals liir several dillcrent energy eliiciency prngrams Cuslomers would 
pay for enercy effcicncy programs with an energy cKiciency rider thal would be included in their power bill and adjusted annually nie energy ell-iciency rider would be based on the :ivoidcd 
cost of generation not needed as a result o f t h c  S U C C ~ S S  ofDuke Energy Carolinas' enerby efficiency efforts The plan IS consistent with Duke Energy L';irolinas'pubIic commitment to invest 
1% of its annual rctail revenues irom the salc of electricity in energy cnicicncy programs subject to the appropriatc regulatory treatment of Duke E,nurgy Carolinns' encrgy ell icicncy 

investments A h a r i n g  is expected in 20i)S 
(3n September ZS, 21107, Duke Energy Cnrolinas filcd an  :ipplication with the PSCSC seeking npproval to implement new energy elficiency progriims in South Corolinn Dukd Energy 

Cnrolinas' South Csrolina application is based on the application filed in North Cnrolina In advance of the evidciiliary hearing held Fcbruag. 5-6. 2008, L>ukc Energy C;irnltn;is reached 
settlement iigreements with the South Cnrolinn Office of Regulatory Stnfl (ORs), Wiil-hlart, Piedmonl Natural Gas and the South Carolinn Energy Users Committee Ccrtnin cnvironmentnl 
groups that were also interveners on the proceeding did not join any oftlie settlements Phis agreement calls lor Duke Energy Carolinas to bear tlic cost 01 the p r o g r m s  mil a l l ows  for recovery 
of S S %  o r t h e  avoided gcncration charges An evidentiary henring is espected l o  be scheduled by the NCUC for North Carolina in .?I~OS 

lmplmcntation of tlicsc plans is subject 10 approval from the NCUC and PSCSC As a result, Duke Energy is not able to cslimatc the impact this plan might l iavr on its consolidated 
results ofoperations, cash Ilows. or financial position 

On July I I ,  2007. Uie PUCO approved Duke Energy Ohio's Demand Side Ivlanagemcntl Energy Eft'iciency P r o p a m  (DSM Progroni j 'llie DSbL Pro~.r;iin consists of ten residenlial and 
two commerciiil programs Implementatinn ol {lie programs has begun The programs were first proposed in 2006 and were endorsed by the Duke Energy Community Parlnership. whicli is a 
collnborotivc group made up of rcprescntatives of orgiinimtions intercslcd in energy conscn,ntion, eficioncy nnd assistnncc to low-income cuslomers The program costs will be recouped 
through a cos1 recovery mechanism that will be adjusted annually to reflcct the prewousyeafs  activity Duke Energy Ohio is permitted to recover lost revenues. program costs and shared 
swings (once the programs rench 65% of the targeted savings level) through the cost recovery mechanism based upon i m p m  studies to be provided t o  the StalT of the PUCO 

SIBIC Similar to Ihe plans in North Carolina ;ind South Carolina, Duke Energy Indiana seeks approval oI a plan that will be ;ivailable l o  a l l  customer groups and will compensate Duke Energ)' 
Indiana for verified rcduclions in cnergy usage Under the plan. customerj would pay for energy efliciency progrnms through an energy eilicicncy rider thnt would be included in their power 
bill and adjusted annually through a proceedinp before the IURC 1-lie energy efficicncy rider will be based on the avoided cost o l  generation not needed as a result of tlie success of Duke 
Energy Indinnn's energy ciliciency progrnms Ihe IURC is espected to consider the petition in an  cvidcntinry hearing in lvfny 701% 

On November 15, 2007, Duke Energy Kentucky lfiled ib annual application to continue existing energy efficiency programs. consisting nfninr:  resitlcnttal and twn cnmmcrcinl and 
industrial programs. and to true-up its gas and electric tracking mechanism for recovery 01 lost revenues, program costs and shared savings An nrder on tlie applicolion is espccted in the first 
quarler of ?IN8 

Duke Energy Carolinas has entered into ii contract with Shaw AREVA MOX Services (MOX Services) (lormerly Duke COGEMA Stone Sr Webster. LLC) under which Duke Energy 

Etwrgs Ef ic imiq ,  In May 2007. Duke Energy Carolinos l i led an energy efficiency plan with the NCUC U i a l  recognizes energy elficiency as a reli;ihle, vnluable resource that is a "lillh 

On Octobcr 19, 2007. Duke Energy Indiana filed its petition with the IURC reciuesting approval of an allernalive regulatory plan Lo mer its encrgy eft-icieiicy cfiorts i n  the 



PART 1 

Rormwblc Etrcrgis Climate change concerns, as  well as  the high price of oil, havc sparkcd rismg government support in driving increasing renewable energy lcgislation at  both the 
lkderiil and state l eve l  For example, the new energy legislation p;issed in North Carolina in 2cX7 establishes it renewable portfolio standard for eleclric utilities a t  3% of output by 2Cil7, rising 
gradually Lo 12 596 by 2021 Duke Energy C;:rolinas, Duke Energy Ohio and  Duke Energy Indianzi h a v e  issued Request for Proposals seeking bids Tor power generated from renewable energy 
sources. including sun, wind, water, organic matter and other sources that ciin be available as early as 201 2 

Inventory 

geiicrating facilities and rcliiihlc delivery to custoincrs As of December 31,2i!07, the inventory balance for U S Franchised Electric and Gas was approximately $81 7 inillion See Note 1 ti) 
the Consolidated I;inancial Statements, "Summziry of Signtlicant Accounting Policies," for additional information 

Generation of electricity is capital-intensive U S Franchiscil Electric and Gas must miiintain an  adequ;ite stock oi fuel, materials and supplics in order to ensure continuous operation ol 

hisurance ui id Decoiiiiiiissioning 

Catawba Nuclear SLations each have two nuclear reactors and the Oconee Nuclear Station has three Nuclear insurance includes: liability coverage, property, i1econt;imination and premature 
decommissioning coverage. and business interruption andlor extra expense coverage The other joint owners ot'the Catawbo Nuclear Station reimburse Duke knergy lor cenam espenses 
associated with nuclear insurance premiums 'The Price-Anderson Act requires Duke Energy to provide for public liability claims resulting from nuclear incidents to the full limit o i  liability, 
which is approximately $10 S billion See Note I 7  to the Consoliilated Financial Statements, "Commiimcnts and Contingencies-Nuclear Insurance." for more inlormation 

In 2005, the NCUC a n d  PSCSC approved a U S  million annual amount for contributions and expense levels for decommissioning During ?007, Duke Energy exFnsed approsimately 

$48 million and conwibuted approximately S48 million o icash  to the Nuclcar Decommissioning Trust Funds (NDTI;) for decommissioning costs 1 he entire $48 million was contributed to the 
funds reserved for contaminated costs tis contributions to tlie Iunds rwerved for non-contaminated costs lime been discontinued since tlie current estimates indicate existing funds to be 
sufficient to cover projected luiure costs llie balance ol'the esternal funds tviis $1,929 million as orDecember 31, 20117 and $1,775 million as of December 31. ?006 Ihese  amounts are 
reflectcd iii the Consolidated Baliince Sheets as Nuclear Decommissioning T N S ~  Funds Within hvcstments and Other Assets 

in Z W 3  dollars. based on a decommissioning study completed in 2004 'This includes costs related to Duke Energy's 12 j?; ownership in Catawbn Nuclear Station The other joint owners 01 
Cataivba Nuclear Station are responsible roar decommissioning costs relatetl lo their ownership intereslr in the station The previous study, conducted in 19579. estimated a decommissioning cost 
of$l 9 billion ($2 Z billion in NO3 dollars at 3% inflation) The csrimated increase is due primarily to inflation and cost increases lor the size ol the organization nccddcd to manage the 
decommissioning project (biised on current industry experience at fscilities undergoing decommissioning) Both the NCUC and the PSCSC have a l l o i v d  Duke Energy to recover estimated 
decommissioning costs through re la i l  rates over the expected remaining sen'icc periods oiDuke Energy's nuclear stations Duke h e r g y  believes that the decommissioning cosLs being 
recovered through rates. when coupled with expected fund earnings. are sufficient to provide for the cost of decommissioning 

Allcr used fuel is removecl from a nuclcar reactor, i t  is cooled in a spent-fuel pool at tlie nuclear station Under provisions of die Nuclear Waste Policy Act ol' 1982, Duke Energy 
contracted with die Department of Energy (DOE) for the ilisposal of used nuclear fuel The DOE failed to begin accepting used nuclear fuel on January 31, 1998. the date specified by the 
Nuclear W;iste Policy Act and in Duke Energy's conlract with tlie DOE In 199S, Duke Energy filed a c1;iim with the U S Court of Federal Claims against the W E  related to the DOE'S lailure 

to accept commercial used nuclear fuel  by the required date Dsrn;iges claimed in the lawsuit are based upon Duke Energy's costs incurred as a result oi the WE's partial matcrial breach of its 
contract, including tlie cost of securing ndditioniil used fuel storage capacity On March 6. 7007, Duke Energy Carolinas and the IJ S Depilrtment of Justice reiiched ii settlement resolving 
Duke Energy's used nuclear fuel litigation against the DOE The agreement provided for an initinl payment to Duke Energy of approximately $56 million for cerlain stnrage costs incurred 
through July 31. 2005. with additional amounts reimbursed annually lor future storage costs Duke Energy will continue to safely manage its used nuclear fuel until the DOE acccpts i t  

of asbestos in connection with construction and maintenance activities conducted by Duke Energy Carolinas on its electric generation plants prior to l O S 5  Duke Energy has third-party 
insurance to cover certiiin 

Duke Energy nwns and operates the McCuire and Oconee Nuclear Stations and operates iind has a purtinl ownership interest in the Catnwbn Nucleiir Station Ihe McGuire and the 

Estimated site-specific nuclear decommissioning costs, including the cost ordecommissioning plant components not subject In radioiictive contamination. total approsimatcly $2 3 billion 

Duke Encrgy has esperienccd numerous claims for indemnification and medical rcimbursemcnls relating to damages for bodily in jur ia  a l l ~ ~ e d  to have arisen from the csposurc to or use 



1 ;il)Ii- of (.ontents 

losses related to Duke Energy Carolinas' asbestos-related injuria and damages above an eiggrcgiite scli insured retention ot 3476 million Reserves recorded on Duke Energy's Consolidated 
Balance Sheets are based upon the minimum amount in Duke Energj's hest estimiite oi  the range ol loss for current and future iisbeslos claims through 2027 Management believes it is possible 
that claims wil l  continue to be filed against 1l)uke Energy Carolinas after 2027 In light of the uncertainties mherent in a longer-tern forcc;ist, management does not believe they can reasonably 
estimate the indemnity and medical costs t h a t  might be incurred ;titer 2021 related to such potential claims Asbestos-related reserve estimates incorporate anticipated inflation, if applicable, 
iind ore recordcd on an undiscountcd basis lliesc rescn'es arc based upon current cstimntcs and are subject to greater unccrtamty ns the projection period lengthens A significant upward or 
downward trend in the number of claims filed, the nature o f the  alleged InJuly, and the avcrage cost ofresolving each such claim could change management's estimated liability. as could any 
substantial sdverse or iavorable verdict a t  iriiil ,A kederal lefislativc solution. lurther state ton reform or structured settlement transactions could also change the estimated liability Given the 
unc~rtainties associated with projecting matters into tlie iuturc and iiuincrous other lactors QlitSidC Duke Energy's control, maiizigcment bclicvcs i t  is rcasonahly possible that Duke Energy 
Carolinas may incur asbestos liabilities in excess or its recorded reserves 

Isncrgy's financial position. cash llows. or results 01 operalions of ihese cases to date has not been material Based on estimates imcler varying assumptions, concerning uncertainties. such as. 
ilmong others- ( i j  the number oi  contractors potentiillly esposed to asbestos during constructinn or maintenance of Duke Energy Indian;i find Duke Energy Ohio generating plants; ( i i j  tlie 
possible incidence orvarious illnesses among exposed workers. and ( 1 1 1 )  the potential settlement  cost^ without federal or  other legislation that addresses asbestos tort actions, Duke Energy 
estimates tliat the range of reasonably passiblc exposure in esisting and fiiture suits over the foreseeable future is not materiiil 'This estimated range ol'esposure may change as additional 
settlements (iccur and claims arc made and more case l a w  is established 

Duke Energy Indiana and Duke Encrgp Ohio have :iIso been named as defendants or co-defendants in lawsuits related to asbestos a t  their electric generating st:itinm The impact on Duke 

See Note I 7  to the Consnlidated Financial Statements, "Commitments and Contingencies-t\sbestos Related Injuries and Damages Clnims." for more inlormation 

Cunipeliliuii 
U S  Franchised E,lectric nnd Gas competes in some areas with go\wnment-owned power systems, municiIyolly owned electric systems, mrol electric cooperiitives and other private 

utilities By statute, the NClJC and the I'SCSC assign service iireas outside municipalities in North Carolina and South Carolina, respectively, to regulated electric utilities and rural electric 
cooperatives Subst;intially al l  ol tlie territory comprising Duke Energy Carolinas' service area has becn assifnod in this manner In unassigned areas. Duke Energy Carolinas' business remains 
subject to competition A decision of the North Carolina Supreme Court IimiLs. in somc instances, the right of North Carolina municipalities to SCNC customers outside their corporate IimiLs In 
South Carolina, competition continues between municipalities and other electric suppliers outside the municipalities' corporate limits, subject to the regulation nl the PSCSC In Kentucky, the 
right of municipalities to serve customers outside corporate limits is subject to court approval In Ohio, certified suppliers may offer retail electric gener;ition service to residential. conunercial 
and industrial ciistorners In Indiana. the state is divided into certilied electric service areas [or municipal urilities. rural cooperatives and investor owned utilities There are limited 
circumstnnces where the ccrtiiierl electric scnwc wens can he modilicd. with approval 01 the IURC U S Franchised Electric and Gas also compctes with other utilities iind marketers in the 
wholesale electric business In addition. U S I;r;inchised Electric and Gas continues to compete with natural gas providers 

tlrgulnlion 

Slate 
The NCUC. tlie PSCSC. the PUCC). the IUK onit the W S C  (collectively. the State IJtihiy Commissions) approve rates for retail electric service within their respective states In 

addition, the PUCO and tlie hTSC approve rates fix retail gas distribution service within their respective states The FERC np~iroves 1 J  S Franchised Electric and Gas'cost bnsed rates for 
electric sales to certain wliolesale customers For more iniorn;itinn on rate matters, see Note 4 to tlie Consoliclatcd Financial Statements, "Regulatory Matters-U S Franchised Electric and 
Gas " The State Utility Commissions, except for the PIJCO. also have tiuthoriry over the conslruction and operation of U S Franchised Electric and Gas' iacilities CPCNs issued by the State 
litility Commissions, as applicable, authorize Ll S Franchiscd Electric and Gas to construct and operate its electric facilities. and to sell electricity to retai l  and wholesale customers Prior 
approval fiom the relevant State IJtility (.'ommission is required for Duke Energy's regulated operating companies to issue securities 



In June 2007, Duke Energy Cxolinas filed a i l  application with theNCUC seeking authority to increase its rates and charges fix electric scrvicc in Nonh Carolina cffectivc January I ,  
20t118 This application complied with a condition imposed by the NCUC in approving the Cinergy merger On October 5, 2007. Duke Energy Carolin;is iiled <in Agreement and Stipulation o l  
Partial Settlement par t ia l  Settlement). a settlement agrecmenl among Duke Energy Cnrolinas. Uie NCUC Public Staft. the North Carolina Attorney General's Ollice, Carolinn Utility 
Customers Association Inc ,Carolina Industrial Group Tor Fair IJtility Rates I11 and Wal-Mart Stores East I.P. for consideration by the NCUC Thc  Partial Settlement, which includes Duke 
Energy (3iirolinns nnd all intervening parties to the rote cnse. rcllcctcrl ogrccmmts on 1111 but n iew issues in these mnttcrs. including :\yo signilicant issues nie two significant issues related to 
the trwtment of ongoing merger cost savings resulting from the Cincrgy merger and the proposed amorlization of Duke Energy C;irolinas' development cosLs related to GridSouth Transco. 
1.L.C (GridSouih), a Regional Transmission Organiwtion (RTO) planned by Duke Energy Carolinas and other utility comp;inies as ii result of Iprevious FERC rulemakings. which was 
suspended in 3002 and  discnntmucd in 21 is a result ol  rqulatory uncertainty Ihc Partial Settlement and the remaining disputed issues iverc presented ti> the NCllC for n ruling 

The Partial Settlement rellected an agreed to reduction in net revenues and pre-tns cash flows 01 approximately $210 million and  corresponding rate reductions of 12 796 to the induslrial 
class. 5 05% - 7 54D.b to the general class and 3 SS4.6 to Uie residential class 01 customers with an eflective &le of January I .  200s Under the Partial Settlement, ell~ectivc January 1 ,  2008, Duke 
Energy (hrolinas discontinued the a m o r i i ~ t i n n  oi the environmentsl complimce costs pursuant to North Csrolina clean air Icgislation discussed above and began capitalizing all environmental 
compliiince costs above the cumulative iimortization charge 01 SI 115 billion cis of December 3 1 ,  2007 Over the past live ycnrs. the averoge nnnual clean iiir amortization was $210 million The  
PartiaI Settlement w a s  designed to enable Duke Energy Carolinas 163 earn a rate of return of8 5796 on a North Carolina retail JUriSdiCtiOnd rate base and an I 1 9 6  return on the common equity 
component 01 the approved capital SINCture, lvhicn consists 01 4 l Y o  OcUI i in i lS~ , so  ~oilunoil rquinl 11s p a l l  fl ' U d  
power marketing (T3PM) profit sharing ;irrangement that included a provision to share 5096 of the North Carolina retail allocation of the profits from certain wholesale s a l t s  of bulk p w c r  from 
Duke Energy Carolinas' generating units at  market based rates Under the Partial Settlement, Duke Energy Carolinas \wII share 9i)o/, of the North C;irolin:i retail allocation o l  the profits from 
BPM lrnnsnctions heginning January I. ZOOX 

siivings nder  and GridSouth cost niillters are discussed in detail below For the remaining non-settled issues, the NCUC decided in Duke Energy Carolinas' iavor With respect to the non-scttled 
issues. the Order required that  Duke Energy Carolinas' test period operating costs rellect an annualii.sd level  oi the merger cost savings actually experienced in the test period in keeping with 
traditional principles of ratemoting The NCUC explained that because riites should be designed to recover ii reasonable and prudent level of ongoing espcmas, Duke Energy Carolinas' annual 
cost of s c M c e  and rcvenuc requirement should reflect, as  closely as possible, Duke Enc7gy Carolinas' actual costs Mo\vevcr. the NCUC recognizcd that its treatment 01 merger savings would 
not produce a fair result Therefore, the NCUC preliminarily concluded that i t  would reconsider certain language in its 2006 merger order in order to al low it to authorize a 12-month increment 
rider of approximately SSO million designed to provide n more equilable sharing of the actual merger savings achieved on an ongoing basis Additionally. the NCUC concluded that 

;ipprosimately $30 million of cosLs incurred throudi lune ?OO? in connection with GridSouth and deferred by Duke E,nergy Carolinas. were reasonable and prudcnt and approved n ten-year 
nmortimtion, retroiictive to lune 1C103 As a result ol the retroactive impict  of the Order, Duke Energy Cnrolinas recorded on apprusimnte $ 1  7 million chnrge to write-oft a portion of the 
GridSouth costs in 2007 The NClJ(3 did not allow Duke Energy Carolinas a return on the GridSoutli invesiments As a result o f  its decision on the non-settled issues. the NCUC ordered an  
additional reduction in annual revenues of;ipproximately 654 million offset by 11s preliminary nuthorimion oia I !-month. $80 million increment rider. as discussed above The Order 
ultimately resulted in an overall average rate decrease of 546 in 2MlH. increasing 11) 740 upon expiration of this one-time rate ridcr On February 18, 2008. the NCUC issued an order confirming 
their preliminor), conclusion regarding the merger savings rider This order rean-irmed the Iprior tcnkitive conclusion that the provisions o i t h e  Merger Order will not produce a fair sharing of 
Uie bencfiis of estimated merger savings between ratepayers and shareholders and that, lor that reason. D i k e  Energy should he authorizcd to implement a 12-month increment rider to collect 
$SO million 

. .  

The NCUC issucd ih Ordcr Approving Stipulation and Dcciding Nnn-Settled I s s u a  on  December 20. 21107 The NCUC approvud the I'artial Settlement in iLs entirety The merger 

South Carolinn passed new energy legislation which heciime eifective bliiy 3. 2tWS7 K e y  elements of the legislotion include espnnsion of the annual fuel clnuse mechanism to include 
recovery of costs of reagents (:immonia, limestone, etc )that are consumed in the operation of Duke Energy Carolinas' SO2 and  nitrogen oxide (NO,) control technologics and the cost of 
certain emission allowances used to meet environmental requirements The cost ofreagenLs for Duke Energy Carolinas in l O n S  is expected to be approximately $50 million With the enactment 
o l  this legislation. Duke Energy Carolinas will he allowed to recover the South Carolina portion ol t h s e  costs. incurred on or niter May 3, 2007. through the fuel clause The legislation also 
includes provisions to provide iissurtincc ol cost recovery related to a utility's incurrence 01 project dcvclopment costs associated with nuclear baseload gcncration. cost rccovery nssurancc for 
construction costs associated with nuclear or cnal  haselond generation. and the ability to recover financing cnsts for ncw nuclear base- 
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P A R I  1 

load generation in rates during construction 1 lie North Carolina General Assembly also passed comprehensive m a g y  I C  
August 20, 2C07 The North Carolina legislation allows utilities to recover the costs 01 reogencs and certain purchased power costs 1. ike the South Carolina le 
legislation provides cost recovery iissurance for nuclear project rlcvelopmcnt costs as well as baseload generation construc!ian costs A utility may include financing costs related to 
comlruction work in progress lor baseload planLs in a l i i te case The North Carolina legislation also estiililislies a renewable pontolio standard lor electric utilities a t 3 %  of energy output in 
Xi1 3, rising grodunlly to 12 546 by 2021, and grnnts the NCUC authority to npprwe ti rote rid mpcnwtc utilities for energy dficicncy progriims thiit they implement On August 23, 
2007, the NCUC mitiatetl a rulemaking proceeding to iidopt new rules and modi@ cyisting ru ppropriate, to implement the legislation That proceeding i s  pendmg and final ruler are 
e x p c l e d  in the first quarter 2iiOs At lliis time, Duke Energ31 is not able to estimiite the impact these legislative initiatives might have on its consolid;ited results of operations. cash flows. or 
Iinmcial position 

Energy C;irolinas' rates in South Csrolina Ihe ORS in turn requested information Iiom Duke Energy Oarolinas After rcview of information supplied by Duke Energy Carolinas and several 
other documenls rekited to the North Carolina rate case. iiiid a f e r  c o n ~ r s i i t i ~ i i s  wi th  the Nnrrh carol in;^ Puhlic Slaff, tlie ORS liled its report with [he PSCSC on January 3 I .  200s The ORS 
concluded I l i i i t  the outcome of the North Carolina rate case liad no bearing on Duke Energy Corolinns' rates in South Ciirolinii The PSCSC liiis not yet respondcd t o  the report riled by the ORS 

tion in July 2007 that \vas signed into law by the Governor on 

On December I ? ,  2007, tlie PSCSC directed the ORS to provide a written report concerning tlie NCUC's resolution of Duke Energ), Carnliims' rate application and its releviince to D& 

Electric generation supply service has been deregulated in Ohio Accordingly. Duke Energy Ohio's electric generation has been derrgulatcd and Duke Energy Ohio is in ii competiuve 
L L  L 

. .  . .  
rclail electric service market in the stale 01 Uhio Under applicable legislation governing tiie uercguiiilion o i g e i i e r i i i i  I . .  
standard service olf'er (h4BSSO) approved by the PlJCO The RSP. among other things. allows Duke Energy Ohio to recover incrcascd costs assmiatcd with environmental expenditures on its 
deregulated generating fleet, capacity reserves, and provides for n rue1 and m i s s i n n  iillnwance cost recovery mechanism through 20(18 See Note ,I to tlie Consolidated Financial Statements, 

"Regulatory Matters-1J S Franchised Electric and Gas - Rate Related hforma!inn' for nddilional inlormation 

restructuring legislation II enacted, SB 221 would expand the PUCO's authority over generillion to. implement the sliite's revised energy policy: regulate electric distribution utility prices for 
standard service; and permit the P I X 0  to implement rules for sdvanced energy piirtfolio and energy el'liciency standiirds, greenhouse gas emis ion  reporting requirements, and pilot project 
carbon sequestration activilitS in conjunclion wi th  other stale iigcncies Under SB 221. electric ilistribuuon utilities liiive the ability to apply ior PUCO approv;il of one of two generation 
pricing alternatives -a market option or an Electric Security I'lan (ESP) option The market option is based iipon a compctitivc bidding process The ESP option would allow for the recovery of 
specified costs The PI.ICO, however, would liave authority to disallow the market option and c o m p l  the ESP op!ion SB 221, if enacted, would limit die nbilily 01 a utility to transfer its 
cledicaterl eenerating assets to an exempt wholesale generator absent I'UCO approval SB 221 pssserl Uic Ohio Scnate on October 31, 2007. and is currenlly Iicniling beiore the Ohia House of 
Represenlalives 

On Scptcnihn 25, 2007, at the request of tlie Governor of Ohio, the Ohio Scnaie iritroduccd ii bill (SB 221 1 that proposes a comprciiensive change to Ohio's 1999 rlcctric energy industry 

Federrrl 
Regulations oi FEIIC and the State Utility Commissions govern access to regulated electric and gas customcr and other data by non-regulated entities. and services provided between 

rezulated and non-xxulated cncrgy afliliatcs These regulations affect the activities of non-regulated afl-iliatcs with IJ S Friincliiscd E.Icctric and Gas 
nie Energy Policy Act 01 2005 was signed into Inw in August 2005 The legislation directs specified agencies lo conduct a signilicant number of studies on various aspects of the energy 

industry and to implement other provisions through rulemakings Among the kcy pro\~isions. the Energy Policy Act o i 2 0 0 5  repealed the Puhlic Utility Holding Company Act puI-ICA) of 
1935, directed FERC lo establish a seli-rquliiling electric reliubilily organiznlion governed by a n  independent board with FERC oversidit. extended the Price Anderson Act for 20 years (until 
711?5). provided loan gunranleer, standby support and production tax credils lor new nuclear reiictors. gave FERC enhanced merger approval authority, provided FERC new biickstop authority 
ior t l ie siting oTcert;iin electric transmission projects, slrenmlined the processes Tor npproval and permitting of interstate pipelines. and reformed hydropower relicensing In 2005 and 2006, 
FERC initiiited several rulcmnkings as directed by the Energy Policy Act of 21:W 1 h a c  rule makings have now k e n  completed, subject to certain appcals and further proceeding Duke 
Energy dnes not believe that these iulcmakngs or the appeals will have a material adverse efl'cct on its consolidated rcsulb ofopcrations, cash llows or financial position 

I S  



PART 1 

The Energy Pnlicy A c t  ol 1932 and subscqumt rulemakings and events initiated the opening oiwholesnie energy markets to competition Open ~icccss trcfnsmixsion {or wholesale 
transmission provides energy suppliers and load serving entities, including U S Franchised Electric and Gas and wholesale customers located in the U S Franchised Electric and Gas service 
area. with opportunities to purchase, sell iintl deliver capacity and energy at market based prices. which can lo\ver overall costs to retail customers 

Duke Energy Ohio, Duke Energy Kentucky and Duke Energy lndiana are transmission owners i n n  regional transmission organimtion operated by Llie hhdwest Independent Transmission 
System Opcr:itnr, Inc (hlidivest ISO), ,I non-proiit a rgnnia t ion  which mointnin~ Jilnclinnal control over the combincd transmission systems oJ its members In 20115, the h,fidwcst IS0 bcgnn 
administering an energy market within its footprint 

1998 011 June I ,  211115, the IIJRC authorizcd Dukc Energy Indiana to traiisicr control area operations tasks and responsibilities and transfer dispatch and Day 2 energy markets tasks and 
responsibilities to the Midwest I S 0  

The Midwest  IS0 is the provider o i  transmission service requested on the transmission iacilitics under i t s  tnriil It is resi'onsihle for Uie reliable operation oi tliose transmission facilities 
and the regional planning of new transmission i~icilities The Midwest I S 0  administers energy markets utilizing 1 ocational blarginal Pricing (I e .  the energy price for the next MW may vary 
throughnut the Midwest I S 0  market based on transmission congestion and energy losses) as the methodology lor relieving congestion on the triinsmission facil i t is  under its functional control 

On Dccembcr IO, 2005. the FERC approved a plan Tiled by Duke Energy Carolinas IO establish an "Independent Entity" (1E) to serve as a coordinator orcertain transmission functions 
and an 'Indcpendent Monitor" (1h.I) to monitar [lie transparency and fairness of  the operation oCDuke Energy Carolinas' transmission system Duke  knergy c x o l i n a s  remams the owner :inJ 
operatnr oi the transmission system, with responsibility Tor the provision oi transmission service under Duke Energy Carolinas' Open Access Transmission 1-arilf Duke Energy Carolins, 
retained the hlidwe5t I S 0  to act :is the U i  and Pntomac Economics, Ltd to act as the Ih4 The 1E and IM began operations on  November 1, 2006 Duke Energy Carolinns i s  not currently 
seching iidjustments to its tr:insmission rates to retlect Uie incremental cost ol !he proposal, which is nnt projected to haven miiterial adverse ell>ct on  Duke Energy's future consolidated results 
oiopcratinns, cash Ilows OI Iinancid prxition 

On December 17. 2(i11l the IURC approved the transfer orfunctional control ioftlie operation oi the Duke Energy Indiana transmission system to tlie ivlidwesl ISO. an  RTO established in 

Oll1r.r. 

U S Franchised Electric and Gas is subject to the NRC jurisdiction for  tlie design. construction and  operation of its nuclear generating iacilities In 2000. tlie NRC renewed Uie operating 
license Snr D k c  Energy's thrce Oconcc nuclear units through 1033 lor Units 1 and 2 and through 2034 lor Unit 3 In 2003, the NRC renewed the operating licenscs for ail units a t  Dukc 
Energy's hkGuire  and Catawba stations Ihe two McGuire units are licensed through 204 I and 20.42, resliectively, wliilc the two Catawba units are lrcensed through .?@I3 All bui one of U S 
Franchised Electric and Gas' hydroeleclnc generating facilities are licensed by the FERC under Part 101 ;he Federal Power Act, with license tlfrms expiring from 2005 to 2036 The FERC has 
authority to issue new hydroelectric generating licenses I.Iytlroelectric fhcilities whose Itcenses espired in 21005 are operating under annual exlensions of the current license until FERC issues a 
new liccnse Other hydroelectric lncilities whose !iccnses expire between 2006 and 201 6 fire in vnrious stiigcs of relicensing Dukc Energy cxpccts to receive new licenses lor n l l  hydroelectric 
fiicilities with the esception of the Dillsboro I'roject, fix which Duke Energy h a s  filed an npplication to surrender the license Duke Energy expects to remove thls project's dam and 
powerhouse. as part of the multi-stakeholder licensing agreement 

environmental regulation, see "Environmental Llntters" in this section ) 
U S l:ranchised Electric and Gas IS subject to the jurisdiction ol the U S Environmcntal Protection Agency (EPA) and state and l m a l  environmental agencies (For a discussion ol 

CORlRtERClhL l'o~\'Im 

related to these plank as well :is other contractual positions Commercial Power's generation asset fleet c ~ n s i s t s  oSDuke Energy Ohio's non-regulated generation in Ohio. acquired from 
Cinsrgy in April ?OW and tlie live Midwestern gas-fired non-regulated generation assel? t ha t  were a portion of former DENA Commercial Power's assets are comprised of approximately 
8.000 net megawatts of power generation primarily located in tlie Midwestern United States The asset portfolio has a di\wsificd fuel mix with baselnad and mid-merit coal-fired units as well 

;is cnmbinerl cycle and peaking natural gas-fired units Most of the generation asset output in Ohio lins been contracted through the RSP described below Sce Item 2 "Propertis" for further 
discusii in of thc yencrating faci l i t ies Commercial Power also develops and implements customized energy solutions 

Commercial Power owns, operates and miinages non-regulated power plunLs and engages in the wl>olesale marketing and procurement of clectric power, fuel nnd emission allo\vnnces 
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Commercial Power, through DEGS, is an on-site energy solutions and ulilily scrvices provider Primarily Ihroudi joint venturcs. DEGS engages in ulility systems conslri~clion. operation 
and maintenance of utility facilities, as  well as cogeneration Cogeneration is tlic simultaneous produclion oftwo or more forms oi usablc energy from a single s o u ~ c c  In suppoil o i a  strategy 
to increase ILS renewable energy portlblio, DEGS scquired the wind power dcvelopmenl assets of Energy Investor Funds from Tierra Energy in h4ny 2007 l h r e e  of the development projects 
lor ii toliil o i  241 h41V of wind energy acquired from Tiem Energy are anticipated to bc in commercial operation in late 2008 or 2009 and are currently under construction DEGS also has over 
2.SlO IvnV n1 wirid energy projects in the clevclopmcnt pipeline 

DEGS also owns coal-hiised synthetic fuel (synfuel) production iiicilities \vhicli convell enol feedstock into synfuel for sale io third parties The synluel produced in thcse iiicilities 
q\ialified Tor tax credits Uirougli 2007 in accordance with Interniil Revenue code Section 29I45K iicerlain requirements are satisiied l h e  production orsynfuel \vas ceased at  tlic end of2007 
upon 01s expiration oirhe t i is  credits 

21106. Duke E,nergy completed the sale oi Caledonin Power I ,  L L  C, which is the project company that operated and managed the Ca1edoni;i peaking generation facility in Mississippi 

,Authority 1-111s transactinn, ivhicli is subject to FERC and ollier regulatory spprovals, IS espected to close in the second quarter of 7008 

In Octobcr 2006 ,  Duke Energy complctcd the sale oiCommcrcia1 Po\vds energy marketing nnd trading activities. which were acquired in thc Cincrgy merger Additionally, in Dcccmln-r 

In February 7013S. Duke Energy entered into an iigreement I D  scll its JSO h4IV natural gas-tired p a k i n g  generating slation Iocalul near Brownsville, Tennessee Lo Tennessee Valley 

Conipclitioii 

Commercial I'ower primarily competes for wholesde conlracts ior the purchase and  sale of eleclrtcity. coal. naturiil gas and emission allotvancs The market price of commodities and 
services. along with the quality ancl reliahility of services provided. drive compctition in the cnergy marketing business Commercial Power's main competitors include o l l ln  non-rqulatcd 
generators in tlie Ivlidwestern IJ S rvliolesiile power, c i i i i l  and naturiil gas marketer;, renzwiihle e n e r a  companies ;ind financial institutions and hedge lunds engaged in energy commodity 
marketing iind trading 



PAR7 1 

Duke Energy Ohio has been charging the LlDSSC) to nnii-residtnlial customers since Jeinuaty I, 2005 and to residential customers since January I ,  2006 The MESSC) charge consists of 
tlie iollowing discrete charges. 

* Annually Adjusted Comlmntnt . intended to provide cost recovery primarily for environmental compliance expenditures This component is avoidable (or by-passablcj by all 
customers that switch to an altcrniitive cIectric strvice provider 
lnfrastnicture Maintenance Fund Charge - intended to  compensate Duke Energy Ohio fix committing its physical capacity This charge is avoidable (or by-passable) only by non- 
residential customers that switch to an  alterniitive electric sewice provider and agree to remain 011 the RSP 
System Rcliahility Trncker - intended t n  prowdo ,tctu,iI cost rccovory for capacity purch;iscs I h i s  chargc is by-passiihlc only by non-residential load under certain circumstances 
(;eneration I k c e s  and Fuel I lecarery A m;irket price lias been established lor generation scn'ice A component ol'the morkel price is a fuel cost recovery mechanism that is adjusted 
quarterly inr fuel. cinission alliwiinces. and certain purchased piwer costs that exceed tlie amnunt originally included in lhe rates frozen in the Duke Energy Ohio transition plan 
lliese new prices were applied to non-rcsidentiiil custiiniers beginning J;milary I, 3 0 5  nnd to residentral customers beginning January 1. 2006 
Irzinsmission Cost Recovery: A transmission cost rccoverp mechimisin was estnhlislied bcginning Jnnunry 1. 2OC!S fix non-residentinl customers and beginning January 1, 20U6 lor 
residential customers The transmission cnst rccovey mechanism is designed to permit Duke E.ncrgy Ohio to recover certain Liidwest I S 0  charges and all FERC approved 
Iransmission costs allocable to retai l  ratepayers 11iiit arc providcd service by Duke Encrgy Ohio 

* 

. - 

. 

Rcgul;itioa 
Commercinl Pawer is subject to regulation nt  the ritiite level, primttrily l iom PUCO and at tlie iederal level. primarily Irom FERC The PUCO approves priccs lor all retail electric 

generatinn sales by Duke Energy Ohio for its native retail service territory . 
in Ohio 

Regu1;ition" section within l J  S Franchised Electric and Gas for ntlditional information regarding deregulation 

Regulotions of FERC and the PUCO govern i iccas  to regulittcd e l tc t r i c  customsr anil o t l m  dnta by non-regulated entities, and sen'iccs provided between regulntcd and non-regulnted 

Other ongoing regulatoq, initiiitives a1 both .siate ant1 federal IeveI.s nrlrlresssing market design. such as the development O l  capacity markets and real-time electricity markets. impacl 
energy aRi1iates These regulations an'ect the activities of (lommercid Power 

financial results irom Coininercial Power's marketing a i d  generation activities 

section j 
Commercial Power I:; subject t o  the jurisdiction of the EPA and state end loco1 cnvironmentnl agencies (For a discussion ol environmeiitel rcguliition, see "Environmentnl Matters" in this 

INTERNATION,\L ENERGY 
htern;itional Energy nperates and manages power generation iac i l i t ies and engages in s;iles and marketing of electric power and natural gas outside the U S I t  conducts operations 

primarily through DEI ;mil is activities target power generation in Latin America Additionally, International Energy owns equity invesunents in National lvlelhanol Company (NbfCj, located 
iii Snudi Arabia, \vhicli is a rcgional producer o l  methanol anil methyl tcrtiary Iiutyl cthcr c?vllBEj arid Attiki Gas Supply S A (Attiki). located in Athens. Greece. which is a natural gas 
distributor and wa:; acquired in connection with the Cinergy merger 

strategy is locused o n  optimizing the value of its current Latin American ponliilio iintl espnndinp the ponfolio dirough investment in generation opportunities in I..atin America 
International Energy's customers include retail distributors. electric utilities, indcpendent po~vcr  producers. marketers and induslrial/commcrcia1 companies lnternational Energy's current 
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j . ; h l t b  d Contmts 

PART I 

International Energy owns, opcratcs or has substantial inlcrcsts in approximately .+.OLN net b n V  oi  generation facilitbes The fiAlowing map shows tlic locations of International Encrgy's 

In Fcbruar). 21107, International Energy closcd tlic sale of its 5 0  pcrcent ownership interest in two liyilroclcctric power plants near Cochabamba, Bolivia to Econerpy International 
International E,nergy had an  investment in Cornpailia de Sen~icios de Compresihn de Csmpcche, S A (Campeche), a natural gas compression facility in the Cantarell oil field in the Gull 

of Mexico In August 2007 as a result ol the espiratlon of a gas compression services ag remen t  wiUi the 1\4esican National Oil Company CPEbE?(), ownership ol rhc facility transferred to 
PEblEX 

Compelitioii m i l  Ilegelatiaii 

region-specific but includc government owned elcctric gmerating compnnies, local rlistribution comp;~nies with self-generation capnbility and other privately owned electric generating 
companies Tlie principnl elemenls olcornixtition are price and a\wlabiiilp. terms ofscn~ice .  flcsibility and reliability of service 

Intcrnational Energy's customers and end-users, including natUral gas and f'ual oils Economic acl iv i ty,  conservation. legislation. governrncnlal regulations, weather and other faclors aflect the 
supply and clamand for electricity in the regions s e n d  by Interno~ioniil Energy 

Intemntional Energy's sales and marketing of electric ])owe; and natural gas coinpetes directly widi other generators and marketers serving its market areas Competitors are country and 

H high percentage ol International Energy's porUblio consists of baseload hydro electsic generation facilities which compete with other lorms of electric generalion available to 

International Energy's operatiom are subject to both countyspecif ic  and intemationnl l a w s  ;and regulations (See "Environmental hlatters" in this section ) 



CRESCENT 
As previously discussed, eiiective September 7, ?i)lJ6. Duke Energy completetl the Crcscent JV transxtion. whereby Duke Energy sold an efiecti\,e SO?. interest in Crescent 
Crescent develops and manages high-quality commercial. residential and m d t i - 1 h n i I ~  real estate projects. and manages land holdings, primarily in !he Southeastern and Southwestern 

U S As oi k e m b e r  31, 2007. Crescent oivneil 11 9 million square fee! of commercial industrial and rctail space. with an additiond O 5 millioii square feet under construction This portfolio 
included 0 7 million square fee! of on ice  space, iJ 7 million square feet 0 1  warchnusc spacc ,ind 49 thousand square icct nl retail space Crescent's rosidcnlinl (lcvelopments include high-end 
country club and golf course communities, with individual lots sold to custom builders end tnict developments s n l d  to national builders Crescent had two multi-family communities at  

December 3 I .  71307. including one operating property sod one p r q c r t y  under development A s  of Deccniber 31. 7107. Crescent also m:inaged approximately 1??,6O8 acres of land 

Conipetitioti iiiid Regalnlioa 
Crescent competes with multiplc regional and national real es!iite developers across its wiriniis business lines in the Southeastern and Southwestern U S Crescent's residential division 

sells develolxd lots to regional and national liome builders and retail buyers. competing with (other ilevelnpers and homc builders wlio havc inventories of developed lots Crescenl's 
commercinl division leascs ollice, industrial and retiiil spnce. competing with other public nnd pri\'iitC rlevelnpcrs iind owners of commerciel property, including national real ~5tiite investment 
trusts (REITs) Similarly, Crescent's multi-family division lea partment unit.. primarily tn indivirluals. conipcting \wth other private developers and multi-family RElTs 

Crescent is subject to the jurisdiction of the El>/\ and state and Iocill enwonmenia l  agencies 

OTIIER 
Thc remainder 01 Duke Energy's operations is presented as Other \Vl i i le i t  is not considered :I business Segnlcnl. Other pnm;irily includes certain unallocnted coqxmte  costs, DukeNel 

and related tclecorn businesses and Bison Insurance Company L irnitcd (Bison), Dolx Energy's wholly owncd, captive irisuriince subsirli;iiy t\dditionally. Other includes the remaining portion 
o i D u k e  Energy's business formerly known as DENA thnl \vas not esited or transl'errcd to Commerciiil Power. primiirily DETAI. which manilgcment is currently in the process of winding 
down Inallocated corporiite costs include certain costs not olloc;ible to Duke Energy's repofioble business segments, primarily governance costs, costs to achieve mergers and divestitures 
(such as the Cinergy merger and spin-off of Spectra) and costs associated with certain corpornie se\wance programs DukeMet develops. owns nnd o p e r a t a  a frbcr optic communications 
network, primarily in the Carolinas, sewing wirclcss, local and Ions-distance communications companies. inicmei sewicc providers and othcr businesses and organi7.ations Bison's principal 
activities as a captive insurance entity include the insuriince and reinsurance o ix i r ious  liu!:incss risks and IOSSCS, such as workers compensation, property, business interruption and general 
liability of subsidiaries and al>ilinles of Duke Energy On a limited basis. Bison also particip:iies in reinsurance activities wirh certain lliird parties 

Conipetition rind Rcgul;ition 

in this section ) 
The entities within Other arc subjec! to the jurisdiction oithe EPA and stiite ant1 local envirnnmental agencies (Pnr a discussion of environmental regulation, sec "Environmental Matters" 

ENVIIIONlvlENTAL hIATTERS 
Duke Energy is subject to internntioniil. fetleral, state and local laws and regulntions with rcgnrd to iiir and water quality, hazardous iind solid waste disposal and other environmental 

The Clean Air Act, as  well iis state laws and rcguhtions impacting air emissions. including State Implementation Plans re1:ited lo existing and new naliond :imbienl iiir quality 
standards for ozone and particulate matter Owners andlor operators of au emission sources are responsiblc lor obtaining pormits and for annual compliance and reporting 
The Clean \Vatcr t\ct which requires permits lor facilities that discharge wastewatcrs into the environment 

matters Environmental laws and regulations aiiecting Duke Energy include. but are nnt limilcd to. 
* 



PART I 

* The Comprehensive E.nvlronmeniol Response, Compensation and 1,iabiIity Act, which can require any  inr1ividu;nl nr entity that currently owns o r  in the 11:ist may have owned or 
operated a disposal site, as wel l  as transporters or generators of lhazarclo~s substances sent to a disposal site Lo shiire in remediation costs 
The Solid Waste Disposal Act, :is amended by the Resource Conservation imtl Recovery Act. which requires ceriiiin solid wastes, including h;iurdnus wastes, Lo Ixr managed pursllant 

to a comprehensive regulatory regime 
The National Environmental Policv Act. which remires federal a ~ e n c i e s  to consider notentin1 environmental imp:icls in their decis!i,ns, i n c l u d i n ~  siting approvals 

f 

* 
I . . .. . The North Carolina clean air le islition that froze electric utilit rates from June 20. ;i:U:i3 to Deceinher .; I. 1007 (rate freeze eriod). subject to certain conditions. m d e r ,  for North 

Carolina electric utilities. i n c I d n $  Duke Energy. to sifnificandy reduce emissions nl SO1 aiiil NO, irnm co:il-lir'cd power pfints in the state The Icgisl;i[ion allows electric utilities. 
including Duke Encrey, to accelerate tlie recove o i  compliance costs by amoninns thcm over scvcn ycnrs i,?(lt13-?(lWj I-Inwcvcr. Duke Ericrgy Carolinas cinrlcd its amorti~?tion in 
2007 as part of its ra& case settlement with the #CUC 

F o r  more informstion on environmental matters involving Duke Energy, including ~x~:;sihle liability and capiliil cn 
"Regulatory Matters." and "Commitments and Contingenci~-Environmcntnlal,~' respectively ) 

Except to the extent dlscussed in Note 4 to tlie Consolidated Financial Stntemenls, 'Rcyulatory Ahtters." snd  Note I 7  to !lie (:onsnlid;ited Financial StatemenLs. '(~ommitments and 
Contingencies," compliancc with international, fcdcral, state and locd  provisions regulating tlic dischorgc of iniiteriii ls into the cnvirnnmcnt, or othenvisc protecting UIC environment. is 

incorporated into the routine cost structure o i  our various business segments and is not expected to have :I m:itcriiil adverse clSect on the compeLitivc position. cansolid:iterI re~ul t s  of operations, 

GEOGRAPI-DC REGIONS 
For a discussion o i D u k e  Energy's foreign operations and the risks associatcd with them. see "Risk Factors." "Managcmcnt's L)iscussion and Analysis of Results nlOperations and 

Financial Condition. Quantitative and Qualitative Disclosures About Ivlarket Risk-Foreign Currency Risk." and Notes 3 :and 8 t o  the Consolidated Financial Stiitcmenrs, 'Business Segments" 

and "Risk bvfanagcment and 1-ledging Activities, Credit Risk, and  Financial Instruments." ruspcctivcly 

EbIPLOYEILS 
On December 31, 2007, Duke Energy had approsimately 17,800 employees A total of apprnsirriately 4.5IJO opsrating and mairilrniince cmplnyccs ivcre representcd by unions 

EXECUTIVE OliliICERS Oli DUKE ENERGY 

upon the merger o i D u k c  Energy and Cinerby Until the merger of Duke Energy and Cincrgy. hC Dc M a y  sen,crl ins \'ice P r s d e n t ,  Energy and Environmental Policy of Duke Energy since 
February 2004 Prior to that A h  De May Served a s  Vice President, Business Unit Finance h m  November 21lt)O to F e h r u q  

LYNN J GOOD, 48, Group Executive and President, Commercial Businesses bls Good assumed her current position in November 2007 Prior to that. she served os Senior Vice 
President and Treasurer since D c c m h e r  2006; prior to that she served as Treasurer and \'ice President, Financi;il I'laniiing since Octoher X16, and prior to that slic s c r \ ~ d  as Vice President 
and Treasurer since April 2iItj6, upon the merger of Duke Energy and Cinergy Until the merger o f h k e  Energy nncl Cinergy, h,ls Good s e n d  as Executive Vice President and Chief 
Financial Officer oiCinergy from August 2005, Vice President. Finance and Controller of Cinergy from Novemher 2003 to August InOS and Vice Presidsnt. Financial Project Strategy of 

Cincigy irom Aday 20[13 to November 200; Prior to that, Ms Good was a partner with t l ie  intern;ltion;ll accounting firm Deloitte S! Touche 1. L P in Cincinn;iti. Ohio lrnm A,lay 2tJIi2 to May 
20113 

merger of Duke E,nergy and Cincrgy. blr I-lauser served as Group Vice President and ChieiFinnncial Officer of Duke EnerLz since Ivlarch 20111 and as Acting Chief Ftnoncial Officer of Duke 
Energy from December 2003 to March 2004 Prior to that, he  served as Senior \'ice Presidcnt and Trcasurcr of Dokc Fnerw Iiom July 1998 to December ZOO3 

Support, Duke Energy C;irolinas, LL C since March 2007; and prior l o  that lie sen>ed as Vice President. Catarvba Nucle.nr Station. Duke Energy Carolmas. L.LC since April ? O M ,  upon the 
merger of Duke Energy and Cinergy 

STEPHEN G D E  M A Y .  45, Vice Presidenl and Treasurer Ivlr De Ma umed his current position i n  November 21107 Prior t o  that, he served as Assist~int Treasurer since April XOG. 

DAVID 1. I-IAUSER, 56. Group Executive and Chief Financial Oilicer blr Ilauser assumed his current position in April 20116. upnn the merger of Duke Energy ant1 Cinersy Until the 

DI-IIAA M JAIVIU., 51, Group Executive and Chief Nuclear Officer k l r  Jiimil iissumeil his current pnsitinn in February 3008 Prior lo that he s e n d  as Seninr Vice President. Nuclear 
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PART I 

Until the merger nl Duke Encrgy and Cincrgy, hlr  Jamil servcd as Vice President Catawha Nuclear Station. Duke Power limn March 2004 to  April 21.11.16. and prior to that he sewed as Nuclear 
Station Vice President. Duke Power 01 17uke Energy from September 2903 to hiarch 2OiM Prior to t h o t  he sewed as  Vice President, h4cGuire Nuclair Station Duke Power from September 
2002 to September 3003 

JLJLlA S JANSON. 43. Senior Vice Presidenl, Ethics ;ind Compliance and Corporate Secretary Ms Iansim ;issumed her current pnsitiim in December 2006 Prior to that  she  served as 
Vice President, Corporate Secretary and Chief Ethics and Complioncc Olficcr since April 2006. upon tlie merger of Duke Energy and Cinergy Until the mcrgcr o1 Duke 13nergy and Cmcrgy. 
bk Isnson senwl as Chiel Comp1i;ince Oificer of Cinergy since 2004 and Corporate Secretary of Cinergy since 2OOii 

of Duke Energy and Cincrgy, hlr Manly scrvcd as Executive Vicc Presidnit and  Chief 1.cgal C)f'liccr of Cincxy since November 3003 

Duke Energy and Cinergy and assumed the role ofChairman on January 2. 2007 Until the merger of Duke Energy ;md Cinergy, h4r Rogers served as Chairman 01 the Board of Cinergy since 
2000 and as Chiel Executive OiTicer ol Cinergy since 1995 

Executive aind Chiefl-Iuman Resources Officer since April 2006, u p n  the merger ofnuke Energy and Cinergy Until the merger of  Duke E n e r g  and Cincrgy, Ivlr Rolfe senred :is Vice 

2003 to January 2005 and Senior Vice President, I-luman Rcsourcu: ol Dukc Energy from January 20iil to h,larclr XI03 
B KEITN 1 RE.NT, 4S, Group Esecutive and Chief Strategy, Policy and Regulatory Officer A h  Trent assumed his current position in h h y  2007 l'rior tn that he sewed as Group 

Executive and Chief Strategy and Policy Officer since October 2006 and prior to t ha t  he sewed as Group Eseciitive and Chiel Development Officer since April Xlfl6, upon the merger of Duke 
Energy and Cincrgy Until the merger of Duke Energy and Cincrgy. h4r Trent served as Executive Vice President, Gcner;il Counscl and Sccrctaq o f  Duke Erie~gy since h4iirch XKi5 Prior to 
that  he sewed (is Genernl Counsel, Liiigation of Duke Energy from bliiy 2002 10 Mnrch 2005 

J A m S  L TURNER, Jg, Group Executive: President and Chiel  Operating OLTicer, U S Franchised Eleclric and Gas h,lr Turner assumed his current positinn in hlay 20117 Prior to that 
he served as Group Executive and President. U S Franchised Electric and Gas since October 2006. and prior to that he sen'ed tis Group Executive and Chief Commercial OTficer. 1.1 S 
Franchised Electric and Gas since April 2006, upon the merger of Duke E,nergy and Cinergy Until the merger nl Duke Energy and Cincrgy, hdr lurncr ssncd as I'rcsidcnt of Cincrgy since 
2005, Executive Vice President nnd Chiel Financial Officer of Cinergy from 2004 to 2005 a n d  Executive Vice Presidetit and Chief Esecutivc Officer. Regu1:itc.d Business Unit in1 Cinergy frnm 
2001 to 200-1 

STB,VE,N K YOUNG, 49. Senior Vice President and Controller M r  Young assumed his current position in Decemhcr 20116 Prior to that hc served as \'ice President and Controller since 

MARC E bIANL Y, 5.5. Group Executive and Chief Legal Officer h41 Manly assumed l i is current position in April 211116, upon tlie merger i d  Duke Energy and Cinergy Until Ihc merger 

JALES B ROGERS, 611. Chairman, President and Chiel Esecut iw Officer hslr Rogers assumed the role of ChieiEsL'cutive C)ificer and Prcsidenl i n  April 2litKi. upon the merger ol' 

CNRISTOPI-11iR C ROLFE, 57. Group Esecutive and Chiel Administrntive Officer blr Rolfe iissumed his current positinn in Novembar ?iil:i6 Prior to that, lie sewed tis Group 

President. Human Resources ol-Duke Energy since Jnnu;iry ~ u U S  Prior to that. tdr fioile served as aenior \'ice i'resiucnt. h r r ~ g y .  9 L I \L L , I  

April 2006, upon the merger of Duke Energy ond Cincrgy IJntil the merger of Duke Energy imd Cincrgy, h,lr Young served as Vice President MLI Controller of Duke Energy since June 2005 
Prior to liint h h  Young served as Senior Vice President and ChiefFinancial OKicer of Duke Energy Cairoliniis from hdarch 2iill3 to Iunc 2005 and as V ~ c e  President. Rates and  llegulatory 
Affairs of Duke Energy Carolinas fiom March 19% Io March 2003 

Executive officers serve until their successors are duly clected 
There are no family relationships between any of the esecutive oilicers, nor any arrimgement or understanding Ixtween amy exceutive oflicar and any other person involved in ofticer 

selection 

Dicke Enfrgv t?i/ii~ he unnhlr. to nchii?*c mtrrc or ,711 of the heneJts thnt ore ctj~r.cted to he nchiev~Yi in cnnnecRo~? rviI/r thr ~pit?-uJfoJits nuIU).d go$ bu,~ui"ssi~s bt J ~ J I U ~ I [ S  2007 
Duke Energy may not be able to achieve the full stratcgic and financial benefits that are expected to result from the spin-oli transaction or such bcnelits may be  delayed or may not occur 

nt ail 



DuAr Encrgy's frnndrised c4cctric I ei'rnucs, cnrniitgs nrtd rcsulfs nrc ilrpeirdcwt on stnte Irgislnhoii nird rcgrrlnhon tlint offect clrctric getrcmfion, trn~rsitiirsion, distrihutiorr nnrl 

relnrerl nctiviha, wlrich Itlfl? linut Duke I?iterg?'s nhilits Io recover cosls 

IJuke Energy's franchised electric businesses are regulated on a cost-of-sen,iceiratr-oi-return basis subject to the statutes and regulatory commission rules and procedures of North 
Carolina. South C;irolina. Ohio, Indiana and  Kentucky l i  Duke EnerQ's franchised electric earnings esceed the returns established by the state regulatory commisions.  Duke Energy's relnil 
electric riitcs may be  subject to rcvicw by the commissions iind possible rcduction, which may decrease Duke Energy's future cnmings Additionally. i t  rcguliitory bodies do no1 aIIo\v recovery 
of costs incurred in providing senwe on a timely bosis. Duke Enerfy's future earnings could be negatively impacted 

Dulic Encrgt, miry incrir suhstnntinl costs nnd linhilihcs rluc IO Duke Eneigv's oi~vtership nnd operotion of riuckni gciiei nting fncilities 
Duke Energy's ownership interest in and operation 01 three nuclear stations subject Duke Energy to viirious risks including, among other things: the potential hermful effects on  the 

environment and human h&ilth resulting liom the operation of nuclear facilities and the storage, handling and disposal 01 radioactive materials; limitations on the ;imnunLs and types o f  
insurance commercially available to cwer  losses that might arise in connection with nuclear operations: and uncertaintics with respect to the technological and financial aspects of 
decommissioning nuclear pliints ii! the end oftheir  licensed lives 

compli;ince the NRC may increase regulatory oversight. impose tines. and/or shut down a unit. depending upon 11s assessment 01 tne s e v d r i ~ ' ( h l :  situatioii ireviscd se-kty 
rcquircmcnts promulgnted by thc NRC, ivliicli could be prompted by, among other things. evcnts within or outside of D k e  Energy's control, such as a serious nuclear incident a t  a facility 
owned by a third-party, could necessitate substantial capital and other espendiiures at Duke Energy's nuclcar plants, as well as assessments against Duke Energy to cover third-party losses In 
;addition, if a serious nuclear incident were to occur, i t  could have a material adverse en'ect on Duke Energy's results of operations and financial condition 

Dukc Energy's ownership and operation of nuclear generation facilities also requi re  Duke Energy to maintain lundcd trusL5 11iii1 iire intended 10 p'ay ior tlic dccommissioning costs of 
Duke Energy':; nucleor power plants Poor investment performance of these decommissioning trusts' holdings ond other lactors impiicling decommissioning COSLT could unfuvoriibly impact 
Duke Energy's liquidity and results of operations as Duke Enerby could be required to significantly increase its cash contributions to !he decommiwioning trusts 

Duke Energy's ownership and operation of nuclear generation facilities requires Duke Energy to meet licensing and safety-related requi rmcnts  imposed by the NRC In the event OS non- 

D u k r  I?iicrgt,'s plnns for furure qJntision nnrl iiioilerni:ntioil of its grirerntiofr fleet suhjcct il to ri.sk of fflilrirc to nr/cqrtnlelJ' cwcrrte nfrd mnnnge its sigrlijicntrl comir11chofr plniis, ns 

During the live-year period from ZOOS to 2012, Duke Energy anlicipilcs cumulative capital expenditures of approsimalely $2: billion The completion of Duke Energy's anticipated 
well the risk of recovering srrclr cosfs I I I  nn utitimeb ninirirer, ii~lriclr could itinterinlb in i /~nctnuke6terg) , 's  resiilfs of operntimis, cslrflrnvs orfiirmrcinlposiho,r 

capital investment projects in esisting and new generation facilities is subject to many construction and development risks. including risks related to financing. obtaining and complying with 
terms of pcrmils, meelins COIISINClion budgets and schcdulcs, and satisfying opru t ing  and cnvironmenlal performance standards Moreover, Duke Encrgfs ahility to rccovcr these costs in a 
timely manner could materially impact Duke Energy's consolidated financial position, results of operations or cash flows 

Duke Energirk snlcs rnnj' rlenense i /DulieEncrgl, is rinnlde tognin nilrqrrole, rclinble nnd nffordnble nccess to hnnsi?tissioii nsscts 

Duke Energy depends on  transmission and distribution facilities owned and operated by utilities and other energy companies to deliver tlic electricity Duke Energy sells to the wholesale 
m:irket FERC's power transmission regulatinns require ivholesale electric transmission services lo be  ollered on an open-access, non-discriminntnry basis U~transmission is disrupted. or 11 

transmission capacity is inadequate. Duke Energy's ability to sell and deliver products may be hindered 
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PART 1 

Ihc dilfcrent regional power markets have changing regulatory structures. which could an>ct Duke Energy's growth and performance in these regions In addition, the independent 
system operators who oversee the transmission systems in regional power markets have imposed in the [pas( and may impose in the liiture, price limitations and other mechanisms lo address 
volatility in Uie power markets These types of price limitations and other mechanisms may adversely impact Ihe prolitability o r D u k e  Energy's \vholesale power mxkel ing  and trading 
business 

Duke Eircrgi, ,irn), be niiabl~~ to seciire loiig term p0WW snles 1igreci7imrts or trnrtrnuriion ngreematlx, ahich roiild c~puscDiilic lhergit's sdes lo iircrenserl volnliliw. 
In tlie Iuture. Duke Energy may not be  able to secure long-term power sales agreements for Duke Energy's unregulated power generation Sncilities If Dukc Energy is unable t o  secure 

tlicsc types o i  agrcenicnLs. Duke Energy's sales volumes would be csposcd to increased volatility Without the benefit of long-term customer p o w ~ z  purchase agreements, Duke EneGy cannot 
assure that i t  will be able to sell tlie power generated by Duke Energy's facilities or that Duke E.nergy's facilities will b e  able Lo npcrate profitably The inability to secure tliese ayeements  could 
materially ;idversely atlecl Duke Enerby's results and hus ines  

Coitipetitioir iii the uitregulntcrl irinrlic~ts iir reliicli Duke Energy operates iiinv nrlvcrsc!i, nffwt die growtlr nnrlprojtnbilih. ofDuke J?irergvk I~risi~icss 

Duke Energy may not be able to respond in a timely or effective manner to the many changes designed to increase competition in Uie electricity industry To the estent competitive 

In addition, regulatory changes have been proposcd to increase access to cleclricily transmission grids by utility and non-utility purchasers and sellers o i  electricity These changes could 
Iprcssures increase. the economics ol-Duke Energy's business may come under long-term pressure 

continue the d i s a s r g a t i o n  of many verticallp-integrated utilities into soporate generation, !nnsmission, distribution and retail businesses As a resulf a significant number of odditional 
competitors could hecnme acti\w in the who1cs;ile power generation segment of Duke Energy's indusliy 

DuLc Energy may also locc compctition from neiv cornputilors that have grearcr financial scsourccj lhon Duke Encrgy clocs, sccking attraclivc oppostunilics lo acquire or develop energy 
assets or energy tmding operiitions both in the United States and iibroad These new competitors may include sophisticated linanciiil institutions, some oiwliich are nlrenrly entering the energy 
tr;iding and marketing sector, sntl international energy [players, whicli may enter regulated or unregulated energy businesses This competition may adversely atlect Duke Energy's ability to 
make investments or ncauisitions 

Dulie Lrcrgi, must itzed credit qunlih. sfnirilnrils If Duke Eiieixy or it.% rnted ruhsirlinrics arc uirnble lo iirniirfniir nii im~esti~iei i t  grnrle creilit rntiirg, Dulie Etrergy would he required 
uirdcr credit ogreeiireirtn to proside collntcrol iir llrc form of IcUers of credit or cnih, i i~l i ich i t i n , ~  ninterinUi[r) ndrferse~v n.!Ted LhBe Eirergi,'s liquiility Duke Eitergjt cniriiot he sure tlrnf it nird 

its mtcd siihsidiaries i i ~ ' / l  innitrmiir iii~*ltsfifreirt gmtle c d i r  rmirgs 
Each o i  Duke E.nergy's and  its riitecl subsidiarics senior unsecured long-term debt is currently rated investment grade by various rnting ngcncies Duke Energy cannot be sure that  thc 

senior unsecured long-term debt of Duke E.nergy or iLs rated subsidiaries will be rated investmenlgrade in the future 
If the rating agencies were to rate Duke Energy or its rated subsidi;iries below investment grade. the entity's borrowing costs would increase, perliaps signiiicantly In addilion Duke 

Energy nr its ratcd subsidiaries would likely be required to piy a higher interest rate in future linancings, and its potential pool of investors and funding sources would likely dccrwsc Further, 
if its short-term debt rating were to fa l l ,  the entity's access to the commercial [xiper market could be  significantly limited Any downgrade o r  other event negatively affecting the credit ratings 
of Duke Energy's subsidiaries could make their costs of borrowing higher or access to funding sources more limited, which in turn could increase Duke Energy's need to provide liquidity in the 

iorm of capital contributions or loans to such subsidiaries. thus reducing the liquidity and borrowing availability oi the consolidated group 
A downgrade below investment grade could olso trigger leiminiition clauses in some interest rate and foreign eschange derivative agreements, which would require cash payments All of 

these events would likely reduce Duke Energyk liquidity and profitability and cnuid have a material adverse effect on Duke Energy's financial position, results of  operations or cash flows 



Dulie Lnurgi, r c h s  on PCCESS to short-term m o i i e ~ ~  rrinrkcts ni id loiiger-terrir cnpitnl riinrlids tojriniice Dulic Eriergy's cnpitd rupirenioits niirl mppoe Duke Encrgv's liqirirlib~ 

Duke Energy's business is financed lo a large degree Ihroq$ debt and the maturity and repayment profile of debt used to iinance investments onen does no1 correlate to cash flows from 
iieeils, niidDiiAc Ewrgy 's IICCL'SS to tliose nmrliets coir be nd,wrcly nffecteil by n tru~iiber of cm~rlitioiis, i?iniij~ of wliiclr nre be,~~oiidDulie Etiergy's cotitrol 

Duke Energy's assets Accardingly. Dukc E,nergy relies on access to both short-lerm money niorkets and longer-term capital markets as a source o i  liquidity for capital requirements not 
sntisficd by the cash Ilou~ from Duke Encrpy's operations and to iund investments oripiniilly finiinccd through debt instruments with rlispar;itc maturities If Duke Energy is not nble to access 
capital a t  competitive rates, Duke Energy's ability to  finance Duke Energy's operations and implerncnt Duke  Energy's strategy will be adversely affected 

Market disruptions may increase Duke Energy's cost of borrowing or adversely alyect Duke Energy's ability to iiccess one or more iinancial markets Such disruptions could include. 
cconomic dnwnturns: the bankruptcy oi an  unrclatcd cncrgy company: capital market conditions generally. market priccs tor clectricily and gns; terrorist attacks or threatcncd attacks on Duke 
Energy's facilities or unrelated energy companies; or the overall health d t h e  energy industry Restrictions on Duke Energy's ability to access linancial markets may also affect Duke Energy's 
ability 1n execute Duke Energy's business plan as scheduled i\n inability to access capital may limit Duke Energy's shilily to pursue improvements or acquisitions t ha t  Duke Energy may 
otherwise rely on lor future growth 

covenanL5 which limit the amount or debt that can he outstanding as a percentage of the total capital for the speci f ic  entity Failure to mointain these covenants at n patlicular entity could 
preclude that entity from issuing commerciiil ]paper or letters ol'credit or borrowing under the revolving credit t ac i l i t y  and could require otner of LUhe bnergy's atliliiites to immeutiileiy pay 
down any outstanding drawn amounts undcr othcr rcvolving credit agreements 

Duke E,nergy mnintains revolving credit incilities to provide back-up for commercial piper progrems and/or letters of credit at vilrious entities These fiicilities typically include finnncinl 

Dulic Eiiergii's iinmtitieiits niidprojects locnted outside of the UiiitedSt~itr~ c ~ p o ~ e ~ i i l i e  Et iw~i~  to risliia relnted to lnws of other cauritries, taws, ccoiiontic corirlitioi~s, political 

Duke Energy currently owns and may acquire iind/or dispose of mnteriol energy-reliited investmcnls and projects outside the United States The economic, regulatory, market and political 

coirrl-'tions iindpolicirs oJ foreign guivrninenls Tlicsc rislis muj rlcln), in  rediiccDiiBc En eigl"s rcnlkntion of vnliicfruiti Diike Energy's inleriinlionnlprojeds 

conditions in some of the countries whcre Duke Energy hiis interests or in which Duke Energy may esplore development, acquisition or investment opportunities could present risks related to, 
among o!hcrs. Duke Energy's ability to obtain Iinancing on suitable terms. Duke Energy's customers' ability lo honor their obligations with respect to projects and inveslments. delays in 
constniction, limitations on Duke Energy's ability to cnforcc legal rights, and interruption of business, as  w e l l  as risks oi war, exproprintinn, nationalization, renegotiation, trade sanctions or 
nullification ofesist ing contracts and changes in law, regulations. market r u l e s  or tax policy 

Dulie Eiier&s iii~~c~rinciirs nirdprojects locored outside uf tlic Uiiiterl Strites c~poseDulie Energy to rislis relntcd to j lunumioi is  fir c i i r r e ~ i q ~  mtcs. Tlimc rislis, mrtlDuke Eiicrgv's 

Duke Energy's operations and investmenls outside the ilnited States expose Duke Energy to risks related lo fluctuations in currency rates As each local currency's value changes relative 
nchiihcs to nntignte sudi  ridis, tiin). ~idwrse!y nflect Duke Energin's cnslifloii~s niiil results of nperntions 

to the U S dollar-Duke Energy's Iprincipal reponing currency-the value in U S dollars of Duke Energy's assets and liabiliiies in such locality and the cash flows generated in such locality. 
esprcsscd in U S dollars, also change 

Duke Energy selectively mitigntes some risks associated \villi loreign currency fluctuations by, among other things, indesing contrack to the i f  S dollar and/or local inflation r a t q  
hedging through debt denominated or issued in the foreign cunency and hedging throuph foreign currency derivatives lhesc efforts. however, may not be effective and, in some cases, may 
espose Duke Energy to other risks that could negatively all-ect Duke Energy's cash flows and results ol operations 

Duke Energy's primary Inreign currency riite exposure is expected to be to the Bmdlinn Reo1 A ICWo devaluation in the currency eschiinge rate in nII of Duke Energy's esposure 
currencies would result in an estimatcd net loss on the translation of local currency earnings ol~epprosimately $15, million The consolidated balance sheets rvould be negaliveiy unpacted by 
such a devaluation by opprosimately 61 45 million through cumuliitive currency translation atljustments 



PART I 

Duke Ericrgv is cq7oscd fo crcilit risk of coutiferpnrfics wi!h ~ ~ ' h o r t i  Duke Erwrg). rlocs busiricss 

Adverse economic conditions afiecting, or tinancial dllficulties of .  counterprties with whom Duke Energy does business could impair the ability of these counterparties to pay for Duke 
Energy's services or fulfill Uieir contractual obligations. including loss recovety pavments under insuriiiice contracts, or cause them lo delay such paymenls or obligtitions Duke Energy 
delxnds on these counterpanies to remit payments on a timely hasis Any delay or ilclhult in payment could iidversely ;iITect Duke E.nerpy's cash flows. financial position or results of 
operations 

Poor bi i~~ss.ritieirtg~rf~rrtiiirrce ofpmisiori plnrr holrli irp nrrd ofh crfnctors intpnctiiig petisinit plntr costs could urifai~ornbly impncf Duke En erp-v's liqii iili~r om1 results of opernhoris. 
Duke Energy's costs of prwiding non-contributory defined bencfit pension plans are dcpenilcnt upon a iiumbcr o i  lactors, such as tlic ratcs of return on plan assets, discount rates, tile 

level of interest rates used to measure the required minimum Sunding levels oftlie plans. future government regulation and Duke Energp's required or voluntary contributions made to the plans 
\Yhile Duke Energy complied with the minimum lunding requirements as of December 31, 2007, W e  Energy has certain qualified U S pension plans wilh obligations which exceeded b e  

value of plan iissets by npprosimately SZ40 million \Vithout sustained growth in the pension investments over time to increase the value of Duke Energy's plan assets and depending upon the 
other fiicton impiicting Duke h e r g y ' s  COSLS as listed inboye, Duke Energy could be required to Sund its plans with significiint iimounts of cnsh. Such cash funding obligations could hnve a 
materiiil impact on Duke Energy's cash flows, financial position or results of operations 

Dulie Eiierg), is Yubject to niittierous criviromiiei~fal lnws nrid regulritiorrs din1 require sigrtifirnrit cnpilnl cx]~wirlifirrcs, cnii Iticrcn>c Dulie L;ticrg)~'s cost of opcrnhons, and idi;c/i mny 

iitrpnd or IittiitDulie Eril'rxy's Imsitiess~~l~~m, or expose Dulie Eiiergi, to ~~iii~irorrr~reiitd linbilih'a 

NO,. SO? and mcrcury emissions in the U S , or potential future control of greenhouse-gas cmissions), watci quality, w a s t c ~ ~ a t e r  dischaigcs solid waste and hazardous waste 1 hcsc laws and 
regulations caii rcsuil in increased capital, operating, and other costs Thcsc l a w s  and rcgu)ations gencrallp require Dukc Eiicrgy to obtain and comply wiUi if ivide variety of environmental 
liccn:;es, permits, inspections ond other approvals Complisnce with environmental law:; and regulations can require signi1ic;int mpenditurcs, including expenditures for clean up costs and 
damages arising out of contaminated properties, and f~nilure to comply wilh environmental regulations may result in the impostlion of fines, penalties and injunctive measures affecting 
operating assets The steps Duke Energy takes to ensure that  its f;icilities are it1 compliance could be  prohibitively expensive As a result. Duke Energy may be  required to shut down or alter the 
operation of ils facilities, which may cause Duke Energy Lo incur losses Further, Duke Energp's regulatory rate structure ond Duke Energy's contracts \vi& customers may not necessonly allow 
Duke Energy to recover capital costs Duke Energy incurs tn comply with new environmental regulations Also, Duke Energy may not be able to obtain or maintain from time to time all 

required environmental regulatory approvals for Duke Energy's operating assets or development projects If there is ii delay in obtaining any required environmental regulatory approvals, if 
Dukc Energy fails to obtain and comply with tliem or i i  unvironmcntal laws or regulations change and become more stringent. then the operation of Duke Energy's facilities or the dnvdopment 
of new facilities could be prevented. delnyed or become subject to ntlditional cmts Although it is not espected tliatthe costs o i  complying with current environmental regulntions wi l l  hnve a 

material adverse effect on Duke Energy's cash flows, financial position or results of operations, no assurance can be made that the costs of-complying with environmental regulations in lhe 

iuiure will not have such an elfect 

Duke Energy is subject to numerous enviriininentiil l a ~ s  and regulations ;fleeting many aspects of Duke Energy's present and future operations, including air emissions (such a s  reducing 

There is growing consensus that some Ibrm nl regulation will be  iortlicoming at the federal level with rcspect to greenhouse gas emissions (including carbon dioxide (COz)) and such 
regulation could result iii the creiition of substiintin1 additional costs in the Innn o i  tases or eniission allorvances 

In addition, Duke Energy is generally responsible lor on-site liabilities. ;ind in some cases ofr-site liabilities. associated with the environmental condition o i D u k e  Energy's power 
gencralion facilities and nnturiil gas assets which Duke E,nergy has acquired or developed, regardless of when the liiibilitics arose and wliether they are known or unknown In connection wilh 
some acquisitions and sales of assets, Duke Lnergy may obtain, or h required to provide. indemnification against some environmental liabilities If Duke E n c r w  incurs a material liability, o r  
the other pany to a transaction fails to meet its indemnification obligations to Duke Energy. Duke Energy could suffer material Iossa 
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PART I 

Dcrc~giilntiori or resfruetiiring bi tlic electric iuIu3fry ,,in>) rcsiilt in iiicreascd competition nrirl urirecowrrd cosfs tlint could nrliwsely nffecl Dulre Eiiergp's resiilts of operations, cnsli 

flon*s or finnfiaalporitiofi mid Duke Efzergifs utiliticc' busi i iasa 

Energy nnd Duke Energy's ut i l j tp  subsidiaries and consequently on Duke Energy's results of operations. financial position. or ciisli flows Increased competition could also result in increased 
pressure to Inwcr costs. including the cost ol electricity Rctail competition snd the unbundling of regulated energy and gas  scn'icc could have a significant iidversc Financial impact on Duke 
Energy and Duke Energy's subsidiaries due to an impairment 01-assets, a loss nf retail customers. lower profit margins or mcreased costs of capital Duke Energy cannot predict the extent and 
liming o i  envy by additional competitors into the electric markets Duke Energy cannot predict when Duke h e r g y  will be subject to changes in legislation or regulation. nor con Duke Energy 
prcdict tlic impact 01 these changes on its financial position, results of operations or cash flows 

Increased competition resulting from deregulation or restructurmg efl~orts, including from l he  Energy Policy Act ol 2005, coiild have a significant adverse financial impact on Duke 

Ditk'e Efiergii is iiii*olwd bi iiiifrieroiis I e ~ n l p ~ o ~ ~ e e r l i r i g r ,  llrc uiifcom'e ofii~liidi nre iiiicerlnitz, nfrd resohtioii nrlwrse to Dulie Eftcrgit could iiegntiw/)r nffectDuli'e Eiiergy's rarlls  of 

Duke Energy I S  subject to numerous legal proceedings. including clainis Tor damage:; for bodily injuries iillegecl to have arisen prior to 19S5 from the exposure to or use of asbestos at  
oi~ernrioirs, ciislij7oii~s or fiiiniicinl position 

electric gencration plants of Duke Energy C;irolinos 1.itigation is subject lo many uncertainties and Duke Energy cannot predict the outcome o f  individual matters with assurance It IS 

reasonably possible that llie final resolution of some o f t h e  matters in which Duke Energy is involved could require Duke knergy to make iidditional cxpentliturcs, in C S C ~ S S  01 estauiisncd 
ICSCNCS. over an cstcnded period 115 time and in a rnngc of ;imounts that could have a material cucct on Duke Enagy's cash Ilnws and rcsuILs olopcrations Similarly. i t  is reasonably possiblc 
that h e  terms of resolution could requirc D d e  Energy to change Duke Energy's business practices and procedures. which could also have a material clfect on Dulie E.ncrgy's cash flows, 
linancial position or results of operalions 

Ditk'e Energin's rewlts qf opcrntiom riiiiy be ircgntiir!), (iffec/ed by ~itstni~~e~ldoon~titiir~is or sluggislriiess iii  the ~ ~ O I I O I I I ~ ~ ,  iridu.lu$big /mi* l c i d s  in /he niorlict prices of ronirtioditi'es, nll 

Sustained dorvnlums or sluggishncss in ibc economy generally affect the markets tn which Dukc Energy operates and negatively influence Duke EnerLy's encrgy operations Declines in 

of rulricli nre hqoiid Diilir Eiicrgv's control 

demand Tor elec(riciiy a5 a rcsult of economic downturns in Duke E,ncrgy's iranchiscd electric servicc territories will rcducc o\wall  clcclricity sales and I 
especially as Duke Energy's industrial customers reduce production and, therelore. consumption of electricity and gas Allhough Duke Energy's h n c h i s e d  electric business is subject to 
regulated allowahlc rates of return and recovery orfuel cosls under a luel ndjustmeiit clause, iwera11 declines in electricity sold as a result of economic downturn or recession could reduce 
revenues and cash Ilows. thus diminishing results ol operations 

Duke Energy also sells electricity into the spot miirkel or other compctitive p w e r  markets on n contractual basis With rzspect to such transiictions, Duke Energy is not guarnnteed m y  
rate of-return on Duke Energy's capitol investments through mandated rates, and Duke Energy's revenues and resullx of operations are likely to depend. in large pnrt, upon prevailing market 
prices in Duke Energy's regional markets and other competitive markets These market prices may lluctuate substantially over relatively short periods o l  time and could reduce Duke Energy's 
revenues and margins and Uicroby diminisli Duke Energy's results of operations 

n Dukc Encrgy's cash flows, 

Factors thiit could impact s;ilesvoluinss. generation of electricity and market prices at which Duke Energy is able to sell electricity are :is Inllows: 
* weather conditions. including sbnormally mild winter or summer weother that c a u ~  lower energy usage Sor heating or cooling purposes. respectively, and periods of low rainfall that 

decrcnse Duke Energy's ability to operate its Iacilities in 4n econonucd manner, 
supply ofand demand Sor energy commodities. 

. - illiquid markets including reductions in trading volumes ivhich result in lower revenues and earnings. 
general economic conditions, including downturns in the U S or other economies which impact energy consumption particularly in which sales to intlustriiil or large commercial 
customers comprise ii significant portion of tokil sales: 
transmission or transportation constriiirits or incSfcicncics which impact Duke Encrgy's non-rcgulatccl energy npcrotions. 
availiibility of competit i \4y priced alternative energy sources. which are preiened by Some customers over electriciy prnduccd from c o d ,  nuclear or gas plants. and ofenergy- 
elficient equipment which reduces energy demand, 
niiturnl gas crude oil and refined products production levels and prices; 

* 

. 
* 
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* 

* 
ability to procure s;itinlnctory levels III invcntov. such as coal, 
electric generation capocity surpluses which cause Duke Enere.y's non-regolaled energy plants Io generate and sell less electricity at lower prices and mu), cause some plants to 
become non-econnmical to operate. 
capiicity and transmission service into, or out 01, Duke Energy's markets, 
n;itural disasters, a c ~ s  olterrnrism. wars. embargoes iiiid other catastrophic events to tlie estent they affect Duke Energy's operations and markets. as well as the cwt  and availability of 
insurance covering such nshs. and 
icLleral. sttite and iorcign energy and environnicntal rcguldion and legislation 

. 

* 

nicsc  Iactors have led to industr).-wirlc dnwiiturns that have resulted iii the sl lwing down or stopping ol constructinn ol new power plants and aiinouiicemciits by Duke Energy and other 
energy suppliers ond gas pipeline companies of plans to sell nnn-strategic assc!s, subject to regul;itory constraints. in order t o  bnost liquidity or strengthen bahnce  sheets Proposed sales hy 
other energy suppliers could increase the supply o i t h e  types of assets that Duke Energy is ntlempting lo sell In addition, recent FERC actions addrsscing power market concerns could 
negatively impact the marke!ahility or Dukc Energy's electric generation assets 

Piilio Encrg)r'.s oprn t i i ig  rcsiilt> ii~i~~l~'flrrctimnte oii n rcnsoirnl nnd qitnrtcrli~ bnsir 
Electric pxvcr generation is generally a seiisonal business In most pans ot'tlie United Stales and otlier markets in which Duke knergy operates. llemand tor power peaxs (luring ine iivi 

summer months, with market prices also peaking at that time In other arcas. demand ior power penks during the winter Fuithcr. extreme wcathcr conditions such as heat waves or winter 
storms could ciiuse these seasonal Iluctuations to he more pronounced As a result. in thc future, tlic overall operating results of Duke &nergy*s businesses map lluctuate subslnntiolly on a 

scasoniil and qu:irterl), hasis nnd thus make period compmson less relevant 

llrrlic Eirer&r Ixrriiicsr is ~iml&~t IO " X I ~ I I S ~ I . ~  regiclotioir h n t  will IIJ&XY Pulic Ctoga's nperntioits m i l  cosrs~ 

Duke Energy is subject to regulation by FERC and tlic NRC, by lederal, slate and local authorities under cnvironmental liiu's antl by state public utility commissions under l aws  regulating 
Dokc Energy's businesses Regulation eLTec~s iilmost every a.spect ofDuke Energy's businesses. including. among other things, Duke Energy's ability to take lundamental htsiness management 
actions: determine tlie term? and rates 01 Duke Enc~gy ' s  triinsmission and distribution businesses' services; makc acquisitions; issue equity or debt securities; engage in transactions betwccn 
Duke Energy's utilities antl other suhsidi;iries and  niTiliot 
regulatory enviroiiment or tlie ultimate elTect Uiat this changing regulatory environment will have on Duke Energy's business However, changes in regulation (including re-regulating 
pre\;iously deregulated markets) can cause delays in or an-ect business pl;mning and transiictions and can suhstaiitially increase Duke Energy's costs 

nd pay dividends Chonges ta these regulations are ongoing, and Duke Energy cannot predict th+ ruture course ofchanges in this 

Nmr Inws or rcg.gli/flh~J,I$ couldlrnse n ~ q n t i v c  iinpncr OII D d w  Eixvgv's r r s u h  of opn.ntioir~ 
Changes in laws and regulations ;illecting Duke Energy. including new accounting stantlards that could change the way Duke Energy is required to record revenues, espenses, assets and 

Iitibilities Tlicsc types olregulations could liavc ii negative impact on Dike E.ncrgy's financial position. cash flows or results oiopcrations or access to capital 

Poteirtinl terrorist ncrivities or niilitmjr or o t h r  nrtioirr corild ndiwsel i~  nffectDulie Eircrgy's bvsiiress 
The continued tlirsat of terrorism antl the impact oi retaliotory miliiary and other action by the United States and its allies may lead to increased political. economic and financial market 

instability and volatility in prices ior nnturnl giis and oil which may materially adversely nffect Duke Energy in ways Duke Energy cannot predict nt this time In nddition, future acts of 
terrorism and any possible reprisals ;is a consequence oliictinn by the United States and its nllieS could be directed against companies operating in the United States Infrastructure and 
generation I;iciIities such as Duke Energy's nuclear plants could be  potential targets of terrnrisl activities The potential for terrorism has subjected Duke Energy's operations lo increased risks 
and could have a material advcrse effect on Dukc E.nergy's busincss In particular. Duke Encrgy may experience increased capital and operating cosis to implement increased security Cor iis 

plants, including its nuclear power iplnnts under the NRC's design basis threat requirements, such a s  additional physical plant security, ndditional security personnel or additional capability 
lollowing ii terrorist inciden! 

n i c  insurance industry his also k e n  ilisruptcd by these potential events As il result, the availability of insurance covering risks Duke Energy and Duke Energy's compelitors typically 
insure tigainst may dccrciise In addition. the insuriince Duke Energy is able to obtain mny hnve higher deductihles. higher premiums. lower covemge limits nnd more restrictive policy terms 
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I teni 113. Unresolved Staff C'oiiiiiim ts. 
Nnne 

Item 2. Pioprrties 

A s  nl I>eccinhcr 31. 2007. U S Francliiscd Electric and Gas operated three i iuclex generating stations with a combined net cap;icity oi5.021:i blW (including a I 2  546 ownership in the 

Catnrvba Nuclear Station), l i l icen coal-fired stations with a comhined net capacity of I 3.552 h,lW, thirty-one hydroelectric stations (including two pumpctl-stor;ige hcilities) with a combined 
net capacity of 3.213 h,flV. iiRcen CT stations with a combined net calxicity 01 5,241 b&V and two CC stations with a combined net capacity of 560 hnV The stations ,are locnted in Norlli 
Carolinti. Soulli C;irolin;i. Indiana, Ohio iincl Kentucl;p The hnV displayed in [lie table below are b;isccl on summer capscity 

0 5 1  iiri rliip 

(pcrceiitngc) 
I otnl rmv UM nctl &IN l l l l e leb l  

N:inie Cupucit> Cnpncily Ipuel Locution 
Carolinas 
Oconce 
Catal\,ha 
Rele\vs Crecl; 
McGuire 

blarsliall 
Bad Crcck 
1 incoln CT 
Allen 
Rockingham CT 
Clilfsiclc 
locassce 
h4ill Creek C1 
Riverbcnrl 
I. ce 
Ruck 
Cowans Ford 
Dan River 
13uzzard Roost C7 
Keowee 
Riverbend C l  
Ruck CT 
Dan River C I  
Lee CT 
Other small hydro (26 plants) 
hhdwcst. 

Gibson("' 

C;,yuga'B! 

\&'abash R i d C )  
East Bend 
Mndison CT 
Go I I ;ig her 
\Yoodstlnlc ('1 
\Vheatland Cl 
Nohlcsvillc CC 

\\'abash I 7 l w  CCiu) 
h4iiimi Fort (Unit 6 )  
Edwardspnrt 
Henry County C T  
Cayugn C T  
h i a m i  \!'ahash Cl- 
Connersvillc C I 
blarkliind 

Total 

3,538 
2.258 
2,270 
2.100 
2.1 10 

1,361) 
1.267 
1.145 

825  
760 
680 
596 
454 
370 
369 
325 
276 
I96 
152 
I20 
!I; 

85  
80 

65 1 

j .127 

1.1105 

2.53s 
282 

2,170 
2,200 

2.1 10 
1,360 
1,261 

1.145 
8 25 
760 
680 
596 
4% 
3 70 

369 
325 
2 76 
196 
152 
I20  
g; 
85 
80 

651 

2,820 

1,005 

676 676 
Line 414 

596 596 
560 5 60 
500 5Cl0 
-161 1 4611 
2S5 285 

275 275 
16; 163 
I60 161) 

135 1.3 
IO6 11:16 
96 96 
86 86 

15 45 

.;o.u55 27,586 

Nuclear 
Nuclear 

Coal 
Nuclenr 

Coal 
Hydro 

Natural gaslFucl oil 
Coal 

Natural gasFuel oil 
Coal 

I-lydro 
N;itural gnsFuel nil 

Coal 
Coal 
Coal 

I-lydro 
Coni 

Natural g a s h e l  oil 
Hydro 

Natural g d F u e 1  oil 
Natural gas/i;ucl oil 
Natural gasiFuel oil 
Natural gasfl:uel oil 

I-Iydro 

Coal 

CoaliFucI oil 

CoalFucl  oil 
Coal 

Natural gas 
Coal 

Natural gns/Propanr 
Natural gas 
Natural gas 

Spn GaslNntural gas 
Cool/l;uel oil 

Co;1l 
NaLural gas 

Nntur.il gns/Fucl oil 

Fuel oil 
Fuel O i l  

Hydro 

SC 
SC 

NC 
NC 
NC 
sc 
N(3 
NC 
NC 
NC 
sr 
SC 
NC 
SC 
NC 
NC 
NC 
SC 
SC 
NC 
N(' 
NC 
sc 

NCiSC 

IN 
M 
M 

K Y  
(OH 
IN 

0 1  I 
M 
IN 
IN 
01 I 
IN 
IN 
IN 
IN 
IN 
IN 

I0lY?L 
i25 
100 
100 
100 
100 
100 
100 
100 
100 
100 

1110 
100 
100 

100 

100 
100 
1 no 
100 
100 
100 
100 
100 
100 

90 

1011 

I oo 
69 

100 
100 
100 
100 
I ir0 

I ir0 
1 no 
100 
100 
100 
100 
100 
100 
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(A)  Duke Energy Indiana owns ;and operiitcs Gibson Station UniLs 1-11 and owns 51.1 05"o of Unit 5, but is the operator 
(8) lnclurlcs Cayugii Internal Combustion (IC j 
(C) Includes Wabasli River IC 
(D) Wnbosh River Unit I is included in Assets I-Icld for Sole 

in addition. as oSDecember 31, 2007, U S Franchisccl Elmtnc and Gas  owned approximately 20,900 conductor miles oSelectric transmission lines, including 6110 miles of575 kilovolts, 
1,6W miles of .I45 kilovolts, 3,30i1 miles o i  7310 kilovolts, S so0 miles o l  11:10 to 161 kilovolts. and 6,4oii miles of 13 10 69 kilovolts U S Francliised Electric and Gas also o ~ n e t l  
approximately l4X.701:l cnnductor niilcs oi electric clistrihu~ion lincs, includiiig li~7.900 inilcs of ovcrliead linrs and 45,800 milc;, of underground I i~ ies,  as oi Dcccnibcr 31, 2007 and 
;ipproxim;itely 7,100 miles oi  gas mains a n d .  ice lines As ol December 31. 1007. the electric transmission and distribution systems had approximately 2,300 substations U S Franchised 
Electric and Gas also owns two underground erns wiUi ii total storage capacity of approsimalely 16 million gallons ol liquid propane In addition, U S Franchised Electric and Gas has 
iiccess lo nine million gallons of liquid propane through a storage agreement with a third lpartv This liquid propane is used in the ihrce propandair peak shaving plants located in Ohio and 
Kentucky Prnpnne/;iir peak shoving plants vaporize the propane and mix with niiturnl gas to supplement the nnlurnl gas supply during peak demnnd periods ond emergencies 

F o r  a map showing U S Franchised Electric and Gas' properties. see "Busincss-U S Franchised Electric and Gas'' earlier in this section ) 

The following table provides inlormotion iibout Cnmmerciiil I'ower's non-regul;itcd Senernlion portfolio as of December 3 I, 3007 The A'nV displayed in the table below are based on 
summer capacity 

Nenie 

Hanging Rock 
Lee 
Vermillion 
Fllyettc 
Washington 
Dick's Creek 
Bcck.iord C1 
klismi Fort CT 

Aliami I%rt (Iliiils 7 and  S)raJ 

\V C Beckjord") 

w h.1 Z i i o i i i e P )  

I kl Stuart(") 

~ i ~ ~ e n ( " )  

~ o n e s v i ~ ~ c ( ~ )  
Brix\~ns\~il lc 

1 otal 

I'lllilt 1 ypc 
Combined Cycle 

Simple Cycle 
Simple Cycle 

Combined Cycle 
Combined Cycle 

Simple Cycle 
Simple Cgclc 
Simple Cycle 

Stenm 

Steam 

Stcam 

Steam 

Steam 

Steam 
Simple Cyclc 

Approsininie 
Ownci ship 

tillcrest 
I'riniary Furl Location (perccntnge) 

Natural gas 01-1 100% 
N a t u n l ~ a r  IL 
Natural gas IN 
Natural 3 1 s  PA 
Natural gas 01-1 
Natural gas 01-1 

Fuel oil 014 
Fueloil 01-1 

Coal 01-1 

Coal 01-1 

Coal OH 

Coal 01-1 

Coal 01-1 

Coal OH 
Natural gas M 

I00 
75 

I 0 0  
100 
I00 
100 
I00 
64 

37 5 

46 5 
39 

33 

40 

100 

( A )  Iliese genenlion facilities arc joinlly owned by Duke Energy Ohio and subsidiaries or American Electric Power,  Inc and Dayton Power and I. ighl, Inc 
(For a map showing Commercial Power's proprlies.  see "Businc~s--Cnnimerci;iI Power" earlier in this section j 
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INTERNATIONAL ENERGY 

nie iollowing table provides inlomiation about hiernationat Energy s gcnerat'ian portfolio in continuing oper;itions as o i  December 31. 2007 

Approsiiii:ite 
Ownership I O ~ l l  Oiviircl 

PI\\' I\ l\\' lnlrrcst 

-- N:inie Ciipiicily Cupucily Fuel Lociilioii (pcrcenliige) - 
Paranapanema 7.3117 1.112 I-lpdro Brazil 95Yb 
I-lidroelcctrica Cerros Colorados 576 523 Ilpdro/Natural Cas Argentina 91 

Egcnor 5112 501 I-lydrofll)icsel Peru I cr0 
DEI Guatemala 250 2 5 0  Fuol OiliDimel Guatemsla 100 
DEI E1 Salvador 3 2 s  297 Fuel Oil/Diescl El Siilvador 90 
Electroquil I S 1  150 Diesel hcuador b5 

Aguaytia 177 135 Natural Gas Pcru 76 

Total -1,321 3.96s 

International E,ncrgy also owns n 3548 cquily intcrest in 1jhfC In ?lll)7. NhlC produced op1m)ximately S-10 thousand mctric tons of methanol find I million melric ton:; ofbITDE 
Approximately 4046 oSmehanol is normully used in the bll BE production Additinnally. Inleinational Energy owns a 259; equity interest in Attiki. which is a natural gas distributor that has 
an exclusive 30 year license to supply natural gas to residential and commercial customers within the geographical area oi  Athens, Greece (For additional inlormation and a map sliowing 
International Energy's propcrties, sec "Business-Intcrnationfil Ensrgp" earlicr in th is  section ) 

CRESCENI 

(For information regording Crescent's properlies, see "Business--(3rcscent" eiirlicr in this section ) 

OTHER 
Duke Energy owns approsimately 5 7 million square Cect ol corporate. repinn.il and district ot'ficc spocc spread throughout its service tcrritories in the Carolinas and the Midwest 

Additionally, Duke Energy leases approsimatoly 1 5 million square feet 01 ollice s p x e  throughout the Carolinas. h,lidwesl and in Iblouston. Tcs;is 

Itan 3. Legal I'ruceedings. 

the Consolidated Financial Statements, "Commitments and Contingencies-L itigatinn" and "Commitmcnk and Contingencies-Environment~il '' 
For inlormotion regarding legal proceedings. including rcguliitory and envirmmentiil rniitters. see Note -1 to the Consolidiited Financial Slotements, "Regu lo t~y  Mallcrs" and Note 17  to 

BI ~7~iI-iliclriRc~1ilor1i~C1latio11s On September 5.  ?OU7, the Stnte Envimnmental Agency of Parana assessed lines ;igninst International Energy O S  approsimntely 81 0 million for Iailure to 
comply with reforestation measures allegcdly required by state regulations in Bradl  lnteriiational Energy believes that fcdcral law is controlling and Iias cliallcngcd die assessment In addition, 
International EncE:). was assessed a fine by the federal environmental agency. IBAhlA. in the amount oI'approximatcly I 1  SO Iliousand ior improper maintenance of existing reforested areas 
International Energy believes that i t  has propcrly maintained all reforested areas and ivill iilsn contest this axscssmenl 

lteiii 4. Submission o f  Matters tu n Vote of Security I-loltleis. 
N o  matters were submitted l o a  vote of Duke Energy's security holders during the fourth quatier o f X I 7  
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lteiii 5. blarltet for. Registrant’s Coninion Equity, IlelatetI StocldioItIer R1:itter.s ant1 Issuer. I’urchases of Equity Securities. 

stockholders of record 
Duke Energy’s common stock is listed f o r  trading on the New York Stock Eschangc (ticker symbol DUK) As ol February 27, XiOS, there were approximately I70.CFW commnn 

Conimon Stock D a h  by Quarter 

2006 - 2007 
Slock Price Stock PI ice 

Pe l  sl1:iI e Per Sliai e Low 

0 ?? 211 7s 11 j? iJ 50 29 s2 

(a) 
(b) 

Stock prices represent the intra-day high and low stock pricc 
Dividends pnid in September 2007 and December 2007 increased from $0 21 per shnre to $11 2 2  per share and di\&nds paid in Scptember 3 i O G  iind December 2006 increased from 
SO 51 per share to SO 52 per share 

On January 2, 2007, Duke Energy consummated tlic spin-oil 01 t l ic  natural gas husincsscs to shareholders In coriiiectiori with this transactivn, Duke Energy distributed all the shares of 
common stock of Spectra Energy to Duke Enerfy shareholders 1 he distribution rotio approved by Ilulie Energy’s Board of Directors wiis one-half shore of Spectra Energy common stock for 
every share o f D u k e  Energy common stock Subsequent In the distribution, the market price of Duke Energy common stock was significantly less t l im the trading ranges in 2006 due to the fact 
that n proportionale share of the valtie of Duke Energy stock prior to tli5 spin-of1 was rransienetl to Spectra Energy Arldirionally. dividends paid on Duke Fnergy common stock during 2007 of 
$0 86 per share were less than the 2006 dividend of $1 26 per share as  dividends subsccjuent to  thc spin-olY wcrc split iiroportionatcly between Duke Energy and Spcctra Ikergy such that the 
sum of the dividends of the two stand-alone companies approximated the iorrner total dividend ni Duke Energy, subject to ruture adjustment by each company’s Board of Directors In the 
second quarter of 2007. the Board ofDirectors increased the common stock dividend from SO 21 per share to 
dividends, however, there is no assurance as to the amount of future dividends bccnusc the) deixnd on Iuture earnings, capitol requiremcnts, and iinancitil condition, and are subject to 
declaration by the Board of Directors 

22  pcr share Duke Energy expects lo continue its policy of paying regular cash 

Issuer 1’urch:ises of Equity Secorilies for Fourth Quaitcr of2007 
rlicrc wcre no repurchases of equity securities during the fourth quarter of2OfI7 
In 2005, Duke Energy announced plans to execute up to approximately $2 5 billion ol stock repurchases nver a three year period From the inception of the plan through December 3 1, 

2007, Duke Energy has repurchased approximately SI 4 billion of common stock A s  of Decemhcr 3 I ,  2007. the dollar value 01 shwcs lhat may yet be purchased under Uie plan is 
approximately $1 1 billion, however, Duke Energy does not cuncntly anticipatc luturc sharcs repurchasa undcr this plan 
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Stock Prrforniance Omph 

comp;ired wi th  the Standard S Pwr's (SSP) 500 Stock lntles and tlie Philadelphia Utility Indes far tlie period 7002 through ZW17 

dividends iirc rcinvcstcd 

nie per lomance  graph below illustrates n five year comparison of cumulative total returns boscd o n  an initial investment nf % I t 3 0  in h i k e  Energy Corporation common stock, a!; 

This performance chart  assumes $I  00 invested on December 31, ?ll0?. in Duke Energy common stock, in tlie SZP 500 Stock Index and  in tlie Philadelphia Utility h d e s  and tliat all 

Conipatimn of Cumulative Five Yeor Total Return 

S O L  - 
2002 2003 2004 2005 2006 2007 

NYSE CEO Certification 

Duke Energy has filed thc ccrtification o i  its Chicf Executive Olficer and Chief Financial Officer pursuant to Scclion 302 ol tile Sarlmncs-Osley Act  oi  Z i O l  a s  exhibits ti) this Annual 
Repol' on Form IO-I; far the year ended December 3 I ,  1007 In lune 20U7, Duke Energy's Chiei Executive Oificer, o s  required by Section 313A 12(a) of tlie NYSE L.isted Company hhnuol.  
certified to the NYSE that he wiis not aware of any violation by Duke Energy oi lhe NYSE'r corpnr;ite governance listing slnnclnrds 
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lteiii 6. Selected Finaricial Data.(") 

Coniinon Stuck Data 
S 

BosiL x I19  x I 5 9  b 1 9 4  % 

D 1 IS 1 5 7  1 ss 

$ 194 I 1 5 9  S 
Diluted I IS I 5 7  1 3 8  1 5 4  

Sb 1 2 0  1 1 7  110 

S -19.71N ci GS.700 9; 54.723 I 55 770 S 
1 ong-term dcbl including copitiil ICBSCY, less currant mnluri ic5 $ 0498  6 18 I18 S 14,547 % 1893? S 
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Significant transactions reflected in the results above include. 2007 spin-ol1 of the natural gas businesses (see Note I to the Consolidated Financial Statements, "Suminan,, of Significant 
Accounting Policies" j. ?006 merger with Cinergy (see Note 2 Lo Ihe Consolidated Financial Slatements, '"Acquisitions and Disposilions" j, 2006 Crescent joint venture transaction and 
subsequenr deconsolidntion effective September 7, 2006 (see Note 2 to the Consolidated Financial Statements, "Acquisitions and Dispositions'), 2005 DENR disposition (see Note 13 to 
the Consolidated Financial Statcmcnts, "Discontinued Operalions and Assets Heid for Stile"), 2005 deconsolidntion of DCP Ivhdstrzam effcctivc July I ,  ?005 (scc Note 13 to the 
Consolidated Financial Statements, "Discontiniicd Operations and nssets Held for Sale"), 2005 DEFS sale of TEI'PCO (see Note 1.3 to the Consolidated Financial StatemenL?. 
"Discontinued Operations and Assets I-leld for Sale") and 2004 sale of the former DENA Soulhenst plants 
Earnings wcrc inadcquatc to cover iixcd chargcs by 9746 million lor tliu ycar ended Dcccmber 31, ?(I03 
As o i J a n u a y  I ,  ?003. Duke Energy adopted the remaining provisions of Emerging Issues Task Force (EITF) 01-03, "Ir$iies Iiivolved in ,lccoiinfiirg for Deiii.0fnw Coi i f io~ts  Hold  for 

Trudiiig Piir]m.sr~ oiirlfbr Corilruclr Iiivohfcd i i i  E m r p  Trzlrlriig ami Riski\4uiiogeniri?f .IC~II~IIIL's'' @Ill; 02-05) and SFAS No 145, ",IccoimfrnS /br .~Issel Reli i-eniol Obligc?fioin" 

(SFAS No 143) In accordance with the transilion guidance for tliese standards. Duke Energy recorded a net-of-tax and minority interest cumulative e fkc t  adjustment Tor change in 
accounting principles 
2006 increase primarily attributable lo issuance of approximately 31 3 million shares in connection with Duke Energy's merger with Cinergy (see Note 2 to the Conso1id;ited Financial 
Slntemenls. "Acquisitions and Dispositions") 
2Oii7 decrease due to the spin-off o f thc  natural gas businesses to sliarcl~olders on Janung, 2. N U /  as dividci~dssubscq~cnt lo thc spin-ofi~,iivcr~ s p i i i p r p  
and Spectra E n e r g  such that the sum or the  dividends of Uie two stand-alone companies approximated the former total dividend of Duke Energy prior to the spin-on' 

(e) 
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Itein 7. M;inagenimt's Discussion iind Aniilysis of Financial Condition and Results of Opelations. 

INTRODUCTION 
h4anagement's Discussion and Analysis should be read in conjunclion with the Consolidated Financial Statements and Notes for the years ended December 31, 2007, 21106 and ?Oil5 
On Jiinuiiry 2,  2007, Duke Energy complelel  the spin-oil of its niituml g ~ s  business lo sh;ircholders, iis discussed below Accordingly. the resulls o i  operations of Duke Energy's Natural 

Gas 'Transmission business segment and Duke Energy's 5I:Po ownership interest in D C P  hlidstream have heen recl:issified to discontinued operations for all periods presented Additionally. in 
i\pril Z006. Duke Energy consummated the merger wid1 Cinergy 

EXECUTIVE OVERVIEW 
2007 Ob,jeclives During 2007. managementot Duke Energy focused on the following ol~jectives. as outlined in the 2007 Charter- . 
* 

* 

* 

f 

\Villi the completion of !lie spin-off of the nnliiral gas businesses on  January 2, 2007. Duke Energy began iLs first year as primarily an electric utility and met o r  exceeded most d i t s  

1-inancial and non-financial objectives cslablished inr 20117 See "2007 Finiincial Results" below fix discussion of Duke Energy's 2007 linancial rerults Overall, during a year of record- 
breaking heat and ;in esceptionni drought in the Carolinas. Duke Ericrgy was able to meet its productivily cliallenges as the cod1 llect cxpcricnced superior operational performance and three of 
Duke Energy's nuclenr units set new capacity inctor records Additioniilly, Duke Energy focused on regulntoly nnd legislative initinlives that will a l lo~v Duke Energy to balnnce the need for 
cleaner, more efficient power sources with future energy needs of its customers 

Planning for future capital expansion was a primary locus in 2097 Over the nest live years. Duke Energy plans to spend approximately S Z  billion on  capilal espenditurcs. w i h  
approximately 61 9 billion anticipated to support the U S Franchised E.lectric and Gas segment Of this amount, approximately 25% of this capital is cspecled t o g o  towards new pulverized 
coal, IGCC. gas nnd renewable generation resources to meet growing customer demand During 2007 and early 300S, Duke Energy achieved important milestones with various state and 
federal regulators related lo future capital projects In the Carolinas, the NCUC approved the cunstruction of one s t ~ t e  of the art coal generation unit at  Duke Energy Carolinas' existing CliSfSide 
Steam Station and Duke Encrgp Carolinas entered into an engineering, procurement, conswuction and commissioning services agreement with an afliliate of n ~ e  Show Group, Inc related to 
pnrticipntion in the construction o i  Cliffside Unit 6 ,  which has ii current cost estimate of approximntcly 62 4 billion, which includes approximately $0 6 billion o i  AFUDC In Jnnunry 3006, the 
Nonh Ciirolinn Department oiEnvironment and Natural Resources issued the final air p rmt  for Clifkide Unit 6, which was the last rcgulatoly hurdle before construction could begin 
Additionally. in December 2007. C P C N s  10 build two 620 kl\V combincd cycle natural gas-lired generating i;icilities, one each a t  the existing Dim River and Buck steam stations, were f i led 
\villi the NCUC Duke Energy Carolinas is also continuing to seek all necessary rcguliitoly approvals for tlic proposed William States Lee Il l  Nuclcar Station, including December 2007 filings 
o l  n COL. application with the NRC, which w i i s  approved in February 2008, and an Inlcgrated Resource Plan with the NCLIC and PSCSC Duke Energy Carolinns also currently plans to file a 
CPCM related to the nuclear project in South Ciirolinn during ZW8 Although these iictions are necessary steps ns management continues to pursue the option ofbuilding n new nuclear planL 
submitting these applications does not commit Duke Energy Carolinas to build a nuclear unit In Indiana. the IURC issued an order in November 2007granling Duke Energy Indiana CPCN's 
for the proposed 630 bI\V IGCC power plnnt nt the Edwnrdspon Genernfing Station which has on estimated cost 01 construction 01 approximolely $2 billion, including AFUDC The order nlso 
approved the timely recovery of cos& related to the project In January 2008. the Indiana Department of Environmental hdanagemenl approved the air permit for the project, and major 
conslruction is espectcd to begin in the Spring ol 2OOS Duke Energy is assessing the potential for a joint owner for the facility, but could retain all of the plant capacity if a joint owner is not 
identified 

E,stnblish the identity nnd culture of the new Duke Energy, undying its people, values, strategy. processes and systems; 
Optimize its operations by focusing on  safety, simplicity, accounl;ibility, inclusion. customer satisfaction, cost management and employee development, 
Achieve public policy. regiiliitory and legislativa outcomes that balance cuslomers' needs lor reliable encrgy at competitive prices with shareholders' espectation of superior rcturns. 
lnves! in ciieigy infrnstrucrure that meets rising customer Jemnnds lor reliable cncrgy In an energy L'llicient and cnvironmcniaijy sound miinncr, ,in6 
Achieve 2lOii7 financial objectives and position Duke Energy to meet future growth targets 

The continued development of renewnble energy as part of Duke Energy's generating pordolio was another primary focus of management during 2007 Climate change concerns, as w e l l  

as  the high price of oi I ,  have sparked increiised siipport for renewnble 
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lion at b t h  t h e  i tdcral  and state level For example, ilic new energy legislation passed in North Carolina in 2007 establishes a rcncwahlc portiolio standard for clcctric ut i l i t i a  at 
3 6  of output by 201 2, rising gradually to 12 596 by 2iJ21 In response to this legislation. during 2Ci07. Dulie Energy Carolinas issued Request for Proposals (RFP) seeking bids for power 
generate from renewahle energy sources. inc ludiq  sun. wind. water. organic miilter antl other sources A similar RI;P has also been issued by Duke Energy Ohio and Duke Energy Indiana 
Additionally. in suppon 01 a strategy to increase its rcnervahle encrgy portfolio in 11s unregulated businesses. Duke Energy acquired the wind power development assets o iEnergy  investor 
Funds from T i a r a  Energy in lvloy 2007 1 lirec of the devclopmcnt Ipriijects <icquired lrom Ticrrn Eiicrgy are anticipntcd to be in commercial openition in late 10l)S or 2009 and Duke Energy 
has already contracted to purchase mind turbines that are capable ofgenerating approximately 2x1 hl\V when placed in commerciiil operation 

hlanagement is also making progress o n  increasing the role energy efficiency will have in meeting customers' growing energy needs Energy eificiency is considered a "fiith fi~el" in the 
portiolio availahlc lo mcct custonicrs' growing needs for electricity. along \villi coal. nuclear, niitural ais and rencwabic energy During 21107, nc\v energy dlicicncy plans were filed In North 
Carolina, South Carolina and hdiana and energy eliiciency programs were cspanded in both Kentucky and Ohio .Ilie energy eflicicncy plans filed in North Carolinn, South Carolina and 
Indiana are save-a-wit1 programs that would compensate Duke Energy lor verified reductions in energy use and be ;i\wlahle to all customer groups The PSCSC and IURC have scheduled 
evidentiary hearings in 2OOS to review these lilings ior South Carolinti and Indiana. respectively In advance of the evideniiary hearing held February 3.6. 2008 related to lhc South Carolina 
energy cfficicncy filing, a settlement agreement wiis reiichcd with tlie South Carolina Oilice of Regulatory Stiill. \Val-Mart, Piedmont Natural Gas a n d  the South Carolina Energy Users 
Committee This agreement calls Tor Duke Energy Carolinas to bear ti,? cost o i t h e  programs and a1Iow for recovery of 85?6 o r t h e  avoided generation charges An evidentiary hearing is 
expected to be scheduled by the NCUC fi3r North C;irolin;i in X C J S  

Duke Energy also participated in the development ol cncrgy legislation in various jurisdictions in 7007 Both North Carolina and South Carolina p d comprchcnsive energy legislation 
during 20117 This legislation includes provsions tliat wi l l  allow Duke Energy to recm'er new plant financing costs [hiring the construction phase and a l l o \~s  recovery of costs of certain 
reagents used in emission removal The  N o d i  Carolina legislation also include? a renewable energy porctolio slendard discussed above Additionally, the Ohio Senate inlroduced Senate Bill 
221 (SI3 El). which proposcs a comprchcnsive chciiigc Lo Ohio's 1999 electric encrgy intlustrj restructuring legislation I1 cnncled. SB 121 provides a workoblc framework Ibr the development 
of new technologies, the building of new generalinn. environmentill improvcinent, ins we l l  as energy elliciency SB 221 is currently pending before the Ohio I-louse of Representatives ond 
could be  enacted during the first quarter of 2OOS 

intcvcncts and the NCUC approvul ii Overall. the rate settlement reduces custnmcr r a t a  in North Carolina without significantly impacting currcnt earning levcls Although comings levcls 

will not he sipificantly impacted as a result o f t h e  rate settlement. future cadi flows will be  reduced as a result ol a reduction in customer rates eifective January 1, 700s The decrease in 
revenues from Uie decrease in customer riites wll be mostly oll>et by the discontinuance of amortijmtion oi clean air expenditures Future clean air expenditures of approximately $700 million 
through 2010 will he capitaliml as a component 01 rate base Additionally. the PUCC aflirmed Duke Energy Ohio's RSP, which had been remanded by the Ohio Supreme Court to the IWCO 
for Turther consideration The ruling miiintnincd thc currcnt pricc iind provided for continuotion of the existing rate components, including the recovery of costs related to ncw pollution control 
equipment and capacity costs associated ~ i t l i  power purchase contracts to meet customer demand, but provided customers an enhanced opportunity to avoid certain pricing components i i t h e y  

are served by a competitive supplier 

In the iourth quaner 01 2007. Duke Energ), Carolinas completed ILS litst comprehensive rate ciisc iii North Carolina since 1991 Duke Energy Carolinas reached a settlement with 

Overall, tlie regulatory m d  Iegislotivc accomplishments during 2N17 have piisitioncd Duke Energy well tor ?IJi)8 and beyond 
2007 1;in;inci;il Rcsulls For  the year-cnded Decemkr 31, 2007. Duke Energy reponed net income o i  X1.500 million and basic and diluted earnings per share (EPS) of $1 19 and $1 18, 

respectively. as compared 1n reported net income of $1.863 million and basic and diluted PI'S 01 $1 5 9  and SI 57, respectively, for the year-ended Decemter 31. 2006 EPS (basic and dilulrd) 
decreased for 2007 as compared to ZCX~l6. primarily duc to lower net income. which is discussed below. and 2CKJ7 earnings per sh i re  being impacted by the dilutive effect of the issuance of 
approximately 31 5 million shares  in April ?Wi related to the Cinergy merger 

Income irom continuing operations \vas %1.5?? million ior 201.17. :is compared to SI. i i f i0  million for ?OOG due largely to the inclusion of Cinergy opcrations for a full year in 2007 versus 
nine montlis in the prior year iota1 reportable segment EBIT increased lrom 62.553 million to U.I:ltW million An incruse  for LJ S Franchised Electric and Gas of M93 million w a s  primarily 
related to 621 R million of first quarter 21107 EBI'I contributed hy Cinergy's regulated Midwest opcrations for which h e r e  was zero in h e  compnrahle pcrriod of the prior year, as  well as 
improved results in both the Carolinas antl klidwcst in 2007 due largely to ia\'orable weather nnd additional long-term wholesalc contracts, porliallp offset by higher operations and 
maintenance expense Segment EBIT Ibr Commercial Power increased 

.XI 
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$231 million due to improved retail clectnc margins resulting largely 1ri)iii timing o i  fuel and purchased poivcr rccovcries, higher ovcrall prices and favorable weather, favorable mark-to- 
market results, and improved resulk from the hhdwest gas-fired assets as a result 01 higher gener;ition and capacity revenues, partially offset by higher operations and maintenance expense 
Higher segment results at International Energy of $225 million are primarily a result of higher equity earnings at  National klctlianol Compsny (m4C). higher prices in Latin America and 
favorable ioreign currency exchange impacts, as wel l  iis the absence 01 a $Ill0 million litigation resewe ;ind a $51.1 million impiiirment chorge recorded in ZJ06 Segmenl results for Crescent 
decreased irom $532 million in 2006 lo $38 million in 20117, reflecting the $216 million p i n  on  !iiilc oi an etTectiw 5119. interest in Crescent and the subscrlucnt reduction in owncrship from 
l(lt196 to an effective 509b in September 21Jii6, two large sales ciiat occurred in the second quxter  oS7tJO6, lower resitleiitid dzvelnpcd 101 sales in 2007 and an impairment charge on certain 
residential developments in 2007 In addition. losses a t  Other decrciised iis a result oI Iiwer costs rclatetl to coplive insurance. lower merger costs. lower corporate governance cosls and a 
hLmeiit in 2007 rc1;itcd to cmtract settlement mzotiations, partially oflset by convertiblc rlcbt costs of approrimat 

in iiddition tn the increase in total rcport;ible segment and Other EDIT. income lion continuing operations 1 

1 million related to the spin-off of Spectra Energy 
17 as  comp:ired to 7OiI6 w i s  negatively impacted by higher income las 

expense liom continuing operations and higher interest expense Income tar expense liom continuing operations incrcnsed ns ii result of higher pre-las income and ,I higher eifeclive tas rate in 

2Ci07 compared to 71106 largely due to certiiin favor;ible [as mattcrs in 2006 that  lowered tlic effective tits rate in 2006 Interest espensc incrcased due primarily to the debt assumed from 
Cinergy Portinlly ollisetting these unfavorable results \vas higher interest income, Iiirgely [is ii result ol increased eornmgs Irom higher average invested cash and short-term investment balances 
during 2007 as comp:ired to 20(16, including a $1 9 million favor;ible impact relnted 10 the inclusion of amounts for 1egs;icy Cinergy for the first quarter of 2007 with no comparable amount in 
2CIlJ6 

classi1ic;ition of the results 01 operiitions ior the natural gas businesses spun oE on January 2, 311~17 iis discontinued operations lor periods prior lo the spin-oif 
h,fnre than oilsctting tlic increase in i n c ~ m e  from continuing operations \vas a decr 

Dulx Pncr@ Direction ill 2008 aiid I3c)ond Ivlanagemenl 01 Duke Energy is l?xusing on the loilowing objectives in 2008 and beyond- 
* 

in income i m m  discontinued operations for .?Of17 as compared to 2006, primarily attributable to the 

Pursue ii biilanced iipprozich to meeting future energy needs by pursuing new supply options, including energy elliciency, coal gnsiliciition, odviinced pulverized coal, nuclenr, naturiil 
gas-iired generation and renewable energy, while considenng whether h e y  are available. afforrlablu. reliable and clean; 
Accept the reality 01 a carbon-constrained world and pursuc Inw-c;irbon and nn-carbon solutiotis lor meeting future energy needs, 
Finding a pnth to success clwing this era of rising costs by stnving to cniitrol costs, run the husiiicsscs cificiciitly .ind provide excellent customer sewicc, and 
Meet 2008 financial objectives and, for the long-term, deliver on its prnmisc to shareholders by steadily growing earnings and divrdcnds 

* 

* 

* 

The majority of future earnings are anticipated to be contributed from II S Franchised Electric and Gas, which consists of Duke E.nergy's regulated businesses that currently own a 
capacity of approximately 28,000 megawatts of generation nlc regulated generation portldio consists of a mix of coal, nuclear, natural gas and hydroeleclric generation, with the substantial 
majority oial l  ol the sales ol electricity cornin& lrom coal and nuclmr generation lnc i l i t ies Whi le  the drought conditions in h e  Carolintis did not significantly impact earnings in 2007, 

contintied or sustained drought conditions could have ii negiitivc impact on  earnings in 2008 Commerciiil Pnmer tias net ciipncity of approximately 8,000 mcgawahs of unregulated generation, 
oSwhich approximately 4,000 megawatb serves retail customers under the RSP in Ohio Approximateiy 7546 of international Energy's net capacity ofapprosimalely 1,000 megawatts o f  
instiilletl generation ctipacity in 1 atin America consists o f l m e  load hydroelectric capacitp that carries a Io\v level o l  dispatch risk: in addition for 2008 over 9096 01 International Energy's 
cnntractible capacity in L.atin America is either currently contracted or reccives a s y s t ~ m  capacity payment 

As mentioned earlier, during the five-year period Iron 2008 to 201 2.  Duke Energy iinlicipiites total capitiil espcnditures ol approximately $23 billion Annual capital expendilures are 
currently estimated at approximately SS billion in 20011-201 I and approsimately $3 billion in 2012 These esixnditures are  principally related to expansion plans, maintenance costs, 
environmental spending related to Clean Air Act requirements and nuclear luel Current estimates tire that Duke Energ),% regulated generation capacity will need to incraise by approximately 
7,700 megnwiitts over the next ten years, with h e  miijority being in the Ciiroliniis Duke Energy is committed In adding hose load capociLy at n reasonable price while modernizing the current 
generation f:icililies by replscing older, less efficient plants wilh cleaner, more efficient plants S ip i l lcan t  esp;insion projects include the new IGCC plant at  Duke Energy Indiana's 
Edw;irdsport Generating Station. a new SIJO bl\N coal unit at Duke Energy Carolinas' existing Clifl3ide iacility in North Carolina and new gas-fired generation units at Duke Ener&y Carolinas' 
existing Dan River and Buck Steam Stations. as we11 cis other additions due to system grnwlh 



Additionally, Duke Energy is evaluating die potential cons1ruction o i  a new nuclear power plant in Cherokee County, South Carolina Costs related to cnvironmmtal spending arc espccted to 
decrease over the live-year period as  the upgredes to comply with the new environmental rcgul;itions are completed 

Dike Energy anticipates capital eqxndi tures  :it Commercial Power w i l l  iprimarily relate lo growth opportunities. such as renewable energy generation projects and environmental confiol 
equipment, as wel l  as maintenance on existing plants Capital cspentlitures a t  In~emiitional Energy. which will be funded with cash held or raised toy Inremational Energy. will primarily be for 
strategic growth opportunities, sucli tis ncw hydro pliints in Brazil, as \sell tis maintenance on csisting plants Dukc Energy docs not anticipate any ndclitionnl capital investment related to its 
investment in the Crescent I\' 

Duke Energy does not currently anticipate lbnding capit;il espenditurcs with the issuance 01 common equity in the loresee;ible tiiture. but rather through the use ol available cash and  cash 
ccpivalcnts a s  t r d l  as the issuiince d incremental debt 

As the m a p i t y  o l  Duke Energy's iinticipated future capital expenditures are related to its regulated iijierations, ii risk to Duke Energy is the ability to recover costs related to such 
eslxinsion in a timely m;inncr Energy legislation passed in North Carolina and South Carolina m 2007 provides. among other things, mechanisms for Duke Energy to recover linancing costs 
fix new nucleiir or coal bnse load gener;ition during the construction phase In Indiana. Duke Energy has received approviil to recover its development costs Cor the new IGCC plant at the 
Edwnrdsport Generating Station Duke Energy has received npprovol Inr newly $260 million i i i  future federal tns credits related to costs to he incurred for the modernizntion of the Cliffside 
f i i c i l i t y  as well as the IGCC plant in Indiann In addiiion. Duke E.neGy has received general assurmces from the NCUC that the North Carolina allocable portion 01-development costs 
associ;itecl with tlie \Yilliam States Lee 111 nuclear station will be recoverable through a future rate ciise procceding as long as the costs are deemed prudent and reasonable Uuke knergy d m  
not anticipate beginning construction 01 tlie proposed nuclear l3ower plant without ;idequate assurance 01 cost recovery from the state Icgislators or regulatorj 

In response to concerns over cl imate change, the U S Congress has been discussing various 1prq)osaIs to reduce or cop C O l  and other greenhouse gas emissions Any legislalion enacted 
iis a rcsult of these cfiorts could involve ii market based cap and trade program In anticipation. Duke Energy is increasing lbcus o n  renewable energy and energy efficiency initiatives in an 

effort to reduce emissiiins In [iddition lo the wind assets purchased during 21317, Duke Energy Carolinas. Duke Energy Ohio and Duke Energy Indiana have issued JUTS Tor renewable energy 
sources that  can be opcr;itinnal as  carly as  2012 Additionally. new encrgy eiiicicncp plans were lilcd in North Carolina. South Carolina and lndinna and energy cfiicicncy programs \vert 

espiinded in both Kentucky and Ohio Energy d i c i e n c y  filings ore expected to be  made in Ohio nnd Kentucky in N O S  The energy efficiency plansfiled in North Carolinn, South Carolina and 
Indiana arc sme.:i.ivatt programs t h a t  would compensate Duke Energy for verified reductions in energy use :ind be aviiilable to a11 customer groups The PSCSC and IURC have scheduled 
evidentiary hcnrings in 2008 to review these filings for South Carolina and Indiana. respectively In advance o1 the evidentiary hearing held February 5-6. 1!It)S related to the South Carolina 
energy efi-icicncy liling, a settlement agreement \viis reiiched with thc South Carolinti Oflicc oiRegulotory Staff, \Vnl-h,lart, Piedmont Nntural Gas and the South Carolina Energy Users 

Committee rhis agreement calls lor Duke Energy Carolinas to bear die cost of t l ie  programs and al low lor recovery oiS59'o o f t h e  avoided generation charges i\n evidentiary hearing is 
es~xcted to be scheduled hy the NCUC Tor North Ciirolina in 2008 

In summag., Duke Energy i s  coordindting its future capital espenditure requirements with regulatory initiatives in order to ensure adetlu~ite and timely cost recovery while continuing to 

Ecu~io~i i ic  Ir;icton li i1-  Ihl ie  Eiiergg's Business Duke Energy's business model provides diversilicalion between stable. less cyclical businesses like U S Franchised Electric and Gas. 
lprovide low cost energy to its customers 

and tlic tradilionally liiglicr-g~owth and morc cyclical cnwgy businesses l ike Commercial Power and International E.nergy Additionally, Crcscciit's portfolio strategy is diversified between 
resiclentiol, commercial and multi-lnmily development All of Duke Enwgy's businesses ciin he negatively affected by sustained h v n t u r n s  or sluggishness ~n the economy, including low 
market prices o i  commodities all 01 which ore beyond Duke Energy's control, and could impair D k e  Energy's ability to meet its c,oals for ZOOS and beyond 

production and. thus. consumption orelectricity A portion ol U S  Franchised Electric and Gas' business risk is mi t ig ted  by its rcgulnted allownble rates of return snd recovery of fuel costs 
under rue1 adjustment clauses 

Declines in demiintl lor electricity as a result 01 economic doivnturns would reduce overall electricity sales and lessen Duke Energy's cash flows. especially as industrial customers reduce 

lf negative market conditions should persist over time and estimated cash flows over the lives of Duke Energy's individual assets do not esceed the carrying value of those individual 
ts. asset impairments niay iiccur in tlic future under csisting accounting r u l o  and diminish results o i  operations A change in management's intent about the use of individual OSSCIS (held 

for use versus held for sale) or a chmge in lair value ol assets held for sale could also result in impoinncncs or losses 
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Duke Energy's 1008 goals can also be substantially at risk due to the regulation of its biisincsses Duke Enugy ' s  husinesscs in the United States are subject to rcgulation on the federal and 
state level Regulations. ;applicable t o  the electric power industry, have a significant impact on the nature oi tlie businesses and the manner in which they operate Changes to regulations are 
ongoing and Duke Energy cannot predict Ihe fiiture cuurse ofchanges in \lie regulalory environment or Uie ultimate effkcl that any future changes will have on  its business 

Duke Energy's earnings are impacted by Iluctuatiom in commodity prices Exposure to commodity prices generates higher earnings volatility in the unregulated businesses as diere are 

Adrlilionally, Duke Energy's investments and projects Iocatetl outside of  the U n i i d  Stiitcs expose Duke Energy lo  risks related to l aws of other counlries, tases. ecnnomic conditions, 
timing dillcrences iis to when such costs iirc recorwcd in rates To mitignte tliesc risks, Duke Energy cntcrs into dcrivntivc instruments lo cikcti.rely herlgc known exposures 

f1uctu;itions in currency rntes. political conditions and policies oi foreign governments Changes in thcse factors are dif~iculr  to predict and may impact Duke Energy's future results 

operations An inability IO access capit;il ;it competitive rntes could adversely all-ect Duke Energy's ability to implement its strategy Market disruptions or a downgrade o f D u k e  h e r g y ' s  credit 
rating may increase its cost of borrowing or adversely a f h t  its :ability to access one  or more sources of  liquidity 

Duke Energy also relies on ~ C C C S S  t u  both short-tcrm moncy ni;irkcls m c l  Innper-tenn capital markets as  a source of liquidity Tor capital rcquiremcnts not nict by cash flmv lrom 

For iunher information related tn management's assessment oi Duke Energy's risk iactors. see Item I A "Risk Factors * 

RBSUL 1 S OF OPIIIUl IONS 

Conrolid;ilcd Operaliiip Revenues 
J ~ ~ i i ~ E ~ i , l e d D ~ c e n i b e r -  31, 1'00- a 7  Cooipored IO Decciirher 31. ?00h Consolidated operating revenues lor 2007 increased $2.1 13 million, compared to 2006 This change was driven 

primarily by ;ipprosim;itely Si ,A18 million o i  revenues generated during lhe first quarter of 2007 related to legacy Cinergy operations (reflected in the results for U S Franchised Electric and 
Gas and Commercial Power) for which no revcnucs \\TIC rccognizcil in the cnmparable Ixriocl of the prior year since tlie Cinergy merger occuncd cifective April 2006 Also conlribuliiig to the 
incrense in revenues wcre - A $576 milliiin incrensc at  U S Franchised Electric and Gas duc primarily to increased fuel revenue from retail customers. higher silej volume as a result oI favorable wealher. 

increased wholesak power revenucs due to increased salcs v o l ~ m e s  primarily due tu additional long-tcnn wholesale contracts in 2007. increase in retail rates and rate riders primarily 
related to new electric base rilles implemented in the rust quarter ol201)7 for Duke Energy Kentucky and the recovery of environmental compliance cost5 from retail customers UI 
Indiana. and an increase rdiit~:d to the sharing o f  anticipated merger savings Uirougli rate decrement riders ivliich ivas substantially completed prior to Ihe Ihird quarter of 2007. 
A $208 million increiise iit Commercial Power due primarily to increased retail electric revenues principally rekited to the timing o i  collections on fuel and purchased power and 
increased rctiiil demand resulting from favorable weiither. and increased wholcsolc revenues due primarily to higher generation volumes resulting from itivoroble weather and higher 
tollinS and capacity revenues, partially offset by net unfavorable mark-to-market results on non-qualiiying power and capacity hedge contracts, and 
A $1 1 7  million increase tit Intem;itinn;il Energy duc prim;irily to higher sales prices in Brazil and Peru. and lavorable foreign currency eschange impacts compared lo tlie prior year. 
primarily in Brazil 

- 
* 

I'allldlly offset by 
,\ %221 million decreaw :IL Crescent as ii result of Uic deconsolidation 01 Crescent in September 2006 and tlie subsequent accounting for Duke Energy's investment in Crescent as an 
equity method investment 

An approximate $3,820 million increase due to the merger with Cincrgy, snd 
i\ $216 million increase t i t Internationti1 Energy due primarily to higher revenuls: in Peru from increnscil ownership and resulling consolidation or Agunylia. higher energy prices in E l  
Salvador, favorable results in Brazil. primarily lbrcign cschnngc rate impacts and higher clcctricity volumcs: and prices in Argentina 

J'eiir EriLlcdDcccishe? 31, 2006 'is Coni11o1 cdro Dccerithei- JI. 2005 Consolidated operating revenues inr  2006 increased S3.701 million compared lo 2005 This change IVBS driven by: 
* - 
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~ a i t ~ a i ~ y  d i sc t  by 
A $374 million rlecreasl: a t  Crescent due primarily to the deconsolidation of Crescent, efi-ective September 7, 2006 and sonening in the residential real estate market, and 

A $69 million decrease in Other due primarily to the sale 01 Duke Project Services Group. Inc OPSG) in February 1006 and a prior year mark-to-market gam related to forme: 
DENA's hedge discontinuance in the Southetist 

* 

For a morc detailed discussion o i  operating r c \ ' c n u q  scc the segment discussions that follow 

Consol1d;itrtl Oper:itliig Espriiscs 
J'car I~ii~fcdDeccniher 31. 2007 o s  Coniprrred lo  Dcccniher 31. 2006 Consolidated operating expenses for ?in17 increased $1 ,017 million, compared to 2006 This change was drivcn 

primarily by an approxim;itc 51.16(1 million <>i espenses incurred during the iirst quarter of 2007 rekited to legacy Cinergy operations (reflected in the results for U S Franchised Electric and 

Gas and Commercial Power) for whicli no espensu were incurred in the  comparable period of h e  prim year since the Cinergy merger occurred effective April 2006 Excluding the above, 

consolidated operating expenses increased as a result oi the following 
A $3 I 7  million increase at  U S Fr:incliiseJ Electric and Gas due primarily to increiiseil operating and miiintenance espenses driven by higher wage and benefits costs, including 
increased short-term incentive ci)ss. maintenance costs at fossil and nuclrilr gener;iting p lans .  increased %el expense driven by higher demand from retail customers resulting irom 
favorable weather, and an increase in depreciation due  to adJilional capital spending. and 

An $ 1  8 million increase tit Commercial Rower due primarily to increased fuel expense and operating and maintenance expenses from the lvlidwestgas-fired generation assets due 
primiirilp to increased generatinn voliimcs in 2007 compared to 21306 and higher fuel and purchased power expenses due 10 increxerl retail sitles volunies and plant outages in 2007, 
partially olTsut Iiy nct mark-to-markci g;iins on non-qu;ilifying iuel hcclgc conwacts in 2007 compared to net losses in 20tX and lower Iosscs lrom sales of fuel 

.I\ $?JCl mil1ii;n decrease in Other due primarily to a 2006 chwge and 201J7 credits related to contract settlemen1 negotiations, lower costs to achieve related to the Cinergy merger, 
lower casts related to Duke Energy's ci ipt ive insurance company driven by lower cliarges for mutual insurance exit obligations. and lower governence and ollier corporate costs. 
p;irtiolly oflscl by a donalion I U  tlic Duke Fouiirlaiirvii; 

A $160 million decrease at  Crescent as a result o r  the deconsolidation oi Crescent in September 2006 and the subsequent accounting for Duke Energy's investment in Crescent iis an 
equity rneiliod investment. and 
A $62 million d e c r e m  at 1ntern;itional Energy due prmi:irily lo a prior year reserve related to a settlement made in conjunction ivilli the Citrus Trading Corporation (Citrus) litigation. 
o contract dispute between Citrus ond Spectra Encrgy LNG Sales lnc (formerly known as  Duke Energy LNG Snlcs h c  ), an impairment charge o n  n o t a  receivable tiom Campeche 
recorded in 211116, partially olTset by unfavorable foreign currency exchange impacts, increased purchased power, general and admmistrative costs in Brazil, and higher fuel 
consumption in Guatemala due to higher generation and higher mainteniince cos& as a result o1 unplanned outnsts 

* 

I'anially oliset by 
* 

9 

J'eiir Eii~ledDec~.nihef 31. 2006 o s  Coniporcrl to Decciirhrr 31. 2005 Consolidaled operating espenscs ior 21N6 increased $3.624 million. compared to 2005 The change was primarily 
driven by 

* A n  approsimatc S:,.<2G millinn increase clue io the merger with Cincrgy: 
A $3 11 million increase at  1ntemation;il Energy due primarily to higher costs in Peru. driven primarily by incrcaed ownership and resulting consolidation ol.4guaytin. a reserve 
related to a settlemen! made in conjunction with the Citrus litigation, higher rue1 prices and increiised consumption in El Salvador, uniavorable exchnnge rnles, increased regulatory 
fees and higher purchased power costs in Brazil and an impairment ch i rge  on notes receivable from a lvlesicnn investment recorded in 2006, 
A SI-;? million increiise in Other due primarily lo costs to achieve the Cinergy merger, a reserve charge related Io contract selllement negotialions, panially offset by decreases due to 
the continued wind-ilown o f  the fwmer DENA businesses; and 
An approximate 51 IS million increase at Duke Energy Ciirolinas dnwn primarily by increased fuel espenses, due primarily to higher coal costs and increased purchase power 
espense resulting primarily from less generation availehility during ?006 ;is a result of outages at base load stations. partially olTset by lower regulatory n m o r h ? t i o n ,  due primarily to 
rciluccd amortization of complinncc  cos^.^ rclslcd to cleiin air lcgislatinn, and l o i w  opcrating and maintenance expense, duc primarily to a Dcccmbcr 3005 ice storm 

* 
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Partially IO l lSCt  by: 
* 

For a more detailed discussion of operating espenses see the seFment discussians that tollow 

A $26239 million decrease a t  Cresccnl due primarily to the deconsoliilation ol Crescent. el-fictive September 7, 2006 and sotlening in the residential real estate market 

Consolidnted Giiins on Sitles of I i ivrstniei i ts in Coniniercial and klolti-Fiiniily Ileal Estntc 
Consolidated gains on sales of investments in commercial ;and multi-family real estnte were zero i n  2007, as a result o f  the dsconso1id:ition or  Crescent in September 2006 and the 

subsequent accounting ior Duke Energy's investment in  Crescent as ;in equity method investment. $201 million in 2OCi6. and S i 9 1  million in 2005 The gain in 2006 !viis driven primarily by 
prc-tas gains from llic sale 
primarily by pre-tas gains from the sales oi suqAus legicy land. pwlicularly ii large sale in Lancaster. South C:irolin:i. conimcrcial land sales, including a large sale near \Vashington. D C and 
multi-i:imily project sales in North Carolina and Florida 

t~vo nftice 1x11 ldings ;it I'otomac Yard in \Vasliinpton, 11 C and a gain on a land sale at Lakc Kcowcc in northwcstcm South Carolina llie gnin in 2U05 was driven 

Consolidiilcd (Losses) Giiins on S d e s  of Otlirt 

w a s  due  primxily tn I I X S ~ S  related to Commercial I'oissr's sale oicrnission allowances The gam in 21106 \vas due primarily to tlie pre-tiis gains resuliing from tne sii~e v i  a n  E f ! B l F 5 u c Z o  
intcrest in Crcscent. creating a p i n t  venture betwecn I h k c  Energy and h4SREI; (approsimatcly $246 million). partially offset by Commcrcial Power's losscs on sales ofcmission allo\vances 
(approsimntcly $29 million) The loss in 2(105 was duc primarily to net losses at Commercial I'ower. principally the tamination o l  DENA structured power contracts in the Southeast region 
(approximately $75 million) 

Consolidated (losses) gains on s i l k s  of other asscts and other. net was a loss oi$F million for 2007. a gain of $223 million f o r  21106, and a loss of $55 million for 2005 The loss in 2007 
. .  

Consolidnted Operating Inconie 

partially driven by an approximate $237 million iavorable impact generated during the iirst quarter oi -7i:1117 related ti) 1eg;icy Cinergy operations (reflected in the results lor U S Franchised 
E,lectric and Gas and Commercial Power) Ibr which there was  zero in the comparable period 0 i  thc prior year since the Cinergy merger occurred effcctive April -7006, as ivell as  fiectors 
discussed above 

Year EiihdDeceiiiber 31. 2 O M  C I S  Coiii/mrorllo Dcccnrbo 31. 200s For 2006 consolidaleil operating income increasetl $365 million, compared to 2005 Increased operating income 
was  primarily re1:itcd to approsimalclp $165 million ol nperaling income gcncriitcd by legacy Cinerhy in 2006 as a resuli of the merger and an approsimate $250 million gain in 2006 on Uic 
sale of an eficctivc SO?b intercst in Crescent. partially oitsct  by iipprosimslely $1 28 million 01-cost in 2Cii:IG to ochicve the Cinergy merger and approsimotcly $165 million of charges in 2006 
related to settlements and contract negoti;i~ions 

Year EiirlcrlDoccnrber 31. ZOO7 i l s  C o m p  cd Io Deccnibcr- 31. 1006 For -7007, consolidated operating mcome increased $672 million compared to 2006 Increased operating income w a s  

Other dnvers to operating income are discussed above For more dctailed discussions, see the segment discussions that lbllow 

Consolidntctl Ollier Incumc iind Expenses 

primarily driven by an  increase in equity earnings of 634 million duc primarily 11) the deconsoliilation io i  Crcscent In Scptember 21106 and the subsequent accounting for Crescent as an  equity 
method investment and increiised equity earnings irom Intcmfitioniil E .nerg  of approsimnlcly $22 millinn primarily related to its investment in National hlethnnol Company (NIVIC) primarily 
as a r a u l t  of higher margins, approsimately S3.4 million increase in interest income. largely i is a result 01-increased earnings rrom higher average invested cash and short-term investment 
balances during 2(1117 as compared to 2006 (of which npprosimatelv SI? million of the increase rclates to interest income of legacy Cinergy in the first quarter 2007 with no  comparable amount 
in 2OCJ6), pertially ofl-set ky Imwr intercst income rclatcd to income taxes r w ~ l t i n p  primarily l iom Savorahlc income tiis sctllcmenls in 2006, a $1 7 million impairment charge at  International 
Energy recorded during the second quarler oi ?IXl6. and convertible debt cos& o i  a]ilmsim;itely $2 I million related to tlie spin-off o i  Spectra Energy 

primarily to ;in increase of aplxosiinately $1 25 million ol intercst income iesulting primarily irom favorable income tax settlements in 2OC16 

Yeilr Eialed Dccoirbei 31 2007 os Coiii~iiii-~~d IO D~~cc~~iihcr 31 2006 For 21107, consolidated (othcr income :mLI espcnscs increased $71 million, cornpired to Z N 6  This increase was 

i'eur EriibdDcceriibo 31. ? O M  as Conip~~red~o L7ecenrh~.r 31 7005 For 2006, cansolidatcd oLlicr income and espcnscs increased $1 3 1  million, compared to 2005 The increnrc mas due 
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Consolidntctl Iotcrcst  Espciisc 
J'eor Eiide-lerlDeceinber 31. 70070s Coriijiirred lo D~ceiiibei 31. 2006. For 21.107, consolidated interest cspense increased $53 million compared to 2006 This increase was due primarily 

to the debt assumed irom Uie merger with Cinergy. higher interest on deb1 in l3rozil and interest espense recorded on tils items primarily iis a result orthe adoption of FIN No 48, ",lccoi~niiii~ 

for Clrrcer~oiri~~~r11iiconie T~i.~es-ori iiiiei]:reiafroii of RISL? Sidcnrciii No IO? (FIN 48). paiiially ollset by debt rcductions and Ih inc ing  activities nnd ;in increase in tlie debt component of 
AFLJDC resulting from increased ciipitnl spending 

attributable to the increase in long-term debt as ii result n1 the merger with Cinergy (apprnsimately $227 million impnct) 
Yeor Elided Dccoriibe, 31, 2004 '1s Coai~ior~il io Dcceniber 31, 200.5 For 20i:16, cnnsolidated interest espense increased $25 1 million, compared to 2005 This increase is primarily 

Consol1d;itccl Minority Tiitci csl Brpeiisc 

primarily to lower earnings iit Aguaytia in 2(1117 and the deconsolidiition of Crescent 
Yeor EiiderlDcceniDci- 31. 2007 O S  Coin]iiiied 10 Drceiabcr-31. 2006 For 2007, consolidated minorit)$ interest espcnse decreased X I  I millinn, coml)ared to ?I>(% T h i s  decrease was  due 

Ye'ir Enrled Decmrber 31, -1004 t i s  Conipmed 10 Deccniber 31, 2005 For 2iliJ6, consolidated minorit), interest expeiise decreascd $1 I million, compared to 2005 nlis decrease wiis due 

Consolidsled Iiiconie Tnx Expense li.oni Conlinuing 0pcr;itioiis 

The increase is primarily the result of higher pre-t:is incnme in 1N17 as compared to ?(IO6 Additionally. the ell'ective ins rate increased fix the year ended December 3 I ,  2007 (32%) compared 
to 200B (794'0). duc primarily lo prior year favorable tax suttlcmcnls nn rcscaich and dcvclopmcnt cosL7 and iiucleiir decommissioning costs, and tax bcnclits ic1;itcd to tlie impairment of an 
investment in Bulivio, partially ofket by an incrense in tlio monuliicturing deduction in 71107 and higher f o r e i p  tnscs nccmed m 7106 

Yeor EnifedDecenrhei 31, 7O(h!i o s  Coni]ioi-cd fo Deccrnhc~ 31, 7005 For 2006, consolidated income 10s espense from continuing operations increased $75 million, compared lo 2005 
This increase primarily resulted from higher pre-tas cnrnings. pnrtially offset hy lavorable tas settlements on resenrcli and development costs and nuclear ilecnmmissioning costs. and tax 

benefits rclatcd to the impairment 01 nn investment in 13olivi.i 

Year EiiilerlDecenrbe~-31, 20070s C o i i r ~ : ~ ~ e d  io llecenrher- 31, 2006, For 2007, consolidated income tiis espense from continuing operiitinns increased $262 million, compared to 20OG 

Consolidnted (Lnss) Inconic fi nni Dincnnliniiecl 0pcr:itions. ne t  o l l n ~  

Consolidated (loss) income from discontinued operations was  a loss of $22 million Tor 3C!07. income of $783 million ior 2OlJri. and income ol $935 million for 20115 The 2006 and 21105 
nmounts include thc after-tox earnings of Duke Energy's nntural giis businesses thiit were spun nll.to shareholders on January 2, 711117 The 31:107, 21liX and 2C!O5 amounts include results of 
operations and gains (losses) on dispositions related primarily to former DENA's assets and contriicts outside Uie hhlwestern and Southeastern United States as n result of the 2005 decision to 
exit substantially all of former DENA's remaining assets and contracls oiitside the Midwestern United States and certain contriictual positions related to the Evlidwestern assets. which are 
included in Other The 2007 and ?I0106 amounts also include Cincrgy comincrcial marketing and trading operations tind synlucl operatinns. which arc both included it1 Commercial Power See 
Note 13 to the Consolidated Financial Statements. "Discontinued Operations and Asscts Held for Sale" 

million related to Cinergy commercial marketing a n d  trading operations and alier-ins earnings oiiipprosimatelg $2.3 million related to Commercial Poiver's synfuel operations 

associated with certain contract terminations or sales at  fimncr DENA, and the recognition of approximately $1 7 millinn of :ifler-tsx Insse. 

marketing and trading operations 

sales of equity invntmenls,  primarily associated with the s111c ol TEPPC'O GP and Duke Energy's limited partner interest in .TEI'PCO L P and an approsimate $575 million gain resulting from 
the DEFS disposition lransaction, an approsimate $550 millinn nnn-cash, aller-t:n charge (spproxim;ilely $!XI11 million pre-12s) fo r  the impnirment 01 iissels. and the dis- 

Ihe 2037 amoiint is primarily comprised of an ;ifter-tas loss iolapproximntely %I 8 million associated with l'omier DENA contract settlemenls, an :ifter-la\ loss of approximately SS 

Ihe  7006 amount is primarily comprised of nlicr-tns cninings ~dnpprnximotely S955 million related to the niituriil giis businesses. approximately %I40 million dot te r - tax  losses 
m i n t e d  with esiling thc Cinergy commercial 

Tlic 2005 omount is primarily comprised of alier-tas earnings of approximotcly 61,623 million related to the natural  gas businesses, which incliidn 61,245 million oiprc-tax gains on 
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continuance oi hedge accounting and the discontinuance of tlie normal purchaselnnrmal sale exception for certain positions a s  ii result 01 the decision to csit suhtantially all of former DENA's 
remaining assets and contracts outside the h4idwcstern llnited Slates and certein contractual posilions related to Uie Midwestern assets Additionally, during 2005, Duke Znergy recognized 
after-tax losses OS approximately S250 million (approximately NO0 million pre-tax) as Uie result of selling certain gas banslwrtation :ind suuctured conlracts related lo the former DENA 
operations These charges were oii'set by lhe recognition ol after-lax gains ol approximately SI 13 million (approximately ;5?00 million pre-tax) related to thc recognition of ~lefrrred gains in 
Accumulated Othcr Comprehensive Income (AOCI) related to discontinued cash llow hcdges related to thc inrmer DENA operations 

Consol1d;itctl Cuiiiul;itive EfTect o f  Clmnge iii Accounting I'riiiciple, nei o f  his ;mil iiiiiiorlty Iiiici est 

change in xcount ing  principle related lo  the implementation of FIN No 47, "Accounting lor Conditional Asset Rctireinent C)bligations 
During 1005, Dukc Energy recorded a net-of-tax and minority intercst cumulative ell-cct adjustmcnt to r  a change in ,iccouiiting principle (01 M inillion as B reduction in earnings The 

Segnicni Results 

(EBIT) On a segment basis, EBIl escludes discontinued operations, represents all profits from continuing oper;itions (belli operating and non-operating) becore deducting interest and taxes, 
and is net ofthe minority interest expense related 10 those profits Cash. cash equivalents and s11ort-term investments iirr managed centrally by Uuke Lncrgy. so tlie giiins tinu Iosscs o n  loreign 
currency remeasuremen< and interest and dividend income on thosc balances, arc cxcluded from the scgmcnts' EBm hlanagement considers segment EDIT to be a g o d  indicator of each 
segment's operating perforinance irom its continuing operations, as it represents ihe results of Duke Encrg.y's ownership interest in operations witiiout regard to financing methods or capital 
structures 

LInnugement evaluates segment performiince bosed nn earnings beiorc interest ond tases from continuing operations, alter deducting minority interest cspcnse related to those profits 

See Notc 3 to the Consolidated Financial Statcmcnts, "Business Scgmcnts," for a discussion oi Duke Energy's segmcnt structurc 
As d k c u s e d  above and in Note 13 to tlie Consolidsted Financial Statements, "Discontinued Operotions and Assets Meld for Sole" during the third rluiirter 01 21 

of Duke Energy authorized and direcled management to execule the sale or disposition of substantially all former DENA's remaining assets and contracts iiiitsidc tlie lvlidwestem United Stales 
and certain contractual positlons related to the lvlidivestern asse~j  As a result n l  this exit Iplan, the continuing operations 01 the former DENA segment ( \ \hcI i  primarily include die operations 
OS the Midwcsicm generation assets, former DENA's remaining Southeastern operations relaled to asscLs which were disposed of in 1OlLi. the remaining operations of DETM. and certain 
general and odminisimtivc casts) have been reclassified to Commercial I)ower, except for DETM, which is in Otlier 

is summarized in !lie following table. and detailed discussions liollow 
Duke Energy's segment ED1 I may not be comlsxable to a similarly titled mcasiire ofanoUier company liecause oUier entities may not ciilculiite EDIT in the same manner Segmenl EBIT 

El3IT by Business Segne i i l  

Ycsr\ IEiicletl Dccriiiber 31, 

I ' m  i:iiicr Vi11 bt1cc 

2007 3 s 2006 vs 

ZOO5 ~- 2007 2006 2006 2005 

x 2,305 s 1.811 I -194 E I -195 6 

27s 47 231 (11s) I65 
3xs 309 

(2%)  (537) 239 (347) (190) -- Other@) 

Consolidated earning5 from continuing operntions before income tn\es 

47 



( a )  

(b) 

(c) 

Amounts associated with former DENA's operations are included in Other for :ill periods presented except lor the hlidwestem generation and Southeast operatims, which are reflected i n  
Commercial Power 
In September 2li06, Duke E.nerg)J completed a joint venture transnction of Crescent As a resulL Crescent segment data includes Cresccnl as a conso1id;ited entity [or periods prior to 
September 7,1c)(K, and as an cquity mclhod invcstmcnt for periods subsequent to September 1, 2006 
Interest income and other inclucles foreign currency transaction g m s  and losses and additional minority interest espsnse not allocated to the segment results 
bhnority interest expense presented below includes only minority interest espense related to EBl r oSDuke Energy's join1 ~ e n t u r e s  It does not inclutle minority interest expense related to 

The amounts discussed below include intercompany transactions that are cliininaterl in the Consolirlatcd Financial Si.itcnieiits 
intcrest and taxes of the joint ventures 

U S  Iirmcliiscd Eicctric :ind C i s  

Ye:ir\ Eiirled I)cccoibei 31, 

Varinitce V:II iiince 

2007 % 5  LUUll vs 

2007 2006 2006 2005 LOO5 __ 
(iii iiiillion~, cicept n hci  c noted) 

) 

EBIT x 3,305 x 1,811 x 49-1 $ 1,49 $ 316 

85.2 

(a) Gigawatt-hours (GWh) 

(b) 
(c) blepowott (IvlW) 

Relates to operations of former Cinergy from die date oT acquisition and thereafter 

The following table shows the pcrcent changes in GWh sales ilnd avenge  number of custoiners Sor Duke Energy Csrolinos 

Increase (decrease) aver nriur yciir' 2007 2006 2005 

(;I) 
(b) 

Major components o i  Duke Energy Carolinas' retail sales 
Consists of all components of Duke Energy Carolinas' snles, including retail sale., and wholesale sales 10 incorporated municip;ilincs ;ind to public :ind iirivotc uliltlies iind pnwer 
marketers 

The  following table shows thc percent changcs in GWh salcs and a v e n g e  number of custoniers for Duke Liiergy hIid\vest lor the nine monlhs endcrl Dtccmbcr 3 1. 20117 cnnipared to the 
same period in the prior y w r  

Nine iUontli> 
Deceniber 31 lncu cxw (decrease) o w i  prioi yc.ir 

Wholewtle 5de5 

A v e n g e  number of customer% 

(a) 
(b j  

Major components o i  Dukc Encrgy Midwest's retail s a l s  
Consists of all components of Duke Energy Ivlidwest's sales, including retail sales, and wholesale sal= to incorpor~ited municipalities and I o  public and pri\ute utilities and powei 

marketers 
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)tnr Elli/cr/Deccrnbe~ 31. 200; OS Col7ipor~d lo  ~ C c r n ~ / J C !  31. 
Oprti/ii?g Rmaiirrer The increase \vas driven 1prim:iriIy by. 
9 A %1,066 million increase in regulated revenues for the first quarter of 2007 due to the merger with Cinergy. 

A $21 2 million increase in fucl revenues, including emission allowances, driven by incrcascd lucl rates lor retail customers and increased GWh sales to retiiil customus. 
A SI 8s million increase in G\Vh sales to retail customers due to favorable weather conditions For the Carolinas and h4id 
and 48% above normal. respeclively. compared lo close to normal in both regions during 2006. 
An $82 million increase in wliolcsalc power rmenucs. net ofsliaring. due to increased sales volumes primarily due to additional long-term contracts; 
A 957 million increiise in retail rates and rate riders primarily related to the new electric base rates implemented in the first quarter oi2K17 fix Duke Energ>, Kentuc!q and the 
recovery of environmental compliance costs from retail customers in Indiana; and 
A YO million increase related to the sharing ol anticipated merger savings through rare decrement riders with regulated customers, which \vas substantially completed prior to the 
third quarter of 2007 

A n  SS52  million increase in regulated operating expenses for the first quarter of 2007 duc  to the merger with Cinergy; 
A $137 million increase in operating and mainlenance e.s]ipcnsc primarijy duc 10 higiicr wage a n i  L b  
at fossil and nuclear generating plants, partially offset by a one time $12 million donation in the second quarter 2006 ordered by thcNCU condition o l  the Cinergy merger; 
A $I 33 million increase in fuel cqxnse (including purchased power) primarily due to increased retail demand resulting lrom lavorable IV condilions Generation fueled by coal 
and natural gas. as w e l l  as purchases to mcct retail customer requirements. increased significantly during theyear cnded December 3 1, 2007 coinp;ired to thc samc period in the prior 
year These increases were particilly ofisel by a $21 million reimbunement lor previously incurred iuel espensas resulting from a settlement between Duke Energy Ciirolinas and the 

LI S Department ol Justice resolving Duke Energy's used nuclear iuel litigntion against the Departmenl 01 E.nergy (DOE) The settlement between the parties wis finalized on 

March 6. 2001; and 

- cooling degree days for l t l07 were approsimately ?7?'b 

- 
* 

- 
Opcmring E\pcrises The incrcase wiis driven primarily by 
* 

* < . .  . . , ,  I 
. , .  

in depreciation due pnmilrily to additional capital spending in tlic Carolinas 

Partially offset by 
* A sh million net decrease in regiilatory arnortizntion expense primarily due  lo decreased amortization of compliance costs relalcil lo North Carolina clean air legislation during 2007 

as compared to the prior year Regiilatory amortization expenses related to clean air were approsimalelp SI 8 7  million for the year ended December 31, 2007 compared to 
upprosimntcly $225 millioii during the same period in 2006 This decrease ivns pnrtinlly offset by the wi te -o i f  of a portion of the investment in tlic GridSouth RTO (npprosimotcly 
SI 7 million) per a rate order from the NCUC and Ohio's regulatory aniortiznlion related to tlie rate transition charge rider and new demand side management (DSAI) rider 

Orlier.l~icom ondE\~~,lsor,  ne1 The increase is primarily attributable to the equity component of MLJDC earned from additional capital spending for on-going construction projects 
FBiJ The increase resulted primarily from the merger with Cinergy. favorable weather conditions, additional long-term wholesale contracts. increase in retail rates and rate riders and the 

substantial completion ol tlic required rate reductions due  to tlie merger with Cinergy niesc increasos were partially ofTsct by mcrcascd operating 2nd mainteniince cspenscs and additional 
depreciation as rate base incrcnsed during 2001 

,\ Inriers I J I I ~ J ~ I C I ~ I ~ ~  F r m  e I I  5 Fi aiichi.rerfEi~crric mid Gm Reirrlrs 
U S Franchised E,lectric and Gas continues to increase its customer base, maintain low costs and deliver high-quolily customer service in tlie Carolinas and hlidrvest The residential and 

generail service sectors are espected to grow The industrial sector. particularly testile and housing related, was son in 2007 ;and that trend is espected to continue in Nu8 Ll S Franchised 
Electric and Gas will continue to provide strong cash flows lrom operations to Duke Energy. which will help fund the capital spending program in 2006 Changes in weather. wholesale powei 
market prices, scrvicc. area economy. generation ;ivailability and c h a n g a  to the regulatory cnvironmcnl would impact future financial results for U S Franchised Electric and Gas 
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The imliact of the North Carolina rate order resulting fiom dic 2007 rate rcviciv ordered by the NCUC will also affect income for 2008 and future years Particularly, raa i l  basc rates were 
lowered by $281 million, which was  primarily orfset by the eliinination of clean air legislation iimortization For 2008 only, the NCUC also allowed a one time increment rider o i  XSO million 
related lo merger savings Legislation cnacleil in both North and Soulh Carolina in 2007 will allow Duke Energy C a r o l i n s  to recover fioin retail customers more ol-lhe costs incurred lbr 
purchases of power iind rcagents necdcd to meet customer demand Vxlous  regulatory activities wil l  continue in ZOOS, including a review of Duke E.nergy Carolinas' and Duke E.nerg) 
Inrliiino's proposed cost recover), mctliodology rclatcd 10 energy clTicicncy progrems Decisions on 2001 filings for certification lor new generation arc nlso espectcd Duke Energy Ohio's 
pending gns rate case could also impact Cuture resullr through the increase ofbase  rates 

The Southeastern United Stares continues to experience severe drought conditions brought ahout by a significant shortage of rainloll in the past seveml months As  a result ol these 
conditions, \rator supplies in tlic reservoirs and lake systcnis dial support many of Dukc Energy Carolinas' liydroclcctric, nuclear, and fossil electric generation plants have declincd and could 
continue to decline in the iibscncc of more normal levels 01 rainfall Duke Energy is analyzing long-term weather forecasts and dwcloping plans to mitigate any potential operational impacts 
Lhat continued severe drought conditions could cause; however, at chis time we cannot determine i i  such impacL5 will have a miiterial effect on Duke Energy 

l i o r  Eiiderl Deccnrhei 31. 2006 '7s C o n t ~ ~ ~ ~ r e ~ I  fo Decenther 51, 2005 
O/xr~tingRc?~eni~er The mcrease \VIIS driven primdrily by 

A 62.651 million increase in regulatccl revcnueb due lo the acquirition 01 Cincrg), 
A $303 million increiisc in fuel revenues driven by increased iuel rates for retail customers due primarily to increased coal costs The delivered cost of coal in 2006 is approximately 
S11 per ton higher than the same period in ?COS, representing an approxim:ilely 209b increase; and 
A $27 million incrcasc related to demand from retail customers, due primarily to continued growth in the nuinbn of residential and gcricral service customcrs in Duke E,neigy 
Carolinas' scrvice territory The number of customers in 31106 increased by approximately -15,000 compared to 2005 

A $91 million decrease in wholesale power salts. nctol the imp:ict 01 sharing o l  profits from wholewle power sales with industrial customers in Nortli Carolina (540 million) Sales 
volumes dccreascd by approximately 39?0 primarily clue to production constraints caused by generation outages and pricing; 
A Xll million decrease related to the sharing of mlicipatecl mergcr savings by way ofa mte decrement rider with regulated customers in North Carolina and South Carolina As a 

requirement ofthe merger, Duke Energy Carolinas is required to share anlicipnled merger wvings of approsimately $1 1 S million with N o d i  Carolina cus lomen and approximately 
MO million with South Carolina customers over a one year period. and 
A $32 million decrease in GWh sdcs to retnil customers due  to unfavorable weather conditions compared to the same period in 7005 liicathcr statistics in 200G [or healing dcgrec 
days were approslmately 946 helow normal as compared to 29'. above normal in 1005 Overall weather slatistics for bath heating and cooling pcriods 10 2006 were udavorable 
compared to the same periods in Z005 

A $2,295 million increase in regulated operating expenses duo to the acquisition of Cinergy; 
A S l S S  million increase in iuel cxpennes, due primarily to higher coal costs Fossil generation fueled by coal accounted for slightly more Ulan 50% ortotal generiilion lor  year to dale 

December 31. 2006 and 2005 and the delivered cost of coal in Z(06 is approximately SI 1 per ton higlier than the same period in 2005: 
A !%2 million increase in purchased power expense. due primarily to less generation avnilnbility during 200G as a result of outages tit base load stiitions, and 

A $24 million increase in deprecintion espense. due to additional capital spcndmg 

An $86 million dccrease in regulatory amortizntion. due to reduced amortizrition of compliance costs related to clean air legislation during 20M as  compared to the same period in 
2005 Regulatory amortiwtion esp-nses were approximately $22.5 million for the year ended Dzcember 31 ,2006 as compared to approximately $3 1 1  million during the same period 
in 2005; 

. 

Partially offset by: 
* 

* 

. 

Operofing L371eiires The increase \viis driven primarily by: 

* 

* 

Partially offset b y -  . 
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* 

* 
A $59 million decrease in operating and maintenance expenses. due primarily to a December 2005 ice storm; and 
A $15 million decrease in donations related to sharing o i  profits from wholesale power s a l e  wilh charitable, educational and economic development programs in North Carolina and 
SouUi Carolina For the year ended December 3 1 ,  2006, donations totaled $13 million. while for tlie same period in 2005, donations tolaled $.?S million 

Orher- iiiconrr oiide~pciisrs The increase in Other income and expenses resulted primarily from an increase in AFLJDC due mainly to tlie acquisition o i  the regulated operations of 
Cinergy 

EBiT The increase in EDIT resulted primarily from Uie acquisition of  the reguloled operations ofCincrgy, lower regulatory nmortizntion in North Carolina, increased demand from retail 
customers due to continued growth in tlic number ol residential and general scn'ice customeE and decreased operating and maintenance expense in the Carolinas These clianges were partially 
oil-set hy lower wholcsalc power salcs, net ofsharing, rate reductions due  totlie merger, unfavorahle wcatlier conditions and incrcascd purchased powcr espcnsc in tlic Carolinas 

Conimercisl  Power 

Y e w s  Ended December 31. 

Variance Variniice 
I .  

2007 2OOG ZOO6 2ooi 2OOi 
(in i ~ i i l h o n ~ ,  eicept wlici e noted) 

246 (1 22) 132 

EDIT % 47 s 165 27s % 

Net proportional megawatt capacity in operation s.019 s.100 ( S I )  3,600 

( a )  Escludes discontinued operations 
During the third quarter of 2005, the Board of Dircctors of Duke bogy authorized and directed management to exccutc the salc or disposition a i  substantially a11 of former DENA's 

remaining asset? and contracts oulside the Midwestern United States and certain contractual posilions reliiled to the hiIidwestern assets As a result oftliis exit plan, Commercial Power includes 
the operations of former DENA's Midwestern generation nssels and remaining Southeastem operalions related to the m e &  which were disposed of in 2004 The results of former DENA's 
discontiriual operations. which arc comprised nf asscts sold to LS Poivei. are presented in  (Loss) Inconic From Discontinucd Operations, net oftas. on the Consolidated Statements of 
Opemtions, and are discussed in consolidated Results of Operotions section titled "Consolidated (L.oss) Income from Discontinued Operations, net of I n s  'I 

rcnr Eric/ed Dccenibcr 31. 2003 i l s  cosrporcd lo Deccnrbcr 51 2006 
0j~ratrri .q Rcvcnscs The increase was primarily driven by 

A U S 7  million increase related lo the non-regulaled generation nssrls of Ibrmer CinerLy. including Ihe impacts of purchase accounting, which rellecls the firs1 quarler 2007 operating 
revenues for which there was zero in tlie comparable pes id  in the prios year iis a rcsult 01 the merger in April 2006; 
A $ I S 5  million increase in retiiil clcclric revenues due to higher retnil pricing principnlly relnted to the lime of collections on fuel nnd purchased power (FPP) rider and increased retail 
demand resulting from favorable weather m 21107 compared to 2006; and 
A $1 i4 million increase in revenues due lo higher generation volumes and capacity revenues Irom the Midivest gas-rued assets resulting from favorable weather in 2007 comparecl 10 

1 

* 

2006 
Partially olfset by: 
* A X I  11 million decrease in net mark-to-m;irket revenues on non-qualifying power and capacity hedge contracts, consisting of mark-to-market losscs of $52 million in 7007 compared 

to piins oi 659 million in 200@. and 
A $35 million decrease in revenues from sales of fuel due to lower volumes in 2007 compnred to 20116 * 
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Opiating E\~eii~cz Ihc  incrcasc w a s  primarily driven by 
* A $377 million increase related to the non-regulated generation assets oi iormcr Cinergy, including the impicts of purchase accounting. which rellects the first quarter 2007 operating 

expenses for which there was zero in the comp:irable pcriod in die prior year tis a result of the merger with Cinergy in April 7006, 
A $1 16 million increase in fuel expenses for the Mid\vcst gas-fired assets primarily duc  to increased gencration volumes in 2007 compared lo 2006, and 
A $36 million increiise in operatins expenses primarily due to increased plant miiintcnancc in 2007 

. - 
Parlially offset by: . A $1 14 million ~ l e c l ~ a s c  iii nut mark-to-market cspcnscs m noii-qualifying fuel hedge contracts, consisting o l  mark-to-market p i n s  uf $65 million in 2007 coinpared to losses of $49 

nullion in 2l)t)G; and 
A $30 million decrease in expenses iissociated with sales olfucl due to Io\ver volumes in 2007 compared to 2006 

(ZoseO Guins oil Soles o/ Ollrei , A  rrclr oiid Other, net Decreasc in 2007 comiiared t o  2006 is sttiibutahle to lower losses on emission allowance sales in 2007 due to lower sales activity 

Otherliiconie a i id tvpemes ,  lief The decrease is dr iwn by lower equity eiimings of unconsolidiitcd affiliates 
EBlT The improvement IS primarily attributable to liiglier retail mtirgins resultmg largely from favorable timing of fuel and purchase pomer recoveries, increased retail dcmand as a result 

in 3007 comparcd to 2006 

ul~lbvorable wenllicr and rmprovecl results lrom the Alid~vest gas-fired iissuls as ii result o i E @ q Z l l ' L L W -  . < < , I  

011-sct by higher cxpcnscs from incrcascd plant mainlcnancc in 3(07 

hf~ittcrs lixpoctriig Fiilrrre Coii~niercral Power Rcrrrltr 
Commercial Power's current skatcgy is focuscd on irissirnizing ttic returns antl cash llows from its currcnt portlolio, as well as growing Duke Energy's non-rcgulatcd rcnewnhlc encrgy 

portfolio Results lor Commercial Power are sensitive to changes in power supply, power demand, fuel prices antl weather, (IS well as dependent upon completion of energy asset construction 
projects and tax credit.. on  rcncwable energy production Future results %ir Commercial Power iire subject to volatility due to the over or under-collection o i  fuel and purchased power costs 
since Commercial Power's Rate Stabilization Plan (RSP) market based standard service oll?r (r\,lBSSO) is not subject to reguialoly accounting pursuant to SFAS No 71, "Accoimhigfor 
Certain J:ipcs oJRe~nlolioi~"(SI;AS No 71) In addition, Commercial Power's RSl' cspircs on Dcccrnbcr 31, 2008 Duke Energy is currently working wit11 the PUCO and the Ohio legislature 
to eskihlish a rate s t ruckm bepond 20% fie outcome of this rate slructure could impact the results of operations in future periods Cornpwed lo 2006 and 2007, Commercial Power's 200s 
results wi l l  also be  Ihvorably impacted by the reduced impact oi purchase accounting adjustments recorded in connection with Ilie 2006 merger with Cinergy 

).eeor Eiicled Deccnibw 31, 2006 as coiirpar ed 10 Dcceriibei 51, ZOOS 
Olnrotlng Rmwiiirer The mcrease was primarily driven by the acquisition uf Cinergy non-regulatcd generation assets for which results, including the impacts or purchase accounting, are 

reflecrcd from the date o l  acquisition ;and thereafler. but are not included in the same period i n  301:rS (approximately $1 ,169 million) Operating revenues associated with the fo rme  DENA 
lvlidwcst plants wcrc approximately $14 million higher in 2006 comparcd to 3OU5 due primarily to higlier avcrage prices and slightly higliervolumes 

Operilting Eyuemes The increase was primarily driven by the ;icquisition ofc inergy  non-regulated generation assets for which results, including the Impacts of purchase accounting, are 
reflccted from the date of acquisition and thereafler, hut are not included in the same periud in 2005 (approximately SI ,082 million) Operating expenses associated with the former DE.NA 
Midwest planls were approsimatcly XI0 million higher in 2006 compared to Xf15 due  primarily IO higher fuel prices and slightly higher volumes 

power contracts in the Southeastern Region, partially olTset by net losses of  approximately $29 million on sales of e m i s i o n  allowances m 20OG 

3006 

(Zo.sses) Gnii~r  on  Soles o/Olher.~isretr  orid Other, net The increase was driven primarily by an approximate $75 million pie-tax charge in 2005 related to tlie termination of structured 

Otherliicoiiie a m i ~ ~ p e i i r c . ~ ,  ne1 The increase is driven primarily by equity earnings of unconsolidated afiiliales related to investments acquired in connection with the Cinergy merger in 

EBII l l i e  increase was doc primarily to the approximate $75 millinn ],re-tax charge in 2005 rehted to the termination of stniclurcd power contracts in the Southeastern Region and the 
accpisition of Cinergy ass& (:ipproximately 595 million) 
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Iiilrriiiilioii~l Eiirrgg 

Ye:ivs Eiidcti Dcccmber 31. 

V:iri:iiice Vnriniicc 
2007 YS. 2006 vs. 

2007 zoo6 2006 inns znni  

(a) Escludcs discontinued operations 

Yaor- I;:riclcJDecenibei 31. 2007 os Cor7i.110red lo Dcceiiibei 31. 2006 
Opiolif ig. Rmviiirev The increase was driven primarily by: 
* 

. 
* 

An %81 millinn increase in Brazil due to higher sales prices and favorable eschangc rates: 
A $37 million increase in Guntemnln due to higher prices :in6 volumes :is a result or increased Uiermal dispnlcli; ond 
A $27 million increase in Peru due to higher spot pnces as a result of transmission line congestion 

An % I  8 million decrease in Ecuador due to dccreased sales as a result ol lower thermal dispatch; and 
A $5 million decrease in Argentina due to lower sales volumes resulting from uniavorable hydrology, partially ofiset by higher average sales prices 

A %IO0 millinri decrease due to a priar yenr reserve cstablistied as il result oia settlerncnt made in conjunction with the Citrus litigation, 
A $4.3 million decrease in Mexico due primarily to a $33 million impairment charge on the notes receivable from the Cnmpeche equity investment in 20Ci6, and 
An $1 1 million decrease in Ecuador due to lower fuel used as a result of lowcr generation 

~ a r t i a i l y  offset by: . 

0,x.r oliiig. l i y i i w s  The decrease \vas driven primarily by: 
* - 
* 

P;inially ofiset by 
* 

* - 
Orlier Inconre ond E~pci7res, fief The increase was driven primarily by a $26 million increase in equity oirnings at  National Methanol Company (NbIC) as a rcsull ol higher meltianol and 

EBIl- The increase in EBIT was primarily due to a prior year reserve established as a result of a settlement made in conjunction with the Citrus litigation, a prior year impairment ofthe 

A $50 million increase in Brazil primarily due to higher cschange rates and higher regulatory and purchased power costs; 
A $37 million increase in Gu:ilemala due lo increased fuel  used as a result o f  higher dispalch ;ind higher maintennnce  COS^ as a result of unplanned outages; and 
An $8 million increase in Argentina due to higher maintenance COSLS 

methyl tertiiiry butyl ether (IvfTBE) margins, as ivell a s  the absence of a XI7 million impnirrnen! of the Cnmpeche equity investment recorded in 2(<16 

( h n p c c h e  equity investment and note receivable reserve, iiivornble prices in Peru due to transmission line congestion. favorable prices and net foreign exchange impacts oflSet by higher 
regulatory costs in Brazil and higher equity earnings at National blctlianol, partially oliset by hidier maintmancc cos& and unfavorable hydrology in Argentina 
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Mo.liltfcrs Ini~~oc~iiig Fir hir e liitci n a r r  oriul Eiier,<i, Re rirl.lilt,r 
international Energy's current strategy is Socused on selectively growing its L atin American power generation business while continuing to maximize the returns and cash flow from its 

cirrcnl portl-olio EDIT results lor International Energy are smsilive to changes in hydrology power supply. power dmand, and luel and cnmrnodily prices Regulatory matters can also impact 
ED17 results as well as impacts from fluctuations in exchange rates. most notably the Brazilian Real 

International Energy's contract prices are I I ~ J U S I ~ ~ ,  there is an unfiivorable impact on interest expense rault ing irom revaluation of international Energy's outstanding local currency debt 
Certain of Internationill Energy's long-tcrn1 sales contracts and long-tern1 debt in Brazil contain intliition adjustment clnuscs Whilc this is liivorable to revenue in the long run, as 

1.eilr Eii:led Dcccniho- 31, 2006 nr Conipnrcrl lo Dcceriihcr 3 1. 2005 
@/xrci.liltiiig Rnvriirer The increase was driven priiniirily by 

A S I  18 million increase in Peru due to increiiscd ownership and resulting consolidation ol Aguaytia (See Note 3 in the Consolidated Financial Statements. "Acquisitions and 
Uispositions") and an increiise in Egcnor due to higher sales volumes, oifsclt by lower prices, 
t\ MCI million increase in El Snlvador due to higher energy prices, 
A $3 1 million increase in Brazil due lo the strengthening of the Brazilian Real against the U S dollar and higher average ener&y pnces. partially offset by lower volumes; and 
A a i  i miilion i n c r m s ~  in Pirgcniina primariiy duc IO highcr LLS 

* 

. 
@~~rn.lilting E \ ~ I C ~ I W S  The incrcasc \\'as driven primarily by: - 

I L  I L ill, 
. .  

L L ,  , " 
. .  : 

A SI09 million increase in Peru due to increased ownership and resulting consolidation 01 Aguaylia and increased purchased power and fuel c a s k  in Egenor. 
A SI011 million increase duc to a rcscrve est;iblished as a rcsult of a scttlcmcnt madc in conjunction with the Citrur litigation. 
A $.?S millinn increase in El Salvador primarily due  to higher riel  prices iind incrcased iuel consumption; 
A $34 million increiise in Brazil due to the strengthening of the Brnzilinn Real against the U S dollar, increased regulatory lees, and purchased power cos&; and 
A $33 million increase in bvlexico due to an impairnient o i  a note receivable from Campeche 

- 
* 

@ttierI~imiiic o r i d ~ , x p c i ~ ~ c s .  IICI The dccrease \\'as primarily driven by a $26 million decrease in NMC due 10 lower h61DE. margins and unplanneil outnges and a $12 million decrease as 

Ei3ll- The decrease in EDIT ivns primarily due to a litigation provision, an impairment in klesico,  lower margins at NAK, higher purchosed power costs in Egenor, onset by Savoroble 
n r a u l t  o i  consolidation o i  Aguaytia in 2i106 

hydrology iind pricing in Argentina 

Ycnis Eniicd Dccciiibcr 31, 

\'a rill lice Viiriniice 
2007 vs 1006 v s  

2007 2006 2006 200s 2005 
_I 

(In inillions) 
Opernting revenue? 
Operating expense'" - 1 GO (160) 399 ( 2 3 9 )  
Gains o n  sale!, of invatmcnts in commercial and multi-fmdy real estate 01) 
i I o r x ?  m i n s  on b a l n  01 other arwts and other net - 2.16 (246) - 246 

Equity in earning', ofunconsolidoted nllilinte:, 38  I 5  23 - 15 
Other income and cxjxnses, net 

in j in September 2lX16. Duke Energy completed a jo in l  \'enture fmnsaclion at Crescent iind decmsolidoted 11s m\~eslment in Crescent due  to rcvluclion in ownership and 11s inability lo 

esercise cnntrnl As ii result. Crescent segment h t ; i  includes Crescent as ii consolidated wholly-owned subsidiary of Duke Energy for periods prior to September 7. 7006. and as an equity 
inve~tmciit  lor the periods subscqucnt to Scplembcr 7, ?(IO6 and represents Duke Enctgy's 59% of equity earnings in Crescait  
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EBII The decrmse was due primarily to a$246 million g i n  on the sale ol nwncrsliip intcresls in Crescent in the third quarter ?006 (scc Nntc 2 in the Consolidated Financial Statemcnls, 
"Acquisitions and Dispositions"), signilicnnl gains in the second quarter 2906, primarily an approximate $81 million gain on  h e  sale of  two office buildings at Polomnc Yard in Washington. 
D C and an approximate $52 million gain on a land sale at  Lake Feowce in nolihwestern South Carolina: lower resirlential developed lot sales, a $32 million irnpairmenl charge recorded in 
equity eiimings lor the liiunh quarter 2007 relaled to cenain niCrcscent's risidentinl developments, and llie inclusion of approximately $29 million of interest expense in Crescent's equity 
c;irnings !-or 21107 compared to $6 millinn tor 2006 Prior to the dccansolidiition ol Crescent, interest espcnse was not included in Crcscent's segment ED11 

,Iforrcrs 1n1p~m111ig iriinlt e CI escelir Rordrs  
Crescenl's results arc subject to \ ~ l a t i l i t y  d u e  to faclors including i ts  manageniciit's portlolio allcication decisions. the strenglli of the rc i i l  estate markcL~, tlie cost oi construction inaterials 

and chongcr; in interest rates As discussod above. during 2007 Crescent recorded imp;:imient cliarges on celiiiin ol its properties I'he impairment charges rellect the current economic 
conditions in Crescent's markets and its management's current plans fix (he prnperlies in iLs porUolio Changes in lhctors such as Curilier or prolonged deterioration in markel conditions or 
changes regirtling ilie timing or method lor dispnsition of propertics could result in iulure imp;iirments being recorded by Criscent 

1.cizr Emicd Dc~coirho- 51, ?006 os Cu~i,pm.e~l IO Dcw~i~lrer 31, 2005 
Oin.r.ari~ig R~?wiircr 'The decrease was driven priinarils by the dcconsolidation oi(:rescent ellectivc September 7. 2IWJO. as w e l l  as n bLl.! million decreiise in residentiill (le\'elopetl lo1 

O~~iorrrrg E~periwv 1 he decrease was driven primarily by the deconsolidiition oiCrescent en'ective September 7, 2W6, as well as a $187 million decrease in the cost olresidential 

G'7inr on S ~ 7 h  q/lmvr/nIeiitr in Conitliewid n1i ' f i~hlt1-~~~7nriI i ,Re~7i Kr1<7/e 1 hc incrcesc w 8 s  driven primarily by an $8 I million gain on Ihc side ortwo oflice buildings at Polnmac Yard 

sales. prirnsrily due t o  dccr rl sales a t  thcl.andh~lar clivisinn in Florida 

develnped lot sales as noted above and i i  $1 6 millinn impairment charge in 2005 related 10 a residential community in South Carolina (Oldfield) 

in Washingsan. D C d o n g  with t i  $52 million liind s0le at 1 like Kcowec in northwe:itern South Carolina in 2006, partially oKsct by n MI million land sale at Ciitiiwbii Ridge in South Csrolina 
15 million gain on  a land sale in (?hnrlotte, North Carolina in 2005 and a $1 9 million gain on a project sale in Jacksonville, Florida in 2005 

7 s )  Golrr.s OII Siiler q/ Ollio ,.I s w r $  o~td  Orher, liel The increase was due to :in ;ipproximate $246 million pie-tax gain resulting from the siile of an effective 50Ob inlerest in Crescent 
Otherlricorric nrrdExpc~ixa  IICI 1 he dccrcase is primarily iluc to $45 millinn in income related t~ a distribution from an interest in a liortthlio 01 commcrcial office buildings in the third 

piin on sale of an ownership inleresL in Crescenl. as noted above, as w e l l  as chc sale oilhe Polomac Yard office huildings, parlially offsel by 
quiirler o l  ?i:iil5 

Slipplemeilbll I h L I  

Below I? supplemental cnndensed summary financial intormation lor C r e m n t  stand-alone nperdting results subsequent lo deconsolidation on September 7. 2006 

Month\ Endecl tlirougli 
D r w t n  bcr 31, December 31, 

T15rlve ScptPlllbcI 7 

2007 2006 

(in eiilliun~) 
Oper,iluig revenues 

Net  income P 76 % 
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OtliCi 

Ye;ii 5 Ended Deceiiibei 31, 

\';iriniice V i l i  inlice 
2007 1s 2006 \., 

2007 1006 200G 2005 2005 
(in millions) 

Fear EideJDwmsbei  31, 2007 cis Coniiiwed lo ~ c c ~ . t , b e ~ '  31. 2004 
Operolitis Rm~i.nurs T h e  increase was  driven ~ximzirily by . A $15 million increiise rclntcd to rwcnues  earned for senwes pcrfnrmed lor Spectra Energy, and 

A 514 million increiise related to DETLI. primarily drivcn by mark-to-market activity 

A $1 1iJ million decrease relatcd to  contriict scttlcnicnl negotiations Duke Energy !\'as part) lo an agrceincnt with a lhircl party service provider related to ccrtiiin iuturc purchases The 
agreement contained certain damage [payment provisions ifqualifying purcliiises were not mitieled by September 2008 In the Iourih quiirter 01 2006, Duke Energy inilialed early 
settlement discussions regarding this agreement and recorded a rosenw of approsimately 565 million During the year ended December 31, 2007, Duke Energy paid the third pafly 
s e n i c e  provider approsim;itely $20 million. which directly reduccd Duke h e r g y ' s  iuture esposure under the agreement. and iurther reduced the reserve by $45 million biised upon 
qualifying purchase commitments that iulfilled Duke Energy's obligations under the ngrccment, 
A 574 million decrease in costs to  achieve relatcd to the Cinorg) merger: 
A $50 million decrease at Bison due primarily to lower charges lor muttial insur ime e s t  obligations of appro"mniely $76 million, panid ly  offset by higher operating espenses of 
apprusiinatcly $16 million, 
A Y? million decrease in governance and olher corporiite cosls. including prior year sliared !;en~ices cos1 allocations to Spectra Energy not classified as discontinued operations; and 
A XZZ inillion decrease in amortization costs related lo Crescent c~ipil;lli%ed interest 

Opr0~7liilg Eyz)~ii.scs The deer erne wcJs ~ i ~ l ~ ~ 1 1 ~ i t 1 t 1 i ~ ~ 1 1 1 ~ ~  bj, . 

* 

* 

9 

P;irtinlly oflset by . A $25 million increase due to ii dnnntion to the Duke Foundation, a non-profit orpniaition lundcd by Duke Energy shareholders that makes charitable contributions to selected non- 
proiits and governmental subdivisions: and 

A SI  2 million increiise related to employee severance cnsts * 

O ~ J ~ E ~ ~ I I C ~ ~ I I ~  aiidExpctircr. tier The decrease was driven pr immly by convertible dcbl charges of approsimately $21 million related to the spin-ofl 01 S F c l r a  Energy. panially offset by 

EBIT The improvement was due primarily to contract settlement negotiations. lower ch;irges Cor mutual insurance esit  obligntions, the reduction o i  costs to achievl: related to the Cinergy 
ail increase in invcstmciit rc[ums relatcd to esecutivc l i fe  insur<?ncc ol $6 milltun 

merger, lower governance and other corporate costs and a decrease in amortiziition costs related to Crescent capitalized interest, partially offset by an incrense in captive insurance expenses, a 

donation to the Duke Foundation, convertible debt charges related to the spin-oiiof Spectra Encg)' and employee severance charges 

A4oIler.r Intp~icfiti,q Fitliiiv Orhw Restiltr 
Future Other results may be subject to volatility iis if result of losses insured by Bison nnd changes in liabilities associated with mutual insurance companies and the wind-down ofDETlvl 
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Yenr h d e d  Decerrrbcr 31, 1006 N1 cOtlipO~Si/ lo ~ c C e l I l b e l  j 1, 

O~x'nting Revenues 7 he  decrease was driven primarily by 
* A M3 million decrease due to the sale nl DPSG in I;ehruaq, ?(ili6, and 
* A $11 million decrease due to ii prior ycar miirk-to-market giiin related 10 Sormcr IXNri ' s  hedge discontinuance in t l ic  Southeast 

Olxroting Eqrtiscs The increase was driven lprimnrily 
A $I 28 million increase due to costs-to-acliieve in 2 
A $65 million iiicrciisc due to  a charge iii ?ti06 rclated to contract settlement negc~lialinns, and 

A $1-1 million increase in corporate governance and other costs due primiirily to tlie merger with Cinergy in April 1006 

related to the Cincrgy merger, 
. 

Partially d s e t  by.  - 
* 

EBII- nie clecrmse was  due primarily to the increase in cliorge:, in 30M as:;ociaterl with Cinergy merger iind n charge Cor ciintmct settlement negotiiilions 

A $47 million decrease due to the continued wind-down of the fwrner DllNA busincsses. and 
A S.15 million decrease due lo the sale oiDPSG 

CRITICAL ACCOUNTING POLICIES AND ISSTIhl4 1 15s 

The application 01 ;accounting policies anil estun;itcs is an imlmrtani process t h a t  contiiiucs t o  e ~ o l v e  as Duke Energy's operations change and accounting guidance evolves Duke Energy 
has identified a number 0 1  critical accounting policies and cstimales 0x11 require ihe usc nl signifrcmt cstimates and judgments 

h4nnagemcnt bases its cstimiitcs and judgments on  historic;il esperiencc and on i?tlier xirious assurnpions chat thcy believe are re;isonabk t i t the time 01 application The estimates and 
judgments m y  change as  time passes and more inlormiition about Duke Energy's environment becomes ;ivailiible Kestimntes and judgments w e  dinerent thiin the actual timounts recorded, 
adjuslmenls are made in subsequent Ixriods to take into considcriition the new informatinn Duke Energy discusses its criticiil accounting policies and estimates and other significant accounting 
policies with smior  members of management and thc audit commiitec'. as appropri;ite Duke Energy's critical ;iccounting policies and estimales :ire discussed below 

Rcguhtory Accounting 
Duke Energy accounB for certain of its regulatccl operations (primarily U S I;ranchiscd Elcctric anil Gas) under the provisions of SFAS No 71 ~ ",.tccorinlritg for. the E~ficts ofCertnrn 

film ofRegulotioii " As a result, Duke Encrgy records assets and l;abilitie!; ih;ic m u l l  from rhe regulated ratemaking process that would not be recorded under U S GeneralJy Acceplrd 
Accounting Principles (GAAPj  lor non-regulutcd entitics Rcguliitory assets generally represent incurrcd costs thnt hiive been deferred bcciiusc such costs arc probable 01 future recovcry in 
customer rates Regulatory l iabi l i t ies generally represent obligations to m;ikc rerun& to customers for previous collections for costs that eitlier arc not likely to o r  have yet to be lncurred 
Management continually assesses whcUier tlie regulatory assets are probable of future recovery by considering Cactors such as applicable regulatory environment changes. recent rate orders 10 
otlicr regulated entities, and tlie status 01 a n y  pending o r  potential dcrcgulatinii legislation Based on this continual asscssincnl. management bc l icva  the existing regulatory assets arc probable 
of recoveq  l 'his assessment reflects the current political anil rcgulotory climate a t  the state iind federal Ie\ds. and is sub.icc1 to change in tlie future Iffuiure recovery ofcosts ceases to be 
probable. the asset write-oft:s ivould he required to be recognized in operating income Addition:illv. the regulntory agencies ciin provide flexibility in Uie manner and timing of the depreciation 
of property. plant and equipment. nuclear decommissioning costs and amortization oiregulatory assets Iotil regulatory assets were $2.645 million as of December 31. 2007 and M.072 
million as ofDecember 31. LOO6 Totnl regulatory liiabilities\vere $2.674 million as nl  Deceniher >I, 30(17 and $>.0jS million as oiDecember 31. 1006 Amounts at December 31,  2W)G 
include balances related to the natural gas businesses that were spun oiTon Jcinunry 2 2007 For rurtlier infi~rmation. see  Note 3 lo tlie Consolidated Financial StntemenLs. '"Regulatory Matters 'I 

Gooclivill Iiiipaii i i ie i i t  Asscssnicntr 

No 142, "Goodwili nndOtlier l ~ ~ t o ~ ~ ~ r b l c . ~ I r s c t r "  (SFAS No l 3 Z j  The m;ljnrit) of Duke Energy's goi?d!vill at December 31.  2007 relates to the acquisition of Cinergy in April 2006, whose 
asscts are primarily included in 

At December i 1. 20C17 and 21iti6. Duke Energy had gond\vill halmces oi  %l,6.13 niillion and SS.1 75 million. respectively Duke Energy evaluates the unpairment of goodwill under SPAS 
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the l J  S Franchised Electric and Gas and Coinmcrcinl Power segments l hc  remainder relates to international Energy's Latin American operations Goodwill at Deccmbcr 31,1006 included 
approsimately $3.52; million which primarily related to the acquisition of Westcoast Energy. Inc (\Vestcoast) in bl;irch NO2 and was included in tlie spin-off ol the natural gas  businesses in 
January 2007 As of the acquisition date, n u k e  Energy a l l ~ c a t e s  goodwill to a reporting unit. which Dokc Energy defines as an  opcrabng segment or one level belo~r, an  operating segment A s  

required by SFAS No 1.12, Duke Energy perhrms ;in annutti gaxluiill impaimment test and updates the test bctiveen mnual  tests i f  events or circumstances occur that would more likely than 
not reduce the fair value of n reporting unit below its corq,mg iimount K c y  iissumptions used in the analysis inclu~lc. but tire not limited In, thc use o i  an appropriate discount rate. estimated 
future cash flows and estimated run rates of operation, maintenance. and general and a~lministr:iti\v costs ln estimating cash flows. Duke Energy incorporates expected growth rates. regul;itory 
stability and ability to renew contracts. as well as other factors. into i t s  revenue and espensc fnrccssts Duke Energy did not record m y  impairment on its glmdwill tis ii result n f the  21107. 20015 
or 3005 i inpaiment tests required by SFAS No 142 

Monagement continues to remain alert for any indiciitors t h a t  the Sair value 01 a reporting unit could be below bnok v d u e  and  will assess gnodivill for impaiment as appropriate 

Revrnue Recognilloii 

are estimated by applying an average revenueikilowatt hour or per thousand cubic See1 (h,lcO Tor dl customer classes t o  tlie number of estimnted kilowatt hours or h k P s  delivered but not billed 
The amount ofunbilled revenues can vary significantly period In period as a result of laciors including seasoniility, !wittier, cusIomer usagc pitter s <inti 
which arc recorded as Receivables in Duke Energy's Consolidated Balancc Sheets at December 31. 3iii17 mrl 2(iOG \\ 

a i  December 31, 2006 escludes unbilled revenues related to the natural gas businesscs transierred in Januav 2iu~i7. as discussed :ibove 

Revenues on sales oi electricity and gas, primarily a t  U S Franchiscd Electric and Giis, {ire recognizell when either thc sewice is provided or the product is dcliverud lJnbilled revenues 

5 \ L -. 
pproximalcly E380 millinn and $330 millinn. respectively The amount 

Accauiitirig Fur Loss Cuiitiiigciicics 

makes judgments regarding the future outcome 01 contingent events and records a loss coiitingency based on tlic accounting guidance set inith in SFAS No 5. ".Iccoi117tiii~ for C o ~ i r i ~ i g m ~ i ~ ' s "  

(SFAS No 5). wlich  requires a loss contingency to be recognized when it  is detcrmined that it  is pmbable that a loss has occursed and the a m ~ u n t  of tlic loss can be reasonably estimated 
Managcmcnt regularly reviews current information available to dctaminc whcthcr such accruals should be adjusted end whether ncw x c r u  
analysis ol multiple forecasts and scenarios that often dcpend on judgments about potential :iclions by third parties. such as federal, state and local courts and other regulators Continsent 
liabilities are often resolved over long periods of time Amounts recorded in thc consolidated Iinmcial statements may clillkr tiom the actual outcome once the contingency is resolved. which 
could have a material impacl on future resolrs 01 operations, linsncial posilron ;mil cash llorvr oi Duke Energy 

Duke Energy has cxpcrienced numerous clnims fix indemnification and medicnl cost rcimburserncnt rcliiting to dnmiigcs Ihr bodily injuries allegcd to hiivc arisen irom the cxposurc to or 
use of asbestos in connection with construction and maintenance activities conducted by Duke Energy C;irnlinas on its electric generation plants prior to 1985 

Amounts recognized as asbestos-related sescrves related to C)uke Energy Carolimis in :lie Consolidated Balance Sheets l o l o l cd  opprosimately $1,082 million and $1.1 59 million as of 
December 3 1, 2007 and 2006, rrspcctivcly, and arc classilicd 113 Other DcSmrcd Credits and C)ther L iabilities ;and Other Currcnt L iahilitics These reserves are bascd upon the minimum amount 
in Duke Energy's best estimate oi the range of lass of %1.OS2 million to $1.550 million for current and L'uture ;isbestos cliiims through 11127 The reserves halance oI$1,082 miliion as o i  
December 31, 7007 consists of approximately El 82 million related to known cliiimiints and ;ipprosimatcly S9tlll millinn rclntsd ti) unknown claimants blnnagcment believes that it is possible 
thcre will be additional claims filed against Duke Energy Carolinas after 2027 In light of the uncertiiinties mhcrent in n longer-temi Iorcciist. management does not bel ieve that we can 
reasonably estimate the indemnity and mcdicol costs thnt might be incurred nlier 2077 related to such potentinl cliiims Asbestos-related loss estimiitcs incorporate anticipated inflation, ii 
applicable, and are recorded on an undiscounted basis T h s e  reserves are based upon current estimates ;and arc subject lo gre~ikr  uncertainly as the projection period lengthens A significant 

upward or downward trend in the number o l  claims iiled. the nature o i  the alleged injury, and thc average cost o l r e s o h i n g  eiich such claim could change our  estimated liability. as could any 
substantial advcrsc or favorable verdict a t  trial A fcdcral legislative solution. furltier state tnrl reform or structured scttlemcnt transactions could also change the estimatcd liability Given the 
unceskiinties associated with projecting matters 

Duke Energy is involved in cenain legal nnd environmental mnlters that iirise in [lie normal course ot business In the preparirtion of its cansolidiited iinanciol stiitements, monngement 

rc required Estimating probable losses requires 



into the fiiture and numerous other factors outside Dukc E,nergy Carolinas' control, management believes that i t  is reason;ibly possiblc Duke Energy Carolinas may incur asbestos liabilities in 
excess of the recorded reserves While it is reasonably possible that such excess liabililics could be material to operating results in m y  gi\'en quarter or year. mmagemcnt does not believe that 
such e ~ c e s s  liabilities would have  a material adverse e l tmt  on Duke Energy's long-term results 01 operations. liquidity, or comolidated financial position 

Duke Dnergy has n third-party insurance policy to cover certain losses related to Duke Energy Carolinas' asbestos-related injuries anil damages above an aggregate sell insured retention 
of .V76 million. Through Dccembcr 5 I ,  2007, Duke Energy has made approximately $460 million in paynicnts that  apply to this retention The insuriincc policy limit for potential insurance 
recoveriu lor indemnilicntion and medical cost claim payments is $1,107 millinn in escess of  the sell insured retentinn Probable insurance recoveries alapprosimately ?;I,IUO million and 
51,020 million relntcd to this policy are classified in the Consolitlated Balance Sheets primarily in Other ivithin Investmcnts and Other Assets as o! December 31, 2iliJ7 and 2006. respectively 
n u k c  E.nergy considcrs tlie existence of unceitainticx rcgirding the legal sufticicncp nfinsurailce cl,iims nr any sigiiiiicant solvency concerns related to tllc insurance ciirrier. and is not aware of 
such iincertainties as  o i  December ; 1, 2007 

For fuither information, see Note 17 to the Consolidated Fimncial Statements. "Cnmmitmenls and Contingencies " 

Accaunling fur fiiconie Tiincs 
Duke E.nergy accounls for income Lases under SPAS No 109, "..Iccoiin1ing Forlnconic 7.u.ws,** (SFAS No 1 IJPj and FIN 4S IMerred  tax assets and 1i;ibilitie:; are recognized fnr the 

future tax consequences atlribut:ible to dliierences between the book basis and tax basis o! assels ana l iaurlities Ueierreu iiix asseis iinu ii;ibi- 
to apply to taxable incomc in the years in which those temporary diXcrences are cxpcctcd to be recovered or scttled If luturc utilization of dell-rred t 

record a valuation allowance against certain cleferred tax assets 

'sets is uncertain, Duke E,ncrgy may 

Prior to the adoption 01 FIN 48 on January 1,?007, Duke Energy recorded tax contingencies b;iscd on the accounting guidance set iorth in S F A S  No 5 ,  which requires ii contingency to 
be both probable and reasonably estimable for a loss to be recorded LJpon adoption of FIN JR. Duke Lnergy began iccording unrecognized tax benefits for positions tahcn or ex-pect~d to be 
taken on tax returns, including the decision to exclude certain income or transactions from D return, when il more-likely-th;in-not threshold is met for a lax position and monopemcnl believos 
that the position will be sustained upon examiniition by the taxing aulhorities In accordance with FIN 48, Duke EnerL? records the largest amount 01 the unrecognized tax benefit that  is greater 
than 5046 likely of being realized upon settlement Management evaluates each position based solely a n  the technical merits and hc!s and circumstances 01 the position. assuming the position 
will be examined by a taxing authority having lull knowledge of all relevant information Significant management judgment IS required 111 determine whether the recognition threshold has been 
met and, if so, the appropriate amount of unrecognized tax benefrls to be recorded in tlie Consolidated Financial Statements blanagement reev:iIuates tax positions each period in which new 
information about recognition or measurement becomes available 

Energy's net defcrrcd tax nsscts, i t  any In osscssing tlie Iikclihood of realization nf deterred tax assets, miinagcmcnt considcrs estimates of the amount ond chnriicter of future tiisahle income 
Actunl income taxes could vary lrom estimated amounts due to the luture impacts of various items, including changes in income tiis laws, Duke Energy's forecasted linancial condition and 
results of operations in future periods. as well as results o laudi t s  and examinations of filed tax returns by taxing aulhiirities Although management believes current estimates iire reasonable. 
actual results could diffm from these cstiinates 

Significant management judgment is required in determining Duke Energy).'s provision for income toses, dekrred  ta CLS and l iablliries and the valuation recorded against Duke 

For funher infonn;ition, see Note G to the Consolidated Financial Statements. "Income rases 'I 

Pension anil Oilier Post-Retirenicni Llciieliis 

DefnedBciicfll Pcnrion mid OllrerPorlrclircnieii/ Plaiir," (SFAS No 158) Under SFAS NIJ S7, pension incornelexpense is recognized on an accruiil basis over employees' approsunate 
service periods Other post-retirement benefits are accounted for using SFAS No ID6, " L i ~ i ~ ~ l o i ~ r r s ' , ~ l c c o t r ~ ~ ~ ~ ~ ~ ~ / b r  Po.~l t~ lnen~rnl  Benc,;ts OIIm 711~~~7Penr1u,1r" (SFAS No IiJ6) 

Duke Energy occounb fbr i ts  defined benelit pension plnns using SFAS N o  87, " Employem' Accoen/ing for Pennons.' (SF AS No S 7 j  and SFAS No 15s. " ~ r ~ ~ ~ ~ / o ~ ~ ~ r . r ' : l c c o i r , l t i , g f b r  

In accordance with the mcasurcmmt date provision of SPAS No 158, in 2007. Duke Energy changcd its measurement date horn September 3iJ to Dcccmbm 31 
Funding requirements for defined benefit (nBj plans are determined by government regulations. not SFAS No 8 7  Duke Encrgy made voluntary contributions to its DB retirement plans 

01 $550 million in 2007, 51 1.4 million in 1006 and zero in 2005 Duke Energy does not anticipate making a contribution to 11s DB retirement plans in 2008 Additionally. during 2007. Duke 
Energy contributed approximately $62 million to its other post-retirement benefit plans 
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Die calculation of pension cspxxx, other post-retirement benefit cspcnsc and Duke Energfs pension and other post-retirement liabilitics require the use 01 assumptiom Chmges  in these 
assumptions con result in different espense and reported liability amounts, and future actuiil esperience can differ from the assumptions Duke Energy believes dlat the most critical 
assumptions f o r  pension and other post-retirement benefits are die espccted long-term rate 01 return on plan assets and the assumed discount rate .Additionally. medical and prescription drug 
cost trend rate assumptions are critical to Duke Energy's estimates of other post-retirement benefits The prescription drug trend rate assumption resulted from the cifect of !lie Medicare 
Prescription Drug Improvement iind Modernization Act Ovlodemizntion Act) 

Dtkc B,ier~'P/olls 
Duke Eiicrgy a i d  its subsidiaries (including legacy Cincrgy businesses) maintain non-contributoiy dcfinctl bcnciit retirement plans (Plans) 1 hc Plans covcr most U S cmploycw using a 

ctish balance iormula Under a cash balance formula, a plan participant accumulates n retirement benefit consisting o f p a y  credits that are based upon a 11erceiihge (which m 
and years o l  service) 01 current eligible earnings and current interest credits Certain legacy Cinergy employec5 are covered under pliins that use a final average earnings 1ormul:i Under n linal 

average earnings formula. ii plan participant accumulates n retirement benefit equal to a percentage of their highest :-year average earnings, plus a pcrccntiigc 01 their highost 3-yi.a average 
earnings in escess of covered compensiition per year of  participation (maximum of 35 yeiirsj, plus a percentage of their highest 3-year averoge earnings times years of participation in excess oi 
35 years Duke Energy also maintains non-qualified, non-contributory defincd benefit retirenient plans which cover certain executives 

eligible for these benefits i f  they have met age and setvice rcquiremenb at retirement. as defined in the plans 

1 0 0 7  In 2008, Duke Energy's qualilied pension cost is especlccl to be  approximotely $40 million lower than in 2007 as a result oft l ie 2007 contrihution to the qualified plans. non-qualified 
pension cost is cspectcd to remain approximately the same as 2007 arid other post-retiiemcnt benefits c i ls t  is cspccted to be approsimatcly $27 million Inivcr than in 71107 i is ii icsult nf the 
otoremcntioned voluntary contribution to the other post-retirement benefit plons 

For both pension and other post-retirement plans, Duke Energy assumed that its plan's assets would generate a long-term rate o i re tum of 8 5 0 ;  as of December 31, 2lJO7 The nssets for 
Duke Energy's pension and other post-retirement plans are maintained i n n  master Ius1 The investment objective of the milstcr trust is to iichieve reasonable returns on trust iissets. subject to a 
prudent level of portfolio risk, for the purpose 01 enhancing the security of benefits for plan pnrticipants The asset allocation target was set allcr considering the inveslmcnt objective and the 
risk profile with respect to the trust U S equities are held for their high expected return Non-U S equities, debt securities, and real estate are held for diversilication lnvrstmenls within asset 
classes are to be  diversified to achieve broad market participation and reduce the impacl of individual managers or investments Duke Energy regularly reviews its iictual asset ollocotion and 
periodically rebalances its investments to its targeted illlocation when considered appropriate 

nie expected long-tcrm rnte of return of 6 54: for the plan's ossels was dcvcloped using n weighted average calculation o i  expected returns based primarily on future expected returns 
across asset classes considering the use oiactive asset managers The weighted average returns espected by asset classes were 4 3?b for I1 S equities. 1 796 for Non U S equities. 2 29b for 
fixed income securities. and 0 3?6 for real estate 

Duke E,nergy md most of its subsidiaries also provide some health care and life insurance benelits lor retired employees on i t  cVntriDUtory m u  iioii-conu r p  et.. i I l C  

hikc  Encrgy recognized pre-tax qualified pension cost of $80 million, pre-tns non-qualified pension cost 01 %I4  million and pre-t;is other jmst-retirement benefits cost o i w  million in 

VDuke Energy hod used a long-term rate of 6 2546 in 2007, pic-tas pension expense ivould l iavc been higher by approsimalclp $9 nullion and pre-tas oUicr post-retirement espcnsc 
would have been higher by less than $1 million If Duke Energy hod used a long-term rate of 8 7544 pre-lax pension expense would Rave been lower by ;ipprosimately $9 million and pre-lax 
other post-retirement expense would have been lower by less than 51 million 

Duke Energy discounted iLr future U S pension and other post-retirement obligations using a rate of 6 00% as of December 31. XO07 Duke Energy discounted its future U S pension and 
other post-retirement obligations using r a t a  of 5 75% as of September 30, 2006 for its non-legacy Cinergy business pension plans and 6 0096 tis 01 April I .  3006 lor its legacy Cincrgy business 
pension plans For legacy Cinergy pl;ins, the discount rote reflects remeasurement as orApril 1, 2006 due to the merger between Duke E.nergy and Cincrgy Duke Energy determines the 
appropriate discount based on AA bond yields The yield is selected based on bonds with cash flows that arc similar to the timing and iunount of the espected benefit piiyments under the plan 
L owcring thc discount ratcc by 0 2596 would have decreased Duke Energy's 2007 pre-tax pension espcnse by approsimately $2 million Increasing the discount rates by 0 259b would have 
increased Duke Energy's 2007 pre-tas pension espense by approximately $2 million L owering the discount rates by 0 2546 would have increascd Duke Energy's ?MI7 pre.tns other post- 
retirement espense by approximately $1 million Increasing the discount rate by 0 2546 would have decreased Duke Energy's 2007 pre-tax nther post-retirement espense by lecr than 
approximately 51 million 

60 



Duke Energy's U S post-retirement plan uses a medical care trend rate which reflects the near and long-term expectation of increases in medical health care costs Duke Energy's l J  S 
past-retirement plan uses a prescription drug trend rate which rellects the near and long-term espectation of  increases in prescription drug health care costs As OS December 3 I ,  2007, the 
medical care trend rates were S 0 0 %  which grades to 5 009b by 2013 As of December 31, 2007, the prescription drug trend rate was I 2  5006. which grades to 5 009'. by ZOZZ Ifnuke Energy 
had used health care trend rates one percentagc point higher. pre-tax other port-retirement espense would have been higher by 65 million 11 Duke Energy had used health care trend rates one 
percentage point lower. pre-tax otlier post-rctiremcnt cxpeiise would have bccn lower by $4 million 

Energy's Suture pension espense and liabilities Managemint cannot predict with certainty what these Ibctors will be in tlie future 
Future changes in plan asset returns, assumed discount rates and various otlier iaclors related to the participants in Duke Energy's pension and post-retirement plans will impsct Duke 

For further infmnation, see Note 11 to tlic Consulidatcd Financial Statcments. "Employee Benefit Plans '' 

LlQUIDITV AND CAP1 TAL RHSOUlZCES 
Known Trends ;iiid Iliiccr(aislies 

notes payable and commercial paper During 2008, Duke Energy will rely prunarily upon c:ish flows from operations, borrowings and i t s  esisting cash, cash equivalents and short-term 

Duke Energy's cash llows from operations and it  is anticipated that they will continue to d o  so for the next sLveral years A material ad~er sc  change in operations, or in availablc financing, 
could impact Duke Energy's ability to lund its current liquidity and capital resource requirements 

Factors" for dctails) 

At December 3 I ,  7007, Duke EneGy had cash, cash equivalents and short-term invesimcnts ofiipproximotcly $1 1 billion, p d a l i y  oilset by opprosimntcly 6741 million of short-term 

. . .  
investments to fund its liquidity snd  capital requirements I he relativery Stable operating casii ~iows o i  ttic 2- < L . L >  L I .  . <  I 

Ultimate cash flows lrom operations are Subject to a number of factors, including, but not limited to, regulatory constraints, economic trends, and market\~olatility (see Item 1.4 "Risk 

Duke Energy jirojccts 2008 capital and investment expenditures ornpproximntcly 55 I billion, primorily consisting of: 
$3 9 billion at  U S Franchised Electric and Gas 

60 6 billion a t  Commercial Power 
SO 4 billion a t  International E.nergy and 
$0 2 billion at Other 

* - - 
Duke Energy continues to focus on reducing risk and positioning its husiness for fiilure success and wi l l  invest principally in its slrongest business sectors with an overall focus on 

posilive net cash generation Uased on this goal, approsimately 75 percent oftotal projected 2008 capital expenditures are allocated to the U S Franchised Electric and Gas segment Total U S 
1;ronchiscd Electric and Gas projected 2008 capital and investment expenditures include npproximatelp 51 7 billion for system growth, $1 5 billion for maintcnnncc and upgrades oI cxisting 
plants and infrastructure to serve toad growth, approumately SO 5 billion of environmental expenditures, and approsrmalely XO 1 billion of nuclear fuel 

As a result o i  Duke hergy 's  significant commitment to modernize its generating fleet ilirough the construction ol new units, as \vel1 as its focus on increasing its renewiible energy 
portfolio. the ability to cost circctivcly manage the construction phase ofcurrcnt and future projects is critical Lo ensuring full and timely rccovcry o i  costs of con~truction Sliould Dukc Energy 
encounter significunt cost overruns above amountS approved by the various state commi.ssions, and those amounts are disallowed for recover, in rates. future cash llows could be adversely 
imliacted 

Duke Energy anticipates its debt to total capitalization ralio to he approximalely 40% by the end of ZOOS. as compared to approximately 3 5 9 b  at the end of 20i17 This increase is primarily 
due to espated debt issuances in .?t:OF, primarily to iund capitol expenditures Duke Energy expect its total debt balance (including outstiinding commercial pnper bnlnnces) to increase 
approximately $2 6 bi l l ion in 2008 Additionelly, Duke Energy has expected debt retirements of approximately $2 0 billion in 2008, which includes scheduled maturities of  approximately 61 5 
billion and approsimately $0 5 billion 01 early retirements of long-term debt that are expected to b e  refinanced In January ZOOS. Duke Energy Carolinas i s u e d  5900 million principal amount 
of mortgage bonds Proceeds from tlic issuance will k used to fund capital expenditures and general corporate purposes, including the repayment of commercial paper 

2008; howwer, Duke Energy espects t h a t  the current total a\~ailable capacity under its commercial paper facilities to be sulTicient to meet any additional commercial paper requirements 
Based upon anticipated 200s cash flows from operations, capital espenditure and dividend paymcnts, Duke Energy espccts lo increase outstanding commerciiil p a p "  balances during 

61 



Due to recent financial market dcvclopmcnls. including ccnain liquirlity issucs within tlic slioit-term investment markets and a scries oimritc-downs by somc companies in the values ol 

theu investments in subprime U S morlgage-reloted assets, Duke Energy performed an :isscssment to determine the impac4 if  any, of current market developments on  Duke Energy's iinancial 
posiilon 

Dccembcr 3 I, ?(J07. Dukc Energy licld approsimatcly FJXI million oi investments in iiuction rate dcbt securitics, substantially al l  of which were sold iit ouction in Jnnunry Z(JO8 i i t  lull principal 
amounts Duke Energy made new in\'estments in auction rate debt securities in January antl February 2006, antl as of late-February 200s. Duke Energy holds approximately $300 million of 
ini,estmen~r in auction rate debt securities Ihc vast majority o1 these investments are in U S Federal government backed sludcnt loans As a result of the aforementioned credit market 
dwclopments,  t l i a c  investmcnts, wliicli historically liave pro\,idecl sliort-tern liquidity through a periodic auction proccss, liave h c o n i e  increasingly illiquid as a rLsult oifailed auctions 
Auction rate securilies are designed such lliat interest rates on  these instruments reset periodically through an auction process, so long as  demand for the debt at the auction djite is suiticient to 
cover the amount being submitted by tlie existing holders lor auction In the event demand is less than the amount being auctioned, ii (ailed auction \voiild occur and Duke Energy would bc3in 

receiving a higher interest rate on its invesments in  the auction rate debt at  the f:iiled-auction interest rate A s  a result of recent auction failures it is necessnry tor Duke Energy to hold these 
investments for longer periods of time than the historical short-term holding periods I-lowever, Duke Energy does not currently believe there is any significant risk 01 credit default by tlie 

issuers and Duke Energy expects io be a b l e  10 liquidate its holdings in the future at  amounts approsimating their current book value 

benciit plans and future ohligations to dccommission Duke Energy Carolinas nuclear plants Based on this assessmen4 i t  lias been determined that an insignilicant portion of the holdings 
within the trusts are directly invested in subprime mortgage-related assets or auction rate dcht securities Duke Energy does not believe that any decline in the h i r  value of these subprime 
mortgage-related assets or auction rate debt securities will have i i  material impact on ils results of operations or ilt; f~ilure cash funding requirements Refer to Note 21 l o  the Consolidatcd 
Financial Statements. "Employee Benefit Plans,' for additional information on  the inveslinent objectives of Duke Energy with respect to its pension and other post-ictircmcnt benefit plan 
assets, ond to ltcni I A Risk Factors 

long-term in nature nnd cannot be put back to Duke Energy prior to maturity. the interest riitcs on tliese instruments are designed to reset periodically through an auction process In February 
2008, Duke Energy began to cspcrience failed auc~ions  for a portion oi these debt instruments When failed auctions occur on a series oi this deb\ Duke Energy is required to begin plying a 
ihiled-auc~ion interest rate on the instrument nie failed.auction interest rate for the majority oi the auction rate debt is 1 75 limes one-montli ILIBOR Payment of tlie failed-auction interest 
rates will continue until Duke Energy is able to either succcssl~ully remarket these instruments through the auction process or refund and refinance the existing debt through Uie issuance of an  

cquivalent amount of ins exempt bonds Duke Energy is currently pursuing a rerunding and refinancing plan, wlucli is subject to approval by applicable state or county financing authorities and 
utility regulators 11 Duke Encrgy is unable to successiully refund iind refinance these debt instruments, the impact of paying higher in te ra t  rates on thc outstonding auction rate debt is not 
espcted to malerially cficct Duke Energy's overall financi;il  position. results of operations or cash flows 

capital markets at reasonable rates and terms Additionally, Dukc Energy has acccss to unsecured rwolvlng credit facilities, which arc not ratrictcd upon general market conditions, with 
aggregate bank commitments of approximately $2 65 billion, of which a portion is currently committed primarily to backstop Duke Energy's commercial pqier program 

Duke Energy monitors compliance ivith ;ill debt covenants and restrictions and does not currently believe i t  will lx in violation or hrmch of its debt covenanls during ZOOS Iloivever, 
circumstances could arise that  may alter that v iew I f  and when management had a belief that such potential breach could exist. appropriate action would be taken lo mitigate any such issue 
Duke Energy also maintains an iictive dinloguc with the credit rating agencies 

As oiDecember  31. 20117 and late Felxuary ?OtJ8, there were no investmcnts in subprime mortgage-relaled :isseis ivitliin Duke Energy's shorl-term investment balances A s  of 

Duke Energy also perlormed an  assessment ot its investments held in INSIS. inclu(~ing uimc mat  1viF-i c c .  L -  

As of December i l .  3107 and mid-l;ebru;iry 2(I(lS, Duke Energy had approsimatcly XS60 million of auction rate pollution control bonds oulstanding \Vhile these debt instruments are 

Further. at this time. Duke Energy does not believe the recent market tlevelopments significantly impact iis ability to obtoin financing and fully expects to have access to liquidity in the 

Opcrating Cash Flows 
Net cash provided by operating activities was S3.2CIR million in 2007, compared to $3.74X million in 2006, a decrease in cash providcd of $540 million 'Thc decrease in ciisli providcd by 

operating activities wns driven primarily by . 
. 

Tlie spin-off of h e  riaturnl gas husinesscs on January 7. 71J07, 

The deconsolidiiticln oi Crescent in September 2il06, and 



PART 11 

* 

* 

Net cash provided by operatlng activities w a s  S3.748 m i l l i ~ n  in 2006 c o m p a r d  lo $?,SI S million in 2005, an increase in cash provided of $930 million The increase in cash provided by 

A $?5U million increase in contributions lo Duke Eiiergy's pension plan ;ind otlicr post retirement benefit plans in 2i07, pmtially offset by 
The impact o i a  full year 01 Cinergy operations in 2007 compnred lo nine months in 2006 

operating activities \vas due prininrily to the iollorving. 
* 

* 
nie impacts of the merSer with Ctnerg'. elSective April 3 .  21106. p:irtially oflset by 
An approsimate $4CO million decre:ise due to the net settlement 01 the remaining former DENA contracts during 2006 

Investing Cash Flows 

Net cash used in investing activ~Lies was $2.151 million in 21007, $1,323 million in 2006, and SI 26 million in 2005 
fie primary use of cash related to investing activities is capital and investment e~pendi tures ,  detailed by reportable business segment in the fbllowing table 

Ciipiliil i ind Iiirc\tiiicnt E\pciiclitoi cs b) I>urincrs Scgnirel 

-__. 

2007 2006 2005 

Natural Ga? Transmissionfi' 790 930 

Crescent(d) - 507 599 

0 1  
Total consolidated x 3 3 2  $ 4,076 3,019 

Amounts include capital espenditures associ:i\cd with North Carolina clean air legislation of $41 S million in 2007, $403 million in 2006 and $31 0 million in 2005. which are included in 
Capital Espendilures within Cash I;lows from Investing Aclivities on the accompanying Consolidated Statements of Cash Flows 
On January 2. 2 ~ 0 7 ,  Dukc Energy complctod the spin-oil 01 its natural gas businesses The naluril gas busincsses spun offprimarily consisted of Duke Energy's Natural Gas 
Ironsmission business segment iind Duke Energy's 5 0 9 6  ownership interest in D C P  ivlidstrenm. whicli \vas part of the Field Services business segment. 
Field Services amounts for 2(1105 only include capital and investment espenditures for pcriods prior ti) deconsolidation on July I ,  2005 
Crescent amounts for 2006 only include capital and investment espenditures for periods prior IO deconsolidatlon on September 7. 2006 Additionnlly. amounts include capital 

expenditures ilssociatcd with rcsidcntial reiil estate o i  $322 millioii for the period from January 1, 3006 through the date of deconsolidation and $355 million in 2005, which are included 
in Capital h p c n d i t u r e s  for Residential Real Estate within Cash Flows irom OperetinS Activities on the accampnnying Consolidotcd Statements of Cash Flows 
The increase in cash used in investing activities i n  2007 a s  compared to 2006 is primarily due lo the iollorving. 
* - - 

Approsimntcly $1 6 billion in procecds received from the sale of former DENA asscts in 2006. 
Approsimotely $700 million in proceeds received irom the sale of Cinergy commcrciiil marketing and lroding operntions in 3006, 
Approsimatcly %3S0 million in proceeds received liom the saleof an effective 5046 interest in Crescent in 2006. 

An approsimate $250 million decrease in prixeeds from thc sales of commercial and multi-inmily real estate due to the deconsolidniion of Crescent in September 2006. and 
Approsimatcly $1 50 million of cash received in 20116 as port o i thc Cincrgy mcrgcr 

An approxim;ile $1 S billion increase in proceeds irom available-for sale securities, net of purchases, and 
An approximate $470 million decrease in capilal and investment espenditures. in part rcllecting the spin-oif of the natural gas businesses on January 3, 2007 

* 

Thcse increoscs i n  cash used werc iportially onset by the following. 

* 
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PAR r II 

Ihe increase in cash used in investing a c t i v i t i a  in 2im6 as c a m p a r d  to ?I105 is primarily dtic to the fbllowiiig~ 
* Increased capital and investment expenditiires ot $1,090 million, excluding Crescent's residential real estate investment, primarily as a result of capital expenditures a t  U S Franchised 

Electric and Gas. in large part due to the acquisition of Cinergy in April 2006, the acquisition oltlie Rockinglian facility in 2006 and increased expenditures associated with North 
Carolinn clean air legislation, and, 
Increased purchases oSshort-tern investmenls ofopproximately $9110 million in X U G  as compared to LCKIS, clue primarily Io the proceeds from the Crescent debt financing 

An increase in procccds rcccivcd from iissct sales in 3111)6 as compnrcd Lo 3005 Asset stiles activity in 31J06 of approximately $3 9 billion primarily involved the disposal ofthe 
former DE,NA remaining operstions oukide of tlie hlsdwcstern United Slates, CMT, as wel l  as the Crescent J V  transaction Asset sales activity in 200.5 oI approximately $2  4 billion 
primarily involved the disposition 1nS the investments in TEPPCO as well iis the DCP Midslrenm disposition trwsaction 

These increases were parlially oflsct by the following . 

17in;lnclllg C:lSll Flows :Ind Llquitlll~ 
Duke Energy's consolidated capital structure as oi December 31. 2W7, including short-term debt, was 35% debt. 1% minority interest and W?:o common equity Ihe fixed charges 

coverage ratio, calculated using SEC guidelines. w a s  3 7 times Tor 2007, 2 6 times for 2006, wlucli includes a pie-tax gain ofapprosimately $250 million on Ihe sale oSan effective 50% 
interest in Crescent. and 2 4 times for 21.105 

Nct cash used in financing activities w a s  $1.317 million in 3ili17 compnrcd to $1,961 million in 211116, a decrease of $634 million 7 - h ~  change was  duc prlmarily to the following: 
i\n approximate $500 million decrcsse in cash used due to the repurchase ofcornmon shares in 2006, 

* An approximate MOC million decrciise in dividends p i d  as n rwult ol tlie spin-oll 01 Spectril Energy, and 
An approximate $l,O30 million increase in  net pnreeds in 21107 from the issuance o l  notes payable and commercial paper 

A n  approximate $700 niillion dccrcasc i i i  procccrls from issuances of long-term debt, n e t  ofrcdemptions, 
An approximate %I00 million distribution of cash in 20i17 ns a result of the spin-off of Spectra Energy. 
A n  approximate $1 10 million decreasc in cash due to the repurchase 01 senior convertible rides in 2007, and 
An approximate $100 million decrcsse in procecds from the Duke Energy Income Fund 

An approsimatc $1 I billion increase in proceeds Srom the issuance of long-term debt in 2OilG. net of redemptions, due primarily to the approximate $1 2 billion oidebt proceeds from 
the Crescent 1V transaction, and 
An approximatc MOO million clccrcasc in sliarc rcpurchascs under Duke Energy's share repurchasc plan 

An approximate WOO million increase in dividends piid due to the increase in the cfoxterly dividend paid per Share combined with a larger number 01 shares oiiistanding, primarily 
attributable lo the 31 3 million shares issued in connection with [he Cinergy merger, and 
I h e  repaymen( 01 npprosimntely , M I 0  million of notes piyiible and cl)mmerciol paper in 2006 due primwily to proceeds received from asset sales 

These increiises were partially oflset by 
* 

* 

* 

* 

Net cash used in financing activities was $1 .961 million in 21106 compxed Io $2,717 million in 2005. a decrease of $756 million 1 he change \vas due primarily to the following: 
* 

. 
Ilicsc increases wen: pertially offset by 

* 

At Decomber 31. 3 0 7 ,  Duke E n q y  hod cash, casli equivolents and short-term investments of approximately $1 1 billion. parlinlly ofTset by npproximolely $742 million of short-term 
notes payable and commercial paper Jn January 2lJi:lS. Duke Energy Carolinas issued 6900 million principal amount of mortgage refunding bonds, the proceeds from which will be used to fund 
capital espenditures and  general corporate purposes, including the repayment of commercial paper 

Si,qii/icotit Fi;rriorici,ig A~lir~itres-Yeor Ended ZOO7 On January 2, 21007, Duke Energy completed the spin-ofi of the natural gns businesses In connection with this transaction, Duke 
Energy distributed a l l  the shares oi Spectr;~ Energy to Duke Energy shareholders The distribution ratio approved by Duke Energy's Board of Directorj was  one-half share of Spectra Energy 
stock for each share of Duke 
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Energy stock Arldilionally, dividends paid on Duke Energy common stock during 21Jll7 of ;ipprosimalcly $1,089 million were less than tlie 2006 dividends piid oSapprosimatcly $1,488 
million as dividends subsequent to the spin-ofl~were split proportionately between Duke Energy and Spectra Energy such tli i it t l ie sum ol ihe dividends of the t ~ o  stand-alone companies 
approximated Lhe former total dividend of L7uke Energy 

a i  the principal amount plus accrued intcrest In h,lny 3iX17. Duke Energy repurchased opprosimntely SI IO million oS the convcrtiblc senior not- 

cornmerciiil piiper tho1 IV;IS issucil tin repay the ioutst;incling $249 niillion 6 641 lnsured Quarterly Senior Notes due 2022 on April XI. ?I.K17. and approsimntely $ 1  10 million oi convertible debt 
discussed above Tlic rcniainder \\'as used for gencral corporate purpiiscs 

In November 7007, Duke Energy Carolinas i!;sucd S I  100 million in Ins-esempt floating-rate bonds The bonds arc structured as i n s u r d  auction rate securities. subject to an auction 
proccss every 35 days and be;ir a final maturity of ZOJ0 llie initial interesl rille IWS set at 2 654b The lion& were issued through the Nnrtli Carolina Capital Facilities Finance Agency to fund 
it portinn o i  the envirnnment;il capitti1 espcniliturcs i i t  the Uelews Crce t  and Allen Steam Stations 

every 35 days and bear a final malurity of-2041 l h e  initid interest rate was set at 4 S596 Ihe bonds were issued through the Ohio Air Quality Development Authority lo fund a portion of the  

On May 15. N07.  substantially al l  o l  die holders oSthe Duke Energ), convertible senior notes required Duke Encrgy lo repurchase the balmce then outstanding at J price equal to 100% 

in June 2OIl7. Duke Energy Carolinas issued $5110 million principal amount oSG 1046 senior unsecured notes due lune 1, 2037 The net procecds from the issuance were used to redeem 

111 Doceniber 2007, Duke Enorgy Ohio issued S14CJ million in tax-cscnipt llooling-rate bonds The bonds are structured as insured auction role securities, subject lo an auction process 

~ 

S i ~ t I i ~ c ~ i t i l ~ i t I ~ t i i c i t , s  ,4clii~rfres-~cot h i d d  2006. During the year cndcd December 31, 7006. Dukc Encrgy increased the portion of oulstanding commcrcial papcr and pollution control 
bond balances classified as long-term from 5-17? million to $929 million 1 his non-current classification is due to the esistence of long-term credit lacilitics which back-stop these balances 
along with Duke Energy's intent to refinance such balanccs on a long-term basis 

during the year ended December 3 1, 2tiU6, approximirtely 5632 million o1 convertible senior notes were convarted into npprosimately 27 million shares ol Duke Energy Common Stock 

cquiv:ilents i is 01 the closing date) due in 2022 Jhis tlcbt !vas included in tlie spin-oil oftlie natural gas businesses in January 211177 

and bear a f i n d  maturity of 2031 Tho initial interest rate was set at  .; 729b The bonds arc supported by an inevwiible 3-year direct-pay letter of credit and were issued through the North 
C;irolina Capilal Facilities Finance Agency to fund a portion of Ihe environmental capital espendilores at  the Marshall and Belews Creek Slcam Stations 

During 2006, Dukc Encrgy rcpurchiiscd ;ijiprosirnately 17 5 million shires o i  its common stack lor approsimntely $5110 million and pnid dividcnds oi a]?Imsimatclp %1,4RS million Also 

In November Z O M ,  Union (>;is Limited (Union Gas) issued 4 8590 fised-rate debenture bonds denominated in I25 million Canadtm dolliirs (approsimntcly 5108 million U S dollar 

in October 2iII:I6. Duke Encrgy Carolinas issued 51 50 million in tax-exempt floating-mtc bonds Tlic bonds are structured as variable-rate ilemand bonds, subject to \vcckly remarkcling 

In September 70C16. prior to the completion oi the partial sale of Crescent to thc blS hfembers as discussed in Note .? to the Consolidated Financial Statements "Acquisitions and 
Dispositions," Crescent issucd approximately 51 2 3  billion principal amount n f  dcbt The net proceeds from the debt issuance ol approsimatcly SI 21 billion  ere recorded as n Finoncing 
iictivity on the Consolidated Statements orCash Flows t \ s  a result of Duke Energy's deconsolidation of Crescent effective September 7, ? O M ,  Crescent's outstmding debt biilance of $1,298 
million was removed irom Duke Energy's Consolidated Balance Slieets 

in Scptcmbcr 2006. Union Gas cntered into ii iiscd-rate finiiiicinx agreemcnt dcnominatcd in 165 inillion Canadian dollars (approsimatcly 51-18 million in U S dollar eqiiivalenis as of 
the issuance date) due in 2036 wid1 ;in interest rate o iS  464a 1 his debt was included in the spin-ofi o f t h e  natural gas businesses in January 2007 

In September ZOiX,  the Income Fund sold iipprosimately 9 million previously unissued Trust Units a t  a price of 12 15 Canadian dollars per Tmct Unit for lob1 proceeds of I04 million 
C;inadian dollars, net or commissions and espcnses of other espenses of issuance The stile oi approsimately 9 million Trust Units reduced Duke Fnergy's ownership interest in the Income 
Fund to oplxrsimiitely 4696 at December 31. lOO6 I he Income Fund w a s  included in the spin-off of the noturiil giis businesses in knunry 2007 

In August 210015, Duke Energy Kentucky issued npprosimirtely 577 million principal amount of floating rate tas-exempt notes due August I ,  2027 Proceeds Srom the issuance were used 
to refund a like amount of debt on September 1. 2i06 then outstanding at Duke Energy Ohio Approsimalely 527 million oi the floating rate debt wiis swapped to a rised rate concurrenl with 
closing 
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In June 2iiO6. 13uke Energy Indiana issued $375 million principal amount 01 6 05:b senior unsccurcd notes due lune 15. 7016 Proceeds from the issuance w r c  used to repay $325 million 

of 6 65?6 First hlortgagc I3ontls that matured on June 15, 21.i06 

paid dividends oi  approsimntely $1 . I  05 million Also, during the year ended December 3 I ,  7005. ;approximately $38 million of convertible senior notes \yere converted into approsimately 
I million shtircs of Duke Energy Common Stock 

In G c e m b e r  2W5, the Income Fund, a C;inadian income vust rund. ivxs created which sold approximately 40% ownership in the Canadian Midstream operations ior  proceeds. net of 
undcnvriting discount. o i  approximately $1 I C  millinn In January 2006, a subsequent greenshoe sale oi additional ownership intercsts. pursuant to an ovcrallotment option. in tlic Income Fund 
were sold for approximately $10 million r\s discusscil abovc, the Income Funrl \vas included in the spin-off of the naturiil gas businesses in laiiuai?. 2CK17 

In December 2tW5, Duke Energy redeemed all I'rderred and Prcierence stock without Sinking Fund Requirements lor approximately SI 37 million and rccogniad an immaterial loss on 

In November 2Ori5. International Energy issued Iloaring rate debt in Guatemala Tor SS7 milliiin and in El Salvador for $75 million 1 h e x  debt issuances have variable interest rate lcrms 

Srgii!/icmr F i imi ic i i ig . . Ic f i~~ i r i rs-S~nr t inr l~c l700S During 2005, Duke Energy repurchased approximately 32 6 million shares of its comiiion stock for approximately 6933 million and 

the redemption 

and mature in 7015 

ofthe issuance date) due in N l 6  with an interest rate 0 1  4 WYb 1 his Oeot wiis IncIu~IeU in tile spin-oii-7 L L .  

On September 21, 2005 .  Llnion Gas entered into :I fiscd-rate financing agrecment denominated in 200 million Canadian dollars (approsimately X I  71 million in LI S dollar equivalents as 

' * - 
In August 20115. International E,ncrg 

ncc date) is denominated in 1% 
ued prOJCCt-kd debt in Peru. o l  which $75 million is clcnominnled in U S dollars and approximately $34 million (in U S dollar equivalenl? as 
uerins Soles This debt has terms ranging liom four to s i .  years as we l l  as v;iriable lor fixed interest ra!e term. 

On M a r c h  1 ,  2Ot15, redcmptinn notices wtre sent to the bondholders of the 6100 million PanEnergy 8 625% bands due in 21175 nitx bonds wcrc redeemed on April 15. ZOOS at a 

roilcmption pricc of It14 03 or ajoproxirn;itcly SI04 million 

Duke Energy terminated its caloitel lease with the cledicated pipeline which would have transported natural gas to Grays llarbor A s  ii result of this termination, ;iplironmately $94 million w a s  

paid by Duke Energy in Jsnu;iry ?OC!.5 

million tis a result ol the spin-oll 01 the natural gas businesses on lanuar,~ 2. 2007 In lune  2W7, Duke Energy closed on the syndication of an amended and restated credit facility, replacins the 
existing credit f.;iciIitizs to!;iling $2 65 billion with ;I 5-year. $2 65 hillion master credit facility Concurrent with the syndication 01 the master credil f a c i l i t y ,  Duke Energy established a new 

$ 1  5 billion commercial paper program i i t  Duke Energy mil terminated Cincrgy's previously esisting commercii paper program In addition, the commercial p;ipcr program at Duke Energy 
C;irolinos !viis incrciiscd from XG50 inillion to 57i)il million For further inlormotion on Duke Energy's credit facilities as oi December 3 1, 7(iil7. see Note 15 to the Consolidated Financial 
Statements, "Debt and Credit Facilities I' 

~ l a t c s  andlor tcrniination o i t h e  agrccmcnts A s  ol  Dcceinbcr 31. ?i!i17. Duke Encrgy was in compiiancc with those covenants lii addition, some credit agreements may al low Tor accclcrvtion of  
payments or tennin:ition o i  the agreemenis due to nonpayment, or to the ;iccclention d o t h e r  significant indebtedness of the borrower or some (71  its subsidiaries None o f t h e  debt or credit 
agreements contain miiterinl adverse change clauses 

In December 7iJO4, Duke Energy reached an iigreement to st11 its parlinlly completed Gr I-larbor p v e r  gcnerntion 1-iicility (Groys I-lnrlxrj to an  iiililiatc OS lnvencrgy ll.C In 700-1, 

;lvotloble Cicdif Frrci l i r ies otrrlResri ictne Dehr Cowiiowr During thc ycar ended December 31, 2007, Duke Energy's consolidatcd credit cap;icity dccrmsed by approximately $1,468 

Duke Energy's debt m i l  cretlit agreements contain viirioiis iinnncial ant1 other cnvcnaiits Failure to meet lliose covenants beyond applicable grace pcrioils could result in accelerated due 

Ciedir Rarvigs Duke Energy and certain suhsidianes each hold credit ratings by S 9 P  and Moody's Investors Service (hloody'sj 
In hloy ?ti07. S 9 P  upgr;ided Duke E n e r a  and a11 its subsidiaries tis ii result oi Duke Energy's significant reduction in business risk. pnmiirily through the disposal OS 115 trnding nnd 

In January ?COS. hloody's ch;inged the rating outlook on Duke Energy, Duke Energy Carolinas. Cinergp. Duke E,nerg)r Ohio and Duke Energy K.entucky 10 stable from positive. while 
marketing operations and merchant generation In addition. SAW withdrew its rating on DETM 

;iffirming tlic existing ratings in tiic below tahlc 01 each ol thcsc entities 
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Ihc  iollowing table summarizes the February I ,  2008 cretlit ratings lrom the agencies retained by Duke Energy iind its principal funding subsidiaries 

Credit I2:itings 5itiiiiii:it y :is or 1~rtirii:iIy 1,2008 
Skinclei d 
:in 11 

Poor's Service 

Duke Energy Corpor:itim("j A- Baal 

A- 

BBB+ 
A -3 

BaiiZ. 

n u k e  Energy f h n .  Inc (1') A- Ban1 

D U ~ C  E,nergy Indianii. Inc (bj A- Baal 

DUIW Energy ticntucky. Inc 0') A- Baal 

(a) 

(bj 

Represents corporate credit rating and issuer rnung lor S W  and Moody's respectively 
llcprcsenls senior unsecured c r x l i t  rating 

Dukc E,nergy's credit riitingi a le  dependent on, among oilier factors, Ihe ability to generate sufl7cient cash to fund capital and invcstnicnl eqiendilurcs and pay dividends on its common 
stock. while maintaining the strength of its current balance sheet If, as ii result 01 niiirkct conditions or other factors, Duke Energy is unable to maintain iLs current balance sheet strength, or iT 
i ts  earnings and cash flow outlook miiterially deteriorates, Duke Energy's credit ralings could he negatively impacted 

Energy had $10 millinii of senior unsecured n o t a  which mature bcrially througli 201 2 that map b e  rcquircd to bc repaid iSDuke Energy Carolinas' senior unsecured debt ratings fall below 
BBB- at S9.P or Bani at bloody's. and $21 million oisenior unsecured notes n'hich mature serially through 2016 that may be required to be repaid ii Duke Energy Cnrolinas'senior unsecured 
debt ralings fall below 1300 at SSP or Ban2 a t  bloody's 

Coralinn:;. Duke Energy Ohio and Duke Energy Inrlienn miiy issue debt and ntlier secur i t i s  in the iuture nl amounts, p r i c a  and with terms to be  determined tit the time of Cutwe offerings The 
rcgistr;Ition statement :ilso ~I IOWS Tor the issuiince of common stock by Duke Energy 

amount of iuturc dividends because they depend on luture earnings, capital requirements, financial condition and are subject to the discrelion ol the Board oi Directors 11 is currently 
anticipated that dividends per share will increase SO VI per sliiire beginning in the third quarter of 201:lS 

bcnclils. primarily employee e s e ~ c i s c s  of stock options. were approsirnately $50 million in 2007, npprosimately $127 million in 2006 and iipprosimately !MI million lor 2005 

Clorrsm Duke Energy may  he required to repay certain debt sliould Uie credit ratings of Duke Energy Carolinas fall to a certain level at S9P or  Moody's As of December 3 I, 2007. Duke 

Ocher ~ i i i ~ i i i ~ i i r ~ A ~ ~ ~ f r e r , s  In October 2W7, Duke Energy filed a registrntion slatemen1 (Form S-3) with the SEC Under this Form S - 3 .  which IS uncapped, Duke Energy, Duke Energy 

Duke Energy l itis paid qiiarterly cash dividends liir 8 2  consecutive years and espects to continue its policy of paying regular cash dividends in the lutirre There IS no  assurance as lo the 

Duke Energ), issues sliiires ol'its common stock to meet cerlain employee benelit and long-term incentive obligations Proceeds liom rsstianca ol~common slnck related lo employee 

OfT-Ihlatiae Shrrt Arrai~grtneiits 

Duke E m r g y  and cenain oi 11s subsidinries cnler into gunranlee arrangements in the normal course of business to facilitate commercial transactions with third parties T h s e  arrangements 
include iinancial and pcrforrnance guarantees, stand-by letters 01 credit, guarantees of debt, surety bondj and indcmnifications In contemplation of thc spin-oll'of tlic natural gas businesses on 

January 2,1007, certain guarantees that had been issued by Spectra Energy Capital were transferred lo Duke Energy prior 10 the consummation of the spin-off This resulted in Duke Energy 
recording an  immaterial liability ror certain guarantccs that were previously grancllalliered under the provisiont; of FW No 45. "Glmrilrito~'r..lccorriiri~p andLhcclosrrre Reqrrif~enieritr for- 
G i ~ m i r ~ ~ t e c s l ~ i c l ~ ~ d r r i g I ~ i ~ f r ~ e ~ r  Grrornnreer qflf iddi tedf ie~s ofOrhcra," and. therelore. Iixl not been recognized in the Consolidated Balance Sheets Gunrantees issued by Spectra Energy 
Capital or its subsidiaries on  or prior to December 31. 20116 remnincrl with Spectra Energy Capital subsequent to the spin-off, escept for certain guarantees thnt are in the process of being 
assipled to Duke Energy During this assignment period, Duke Energy has intlemnilied Spectra Energy Capital against any losses incurred under these quarantee obligations See Note 1 S to 

the Consolidatctl Fm:incial Statements. "Guarantees and Indemnifications." for further details of the guarantee arrnngemenls 

them to conduct business As such. these guarantee arrangements imwlve elements oiperformance and credit risk, which are not included on the Consolidated Balance SheeLs Ihe possibility 
of Duke 

Most oi tlic guarantee arrangements entcrcd into by Duke Energy enhance the credit standing ofccrtain subsidiarics, non-consolidated entitics or less than wholly owncd entities, cnabling 
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Encrgy. either on its own or o n  behalf al Spcctra Energy Capital through the aloremcntioned indemnification agreements, having to honor its contingencies is largely dependent upon the futurc 
operations of tlie subsidiaries, investees and nther third parties, or Uie occurrence of  certain future events 

would not he a material impact to the consolichted results oi operations. cash flows or iinancial position 

Company 1 1°C (Cinergy Receivnblcsj, nliich purch;isct, on a re\wlving basis. nearly all of the retail accounts receivable ;ind related collections o f b k e  Encrgy Ohio, Duke Energy Indiana and 
Duke Energy Kentucky Cinergy Rccei\&les is not cnnsolid;iled by Duke Energy sincc i t  meets the requirements to be accounted lor as a qualifying special purpose entity (SPE) Duke Energp 
Ohio, Duke Energy Indiana and Duke Energy Gcntucky each retain an iiitcrcst in the rcccivahlcs transfen-ed to Cincrgy Rcccivahlcs The transfers 01 rcceivahlcs are accountcrl for as sales, 
pursuant to SFAS No 140. '!.lccorr~iriiig,/br T'r rni?/i.i.s midSeiwCirig e/ Frrroriciol..l s.se!"s o r i d ~ ~ l i i i g i i i s l i i i i ~ i i ~ . ~  oiL.iobililres "Fnr a more detailed discussion of t l ie sale of certain accounls 
receivable, see Note 22 to tlie Consolidated Financi;il Statements. "Variable lnlerest Entities " 

Issuance of t h s e  guar;intee arrangements is not required I b r  the majority of Duke Energy's operations nius, if Duke Energy discontinued issuing Uiese guarantee arrangements. there 

Duke E,ncrgy Ohio. Duke Energy Intliiinii and Dukc i-nergy Kentucky liiive !in agreement to sc1I certain of their nccounts receivable and related collections to Cincrgy Receivahlcs 

Duke Energy also holds interests in vwiable interest entities (WEsj,  consolidated and unconsolidated. as defined by FIN No 4611, "Coinolrilmion ojl'orioble Iiiieresr Ei?lilies * For 

Other than the guarantee arrangements discussed a h i v e  and normal operating lease arrmgements, Duke Energy does not have any matenal off-balance sheet financing entities or 
iurther informiition, see Note 21 to the Ciinsnlirlated Fmiincinl Statements. "Variable Interest Entitics" 

structures For atlditionol inlbmiarion on Uiese commilmcnls. see Note I7 to the COnsiJlillaled Iinanclat blalemcnls. "r.ommitments iinll contingencies 

Conlr iictual Obligalioiis 

Duke Encrgy's contractuiil cash obligations for cach ol t l ic  pcriotls presented It is expected that  the majority 01 current liabilities on thc Consolidatcd Balance Slieets \ ~ 1 1 1  bc paid in cash in 
Duke Energy enters into contracts &;it require payment ol-cash a1 certain specilied periods, based on certain specified minimum quantities and prices lhc lollowing table summarizes 

m s  

Conti iictiial 0blig;illoiis as orl~eceiilbcr'31, 2007 

Long-term deht(a) 

Capital leases(") 

Operating 1eass0') 

Purchase Ohiigations:(-P) 

Firm capacity ptiymendc) 

Energy commodity conirncts(d) 

Othcr purchase oblipations(')fl') 

Other long-term liabilities on tlie Consolidatcd Bdnnce Sheets(') 

Total conuactual cash obligations 

l'oymenls Duc By I'crind 

More Uinn 

Less tlinii I 2-3 Yrars 4-5 Years 5 Ycars 
yesir (2009 & GOII s; (ncgond 

To ld  (ZOOS) 2010) 2012) 2012) 
(in niiilions) 

!$ 17,833 6 ?.I 20 !$ 2,622 6 1,909 s 10,182 

I34 23 43 31 37 

6 24 121 156 s7 260 

4SY 54 5s  45 332 

5,223 1.637 I ,s7u I .(I5 1 665 

4,472 2,133 2,161 151 27 

646 214 96 240 

!$ 29,421 !$ 6.302 s 7.0M 5 4..370 s 11.743 
96 -I___ 

= 

(a) See Note 15 to the Consolidated Financial Statements, "Debt and Credit Facilities" Amount includes interest payments over life of debt or capital lease Payment amounts exclude 5900 
million 01 debt issued by Duke Energy Cardinas in  J;inuary 2llllS Interest jxivmenls on variable ralc debt instruments were calculated using interest rates derived from esamination orrhe 
forwnrd intcrest riite curve In additinn. ti spread wiis ploced on top ofthc intercst rates to iiid in capturing the volatility inherent in ]projecting future interest rates 
See Note 17 to the Consoliil:ited Financial Statements, "Commitments and Contingencies" 
Includes firm capacity jnymcnts thiit provide Duke Energy with uninterrupted lirn access to electricity transmission calx~city. and the option to convert natural gas to electricity at third- 
pafly owned facilities (tolling drrangcmcnLsj in  some power locations throughout North America Also includes iirm capacity pnyrncnls under clectric power agrcemcnts entered into to 
meet U S Franchised E,lectric and Cos' nati\'e Imd requirements 
Includes contractual obligations t o  purch:isr physical qunntities o i  electricity coal and nuclear fuel .Amount includes certain normal purchases, energy derivatives and hedges per SFAS 
No 133. ':.lccorrritirix /brDerii.ofiw Iris~rriri1en1s oridIl~i l ,~ , i i~ , ic l i~~if ie ,s"iSFAS No 133) For contracts where the price paid is based on an  index. the amount is b a s d  on ionvard market 
prices a t  December 31, 2.007 For certain nl thcsc amnunts. Duke Encrsy mny settle nn a net ciish hnsis since Duke Eiicrgy hiis entered into payment netting agreements w i U i  

counterparties that  permit Duke Energy t o  olbet  receivables and payahles wi th  such cnunterp:irtics 

(b) 
(c) 

(d) 
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( e )  Includes U S Franchised Electric and Gas' obligation to porchnse an additional ownership interest in the Catawba Nuc1e:a Station (see Note 5 to the Consolidated Financial Statements, 
"joint  Ownership of Generating and Transmission Faci l i t ies" j ,  as  well as contsacts ior rollware, lelephone, data and consulting or advisor). services Amount also includes contractual 
obligations for engineering. procurement and constniction costs f o r  new generation plants and nuclear plant rel'urbishrncnts, mvironmental projects on iossil facilities, and major 
maintenance ofceriain nun-rcgulated plants Amount excludes certain open 1mrch.isc orders fix sewices thnt are provided on demand, l o r  which !lie timing of the purchase can not be 
determined 
Includes certain estim;ited executive benefit paymenL5 ancl contributions to the NDTF (see Note 7 to the Consolidated Financr;il Statements. "Asset Retirement Obligations") The amount 
of cash flows to be paid to settle thc asset retircment obligations is iiot known wit11 certainty as Duke Eiicrgy may use internal resources ur external r c s ~ ~ u r c e s  to pcrlbrin retirement 
activities As a result, cash obligations ior asset retirement activities a r e  excluded Asset retirement obligntions recognized o n  the Consolidated U:il:incc Sheets total $2,351 million and 
the iair value of the NDTF, which will be  used to help fund these obligations. is S1.929 million :it December 31. 2007 Amount excludes reserves fix litigntion. environmental 
remediation. aslieslos-related injuries and clamages claim5 ;ind sell-insurance cliiims {see Nntc I 7 IO the Consolidated Financi;il Statements, "Commitments and Contingencies") kcause 
Ihke Energy is uncertain tis to the timing o i  when ciish p;iyments wi l l  be required Addiliannlly, amount excludes nnnuiil insurance premiums thut are necessary to operate the business, 
including nuclear insurance (see Note I 7  to the Consolidated Financi;~l Statements. "CnmniitmenLs and Contingencies"j, funding of other post-employment benefits (see Note ?I to tlie 
Consolidated Financial Statement mployee Benefit Plans") nnd regulntor)l credits (see Nnte 4 to the Consolidated Financial Statements. "Regul;rtory h4atters') because the amount 

(0 

' .  , . ,  
< , ,  m ,  

d i i j  l i m i t  ' .  I ~ 7 % ~  C z Z  
taws are determined based primarily on taxable income 1br each discrete iiscal year Additionally, amounts related ti) uncertnin tax po:;itions are escluded from the table due to 
unceriainty o i  liming of litlure ]iayments 
Current liabilities. cscept lor currcnt maturities oi long-term debt, nnd purchiisc obligations rvllccted in 11ic Consolid;aed 13alancc Sheets hiivc bccn cxcludcd lrom the :ibovc tablc 
Includes approximately $1 2 billion of anticipated remaining costs iissocioted with on enSineermg, procurement and construction services agreement executed during 2007 w i t h  iin 
affiliate o f T h e  Shaw Group, Inc , lor participation in the constmctiun (01 CliiTside Unit  6 and n ilue gas desulfurization system at an dsisting unit ;it Clifiside I>uke E,nergy has the right to 
terminate this agreement at  any time ior its convenience. siilyect to customaq, ciinceliation an11 demobiliwlion charges in accordance with terms oi tlie agreement 

(g) 

(h) 

Qutii i t ihtive  nil Qunlilative Disclosurrs About  hkii ket Risk 

Risk  M:i~iagenieut Policies 
Duke Energy is esposed to market risks associatcd w i k  commodity prices, credit exposure. interest rates, equity prices and loreign currency exchange rates A4an;igement has established 

comprehensive risk management policies to monitor end mnnage these m;irket risks Duke Energy's Chief Executive Ofliccr and C h i d  Financial Oificer arc responsible for the overall approval 
cifmarket risk management policies and the delqat ion of approval and aulhori7i1tion levels The Finance and Risk hlanngemenl Committee of the Boord of Directors receives periodic updates 
from the Treasurer and other members of m;in;igement. on market risk Imsitions, corporate exposures. credit exposures ancl ovcriill risk management activilies ?he Treasurer is responsible for 
the overall govcriiance 01 managing credit risk and comniorlity pncc  risk, including monitoring espnsure Iiinitr. 

Coniniodity Price Risk  

ownership ol energy related assets Pnce risk represents the potential risk ol loss tiom iidversc changes in the market price 01 electricity or other energy commoditia Duke Energy employs 
established policies 2nd procedures to manage 11s risks i i~soc i i i ted  with these market fluctuations using viirious commodity derivatives. including swaps, futures. forwards and options For 
additional information. see Note I IO !lie Consolidated Financial Statements 'Summwy ol Significant Accounting Policies" iind Note 8 ti1 the Consolidated Financial Statemena. 'Risk 
lvfanagement and Hedging Activities, Credit Risk. and I. inancial lnstrumcnts 

Validation of a contract's fair value is periormetl by an  internal group separate irom Duke Encrgy's deal origination areas \Vhile Duke h e r g y  uses corninon industry practices to develop 
its vnl~a t ion  techniques. changes in Duke Energy's pricing methodologies or the underlying :issumptinns cnuld result in significantly diflercnt Sair values and  income recognition 

Herigiig Slmlcgics. Duke Energy closcly monitors the risks iissociatcd with thcsc cnmmorlitv price changes on its l i iturc operations and, where appropriate, uses various c o m m d i t y  
instruments such ns electricity, coal and natural gas forward con~riicts to mitigate the etlcct (of such lluctuiitiom on operations Duke Encrgy's primnry use ol energy commmlity derivatives is Lo 
hedge the generation iiortlolio against exposure to tlie prices of power end luel 

Certain derivatives used to miinage Duke Energy's ciimmiidity price exposure arc accounted for as either cash flow hedges or iair value hedges To the ester11 that instruments accounted 
Tor as hedges arc effcclivc in oifsctting tlic transaction being hedged, there is i i ~  impact to tlic Consnlidated Stntemcnts of Opemiinns until delivery or settlcnicnt occurs Accordingly, 
assumptions and valuation techniques lor thesc contracts liave n o  impict on reported earnings prior to sattlemcnt Severd  iiictors inlluenco the eifectivene:i:i o i  ii hedge contract. including the 
use ofcontracts with different commodities or unmatched terms and countcrpsriy credit risk Hedge etlectivcnes.; is munilored regularly :ind moxured  each month 

sales exception described in piiriigraph 11.1 oT SFAS No I 3 3. a s  amended iind inlcrprctcd by Derivatives Implementation Group Issue CIS, "Stop Exclrl,/~mr Nomial P s r l i m c s  ntirlNai-nial 
Sillcs Escfptroii rot- OpIioti-7vp Coii1,wcrs ond Foi-uarrl Coiili.acls t i1 EIoC1min: " and S F A S  Nn 149, 'I4nictnIniatil ofStnlcnioil 133 O)I D e i ? i h ~ I i ~ ~  Iiislrnniriilc 

Duke Energy is exposed to the impact 01 market Iluctuations in the prices 01 electricity, coal. natural gas :ind otller energy-related products marketed and purchased as a result of its 

In addition to the hedge contracts described above and recorded o n  the Consolidated Balance SheeLs. Duke Energy enters info olhcr contracts rhat  qualil'y lor the normal purchases and 
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otidNcdgiSing ,4ctirdrev "For contracts qualifying for tlic scope exception, no recognition of the contract's fair valuc in the Coiisolirlaterl Financial Statements is required until settlement of tlie 
contract unless the contract is designated as the hedged item in a fair value hedge On a limited basis, U S Franchised Electric ;and Gas and Commerci:il Po~vcr  apply the normal purchase and 
normal s a l s  exception to certain contracts Recognition for the conlriicts in Uie Consolidateil SVolements of'Operalions \vi11 be the same regaril lss of whelhcr lhe contracts tire accounted for as  

cash flow hedges or as normal purchases and sales. unless designated as the hedged item in a fair value hedge, assuming no hedge inet'fcctiveness 

reduce former DENA's interest in partially completed plants iind tlie decision in N O 5  to sell or otherwise dispnse ofsubstan1i:illy all nfformer DENA's remaining physical and commercial 
ass el^ outside of the h4idwestcm United States and certain contractuiil positions related to tlie Adidwestcrn iisscts (see Normal Purchases and Normal S;ilus belmv) required ffie rciissessment of 
all associatcd derivatives, including normal purchases and normal sii leb This rcquired a change from thc iipplication n i  the , \ c c N ~ I  A!lwlel to tlic Mark-to-h*larkct (A4Ihl) h~lodcl lor LIiu:c 

contracts and resulted in recording substantial unrealized losses that  liad not previously been recagnized in the Consolidated Statements orC)perations 

Income recognition iind realiartion related to normal purchases and normal siilu: contriicts generally coincide with the physical delivery of power l - 1 ~  r. Duke Energy's decision t o  

Other derivatiws used to manage Duke Energy's commodity price exposure are eirher not design;ited as  a liedgc or d n  not qualify fbr hedge accounting and are there l~xe  ticcounted Sir 
using the MTM Model These instruments iire referred to as undesignated contracts (see Untlesignntetl ContracLs belowj 

Commercial Powersegnents  Duke Energy optimizes the value of its bulk power marketing and non-regulated generation portfolios Ilie portfolios include generation assets (porver and 

portfolio in accordancc with thc slratcgies 01 the business units The generation pnrtii)lio not u1iIized to scnoe native load or cominittccl load is subject ti) comm~xlity price lluctuations, although 
the impact on the Consolidated Statements of Operations reported earnings is partially oll:set by mech;inisms in the regulated Jurisdictions that result in the sharing n f  net profits l iom these 
activities \vi& retail customers Based on a sensitivity analysis ;is of December 3 I, X l J 7  and 2006, it w i s  estimsted that a ten percent price change per mega-wit1 hour in Innward ivliolesale 

power piices would Iiase a corresponding cft'cct on  Duke Ericrgy's prc-tax incomc of approxirnatcly $24 million in 70@8 and would hiivc had a $38 million impict in ZOO7. cscluding the inipact 
afmork-to-miirket changes on non-quolifying o r  undesignated hedges relating to Ipcriods in excess of one year from the respective dote Based on i t  sensitivity nniilysis tis of December 31, 1007 
and 2006, i t  \viis estimated that a ten percent pr i ce  change per k4tvEW.1 in natural gas prices ~vould  have :I cnrresponding etfect on Duke E n e s y ' s  pie-tax income ofapprosimately $9 million in 
2008 and would Iiwe had a $15 million impact in 2007, excluding tlie impact 01 mark-lo-market chmges  on undcsignaled hedgcs rehting to periods in e s c a s  ot line year Sroni the respective 
date 

NorniolPi~,-ciiri~~cs aiidh~oinial Sct1e.s During the third quarter of 2005, Duke Energy's Board o l  Directors aiithorized and directed management to cxecute the siile or disposition of 
substantially all of former DENA's remaining assets and contracts outside Lhe Mirlwstern IJniteil Sletes. approzim:itely 6.100 inegarvatts of powcr gcncration. and certain contractual positions 
related to the Midwestern assets (see Note 13 to the Consolidated Financial Statements, "Discontinued Operations and Assets Held fix S;ile"j As a result oftliisdccision. Duke Energy 
recognized a pre-tax loss o f  npproxim;i(cly $1 9 billion in the third quarter oi X I 5  f i x  the disrjuiilificotion 01 its poivcr itnd gas inrrvnrd .s;ilss contracts prcviousl~ dcsigno~ctl undcr the normal 
purchases normal s a l s  esception This loss was partially offset by the recognition ofn prc-tax gain ofapprosim:itcly SI 7 billion fix Uie discontinunnce nf hedge accounting Tor natural gas and 
power cash flow hedges 

Uridesigrinted Coiirructs IJndesignated contracts esecuted to manage gcncriitinn portfolio risks an: csposcd to changes iii fair valuc ~ l u c  t o  market pricc fluctuations of rvliolcsale power 
and coal Based on  a sensitivity analysis as of December i l , 2007  and  1006. it was estimated that ii ten percent price change in the fonvard price per mepiwit! hour ofwholesale power would 
haven corresponding c n b l  on Duke Energy's pre-In\: income ofapproximalely $16 million in YJ0X and \woiild have had a $22 million impact in 20117. resulting from the impact oimark-lo- 
market changes on non-qualifying and undesignated power contracts pertaining to periods in excess of one year from the respective date Based o n  ti sensitivity analysis :is of December 31. 
2007 and 2006, it was estimated that a ten percent change in the fonvard price per ton of coal would have a corresponding effect on Duke Energy's pre-tiis income of iipproximiitely SI4 million 
in 2 0 s  and would have had a $11 million impact in 1007, resulting from the impiict oSm;irk-tn.market changes on non-qu:ilifying and undesignated coal contriicts pertaining to periods in 
excess of one year from the r spec t ive  date 

changes 

changes in commodity prices 

Gciierrrtioii Porlfolio Rivks Duke Energy is primarily esposed to morket price fluctuations 01 w1iolc:iale power, natural gas, ond coiil prices in tlie U S Frsnchiscd Electric nnd Gas and 

, I  

. .  capacity). fuel.  ana  emission nilowances 11ie component pieces iilnie puriiliiio : i i t L ~  L . <  < < . .  L c ,  

Other. Coi~iriiodity R i s k  At December 3 1. ZQ7 and 2006, pie-tax income in X i 1 8  and ?n07 was not expected 10 be materially impacted fix exposures to other commoditics~ price 

Ihe commodity price sensitivity calculations consider existing hedge positinns and estimated production levels, hut do not cnnsider other potential eff-ccis that might resiilt from such 
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h i k c  Energy's csposure to commodity price risk I S  inllucnccd by a number 01 lacton, including contract size, length, market liquidity. Incation and uniquc or speciiic contract terms 

Creclil Risk 
Credit risk represents the loss that Duke E n e E y  would incur if a counterparty iails to perform under its contractual o1ilig;itions 1 o reduce credit csposure, Duke Energy seeks to enter 

into netting agrcements with countcrportics that permit Duke Energy to olf:zct rccciviiblcs and payubles with such counterpartics Duke Energy tittempts t o  Surthcr reduce credit risk with certain 
counterparties by entering ulto agreements that enable Duke Energy to obtain collateral or to temimate or reset tlie terms of transticlions nftcr spccificd time perinds or upon h e  occurrence of 
credit-related evcnrs Duke Energy may. at times. use credit derivatives or otlier striictures and techniqucs to providc lor hird-p;rrty credit enhiincement of Duke Energy's counterp;inies' 
obligation5 

Duke Energy's principal customers for power and natural gas marketing and transportation services are industrial enrl-users, marketers. local distribution cnmpanies and utilities located 
throughout the U S and Latin America Duke Energy has concentrations ol recewables l iom natural gas ;ind electric ulilities iind their ~ i l ~ i l i ~ i t e s ,  :is w e l l  as  industrial customers and marketers 
throughout these regions These concentrations of customcis may ;rfCect Duke Energy's overall credit risk in that risk tactiirs can negatively i m p m  t he  credit qtrality o i  the entire sector Where 
eslmsed to credit risk, Duke Energy analyzes the counterpiirties' iinancial condition prior to entering into tin iigreement, establishes credit limits iind nionitnrs the approprioteness of those limits 
on  an ongoins basis 

ofWM76 million 7 hrough December 3 1, 21107, Duke I;.ncrgy has made approsimalcly $460 million in payments that apply 10 this retention 1 Iic insurance policy limit for pntcntial msurancc 
recoveries for indemniiication and medical cost claim payments is $1,107 million in csccss ofthe sell insured retention l'rohable insuriince recovcrics ol'approsim;itely SI , W l  million and 
%1,020 million related to this policy are classified in h e  Consolidated Balance Sheets primarily in Other wilhin Investments and Other Assets iis oI 1l)eccmher 3 I .  ?01J7 and 2006. respctively 
Duke Energy is not aware of any uncertaintics rcgarding thc Icgiil sulilicicncy ol insuiiince claims or iiny sigriificant solvericy concerns rekited to tlic insuriince carricr 

linancial position or results of operations as a result OS non-periormance by any counterparty 

business to Fortis. which eliminated Duke Energy's credil, co l la~aa l .  market and legal risk associated with llicsc related trading positions 

. .  . Duke Energy has a lhird-party insurance policy to cover certiiin losses rclstca to UuKc knergy caps d i ~ m ~  411 <o&- 

Dosed on Duke Encrgy's policies for manoging credit risk, its csposwes iind its credit and otlier reservLli, Duke  Energy do, not onticipntc ii materiiilly iidversc? eil'ect nn 11s consolidated 

During 2006. Duke Energy finalized the sale or the former DENA poitiolio 01 derivative ctmracts to Barclays Dank PLC and soli1 the Cinergv commerciol markcling and iradlng 

In 1999. the Industrial Development Corp of the City o i  Edinburg, r e u s  (IDC) issued opprosimatcly %I00 million in bonds to purchase equipment lor lease to Duke Ilirlslgo (I-fitlalgoj. a 
subsidiary of Spectra Energy Capital Speclra Energy Capital unconditionally and irrevocably guaranteed the lease payments of 1-Iid;ilgo to IDC through 202s In 7_0Kl, I-lidalgo was  sold to 
Calpine Corporation and Spectra Energy Capital remained obligated under rlie lease guaranty In January 2006, I-liilalgo ;and its subsidiaries liled for bankruptcy protection in connection with 
the previous bankruptcy filing by its parent, Cnlpine Corporation in December 2005 Gross, undiscountctl csposure under the guarantee obiisition tis oi December 3 1, 2006 is iipprosimatcly 
$200 million. including principal and interest payments Duke Energy does not believe a loss under tlisguarantee obligation i s  probable as  o lDeccmber  -:I. X 0 7 ,  but continues to evaluate !lie 
situation I hcreiore. nn reserves have been recorded for any contingent loss as ofDecember 3 I .  ZOO7 No demands fix payment hive bcen made tinder die guarantee If 1i)sses are incurred 
under the guarantee, Spectra E,ncrgy Capital has ccrtain rights which should allow i t  to mitigate such loss Subsequent to the spin-oil die natural &is businesxs,  this guarantcc rcmaiiicrl with 
Spectra Energy Capital However. Duke E,nergy indemnified Spectra Energy Capital against any future losses that could wise irom payments required under t h i s  giiaraiitee In January ZOIIX. 

Calpine Corporation announced that it had succesfully emerged from Chapter I 1 banbruptcy protection and ofSiciiilly concluded iLs Chapter 1 I reorganizition 

credit exposures The cnllaternl agreements provide lor a counterparty to post cash or lettcrs ol'credit to the exposed party for espo:iure in escess of an established threshold nie threshold 
amount represents an  unsecured credit limit, determined in accordance with the corporate credit policy Collateral agreements also provide that the inability t o  post cnl laternl  IS sulYicicnt cause 
to terminate contracts and liquidate all positions 

customer and the regulatory or conllilctual terms and conditions applic:ible to each transxiion 

Duke Energy's industry has historically operated under negotiated credit l ines for physical delivery contracts Duke Energy frequently uses master collateral agreements In mitigate certain 

Duke Energy also obtains cash or letters of credit from customers to provide credit su],port outside of collateral agreements, where ;ipgropriatc. based nn its lin,incial analysis oi the 
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l i itrresl Rate Risk  

Lllke Energy is esposed to risk resulting from changes in interat  rates as a result 01 its issuance oivariable and fixed rate debt and commercial piper Duke Energy manages its interest 
rate exposure by limiting its viiriable-rate exposures to a percentage of total capitalization and by monitoring the effects 01 market changes in interest rates Duke Energy also enters into 
financial derivative instruments, which map include instruments sucli as, but not limited to, interest ratc swaps, swaptions iind U S Treasury lock agreements IO manage and mitigate interest 
rate risk esposure See Notes 1, S, and 15  to the Consolidntecl Financial Statements, "Summary of  Significant Accounting Policies," "Risk M;iniigemait and I-ledging Activities. Credit R x k .  
and Financial instruments." and "Debt and Credit Facilities " 

Biiscd on a sensitivity analysis as ol Dcccmbcr 31, 2007, it was a t imatcd  ilia1 il market interest rates average 190 higher (lower) in 211118 than i n  21107. intcrcst expense. net ol ofl-setting 
impacts in interest income, would increase (decrease) by approsimataly $22 million Comparatively. based on it sensitivity analysis as  oi&cemlrr.r 31, 2W6. had interest rates averaged 1% 
higher (lower) in 2006 than in 2005, it was estimated that interest uspsnse, net oi  olTsetting impacts in interest income, would have increased (decreasedj by ;ipprosimately R5 million There 

iimounts were estimated by considering the unpact o f t h e  hypotlictical interest rates on variable-r;ile securilim outstanding. iidjusted lor interest rote hedges. short-term investments. cash and 
cash equivalents outstiinding as of December 31, 2007 iind 2006 The increase in interest rate sensitivity is primarily due to (I decrease in cash and short-term investment hnlnnccs nnd n net 
increase in commercial paper b r r o w m g s  If interest rates changed signlficantly, management rvould likely take actions to manage its exposure to  the chonge I-lowever. due to the uncertainty 
of the specific actions that would be taken and their possible effects. me sewitivily antilysis iissumes n o  ctiimges in L J - I  

Equily 1'1 ice Risk 

Rctiremcnl Obligations " ) A s  of Dcccmbcr 31. 2007 and 2006. these funds WCIC invcstcd primarily in domcstic and intcmiitioniil equity securities. debt s c c u r i t i q  fisecl-income sccu~itics, ciisli 
and cash equivalents and short-term investments Per NRC and NCUC requirements, thue funds may be used only for iictivities related to nucleiir decommissioning Thase investments {ire 
exposed to price fluctuations in equity markets and clianges in interest rates Accounting for nuclear decommissioning recognizes that  cnsts are recnvered through U S Franchised Electric and 
Gas' rates. and fluctuations in equity prices or interest rates do not alfect Duke Energy's Consolidated Statemenis of Oixrations as clianges in the fair viilue of these investmcnts ;ire deferred as 

regulatory assets o r  regulatory liabilities pursuant to an Order by the NCUC E,amings or losses o f t h e  fund will ultimately iinpict the amount o l  costs recovered through U S Franchised 
Llcclric and Gas' rates 

Duke Energy mamtains trust funds, as requlred by the hl7C and the NCUC, to Iund l h e  costs ofnuclear decommissioning (see Note 7 to the Consolid;ited Finmcinl S1;itc'ments. "Asset 

Bison. Duke Energy's wholly owned captive insurance subsidiary, maintains inwestmenls to fund various business risks and losses, such ns workers cornpensiition, prolk-rly, business 
interruption and general liability Those investments are exposed to price fluctuations in equity markets and changes in interest ralm 

Duke Energy maintains invutmcnts to help fund the costs of providing non-contributory defined benefit retirement and other post-rctircmciit bcnciit plans Those investments arc 
exposed to price fluctustions in equity markets and changes in interest rates Fluctuations m equity prices or interest rates could adversely alTect Duke Energy's consolirlated finiincial ,position, 
results of  operations and cash f lows  in future periods See Note ? I  to the Consolidated Financial Shiternents. "Employee Benefit Plans." for additional iniormation on pension plan assets 

Foreign Currency Risk 
Duke Energy is esposed to fareign currency risk from in\eslrnents in international affiliate businesses owned and operated in foreign counlries and from cerh in  commndityrelated 

triinsactions wiihin domestic operations that are denominated in foreign currencies To mitigate risks associated with foreign currency fluctu;itions, cnntracts map be ~lenominaied in or indexed 
to the 11 S Dollar and/or l oca l  inflation rates, or investments may be naturally hedged through debt denominated or issued in the foreign currency Duke Energy may also use rooreign currency 
derivatives, where possible. to manage its risk related to foreign currency fluctuations To monitor its currency cschangc rate risks, Duke Energy uses sensitivity analysis, wliich meastires ilie 
impact of devaluation oi  the ioreign currencies to which i t  has exposure 

Ln 2008. Duke E n n g ' s  primary foreign currency ratc esposurcs are cspected to be  thc Brazilian Real and the Pcmvian New Sol A IO46 dcvaiuation in thc currency exchange rates as  01 

I h e m b e r  3 1, 2007 in a11 of Duke Energy's exposure currencies would result in an estimated net pre-his loss on die translation of local currency earnings of approximately SI I )  million to Duke 
Energy's Consolidated Statemenls of Operations in 200s The  Consolidated Balance Sheet would be negatively impacted by approximately SI15 million currency tr;inslation throiigh the 
cumulative translation adjustment in AOCl as of December 31. 2007 as a result oi a 10% devaluation in the 
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currency cschange rates As of December 31, 71106, a 10?.b devaluation in the currency cschange rates in all of Duke Energy's csposurc currencies was e s p e c t d  to result in a i l  criimatcd net 
pre-tax loss on the transliition 01 loci11 currency earnings of approximately $7 million to Duke Energy's Consolidated Statements of 0per;itions and ii reduction of npprosimately $1 2 0  million 
currency lranslatlon Uirough the cumuIaIive lranslation adjuslment in AOCI as of December 31, 2007 

OTfIEll ISSUES 

various aspects oi the energy industry and to implement other provisions through rulemakings Among the key provisions. the Energy Policy Act of 2005 repeals the PIn-lCA of 193.5. directs 
FERC to establish a scli-rcgulatmg eIcctric reliability organization governed by an independent board \villi FERC oversight, extends the Price Anderson Act for 20 years (iintii 2025j, provides 
loan guarantees, standby support and production tax credits fiir new nuclear reactors, gives FE.RC enhanced merger approval authority, provides FERC new backstop authority for the siting of 
certain elecbic transmission projects. streamlines the processes for approval and permitting of interstate pipelines, and reforms hydropower relicensing In late 2005 and early 2006, FERC 
initiated seven1 ruleninkings as directed by the Energy Policy Act of 2005 Duke Energy is currently eva1u;lting these proposals and does not anticipate that tliese rulemakings will have a 
matennl adverse effect on its consolidiited resulb of operations, cash flows or financial position. 

Globill Clinrivc Cliir,igc A body oiscientific evidence now occcpld  by n growing majority oflhe public and policymakers suggests that the EarUi's climate is changing, caused in piirt by 
greenhouse gases emitted into ille illmospncre lrom !iumIin 1 
now to begin rcducing emissions with the aim of skibilizing tlic atmospheric concentration of grcmhouse g a s a  at a lwcl that avoids the potentially worst-case ell>cla ol climate changc 

~ ~ i l e r p P ~ o l i c v  . I d  of?OOS The EnerLy Policy Act of 2u05 \vas signed into law in August 7005 The legislation directs specified agencies lo conduct a significant number osstudies on 

. a  ' 
. .  

L L  
. . .  

Greenhouse pis emissions are praducml from a wide variety of human activities The U S EPA publishes an inventory of these emissions annually COz, an  essential trace gas, is a by- 
product of Sossil fuel combustion and currently accounts for about SS96 ol IJ S greenhouse gas emissions Duke Energy currently accounts for about 1 596 of total U S CC)? emissions. and 
aboiit 1 3?h ofioi:il U S greenhouse gas emissions 

Duke Energy is adding iipprosimatcly 60.000 new customers a ~ u a l l y  to its customer base of nearly four million in the Carolinas and the blirlwcst and making long-term decisions for 
how &st to mcet its cu!itnmers' growing demiind Tor electricity Duke E n e r a  is moving ahead on multiple fronts - energy efficiency, renewable energy, iidvanced nuclear power, ildvanced 
clean-coal and high-efficiency natural gas electric generating plants, and retirement of older Ins cllicient coal-fired power plants Duke Energy needs rcgulotnry certainty regarding U S 

climate change policy as i t  makes these investment decisions 

greenhouse gas cap-and-tr;idc program th;it will most influence Duke Energy's compliance costs include the required levels and timing of the cap, which will drive emission allo\vance prices. 
Ihe emission sources covered under the cap, the number of allowances that Duke Energy is allocated on a pear-t@year basis, the type of and effectiveness of h e  cost control mechanism 
employed by the program, and the availability and cost of technologies 11ia1 Duke E n e r g  can deploy to lower ib emissions Although it is likcly Ilia1 Congrev, wdl adopt some Sorm OS 
mandotory greenhouse gss emission reduction legislotion in the future, the timing and specific requirements of any such legislalion are highly uncertain, which mciins that potential future 
compliance costs for Duke Energy are also highly uncerlain 

The 11Ot1'Congress is currently considering several potential U S  policy responses to the climate change issue In 2007. nearly a dozen bills were introduced in thc Seiiate calling for 
mandatory limits on U S greenhouse gos emissions through use of a cap-and-trilde progrnm The  key differences in the bills are the sources whose emissions would b e  regulated, the rate o t  

which emissions would be required to be reduced, the number of emission allowances that would be ilistributed at no cost to sources whose emissions would be regulnted. :in11 the method of 
protecting the ecnnomy irom potentially high and unespected program costs 

nukc Energy's cost of complying with any federal grecnhouse gas emissians law that may be enacted will depend on thc design details of the program Tlic major design elements of11 

On December 5,1007. the Senate Environment and Publrc Works Committee reported out S 2191 - America's Climiite Security Act of 2007 - sponsored by Senators Joseph L,iebermon 
of  COMeCliCul and John \Varner of Virginia The bill, which now awaits Senate i7oor action, proposes an economy-wide greenhouse gas  reduction program to begin in 201 2 Several bills have 
slso been introduced in the House of Representatives but none has yet received subcommittee or committee approval It is unlikely that legislation establishing a mandatory federal greenhouse 
gas emission reduction program will bc enacted in 2008 

Duke Energy supports the enactment of federal greenliotse gas capand-trade legislation that would apply to all parts of the economy, including power generation, industrial and 
c o m e r c i n l  sources, and motor vehicles To permit the economy to adjust rationally lo the policy, legislation should establish a long-term program h a t  first slows the growth ofemissions, 
stops them and then transitions to a gradually declining emissions cap as new lower-and non-emitting technologies are developed and become ready Sor wide-scale deployment 

73 



PART II 

New tlxhnologics for reducing (102 emissions irom coal - chief among them carbon capture and sequestration - are not expected to be  dwelopcd and ready for deployment by 2012 when 
the Liebenniin-\Wnrner legislation if ptissed, would take ctlect rh i s  would pose o challenge to Duke Energy's iibility to utilize a11 ol its current coal-tired generating capacity if the legislation is 
enacled in its current lnrm This could challenge Duke I n a g y ' s  ability to meet the growing electricity demand of its customezx at a reasonable cost Duke Energy's deployment ofrenewable 
generation. along with its customer enagy-cfiiciency initiative would help. but would not b e  enough l i t h e  cap is too stringent in the early years of the program Duke Energy's compliance 
options could be limitcd to purchasing emission alloivances andlor relying on csisting natural gzis generation to replace coal generation Achieving ii large fuel switch from coal to natural gas in 
less than fimr years is not pr~cticiil and, on a national scale, is not good public policy Such a shitt would significantly increase natural gas prices, posing an economic hardship to millions o i  
naturiil gas customen: 

Compliance cost cstimiites arc very sensitive to V B ~ I I ) U S  highly unccrtain assumptions, including allowance pricLs Under the proposed S 1191 legislation, in addition to allowances 
allocated a t  no cost, Duke Energy currently eskimates the costs of purchasing needed iillo\vances to cover Duke Energy's projected emissions in 201 2 could range lrom approximntcly $930 
million to 6 8 billion Actual costs could be  higher or lower than Uiese estimiites Duke Energy would seek lo recover its compliance cosls through nppropnate regulatory mechanisms in the 
jurisdictions in which i t  operates Under a compliance scenario where Duke Energy continues tn purchase alloivances to meet its compliance obligation, annual allowance purchase costs would 
increase over time as the number of allowances Duke Energy IS iillocatcd under the proposed legislation decreases nnd allowance prices incrense as the cap tightens 

At some point in the future it would be expected that Duke Energy would begin replacing cur l ing  coal-fired generation with new lower-and zero-emitting generation technologies, andlor 
installing new ciirbon capture and sequestration technology on existing coal-tircd generating plants to reduce emissions when technologies become ;ivailable It is not possible at this time. 
howcvcr. to predict with ccrtaiiity what new tccliiiologi~3 might k dcvcloped, when thLy will be ready to be deployed, or what thcir costs will be I'llcrc is also uncertainty as to how or when 
certain non-technical iswes lhat could ailbct the cost and availability of  new technologies might be resolved by regUhtoiS Duke Energy currently is focused on  advanced nuclear generation, 
integrated gasiticntion combined cycle generation with carbon capture and sequestration, and capture and storage retrofit technology Sor existing pulverized coal-fired generation as promising 
new technologies for generating electricity with Imver or no COz emissions 

In nddition to relying on new technologies to reduce its COz emissions, Dukc Energy is seeking regulatory approval for a first-of-its-kind innovative nppronch in thc utility industry to 

help meet growing customer demand with new nnd creiilive r ~ a y s  to increase energy efliciency, thereby reducing demand (:iave-a-\vatt) inatcod of relying almost esclusively o n  new power 
plants to generate electricity 

(For additional infimnation on other issues related to Dukc Energy, see Note4 to the Consolidated Financial Statements. "Regulatory Matters" and Note 17 to tlic Consolidatcd Financial 
Statements, "Commitments and Contingencies ") 

New Accouuling St;iiicl;~rcls 
The  lollorving ncw accounting standards h a v e  k e n  issued, but hove not yet been ndoptcd by Duke Energy as of December 31, 2007: 
S F X N o  157. "Foir I ' rr l i rcA~c,~.~i i~-cnri .~ir~' ' (Sfi ; lSiVo 157) In September 2006, the FASB issued SFAS No 157, which defines lair value, establishes a iramework for measuring fair 

value in GAAP, and espantls disclosures about lair value measurements SPAS No 157 does not require any new fair value measuremenb The application of SFAS No 157 may change Duke 
Energy's current practice for measuring fair va lu ts  under other accounting pronnuncemenb that require fair value measurements For Duke Energy, SFAS No 157 is effective as of ianuary 1, 
2U0S In  February 200S, the FASB issued FASB Slnff Position (FSP) No 157-2, which delays the effective date o f  SFAS No 157 for one  yenr for nonlinancinl assets nnd linbilities. except for 
items that are recognized or disclosed a t  fair value in the financial statemenls on a recurring basis Duke Energy does not eqiec t  lo repori any material cumulative-erfect adjustment to 
beginning retained earning as is required by SFAS No 157 for cenain limited matlers Duke Energy continues lo monitor aclditional proposed interpretative guidance regarding the application 
of SPAS No I57  To dittc. n o  mnttcrs have been identilied regarding implementation of SFAS No 157 that would hnve any matcrial impnct on Duke Energy's consolidnted results o l  

operations or financial position 
SFASNO JSY. '71ie Foii- P'dhie Oprion/br Fiim~i'a/.4rrerr mdF~i? f i i i c id  Liobilirrc~" (SFASNO. 159) In February 2007, the FASB issued SFAS No 159. which permits entities to 

c h w s c  to measure m m y  iinancial instrumcnts and certain otlicr items a t  lair value For Duke Encrsy, SFAS No 159 is effective as of January 1, 200s and will have no impact on amounts 
presented lor periods prior to the efiective date Duke Energy does not currently have any financial assets or financial liabilities far which the provisions of SFAS No 159 have becn elected 
However, in the future, Duke Energy may elecr lo measure certain financial instruments at fair value in accordance with this standard 
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EITI~Is~ite No 0 6 1  I .  ':lccoenlin~ Jbr l~ico,m Ihr LierieJitr n/ Dr~~rcle~i~lr on Slinre-O~~.sedPa~~~iren( :I i ~ r t t ~ ~ ! s " ( ~ I T F  06-!11 In June 2007, the EZTF reached a consensus lhat  ivould require 
realized income tax bcnelits from dividends or dividend ecpivdents that are charged to ret;iincd earnings and paid to employees lor equity-classified nonvested equity shares, nonvesled equity 
share units, and outstandin!: equity sliarc options to be recognized as an increase lo atlditional paid-in capital In addition PITF 06-1 1 would require that dividends on equity-classified share- 
based payment awards be re;illoc;ited between retained earnings (ior awards expected to vest) and compensation cost (for aivards not expected to vest) each reporting period to reflect current 
fixlcilure estimates For Duke Energy. FI iT 06.1 I must bc applied prospcctivcly to lhe income tnx bcncfits of dividends on et]uityy.classificd employee share-has& payment awards tho! are 
declered in fiscal pears hq inning  Tnnuary I ,  2OOS, as well as interim prioik withm those fiscal years Early application would be permitted as of  the beginning of a fiscal year Tor which 
interim or annual financi:il stiitemcnts Iiave not ye1 been issued Duke Energy is currently emluating the impacl ai  applying E l l  F 06-1 1, and cannot currently estimale the impact of ElTF 06-1 I 
o n  i ts  consolidated results $71 operations, cnsh llilws tor iin;incial position 

Combriialioi~s " SFAS No I J I R  retains l h e  lundamenkil requirements in SFAS No 141 that the acquisition method oT accounting he used lor all business combinations and that an acqnirer LH3 
identified for each business combination This statement also establishes principles and requirements for how an acquircr recognizes and measures in its fin;incial statements the identifiable 
iisseLs iicquired. tlie liabilities :issumed, any nonconlrolling (minority) inlcrcsts in an acquires, and any goodwill ocquired in a business combination or gain recognized from a borgoin purchase 
For Duke Energy, SFAS Mo IJII? must be applied prospectively to business combinations for which the acquisition date occurs on or afler January 1,2iN9 The impact to Duke E.nerby of 

.SF..lSNo, 141 (rwrsed X W ) ,  "l?iin,ie.ss Cottibiti~itio,i.s" (SFASNo I-IIR) In December 2W7, the FASB issued SFAS No I-IIR, which replaces SFAS No 141, "Basi~iess 

. . .  
applying SI'AS No I J l ( I < ) I  171 periods subsequent IO mpicmsnlalion wii) br t i e p a l ; .  < . <  I r r ( r ,  

SFASNo 160. 'Noiicoiitrollitig. Itit 111 Consulrcbted Fimt ic id  Slnlertrents-an o i t i e ~ i d m i l  oJ~,lccoriiirirr~ Rer~nrcl i  Riillefin (;4RL?) No 51 " (SFAS N o  160) In k c e m b e r  3007, the 
FASB issued SFAS No I G n ,  which ;amends ARB No 51, "Coiiioliri~itciiFiiioii~iol Slotcnieitls," to estnblisli nccounting and reporting standards Tor the noncontrolling (minority) interest in a 
subsidiary and fbr tlie dcconsolidation of a subsidiary SF.4S No 1611 clarifies thst a noncontrolling interest in a subsidiary is ;in ownership interest in a consolidaled entity h a t  should be 
reported as equity in thc consolidated 1in;incinl statcmcnts 1 his statcmcnt also chiingcs the way the consolidatcd incomc statement is presented by requiring consolidated ne1 income to be 
reported ut "mounts that include tlie amounts nttributable to both the parcnt ond the noncoiitrolling mterest In addition, SFAS No 160 estnhlishes a single method of accounting for changes in 
a parent's ownership interest in a subsidiary tli;it do not result i n  dcconsolidation For Duke Energy, SFAS No 160 is effective as of January 1, 2009, and must be applied prospectively, escept 
for certain presentation and disclosure requirements which must be ;ipplied rctrospcclively Duke Energy is currently evaluating the impact of ;idopting SFAS No 160 

lteiii 7A. Qunntitntir~r ant1 Qu:iIit:itive IXsclosurts About k1:iJliet l?isk. 
See "blanagernent's Discussion and Analysis of Results oi Operations and Financial Condition. Quantitative and Quiililative Disclosures About blarket Risk " 
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Iteni 8. Ihaneinl Statements and Supplenientm y Diitii. 

IGPOR I 01. N D E P F N D E N  1 REGISTFRFD I'UDL IC ACCOUNTING FlW4 

l o  tlic Board of Directors and Stockholders ol'Dukc E n e r a  Corporation 
Charlotte. North Cnrolina 

\Vc l i a w  audited the accompanying consolidated balance sliects of Duke Energy Corporation and subsirliancs (the "Coinpany"j as of December 3 1, ?Oil7 and 2006. and the related 
consolidated statements n i  operations, common stockholders' equity and compreliensive income, and cash flows for each 01 the three years in the period ended December 51, 2007 Our audits 
also included the finaiicial statement schedule listed in the Index at Item I5 \Ve also have audited the Company's internal control over liiancial reporting as 01 December ; I ,  2007, based on 
criteria established in Infer mil Co,ilto/--I,lie~~ii/ried~~',ur,iew~o,I: issued by the Committee of Sponsoring Org;inizations of thc Treadway Commission The Company's management is 
responsible for these financial statements and linnnciol s1,itemcnt schedule, for m;iintaining effective internal control over financial reporting, and for its assessment ofthe cllectiveness of 
internal control over financial reporting included in the accompanying Management's Annual Report on Internal Control Over Financial Reporting Our responsibility is to express an  opinion 

. .  . on these financial statements and liniincial statement schedule rind an opinion on tile coinpimy's 2 I I L  L 

\Ve conducted our audits in accordance with the stantlards oi the Public Company Accounting Oversight Board (United Statesj Those standards require tliat w c  plan and perform the 
audit to obtain reasonable assurance about whether the financial statemcnts are free of material misstatement nnd wlietlier effective internal control over financial reporting was maintained in 
all  material respects Our audits of the financial statements included rxamining, on  a test basis, evidence supporting the iimounts and disclosures in Uie financial statements, assessing Uie 

accounting principles uscd and signific;iiit estimates made by managcmcnt, and evaluating the overall iinancial statement presentation Our audit ol intcrnal control over linancial reporting 
inclurleil obtaining an understanding of internnl control over linancinl reporting, assessing the risk that a miiterial weakness cniists, testing and evnluoting the design and operating effectiveness 
of internal control based on the assessed risk Our audits also inclucled performing such other procedures as we considered necessary in the circunistances \Me lxlieve that our audits provide a 

reasonable basis for our opinions 

pcrforming similar iunctions, and el'fected by the company's hoard of directors, management, and other personncl to provide reasonable assurance regarding the reliability of  financial reporting 
and the prcpxation of financial statements for extcm:il purposes in accordance with generally accepted accounhng principles A company's internal control over financial reporling includes 
those policies ;ind procedures that (I j pcrtain to the maintenance of records that, in remmable  detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; 
( 2 )  providz reasonable assurnncc that transactions arc recorded as necessary to permit preporation of financial stiitcments in accordance with generally accepted accounting principles and thnt 
receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding 
prevention n r  timely detection oC unauthorized acquisition, use. or disposition of the company's assets that could haven material eil6t on the financial statements 

Because of the inherent limitations o f  internal control over financial reporting, including the possibility of collusion or inipropcr management override of controls, material inisstatements 
due to error nr frnud niay not be prevented or detected on a timely basis Also, projeclions 01 any wYaluation oftlie ellkctivencss o i  the internal control over Cinancinl reporting l o  future periods 
arc sohjuct to tlie risk that the controls may becnme inadequate because ol changes in conditions. or that the degree of compliance with the policies or procedures may deteriorate 

in our opinion. 1112 consolidated financial statements referred to above present fairly, in a11 material respects. the financial position o i  Duke Energy Corporation and subsidiaries as of 
Ilecember 3 1. 2007 and 1006. and tlie rcsults of their olxrations and their ciish flows for each o f t h e  three years iii the period ended December 3 I ,  1007, 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 consolidaled financial statements 
taken as a whole. presents fairly. in all material respects. the information set forth therein Also. in our opinion. the Company mtiintained. i n  all material respects. effective internal control over 
liiiancial reporting as 01 December 31. 2007, based on the crilmia established in/~ife~~idCoiifro/-/ i ife~ro~eed~i~orr:euork issued by the Committee of Sponsoring Organiwtions of the Trcadrvay 
Commission 

A company's internal control over financial reporting is a process designed by. or under the supervision of, the company's principal ~ x ~ c u t i v e  and principnl iinancial officers. or persons 

A s  discussed in Note 1 I n  the conrolidated financial statements. the Company's spinolT of the natural gas business was  completed on  January 2, 2007 

IslDELOITTE & TOUCiiELLP 

C1i;irlotte. North Ciirolina 
Fcbruary '9. 2008 
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R F Y  CORPORATION 
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(In niillions, escept per-share :rniounts) 

Ycrirv Endcd Dcccmber 3 1, 
7007 X ( K j  2005 

6 8,976 S 7678 6 5 406 

ric, natural gCb, ‘~nd other 

n e l ~ c t r i c  Ceneratlon and purchaml  power 

Diluted 
Enrning, per slinrc (from continuing opemtions) 

Basic 
Diluted 

E:irnings per rhnru (hclore cumulniivc cCfcct 01 change in :~ccounting prlncipl 
Bmic  
nllulcd 

BOSIG 
1:arningr per sbnre 

1,266 1.188 970 

b 067 $ 100 

S 1 1 9 5  I S 9 6  194  

S 1 1 8 %  1 5 7 %  1 S E  

See Notes to Consolidated Finnncial Smxnen t s  
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PART I1 
DUKE FNERGY CORPORATION 

C'onsolicl atetl S tn tern en ts of Coni nion Stochliold crs' ISq ui 6 
and Coniprehcnsivc. lncoine 

(In millions) 

Accumul,itcd Other Cnmprehcnsi\tc h o m e  (Loas) 

Net Gains hlinimum 
Common ( I  os',-) on Pcniion SFAS 

Stocl, Common Additional Retained Foreign Currency Cash I.low L Idbllli)' No 15s 
Ad uzlmcnt Other Ad urlmenl Toid  

Foreicn currencv 

Reclassification into 
earnings from cash flow 

Dividend rcinvatmenl and 

- -  
- -  

Preferred and preference 

- -  

Net unrealized gains on 

Minimum pension linhility 

To!nI comprchcnsivc 
income 1,992 

Issunncc of new Duke E n e r a  

Conversion of Cinergy 
options to Duke Energy 
ontion'; 59 __ 59 - - -  

- I94 _ _ -  



SFAS No 15s luniled stiitus 

Dthcr C nmnrehensive Income 

Distribution or Spectra 

Common stock dividend5 - - __ (1,0S9) - __ - -  - (I ,IlS9) 

Iblai~ce Dcccmbcr 31,2007 Xi? S 19,933 S 98 s (54) $ - 5 2 s  ( 7 4  %! i?!E _ - ~ -  
Foreign currency translatiiin adjustmenis. net of M1 10s benefit in 2005 The 2005 lax benefit related to the settled net nwestmenl hedges Suhst;inti;ills all of h e  2005 tits benefit is it 

corrcclion o l  tin immoteriol nccounting error rclntcd lo prior pcnods 
Net unrealizzd gains (losses) on  cash flow hedges, net of $9 tax benefit in 1(07, $3 tax expense in 2006 and $23: tax expense in !I105 

Reclassific?tion into earnings lrorn cash flow hedges net of $1 9 tax expense in 1006, and 5583 tax beneiil in 2005 Recl;tssilicatlon into earnings rrorn cash llow hedges in 1006 is due 
primarily to tlic recognition of former Dukc Encrgy North America's (DENA) unrealized nct gains related to licdpes on forecasted transactions wliicli did not occur '1s a result oftlie sale 
lo L.S Power oTsubstantinlly all of lbrmer  DENA's assets and contracts outside of the Midwestern United States and cer!ain contractual /positions related t i l  the klirhvestern assets (see 
notes S and 13) 
Minimum pension liability adjusunent. net of $0 tas benefit in 21006 and X22S tax cspense in 2005 
SFAS No 158 odjustmcnt, nct of $144 lox benefit in 1006 Fscludcs 5595 rellected os rcgulotory assets (see note 21) 
Nct of 59 tax benefit in 2006, and $ 1  0 tax expense in 2005 
SFAS No 158 net actuarial gain net of $54 tax expense in 2007 Excludes $204 reflected as regulalory assets (see note 11 'I 

See Notes lo Consolidaled Financial St;tlernents 
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D W  E ENERGY CORPORA flON 

Notes To C'onsoliclntrtl finnncinl Stateiiiciits 
For the Yeirs Encled Deceiiibei 31, 2007, 200G niicl ZOOS 

1. Suniniiry of Significant Accounting Policies 
Natarc o f  Oprrnt ioas  ;itid Dnsis of  Consolidotioii. Duke Energy Corporation (collcctively with its suhsidinrics, Duke Energy). is an energy company located in the Americm These 

Consolidated I;manci;il Statements include, after eliminnting intercompany transactions and balances, the accounts o iDuke  Energy and all majority-orvned subsidi:iries where Duke Energy has 
control, and those variable interest entities where Duke Energy is the primary beneficiary These Consolidated Financial Statements also rcllecl Duke Energy's priiporlion;ite share ol cenein 
generation and traiisniission facilities in the Carolinas ;ind the Midwest 

Duke Energy I-lolding Corp (Duke Energy I-IC j was incorporated in Delaware on May 3.2005 as  Deer Holding Carp, a wholly-owned s u b s i d i q  of Duke Energy Corporation (Old 
Duke Energy) On April 3, 7006. in eccordance ivilli their previously announced merger agreemenl, Old f luke Energy and Cinergy Gorp (Cinergy) merged into wholly-owned subsidiaries of 
Duke Energy I-IC. resulting in Duke Energy IHC becoming the parent entity In connection with the closing oi the merger uansxtions. Duke Energy I-IC clxinged iis mime to Duke Energy 
Coqxmttion (New Duke Energy or Duke Energy) and Old Duke E n e r g  convened into a limited liability company nnmed Duke Power Compiiny I.1.C (subsequcnlly renamed Duke E,nergy 
Carolinas, 1.L.C (Duke Energy Carolinas) eifective October 1, 2006) As a result o i the  merger transactions, each outstanding share olCinergy common stock w a s  conxwted into 1 56 shares of 

share of Dukc Energy common stock Old Dukc E,ncrgy is the predcccssor ofDukc Energy lor purposes of U S securities rcgulations governing financial statement filing Thererore, thc 
;iccompanying Consolidated Financinl Statements reflect the r e s u k  oioperations nl Old Duke Energy for the thrce months ended March 31, ZOU6 and the year ended Dcccmbcr 31. ZOO5 New 
Duke Encigy had separate operations lor the period beginning with the effective date of the Cinergy merger, and references to ainounls Tor periods Nicr the cinsing ni t he  merger relate to New 
Duke Energy Cineigy's rcsults lime beeri included in the accompanying Consolidated Statcments o i  Operations from the clfcctivc date of acquisition and 1herc;iIicr (see "Cinergy bkrger"  in 
Note 2)  Both Old Duke Energy iind New Duke Energy tire relerred to as Duke Energy herein 

oi the conversion of all outstmding sliares of Old Duke Energy common stock to New Duke Energy common stock. the par value of the shares issued was recortled in Common Stock within 
Common Stockholders' Equity in the Consolidated Balance Sheets and lhc excess 01 issuancc price ovcr stated par value was recordcd in Additional Paid-in Capital within Common 
Stockholders' Equity in die Consolidated Balance Sheets Prior to the conversion of common stock from shares of Old Duke Energy to New Duke E,nergy, a l l  proceeds from issuances of 
common stock were solely rellected i n  Common Stock wiihin Common Stockliolders' Equity in the Consolidalcd Balance Sheets 

2) Crescent has been accounted lor as an  equity method investment since thc date of dmonsolidntion 

Energy), consists principally oicertain operations ol Spectra Energy Capital, 1.L.C (Spectra Energy Capital. formerly Duke Capital LLCj. primarily Duke Energy's Iormer N;itural Gas 
Transmission busincss segment and Duke Energy's former Field Services business segment, which represented Duke Encrgy's 5096 ownership interest in DCP Midstream, 1.I.C (formerly Duke 
Energy Field Services, LLC) (DCP Midstream) See Note I3 for discussion of thc deconsolidetion oi DCP Midstream efiective July 1, 2005 due to ii reduction in ownership interest Excluded 
from Uie spin-olTivcre certain operations which were transferred from Spectra Energy Capilal to Duke Energy in December 2006, primarily lnlcrnational Energy and Duke Energy's ellcctive 

5O?b interest in the Crescent I\' Subsequent to the spin-on. the results of operations of the spun of1 businesses are presented as discontinued operations in the ;iccompanying Consolidated 
Statements of Operations for all periods prior to the spin-of1 Tlie primary businesses remaining in Duke Energy post-spin are the U S Franchised Electric and Gas business segmen< the 
Commercial Power business segment, the International Energy business s q m e n t  and Duke Energy's eiiective 5(% intaest  in the Crescent J V  See Note -3 for further information on Duke 
Energy's business segments 

. , .  . .  . . .  . .  
' . I  

. .  
common stocx io] I - .  

S h a r a  of common stock of New Duke Energy carry a stated par value of SO 001, while shares of common stock of Old Duke Energy had been issued at  no par In April 2005, as a result 

On September 7. ?(JOG. W e  Energy deconsolid;ited Crescent Resources. 1.1 C (Crescent) due ton reduction in ownership causing an inability to exercise control over Crescent (see Note 

On Jnntiary 2, 2007, Duke Energy completed the spin-olf lo shareholders of 11s natural gas businesses The new natural gas  business, which is named Spectra Energ.y Corp (Spectra 

Assets and liabilities of entitics included in thc spin-off o i  Spectra Energy \vcrc transferred from Duke b e r g  on a historical cost hasis on the date of the spin-off transactinn No gnin or 
loss was recognized on the distribution 01 these operations to Duke Energy shareholders Approximately $20 5 billion o i  assets, $14 9 billion of liabilities (which inclurles approximately $8 6 
billion o i  debt) and $5 6 billion ol commnn stockholders' equity (which includes approximately $ 1  0 billion of accumulated other comprehensive income) were dis- 
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PAllT II 
D I K E  E N E R G Y  COWORArION 

Notes To C'onsolidnted Rnancid Statetiient~((.'ontinurd) 

tribiited from Duke Energy as ol the date ol Liie spin-ofl' Assets. liabilities and slockholders' equily amounts a1 B c e m b e r  31. 2006 included in  ole accompanying Consolidated Balance Sheets 
and tlie corresponding Notes include halsnces that were trolsferred to Spectra Energy as pan o i  the spin-orS Additionally. cash flows related lo the businesses included in the spin-ofi are 
included in the Consolidiilerl Statements of Cash Flows for the yenrv ended D e c c m h r  31. 2006 and .?0(15 

in the Cnnsolidated Ftn:incial Statements and Notes Although these estimates are hised on management's best available howledge at the time. actual results could differ 
Use 0 1  Estini;itcs To conform to generally accepted accounting principles (GAAP) in the United States, management makes estimates and assumptions that affect the amounts reported 

I~ccI;issiIic;itions and l lcvisiuns Certain prior period omouiib liwc been reclassilied within the Consolidated Financial Statements to conIorm to currciit year presentation 
Cash iind Cmli Equienlents.  All highly liquid investments with original maturities ol three months or less at die date ol'acquisition are considered cash equivalenl? 
Rcstricted Cosli At December 31, 2007 and 21106, Duke Energy had approximately 5166 million and $212 million, respecti\~ely, of reslricted cash related primarily to proceeds from 

debt issuances that ;ire held in trust for the purpose oiiunding Suture environmeiilal construction or maintenance expenditures This amount is reflected in Other investments and Other Assets 
on  the Consolidated Balance Sheets 

Slioi 1-tetm Inwrln ien ls  Duke Energy ;ictively invests a portion of its available cash balances m various financial instruments, such a -esempt debt securities that frequently have 
. . _. 

stated maturities 01 
daily and seven day notice I ~ U I  options and 7, 28, and 35 day auctions which allow Tor the redemption of the investments at their race amounts plu earned income As Duke Energy intends to 
sell these instruments witliin one year or less, generally within 30 days from the balance sheet date, they are classified as current assets Duke Energy has classified all short-term inveslmcnts 
that  are debt securities as a~~ail;ible-lor-s;ile under the Financial Accounting Standards Board (FASB) Statement of Financial Accounting Standnrds (SFAS) No I 1 5  "Acroiinfiiig For Coifoii7 

Jtn~es/nic17/s in Dcbf nim~~qi , i ! i 'Scc~i i7 / ie~  "(SFAS No I 15). and they are carried at  fair market value Investments in moneymarkel  prcfcncd sccuritics that do not hive slated redemptions :ire 
accounted for at lheir cost, as the cvnying ~ a l u e s  approximate mnrket values due to their short-term mnturities and minimal credit risk Realized gains nnd losses rind rlividend and interest 
income related to these securities, including any iimortizition of discounts or premiums ;arising at acquisition, ore included in earnings as incurred Purchases and sales of :ivailahle-for-sale 
securities are presentcd on a gross basis within investing cash flows in t he  acconiponying Consolidated Statements 01 Cash Flows 

generation Inventory is recorded primarily using the average cost method l i e  decrease in inventory at  December 31, 2007 as compared to December 31. 20OG i s  pr immly attributable to the 
spin-off ofthe natural gas  businesses discussed above 

years or more and  tax-exempt money market prelerrcu securities I Iiese instruments h;ive: C L  LUGI 

Invcntoi y" Inventory consists primanly of materials and supplies and natural gas hcld in storage for  transmission, proccssing and sales commitments, und coal hcld for electric 

Coniponcnis o f I n v r n l o r y  

-."- Deccnibrr 31, 
2007 2OOG 

(in niillions) 

I_ 

Matcrinls and  upp plies 

Petroleum products 17 

Accounting for Risk  ~1:inagcnieti t  :tiid l l cdging  Activities and Fin:itici:il Instrunicnts.  Duke Energy uses a number of disferent derivative and non-derivative instruments in 
connection with iLr commodity price. interest rate and Soreign currency risk management aclivilies, including swaps. futurcs. lorwards. options and swaplions All derivative instrumenls not 
designated and qualifying for tlie normal purchnss  and normal sales exception under SFAS No 133, 'XccotiiihiiS for Dcnvotii~eliislrenieJifs 017dHedgi11g Acfiiines". as 
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Notes To C'onsolidatccl financial Stateiiients--(Continuccl) 

ameniled (SI'AS No 133). are recorded on the Consolidaled Balance Sheets a t  their lair value Cash inllows and oulilows related Lo derivative instrumen&, except those that contain financing 
elements and those related to net investment hedges and other investing activities. are a component oi operating cash flows in the accompanying Consolidated Statements of  Cash Flows Cash 
inflows and outflows related to derivative instrumcnts containing financing elcmcnts arc ii component of financing cash flows in the accompanying Consolidated Statements of Cash Flows 
while cash inflows and outflows related to net investment hedges and derivatives related to olher investing activities :ire a component of investing cash flows i n  the accompanying Consolidated 
Statements 01 Cash Flows 

Duke Energy dc5ignates all cncrgy comnuidity derivatives as either trading or iion-trading Gains and Iosscc for all dcrivativc contracts that do not rcpresent physical delivery conlracts 
are reported on a net basis in the Consolidated Statements of Oixmtions For each oi Duke Energy's physical delivery contracts that are derivatives, the accounting model and prcscntation of 
gains and losses. or revenue and expense in the Consolidated Statements ol  Operations is shown below 

Duke Energy 

Cwh flow hedg in the slime 

F a r  \ulue hedge 

I pur 

ignat 

(a) An ;iccounting term used by Duke Energy to reier to derivalive contracts tor which an ;isset or liability is recoplized at  lair value and the change in the fair value of dlat asset or liability 
is rccognizcd in t l ~  Consolidated Statemcnb oi  Operations This term is applied to trading and undcsignated non-trading derivative contracts As this term is not c\$icitly defined within 
GAAP, Dukc Energy's application 01 this term could diner from that of other companies 
An accounting 1:- used by Duke Energy to refer to contracts for which there is generally no recognition in the Consolidated Statements oiOperations for any changes in fair value until 
the service is provided. the associated clclivcry pcriod occurs or there is hedge incfiectiveness As discussed furthcr below, this tcrm is applied to derivative contracts that are accounted 
Tor as cash flow hedges, fair value hedges, and nonnol purchases or sales. as well its to non-derivative contracts used for commodity risk management purposcc As this term is not 
~ ~ p l i c i t l y  defined within GAAP, Duke Energy's ;ippIic:ition ofulis term could dilTer from that or other compnnies 

Where Duke Energy's derivative instrumenls :ire suhjcct to a master netting agreement and the criteria o i l h e  FASB Interpretation (FIN) No 39, "O$reltir7g of -inrosnrsReluicd lo Cerlilii? 

Coi~rrncr.r--,.li~ Inrmpreroriofi 0~,4cco111~ri1~g Pniicrplcs Board (XPB) Oprfirofi N o  IO rl)iiJ E'ISB Srorenreiir No lO.T"(FM 39). are me t  Duke Energy presents its derivative assets and liabilities, 
and accompanying reczivablcs and payablcs, scparatcly nn a net basis in thc accompanying Consolidated Balance Shccts 

hcdge) or a hedge o i  a recognized asset, liability or lirm commitment (lair value hedge) For a11 contracts accounted for a s  a hedge, Duke Energy prepares formal documentation of the hedge in 
accordancc with SFAS No 133 In addition, at  inception and at lcast every three months thereafter, Duke Energy formally assesses whether thc hedge contract is highly e f l e c t k e  in offsetting 
changes in cash flows or fair \ d u e s  of hedged items Duke Energy documents hedging activily by trnnsnction type (Iutureskwaps) and risk miinagemen1 strategy (commodity price risWinterest 
rate risk) 

Changes in the fair value of a derivative designzited and qiialified as a cas11 Ilow hedge. to the extent elkctive.  are included in the Consolidated Statements of Common Stockholders' 
Equity nnd Comprehensive Income as Accumulotetl Other Comprehensive Income (I o s )  (AOCI j until earnings arc uffected by the hcdged item. Duke Energy discontinues hedge accounting 
prospectwely when it has determined that a derivative no longer qualifies iis an ell>ctive hedge, or when it is no longer probable that the hedged forecasted transaction will occur When hedge 
accounting is discontiniied because the t lsivative no longer qualifies as an  effective hedge, the derivative is subject to the Mark-to-lvlnrket model of accounling (MTM Model) prospectively 
Gains and Iosscs related to discontinued hedges that were previously accumulated in AOCI will remain in AOCI until the underlying contract is reflected in carnings, unlcss i t  is probable that 
the hedged forecasted trilnSnction will not occur, a t  which time nssocinted deferred omnunls in AOCI are immediately recognized in earnings 

(b) 

Cosh Flow midl' inr I'olr,~. Mdger (>ualifying enersy commodity ;and other derivatives may be designated as either a hedge 01 a forecasted transaction or futurc cash llows (cash flow 



DUKE ENERGY (XIRPORATION 
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For rlerivativcs designated :is fair viilue hedges. Duke Energy recognizes Ihe gain or loss on the derivative instrument, a s  well as the otl'sctting loss or gain on Uic hcdged item in awnings, 
to the extcnt effective. in the current period All derivatives designated and accountrd lor as hedges iire classified in the siime category as the item being hedged in the Consolidated Statements 
o i c a s l i  Flows In iiddition. rill components of each derivative gain or loss arc included in h e  assessment of hcrlgc clTcctivencss 

No,nial Piechoso, om./No~~iiid Sdcr On a limited basis. Duke Energy applies the normal purchase and normal sales exception to certain contracts If contracts c a s e  l o  meet this 
esceplion. the fair  value of the cnntracls is recognized on tlie Consolidaied Balmce Sheels and tho contracts are accounted lor using thc MTM Model unless immerliately designated as a cash 
flow or fair  viiluc hctlgc 

osse~s outside the Midwestern United States, Duke Energy discontinued hedge ;iccoiinling Tor lonvard natural gas and power contracts accounted lor as cash !low hedges related to the former 
DENA operations and distlualifieil oilier forward ]power contracts previously dcsignaled under the normal purch;~.;es normal sales exception effective September 2005 As discussed further in 
Note 13, the impacts oi Uie disconttnuiincc of hedge accounting are included in (I 05s) Income from Discontinued Operations, net ol tax, on the Consolidtiled Statements of Operations 

for which quoteti market prices iire not aviiillit)ic. lair  viiiuc is u c i e i i ~ ~ ,  
valuiition adjustments are iilso recognized in the Consolidated Statements of Operoiions 

goodwill is subject to a n  a n n u l  test lor imp;iirnicnt Duke Energy has designolcd August 3 1 as lhe date i t  periorrns the annual review lor goodwill impairment for iLs reporting units Under the 
provisions oi SFAS No IJ.? Duke Energy pwiiirms the annual review for goodwill imptiirmcnt a t  the rcporting unit level. wliich Duke Energy has dctcrmincd to be ;in operating segment or 
one level below 

Impairment testing ofgoodwill consists a i  a two-step process I h e  first step involves a conipnrison of the determined fair value of a reporting unit with iLs carrying amount If the carrying 
;,mount ol the reporting unit exceeds its h i r  value. the second stcp of'the process involves a comparison of the lair value nnd corryingvalue of the goodwill o l  that reporting unit If the canying 
value of the goodwill o l  a reporting unit cxcccds the implied fair value of that goodwill, an impalrmcnt loss is recognized in an amount equal to thc excess Additional impairment tests are 
perfomcd 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 

estimated future cash tlows and estimated run rates of operation. maintenance. and general and administrative costs In estimating cash flows. Duke Energy incorporates expected growth rates. 
regulatory stability and ability to renew contracts as well as other fnctors info its revenue cind espensc lbrccnsts See Note 10 for fiirthcr informntion 

Oilier Long-tern, Invertiiimt$ Other long-term invstmenLs, primarily marketable securities held m the Nuclear Decommissioning Trust Funds (ND7Fj and the captive insurance 
investmetit portSolin, are classified as nvailable-for-sale securities as managemenl does no1 have the intent or ability to hold the securities to maturily. nor nrc they bought and held principally 
fu r  selling them in the near term Ihe  securities arc reported a t  fair value on Duke Energy's Consolidated 13alancc Sheets Reillizcd and unrcalized gains and losses. net of tax, on thc NDTF 
holdings are reflected in regulatory assets or liabililies on Duke Encrgy's Consolidated Balance Sheets a s  Duke Energy cxpecls to recover all costs for decommissioning its nuclear generation 
assets through regulated r a t s  Unrealized holding gains and losses, ne1 of I n x  on i l l 1  other av:iilahle-fi~r.mle securities are reflected in AOCl in Duke Energy's Consolidalecl Balance Sheets 
until they are realized. at  which time they are reclossiiied to earnings Cash lloivs lrom purchases and sales oi long-term investments (including the NDTF) are presented on a gross basis within 
investing cas11 flows in t l ie occompnnying Consolidated Statements of Cash Flows 

Pi.operty, Plant nncl EquipnicnL Propcrty, plant and equipment are stated a t  the lower of historical cost less accumulated depreciation or Cur value, dimpaired Duke Energy capitalizes 
all construction-related direct labor iind material costs. as wel l  as indirect construci~on costs Indirect costs include general engineering. taxes and  the cost of funds used during construction 
The cost of rcnewiils and betterments that extend the usclul life of property. plant and cquipmcnt arc also capitalized n l c  cost of repairs. replacements and major maintenance projects, which 
do no t  extend tlie useful Iif'c or increase the especled output of property, plant and equipmenl is expensed as incurred Depreciation is generally computed over the estimated useful life of the 
asset using the straight-line method 1 he 

As a result of the September 2llU5 decision to pursue the sale or oUier disposition of substantially all of former Duke Energy North America's (DENAj remaining physical a n d  commercial 

I"driarioi7. \Vhen available, quoted market prices or prices obtained through ex1em:il sources are used Lo measure a contract's fair value For contracls with a delivery location or duration 

Goodwill Duke Energy wiiluates goodwill f o r  potential impairment undcr the guidance of SFAS No 1.12, "Goodivill n i d  Otliui I n l n ~ ~ ~ i b l o ~ ~ r s ~ l s " ( S F A S  No 1-17) Linder this provision, 

Duke Energy primarily uses a rliscountcd cash Ilow analysis to determine lair value Key assumptions in the iletermination of Ihir v;ilue include the use of an appropriate discount rate, 
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composite weighted-average depreciation rat% cxclutling nuclear iuel.  ere 3 1900 lor 2007, 3 5196 for 2006. and 3 3-19'0 lor 2005 i\lso. see "Deferred Rctiirns and Allowonce for Funds Used 
During Construction (AFUDC)," discussed below 

amortizition When it sells entue regulated operoting units, or retires or sells non-regul:itcd properties, the cost is removed rrom tlie property account and the related accumulated deprcciation 
and amor t imion  accounts are reduced A n y  gain or loss is recorded in earnings. unless otherwise required by the applicable regulatory botly 

ossocinteil with the retirement of long-lived assets that result rrom the acquisition. construction, dwelopment andlor normal use of the asset and FIN No 47. '!.Icco~~iiti~ig/~i Condit~oiiolilsset 

Rehrcnieul Ob/rgot~o,i~"(FlN 47:4 lor condition;il AliOs ihe term condiliond 
retirement activity in which the timing and (or) method of settlement are conditional on a luture event that map or may not be within the cnntrol of the entity The obligation to perform the 
asset retirement iictivity is unconditional even though uncertiiinty esisLs iibnut the timing and (or) method of settlement l h u s ,  the timing and (or) method oi settlement may be conditionnl on a 
future event Both SFAS No 143 nnd FIN 47 require tha t  the fair value of a liability Tor an ARC) be recognivd in the period in which i t  is mcurred. if a reasonable estimate of fa i r  value can be 

Note 7 ior further inform;ition 

When Duke Energy retires its regiiliitetl property. plant and equipment, i t  charges the origind cost plus the cost 01 retirement. less siilvage vnluc, to accuniulnted depreciation nnd 

Duke Energy recognizes asset retirement obligations (ARO's) in  accordnncc wit11 SFAS No 143. '!4ccoeritiil~ For.-l,xsct Reliren~eiit  Ohlipolro~is"(SF,\S No l43j, for legal obligations 

t relirement obligation as iired In SFAS No 14: and i;W 47 relPrs to a legal obligation to perform an asset 

. . .  
made 'The lilir ~~ i i lue  01 l l ie liability is ;idded to the canying amoiint 01 tne iissociateu iisset l l i i C i 8 m ~  I C  . c  5,, 

lii~rstnicntr in Resiilreti:il, Coiiinicrciil, ;inif Multi-I~iiiiiily Rei11 Eshilc Prior to the deconsolidntion ol Crescent in September ?t:lilG, investments in residcntial, commercial and multi- 
family red estate i w r e  carried at cost, net of any related depreciation I~Ioiwver, any properties meeting the criteria in S?AS No 1-44, 'Xccoi i i ih i i~Jbr  l / ic ln~poi in~e~i l  or Dt>pomlo/'L oriS-hiwd 

..I rseis"(SFAS No I#), to be prcsentcd :is Assets I-lcld for Sale, were carricd at lowcr or cost or fair viiluc less costs to sell in the Consolidatcd Balancc Sheets Proceeds lrorn sales of 
residential pro~x'rties prior to September 2006 are presented within Operating Revenues and the costs of properties sold prior to the date of deconsolidntion nre included in Operution, 
h,laintcnance and Other in the Consolidated Statements ol Operations Cash Iloum related to the acquisiiion, development and disposal of residential properties prior to the date o l  
~lcconsolidation w e  included in Cash Flows irom Operating Activities in [ l i e  Consolidated Statements of Cnsh I'lows Gains and losses on sales of commercial and multi-lamily properlies as 
well as "legacy" lend sales prior to the date ol &consolidation arc presented as such in the Consolidated Statements ol Ojxrations, and cash flows related to these activities arc included in Cash 
Flows from Investing Activities in the Consolidated Statements ol Cash I.lows 

Long-Lirvd Assct Inipiiii iiieiits, Asscls Ilrlil For Sale :in11 Disrontiniicd Opernlions Duke Energy evaluates whether long-lived assets, cscluding goodwill, have been impaired when 
circumstances indicate the canying value of those assets may not be recoveroble For such long-lived assets, an impnirment exists when i s  carrying value exceeds the sum of estimates o i i h e  
uniliscountcd cash flows cspcctecd to result irom the use and c\,cntuiiI disposition of the asset When nltcrnntive courses of nction to recover the carrying amount of a long-lived asset ore under 
consideration. ii probability-iveightctl approcich is used for developing estrmates of future undiscounted cash flows IT the c;irg"ng d u e  o f t h e  long-lived asset I S  not recoverable based on these 

estimated future uniliscounted cash llows. the impairment loss is measiired as the escess o i t h r  carrying value of the asset over is fair value. such that the asxi's carrying value is odjUSted 10 its 

estimated fair value 
hiiancigcment 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, inturnally 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 tlie long-lived iissets 

Duke E,nergy uses the criteria in SFAS No 14.4 to determine when an  asset is ciossified as  "held for sale Upon classification as "held for sale." the long-lived asset or asset p o u p  is 

measured at the lower 01 its carrying amount or fair viilue less cost to sell. depreciation is ceased and the asset or asset group is separ;ilelp presented on the Consolidated Balance Sheets When 
an  t i se t  or asset group meets the SFAS No 144 criteria for classification as held for sale within the Consolidated Balance Sheets, Duke Energy does not retrospectively adjust prior period 
1xil;ince sheets to c o n h r m  to current year presentation 

Duke Energy uses the criteria in SI; AS No 14.4 and Emerging Issues Task Force @I"IF) 03-1 3. ':4pp!i~iiip /lie Coi~rl~lrom 111 Pora,yaph J2 01 F4SB Slolenieiit No I 4 J  111 Dclerniiiiiiig 

Il?lel/ier 10 Report Discontiiiired Oprntioiis"(E1TF 03-1 3) ,  to dcterminc whether compo- 
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ncnts of Duke Fnergy thiit are bein?, disliosed ol, arc classified as held lor sale or have been wound down are required to be reported as discontinued opciiitions in  tlie Consolidated Statements 

ofOperations To qualiiy as ii discontinued olieration under SFAS No 1-14. the compinent being disposed of must have clearly distinguishable operations and cash Ilows Additionally. 
pursuant to EITF (13.1.3, Duke Energy must not h a \ x  signiiicunt continuing iiivolvemcnt in the operalions niter tlic disposal (I e Duke Encigy must not hwc the ability to influcncc the 
operating or finmcial policies of the disposed component) and cash flows o l  tlie operations being disposed of must have been eliminated from Duke Energy's ongoing operations (i e Duke 
Energy does nvt expect to  generate signiiicani direct cash flows from activities involving the disposed componenr atter thc disposal transaction is completed) Assuming both prcccding 
conditions arc met. tlie related results d operations fo r  tlic current and prior periods, including aiiy related imp;iirments, a re  rellected as (1. ossj  Income Froni Disciiiitiiiucd Operations, net o i  
tax, in the ConsnliJoted S1:itements VI Opeislions I i  an iisset held for sale docs iint meet the rcquiremenLs Tor discontinued operations classification. any impairments and gains or losses on 
siiles are recorded in continuing operations :is (L osscs) Gains on Sales ol Other Arne& and Other, net. in tlie Consolidated Statements of- Oiierations Impairments for all olher lang-lived assets 
are recorded as ImpairmenLs ant1 Other Cliaiges in the Consolidated Statements 01 Operations See Note 1.3 irir discussion oidiscontinucd opcrnrions 

Ciipti~e Itisurnlice Ilcserrrr. Duke Energy has captive insursnce subsidiaries which provide insuriince coverage. on on indemnity basi:;, to Duke Energy entities iis well as certain third 
parties. on  a Iiniited b a s i s  hir various business risks and Iiosses. such :is workers compensation, property, business interruption and general liability 1.iahilities include provisions Tor estimated 

assumptions and arc primarily hdscd upon histoncal loss experience, industly d cstimatcs arc adjusted in futurc pcriods as actual losscs difier from 
histvr ical  experience 

anui 
. .  

lose5 incurred but not yet reportci rmTTR-- 
nrl vthcr actuarial assumptions Res 

Duke Energy's captive insurance entitics also have reinsiirmce cover;igc, \vIiicli provides reimbursement to Duke E n e r g  Tor certain losses :ibove a per incident andlor aggregate retention 
rcinsiiriince receivable ior rccovcry 0 1  incuired losses under its captive's reinsurance coverage nnce iciiliziition O i  the rcceisable is dcemcrl prohible by its captive 

insurance companies 

debt issues Any call premiums or uniimoltiml espcnses associated \\'it11 reiinancing higher-cost debt obligations to 1in;ince regulated iisseLs and operations :ire amortized consistent with 
regulatory treatment n i  those items. where appropriate The amortization cxpensc is recorded in continuing operations as interest cxpensc in the Consolidated Statements of Operations The 
ainortimtion espense is reilected as Depreciation and amortization within Net cash provided by operating activities on the Consolidated Statements of Cash Flows 

I m s  Conliiigciicics Duke Energy is involved in certain legal and environmental matters that arise in the normal course of business Loss contingencies are accounted for under SFAS 

No 3, "~lccnorrin,q fbi Confitiprcres," ( S F A S  No j j  Under SFAS No 5, contingent losses are recorded ivhcn i t  is determined that i t  is probable dint  a loss hiis occurred and the amount of the 
loss can he reasvnnhly cstimntcd When ii ranze 01 the probable loss exists and no amount within the range is n better estimate than any other amount, Duke E.ncrgy records a loss contingency 
at the minimum amount in the range Unless otherwise required by GAAI'. legal fees are expensed as incurred See Note 1 1  for iurther information 

Eiivireiimcntnl Erpcmditurrs Duke Energy expenses environmental espenditures re latei l  to conditions caused by past operations that do not generate current or iuture revenucs 

Unaiiiortirccl Dub1 1'1 ciiiiuiii, Discoutit aiicl 12spciisc I'remiums, discounts ;and expenses incurred with the issuance of outstanding long-term debt are amortized over tlie terms of the 

l~iivironincntal cspenditurcs rclnted to operations that  gencratc current or future revenues are cqxnsed or capitalized, as appropriate L iabilities are recortlcd on an undiscountcd basis wlien thc 
necessity inr en\wonmental remecliatinn bccomes prvbable and the costs can be reasonably estimated, or when olhw potentid envirunmcntal liabilities 

rcrini i ial ioi i  Beiiciik Duke Energy l ins on ongoing severance [plan that is accounted for primarily iinder SI; AS No 112, 

AS No I I 2 j  In general. tlie longer a termin;ited employee worked prior to termination the greater the nmount of sweran  
p lan  IJnder SFAS No 1 17, Duke E.nergy records ii liability lor severance once a plan is cornmilied to by miinngcment, or sooner iiseveronces [ire probable and the related severance benefits 
can be reasonably estim:ited Duke Energy accounLs for involuntary severiince benefits that are ineremcntal to its ongoing severance plan benefib in accordance with SFAS No 146, 

"..lccoiriifiri~.for C - m s  dusocrincr/ wilh kwf or Dis~~o~~il..lcfii~ilics'l  (SFAS No 146) Under SI; AS No 146, Duke Energy measures the obligation when all the criteria of SFAS No 145 are met 
and records tlic cxpcnsc a l  ita iair \ d u e  a t  the comniunication date i f  there are no future senrice requirements. or. i i  fbture sen'icc is required to receive the termination henelit, ratably over the 
service period From time to time. Duke Energy oflers special termination benefits under 
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voluntary severance ~iriigrams Thcse \olunt;iry severance programs may or may not include severance Isdyments accounted lor under l h e  ongoing severiince plan Spccial terminstion bmd i l s  

are accounted for under SI;t\S No 8s. " ~ i i i ~ ~ i ~ ~ ~ ~ ~ s ' : I c c o ~ i ~ i ~ ~ ~ i ~  @I Sdenic i i is  mid Ciiif~iilnicnf~s q/Dc/incd BL'iiqhlPcii,~mii Piiriir iimf.tbi I c i n a ~ i ~ ~ r i o i i  Beiic/h" (SFAS No 8s) Under SFAS 
No 88. spcciiil tcrminiition lienelits are niaisured upon employee ;icccpt;incc and recorded immerliatcly absent a signiiiciint retention period U ii significant retention period e 

the specinl termination benefits are recorded ratably over the remaining service periods of the nlfectcd employees 13mployee acceptance of voluntary sewrmce benefits is determined by 

management basctl on the iitcts tinil circumsliinces oi l l i e  special termin;ition benefit5 being ollcred See Note 1 2  Tor further inlormation on Duke Encrgy's severance programs 
Cost-U;isrd Rcgukition Duke Energy accounts fbr certain o i i l s  rcgulatcd operations undo. tlie provisions ol SFhS No 71, '!~Iccuri~if~rig Jbr tire E l ~ c l i  o/Ccrroiti l~i ' jwr q~Re,~irlci/rori" 

(SFAS No 71) T h e  ecnnomic clfecls 01 regulation can result in ii reguhtcd company recording assets Tor cmts that have hcen or ;ire expected to be apprwed for recovery irom customers in n 

f'uture period or recording linbiiitics lor amiiunts that are expected to be returned lo ciistnmers i n  the rate-selling process in  a period dilferent l rom the period in  ivhich Uie nmounls wonld be 
recorded by an iinregulated enterprise Accordingly. Duke Energy records assets and liabilities tliat result lrom tlie regulatcd ratemaking process that would not be recorded under GAAP for 
non-regulated entities hliinagement continually iis:iess~s whcther rcgUlZit<>ry assets tire probable of future recovery by considering lnctors such 11s applicable rcguliitory chanses. recent rate 
orders applicable 10 other regulated entities ;ind the status of any pending or potential deregulation legislation Additionally, manogement continually assesses whether m y  regulatory liabilitics 

or  competition increases, Duke Energy may have in reduce its assc l  b:ilances to rellect n market h s i s  less than cost and write-olY their associated regulatory assets and liabilities For further 

infiirriiation scc Mote 4 

Guiirnnlrcs Duke E.nergy iiccnunts for gumintees and reliited ConLTiicts, for wliicli it is the guarantor, under FIN No 45, "Giraioiifor's i lccoanli ig or i r l  Di,ciavrircReyiii,rr~ieiil.s f ir  

Giiormlms, I i i c l i r d r r ~  I n r l r r ~ c f  GI IN~ I~ I~ IL 'PS  o/ l~ideh/cd~icii e/ Ofher,"O;IN 45) In accordance with FIN 45, upon issuance or modification of a guarantee on or afler January 1, 2003, Duke 

Energy recognizes a liability ;it the lime 01 issuiincs o r  niiitcriiil modification fix Uie estimated fa i r  value 01 tlie obligation i t  iissumcs iindcr tliiil guarantee. if any Fair value is estimated using a 
l,robahility-wcighterl approach Duke Energy reduces the (obligation ovcr the term ol the gunrmtcc or related cnntract in a systematic and rational method as risk is reduced under the 

obligation Any additional contingent loss fix guarantee contracts outside Uie scope of FIN 4 5  i s  accounted for  and recognized in  accordance with SFAS No 5 
D k c  Energy liiis entered into various inrlemniiication a~reements re1;ltcd to purchase and sale agreements and  other types of conir;ictual agreements wilh vendors and  otlier third parties 

Tliese agreements typicnllv cover mvtronment;il. tax. 1itig;ition and other matters. as well  as brenches of rcprescnl8tions. warranties and coveniints Typically. claims may be made by third 

parties for various periods of time, depending on the niiture o f  !lie claim 17uk Energy's potcntinl exposure undcr these indemniiicntion agrecmcnls can range from a specified to an unlimited 
dollar amount, depending on l l ie nature of Ilia claim and tliu p:irticular transaction See Note 18 lor further information 

Stock-tlsiscd Coiiiprns:itioii. Fifectivc January I. 2006. Duke Energy adopted the provisions 01 SFAS No 12XR). ' ~ S l i i i ~ ~ - B ~ l ~ e d P q i ~ ~ ~ ~ ~ i / " ( S F / ~ S  No I Ism))  SFAS No 123(R) 
csiablishcs accounting fo r  stock-bascd awards. including stock options. exchanged for cmploycc and certain nonanployec seiviccs Accordingly. for einploycc awards, equity classified stock- 
based cvmjimsation cost is measured at the grant dnte. based on the i l i r  \,due of tlie award, and is recognized as expense over the requisite service period. which generally begins on the date 

the awird  i s  gr:inted through Uie earlier of the date t h e  award vests or the dale the employec becnmes retirement eligible Share-based awards, including stock options, panted to employees 

[lint arc already retirement eligible are ileemed to liiive vested immediately upon issuance. and thedore.  compensation cost for those awards is recognized on lhc date sucli awards are granted 
See Note 2 0  for furlher inforniiition 

Duke Energy elected to xlopt the modillcd prospective application nietliotl as provided by S F A S  No IZi i l l  j, and accordingly, financial stiitement amounts for periods prior to January 1, 

XI06 in his Form 111-K liave not been restated There were no modiiications to outstanding stock options prior to tlie adoption or SF 
Prior t o  21106 Duke Energy applied Accounting Principles Board (APB) Opinion Nn 75. "Accoiinfingfoi SIccklssirecJ 1oEnip 44. '5lccoenrinxJbr Ccilcnn TI niisnchoias 

I indvrng 9ock Conrprnohon (< in  ln~erprefc~iioii e/ ..IPB Opriiioii 25)'' and provided the 



DUKE ENERGY CORPORATION 
Notes 'Io C'onsolidntrcl IGniincid Statrnicnts(('ontinued) 

required pro forma disclosures 01 SFAS No 123. ': Iccoirtilrtig Jor Slack-Bn\cd Coni~misiilrori"(SlTAS No 173) Since the exercise price for al l  stock options granted under those plans w a s  

equal to tlie market value 01 the untlerlying common stock on the grant date. no  cornpenstition cost was recognized in the accompanying Consolidated Statements of Operations lor the year 
ended December 51 2iKi.S 

I<eventrc Recognition :mil Uiibilleil R e ~ c ~ i u c  Revenues on sales of electricity and gas are recognized when either the service is provided or the product is delivered Unhilled revenues 
are estimated hy applying an average revenue per kilowatt  hour or per thousand cubic fect (hlcf) for a11 customer cliisses I o  thc number of estimated kilowiitt hours or Mct's delivered hut not 
billcd llic arnnunt nf tinhilled rcvcnucs coil vary significantly p c r i d  to period as a resul 
revenues, which are recorded os Receivables in Duke Energy's Conso1id;ited Balance Sh 
The iimount a1 December 31. 7006 excludes iinbilled revenues related to the nultiral gas businesses transferred in Innumy 2007, as  discussed . I ~ Q V ~  

\scadicr. custoincr usage patterns and customer mix Unbilled 
6, were npprosimately $380 million and S.30 million, respectively 

Prior to the deconsolidiilion of Crescent in September 21106. profit from the sAe of residential clevelnped lots \vas recognized at closing under die iull accrual method using estimates of 
nveriige gross profit per Int within ii pro~cct or phase of ii project based on total estimated project costs Liind and land de\dopment costs were allocated to land SQICI based on relntive sales 
values Crescent recognized revenues from comnierciiil and multi-fam:ly project sales at closing. or later using a deferral method when the critena for sale accounting had not been met Profit 

Crcscent d ~ ~ l o p c d  and sold in Flnrida 

amortization is recorded using the uni t~-n1-~~rot luc t i~~n mcthnrl 

. .  
was recognized based on the diilerence between the sales price and ttie c e q i n g  cost 01 tnc prujcci ~ w ~ e i i u c  \\!,is < c ,  

Nucle:n Fuel Amoniznlion o i  nuclear Cue1 purch;ises i s  included in tlie Coiisolid;ited Statements o1 Operations :is Fuel Used in Electric Generation and Purchased Power The 

Derei red  I<ctui 11s and Allowniicv Tor Foiids Usud Ihiving Coiisiraciion (AlWDC) Delcrred returns, iecordcd in accordance with SFAS No 71, represent thc estimated financing 
costs assocrnted with funding certain regulatory rissets or liiibilities of U S J~ranchised Electric and Giis The iimount o l  deCcrred return expense included in Other lncome and E.spenses, net 
w a s  615 million in 2007, $14 million in 2006, and $13 million in 21305 

AF7.JDC. r h c h  represenl.; the estimated debt and equity COSLS of capital funds necessary to finance the construction of new regulatctl factlities, consists of t\vo com1mnents. an equity 
component and an intorcst component 7 he equity compmcnl is a non-cash item AFlJDC is capitalized as a componmt of Property, Plant and Equipmcmt cost, with oilsetting credits to the 
Consolidated Statements 01 Operatinns Afier construction is completed. Duke Energy is permiited to recover tliese costs through inclusion in the rate base and in h e  deprcciolion provision 
The total ainounl of A l W K  inclutletl wiUiin income from continuing operations in the Consolidalcd Statemenl.; of Operations w a s  510'3 million in 2007, which consisted of an afier-tax equil). 
component oiX69 million and  a hefore-ins interest es lxnse  componcnt of $-IC million nie tntiil amount of AFLDC included witbin income from continuing operations in the Consolidated 
Statements of Operations was $15 million in 20116. which cnnsistcd of on after-tax equity component of $46 million ond n bcforc-lax intcrcst expense component of $29 million The toto1 

amount of AFUDC included within income from continuing operations in the Consolidated Statements of Operations was S.31 million in 2005, which consisted of an alter-:as equity 
component o i  $22 million and a belore-tax interest expense component of $9 million The preceding m o u n t s  exclude AFUDC of approsimalely $22 million and $1 7 million for the years 
ended Dcccinbor 31, 2006 and .YiO.S. rcspcctivcly, wliicli is included iii (1 oss) lncomc From Discontinucd Opcrdtioiis, net of tas, on tlic Consolidated Stalcmcnts of Operations 

oJ i )  Sub~idiot~f"(SAI3 Nn 51) IJnder SAB No 51. compiinies may elect  via on accounting policy decision. I n  record a gain or loss on the sale of s twk of a subsidiary equal to Ihe amount of 

proceeds received in excess of tlie c;irqing value ol thc shares or to record suck gain or loss as an adjustment lo paid-in capitiil Duke Energy has elected to treat such dillkrences as gains or 
losses in earnings. which would he rei'iected in Gain on Sale of Subsidiiiry Stock in tlie Consolidated Stnlcments of Operslions During the year ended December 31. ?006. Duke Energy 
recognized a gain 01-approximately $I 5 million related to the sale oC securities of the Duke Energy Income Fund (Income Fund). which is reflected in (I oss) Income From Discontinued 
Operations. net oicas.  in the Consolidated Statements or0per;i l ions See Note 13 I"orfwthsr inlormation 

Accountiiig For 1'urch;iscs and Salrs o f  Eniibsiun Allorr;i:ices Duke Energy rccognizcs emission allo\vances in earnings as they arc consumed or sold Gains or losscs on sales of 
emission allowances Sor nnn-reguliited businesses are presented on ii net hiisis in (1 QSSCS) Gains on Sales o i  Other Assets 2nd Other, net, in die accompanying Consolidated Statements of 
Opentinos For rcgulatcd husinesse.; that provide for direct recovey  of emissinn iilloivances. any gains or I n m s  on isles ol' recoverable emission allowances are 

Accoiinting Fur Sales of Stuck hy ;I Subsidiary. Duke Energy accounts Cor soles of stock by a subsidiary under Stiil'f Accounting Bulletin (SAB) No 5 1, '!.lccoirrih17g/or Sdes ofSlock 



PAR1 II 
DUKE ENERGY COW(:)IIATION 

Notes 'To C'onsolid iitecl fini:nci;il S t;iteiiients(~'oiitiiiuecl) 

included in the rate structiire o i t h e  regiilatnl entiiy and  ;ire delcncrl as a regul:itory asset or liability Future rates charged to retail customers are impacted lby any gain or loss on sales of 
recoverable emission allowances and, therefore, as the recovery oi the gain or loss is recognized in operating revenues, the rcgulato~y nsset or liability relaled 10 the emissioii allowance activity 
is recognized as ii component of Fuel Used in Electric Gcneriition and Purchiised Power in tlic Consolidatecl Stiitemcnts 01 Operiitions For regulated businesses that do not provide for direct 
recovery of emission allowances through ii cost tr;icking mechanism, g u n s  ;and losses on sales of emission allowances are included in (I.osses) Gains on Sales of  Other Assets and Other. net in 
the Consolidated Statements of Operations. or are deferred, depending on level 01 regulatory ccniiint) Purch;ises ;and sales o1 emission allowances are presented gross as investing activit ia on 
tlic Consolidated Statements of(?ash F l o w s  

Income Tares Duke Energp and its subsidinrics f i le a consolidated Iederal income tas return and other state ;and foreign jurisdictional returns as required Dcierred income Lases have 

been provided for temporary diifercnccs between the GAAP and tiis carrying iimounts of assets and liabilities These dilTerences create kisable or L?s-deductible amnunL7 for future periods 
Invcsunent tas credits have been delcrred and are being amof l iml  ovcr thc cstiinated usciul lives of tlie relatd properties 

4S), wlueh was adopled by Duke Energy on 1anu;iry 1, ?007 Duke Energy records unrecognized tas benefits for positions taken or espected 10 be taken on t i is  returns, includmg the decision to 

examination by the taxing authorities A,Janogemcnt c ~ a l u a t e s  each position based solely on the technical merits and lacts and circumstiinccs oi  the position, assuming the position will be 
esamined by a lasing authority hiiving lull I;nowledgr: o i  a11 relevant inlormiition In ticcordance with FIN -IS. Duke Energy rwords the largest amount of the unrecognized tas benefit that is 
greater Lhiin 5045 likely of being realized upon settlement or etl'cctive settlcmenl hlanogement considers a tiis position ellectively settled Tor the purpose of recognizing previously 
ulvecognized tils benefits wlicii the iollowing coriditions esist ( I )  the tasinp mihority has cornplctcd its examiriiitirin proccilurcs. including a l l  appeals and administrative rewews that the 
tosing authority is required and expected to perform Tor the ins positions. (ti) Duke E.nergy does not intend 10 nppeiil nr l itigiite any iispecl oithe t n s  imsition included i n  the completed 

esamination, and (iii) it  is remote that die taxing authority ivould examine or reesamine any aspect o i  the tax position See  Note 6 for iurther d o r m a t i o n  

Operations 

Energy's abiliiy to collect l i om the cuslomcr, are accounted for on a gross basis \When Duke Energy acts :is iin agent, and the t;is is not required l o  be remilted if it is  not collecled from the 
customer, the lases :ire accounted fix on a net basis Duke Energy' 
Opcmtions Cor years ended Dcccmbcr 3 I ,  ?iOCl7, .?iX:I6, snd 2005 w 

Management evnluiiles iind records uncertain tiis positions in iiccordonce with FIN J S ,  "..Iccoiiiiliiig FOI llrrcei lriirih'li7l~lcorrie 7mes--oll lnlopicfnl ioir oJ'E4SB Slilteinerif IOU," (FIN 

. . ,  , .  . esclude certain income or transactions lroin a m u m .  when it more-lih.ely-tn,in-noi t ~ u w i ~ ) i c i  is iiiei 13 I ,  

Duke Energy records. as i t  relates t i )  taxes. interest expense tis interest Expense antl interest income and penalties in Other Income and  Espenses. net. in the Consolidated Stiitemcnts ol 

Excise Tsres Certain escise tases levied by state or local gowrnments are collected by Duke Energy from its customen: These lases, which ore required to be paid regardless of Duke 

ind recnrded iis revenues in the :iccomp;inying Consoliilated Statements of 

Y G ~ I  1Sntlrtl Year Ended Y car Entlctl 
Deceiiibri 31, LO07 I)ecciiibrr 31,2006 Ueceoibcr 31,2005 

(ill iiiilliuns) 
E $ 277 s 111 21 

Segment Rcponing SFAS No I 3  I. 'nrdosirt es aborrr Sqperrrs  o/ mi Enr,~tpr-i~e a i id  RclorerlIr~brniirfiori" (SFAS N o  I; I ). estniblishes standards for a public company to report 
1-inancial and descriptive inionmation about its reportable operating segments in annual and interim financial reports Operating segments are components of an eiiterprise about which sepnratc 
financial information is aviiilable and ovnluiited regularly by the chieloperating dccision maker in deciding how to iillocate resources nnd e \dua ta  performance ' T w o  or more operating 
segments may be aggregated into a single reportable segment provided aggregation is consistent with the obJecti\'e and basic principles of SFAS No 1-31. i f the  segments have similar 
economic characteristics. and tlie segments are considered similar tinder criteria provided by SFAS No 13 I There is no aggregation within Duke Energy's repoflabiz business segments SFAS 
No 131 also establishes stiindnrils and relotcd disclosures iibout the woy the operaling scgmenls wcrc determined including products and services, geogriiphic areas m d  major customers, 
cliEerences between the measurements used in reporting segment information and those used in the gener;il.purpose linancial st;ttements. a n d  changes in the measuremmt of segment amoiints 
from period to period The description of Duke E,nergy's reportable segments. consistent with how business results are reported internally to maniigement antl the disclosure of segment 
information in accordance with SFAS Nn 131, is presented in Note 3 



PAllT I 1  
DIJKE FNERGY COIIPORAIION 

Notes 'To C'onsolidotetl Ihincial  Stateiiients-(Continued) 

Foreign Corrciicy 1raiisl;itinii -llic local currencies of Diike Energy's foreign oper;ilions hwe been determined to l ie their functional currencies. except for certain forcign operations 
whose function;il currency has been determined 111 be the U S Dollar, based on an  assessment ol the econiimic circumstances oi the loreign operation. in accordance with SFAS No 52. 
"Foiuigii C i t r ruq .  Trmi,ht io i~ "Assets nnd liabilities of ioreign operutinns, except for those whose functional cusrencp IS tlic U S Dnllor, Eire transliited in to  U S l~o l lnrs  at tlie exchange rates 
at period end Translation adjustments resulting from fluctuations in exchange r a t s  are included as a separate component nf AOCl Revenue and expense iiccnunts of these operations are 
trnnsliitetl at average exchange rates prevtiiling during the year Fains and losses arising irom Iransactions denominated in  cursencies orher than the lunctioixil currency. which were immaterial 
for all pcriods prcscntcd, are included in tlie results ol operations of the period in \shich they occur Deferroll taxes are not provided on traiisliition gains and losscs where Duke Energy cspccts 
earnings of  a foreign operation to be perm:inently re invs ted  Gains and losses relating to derivatives designated as hedges o i t h e  foreign currency exIiiisure ofti net invcslmcnt in foreign 
operations are reponed in foreign currency transliition as a separate component ol AOCI 

cash received from insurnnce proceeds, debt restricted Cor qualified capital and maintenance expenditures and cosh overtIraits Cash Ilows from discontinued operations are combined with cash 
flows rrom continuing operations w t h m  operating. investing and financing cash flnws within the Consolidatcd Statements of Cash Fln\vs Cash received from insurance proceeds are classlfid 

irom damaged property are i n c l u d d  a s  ii component o f i n v a t i n g  activities) Proceeds lrom rlebt issued ivith restriciions to lund Suture capital and maintenance expenditures arc p r a c n t d  on a 

gross basis, with the debt proceeds classilied as a linancing cash inflow and the chonges in the restricted lunds held in trust presented as a cmnponent of investing iictivities \Vith respect lo 

cash overdmlk, book o v e r d r n k  arc included within oper:iting cash flows ivliile hank ovwdrafis are included within financing cosh lloivs 

SLlteiiletiis orCoiisolid;itetl C;isli Flows. Duke Energp lias made ceniiin classification elections within its Consolidated Statements of Cash Flows relat~tl  l o  discontinued operations. 

. . . . . . . 
ctepmding on the activity that  resuitetl in [lie insurance proceeds (lor example. generiil iiiiriilily insusailce prIxccus arc i n c i l i a  c S L C  < L L L 

Distributiuiis Frurii Itquity Iiivestces. Dukc Energy considers dividends rcccived fiom cquib  invcstecs which do no! excccd cumulative equity in ciirriings subscqucnt to the date of 
investment n return on investment and classifies these amounts tis operiitinS activities within the ncconipiinying Cnnsi4idnte:rl Statements 01 Ciisli Flows Cumulative dividends received in 
excess of cumulative equity in earnings subsequent to &e date ni investment :ire considercil a return o f  investment :and are classified as investing activities within tlic accompnnying 
Consoliditled Statements of Cash Flows 

Cuinulntive Ellcct ol  Cli;isgcs in Accounting I'riiiciplcs As o i  Dcccmbcr 31. 2iXi5, Duke E n e r g  iidoptcd tlic provisions 01 FIN 47 In accordance with tlie transition guidance ol this 
standard, Duke Energy recorded ii net-01-tils cumulative elfect adjustment of nppr~ximately $4 million The cumulative elicct adluslment had ;in immaterial impact on ewnings-per-share 

New Rccoiiiitiiig St;iiid;~rds The following new accountmg standards were ;~dopted by 13uke Energy during the Year endcil Decenilnr 51, 2007 and the impacl of such adoption. if 

SF..ISNo. 155, '!.lccoimti~ig [or C o  m i i t  NirDi-idl;liioiiclo/ Iiirti-iririetils-oli on;eiicbire~it qfF.lSl3 Stotenieiilc No. 133 olni 1-10 

(EPS) 

oppliciiblc, hns becn presented in the accompanying Consolidated Financial Stntcmcnts. 

No 155. which amends SFAS No 1 j.3. ".4ccorinriiig jot Dcr11~01ri~e I i i .Wi inrr .no  om/ Ifedgiiig .dclri-iti& and SFAS No 140. "..lccortrittrrg Ibr 7 1  ~ i i i s f i m  ond Sciwiciiig o/Fi1in~ictolA nets md 
~ ~ t i i i ~ , i s l i i i i ~ i i / . ~  o/Liohilitie,f' (SFAS No 140) SFAS No I55 allows linancial instruments tha t  hiivc emhcclded derivatives to be acco for a t  fair \due at acquisition, 31 issuance. or wlicn 
a prwiously recognized financial instrument is subject to a remensurement (new hasis) event, on an i i istrummt-l~~-instrument basis. in in which a deriwtive ivould othenvise have to be 
bifurcated SFAS No 155 was effective for Duke Energy lor all fin;mcial instruments acquired, issued. or suhject to remeasurement after January I .  ZW17. iind Ibr certain hybrid 1-mancial 
instruments thnr had k e n  bifurcated prior to Ilie e lkc t ive  date. for wli ich tiit erfect is to be reported as a cumulatiw-ell;.ct iid.luslment to beginning rctained earnings The  adoption of SFAS 
No I55 did not hnve n miiterinl impact on Duke E,nergy's consolidat& results oioperations, cash flows or lintincia1 position 

amends SFAS No 140 SFAS No 156 requires recognition of :I servicing asset or liability when an  entity enters into nrrangemr'nls to senrice linancial instruments in cerlain situations Such 
servicing assets or servicing liabilities arc rcqiiired to In, initially mcasurcd ut  fair value. if  practicable SFAS N n  I56 also al lows an cntity to subsequently measure its servicing assets or 
servicing liabilitics using either an amor t i7don method o r  a lair value method SFAS Nn 156 was ell;ctive l o r  Duke Energy i i s  

ISNo 155) In February XU(% the FASB iswed SFAS 

SI;;ISNo~ 1.16, '!4ccoirnting joi Soviciiig qfFiiimicid . Isrd--on onie,riiniunt qfF4SB StRt,?iIICntNo. 1-10'' (s~~~I.sI\'<J. 156) In h*l;irch 2006. the FASB issued SFAS No 1.56, which 
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o i  January I .  2007, and must be applied iprospectivcly. cxcept that where ;in entity elects to remeasure separately recoenizsd existing arranpemenls an(l reclnssify certain availalnle-lbr-wle 
securities to inding securities. any eilects must be reponed tis a cumulative-ellect adjustment to retained earnings Ihe iidoption of S F A S  No I .i6 did not h:we a materiiil impact on Duke 
Energy's comolidntcd results OS operations, cash Ilows or finiincial position 

SI;,lSNo 159, "Eniplo~~ci~'~ ..lccorrii~t,tgfoi- De/iileJBenefit Peim'orr ai7dOtlrer. Po.~trctbnnicnf Plans, iirt aiiiotdnrciil @K.ISB Sf i r~c i i i c i t~ r  No S7. 9s. IO6 and 133R)" (SF.4SNo 1SS) in  

October 2006. the FASB issued SFAS No 158, which changes the recognition and disclosure provisions and me;isurement d:ite requirenietits lor an emplnyer's accounting filr defined benefit 
pension and oilier postretirciiicnt plans nlc recognition and disclosure prwisions require a i l  cmployer to ( 1  j rccngnizc the funded siatus <>fa  hcnciit plan-measurcd as the JiITcrciicc bctwem 
plan assets at fnir value and the benefit obligation-in its statement of iinancial position, (2) recognize 41s a component of other comprehensive income, net of tax. the gains or IOSS~S and prior 
service costs or credits Uiat arise during the period hut are not recognized as components OS ne1 periodic beneiit cost, and (3j disclme in the notes to financial statemenLs csrtain additional 
information SFAS No I j S  does not change Uie amoun& recognized in the income statement iis net periodic benefit cost Duke Energy recognixd the funded status of its defined benefit 
pemion and other postretirement plans and provided the required ndditional disclosures as of December 3 I. 201:l6 The adoption of SFAS No 1 s  recognition and disclosure provision? resulted 
in an increase in total assets of approstmately $21 I million (consisting n f a n  increase in regulatory assets of $595 million, iin iiicre:isc in deferred tax assets of'X1-14 million. o f k t  by a decrease 
in pie-iunucu pcnsion costs ol-n iliiu ti urcicii d.\. 

ofapproximately $250 million as of Deccmber 31,  ZOIC6 n i e  adoption 01 SFAS No 158  did not have a material impact on Duke Energy's cnnsoliilated rcsuILs of ap&?tions or cash flows 
Under the measurement date requiremenls of SFAS No 159. an employer is required tn measure defined benelit pion rasscLs and obligations tis 01 the rlate of the employer's fiscal year-end 

hs prior to the f iscn l  y a r - e n d ,  as ; i l l o w ~ I  under 
ts and bcnclit nbligaiions as of that datc, 

statement of financial position ( w i h  limilcd exceptions) I-listorically, Dike Energy liiis measured i t s  plan assets and ob1ig:itions up to three 
thc ;iuthoritntivc accounting literature D k c  Energy adopted the changc in measurement datc effcctivc January 1. 211117 by rcmcasuring plan 
pursuant to the trimsition requirements of SFAS No 15s See Note 21 

uncertiinty witli respect to the recognition of n tax benefit in D k e  Energy's f inmcial  statements FIN 4s prescnbes Uie minimum r e c o g n ~ ~ ~ o n  threshold a tax position IS required to meet Ins 
positions arc defined vcry broadly and include not only tax deductions and credits but also decisions not to rile in a particular prisrlictinn. :is well as  the taxabilliy of transactions Duke Energy 
adopted FIN 48 effective January I ,  2007 See  Note 6 for additional inlormation 

clarifies the conditions under FIN J S  that should be met for a tax position to be considered cfl-ectively settled with the lasing ai~thorit? Duke Energy's adoption o i  FIN 48 as ol January I .  2007 
W D S  consistent with the guidance in this FSP 

a modification of an  instrument in connection with an equity restructuring should be considered a modification for purposes 01 applying FS? N o  FAS 125(l<)-l ,  '"Clarriticalioii oiid 
i\/ensrrrenic,tl ofFreas1oitdriiy Fiiiar~nnllit.s~rr~~i~errtt O~iy~rt~lli~ls.siiecltrr E.schoiigc/or Eiiiplojrc Services rirrilir F:ISB Stotenrerrl No I?j(RJ (FSP No F 3 S  1?3(7?1-1) " In August 2005, the 

FASB staff issued FSP FAS 123(R)- 1 to defer indefinitely the effective date of paragraphs A23OLA222 01 SFAS No I23iRi  and thereby require entities In apply the recognition and 

measurement provisions ai SFAS No 123(li)  throughout the 1d-e of an  instrument, unless the instrument is inorlificd when the holder is no longer :in employee The recopi t ion  nnd 
measurement of an instrument that is modified when the holder is no longer an employee should be determined by iiUicr applicable C i A W  FSP No FAS 1 ? i (Rj -5  addresses motlilications of 
stock-based awards mnde in connection with an equity restructuring ond clarifies that lor instruments that were originiilly issued os employee cornpenstition iind then mndiiied, and that 
modification is made to the terms of the instrument solely to reflect an equity restructuring that occurs when the holders are no longer employees. no change in lhe recognition or the 
measurement (due to B change in classification) of  those instruments will result ifcenain conditions are met This FS? was elkctive for Duke Energy as of J;inuary 1 .  2007 As discussed in 
Note 20, effective with the spin-oSf of Spectra Energy on January 2, 21107, all previously granted Duke Energy long-twm inccntivc plan equity awards \vwc modified to equ~lably adjust the 

awards As the modifications to tlie equity awards were made solely to rellect the spin-on., no change in tlie recognition or $he measurement (due to a chmge in classilication) of those 
instruments r su l ted  

FlNNo JS In July 20136, tlie FASB issued FIN 4s. which provides guidance on accounting for income tax positions ahout which Duke Energy has concluded there IS a level of 

irilSB StogPoirtroii (FSP) No. FIN 49-1. Dejiiitioii oJ 'SctIIenieril" 117 ~ ~ l S B J r r l e ~ ~ ~ r e l ~ i l i a ~ t  N a  JS (FA? N o  F l N  &Y-I J In May 2OU7, Uie FASB staff' issued FSP No FIN -18.1 which 

FSPNo K4S lU(R)-S,  ':.lnreiidirorl oflCISB S/@Podtion F..lS IZj(R)-l "(FSP N o  F4S l23(R)-S) In October 2W6. the FASB staff issued FSP N o  FAS I 2.3(R)-5 to address whether 
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PARI 11 

Notes To Consolidated finsncial Stetciiients(C'ontinuccl) 

The followins new accounting standards \yere adopted by Duke Energy during the year ended December 3 I, 2006 and the impact ol such ;idoption, i l  npplic:ible, has been presented in the 

SICISNO 123(R) "S/rore-Rore~IPin',,rL.nl"(SI',~lSNo IU(Rj )  In December 2004, thc FASB issued SFAS No 123(R). which rcpliices SFAS No 123. "Accounting lor Stock-Based 
accompanying Consolidated Fintincia1 Statements. 

Compensation." and supersedes APB Opinion No 25. "Accounting for Stock Issued lo Employees " SFAS No I l 3 ( R )  requires all share-based paymenls to employees. including grants of 

employee stock options. to be recognized in the financial statements based on  their fair values For Duke Energy. liming for implementation nf SFAS No I L3(R) was January 1. 2ilCUi Ilie pro 
forma disclosures previously permi t td  under SFAS No 123 arc no  longcr an acceptable alternative Instead, Duke Energy is required t o  determine a n  appropriate cspcnac fix stock options and 
record compensation espense in the Consolidated Statements of Operations for stock options Duke Energy implemented SFAS No 12i (R)  using the modified prospective transition method, 
which required Duke Energy to record compensation expense for all unvesled awards heginning kinuary I ,  2W)6 

tiwards) Compensation cost reloted to those awards w a s  previously espensed over the stated vesting period or until actual retirement occurred Effective innuar). 1. 211116, Duke Energy is 

required to recognize compensation cost for new awards granted lo employees over the requisite sewice  period, which generally begins on the date tlie award is g a n t e d  through the earlier of 
, yl<*iilr: the date the :!ward vests or tlie (late the employee becomes retiremenl e l i g i ~ i e  bniire-Daseu : i w v  

deemed to have vested immediately upon issuance, and thcrcfore, compensation cost for those awards is recognized on the d,ile such awards are granted 

Duke Energy currently also has retirement eligible employees with outstanding share-based payment awards (unvestd stock oivords. stock based perlormancc awards and phantom stock 

. .  

The adoption of SFAS No 123(Rj did not have a material impact on  Duke Energy's consolidated results oioperations. cash flows or linmciol position in ?it06 based on awards 
outstanding as of the implementation date However, tlie impact to Duke Energy in periods subsequent lo adoption of SFAS N o  1 Z i ( R )  will be largely dependent upon the nature o f n n y  ncw 
shire-based compensation awards issued to cmployecs See Note 10 

Slifl,Iccoir,~li~rg Birlleiiri (SIB)  No IO8, "Corisrrlering /lie ,!?[)&A ofprior J'COI A l i s s f i ~ f e n ~ e ~ i f . ~  IMren ~aaiifif,vig A f i s s l n l ~ ~ ~ r e ~ i l s  111 CIII-J eiil Yen1 ~ 1 1 7 c 1 1 ~ ~ 1 c 7 /  Slolenre~ils" (S:IB N o  10s) Ln 
September 2006 the Securities and Eschange Commission (SEC) issued SAB No 108. which provides interpretive guidance on how the erects oithe carryover or rwersal  of prior year 
misstatements should k considered in quantifying a current year misstatement Traditionally. there have been tivo widely-recognized ;ippri)acha Tor quantifying the effects ol linancial 
s t a t m m t  misstatements The incomc statement approach focuscs primarily on the impact of a misstatement on the incomc statcmcnt-including the riversing el'fcct o i  prior year misstatcmcnb 
-but its use can lead to the accumulation of misstatements in the balance sheet The balance sheet approach, on the other hand. locuscs primarily on tlie clfect of correcting the period-end 
balance sheet with less emphasis on Uie reversing cll>cts of prior year errors on the income statement T h e  SEC staff^belicves that registrants should quantify errors using both a balance sheet 
and an income statement ;approach (a "dual approach") and evaluate whether eithcr 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's year ending December 3 1 ,  2006 SAB No I08 permits existing public companies to miti;illy apply its provisions either by (I) restating Iprior 
financial statements as if the "dual approach" had alwnys k e n  used or (ii). under certain circumstances. recording the cumulative ellect of inilkilly applying the "dual approachm as adjustments 
to the carrying values of assets and liabilitics as of January I ,  20iJ6 with an offsetting adjustment recorded to the opcning balance of rctaincd earnings Duke E n c r g  has historically used a dual 
approach for quantifying identified linancial statement misstatements Ilierefore, the adoption of SAB No 108 did not haven  m a w i d  impact on Duke Energy's consolidated results of 
nperations. cash flows or financial position 

The following new accounting standard was  adopted by Duke Energy during the year ended December 3 I ,  2005 and the impact of such adoption i i  applicable. has been presented in the 
occomponying Consolidated Financinl Statements. 

FlNNo 4 7  In March 2005, the FASD issued FIN No 47, which clarifies the accounting for conditional asset reluemcnt obligations ns used in SFAS No Id.? A conditional asset 

retirement obligation is :in unconditional legal obligation to perform an asset retirement activity in which the timing and (or) mclliod of settlement are conditional on a future event tliat may or 
may not be within the control o f t h c  entity Jherdorc. an entity is required to recognizc a liability For thc fair  value o r a  conditional asset rctircrnont obligation under SFAS N o  143 i l  the fair 
value of the liability can be reasonably estimated l l ie  provisions of FIN No 4 7  were ea'ective for Duke E,nergy as of Dccember 31, 2005, and resulted in an increase in a s e t s  ol %3 1 million, 
an increase in liabilities of 535 million and a net-of-tax cumulative effect adjustment to earnings of approximately 54 million 
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llie following new accounting standards have k e n  issued bill have not yet been adopted by Duke Energy as of December 31, 2007 

S F X N o  157, 'F1;oir l ' ~ r / ~ ~ e A ~ ~ . i t n ~ r e n i r ~ i / ~ " ( S l ; ; l S  No 1571 In September .?OM. h e  FASB issued SFAS No 157. ivliich defines lair vtilue, establishes ii framework for measuring fair 
value in GAAP, and expands disclosures about fair viilue mciisurcmenls SFAS No 157 docs not rcquirc any new fair vnluc measurcnicnts Thc npplicittion of SFAS No 157 may change Duke 
Energy's c u m n t  practice for measuring fair valucs under other accounting pronouncements that rcquirc fair value measurements For Duke Energy, SFAS No 157 is eITective as 01- January 1. 

200s In February 3008. the FASB issued FSI' No 157-2. which delays the eflkclive tliilc: of SFAS No 157 for one year for nonfinancial assets and liabilities. except for items that are 
rccognizcd or disclosed a t  lair valuc in the financial stntcments on a recurring basis Dukc Energy docs iiot expect to rcport any matcrial cumulative-effect adjustment to bcginniiig relain(x1 
earnings as is required by SFAS No 157 for ccrtain limited matters Duke Energy continues to monitor additional proposed interpretativc guidance regarding the application of SFAS No 157 
To date, no matters have been identified regarding implementation of SFAS No I57 that would have any material impact on Duke Enogy ' s  consolidated results of operations or linancial 
position 

SFISiVo 159, ' 7 1 1 ~  Ftiir Vdrie Oihmfor  i;ii ini1~1o/,~Issc1s ortdFiir~oiicid Liabi/ilics"(SF,lS~~Vo. 159.1 In Februaty 2Oir7, tlie FASB issued SFAS No 159, which permits entities to 
choose to measure many linancial instruments and certain other items at  fair value For Duke Energy, SFAS No I59 is effective as of January I ,  2008 and will have no  impact on amounts 
presented i i r  periods prior to tlie effective date Uuke hnergy does not currently have any tinancial ; iss~Ls or Iiniinciai i i a b b  

However, i n  tlic futurc, Duke Energy may elect to measure certain financial inslrumcnts at Coir value in accordance with this standard 
I L LL ljLlCU 

. .  ' 

~ / 7 % / r r i i e  No. 06-1 I .  ':lccoriiitiiig foo,.Iiiconre I ~ m  Beii~zjls qfnividerids oii S1 i re -BascdPa~~i t re i~~ i l~~~n ,?~s" (~ lTF  06-111 In June 21107, the EITF reached a consensus that would require 
realized income tax henelits from dividends or d i v i d d  equivalents that :ire charged to retained earnings and paid to employees ior equity-classified nonvested equity shares, nanvestcd equity 
share units, and oulstanding equit). share options Io be recognized as an increase lo additional paid-in ciipilal In addition. EITF 06-1 I would rcquirc that dividerids on equity-classified sliare- 
based payment awards be  reallocated between retiiined earnings (lor awards espectcd to vest) iind compensation cost (for awards not espected to vest) each reporting period to reflect current 
forfeiture estimates For Duke Energy, EITF 116-1 1 must be applied prospectively to the income tax benefits of dividends o n  equity-classified employee share-based payment awards that are 
declared in iiscal years beginning January I ,  Z I N S .  its ~vell as interim periods within those fiscal years Early application would be permitted as of ilie beginning of a iiscal y a r  for which 
intcrim or annual financial statements have not yet k e n  issued Duke Energy is currently evaluating the impact of applying EIIIF 06-1 I ,  and cannot currently estimate the impncl of EITF 06.1 I 
on its consolidated results of operalions, cash i lows or linancial position 

Coirrbi~ionoia " SFAS No I41R retains the lundamental requiremenls in SFAS No I41 that the acquisition method of accounting be used for all busincss combinations and t l i a ~  an acquirer k 
identified for ciich business combiniition l l i i s  statcmcnt nlso establishes principlcs and requirements for how an  ocquircr recognizes irnd meiisures in its financial stalcments thc identifinblc 
assets acquired, the l iabilities assumed, any noncontrolling (minority) intercSls in an acquiree, and any goodwill acquired in a business combination or gain recognized from a bargain purchase 
For Duke Energy, SFAS No I41 R must be applied prospectively to business combinations for which the acquisition date mcurs  on or after January 1. 20(19 The impact to Duke EnerLy of 
applying SFAS No I41(R) for periods subsequent to iniplcmentation will be clepcndent upon the nature of any transactions within tlic scapc of SFAS No I4I(R) 

FASB issued SFAS No 160. which amends ARB No 51, "CoriroltlJiil~dFi~miicial Slolenieitls," to establish accounting and reporting standards for the noncontrolling (minority) interest in a 
subsidiary and for the deconsolidation of a subsidiary SFAS No 160 clarifies that a noncontrolling interest in a subsidiary is an  ownership interest in a consolidated entity that should be 
reported as equity in the consolidated finnncinl statements This stotement nlso changes the way the consolidated income stntemmt is presented by requiring consolidated net income lo be 
reported at amounts that include the amounts a1tribut;ible to both tlie parent and the noncontrolling interest In addition, SFAS No 160 est:iblishes a single method oiaccounting for changes in 
a parent's ownership interest in a subsidiary that d o  not result in deconsolidation For Duke Energy. SFAS No 160 is effective as of January I, 2009 and must be applied prospectively. except 
for ccrtain pramta t ion  and disclosure requircmcnts which must be applied retrospectively Duke Encrgy is currcntly evaluating the impact of adopting SFAS No I60 

SF,ISNo 1-11 (reinsed2007J. "Birsrm?~s Coiiibr~i~il~oii.s"(SF,.ISNo I J l R )  In December 2007. the I'ASB issued SFAS No 141R. which replaces SFAS No 141. 4'Biis~iies~ 

SFASiVo 1 60, 'Noncontrolling Interests in Consolidated Financial Statements-an amendment of Accounting Research Bulletin (ARB) No 5I"(SE.ISNo /GO/ In December 2007, the 
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Notes To Consolidated I;innnci;d Ststeriients(Continucd) 

2. Acquisitions and Dispositions 

date Assets acquired and Ii;ibilitics assumed arc recorded t i t estimated fair values on the dntc oincquisition The purchase price minus the estimated fuir valuc of tlic ncquired nsscts and 
l iabilities meeting the defmition of a business as defined in El IF Issue No 9S.3, "Deternri)ltng II'Iretller a Norraroitetnry 1.1 artmctioii Iiir~olwr Receipt OfProJectise A rsets or of a Brrdness" 

(EITF 9S-j). is recorded iis goodwill The allocation of h e  purchase price may be adjusted il additional, requested information is received during the alloci~tion period. wliicli generally does not 
escccd onc year irom tlic consun~mation date; Iiowcver, i t  may he longer lor ccrtain income tils items 

Cinsrg. M r i  pci On April 3, 2OM. the merger between Duke Energy and Cinergy was consummated (see Note I for additional in~ormation) For accounting purposes, the effective date 

of the merger was April I ,  7006 The merger combined the Duke Energy and Cinergy regulated franchises as well as deregulated generation in the midwestern United States I l e  merger ivas 

accounted for under tlie purchase method of iiccounting with Duke Energy treated as the acquirer for accounting purposes As a result. the assets and liabilities of Cinergy were recorded at their 
respective inir vnlues n s  of April 3, 2006 and the results oi Cinergy's operations nre included in tlie Duke Energy consolidated financial statements beginning os oftlie efl'ective dote of the 
merger 

and Cinergy announced the merger. the transaction was valutxl at approximately 69 I billion and resulted in goodwill of approsimatcly %I 5 billion, none oi which is deductible for tax 
purposes Approsimntely $155 million of tlie goodwill was allocated to Cinergy Marketing and Trading, LP, and Cinergy Canada, Inc (collectively CMT), which was sold in October 2006 
(see Note 1:) 

Acqiiisitioiis. Duke Energy consolidates assets and liabilities from acquisitions as of the purchase date. and includes earnings from acquisitions in consolidated earnings dier the purchase 

Based on the market price nfDuke EnerLy common stock during the period including the two uading days belare through the two trading days alter Mlay 9 .  i l l U > .  me uate UuKe Energy 

]lie fbllowing unaudited consolidated pro form;i finoncial results are presented as if the Cincrgy merger had nccurred at  the beginning ni each 01 the periods presented 

Un:iuclited Consolidated Pro Porni:i licsulls 

Year Biidrd 
Deceiiibcr 31 

2006 2005 

(iii iiilllions, ercept 
, . . . . . . .. . . .. . . . .. -. . -. 

S 11.1!9i $ 11.755 

Diluted s I 4 6  B 1 73 

Pro forma rew1t.s for the year cndal  December 31,2006 includc appro\imiltcly $138 million of charges reldcd to cost? to achievc the mcrger and rclntcd synergies, which are recorded 
within Operating E\penses on  the Consolidated Statements o i  01wat tons  Pro forma rerults for the yedrs ended December 31, 2006 and 2005 do no! reilcct the pro forma eifecls of any 
significant lnnsactions completed by Duke Energy other than the merger with Cincrgy 

megawatt? of wind assets in various sing- ol development in the Western and Soutliwcstcm U S and supports DuLc Energy's strategy to increase rts investment in renewable mergy  A 
significant portion of the purchase price w a s  for intangible asse~s (see Note I O )  Three of the development projects, totaling appro\imalely 2-lG megawatts, are located in Te\as and Wyoming 
and are anticipated to be in commerctal operation in late 200s or 7009 Dule Energy anticipat?s rrpital e\pcnditures of approeimately 6430 million throw$ 2009 to romplete the first three 
project5 

Otlier Acquisitloiis In May 2007 Duke Energy acquired the wind power development assets of Energy Investor Funds from rierra Encrgv The purchase includes more than 1,000 
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Notcs To Consolidated r;lniincinl Stateiiicnts(Continuecl) 

During the lirst quarter of 2006. lntemationcil Energy closed on two Iransactions which resulted in !he acquisition o r a n  ailditional 2746 interest in Uie Aguaytia Integrated Energy Project 
(Aguaytia). located in PCN, for ;ipprosimately $31 million (approsimiitely $1 8 million net of cash acquired) In December 2O07, International Energy closed on a uansaction to acquire an 
additional 
acquisitions during 71x16 increased Intwnationiil Energy's ownership in Aguaytia to 669'0 and resulted in Duke Energy accounting for Agun 
of the additional interest in 2006.  Agunytin was acco~lnted for as an  equity mcthod investment The December 3007 acquisition of an additional interest in Aguaytia increased Duke Energy's 
ownership interLst tn 764.0 at  13cccmhcr 3 I ,  20117 The prolectls scope i i icluch the production and processing ol iiiitural gas, sale of Iiqucficd petroleum gas and naiural gas liquids (NGL.) and 
the generillion, transmission and  s i le  of electricity liom a 177 megiirvatt power plant No goodwill was recorded in connection with these transactinns 

In the tiiurtli qwirter nIZO06. Duke Energy acquired an X25 megawaft porrw plan1 located in Rockin&h;m County, Norlli Carolina, liom Dynesy for ap(iroxima1ely SI95 million l l i e  

Rockingham p l m  is a peaking power plant used during times ol high electriciiy demond, generally in the winter and summer months and consists of fivc 165 megaw:ill combustion turbine 
units capable of using either nntural giis or oil to operate Ilie iicquigition is con:iislent with Duke Energy's plan to meet customers' electric needs lor the foreseeable future The transaction 
required approvals by the North Carolina I l t i l i t ies Commission (NCUC), the Federal Energy Regulatory Commission (FERC) and the U S Federal Trade Commission (FTC) No goodwill was 

Thc pro forma results of operations Ibr Duke Encrg), as if those ;icquisitions (other than tlic C i n m g  merger) which closed prior to Deccmber 31, 2006 occurred as of the beginning ofthe 

intcrest in hguaytiii lor tipproximately $16 million, which consistcd of approximntcly $8 million of cash and t i  shnrt-tcrm note paynble of iipproximntcly 68 million The 
s a consolidated entity Prior to the acquisition 

recorded as a result oithis acquisiiion 

periods presented do not materially dilier from reported results 
See Note I 3  f o r  actluisilions related 10 discontiiiucd olierations 
l>ispositioiis On January 2 .  2007, Duke Energy completed tlic spin-ofiof its natural p i s  busincsses See Note 1 and Note 13 for aildiiinnal information 
In Decembcr 2006. Duke Energy Indianii, Inc (Duke Energy Indiann) ngreed to sell one unit of its LVabosIi River I'ower Slotion (Unit I) to the \'Jabash Valley Power Association 

(\VVPA) The sale was approved by the Indiana Utility Regulatoy Commission (ILJRC), the FERC, the 1TC and the Department of Justice during 2007 On December 31, 2007, Duke Energy 
1ndian;i rcccived proceeds o i  approximately 61 14 million which wiis equivalenl io  the net hook value o i U n i t  I at  the time ol sale Since. pursuant to the terms of ihe purchase and sale 
agrccmcnt, the clfectivc date of the sale was January I ,  1OlJ8. the itssets of Unit 1 are rcflccted as A s s d s  Mclrl for Sale within lnvestmcnts and Other Assets on the Consolidated Balance Sheets 
at December 3 1, XKJ7 and a corresponding liability equal to the ciisli recei\ed is included in 1 iabilities Associated with Assets Held for Sale within Current L.inbilities on the Consolidated 
Balance Sheels at December 3 1. 2007 Since the sales price was equal to the net book value of Unit I a t  the transaction date, no gain or loss was recognized o n  the sale 

In February ?Ol:r8, Duke Energy entered into an agreement to sull its JStr megawatt naturnl gas-fired peaking generating station located near Brownsville. Tennessee to Tennessee Valley 
AuUiority Tor opprosimotcly $55 million l h i s  transaction. which is subject to FERC nnd other regulatory iipproviils, is expected to close in the second quarter of ZOOS Duke E n e r g  nnticipatcs 
to recognize an approsimate S2(0 million gain at the time ofsale 

For Iheyear ended December 51, 30lJ7. the sale 01 other iissets resulted in approximately $32 million in proceeds and net pre-tax losses 01 $5 million recorded in Cl..osses) Gains on Sales 

For the year ended December 3 I. 2006, the sale or nther assets and businesses resulted in approsimately $2 billion in proceeds and net pre-tax gains of $223 million recorded in (Losses) 

of Other Assets and Othcr, nct 

Gains on Sales n1 Other Assets and Other, net on the Consolichited Slntements ofOpsrationn These soles escliide assets that were held for sale and reflected in discontinued opentions, both of 
which are discussed in I'iote 13. and sales by Cresccnl prior to deconsolidation. which arc discuss& separately below Significant sales oroilier assets during 2iJW are detailed as follows: 

On September 7. 20M, an indirect wholly owned subsidiary of Duke E.nergy closed an agreement to create a jointvenlure of Crescent (the Crescent JV) with Morgan Stanley Real 
E.state Fund V U S . L P (klSREF) and other affiliated funds controlled by Morgan Stanley (collectively the "MS Ivlembers"). Under the agreement. the Duke Energy subsidiary 
contributed all of the membership interests in Crcsccnt to a newly-formed joint venture, which was ascribcil an  enterprise valuc oi approximately $2 1 billion as of December 31, 
2005 In conjunction with the tormation of the Crescent IV. the joint venture, Crescent and Crescent's subsidiaries entered into a credit agreement with third party lenders under which 
Cresxcnt borrowed approsimalcly $1 21 billion. net of trans- 

. 
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iiction costs. 01 which approsimately $1 I 9  billion was  immediately distributed to Duke Energy lmmediiitely following the debt transaction the )\.IS Members collectively acquired a 
4906 membership interest in the Crescent JV from Duke Energy for n purchiise price of approsimntely $41 5 million A 7?b intercst in the Crescent J\' wiis also issued by t h c j o h t  
venture to the President and Chieflkecutive Ollicsr nf Crescent which is subject to forfeiture lr the executive volun1;lrtly leavcs the employment ofthe Crescent IV within a three 
year period Addition;illy. this 2% interest can be ]out back to  the Crescent I\' niter three years or possibly earlier upon the occurrence of cenain events ;it an  amount equal to 2% of 
tlic fair value oitlic Crescent I\% cquity as of the put date niercforc. tlic CrL3cent N will accrue tlic obligation related to the put as a liability ovcr the three year iorfeiture pcriod 
Accordingly. Duke h c r g y  has an effective 50?b ownership in the equity of Crescent IV lor financial reporting purposes In conjunction with this transaction. Duke Energy recognized 
a pie-1:is gain on the sale of approsimately $246 million. which has been classilied ns a component of [Losses) Gains on Sales of Other Assets and Other, net in Ule accompanying 
Consolidated Statement oi Operations for the year endcd Dcccmbcr 3 1, 2IJO6 As a result of tlie Crescent transaction. Duke Energy no longer controls the Crescent JV and on 
September 7, 2006 deconsolidnted its invesiment in Crescent and subsequently l i i is accounted for its investment in the Crescent JV utilizing the equity method of nccounling The 
proceeds rrom the siile were recorded on the Consolidated Statements of Cash Flows as follows. npprosimately $ 1  2 billion in long-tern debt proceeds, net ofissunncc cost.5, were 
classified as proceeds from the issuance of long-term debt within Financing Activities. and opprosimntely $380 million. which represents cash received l'rom the MS Members net of 

collections on notes receivable within Investing Activities 
Commercial Power's sale of emission allowances resulted in pro 
(Losses) Gains on Sales of Other Assets and Other. net. in the C 

.,SA>, ' 1 ,211" 
. .  . . .  cash hei j  by crcsccni in oiiic tran><iciion d.ilc, \\Jure ci,esiiicd as i U c i j  L , .  < . ' e' ' 

* ' of $133 million ant1 pre-Ins losscs on sales of approsimatcly 529 million (see Note lOj, which was recorded in 
idnted Statements of Operations 

For the period irom January I, 2006 to September 7, XU6. Crescent commercial and multi-family rcnl estate sales resultcd in $254 million of proceeds innd $201 million a i  net prc-tax 
gains recorilcd in Gains on Salcs 01 1nvntment.s in Conii-ncrcinl and h,lulti-Family R a l  Estatc on tlie Consolidated Stntcmcnts of Operations Sales primarily consisted o j t w o  office buildings at 
Potomnc Yard in \Vosbington. D C for a pre-ins gain n f$SI  million nnd liind a t  Lake Keowee in norlhwcstem Soutli Carolinn for ii pre-ins gain o i  $ 5 2  million. as w e l l  ns severnl other lnrge 
land tract sales 

For the year ended December 31. 1005. the sale of other assets resulted in approximntely $1 0 million in proceeds. pre-Ins losses of $55 million recorded in (L.osses) Gains on Sales of 
Other Assets nnd Other, net, on tlie nccompnnying Consolirlnted StiitemcnLs of Opcriitions 1 h 
which are discussed iii Note 13, and commercial and multi-family real estate sales by Crescent which are discussed separately below These losses primarily relate to Commercial Power's $75 
million charge ralnted to the termination of structurctl power contracts in the Southeast. which was  recorded in (Losses) Gains on Sale:; of Other Assets and Other. net on the accompanying 
Consolidated Statements of Olocrations 

For the year ended December 31, 2005, Crescent's commerciiil and multi-family real estate snles resulted in $372 million of proceeds and $191 million of  net pie-til. gains recorded in 
Gains on Sales oflnvestments in Commercial and h.lulti-Family Rea l  Estate ,on the Consolidated Statements of Operations Sales included a large I d  siile in Lancaster County, South Carolina 
that resulted in $42 million of pre-ms gains. and several other "legacy" Innd sales Additionally. Crescent hnd $45 million in pre-tas income related to a distribution from an  interest iti a 
portfolio oi commerciiil olficc buildings which ivns recognized in Other Income and Expenses, net, i n  the nccomponying Conso1id;ited Stiitemcnls of Operutions (sec Note 23) 

d e s  cscludc assets that wcrc held for sale nnd rcflcctcd in discontinucd opcrutions, both of 

3. Business Segments 
Dukc Energy operates the following business seSments. which are all considered reportable business sqgneiils under SFAS No 131' 1 J  S Franchised Electric and Gas, Conimcrcial 

Power. Internntionnl Energy snrl Crescent Thcro i s  no aggregation 01 operating segments within Duke Energy's repnrlnble busmess segment.. Prior to Duke E.nergy's sale of nn en'ective 50% 
omnershili intcrest in Crescent in September 2006 (see below), this s E m e n t  represented Duke Energy's 1009'0 ownership of Crescent Duke Energy's management believes Ulese reportable 
business segments properly align the various operations oi Duke Energy with how thc chief operating decision maker views the business Duke Energy's chief operating decision maker 
regularly reviews h i n c i a l  informiition about ench d t h c s e  rcportnhle husincss scgmcnb in deciding how to nllociitc rcsourcc!i and e:yaIuatc performance A s  discusscd in Note 1, on January 2, 
20117, Duke Energy completed the spin-ofl'ofits niilural gas businesses, which primarily consisted of Duke Energy's 
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former Nstural Gas Transmission business segment and Duke Energy's former Field Services husiness sezmenl. ivliich represented I h k e  Energy's FO!& ownership interest in DCP Midstream 
Accordingly. results of operations for these former business segments are included in (1 oss) Income From Discontinued Operations, net of tax, on the Consolidatetl Statements ol Operations 
lor nil periods presented 

centml ;and soutliern Indiana. and northern Kentuck?) U S Franchised E,lectric and Gas iilso transports and sells natural gas in soutliwestcrn Ohio and northcrn Kentucky It conducls operations 
primarily tlimugli Dukc E.ncrgy Carolinas. Duke Energy Ohio, Iiic (Duke E.nergy Oliinj. Dukc Encrgy Indiana anil Duke Energy Kcntucliy, Inc (Duke E n e q y  Kentucky) These clcctric and 
gas operations are subject to the rules and regulations ofthe FERC. the NCUC, tlie Public Senrice Commission of South C;irolin;i SSCSCj. t l ie Public Ut i l i i i es  Commission of Ohio (PUCO), 
the IURC and the Kentucky Public Service Commission (KPSC) 

related to these plnn~s 51s well  as other controctuiil positions Commerciiil Po\\,efs generation asset fleet con 
Mdwcstern  gas-fired non-regulated generation assets that were a portion nf former DENA Commercial Power's assets comprise approximately S,IlZIi megaw;itts ( M V )  of power genernlion 

gas-fired units blost of the generation asset output in Ohio has been contracted through the Rate Stabilization Plan (RSPj Commercial Power also develops and implements customized mcrgy  
solutions Cammercial Power, through Duke Energy Generation Senwes .  Inc and its ;affiliates (DEGS), devclops, owns and operates electric generation Cor large energy consumers, 
municipalities, utilities and industrial facilities DEGS currently manages more than 6.600 meg:iwatts of power generation at 23 iacilities through the U S Additionally, DEGS has 240 
meg;i\v;itts 01 wind energy uiidei construction and innre than 1.4rwI mcgawatts oi wind encrgy projects in development 

Internationnl linergy operiites and ninniiges power generation focilities, ant1 engages in sales and marketing of electric power and nnturnl gas outside the U S It conducts operations 
primarily through Duke Energy 1ntern;itional. 11 C and its activities target power generation in Latin America Additionally, International Energy owns equity investments in National 
Mcthanol Company (NMC). located in Saudi Arabia. which is ii leading rcgional producer oimethanol and methyl tertiary butyl ether &4lBE,). and Attiki Gas Supply S A (Attiki), which is a 
natural g n s  distributor located in Athcns, Greece 

Crescent develops and manages high-quality commercial, residential and multi-family red  estate projects primarily in the Southeastern anil Southwestem United States Some of these 
pro)ccts are developed and m;inagcd through joint ventures Crescent also manages "legacy" liintl holdings in North antl South Carolina On SeptemBer 7, 2006, Duke Energy deconsolidatcd 
Crzscent due  to a reduction in ownership and its inability to exercise control over Crescent (see Note 2 )  Crescent has been accounted for its an  equity method invesvnent since tlie date of 
rlcconsolidation 

1 he remainder of Duke Energy's operations is presented as  Other \Uliile 1 1  is not considered if business segment, Other primarily rncludcs certain unallocnted corporate costs, Bison 

U S Franchised Electric and G;IS generates, transmits, distributes and sells electncity in central and western North Carolina, western Soutli Carolina. southwestern Ohio, central, north 

Commercial Power imvns. operates and manages non-regulated power plants and engages in the wliolcsale marketing and procurement oielectric power. iuel and emission allowances 
. oiDuke  Encrgy Ohio's non-regulated generation in Ohio and the five 

' .  . . .  
I - < I  

. .  prim;irily Incilteu in the R,iitl\wStcrn L l i ~ i w u ~  I .  L 

Insurtince Company L imited mison),  Duke Energy's ivhnlly owned. captive insurance subsidiary, and DukeNet Communications, L,I.C (LUkeNet) and related telecommuniciitions 
Additionally, Other includes the remaining portion of the iornier DENA businesses :hat were not exitul or transferred io Commercial Power, primarily Dukc Encrgy Trading and Marketing, 
L L C (DE, rh'll which mmagement is currently in the process of winding down 1 inallocated corporate costs include ceitain costs not alloc;ible ti) Duke Energy's reportable business s-ments, 
primarily governance costs, costs to achieve mergers and divestitures (such as the Cinergy merger and spin-air of Spectra) and costs associated with certain corpomte severance programs 
Bison's principal iictivitics as a c;ip!ivc insumnce entity include the tnsuriince and reinsurance of various business risks and losses. such as workers compensation. properly. business 
interruption and generiil liability of subsidiaries and dfilintes o f D u k e  E,nergy On n limited bnsis, Bison nlso porticipntes in reinsurance activities with ceriilin third parties DukeNet develops, 
owns and operates a fiber nptic communications network, primarily in the Carolinas, sewing wueless, local and long-distance communic;itions companics, interne! service providers and otlier 
businesses antl organizations 

Duke Energy's reportable business segments ofler different products and services and arc managed separately Accounting policics for Dukc Energy's segments arc the same as thosc 
described in Note 1 hdanagement e~iiluates segment periomance based on wrnings before interest ond t a w s  from continuing operations. :iller deducting minority interest expense related to 
those proliLs (ED1 1) On a s e p c n t  basis, EBIT excludes discontinued operations, represents all prolits from continuing operations (both operating and non-operating) before deducting interest 
and tascs. tinil is rict of the minority iriterest cxpense related to those piolits 
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Cash. cash equivalents and short-term investments are managed centrally by Duke Energy, so the associated realized and unreiill~etl gains and losses irom foreign currency tranwciions 

Triinsiictions between ieportahlc busincss scgmcnL5 ore accounted for on the same basis as i ewnues  and expenses m thc nccompiin>,ing Consolidated Finnncinl Slotemcnts 
;and interest and dividend income on  chose bslances are excluded from the segments' EBII. 
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Segment EUITI 
Consolicl:itctl 

Incoiiie 

Un:i riili:ited Intcrscgmeat Totiil Opcrrttions bcfom nnd 1 nvcstniciit Scgnient 
Iron, Conti nu iiig Depreciation C;ipi(ol and 

Revenucr Rcvenus  Izcr'cllues Incomc 'L'lXCS .kinortiz:itioii ~ r p c i i c ~ i t l ~ ~ - c s  ,isseic@) 

Dcccmbcr 31.2006 

47 209 6,826 
Internationel Energy 
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(a) 
( b j  
(c) 

Segment result5 e w l u d c  r a u l t s  01 entities c lmif ied  ar  iliacontinued opcr.itionr 
Include3 IIS~EIS held lor sulc and o~>c l r  of entitica in discontinuid opcralinns 
Capital e\pendituies for rcsident1,il real est.itc are inLlucled in oper'iting cash f l o w  mi l  ae re  $ 3 2 2  million fix the period from Idnu.liy 1 20ll6 through the date of deconsolidation 

(September 7 2006) and S.355 million in 3i1'15 
Interest incnmc and other inc ludn  foreign cuncncy t imiactinn gains and I o ~ x ~  and additional niinnrily intcrnl CKpcnse not allocated to the 5egment rc%ult\ 
Amounts asmcintccl with former DFNA operations ore included i n  Other lor all periods prcsented, c icept  for tlie klidwestern gonwatian and Southe.ist operations, ivliich are reflected in 
Commercinl Pnwer 
In September ?liOb Duke Energy completed .I joint venture lranhiclion 131 (.re%ent (see Note 2 )  ,A\ '1 result Crcscenl segment tldtd IncIUtleS Crzscenl '1s d consolidated entity for pcrlmk 
prior to September 7 3iliJb . i d  III an  equit) method invertment lor periuds subrequent to September 7, 20110 

Both the former Natural G ~ F  rraiismiwon business segment .ind former r i e l d  Service5 bu5ines  segment ucre included in the \pin-oTf of Spectra Energy on lanunry 7, IOU7 

(rlj 

(e) 

(I] 

(g) 

Geogr:ipliic h 1 . 1  
I,oirn OIllPI 

u s  C.lil.ldil Al l1  uti Cil  I'D1 Cigl l  Consol id~trd 

(in iiiillioiis) 

I I b33 $ 

3,463 
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Notes To C'onsolidtitctl 1;inancial St:itriiicnfs-(C'ontinued) 

4. Rcgiilntory Matters 
Reguhtory Assets nntl Lisbilitics. Duke Energy's regulatcd operations iire subject to SFAS No 71 Accordingly, Duke Energy records assets and liabilities that result from the regulated 

rnlemaking process lhiil would not be  rccordcd undcr GAAP for non-rcgulotcil entities See  Note 1 for hrtl ier  informatinn AmoonLs til December 31. ?I106 include rcgulntory nsscts and 
regulatory Iiabilil ies ofX959 million and S569 million, respectively, related to the natuml %;is husincsses that were spun oKto shareholders on Janunry 2.  2007 

Duke Energy's 1tcgul;itoiy Assets and Liabilities: 

A s  ollkccmber 31. 

I < e c u ~ e I y f R r h i ~ i d  
2007 20015 I'eriacl Ends 

(io niillioiis\ 

J 173 ZOOS 

A l l  rcgulotory assets nnd linbilitics nre excluded from rote bnsc un1c.s othcnvisc noted 
A l l  December 31. 20117 balnnces relate to U S Fr;lnchiscd Electric and Gns At December 31.2ilI&. ;ipprnrimately $51.7 million rclated to U S 1;ranchised Electric and Gas and 
approsimatcly %S4S million related to Duke Energy's fiirmer Natural Gas Transmission business which \viis spun of i  os pan of Spectra Energy on January 2. 3007 
Included in Othcr Regulatory Assets iind Defurrcd Debits on tbc Consnlidatcd Balance Sheets 
Included in rate base 
Earns a negative return 
Included in Other Current Assets on the Consolidated Balance Sliects 
included in Accounts Paynblc nn the Consolidated Bnliincc Sheets 
Included in Other Deferred Credits and Other Liabilities on thc Consolirbted Balance Sheets 
Included in Other Current Liabilities and Other Deferred Credits and Oilier 1 iahiliries inn ihe Consolidnted Biilancr: Sheets 
Refund period will be determinod by the vnIumc 01 soles as 1) S Francliiscd Electric ani1 Gas is currcnlly rdunding the liability lliriiuJ: relail sales 

Recoveryirefund is over the life of the associated nuset or liability 
Incured  costs were deferred and are heing recovered in rates U S Franchised Electric and Gas i s  currently over-recovercd for these cnsts in the South Carolinn jurisdiction Refund 
period is dependent on volume oi sales and  cost incurrcnce 
1.inbility is cstineuishcd over the IIYCS ol thc associated asseb 
Recoverymeliund period currently unknown 
North Carolina portion of approsimalely SI3 million to be  recovered ui rates tlirough ?(I1 2 See "Duke Energy Carnlinas Rate Gise' disci~ssion below South Carolina poninn to be 
rccovcred ttuough future rates, although ultiniatc recovery period is currently unknown 
The 2006 amount includes $595 million related to adoption o i  SFAS No I S S  (scc Note 21 ! and %SO million related 111 impacts n i  purchase accnuniing :is a result ofihe merger with 
Cinrrgy (see Note 2)  





DUKE ENERGY CORPORATION 
Notes To C'onsolid iitrcl IGnanci;d Statciiients-(Continued) 

Rcgitlntop Merger ..IpprovnIC As discussed in Note 1 and Note 2. on  April 5, 2006. die merger between Duke Energy ;and Cine%\, w a s  cansummaled to create a ncwly Sormed company, 
Duke Energy I-folding Corp (subsequently renamed Duke Energy Corporation) As  ii condition to the merger approval. the PUCO, the KPSC. tlie PSCSC tind the NCUC required that certain 
merger related stivings be sliorcd wid1 consumers in Ohio. Kentucky, South Carolina, and North Carolina. respectively The commissions iilso rcquirctl Duke Energy Iiolding Corp , Cincrgy, 
Duke Enerhy Ohio, Duke Energy Kentucky andlor Duke  Energy Carolinas to meet additional conditions While the merger i l se l l~wos not subject t o  approval by the IURC, die KJRC approved 
certain alYi1i;ite ;igreements in connection with the merger subject to similar conditions Key elements 01 these conditions include 

* The PUCO required that Duke Energy Ohio provide (i) a rate reduction o i  approxim:itely $1 5 million for one year to lacilitale economic dcvelopmcnt in ii time of increasing rates :ind 
market prices and ( i i )  a reduction of opprosimately $21 million to its gas and electric consumers in Ohio for one ycnr, with both credits beginning J:inu;ify I ,  2006 During tlie first 
quarter 01 2007, Duke Energy Ohio completed its merger related rate reductions and liled a rcpon with die PUCO 111 terminate the miargcr crctlit riders Approsrmately $2 million ant1 
634 million 01 these n i l e  reductions were passed through to customers during the )'ears ended Decemher -31. 311117 and 2Ii06, r e s p e c t i d )  
nie KPSC required that  Duke Energy Kentucky provide $8 million in rate reductions to i t s  cutomers over five yews, ending when new rates are estsblishcd in the next rate case ;after 
January 1 2008 Approsimately $2 million oi the rate reduction ivas passed through 10 customers during cnch ol the years endcd Dccmibcr 3 I ,  ZK17 and 2illJ6. respectively 

~ n g  t w c v t )  prniit siimiig 
arrangement The rote reduction ended blay 31, 2007 Approsimatcly $16 million and $23 million of the rate reduction wns passed dirough to customers during die yews ended 
k c e m b e r  31, 2007 and 2006, rcspeclively 
1-lie NCUC required that Dukc Energy Carolinas provide (i)  ii rate reduction ol ;ipprosirnately $ 1  1 Y million Tor its North Carolina customers Iliiough a crcdit rider tn existing b;isc 
rates l o r n  oneyear  period following the close of thc merger, and (ii) $12 millinn to support \wious 10w income. environmental. economic development and eiluctitinnally henclicial 
p rogram,  the cost of which \vas incurred in the second quarter of 2006 f h e  rate reduction ended June 30, ?007 Approsimntely $63 million 2nd $54 million ol tlie rate reduction w a s  
passed through to custoiners during the years ended December 3 I ,  2007 and 2006. respectively 
In its order approving Dukc Encrgy's rncrgcr ivilli Cinergy, the NCUC slated t l i a l  Ihc niergcr wlli result in a signilicaiil change in Duke Energy's organizationsl struclurc which 
constitutes a compelling factor that warrants a general rate review Therefore, as a condition 01 iLs merger approval and no kiter than lune 1, 2007, Duke Energy Carolinas was  

rqui red  tu file ;I general rate case or demonstrate th;it Duke Energy Carolinns' existing rates and charges should not be  changed (see i l i ~ c u s ~ i o n  under 'Duke Enere}) Cxol inas  Rate 
Case" below) 
Thc IURC required that Dukc Energy lndiona provide a ratc reduction 01 $40 millioii to i t s  customen over ti one  ycnr pcrind and 55 million over a five year period lor I~)\v-incomc 
energy assistance and clean coal techno109 In Apnl 2006, Citizens Action Coalition of Indiana. lnc , an intewenor in the merger proceeding. filed n VeriSicil Petition fnr Rehearing 
and Reconsideration claiming that Duke Energy Indiana should be ordered to provide an additional $5 million in  rate reduction to customers to be consistent with the terms of h e  
NCUC's order approvinz thc merger 111 blay 7006, t l ie IURC dcnicd the petition for rehearing and rccnnsideralion As of April 30, 2007. Dukc Energy Indiana had completed 11s 
merger related reductions and filed a notice with the IURC to terminate the merger credit rider Apprnxim:itely $13 million and $27 million oi the riite reduction \vas passed through to 

customers during the years ended December 31, 2007 and 2006, respectively 
The E R C  approved the merger without conditions 

1 

* 

Used Nuclcar Fuel. Under priwisions of the Nuclear Waste Policy Act of 19S2. Duke Energy contracted with tiid &panmen1 of Encrgy (Dc>E.) for the i l isposal  of used nuclear rue1 The 
DOE foiled to begin accepting used nuclear fuel on January 31, 199S, the dote specified by the Nuclear Waste Policy Act and in Duke Energy's contract with the DOE Duke Energy will 
contmue to safely manage its used nuclear fuel until the DOE accepts it In 199S, Duke Energy riled a claim \villi the 1I S Court of Federal Claims q y n s t  the DOE. related to the W E ' s  failure 
to accept commercial used nuclear fuel by ihe required date Damages claimed in die lawsuit are based upon Duke Energy's costs incurred as a result oI tlie DOE'S partial material breach of its 
contract, including the cost of securing additional used fuel storage capacity The matter \vas stayed pending the result o iongoing  scltlemcnt negotiations between Duke Encrsy and the DOE 
Payments made to the DOE for expected future disposal costs are based on nuclear output and are inclurled in the Consolidnted State- 
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menls of Operations as Fuel Used in Electric Generation and Purchased Power O n  March 5. 2007. Duke Energy Carolinis and the l J  S Department of Justice reached a settlement resolving 
Duke E.nergy's used nuclear fuel litigation against the DOE The agreement provides for an  initial payment to Duke Energy of npprosimately 656 million for certain storage costs incurred 
through July 31, 2Ol.15, with additionnl amounts reimbursed nnnuolly for future storage costs The setllcmcnt ngrcemcnt resulted in a pre-!as earnings impact 01 npprosimntely $26 million 
during the year ended December 3 1. ?007, ofwhich approsimately $19 million and $7 million were recorded as an offset to Fuel IJsed in Electric Generation and  1'urch:ised Power, and 
Operation h4atntenancc and Other, respectively. in the Consolidated Statements of Operations. wi th  the remaining impact reflected within Inventory ;and Property. Plant and Equipment in the 
Consolidalcd Balance Sheets 

US. Fr:ii:cliiscd Elccli ic mid Giis. RoteRelirredli!/oi nmlrotr 'The NCUC, PSCSC, ILJRC nnd RPSC approve rates lor retail electric and gas services within their states The PUCO 
approves rates for retail gas and electric sewice within Ohio, escept that non-regulated sellers of gas and electric generation also are allowed to operate in Ohio (see "Commcrcial Powr" 
below) The FERC npproves rates io r  electric sales to wholesale customers sewed under cost-based rates 

NC C1cari;IrrAcr Conipllclr~e In 2001. the state o lNor th  Carolina pnssed clean iiir legislalion that iroze electric utility rates from June 20, 2002 to December 31. 2t.107 (rate Ireeze 
periodj. subject to certain conditions, in order for North Carolina electric utilities, including Duke Energy Carolinas, lo significantly reduce emissions of sulfur dioside (SO?) and nitrogen 
osides (NO,) l iom coal-(ired power plants in the slate The legis1:ilion allows elecfric utililies, including Duke  Energy Carolinas. lo nccelerate the recoveiy of compltnncc cosLv by amnrtrzing 
them over seven ycars (2003-2009) The legislation provides lor significant flexibility in the amount of annual amortization recorded. allowing iitilities to vary the amount amortized. within 
limits, although the legislation docs requirc that a minimum of7096 of the originally cstimatcd total cost of61 5 billion be ;imnrtized within the rate i r  period (ZW2 to :t:i1-17) 13ukc Energy 
Carolinas' amortizitinn espense related to this c l e w  iiir Iegislntion totals npprosimntely $1,1050 million from inception, with iipprosimiitcly $IS7 millioii. $225 million iind $3 11 million 
recorded during tlie years ended December 3 I ,  2007, 7006 and 2005, respectively As of December 31. 2007, cumulative espendilures totaled approsimotely $1.236 million. with U l 8  million, 
$403 million and 63 I O  million incurred during the years ended December 31. 2007. 2006 and 2005. respectively. which are included within capital expenditures in Net Cash Used In Investing 
Activities on the Consolidated Statements of Cash Flows In lilings with the NCUC, Duke Energy Carolinas has estimated the costs to comply with the legislalion tis approximately $2 i j  

billion Actual costs may he higher or lower than the estimate based on changes in construction costs and Duke Energy Carolinas' continuing analysis of its overall cnvironmental compliance 
plan As required by the legislalion. the NCUC considered the reasonableness of Duke Energy Carolinas'envirnnmcntal compliance plan and the method fbr recovery oi the remaining costs in 

ii proceeding it initiatcd and consolidated with a review of Duke Energy Carolinas' base rilles (see "Duke Energy Carolinas Rate Case' below) Additionally. fccleral mid state cnvironniental 
rcgulntions. including, among other things, the Clenn Air Interstnte Rule ( C A E ) ,  and the Clenn Air Mercury Rule (CAkIR) could result in additionnl co:its to reduce emissions from Duke 
Energy's coal-fired jxnver plants 

D r i k e E r i e ~ ) ~  CorolirrmRore Core In June 2007, Duke Energy Carolinas filed an  application with tlic NCUC sceking authority to increase its rates and charges fior elcctric scnice in 

North Carolinn effcctive January I ,  XIOS 1-his iipplication complied with a condition imposed by the NCUC in approving the Cinergy merger On October 5. 3 0 7 ,  Duke Energy Carolinas 
filed an Agreement and Stipulation of Partial Settlement (Partial Settlement), a settlement agreement among Duke Energy Carolinas, the NCUC Public Staff. the North Carolina Attorney 
General's Oflice. Carolina Utility Customers Association Inc , Carolina Industrial Group for Fair Utility Rates D1 and \VaI-bl;in Stores East LP. lor consideration by the NCUC The Panial 
Settlement, which includes Duke Energy Carolinas and all intervening parties lo the rate case, reflected agrcemcnLs ion all hut a fbw issues in these miillcrs. including two signdicnnl issues The 
tivo significant issues related to the treiitrnent o i  ongoing merger cost savings resulting from the Cinergy merger and tlie lproposed amortizition of Duke Encrgy Carolinas' development costs 
related to GridSouth Transco. L.LC (GridSouth). a Regional Iransmission Organization (RTO) planned by Duke Energy Carolinas and  other utility companies as a result of previous FERC 
rulemakings. which \vas siispcridcd in 1001 and discontinucd in 200.5 as a result oircgulatory uncertainty The Partial Settlement and the remaining disputed issues IYCTC presented to the 
NCIJC l o r n  ruling 

The Partial Settlement reflected greed to rduc t ion  in net revenucs and pre-tax cash flows of approximately $21 0 million and corresponding rate reductions of 12 7"o to the industrial 
class. 5 01Y6 - 7 34% to the general cl nd 3 S5% to the residential class of customers with an  effective date of i a n u a y  1. ZOOS Under the Partial Szulement. cll'eclive January 1. 2008. Duke 
Energy Ciirolinas discontinued the amortization of the environmental compliance cos& pursuant to North Carolina clean air I + d a t i o n  discussed above and began capitalizing a l l  environrncntal 
compliance costs above the cumulative amortization charge of $1 05 billion as of December 3 I ,  
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7007 Over the past five years. the average annual c l a n  air amortization was .ZI0 million Tlie Parlial Settlemen1 \\'as designed lo enable Duke Energy Carolinas lo earn a rate of return of 
S 579'0 on a North Carolina m a i l  juristlictioniil rate base and ;in 119.6 return on the common equity component of the approvcd cnpilal stiuclure, which con 
equity A s  lpart 01 the settlement, Duke Energy Carolinas agreed t o  iilter the then existing BPkl prolit sharing iirrnngcmeiit that currently included a provision to share 50% of die North 
Carolma re lai l  allocation oftlie profits from certain wholesale sales of bulk power from Duke Energy Carolinas' generaling units a t  mtirket based rates Under the Partial Seltlement, Duke 
Energy Carolinos will slim 9046 of the Nnrtli Carolinii retail allocation oi the proiin irom BPM transiiclions beginning January 1, ?(IO8 

savings rider and GridSouth cost matters are discussed in detail below For the remaining non-settled issues, tlie NCUC decirlcd in Dul;e E,nergy Carolinas' favor \Villi respect to the non-settled 
issues, the Order required that Duke Energy Carolinas' test period operating costs reflmt an annualiaxl level 01 the merger cost savings actually experienced in the test period in keeping with 
triidilional principles of ratemaking llie NCIK exp1;iined [hat beciiiise rates should lie designed to recover a reasonable and prudent level o i  ongoing expenses. Dokc Energy Carolinas' annual 
cost of s e n i c e  and revenue requirement should rellect, as closely as possible, Duke Energy Carolinos' actual CQSlS I-lowever, the NCUC recognized that  its treatment of merger savings would 
not produce a Tau result Ilierefore, the NCUC preliminarily concluded thal i t  would reconsider certain language in i ts  ?(I06 merger order in order to allow it  to a u t h o r i z  a I2-month increment 
rider ofapprosimalely $80 million dcsigncvl to provide a more equitable sharing of the actiial merger savings acliieved on an ongoing Liasis Additionally. Uie N C U C  concluueu tnat 

approximately $31, million of cosls incurred through lune 7001 in connection \villi GridSouth and deferred by Duke Encrgy Carolinas. wcrc reasonable and prudent and approved il ten-year 
amortization, retroiictive t o  June 3Ci02 As a resull of the retroactive impact ofthe Order, Duke Energy Carolinas recorded an approximate $1 7 million charge to write-orf a portion oi the 
Gridsouth cask in !I107 The NCUC did not allow Duke Energy Carolinas a return on the GridSouUi investments As a resull of its decision on the non-settled issues, the NCUC ordered an 
additional reduction in annual revenues oiapIirosimatcly $54 million, offsct by its prcliminary authnriwtion o i  ii 1 2-month. $80 million increment rider. as discussed abovc The Ordcr 
ultimately rcsulted in tin o\-ertiII iivertigc role decrease oi 5% in 3J(JY, increasing lo 7?6 upon expirotion ol this one-lime rate rider On F e b ~ ~ o i y  18, 200S, the NCUC issued an order conlirrning 
their preliminary conclusion regarding the merger swings  rider This order reaffirmed the iprior tenkitive conclusion that the provisions of the h k r g e r  Order will not produce a fair sharing ol 

tlie benefits 01 estimated merger s w i n g s  between ratcpnyers ;and shareholders and that. lor that reason. Duke Energy should be authorized to implement a 12-month increment rider to collect 
$80 million 

o i  47% debt and 5% common 

The NCUC issiicd i!s Ordcr Approving Stipulation and Deciding Non-Setticd lssucs on December 20, Z111)7 ilic NCUC approved tlie Partial Settlement in its cntircty nie merger 

On December 12, 2007. the PSCSC directed the South Carolina OlIice ol Regulatory Staff (ORs j to provide a written report concerning the NCUC's resolution of Duke Energy Carolinas' 
rate application and its relevance lo Lkke Energy Carolinas' rates in SaiiUi Ciirolina On January 31. ZOOS. h e  ORS liled its report \villi the PSCSC. which concluded that the oulcome ofthe 
North Carolinii rate case had no hearing on  Duke E.ncrgy Carolinas rates in South Carolina The PSCSC has not yet responded to the repon filed by  he ORS 

plans A t  tlus time, I h k c  Energy Carolinas does not anticipate that die outcome of th is  review will have a material impact on i ts  financial position, results ofoperations or cash flows 

2005, the Oilice oi thc Ohio Consumcrs' Council (OCC) appealed tlie PUCO's approval of the bll3SSO to the Supreme Court o i  Ohio and die Court issued its decision in November 2006 It  
upheld the hdBSSO in virtually every respect but remanded to the PUCO on two issues 1 he Coun ordered tlie PUCO to support a certain portion of ils order with reasoning and record 
evidence and lo require Duke Energy Ohio to disclose cerlain confidentiiil cmmmercial agreements with other parties previously requested by the OCC Duke Energy Ohio has complied wiUi 

the disclosure order 

The NCUC hns requcstcd that the Public Stall perform a review of Duke Energy Carolinas pension and othcr post-rctiremenl benefit plan costs, tis well os Duke Energy's iunding of the 

Dike E m i g i ,  Ohio E b c f r i c  Rora Fr/iiigs. Duke Energy Ohio operates under a RSP. a market based standard service offer (MBSSO) approved by the PIJCO in November 2004 In March 

In October 3007, the PUCO issued its ruling aitirrning the IvlBSSO, with certain moiliiicntions, and maintiiincd the current price The ruling provides lor continuation of the esisting rate 

components, including the recovery ofcoscs reliited to new pollution control equipment and capacity costs ;issocialed with power purchase contracts ti) meet customer demand. but provided 
cuslomers an enhanced oppnrtunity to avoid certain pricing components [Ithey are served by a compelitive supplier The ruling also rescinded tfic requirement that  Duke Energy Ohio uansfer 
its pencrating assets to an exempt xvholcsalc generator (E\VG) and required Duke h e r b y  Ohio to retam owncrship for thc remainder o f t h e  RSP period Tlie ruling also incorrectly implied that 
Duke Energy Ohio's nonresiden1i;il regulatory lransition charge (RrC) will Iemiinate at the end of 200s On November 73, 2W7, Duke Energy Ohio filed an application lor rehearing on the 
portions 01 the PUCO's rulmg relating to whelher certain pricing components may be avoided by customers. Uie right to translk generating assets. :and the termination date of the RTC On 
December 19. 2007, the PUCO issucd its Entry on Rchcaring granting in part and denying in part Duke Energy Ohio's Application [or Rehearing Among other things. the Commission 
modified nnd clarified the applicability 
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of various mte riders dunng ciistomer shopping situations It also clarilietl that the residential RTC taminales at  Uie end i l l  2008 and that the nonresidential RTC terminates at  the end of 2010 

and agreed to give further consideration to whether Iluke Energy Oliio may transfer its gcne~i l ing  asscts to tin BWG 

;ippeal relates to the I'UCo's order in October ?007 addressing certain issues remanded liom the Ohio Supreme Court after review of ;in sirl ier  I'UCO decision on the RSP The October 2007 
{~rder  permits non-residentinl customers to avoid certain charges ;associated with tile costs of Duke Energy Ohio standing ready to serve such customers if they return after being served by 
another supplier Duke Energy Oliio believes tlic PUCO cscccded ib autliority w modifying tlic charges tliiit may be avoided, rcsultiiig in Duke Energy Ohio having to subsidiu: Ohio's 
competitive electric market Duke Energy Ohio has asked the Supreme Court to reverse tlie PUCO ruling and require that non-residential customers pay the charges associated with Duke 
Energy Ohio standing ready to sene Uiem should they retiirn from ii compelilive suppler She OCC also has filed a notice of :ippaI challenging the PUCO's October 2037 decision as unlawful 
and unreasonablc Pending the Ohio Supreme Court's consideration o i  its appeal. the O C C  has requested that the PLJCO stay implementation of the Infrsstructure hhintenance Fund charge 
approved in the October .?I:XJ7 order to be collected lrom customers At this time. Duke Energy Ohio cannot predict wlietlier the Ohio Supreme Court will reverse the PIJCO's decision or 

O n  February 15, 2il08, Duke Enmgy Ohio l i l cd a notice of nppeiil with tlic Ohio Supreme Court challenging o portion ol a decision by the PUCO regarding Duke Energy Ohio's RSP The 

In August 2iJil6, Dukc Energy C)hio filed an application with the PUCO to amcnd iLs IvBSSO through 2010 The proposal provides lor continued electric system reliability, a simplified 
market Iprico structure and clear price signals Ibr customers. while helping to maintain ii stable revenue stream for Duke Energy Ohio On November 30, 2007, d u e  lo new legislotion pending in 
the Ohio General Assembly regarding tlie pncing ol-competiLive retail generation serv ice .  m e  Energy Ohiovoluntarily withdrew i l s  application to amend its MBSSO Upon approval ofthe 
new legislation. Duke Energy Ohio wil l  likely file a new generation pricing formuln 

Duke Energy Ohio's LBSSO price includes a fuel clause, System Reliability Tracker lo recover for reserve capacity, and an Annually Adjusted Component (AAC) to recover changes in 
environmental, tax and homeland security costs These price componenLs are audited annually by the IWCO In April ?007, Duke Energy Ohio entered into a settlement resolving all open 
issues identified in the 2006 audtts and iippliciition to amend the 2007 AAC market price with some of the liarties After an evidentiary hearing. the I'UCO issued its order approving the partial 
settlemenl on November 20, 20117 

DiiPeEiterg), Ohio Gin R d e  Cim In July 21107. Duke Energy Ohio iiled an application with the I'UCO i b r  an increase in 11s base rates lor gas sewice Duke Energy Ohio sought an 
increase ofapproximately %3J million in revenue, or approslmately 5 70,ir. to be effective in the spring of 200s The application also requests approval to continue tracker recovery of costs 
associaled with an accelerated gas main replacement program The PLJCO accepted the application for filing in September 2O(J7 1.k staff ol the PUCO issued a SlaITReport in December 2007 
recommending an increase 01 opprnsimotelp 614 to $20 million in rcvenue The Stan Report also recommended approval for Duke Energy Ohio lo continue tracker recovery of costs associated 
with an accelerated gas main replacement proofrun O n  F e b ~ a i ~ .  28, 2008, Duke Energy Ohio reached a settlement ngeemenl \wth the PUCO Slafrand all o f t h e  inlerveninz parties o n  its 
request for an iiicrease in natural gas base rates The settlemenl calls for an annual revenue increase o i  approximately SI S million overall. or 3 percent, and permits continued recovery of costs 
througli XJ18 Tor Duke Energy Ohio's accelerated main rcplaccment program Ilic scttlciiicnl is subjcct to thc review and approval d t h e  PClCO 

an ;iccelerated gas main replacement program The approval authorized a tracking mechanism to recover cerlain costs including depreciation and a rate of return on the program's capital 
expenditures The  Kentucky Anorney General appesled to the Franklin Circuit Court the KPSC's approval 01 the tracking mechanism as well tis the KPSC's subsequent approval of annual rate 
iidjustments under this triicking mechanism In XJO5, both Duke Energy Kentucky and the KPSC requested that the court dismiss these cases 

In February 2i50S, Duke Energy Kentucky filed a gas base rate ciise with the KI'SC requesting approval to continue tlie backing mechanism and for a SIJ million annual increase in base 
rues A portion of the increase is attributable to recovery of the current cost of the accelcratetl main rcplacement program in base rates In December 2005. the KPSC approved an annual rate 
increase ol $8 millinn and re-approved thc tracking mcchiinism through 201 1 In Fcbruary 2006, the Kcntucky Attorney General appeiled the KPSC's order to the Franklin Circuit Court, 
claiming that tlie order improperly i i l loivs Duke Energy Kentucky lo increase its rates lor gas main replacement costs in between general rate cases, and also claiming that the order improperly 
a13ows D i k e  Energy Kentucky to earn a return on inveslment for the costs recovered under the backing mechnnism which permits Duke Energy Kentucky to recover its gas main replacement 
costs 

Dike E i i e i ~ ) , X e i i / i i c h  Girr Rote Ccryes. In ZOO?, the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of costs associaled with 
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In August 2007 h e  Franklin Circuit Court consolidated all tlie pending appeals nnd ruled that the KPSC lacks legal authority to approve the gas main replacement tracking mechanism, 
and anp other annual rate ;idjustments under the tracking mechanism To date, Duke Energy Kentucky has collected approximately $9 million in annual rate ai$ustments undcr the tracking 
mechiinism Duke llncrgy Xcntuck). iind Uio KPSC hove appealed Ihme cases to the Kentucky Court oi Appeals and continues to utiliz~: tracking mechanisms in its billed rates to customers At  
this time. Duke Energy Kentucky cannot predict the outcome of these proceedings 

Euergv @ficicncy In klay 2111I7. Duke Energy Carolinas liled an  energy eniciency plan willi the NCUC that recognizes energy efficiency os a reliable. valuable resource that is a "fiiih 
Iucl." that should he part of the portfolio av;iilable to nicd custnmcrs' growing need fix clectricity along with coal, nuclear, natural pis, o r  rcncwablc energy Ihc plan would compcnsiitc Duke 
E,nergy Carolinas lbr verilied reductions in encrgy use and be  svai1;ible to all customer groups The plan contains proposals Tor scver:iI dill-erent energy efficiency programs, and links energy 
savings to retiring older coal plants Customers would pay for energy efficiency progrnms with an energy efficiency rider that would he included in their power bill and adjusted annually The 
energy eilicicncy rider would be  based on l l ie ;avoided cost of generation not needed as a result of the SUCCGS o l D u k e  Energy Carolinas' encrgy efficiency efforts The plan is consistent with 
Duke Energy Carolinid public commitment to invest I ?& 01 its iinnuiil retnil revenues from the sale of electricity in energy clliciency programs subject to the appropriate regulutory treatment of 
Duke E.nergy Caro1in;is' energy elficicncy investments A hearing is expected in 2i10S 

un  beptemwr LX, L I J O ~ .  u u k e  i:nergy ciiroiiniis IL 
Carolinas' South Carolina application is based on the application filed in Nnrth Carolina In advance o f t h  
settlement agreement with the South Ciirolina ORS, Wal-Mart, Piedmont Natural Gas and the South Carolina Encrgy Llsers Committee Certain environmental groups that were also interveners 
on the proceeding dill not join any of the settlements This agrecmcnt ci i l ls  for Duke Energy Carolinas to bear the cost of the prograin? ;and allow for recovery of SS?b o f t h e  avoided generation 
charges An evidentiary hcvring is espcctcd to be sclicdulcd by the NCLJC for Noith Carolinii in ?iIt)8 

Implementiilion ofthc.se plnns is subject to approviil lrom tlie NCUC nnd PSCSC As ii re$ult, Duke Energy is not oble to estimiitc the impact this plan might have on its consolidated 
resiills oioperations,  cash flows, or finmcial position 

On July 11. 2007. Ihe PUCO approved Duke Energy Oliio's Demnnd Side blanagement/ Energy ElTiciency Program (DSM Program) n i e  DSM Program consists of ten residential and 
two commercial programs Implcm~ntation 01 the programs hi is  h q u n  Tho programs wcrc lirst proposed in XI06 and were endorsed by the Duke Energy Community Partnership, which is a 
collaborative group made up oirepresent;itives o i  organizations interestctl in energy conservation, elliciency and assistance to low-income customers The program costs wil l  be recouped 
tlirough a cost recovery mechanism that will be atljiisted annually to reflect the previous yeais activity Duke Energy Ohio is permitled to recover lost revenues. program costs and shared 
savings (once the programs reach 65?b of the targetcd savings level) through the cost recovery mechanism based upon impact studies to be provided to the Stas of the PUCO 

On October 19, 2007, Duke Energy lntlirinn tiled its pclition with the lURC requesting iipproval of an  nllernolive regulatory plan to incrcnse its energy efficiency efforts in the 
state Similar to the plans in North Carolina and South Carolina, Duke Energy Indiana seeks approval o ra  plan that will he available to all customer groups and ivi l l  compensate Duke Energy 
Indiana for ver i ied  reductions in energy usage Under the plan. ctistomers would pay Tor energy efficiency programs through an mergy eliicicncy rider that would he  included in their power 
bill and adjusted annually through a proceeding hcforc the IURC The energy efficiency rider will be based on l l ic  avoided cost of generation not needed as a result of tlie succcss of Duke 
Energy Indinno's energy efficiency prngrams The IURC is expected to consider the petition in an evidentiary hearing in May  2008 

On November I S .  1007. Duke Energy Kentucky filed its annual application to continue existing energy ell-iciency 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 cosis and shared savings An order on the application is expected in the first 
quarter ol 20(18 

mechanism to include recovery of costs of reagents (ammonia, limestone, etc ) that are consumed in the operation oi Duke Energy Carolinas' SO? and NO, control technologies and the cost of 
certain emission alloivances med to  meet environmental requirements The cost oireagenv; fbr Duke Energy Carolinas in 2CXJS is expected to be approximately $50 million With the enactment 
oi this legislation, Duke Energy Ciirolinos will in: iillo\ved to recover the Soutli Ciirolinn portion o i  tlicsc costs. incurred on or iiiter May 3,  2007, through the iiucl clause The legislation also 
includes provisions to provide assurance 01 cost recovery related to a utility's incurrence of project development costs associated with nuclear baseload generation, cost recovery assurance for 
construction 

L , . L L  , 'I 
. .  . 

iclcntiary hearing held I:cbruary 5-6, 2008, Duke Energy Carolinas reached o 

New Lcpslorra,~ Soiith Carolina passed new energy legislation which became efiective hday 2. 2007 K.ey elements of t l ie  legislation include cspansion of the annual fuel clause 



PART 11 
DCJKE ENERGY COIU'O17A I ION 

Notes To C'onsolid atecl Eniincid Stateiiients-(C'ontiiiued) 

costs associated with nuclear or coal base1o;id generation. and the ;ihility lo  recover iinancing costs for new nuclear baseload generatlon in rates during conslruclion The North Carolina 
General Assembly also passed comprehensive energy legislation in July 21107 tliiit !vas signed into Itiw by the Governor on August 20. ?(IO7 The North Carolina legislation aIIo\vs utillties to 
recover tlie costs of reiigents and certain purchased power costs 1.ike t l ic  South Csrolinn legislation. the North Carolina legislation provides cost recovery assurance for nuclcar project 
clcvelopmcnt costs as well as baseload generation c o n ~ ~ r u c t i o n  costs A utility may include financing costs related to consmction work in ]progress Tor baseload plants in a rate case The North 
Carolina legislation iilso establishes a renewable ponfolio standard for electric ~ t i i i t i e s  at  i?'o of energy ousput in 201 2. rising gradunlly to I2 5 9 b  by 2021. ;and grants the NCUC authority to 
approve a rate rider to compensate utilities Tor cncrgy eli'icicncy programs t h a t  they implement On August 23, 2007. the NCLIC initiated a rulemaking proceeding to adopt incw rulcs and 
modify existing rules. :is appropriate, to implement the legislation That proceeding is pending and final rules are expected in the first quarter 2U0S At this time, Duke Energy is not able to 

cStiniiilc the impact these legislative initiatives might have on i ts  consolidated resulk 01 olieratinns, cash llo\vs, or Iinancid position 

restructuring legisintion l iennctcd, S B  221 \vould espiind the Pl.l(30's authority over generation to implement the state's revised energy policy, regulate electric distribution utility prices for 
standard service; and permit the PU(?O to implement rules for advanced energy portfi~lio and energy ericiency standards. greenhouse gas ernission reporting requuements, and p l o t  project 
carbon sequestration i ictivities in conjunction wi tn  o t w r  state agencies u n s d i l u i l  

pricing alternatives -a mtirkct option or an Electric Security Plan (E,SP) option The market option is based upon a competitisc bidding prncess The ESP option would BHOW for the recovery of 
specified costs The PUCO, however, would have authority to disal low the m;irket option and compel the ESP option SB 221,  iI rn;,cterl, would limit the ability of a utility to transfer its 
dedicated generating assets to an exempt wholesale generator absent PUCO approval SB 221 passed ihr Ohio Senate on October 31. 2001, and is currently pending before the Ohio Mouse of 
Representatives 

OtRcr. CI S Franchised Electric iind Gas is engiged in planning cll'orls to meet prqccted loud growth i n  its sewice territories Long-term projections indicate a need for significant 
cnpncity ndditions, which may include new nuclear, integr;ited gasification combined cycle (IGCC). coal facilities or gas-lired generation unils Because ol the long lead times required to 
develop such assets, Cl S Franchised Electric and Gas is taking steps now to ensure those options are avitilnble In h h r c h  2006. Duke Energy Carolinas announced that i t  had entered into an 
agreement wilii Southern Company In evaluate potential COnSlNCliOn o i a  new nuclear plant at  a site jointly owned in Cherokee County, South Carolina In May 2007, Duke h e r g y  announced 
its intent to purchase Southem Compnny's WU lvnV interest in the proposed William Sttiles Lee Ill Nucleor Station. making tlie plant's total output available to Duke Energy Carolinas' electric 
customers On December 13 2007. Duke Energy Carolinas tiled an application wilh Uic Nuclear Regulator)' Commission (NRC) for a combined Construction and Operating License (C0L)for  
two \Vestinghouse AP100h (advanced passive) reactors at the Cherokee County, South Carolina site Each reactor is citpable 01 producing approximately 1.1 17 M\?, Submitting the COL 
npplicntion docs nnt commit Duke Energy Carolintis to build nuclear units On February 27. 20118. Duke Encrgy Carolinns received confirmation from the NRC that its COL. application has 
been accepted and docketed for tlic nest stage ofrewew Also. on Ihceml?er 7. 2007. Duke Energy Carolinas filed app1ic:itions with the NCUC and the PSCSC for approval o f n u k e  h e r b y  
C;irolinas' decision to incur development costs associated with the proposed William States Lee 111 Nuclear Station The NCUC had previously approved Duke Energy's decision to incur the 
North Carolina allocable share oi u p  to $125 million in dcvelopmcnt costs tlirouJi 2007 lhc new requests covcr a total 01 up to $231) million in devclopmenl costs tlirougli 2009, which is 
comprised 01 $70 mlllion incurred through December 31, 20cI7 plus an addilional $160 million of anticipnted costs in 2008 and 2CiO9 The PSCSC has scheduled an evidentiary hearing an  Duke 
Energy Carolinas' application for April 17. ZOOS, and theNCUC has scheduled an evidentiary hearing for April 29. ZOOS 

O n  June 1. 2i:lU6, Duke Energy Carolinas filed an application with the NCUC Tor a Certificate oiPublic Convenience and Necessity (CI'CN) to construct two SO0 MV state of the ar t  coal 
generation units nt its existing Clilfside Steam Stution in North Carolinn On Februar). 3S, 3007. lhe NCIIC issued a notice of docision approving the construction of one unit nl the Cliffside 
Steam S1;ition On March 21. 2007, the NCUC issued its Order, which esplained the basis for i ts  decision to approve construction ofone unit, with an approved cost estimate of $1 93 billion 
(including AFIIDC). and certain conditions including providing lor u p d a t s  on construction cost estimates A group of environmental tnlerveners fi led a motion and supplcmenlal motion for 
reconsideration in April 7001 and May 2007, respectively Duke Energy opp~sed  the motions and the NCUC denied the motions fiir rcconsidcration in lune  2001 On January 31, 2008, Ddie 
Energy Carolinas filed its uldtited cost cstimate oT$I 8 billion (excluding npproximately $0 6 billion of AFIDC)  lor tlic approved ncw Clifiside Unit 6 Duke Energy Carolinas believes that 
the overall cost of Clillside Unit 6 will be reduced h y  approximately 6125 million in 

On September 25, 2t.lU7, a t  tlie request 01 the Governor 01 Ohlo. the Ohio Senate introduced a hill (SB 221 j that proposes ii comprchcnsive change to Ohio's 1999 electric energy industry 

L ' L  L i  < .  - '  . . .  . . .  
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I'ecleral advanced clean coal I&\ credits On Jiily I I 2007. Duke Energ), Carolinas entered into an engineering, procurement. construction and commissioning Services agreement, valued at 

npprosimatcly 51 5 billion, with an ;ifliliate of The S h w  Griiup, Inc . o f  wliicli approsim;itely $950 million relates to participation in the construction o f  Cliffside Unit 6 .  with tlie remainder 
reltitcd to a h e  gas dcsulfurizntion q s l e m  on an  exisling unit a1 Clillside 

environmenlal group N C WARN and two individual NC \VARN members iiled a petition against lhc DENR contesting the issuiince nf ii wastewater discbarge permit IO Duke Energy 
C;iroIinas irir the CIilLsidc Stcam S t a t i m  A hearing on tlic NPDES permit contested case is sclieduld lor tlic week o f  hlarcli 3 .  2008 

O n  June 29, Xiti7, Duke Energy Carnliiiiis filed with the NCUC preliminary CPCN information Lo constmct ii 61)1)-801! h,I\V combined cycle natural gas-fired generating facility at ils 
existing Dan River Ste:im Skition. as  well as updated Ipreliminary CPCN information to conshuct ii 600-SUfl h&\i combined cycle na1ur:il gas-fired generating facility a1 its existing Buck S t a m  

Station O n  December 14. 21107. Duke Energy Carolinas tiled CPCN applications for the two combined cycle k A i t i e s  The NCUC l i i is consolidated its consideration of  the two CPCN 
nppliciitions and scheduled nn evidentiary hearing on the applications lor March 1 I ,  200s 

O n  January 29, 20tiS. the Noah Corolina Deixirtmcnt ol-Environment and Natural Resources ( I X N R )  issued a final iiir permil lor the new Cliffside U n i t 6  On October 11, 2007, the 

In August 2iJuj. Duke Energy Indiana filed an application with the IURC for approval of study and prccunshuction cosLs rel;iled tu the joint development o1.m IGCC project with 
1nuiiiii;i. inc 1 I I ,  

i the IGCC project is appmvcd and conslrucled ~ l i l  lor thc part ia l  rzcovcry of such costs if the IGCC project 
dous not go lorwvartl llie IURC issued ;in order on July 36. 2(ltl6 appro\,ing the Selllemenl Agreement in its entircly 

Indianii's Eclrviirdspnrt Genciiitiiig Station in Knos County, Indiana 1 lie petition describes chc qq>licmts' nccd for additional baseload generating capacity iincl requcsts timely recovery of  all 
construction and operating costs rciiited 10 the proposed genertiting station, including financing costs, together with certiiin incentive riitcmaking trcatmenl Duke Energy Indinnn and Veclren 
liked their cases in c h i d w i t h  the lUllC on October 24. 2tiiJ6 As with Duke Energy Carolinas' Clifiside project, Duke Energy Indiana's eslimated cos& for the potential IGCC project have 
increased Duke Energy Lndimo's publicly l i lcd teslimony with the KJRC states that industry estimiiles (as provided by the Electric Power Rcsearcli Institute (EPRI)). of total capital 
rcquiremcnls for a facility of dns type and size are now in thc range o i  $1 6 billion to $2 I billion (including cscalation to 201 I and owners' specilic si te costs) In April 2007, Duke Energy 
Indiana iind Vectren filed a Front End Engineering and Design Study R e p r t  which incluiled an updated estimated cost for the IGCC project ol approximately $2 billion (including AFUEC) 
An evidentiary hearing was  held lune 18-22. 2007, and a public field hearing \\,as held on August 29. 2007 On November 20. 2007, the ILJRC issued an order granting Duke Energy Indiana 
CPCNs for the proposed IGCC projeci and approved lhe timely recoveiy of costs related to the project T h e  ILRC also approved Duke Energy Incliiina's proposal to initiate a proceeding in 

Inc , Sierra Club, Inc , Save the Valley. Inc , and Val ley \Vstch, Inc , all intervenors in the CPCN proceedin!& Rave appealed tlie IURC Order lo tlie Indiana Court of Appeals That appeal is 

pending O n  lanuary 25. 2CiilR. Duke Energy Indiana received the f ind  air permil from the Indiana Department of Environmental Miinagcmenl In August 2007. l'ectren withdrew its 
pnrticipalion i i i  the IOCC pldiit Duke Energy Indiana is currcntly exploring ils options, including assuming 100% ofthc plant capacity Absent idciililication o ian  altcniativc joint owner, 
Duke Energy Indiana \vould own l11~19/0 of t h e  IGCC plant capacity 

caused by gas riser leaks. including an April 1Ui.i l l  csplosion in Duke Energy Ohio's service area In November 3 0 6 .  the PUCO Staff released the expcrl report. which concluded that cerlain 
types of risers iire prone to leaks under \.arious conditions, including over-tightening during initid installation The PI!CO Stalfrecommended thnt nntural gas companies continue lo monitor 
the situation iind s tudy  the ciiuse o l a n y  further riser leaks to determine whether further remedial action is warrnnted Duke Energy Ohio has approximalely 87.00(l o f  these risers on i ts  

distribution syslem Ifthe I'UCO orders naturiil gas companics to replace all ol these risers, Duke Energy Ohio estimales a replacement cos[ 01 approsimately $40 million As pan of Ihe rate 
case iiled in July ?Oi:i7 (see "Duke Energy Ohio Gas Rate Case" ahve ) ,  Duke E.nergy Ohio requested approval from the PIKO to iiccelerak its riser replacemcnt program; however, a t  this 
time, Duke Energy Ohio cannnt predict the outcome or the impiict o i t h e  stntewide Ohio investigation 

FERC 1rnlc.x I.Ilc~rr~icR~li~11~iIrro Stoiihi i ls Consistent with rclinhility provisions ol the Energy Policy Act of 2005. on July 20. 7tlM, FERC issued iis Final Rule certifying the North 
Amcricnn Electric Rcliability Council (NERC) as the Electric Reliability Organization NERC 

On Septemhcr 7. 3006. Duke Energy Indiana and Vectren liled a joint petition with h e  IURC seeking C P C N s  for the c o n s ~ ~ i c t i o ( ~  of a 630 rVnW IGCC power plant at Duke Energy 

IS concerning proposals lor the study ol partial carbon capture, scquestrntion a n d o r  enhanced oil recovery for Ilic Edwnrdsport IGCC I'rojcct The Citizens Action Coalition of Indinnil, 

In April 201JS. the PUCO issued an order ~openiiig a slatewide inveslig;ition into riser leaks in gas pii?cline systems throughout Ohio The investigation followed four explosions since 2000 

I ry, 
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has lilcrl over If.0 proposed reliability standards wilh FERC On March 16. 2007. FERC issued a final rule establishing mandatory, enlbrceable reliability standards lor the nation's bulk power 
system In the final rule, FERC approved S 3  ofthe 1i:l7 mandatnry reliability standards submitted by the E R C  and compliance wid1 Uicse standards became mandatory on June I S .  2007 
FERC will consider the rcmsining 7-1 iproposed stiindards for npprov;il once the necessary criteria and procedures arc submitted In the intcrim, compliance with these 24 standards is cspccted 
to continue on a voluntary basis as g o d  utility practice Duke Energy does not bclieve Uisl the issuance of these slantlards will have a material impact on 11s consolideled results of operations, 
cash flows, or financial pixition 

0i~ii;Icccsr 7 ~ ~ ~ 1 i ~ r n i i s r i o i i  Tiin[) On Fchruary 15. ?(107, tllc FERC issued a Final Rule (Order S9Vj in its Opcn Access Transmission Tariff'rulcmakhg On March 19, 7007, Duke 
E,nergy C;irolinns liled a request lor rehearing and cl;ird~ication with regards to this order There are rourleen specilic areas where clarification and rehearing would greatly assist Transmission 
Providers understanding and implementnuon o i  the new NICS Duke EnerLy Carolinas has also made several compliance lilings with regard to Order 690 On December 26 ,  2007, the FERC 
issued Order S911-A. in which i t  largely reat>irmed the findings 01 issued Order SYO AI this time. Duke Energy Carolinas does not believe dint the order will have a material impact on its 
con~olidaterl  results of operations, ciish ilorvs, or liniincial position 

Midwesf IS0  R~.roiircc .~lileyrioa.lirlirr~~~~rli,i~ On December 2S, 2(107, the h.lidwest Independent Transmission System Operator, Inc (?vlidwesl ISO) filed its Electric Tarlrf Filing Regarding 

nf a rmourcc adequacy reqiiiremcnt in ilic lorm 01 p1;ioning rcservc margin \Vhilc the proposal has becn f i l ed  Tor approval from the FERC, it currently lacks enforcement and financial 
settlement mechanisms Ci\scn that thc proposiil has not yet been approved by !he FERC, it is difficult to estimate its impact on Duke Energy, but at this time Duke Energy does not believe the 
resource aderliiacy requirement wi l l  have a material imp:ict on iis cimsolidated results of operations, cash Ilows, or financial position. 

Coniiiiei-ci;il I'uwi-r Reporled results for Cornrncscial Powci are subject to volatility clue to tlic ovcr- or under-collcction of certain costs. including fuel and purchased power, since 
Commercial Pn\ver is not subject to r e g u l n t n ~  ;iccounting Ipursuant to SFAS No 71 In addition, Commercial Power could be impacted by certain of thc regulatory miitters discussed above, 
including the Dukc Energy Ohio electric rate lilings 

5. Joint Ownei~ship of Gene, nting ant1 l'lansniission Facilities 
Duke Encrgy Carolinas. along with North Carolina h,lunicipal Power Agency Mumbcr 1, North Carolina Electric Mcmbcrship Corporation, Piedmont hlunicipal Power Agency and 

Salutla River Electiic Cooperauve, Inc . have joint ownership 01 Catawba Nuclear Station, which is ii facility operated by Duke Energy Carolinas Duke Energy Ohio, Columbus Soulhern 
Power Company, ;and Diyton Priwer 22 Light jointly own electric generating units and related transmission Iacilities in Ohio Duke Energy Kentucky and Dayton Power 9r Light jointly own an 
electric gencrtiting unit Duke Energ), Ohio and WW"4 jnintly ciwn Vcrniill ion Stotion Additionally, Duke Energy Indinno i s  opin t -owner  or Gibson Station Umt No 5 with WVPA and 
Indiena hhnicrp;i l  Power Agency (IMPA). as well :is ii joint-owner with WVPA and IMPA of certain Indiana tranvnission property and local facilities These racilities constitute part of the 
integatcd transmission and distribution systems. which are operated and maintained by Duke Energy Indiana 

1 I0 



As of December 3 1, 2007, Duke Energy's shares in jointly-owned plant or faci l i l ies w ~ e  as rollows 

Construclioii \\'ark Owiic! sliip I'ropcrly, Phiit, Accuniul:itcd 

111 PI ogres  nlld ICqulpnlclN Dcpreculion Sliare 

(in m i l i l D n 5 )  

75 IJ 197 

Gibson Station (Unit 5)(c) 51, I ' 8 9  

Intcriiottonnl Eiie 

( 0 )  

(b) 
(c) 

Stiition is not operated by Duke Energy Ohio 
Included in Commercial Power segment 
Included in U S 17ranchiscil Flectric and Gas segment 

In Ih-ccmkr 2006. Duke Energy announced geemen!  10 purchase a portion oi Soludn River Elcclric Cooperative. hc 's orvnership interest in thc Catawba Nuclear Station Linder the 
tcrms of the ogrecmcnt, Duke Energy will ptiy approsimotcly XI58 million Iior t hc  ;idditionai ownership inlercst of the Cotilwbn Nuclair  Stiition Following thc closing of the transaction, Dukc 
Energy will own approsimntely 19 percent ol the C;it:iwb;i Nuclear Station 1 his transaction. which is expected lo close ]prior 10 September 30, XICIS, is subject to approval by various slate and 
federnl agcncies 

Operations Esch panicipant in the jointly owned riicilities must provide ils own financing 
Dukc E.nergy's share of icvcnues and operatins costs (01 thc above jointly owned gcncratinS 1;icilities arc included ivithin Ihc cor rcspnding  Iinc on the Coiisolidalcd Stnlcments of 
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6. Income Tares 
The following details the components of income 18s expense 

Incoiiic Tnx Enperice 

For t h e  Yciirs Ended 
Dccciiibcr 31. 

2007 2006 2005 -- - - 

04 48 63 --- Foreign 

(a) Included in the “Totnl current income lacs" line above IS n FIN 48 beneril rchling primnriiy Io  cerliiin lcmpnrnry differences ofapprosimnlely $?J5 million 

I i~coi i te  li uiii Coritirwiiig Opei ntiuii, befur c Incetae 1 A \ C ~  

Pur t h e  Yrarq Ended 
Decceibcr 31, 

2007 2006 2005 -- -- -- 

197 290 Foreign 
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Reconciliation ofli iconie T w  Expense :it !lie U.S I ici lernl Slaliitniy 1 i i x  Riic In llir Actiial T:ir Expmse I'reni Coiitiniiiiig Opera t inns  (Slzitiitory R.itr Rcconcifintion) 

For tlie Ycors Ended 
December 31. 

(in ni l l l ion~)  

zoo7 Loo6 2oos 
~ -- - 

---  
manufxluring deduction was credted by the American Job Crcit ion 4 c t  of 200-1 (the Act) lhc 4c t  pmvidcs .I deduction for income lrom qu.iIilied domalic production d c t ~ v i t i a  During the 
yeair ended December 31 2006 and 2005, the Act provided for a 3.0 deduction on qualilicd prnduction dctivitieb During the w a r  ended Decemlxr il, 211117 the deduction incredsetl to 6% on 

quilldied production nctivitics 
During 2006, Duke Energy had favomble la\ settlements o n  rexarch  and development c n s k  and nuclear ~iecommiasioning CIMS 01 a p p r m i m a t e l ~  (E30 milliun ta\ benefits related lo the 

impairment o i d n  investment in Bolivia of appro\imatcly $25 million and the manur,ictur~ng deduction ol appro\imateiy %I3 million These benefit5 arc rellectcd in iiie dbove table m Otlier 

items, net 

reflected in the above table in Other items, net 
During 2005, Duhe Energy recorded lii\ benefits of oppro\imately 51 2 million rei.ited to the mnnurxturing deduction and  $16 million reloled to a real ehtnte donation lliebe benefils are 

Valuation alloivances have been e.itablixhetl €or certain loreign and stntc iict operating losx carwfonvnrds that rciluce dcfcrred tu. axset) to an amount tliat wi l l  be realized on a more- 
likely-than-not basis The net chnngc in the total vnluntion nllo\vnncc 15 includcd in l i iu di ntiol on foreign earnings m d  State inciimc tiiu, net 01 fcdcr'il income tIiu dfcc t  in the iibove tnble 

Ne1 Deferred Iticonic Iiir Lkibility Canipoiients 

Dcceinbri" 31. 
2007 2006 

(in millions) 
- 

113 
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The above amounts have k e n  classified in the Consolidoled Balance Sheets os iolloivs 

Dcccinbcr 31, -- 
2007 20Oh 

(in niillionr) 

Deferred income toxe\ and foreign withholding t a w \  have not been provided on undidributed earning5 ol DuLe Energy's foreign \uhridianci a\  ;uch amount5 .ire deemed to be 
permanently reinvested The cumulative undistribuled earningc as of December 31. 2007 on  wlilcli Duke Energy has not provided deferred income t a w \  and loreifn withholding 1 

appro~lmatcly $460 million 

January 1, 2007, Duke Energy adopted FIN JF The following table shows the impacts of adoption of FIN -IS on Duke Energy's Con;olidated Bdlance Sheel5 
Duhe Energy or its subsidlone? file income toy returns in the U S with iederd and various 4ote governmental iiuthnritics 2nd in l o re ip  Jurisdiction? AI i l i ~ , c u ~ d  in Note 1 ,  on 

I nci c a w /  
rnrr, P.F''> 

( i l l  ~iiillioiw) 
n 

Goodwill b 

L 

'-I 

(a) Includes liability for unrecognized l a \  benefits and accrued interest and penalties. including resewcs against gain contingencies Thebe fain con tin fence^ were not rccoriled prior to the 
adoption of FIN 48 

Tho following table shows the accounting for the impacts of adoption oiFIN 48 on January 1. 2lJtJ7, along wi th  the respecti\ c tmpacls rcldtcd to thc suhxtjuenl ;pin-011 01 Spectra Energy 
on Januory 2, 2007 See Note 1 for additional informotion 

.Jnnuiilj 1,  Spin-ofl to .Illnulll) 7, 
2007 Spcc1r:i Eiicrgy 2007 

(In I 

Uniecv 9 s  (78) Y 321 

Inter 
Pcna 

( a j  Reflects dl intercsl related to income taxes 
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The lbllowing table details lhe chiinges in Duke Energy's unrecognized tax benefits Irom January I ,  2007 to December 3 1. 2007 

I Ilcl~r:lse/ 

(Deci C'i\C) 

(ill Inilllolls) 

1, 2007 X 
Spin-off to Spectra Energy 

Unrecogni Jnnua 

Unrcc 
Gro '6 

Settlements 
Lapse of statute of 

1 
Un 

(a) hn increase in the liability a i s 1 5 7  million recorded during first quiiner 2907, primorily related to the timing 01 certain deductions taken on tax returns in prior y e w .  was elimiiialed 
during the third quartcr of 2007 

At Deccmbcr 31, 2007, Duke Encrgy has approsimatcly XI 14 million of unrecognized tas bcnefits that, if recognized, would alYect the eSfective tax rate Addiiionally, at D e c c m k r  31, 
7007, Duke Energy has  approximately $1 G million and SP million that, if recognized, would affect (Loss) h o m e  From Discontinued Operalions. net of 10s. and goodwill. respectively 

i t  is reasonably possible that up to approsimately %100 million in currently recorded unrecognized 10s hnelits related to prior open tax years could change within the nest tlvelve months, 
although Dukc Energy is unable to furthcr estimate the amount of potcntiul change a t  this time Dukc E n c r g  expects in the next trvclve months Lo decide whether or not to contCst ii ruling by 
the taxing authority that denied its position 

of any such potential gains are not currently n t imablc  

million of interest receivable, which reflects all interest related to income tnxes, and SZ million accrued for lhe payment nl penalties 

I t  is reasonably possible Uiat Duke Energy will reflect an approximate %G5 million reduction in unrecognized Lax benefit?; within the n u t  twelve months due to csixcted settlements Also. 

Duke Energy is assessing certain other tax matters which do not represent tas positions under FIN 38 ant1 which could res1111 in gains in ruture perinits I+orvwer, lhi. timing a n d  amounts 

During the year ended December 31, 2007, Duke Energy recognized net intcrest income of opprosimately % j 8  millinn At December ? I ,  2007, Duke Energy had npprLwimstely $27 

Duke Energy has the following tax years open 

.Jurisdiction 111s Years  
Federal 
State 
International ZOO0 and aner  

1999 and afler (except for Ciiicrgy and its subsidiarics, which arc opcn for years 2000 and a h )  
h4ajority closed through 2001 escept for certain refund claims lor tas years 197S-2@01 and any adjustmenls reliitcd to opcn federal ye~iw 

7. Asset Retireinent Obllgatioiis 
In June 2001, the FASB issued SFAS No 143, which wns ndopted by Duke Energy on January 1, 1003 SFAS No 143 addresses linancinl accounting and repofling for l q d  obligations 

associated with the retirement of tangible long-lived assets and the related asset retirement cosls The standard a p p l m  to legal ob1ig;ltions associated wid1 h e  retirement of long-lived assets that 
result from the acquisition. conslruclion. development andlor normal use of the assel SFAS No I43 requires Illat the fair  viilue ol ii liability for an asset retiremenl obligation be recognized in 
the period in which it is incurred, if a reasoniiblc estimate of fa i r  value can bc  made The  fair value of the liability is added to tlic carrying amount of the iissocinted assct l h i s  additional 
carrying amount is then depreciated over the life of the asset The  liability increases due  to the prrssoge of time hosed on the time value oimoney until the oblig;ition is !;ettled Subsequent to 
the initial recognition, (he l iability is adjusted ior any revisions lo the expected value of the retirement obligation (\vith corresponding 
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adjustmenls to property, plant. and equipment), and Tor accretion of the liability due to !he passage of time .4ddilional depreciation expense is recorded prospectively for any increases to i l ie 

carrying amount of the associated asset 
Asset rcliremcnt obligations o t  Duke Energy rclnte primarily to the decommissioning 01 nuclear Ipoiver fncilities, obligntions relntcd to right-of-way iigreemenLr, iisbcstos removol iind 

contrzictual leases for land use In  accordance with SFAS N o  I G ,  Duke Energy identificd certain assets that have an indeterminate life, and  thus the h i r  value oStlie retirement obligation is 
not reasonably estimable These assets included distribution facilities and some gas-fired power plants A liability for these asset retirement oblig;itions will be recorded when a fair value is 
dctermU1abIe 

Ihe adoption of SFAS No 1.13 had no impact on the income of the regulated electric operations, as the efSccts were offset by the establishment of regulatory ossek  nnd liabilities pursunnt 
to SFAS No 71 as  Duke Energy received approval l iom both Uic NCUC and PSCSC to defer all cumulative and future income statement impacts related lo SFAS No 143 Similar ;ipprov:il 
w a s  not granted by tlie PIJCO. KJRC and KPSC for Duke Energy Ohio. Duke Energy Indiana and Duke Energy Kentucky, respectively 

assets or$U million, an increase in net property. plant and equipment o f x 7  million and an  increase in ARO liabilities of approximately $3 million. Ihe adoption oSFlN 47 had no impact on 

operations. n net-of-ttis curnulalive elicct ndjustmcnt of approximntcly M million ivas rccordecl in tlie fourth quarter OS 20LOS as o reduction in earnings (see Note 1) 

In bfnrch 2005, the FASB issued FIN 4 7  As n result of the adoption ofFIN 4 7  in 7005, on increose in total assets of $3 I million was recorded. consisting o i a n  incrense in regulatory 

Ihe pro lbrmn effects of adopting FIN 217, inclurling the impact on  the balance sheet, net income and related basic and diluted earnings per share, are not presented due to iin immaterial 

I he  asset retirement obligation is adjusted each pcriod for any liabilities incurred or settled during Ihc period. accrction expense and any revisions made to tlie cstimalod c;ish tlmvs 
impact 

Ilrcoiicilistioii or Asset Retiremciit  Olrligiitioii Linbility 

Yenrs Eiirled 
Ueceiiiber 31, 

2007 2006 

(in iiiillioiis) 

Spin-olT t 
Accretion 

Balmce  as ol December 31, x 2,551 $ 2.301 

(a) 
(b) 

As discussed in Note I ,  on  January 2, 2007, Duke Energy completed the spin-off of it\ natural gas businesses 
Primcirily rclated to Duke Energy'r acquiwion ol Cinerm in April 2006 
Accretion mpcnse for the years ended DccLmbcr 31, 2007 and 2006 included approumately $153 million and $142 million, rcspcctively, r e l d t d  to Dukc Energy's regulated electric 

Upon adoption of SFAS No 143, Duke Energy's regulated eleclnc and regulated natural gas  operations classifies removal co$ts for properly that does not have an associated legal 
operotions wtuch hove been deferred os regulotory n5sets and liabilities in accordance wilii SFAS No 71, ns discuwd nbove 

retirement obligation a, a regulatory I iab i lq .  in accordance with regulatory treatment under SFAS No 71 Duhe Energy does nor accrue the estimated cost OS removal wlien n o  legal obligation 
ossocistcd with retirement or removal C \ J S ~  for any non-regulated ns,ets (including Duke Energy Ohio's generation assetb) The total amount of removal cobb inclurlcd in Other Dclcrred 
Credits and Otlizr Liahilitie$ on the Consolidated Balance Sheets was $2,173 million and $2,345 million ab of December 3 I, 2007 and 2006, r q e c t i v e l y  At Dccember 31, 2ClI6 
appro\imatcly Si91 million ofremoval costs were reldted to obligations 01 the natural gas businesses that were spun oft to shareholders on  January 2, 2007 
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Niic1r:ii- Deceniiiiissioiiiiig Cos& In 2005, Uie NCUC and PSCSC approved a S4S milllon annual amount lbr contributions and expense IeveIs for decommissioning In each ofthe years 
cnded December 3 I ,  2007 and 2006. Duke Energy expensed approximately MS million and contributed cash 01 approximately US inillion to the NDTF for decommissioning costs n l e s e  
iiniounts ore presented in the Consolidated Statements ol Cash Flows in Purchases 01 A~~ailable-T;or-Solc Securities within Cash Flows from Investing Activities In ench of the pears ended 
December 3 1, 2007 and 2006. US million was contributed entirely to the Tunds resewed for contaminated costs Contributions were discontinued to the funds resenmi for non-contnmmnted 
costs since the current estimates indicnte existing funds io be sullicient to cover projected future costs The b;ilance of the external funds was X I  .929 million as of December 31, 20117 and 
$I ,775mi l l ionasol  Decmibcr31 ,  20116 711 
iair value o i  assets legally rcstricted for the purpose o i  settling asset retirement obligations msociated with nuclear decommissioning was $1.551 million as of December 31, 2007 and S1.421 
million asof December 31, 2006 

Estimated site-specific nuclear decommissionmg costs, includmg tlic cost oidecommissioning plant components not subject to radioactive contamination, totnl opproxinintely 62 3 billion 
in 20n3 dolliirs, based on a decommissioning study completed in 200.1 This includes costs related to Duke Energy's I ?  5% ownership in h e  Cntnwbn Nuclear Station The other joint owners of 
the Catawba Nuclear Station are responsible for decommissioning costs related to their ownership interests in the station Both the NCUC and the PSCSC have allowed Duke Energy to recover 

being recovered through rates, when coupled with expected fund earnings, arc sufiicient to provide for the cost oiclecommissioning 

Units I and 2 until 21143 and McCuire Nuclear Station Unit I and Z until 2041 and 2043, respectively In 2000, Duke Energy was granted a renewed operating license lor lhe Oconee N u c l ~ i r  
Station Units I and 2 until 2033 and Unit 3 until 1034 

iniounts are reflcctcd as Nuclcar Decommissioning Trust Funds within Invcstmcnts and Othcr Assets in die Consolidated Balance Shccts The 

Tlie operating licenses for Duke Energy's nuclear units are subject to extension In D e c c m k r  2(iO.?, Duke Energy \vas granted renewed operating licenses Tor Calawha Nuclear Station 

8.. Risk M;inigenient anti Heclging Activities, Credit Risk, ::nd I;inancial Instrunients 
Duke Energy is esposed to tile ini]xict oi marke! tluctuations in the prices oielectrtcity, coal. natural gas and other energy-relalcd producls marketed and purchased as a result of its 

ownership of energy related assets Exposure to interest rate risk exists as a result o f t h c  issuance of variable and fixed rate debt and commercial piper Duke Energy is exposed to foreign 
currency risk from investments in international affiliate businesses owned and operated in foreign countries and from cerlain commodity-related transxtions witliin domestic operations Duke 
Energy anploys established policies and procedures to manage 11s risks associated with these market lluctuations using various commodity and financial derivative instrumentr, including 
swaps. iutures, iow;ircls. options and swaptions 

Duke I l i iera ' r  Dei i w l i v c  Porllolio C w r j i i i g  V ~ l u e  :I\ of Decrniber 31,2007 

hkiliiril) RllittJl It? 
ArwU(Li>bilil>) in 200R ill 2009 i n  2010 'I hcreaflci Vslue 

(iii millions) 

Iledgin 

Mntur iiy 
i n  2011 Tnbl 

:llid Carrying 

II 

s ( 1 3  
Undcsignated 

Total 

The amounts in Uie table above represent the combination o iamounts  presented as o!her current assets, other investments and other assets, other current liabilities and other defhred  

Cuiiiinoility Ciisli Flow I-leilgcs Soma Duke Energy subsidiaries ore exposed to market fluctuotions in the prices of various commodities related to their power generating and natural 
credits and other liabilities on Duke Energy's Consolidatcd B;ilance Sheets 

gas sales and transportation activities Duke Energy closely monitors the potential impacts of commodity price changes and, where appropriate, enters into contracts to protect margins Tor a 

portion of future s?les and generation revenues and fuel expenses Duke Energy uses commodity instruments, such as swaps. futures. fonvards and options. as cash flow hedges Cor electricity 
andnatural gas transactions Duke Energy is hedging cxposurcs to the pricevariability ollhcsc commodities for o maximum period of Zywrs 
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The ineil~cctive portion of commodity cash flow hedges resulted in an immaterial iimount in 2007. a prc-tax gam 01 $5 million in 2006 and a pre-t;ix loss of $1 2 million in 2005 and IS 

reported primarily 111 (I. oss) Income From Discontinued Operations, net 01 13s in the Consolidated Statements of Operations The amount recognized for transactions that no longer qualified tis 
cash llow hedges. which is cliissificd in (Loss) Income From Dlscontinucd Opcrntions. net oi tax in the Consolidiitcd Statements oiOpcrations,  resulted in an immaterial amount in 1007, n loss 
ofapproximately 667 million in 2006 and a gain of approximately $1 2 billion in 1iKlJ (see Note 13) 

Sheets in AOCI and are expected to be  recognizd in earnings during the next t\v 

corresponding value in AOCI will likely change prior to its reclassification into exning!  

due to market lluctuations in h e  underlying commodity prices In the lormer DENA business currcntlp cl;issified as discontinued operations. Duke Encrgy evaluated changes in the fair value 
of such unrecognized lim commitments due Io commodity price cl imges ond. where approprinte, used viirious instruments to hedge its market risk Those c o m m d i t y  instruments, such as 

As of December 31, 1007, $25 million of pre-tax deferred net losses o n  ~ l e r i \ ~ t i \ ~ e  instruments related to commodity cash flow hedges were ;iccumulatetl on  the Consolidated Balance 
iiiniitlis as die licdgcd transactions occur Nowevcr, due to the volatility of the commodities markets, tlic 

Coiiiniodit~ 1i;iir Value Hedges Some Duke Energy subridi;iries iire exposed to changes in the fair v;ilue ol some unrecognized firm commiLments to sell generated power or natural gas 

Noi-nialPurcli;ises ;iiicl Noriiiiil Sales Exception Duke Energy has ;ipplied the nnrmiil purchases and normal siilrs scope csception, as provided in SFAS No 133. interpreted by 
Derivatives lmplementation Group Issue 121 5 ,  "Scope l?i*~c~p11011). Nomml Pirrcliaws a!~il~Vomiol Sdcs Eicephoii / b y  Oplio11-7.spe Coulracls arid For-~'~wdConl~ ocls 111 E l ~ l ? ~ N ~ i ~ , "  and 
amended by SFAS No 149, 'I lnrenihnoil oJ'.Slolo7re111 133 on De~ii~ot i i~eI irs inin~e~ss mdlimi,$t~i,y ;ichvilies. "to ccrtnin contracts involving the purchase and sale of electricity a t  fixed prices 
in future periods These contracts, which relate primarily to the delivery of elecliicity over the next 14 

Energy recognized ii pre-vas loss of approxhntely XI  9 billion for the clistlunlificntion oicertain power and  gas forward sii les conlracls 

with SFAS No 133 tn addition, as  certain forward gas contracts rclntcd to the long-lived assets had been designated os cash flow hedges in accordance with SFAS No 133 As a result o f t h e  
change in manngcment intent for the long-lived assets, tlie related forward power and gas contracts were de.designated as normal purchases and sal= and hedges The amount recognized for 
iransnclions Uiat no longer quali1ied as hedged firm commitments was not material in 2006 and 2007 

Interest Rille (Fair Value or Cash Vlow) Iletlges. Changes in interest rates expose Duke Energy to risk as a result of its issuance ofvariable and fised rate debt and commercial paper 
Duke Energy maniigCS its interest role exposure by limiting its variable-rote exposures to 11 pcrccntngc of total cnpitnlimtion and by monitoring the elfects of mnrket changes in interest rates 
Duke Energy also enters into financial derivative instrumenk, includmg, but not limited to. intersst rate swaps, swaptions and U S Treasury lock agreemcnts to manage and mitigate interest 
rate risk exposure Duke E,nergy's existing interest rate derivative instruments and re1;ited ineiiectiveness were not material to its consolidated results of opcrations. cash flows or financial 
position in 2007, 3106, and 2005 

and olierated m foreign countries and fiom certain commodity-related transactions within domestic operations To mitigate risks associated with foreign currency fluctuations, conlracts may be 
denominated in or mdessd to the U S dollar andlor local inflatton rates. o r  investments may be naturally hedged through debt denominated or issued in the I'oreign currency Duke Energy may 
also use foreign currency deriviitives. where possible, to mnnnge its risk related to fnreign currenc) fluctuntions There w n s  no gain or loss during 1007 nnd 2006 nnd a net goin of $1 million 
included in the cumiilntive translation adjustment for hedges of net investments in foreign operations during 2005 To monitor its currency exchange rate risks, Duke Energy uses sensitivity 

analysis. which measures the impact of devaluation of foreign currencies 
Other Derivativc Contrac ts  T~o~III,~ Duke Encrby has bcm exposed to the impict  ol market fluctuations in thc prices of natural gas, electricity and other energy-related products 

marketed 2nd purclinsed as  a result of proprietary trading activities During 2iIO.~, Duke Energy prospectively discontinued proprietary tmding As a result of the Cinergy merger, Duke Energy 
acquired natural gas and power 

I ,  are not included in tlie table obove As discussed in Note 13, during 2005, Duke 

Certain forward power contracts related to former DENA's Soutlieasl Plants and the delerred plants had been primarily designated as normal purchases and normal sales in accordance 

Poi,eigii Cui rciicy (Fair V:ilue, Net Ii i \~cstmciit  or Cash I%w) I~iedges Duke Energy IS esposed to rnreign currcncy risk fiom investments in international aililiate businesses owned 
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marketing and trading operations. conducted primarily through CMT, the results 01 rvhich have k e n  reflected in (Loss) Income from Discontinued C)peratiom. net of Ins. from the date of Ule 
Cinergy acquisition to the date o i  siilc In October 2006, the CMT sale transiiction was completed and  Duke Energy entered into a series o i  Toto1 Return Swaps (TRS) witli Fortis (see Note 13) 

Uriderignofcd In addition, Duke Energy uses derivative contracts to msniige the mnrkct risk esposures that arise from energy supply, structured origination. marketing, risk management, 
;ind commercial Op~imizaliOn services tn large energy customers, energy apgrcfators and other wholesale comp;inies, and to maniige interest rate and ioreigo currency esposures This category 
incluiles cliangcs in fair value for t1criv;itives that no longer qualil'y for the normal purchase and normal sales scnpe esception and disqualified hedge contracts. unless the derivative contract is 
subscqucntlp re-designated as ii licdgc The contracts in this category as of December 31, ?ill17 are priimrily associated ivitli forward power sales and  coal purchascs for the Commercial Power 
operatioiis and remaining former DENA exit activity ;announced in 7005 (see Note 13) Dukc Energy's exposure to price risk is inlluenced by a number of iactors. including contract size. 
Iengtli. market liquidity, location and unique or specific contract terms 

market derivatives The TRS offsels the net inir value of the contricts being sold to Biircliiys r l ic  lair vilue of the TRS iis of December ; I ,  2007 is an asset of approsunately $66 million, 
which oiliets the net Sair value of the underlying contracts, which is a liability of approsimately $66 million I h e  remain~ng contracls covered by this TRS are with a single counterparty 
Although Dukc Energy lias vansferred the risks associated with lhese contracts to 13;irclnp's v i a  the 'f'l<S. Uuke knergy w i l l  continue to lacititate t ime contracts ior ltieir duraiiun 

CI rdit Risk. Duke Energy's principiil customers for poivcr and natural gas marketing and  transportation srn'ices are industrial end-users, marketers, local distribution companies and  
utilities locate3 throughout the l i  S and Latin America Duke Energy lias concentrations oi recei\rables l iom niitural gas and electric utilities and their afliliates, a s  well os industrial customers 
and markcters throughnut these rcfions These concentrations of customers may all'ect Duke Energy's o~er i i l l  credit risk in h i t  risk fiictors can negatively impact the credit quality of the entire 
sector \\%ere csposed to credit risk, Duke Encrgy aniilyzcs the counterpiinics' linanci;il condition prior to cntciing into an  agiccrnent, cstablishcy credit limits and monitors the appropriateness 
oi those limits on an  ongoing basis 

Duke Energy's industry has historically operated under negotiated credit lines lor physical delivery contracis Duke Energy frequently uses master collateral agreements to mitigate certain 
credit esposures, primarily in its risk management operations The collateral agreements prwirlc lor a counterparty to post cash or letters of credit to the esposed party for esposure in excess of 
an established thrushold The threshold amount represents an  unsecured credit limit. determined in iiccordancc with the corporate credit policy Collateral agreements also provide that the 
inability to post collateral is sufficient cause to terminate contracts ond liquidate all positions 

Duke Enerey also obtains cash or letters of credit Irom customers to provide credit supj)orl outside ot collateral a$recments, where appropri:ite, based on its financial analysis ofthe 
customer and the regulatory or contractual terms and conditions applicnhle to each transaction 

required in interpreting market tlala to devdop the estimiites o i lh i r  viilue Accordingiy, the estimates determined :is o i  December 21, 2007 and XUSG, are not necessarily indicative ofthe 
amounts Duke Energy could have reiilized in current markets 

In connection with the Barclays Bank PLC (Barclays) transaction iliscussetl in Note 13. Duke Encrgy cntered into a series of IRS with I3iircIq's. which are accounted for as mark-to- 

liisanciiil Iiistruineiih. The fair value of financial instrumenls, excluding der i~ i t ives included elsewhere in this Note and in Note 13, I S  summarized in the following table Judgment is 

A 5  01 Dccember 31, 

LO07 2006 
Book Appi oiiinnie Book Appi o i i t m t e  
\'rlue n1ir Vnlul? V:1lur RIII Value 

1.ong-term SFAS 11 5 securities 7.274 2,274 2,095 2.095 

(a )  includes current maturities 

amnunts because of the shon-term nature oi these instruments and/or because the starwl rates iipprosimate markct r a t s  
'The fair \ulue o i  cash and cash equivalents, short-term mvestmenk, accounts and notes recrivahle. accounts payable and commercial paper are not materially different from their carrying 
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9. Marliet:ible Securities 
Sliorr-rernr i i i iwf i i rcr i rs  At December 5 I, 2007 and 2Cxib Duke Energy had $437 million and $1,514 million, respectively, ol short-term investments consisting primarily o l  highly liquid 

Ins-cxcmpt debt securities As discusscd in Note I ,  these securities rrcqucntly hove stated miitunties oi 20 years or more; however. tlicse instruments linve historicnlly provided fbr  o high 
degree of liquidiiy through features such as daily and seven day notice put options and 7, 18, and 25  day auctions which iilloiv for the redemption o f t h e  investments at  their face amounts plus 
earned income The holding period lor these securities is typically less tliiin 1 year. but can be impacted by liquidity hctors in the financial markets These inslrumcnls are classified as 
avoiliiblc-ior-sale sccur i t ic~  under SFAS No I I S  :is management does not intcmd ti) l iold them to maturity iinr arc they bought and sold with the objcctivc of generating profits on short-term 
difierences in price A s  nl December 3 I ,  2007. tlic carrying v~i lue of these instruments approximated their l a i r  value as they cnntnin hat ing  rates ofinterest  In January 2008, substantially all 
olthesc inveslmenLs were sold at auction at amounts approxima!ing their carrying values In early ZWS. Duke Energy made additional invcslmenls in Uiese types of inslrumenls During die 

years ended Deceinbcr 31, 2007. 3lD6 and 2005. Duke h e r g y  purchased shnn-term investmcnis 01 nppriximately $21 titi1 million, $331.521 million and $3S.535 mill ion respectively. and 
received proceeds on mIes ol iipprosimiitely $32,685 million, $30,691 and $3S,.?SG million. rcspoctively 

OthcrL.ung-tenn rniws/iiiciils Duke Energy invests in deb! and equity securities that are held in the ND1'F (see Note 7 for further informstion), in Rabbi Trusts for investments related to 

certain eseculivc deferred compensation plans. and in the captive iiisurance investment portl'nlin These invesments are classdied as available-for-sale under a P . u  IYO I 12  and. llETiTMe, a ic  
carried at estimated fair value based on quoted market prices Since management does not intend to use these invcstmcnLs in current opcrotions. tlicsc invcstmcnts arc classified as long-lcrm 

As oi  December 3 1. 2007 ond 2Oi16, Duke Energy's NDTF held invcstmcnts with a fair  market value nl apporosimately $1,029 million and $1 >775 million, respectively The NDTF is 

mnn;igcd hy independent investment managers with discretion to buy, sell and invcst pursuant to the objectives set forth by the trust agreement 1 herelbre. Duke Energy has limited oversight of 
the diiy-today managemcrit of the NDTF investments Pursuant to an order from llic NCUC, Duke E.nergy d 
investments in the NDTE 

is a regulntory ;issei or regulatory liability a11 g a m  and losses associated with 

As of December .:I, ?Oil7 and 2006, Duke E.nergy's other long-term inveslmenls had a f a i r  marketv;ilue of Ql5 million and 6320, respectively 
nie cost o i  securitits sold is determined using the specific iclentification metliotl During Ilie ye;irs ended December 31. 2007. 2006 and 20125. Duke Enerey purchased long-term 

invcstmwts oi approsimatcly $2.007 million, $1.95 I million and $1.826 million, rcspcctivcly, and recc.ivcd proceeds on sales 01 npprosimolely $1,954 million, $1,937 and $1,787 million, 
respectively h,lnst ol iliese purchases and sales relate to the NDTF Purchases lor the years ended Dccember 31. 7CK7, 7006 and 2005 include contributions lo the NDTF of approximately $48 
million in each year piirsuanl lo on order by Uic NCUC (see Note 7) The remaining investment activity relates primarily to jiurchases and w l e s  within Uie NDTF 

T h e  estimated l a i r  valucs 01 short-term and long-term investments classified as nvailablc.-for-snle are as fi)llo\vs (in millionsj: 
A s  of l ~ c c c n ~ h e r  31. 

2007 2006 
Gro% Gross  Gross GI O I \  

U~ire ;~ l l re t l  Ulll ealizetl E\tiinJtetl Ulll c:ilbetl Uni e.ilized IS5lllllntPd 
Iloldiiig Ilolding Ir.ii1 IIolding lloliling Poir 

Short-tcmi In\ c..tment 

Total short-term in%ertmentr - - x  4.37 F - $  - - x  1,514 

Equln' Securities 
(3orporate Debt S e  

I otal long-term invcstmciil\ 527 $ 2.274 $ 451 $ 2,095 
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I.or tl1e)ears ended Deceinbcr i l  2007, 700b and 2005 p i n s  01 Ias\Ul.in SI million appro\imafely %57 million (including $ 5 1  million reclawlied lo(] o s )  Income lrom 13isconlmued 

Dcht xciiritic’, held tit Dcccinbcr 3 I ,  ZOO7 mature ns lollona SI 5 million in l e %  than one y e x ,  %I 53 millinn in onc to live yeiirb, SI47 million in (11 to ten y c m  and $291 million 

The lair \uIue\ and gros unrealiied IO%S 01 a\~ailable-tor-~ale equity and debt \ecuritia which ,ire in an unrealized 10s povlion. inclucling securities held in the NIXE .;ummarized by 

Operatinn5, net 01 l a \ )  and a p p r o w n m l y  $3 million, respectively, \vert reclassified out of AOCI into wrnings 

thereafter 

in\citmcnt 11 pc ,ind leiictli 01 tinic tlial the \ ccur i tm llovc bccn i n  n coiittnuotx 105s position, are ab lollons at  Dcccinher $1, 21)iJ7 and ZOOb 

- As orDcceinbcr 31,2007 

Iiair Uiii c.iliiecl Los. I’osillnii Uni cnliicd Ln5s I’iisitinii 

- >I2 inolltll5 < I2  nianuis - \’;tluc - 
(in millinas) 

- Other 711 

I otal 343 23) 

\-, -- - -  ...... 
‘I‘Jid 39u x ( 1 1 )  S ( i j  
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IO. Gooilwill :mil 1nt;mgi:ible Assets 

impoirmcnt t c s ~ s  required by SFAS N o  142 As discussed further in Note 7, in April 7006, Duke Energy and Cincrgy consummilled the prcviously announced merger. which resultcd in Duke 
Energy recording goodivill anrl intangible assets of approsimntely %S 6 hillion The following table sho!vs the componenis of goodwill at Dccember 31,2007 

Duke Energy ev i i lums the impairment of goodwill under thc guirlnnce of SFAS No 142 l-here were no goodwill impairment charges in 2007, 2006 or 2UO5 as a result or the annual 

Changes in the C;iii)iiig A m o u n t  01 Coociaill 

&I kI lice Bnla nce 
Drrcinber 31, Decrnibei 31, 

2006 Acquirilion\ Other 2007 -- 

( 3  523)  __ 
s71 

Natural Gas rransmission("' 3 573 

Inlernational EneGy 29: 

13nl:Incc Ualince 
I)rcciiilicr 31, Decmibcr  3 1, 

(a)  A5 & c u s ~ ~ d  in Note 1 o n  I n m r o ~  2, 2007 Duke Energy completed the spin-011 of it5 natural ga% buainer\es, including the former Nnturnl Gas 7 raniniirvon b u m c s s  scgmenl 

lrom D u k  Energy! merger with Cinergv 
35 niillion 121 good~ i l l  had bccn nlloc,itcd to CAIT, i\hich wab disposcd 01 duniig 21106 (sec Note 1 7 )  

id )  Reduction in good\bill tit Decembcr -31 ?iXl6 rcllecl5 the ~lecon.olida~ion of Crescent in September 2006 ( w e  Note 2 )  

Iiii:in&iblc A\sct% 

The carlying mmunt and accumulated amortization 01 mtmgihlc ~ E S C I ~  <is of DcLember 31 Xitl7 and December 31. 3CIl16. which primarily related l o  the intangible asiets acquired as a 
piirt 01 the mcrgcr with Cincrgy .irc iiz Iollolv> 

Deccrnbcr 31, December 31, 

- 2007 2OOG 

s7 

Gaa, c m l  and  p o n c r  c(mlrI?cts 

Other(") 

296 318  

- I- 

Totdl gross Laming amount 966 

ulated .imortization-gns. coal and power confr.icl 
:\ccumulatcd iirnortization-otiicr 

To~iil xcumula ted  amortization 
7 oiiil intangible asscts. iic1 s 720 5 905 

(a) Increase in Intiingible iisscts primarily related to die iicquisi~ion nl the wind lpoiver development Iisscts of Encrg), invcstor Funds from T iem Energy (see Note 2 )  

Emission allowances sold or consumed durmg !tic years ended D c a m b s r  .:I !0(17. 21106 and  3ll:i5 were $271 million. $418 million anrl $8 million. respecti\'elp 
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Amortimiion es jxnse  for gas, coal and poiver COnUaclS and otlier intangible assets tor the years ended December 31, 7007 7006 and 2005 was approsimately $57 million, $56 million 

Thc table below shnws the especled nmor~iziilion e.xpcnsc for the nest fisc years for intnngiblc iissets tis 01 Dcccnibcr 31. 3007 The cspectcd amortization cspensc includes cstimotcs ol 
and $1 million, respectively 

 mission allowances consumption and estimates of consumption ofcommoditics such as gas and coal under esisting contrncts The  i imorti~it ion amounts discussed below are estimates Actual 
iimounts may dicier from these estimates due to such lactors as changes in consumption patterns. sales or impairments ot emissioli allowances or other intangible assets, additional intangible 
ncquisifions end nther cve~its 

m a  2009 2010 2011 2012 
(in ~i i i l l io~is )  

-- -- 
Amortization espcnsi: s 2 

n e r P V r  recorded an intaneiblc lisbility timounting to npprosimately $1 13 rmllion uisocinted with the MBSSO in Ohio that wi l l  be 
recognized in earnings Ihrough Decrmher .3 I .  ?On8 The c a q i n g  amount of~1lii.s intangible liability was approsimalcly 3257 million and S95 million at December 31, 2007 and 2006, 
respectively The remaining 5457 million will he itmortizetl 11) income in  7l:lCIS Duke Energy also rccortled approsimately $56 million of intangible liabilities associaled with other poiver sale 
contracts in connection with the merger with Cinergy Itic carrying amount of tlicsc intiingiblc linbilitia w i i s  npprosimnte1p $ 2 2  millinn iind 839 million at  December 31, 2007 and 2006. 
respectively This balance will he ;mmort~rcd to incnmc as f0llows: ;,ppro.xirn;ilely $6 million in each of l l ie years 2108 through 10Itl. and apprnsimately U million in 301 1 

11 .  Investments in l i n c o n s o l i d a t e t l  Affilintes and ltelnteil 1);irt). Tlansactions 
lnvestmenb in domestic and inlernntioniil aff i l io lcs thii! arc iiot conlrollcd by Duke  Energy. but over which i t  i n s  significant inlluence, nrc sccounted for wing  tlie equit)' method During 

tlie years ended December 31. 2007, 2006 and ?005. Duke Hncrgy received disvibutions from those invcstmcnts of SI47  million, $493 million and %S56 million, respectively Of these 
amounts. approsimately $147 million. $741 million and $473 million tire inclurled in Other. assets within Cash Flows from Operating Activities on the accompanying Consolidaled Statemens 
of Cash Flows for thc years ended December 31, 2007, 20116 and XJO5, mspcctivcly, iind %J, $1 52 million nnd $5'83 million are includcd in Distributions from Equity lnvcstmcnls within Cnsh 
Flows from Investing Activities on the accompanying Consolidated Statements o f  Cifih Flows f o r  the years ended December j I ,  2007, 2006 and 2005, respectively Duke Energy's share of net 
earnings from tlicse unconsolidated afilliates ivitliin continuing operations is reflected in tlie Consolidated Statements oi Operalions as Equity in Earnings of Unconsolidated Aifiliates 

As discussed in Note 1. on January 7. 3007. Duke Energy complctcd the spin-oll oi its nalural gas businesses to shareholders Included in the assets distributed to Spectra Energy were 
investments in unconsolidated al'filintcs with an  npprosimnte carrying value of S1.618 niillion as o i  the distribulion date. which primarily consisted of Duke Energy's 5 V ? o  ownership interest in 
D C P  Evlidstream and ii 509% oivnersliip interest in Gulfstream Natural C a s  System, L1.C ( C i u l l ~ t r e a m ~  a n  interstate natural gas pipeline that estends from Mississippi and Alabama across the 
GuU-ofbJexico to Floridii 

A s  olDccemhcr  31. 20IJ7 and 2006. the cnrrying amount o i inveshicn ts  in iilfiliiitcs approximntcd the nniount 01 undcrlying equity in  nct nsscts 
Significant investments in affi l iates are as follows. 
Conini~rciiil I'oww A s  of both December 51, 2007 and 2006, investments prirniirily included a 5O?b intercsl in Soutli I-loustun Green Power, L P(Green Power) Green Power is a 

cogcncrntion facility containing tlircc combustion turhincs in .rems City. Tesas Altlinugh Duke Energy owns n signiiicant porlion of Green Power, it is not consolidated as Duke Energy docs 
not hold a mnjority voting control or have the ability lo esercise control over Green Ponw 

Iiitern;ilioiial Eitergy As orbot 
business in Jubail. Saudi Arabia. atid ii 
Compaiiia de Sewicins dc  C o m p r c s i h  de Ciimpecchc. S A de C \' (Ciimpeche). 11 niituriil $is compression incilily in the Contarell oil field in ihc Gul l  of Mexico Campcche project rcvcnucs 
were generated from ii gas compression services agreement (GCSA) with I'EbEX Upon the espiration oitlie GCSA with the hlesican National Oil Company (PEklEX) in August 2007, lhc 
operations oi Campcclic were transierrcd to PEkEX and  International Energy 

cember 3 I ,  2007 and 7006, invcsments primarily included a 254b indirect interest in NMC, which owns and operates a methanol and MTBE 
indirect interest in Atiiki. a nalural  gas distributnr i n  Athens. Greece Ilirougli Augusl 2007. Duke Energy held a 5096 investment interest in 
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Iiad no  subsequent involvement with Campeche See Note I?. for discussion of other than temporary impainncnl charges recorded during the pears ended December 3 I. 20% and 2005 against 
the carrying value of the Cnrnpeche investment and related notes receivable 

Ci-csceiit An indirect wholly owncd subsidiiiry of Duke Energy cnntributed t i l l  he mcmlxrship tntcrcsts in Crcsccnt to ajoint vcnture. cousing Duke Energy to dcconsolidate Crescent as 

of September 7, XI06 (see Note 2 )  as a result of a reduction in ownership to an effective 51196 interest and subsequently has nccountcd for the investment using the equity method of accounting 
Ollier. As of December 3 I .  2007 and 2111%. investments pr immly include telecommunications investments 

Investmenis in Unconsolicl:ii~d AIlili:ites 

I)cccniIiri 31.2UO7 Deccriibcr 31,2006 
Inter iia1ion;il 1 ohl  Doiiie5tic Intri national Toid 

(in ~nillioiis) 

Toto1 s 192 S 696 $ 3.ItJ9 s; 196 s 2,505 

(a) 
(b) 

Includes Duke Energy's clfcctivc 50% interest in Crescent suhequcnt  to dcconsnlidation of Crescent in Scptcmbcr 2006 
On January 2,  2007, Duke Energy completed the spin-off of its natural gas husinesscs, which priinorily mc1udc.d the timner Niiturd Giis Tronsmission and Field Services business 
segmenls 

Eqrrity in Earnings ofUncossolid;itctl Alllliates 

I ioi  IIir Years Enrled: 

Drcriiibei 31. 2006 Drceiiiber 31,1005 ~-~ December  31. 2007 - 
Doiiiritic Znlei rielior~il Toliil Donieslic I ~ i l e r t i a t l u ~ i ~ ~ l  Z otal Dooic~tic Intersnlionel E ----- -- 

(111 nlllliolir) 
s d El 1 s  (3) x - 

For theyear  ended December 31, 2006, approximately $15 million represents Duke I?nergv's elfecti~e 5 W b  in te ra t  in Crescent earnings subscqucnt to deconsolidation in September 
2006 
Includes equity investments at the corporato level 
Excludes cquity in earnings ofapproxh; i te ly  $0. S609 million and Si55 rnillinn for tlie)e;in ended December 31. ?iJIO7, ?Mi6 and 2005. respectively. included in ness) Income From 
D i s c o n t h u d  Operations, nct 0 1  tax, prininrily rclatcd lo cqurty rncthod invcstnxnls hckl by Ilic natural gas busin 
January 2,  2007 Additionnlly. ii 509b intercst in Southwest Power Partners. L L C .  which IVW in Other. w i i s  inclurlcd in lormer DEN:Z's Western United Stoles generation a:i3ets that were 
sold to L S Power during 2006 (see Note 13) 

inrl included in Duke Encrgy's spin-olf oi Spectra Energy on 

I 34 
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Siinini:irizetl Conibincd liiii:inckil I n h r n i n t i o o  of Uiiconsolidalcd A~Iiliiltes 

2007 2006 
( in  iiiilliniis) 

M 

Current liabilities ( I  ,797) 

(a) Amounts at December 31, 2C06 include equity method investments related the natural gas businesses that were included in the spin-olfto shweholders on Jonuary 2, ZOC17 

For the Y e w s  Ended 
Dcccnibcr 3 1, 

3007 2006 2005 

(in niillions) 

Net income 1 6 5 7  1,075 

(a) Amounts Tor the years ended Deccmber 31, 20X and 2005 include equity investmenls related to the natural  IS husinesces that were included in the spin-oll to sharcholders on Janiiarp 2.  

2007 for which equity earnings are included in (Loss) Income Froin Discontinued Operations, ne1 oft;is. Sor iicriods prior lr) lhr spin-ofl Additionally. amounts for Crescent arc included 
from the date of deconsolidstion (September 7, 2006) and therenlier Also, amounts related to DCI' h~lidstrenm (ire included ior the respective periods from lhe date oideconsolidation 
(July I ,  2005) through the dale of llie spin-off of the natural gas businesses 
Related P n r t y  Transactions.  Notes receivable from unconsolidated affiliates, i\~hich are included in Receivables nn llie Consnlideted Balance Sheets. were $299 million as of 

December 3 I ,  7007, which represents Duke Energy Ohio's and Dukc Energy Indiana's notes receivable frnm Cinergy Receivables Company 11 C (Cinergy Receivables) (see Note 12) Notes 
receivable from unconsolidated aflilialcs ivcrc $226 million as of December 3 I ,  2006, which represenls Duke Encrgy Ohio's and Duke Eiicrg). Indiana's $1 I O  million noles rcceivablc from 
Cinergy Receivables and international Energy's $1 6 million note receivable Sram llie Campeche projccL a 5 0 9 0  owned joint venture lhat International Energy c a s e d  involvemen: with in 
August 2007 Outstanding notes receivable havc interest rates approximating current markcl raws 

$5 3 billion of receivables to Cinergy Receivables and received approximately $5 I billion in proceeds Irnm the snles. inclurling the n o t e  rcceivnhle During 2006 (subsequent to the closing of 
the Cinergy merger in April ZOOG), Duke Energy Ohio and Duke Energy Indiana colleclively sold approsimately $3 5 billion of receivables to Cinergy Receivables and received approximately 
$3 5 billion in proceeds from the sales. including the noles receivable See Nole 77 for further iniormauon 

million, $1 I million and $5 million Srom Campeche during 2007, 2006 and 2005, respeclively 

made donations oS;ipproximately $S million and $24 million to the unconsolidated subsidiary during the yenrs ended December 31. 2007 and ?ii!tiB. respcclively Addition:~lly. a t  December 31, 
7007 and 2006, U S  Fronchised Electric iind Gas hild (I triide payable lo Advance SC L1.C ol iipprosimately $1 1 million and $8 million. respectively 

The following related parly transactions relate to activity with and among businesses included in the spin-off ofihe nntur;il gas businesses in January ?01:17 and arc mcluded in (Loss)  
Income From Discontinued Operations. net of lax, on the Consolidated Statemenls of Operations. escept where noted 

Natural Gas Transmission had a 5 0 %  ownership in tivo pipcline companies, Gulfstream. an opcrnling pip el in^. and Isliindcr East. 1 I C, ,I rlcvclopinant stage pipeline as well as a W ? b  

ownership in a power plant, Mclvlahon Cogeneration Plant, a cogeneration natural gas fired f:icility transferred lo Natur;il Gas 1-rnnsmission from former DENA during 2005 Natural Gas 

1 rmsmission provided certain adminis tn t iw 

Duke Energy Ohio and Duke Energy Indiana sell their receivables to Cincrgy Reccivables During 2t:W7. Duke Energy Ohio and Duke Energy Indiana collectively sold approsimalely 

Prior to August 2007, International Energy loaned money to Campeche $0 as is1  in the costs lo build in1crn;itional Energy reccivcd principd and intcrcst payments of approximately $28 

Advance SC LLC, which provides fiinding for economic development projects. educational initiatives. and other programs. !vas iornied during 200-1 U S Franchised Electric and Gas 

I25 
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and other sewices lo the pipeline companies and the power plant Natural Gas Transmission recorded recoveries oi cosls lrom these afiiliates 01 519 mi l l l~ i l ,  m i l  SI 7 million iiuring 2006, and 
2005, respectively 

20?5 The proceeds were used by Gulrstream to pay off a construclion loan and the belance of the proceeds, net oStransaction costs. of epprnsimolely S621l million were distributed to the 
jianners based upon tlieir ownership percentage Duke Energy received approximately $310 million, which is included in Distributions from Equity Investments wilhin Cash Plows from 
Investing Activities in the accompnnying Consoliclatcd Statcinents of Cash FlolVs 

an otiering price of I O  Canadian dollars per Trust Unit In Janu:iry 2006, a subsequent greenshoe sale of 1 4 million additional Srust Units, pursuant to an ~ ~ w n l l o l m e n l  option, were sold at a 

price of IO Canadian dollars per Trust Unit Subsequent to thc January 2UOG sale of additional Trust Unils. Duke Energy held an approxiimte 58% ownership interest in Ihe businesses of the 
Income Fund Proceeds ofapprosimntely I4 million Canadinn dollnrs ore included in Proceeds from Duke Energy Income Fund rvithin Cash l~lows liom Financing Ac1ivitic:i in the 

Fiintl q- 0 d i m  nrcviouslv unissued 7 rust Units at a price of 12.15 Canadian dollars lier Trust Unit 
for total proceeds of IC4 million Canadian dollars. net o i  commissions and expenses of other expenses of issuance. which is inclutlerl in Proceeds irom Duke Energy Income Fund within CiEjh 
Florvs from Financing Activities in the Consolidated Statements of Cash Flows The sale of iipproximatcly 9 millinn INS! Units reduced Duke Energy's o w n e r s l ~ i ~ ~  inlcrest in  thc busincsses of 
the Income Fund to approsimately 46Ub at December i l ,  2006 f i e  Income Fund was included in thc spin-oll of the natural gas businesses on January 2. ZtM7 A s  a result ot  tlre sale oi  
additional Tnist Units. Duke Energy recogni7ecl an npproximnte XI 5 million pre-tax gain on l l ie sale of subsidiary stock during the year ended December 3 1 ,  2006 The p r n c t d s  from the 
olyrering plus the draw down of approximately 39 million Canndian dollars on an available credit lecilily were used by Ilic Income Fund to acquire a llY:I% intcrcst in \Vestcoast Gas Services 
Inc There were no defened lases recorded as n result ofthis transaction. 

In 2005, DCP Midstream formed DCP blidstrenrn Partners, L.P (a master limited partnership) DCP hlidstream I'ertners. LP (DCPL P)  completed an initial public ofiering (PO) 
transaction in December 2005 (hat resulted in net proceeds of approximately SZI 0 million As a result. DCP h,lidstream h;id a 42 percent ownership interest in DCPW. consisting o r a  40 
percent limited partner ownership interest and a 2 percent general partner ownership inlcrcst DCP hlidstrcam's ownership intcrcst in the gencral partner ol DCPLP is i l l0 iiercent Thc gain on 

the IPD transaction was deferred by D C P  h4idstream until DCP klidstream converts its subordinated units in DCPL P to common units 

Field Services sold a portion of its residue gas and NGLs to. lpurchased raw natural gas and other petroleum producls liom. ;ind provided gathering and transportation SeNlCeS to 

unconsolidated affiliates (primarily TE.PPCO GP, which was sold in February ZOOS) Total revenues, purchases and operating expenses from tllesc affl iaics were approximately %98 million, 
$77 million ond $1 million, rcspcctively, for t h e s i s  months ended June 30. 2005 

1) Duke Energy's 50% of equity in earnings of DCP Midsueam for the year ended December 3 I. 7006 and the jxriod from July I .  ?(IO5 lI1roug11 December 31, 20115 wiis $574 million and 
$292 million, rcspcctivcly Duke Encrgy's investment in DCP Midstream as  of Dccembcr 31, 21106 was $1.1 66 million. which is included in Investments in Unconsolidalcd Affiliates in tlic 

accompanying Consoliclaled Balance Sheets and was included in the spin-off oi  the natural gas businesses on January 2, 211117 For Ilis yesr ended December 3 I ,  201)6, Duke Energy had gns 
sales to, purchases from, and o thaopera t ing  revenues from alliliatesof DCP Midstream of approximately 613.1 million. $41 niillion and $12 million. respectively As ot December 31, 2006, 

Duke Energy had trade receivahla from and trade payahles to DCP Midstream amounting to approsimately $71 million and $56 million. respectively Between July I .  2005 and December 31 .  
2005, Duke Energy had gas sales to, purchnses from, iind other opernting revenues from afiilintes of DCP Midstream of opproximntely $67 million. $65 million and $12 millinn. respeclively 
Additionally, Duke Energy received approxunately $725 million and $360 million for its share or distributinns pard by DCP Llidstrearn in 2(1116 ;ind 2CllS5. respecti\~ely Duke Energy 
recognized tin approximate $63 million receivtible as of December 31, 2006 due to its share of quarterly tax distributions declared by DCP h'fidstream in ?IrO6, which was received in the first 
quarter o f 2 0 0 7  Of these distributions $573 million and $287 million were included in Other. assets within Cash Flows rrom Operating Activities lor the years ended ?01)6 and 1005. 
respectively, and approsimalely $152 million and $73 million were included in Distributions; lrom Equity Investments \~ i th in Cash Florvs Irom Inves t in~  Activities for the years ended 21106 
and 2005, respectively, within the accompanying Consolidated Statements oi Cash Flows 

In October ?005, Gulrstream issued $500 million aggregate principnl nmoun! of 5 56Cb Senior Notes due 201 5 and $350 million aggregate principal amount o r6  1 9 " ~  Senior Notes duc 

In December 2005, Duke Energy completed a 1.10 million Canadian dolkirs initial public oficrins on i ts  Canodian inconie trust lunil (the Iiicnme I;undj:ind sold 1 4  million Trust Units :it 

In July 2005, DCP bhdstream was  deconsolidated due lo the transrer of a 19 796 interest to CnnocoPhillips and was subsequently accounted Tor as an equity method investment (see Note 
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Somni:irp Cunclensccl 1iiii:inci:il 1nrorin:itiun 

limited parlner interest in TEPPCO 1.P for opproximiitcly 51110 million, in each case lo Enterprise GP I-loldinp L P, an unrelated third piirty 1 hsse transnctions resulted in pic-lax gains of 
approsimately SI S billion For ole three months ended March 31, 1005, TEPPCO LP reported operating revenues ofapprosimalely XI ,524 million, operating expenses ofapprosimately 
51,463 million. operating income of approximately $61 million. income from continuing operations of approsimately MM6 million. and ne1 income of approsimately 547 millian 

Summary financial information for DCP Midstream, which had beai accounted for unclcr the equity method from July 1, ?OOS thruugli llic spin-oll oi the natural gas husincsscs on 
January 2 ,  XI07 is as iollows. 

In February 2llO5. DCP Midstream sold tts wholly awned subsickiry TEPI'CO GP, which is the general partner of TEPPCO 1 P, for approsimotely $1 1 billion and Duke Energy sold ils 

Twelvc-iiiun1li.u Bnclccl Sir-niunttir I h t ~ d  
Dcccmbcr 31,2006 Ikccnibei 31,2005 

Net income 1,139 s 
Dccember 31,2006 Decenibct 31,2005 

(In Inil l lnn~) 

own r e s j ~ e c ~ i v c  federal, 
foreign nnd state income LI\ returns and income tax e\.pcnse related to there corporations is included in ole income tax eipence orDC1' Midstream llicrefore, DCP Midrtrcam's net income 
does not include income t a w s  lor earnmgr which arc pns-through to the members based upon their ownership percentage and Duke Energy rccogniEd the t a i  impaclr 01 11s 7 h . m  oTD('P 
hhdstrcam's pass-through cilrnings in (Losb.) lncomc From Discontinued Operntions, net of lay, in the nccompnnying Consolidnlcd Sldtcmenla o1 Operalioni 

Summary financial information for Crescent, whicli has been accounted lor under the cqutty medic4 since September 7 X I G  is as follows 

Year Enclecl 
December 31, 

Scptcinbcr 7 
tlirougli 

Dccenihcr 31, 
2007 2006 

( i n  niilliunr) 

Operating e\pcnses 9; 41s s 

Net income R 76 S 

Dccembcr 31. I>cccaibcr 31, 

.- 1007 2006 - 
151 

N 
C 
Non-current liabilities x 1,486 s 1,414 
Afinority tnleresf 31 
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During Uie yenr ended December 3 1, 2007. Crescent recorded impairment chargcs on certain of its residential development for which Duke Energy's proportionate share was 

Also see Notes 2, 12, 15. 18 and 22 for ndditionnl related p~r ty  informiition 
approsimately $32 million 

12. Iinpainnents, Srvernnce, and Other Ch:~rgr:s 
Inter notion:d 1Cnc.r During tl7c years rndod Doccniber 31. 2111J6 nntl 2005. International Encrgy recorded other than t m p o n r y  iinpiirnment cliargcs of approximately $SO million and  

$20 million respectively, related to an investment in C;,iqxche Campeche project revenues were generated Irom a GCSA with PEEVEX The charges for the year ended December 31,2006 

consist o l  n $1 7 million impairment n l  Uie Carrying value ol the equity method investment, which has been cl;issified within Losses on Sales and Impairments of Equity Investments in Uie 
accompanying Consolidated Statements ol Operations and  a $33 million reserve against notes receivable from Campechc. which has been classified within Operations. Maintenance and Other 
in the accoinpnnying Consolidutcd Statements of Operations The cliorge for the year ended December 3 I .  L(J05 consisls of a $20 million impairment o f the  carrying value of the equity metliod 

1 i111oIlS. investmcnt, which has been c l a ~ ~ ~ l i e t l  within L.IXSL)S on S s  . ,  7 , .  .~ 

The GCSA expired in August 2007 and ownership o f the  facility translemed to PElvEX 
Ci.csccoi In the third quancr ol 20115. C iacen t  rtcognimd pic-tax impairment charges of approximately $16 million related to a residcntial community near IIillon Mead Island, South 

Carolina, 11101 includes both residential  lo^? and a golf club. to reduce the carrying value of the community to its estimated fair value This impairment was recognized as a component of 
Impairments ;ind Other Charges in Uie accompanying Consolidated Skitemenls a i  Operations This community incurred higher Uian expected co)its and had heen impacted by llrwer than 
anticipntcd sales volume The fair value oi the rcinaining community iisscts was dctcimincd based upon management's cstimate of discounted future cash f lows generated rrom the development 
find sale of the community 

Ollicr. See Note S for a discussion nf the impacts olt l ie DENA exit plan on cenain cash flow hedges 
See Note 13 for impairments related to discontinued operations 
Scvrrance ;ind Ollicr Charges. During the year cnrlcd Dcccmhcr 3 I, 2007, Duke E,ncrgy recorded approximately $20 million of severance clrnrges, primarily unllcr its ongoing 

severance plan 01 this ;imount, approximately $1 2 million related to a volunlnry terminntion program whereby eligible employees were provided a window during which to accept termination 
benefits A total of 11 1 employees accepted the termination henelits during the voluntary window period, which closed in June 2007 Future severance costs under Duke Energy's ongoing 
severance plan, il any. are not currently estimable 

During thc yeor ended December 3 1, 2006. Duke Energy rccorded scvcroncc liobilitics of approximately $1 34 million relntcd to volunlnry and involuntiiry severance 11s n rcsult of the 

merger with Cinergy (see Note 2),  of which approximately $85) million was charged to expense withln income from continuing operations and approximately $I5 million was recorded as a 
component of goodwill Additionally. in connection with Duke Energy's spin-otTof Spectra Energy. Duke Energy recognized opproximately SI 2 million o f scvennce  cos& under iLs ongoing 
bevcr<mce plan, which is inclurlcd in (Lossj Income From Discontinucd Operations, net of tax, on the Consolidated Statements of Operations 

As discussed further in Note 13, during the third quarter of 2(lOS. the Board of Directors ofDuko Energy authorized nnd directed management to execute the sale or disposition of 
substantially all of former DENA's remaining assets and contracts outside Lhe Mid\vcslem United Stales and certain contractual positions related to the blidwestern assets As a result of this 

cyil plan, during the year ended December 3 I .  2005. Duke Energy recorded a severance accrual of approsimately $22 million. under ils ongoing severance plan. related to the anticipated 
involuntary terminntion of former DE.NA employees Approximately $2 million of the relntcd pre-lox expense is reflected in Operation, Maintenance and Other and npprosimately $20 million 

is reflected in (1.0~~) Income from Discontinued Operations, net of tax, in the accompanying Consolidated Statemenls of Operations for the year ended December 3 I ,  2005 Additionally. Duke 
Energy oflered certain enhanced severance benciits to employees involuntarily terminated in connection with the disposition plan. which were recognizd over the remainmg service period 
Approximately $3 million of enhanced severnncc benefits were accrucd during thc fourth quarter of 2005 During 2006, Duke Energy reversed approximately $9 million of previously rccordcd 
scvernnce amounLs clue to a change in estimate As a result of this exit plan. Duke Energy terminated n p p ~ ~ x i m a t d y  2 I 0  employees 
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Bi1:ince nt ~ ~ J l ~ i l i C e  :It 
Jiiiiu,iry 1 ,  Nonnirh c;t\11 Dccenibci 31, 

( in  niillionr) 

Sc~eriincc Kcw->e  2007 Pro\  ision\(”) Adjustnicntr Ketluctionr 2007 

n~aleI~cc et 

Noncash c;lSlI Dcccnibcr 31, 

Uolniice zit 
Nonc:isli C:lSh Dcceniber 31, 

3009 Provisions(“) Retloctions 2005 

U S Franchised blectric an 

(a) 

(h) 
(c) 

(d) lncludes minority interest 

was  off krcd \vas a liealthcarc reimbursement account that could bc uscd by participants (or rcinibursemcnt of qualdying medical espnscs  Thcrc wcrc no scvernncc benefits offered in 
connection with this plan The window for acceptance ofthesi: voluntor). termination bene[& closed on August 15, 2007 During the three months ended September 30, 2007, approximately 
170 employees accepted the offer and, pursu;mt 10 SFAS No 88, “~nryl~~iNrr’,lccor,nfin~~b~Sellleni~),~lr o 1 ~ d C n r f i 7 1 l 1 ~ 1 ~ ~ ~ ~ s  O/D@ned Bcr7L.jil Pon$ro17 Plimr o11d.fb1- Tei 171111011011 Bmejils,” 
Duke Energy recorded n charge of approximately $6 million relared to [has volunto~’  plan 

13. Discontinued Operations and Assets Held lor Sile 

Liabiliiy was trancferred as part oi the spin-olll of the natural gas businesses on January 2, 2007 
Severance provisions are cxpccted to be paid within one year from the date that the provision was recorded 
Severance expense included in (i o s )  Income From Discontinued Operaiions. net of tax in the Consolidoled Stnlements of Operotions was SO, $5 million and $24 million for 2007, 2006> 
and m s ,  respective~y 

Post-Retirement lknclits In July 2007. Duke Energy offered a voluntary early retirement incentive plan to approximately 1 . I  00 eligible employees The special termination benefit that 

Spitt-off of Nriiiirril Cris Bmiimsrs 
i\s discusscd in Note 1. on January 2, 2007, Duke Energy completed ]he spin-Dfi of Spectra Energy. which pnncip:llly consisted of Duke Encrgy’s former Natural Gas Transmission 

business segment and Duke Energy’s former 50% ownership Interest in DCP Midstream, to Duke Energy shareholders The results of operations o f  these businesses are presented in the 
nccomponying Consolidated Statements of Operations as discontinued npcrations for all periods prior to ihc spin-off Assets and liabilities of entities included iri Ihc spin-on of Spectra Energy 
were transferred from Duke Energy on a historical cost basis on the date o f the  spin-oil~trnnsoction No gsin or 10% was recognized on the distribution of these operalions lo CIukeEnergy 
shareliolders Approsunately 620 5 billion of assets, $14 9 billion oflinbilities (which includcs approslmately SS (I billion of debt) and 65 6 billion of common stockholders’ equity (rvhch 
includcs approximately X I  0 billion of accumulated other comprehensive income) were distributed from Duke EnergY as of the date of the sph-ofi‘ 

(1,oss) Income From Discontinued Operations. net 01 tas, ior the yam endcd k c c m b c r  31, 2006 and 2005 includes prc-tax intcrcst cxyensc of approsimately $600 million and $550 
million. resptxt i \dy.  associated with the debt distributed in thr spin-oliof Spcctra Energy Addilionelly. (1. os.) Income From Discontinued Operations. net of tas, for Duke Energy’s former 
Spectra Energy operalions for the 
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years ended December 51. 2006 and 2005 includes losses 01 approximately $19 million and 019J million. respectively, which were previously classilied in Other, resulting irom mark-to- 
market rnovemenLs in discontinued licdges at DCP Liidstream 

respectively, relater1 tu costs to achieve the Spectral Energy spin-ori. primiirily rces to outside service providers In the table below, these amounLr arc included in Other ior theyear ended 
December 31, 20117 and in Spectra Energy lor the year ended December 3 1. 21:1116 

Effective with the spin-off, Dukc E n c r g  and Spectra Energy cntercd into ii 1 ramition Scwices Agreement (1 SA), wliicli expired on Deccmbcr 31. 21JC17, ivhcrcby Dukc Energy provided 
certain support sen'iccs to Spectra Energy Tho amount rcceiyed by Duke Energy during the year ended December 31, 20(J7under this TSA was approximately XIS million Additionally, Duke 
Energy anticipates that there wil l  be very limited commercial business activities between Duke Energy and Spectra Energy subsequent to the spin-nli  and Dtike Energy does not anticipate 
significant continuing involvement in the triinsrerred businesses 

3 commnies Under lhese and DCP Ailidstream crested under insurance co\~eriige pruvrucJ pnoi LL 
agreements. Spectra E.nergy's captive insurance subsidiary reinsured I lNJ9b o i  Duke Energy's retnined risk under \he insurance coverage pruvided prior to the spin-off Cowistent with the terms 
o i  the reinsurance agrccmeiit cntcred into while a11 parties ivmc under the common control 01 Duke Energy, Dukc Energy paid npprosimatcly $95 million in cash lo  Spcctra Energy's captive 
insurance company, rvbich was plnccd in a grantor trust to secure Spectra Lner&s obligation to Duke Energy under the Spcctro gnergy rcinsurance agreements This transfer is reflected in 
Cash distributed to Spectra Energy withm financing activities on the Consolidated Statements o l C a s h  Flows As of December -3 I, 2007, Duke Energy has a totill liabilily to Specba Energy and 
D C P  lvlidstrearn related to these agrccmcnts of approximately $1 211 million, n h c h  is rcfluctcd in both OIher Current L iabilities and Other Dercrred Credits ;and Otlicr 1,iabilitics in thc 
Consolidated Balance Sheets This liability is oflset by a corresponding reccivnble, a1 which approsimntely $60 million is due from Spectra Energy's cnptive insurance subsidiary under the 
Spectra Energy reinsurance agreement and approximately S60 million IS due  Trom third pariy reinsurance companiec These amounts are reflected in both Other Current Assets and Other 
Investments and Otlier Assets in the Consolidated Balance Sheets In the event any o l  the reinsurance companies deny coverage lor any of thc claims covered under these agreements, Duke 
Energy is not ohligatcrl to pay Spectra Fncrgy or DCP hilidstream Furtlicr. Duke Energy is providing no insurance coverage to Spectra Energy or DCP Midstream for events which occur 
subsequent to the spin-off date 

Included in (1 .0s~)  lncomc From Discontinued Opcratinns, nct 01 tas, tor h e  years ended D e c c m k r  31, XK17 and 2006 is a pre-tax amount of npproximalely $ I S  million and $60 million, 

Additionally, effective with the spin-ofl, Duke Energy and Spectra Energy entered into various reinsurance and other related agreements that allocated certain nssels to Spectra Energy 
r 8 . . . , .  _ .  

At December 31. 2007, Duke Energy has an approximote 524 million receivable k o m  Spectra Energy related to certain income tax items 
Also refer to Notcs 3 .  4. 6, IO. 1 I .  12. 14. I S ,  16, 17. 18, 20 iind 21 Cor additional iniormation related to llie spin-olftr;insoclion 
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[he following table summarizes the results classified as (Loss) income from Discontinued Operations. net of tils. in U1e accompanying Consolidated Sraremenrs of 1Jperations 

Discontiinied Operatiens (in nii l l ion) 

0pcr;i t ing liiconie (Lo\\) Nct (Lo\$) Gain on  Di5po\ilion5 
Opci .%ling ( L o v )  Incoinc 

Opc1 nting r:ll ( 1 ~ s ) .  1’1 e - i n  (Loss) Inciiine 1 JI 011 Dirconlinuerl 
Opcraiing (Loss) (Benefit) Net uI  Gain UII Erpvli\c D i ~ ~ i w i i i t i n ~ ,  0per;itioiis. 

PIC (.IA Incon1c Inconic ( L o u )  Gnin B U l i l  

Y 
S 
C 
Iiitemational En 

( a )  Other includes the results for former DENA’s discontinued operatiom. which were previously reported in the DENA segment 
Amounts in the table above are net of intercompany eliminations between Spectra h e r g y  and the lormer L3ENA business. which is included in Other Intercompany revenues and 

eswnses in 2006 wcrc not material in 2005, Spectra Energy hod intercompany r e v e n u s  oi approxinlatcly $36 million, which wwe espcnscs of thc formcr DENA business, which is included 
in Other All oithese amounts eliminate in consolidation 

XiJ7  and 2006 Assets held for sale and L.iabilities associated with asse~s held lor sale as ol December 3 1. 2007 and 2006 relate to D k e  Energy Indiana‘s Wabash River Power Station (see 
Note 2 )  Additionally, i i ~ j e l s  held for snle as ofDecember 31, 1006 include certain Duke Energy Ohio lrading contracts rolated to C M l  that were sold in 2(1(16 and novnted in 2007 

The 1-ollowing table presents thc canying viilues of the major classes ofassets and associated lmbilitis held Cor sale i n  the accompanying Consolidated Balance Sheets as or December 31, 
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Siimtii.iri~rcl U;il.iiicc Slieet lnlni in:tttnn roi Assets mrl Associaled Linbtltlies IIrld rni Siile 

Decrnihet 31,1006 Dcceinbcr 31,2007 

(in iiiillionc) 
Current a sb~ t s  S. 28 
lnvertmcnts ,in11 other .isets 1 9  

Property, plant and ecjuipnion~, net 

rota1 l iabilities &ociated with dssets held lor \ale x 117 B 44 

A\ di\cus\cd above h e  rrsulte of operation> lor all of the bu>tne\ses wanslerrcd to Specu.1 Energy are prevmted ,is dtscontinucd operations lor dl l  periods prebentnl Signiltcant 
trnnroction? occumng during the yciirs ended Dcccmbcr 3 I ,  3307, 71116, iind ZCXl5 rel.itcd to the operations trnnslcrrcd tu Spectra Energy and significant transactions within the other operations 
of Duke Energy that resultcrl in di5continued opcrdions pre\entalion are di%cursed below Trmwctrons uniler Spectra Energy primarily include transaction\ at Duke Energy's lorrner Natural 
G i s  Transmission and Field Serviccs business segments 

Yrnr Eiided I)ecrinbei- 31,1007 

Convnocinl Poitvr 
Due In the expiration oi certain tas credits (see Note 17), Duke Energy ceased all synthetic fuel (synfuel) operations as of Decembcr 3 I ,  2007 Accordingly, the results ol operations for 

synfuel have been reclassificd to discontinued operations for :ill periods presented For the year ended Decenbsr  31, 2007, synfuel operations had al7er-lnx exmings of approsimntely $23 
million. which includes tax credits of approsimately $84 million 

liitcwrittionit1Eiitrrg.y 
In Fehruar). 21307. Ln!crnational Energy finalized the approsimiite $20 million sale OS it 50-percent ownership interest in two hydroelectric power planis ncar Cochabamba, Bolivia to 

Econergy International As discussed below, international Energy recorded an impairment charge in 2006 related to cenain asseLs in Bolivia in conncction with this s i l k  As a result of the sale, 
inicrnational Energy no longer has any assc~s in Bolivia and the results of operations ior Bolivia have been reclassified to discontinued operations for all periods presentcd 

Y m r  litided Dccoiibct 31, 2006 

Spectra Ei1ergv 

As discussed runher below under "Year Ended December 3 I ,  2005,'' :is a result of die transrer of 19 7% interest in DCP bhdslream to ConocoPhillips and the third quarter ZOO5 
deconsnlidation of its investment in DCI' Midstream. Duke Energy discontinued icdge accounting lor certain contracts held by Duke Energy related 111 Field Services' commodity price risk. 
ivhich were previously accounted Ibr as  cnsh flow hedgcs These contrucb were originally cntered into as hcrlges of forecasted future sallrs by Ficld Services, und hiivc been rctaincd as 
undesignated derivatives Since discontinuance 01 hedge accounting, these contracts have been marked-to-market in the Consolidated Statements a i  Oixrations As a result. approsimately $1 9 
million olrcniized ,mil unrea1izt.d pre-!as losses related to these contracts wcre recognized in earnings by D&e Energy for the year ended Dccember 31, 2006 Cash settlements on these 
contracts since the deconsolidatiori oiDCP lvlirlstrcam on July 1, 2005 oiapprosiinntcly $163 milllun are classificd as a component of N d  cash used in investing activities in the accompanying 
Consolidated Statements oi  Ciish Flows lor the yew ended Decembcr 31, 2006 
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'I he sale 01 certain Stone Mountain natural gas gilthering system assets resulted in proceeds of $1 8 million (which is rclleclerl in Net proceeds from the sales of equity investments and 
other assets. and sales of and collections on notes receivable within Cash Florvs from Investing Activities In the Consolidated Statements of Cash Flows). and pre-tils gain of I5 million In 
iiddition. the stile of shares of stock. rcceivcd as consirlerntion for the scttlcmcnt of a customer's transportntion contrnct, resulted in procccds of npproximntcly I29 million (which is reflected in 
Other. :isseis within Cash Flons from 0per;iting Activities in the Consolidated St:itemenL. of Cash Flows) and a pie-Ins gain equivalent to the proceeds received from the sale of stock 

As ii rcsult 01 a settlement of a property insurance claim. proceeds oiapproximately I30 million were received and a pre-tax gain of%lO million was recognized 

Cownercial I'oiwr 
In June 2IJO6. Duke Energy announced it had reached an  agreement lo sell CMT, as  well as certiiin Duke Energy Ohio trading contracts, lo Fortis. a Benelux-based linancial services 

group In October 20C6. the sale transiiction was completed Under the purchase and sale agreement. Fortis purchased CMT at a base price ofapproximately $210 million In addition. Fonis 
paid opprosimntely $200 million Ibr the portfolio of contincts and iin amount ecliiiil to tho estimated net working ciipitnl associated with these companies a t  the time of close In October ZOUG, 

--5 . .  1 .  m~ll ion  wc-las cain on  the sale. Income tas expense recorded as  a result of u - e  i n c r y  i~ c L , C- ,. ,., , . . 
this transaction relam to the npprosimate $135 million or goodwill that was not deductible Tor tax purposes. thus creating a tnsablc gain that was greater than the gain for book purposes 
Rcsults oropcrations fix Ckll-, as  well as  certain Duke Energy Ohio trading contracts. liavc bczn reflected in (1,oss) Income from Discontinued Operations. net 01 tax. irom the diitc of thc 
(.'inerg)' merger through the date of sii le 

net ialr  viiluc 01 the coritracts being sold to Fortis l h c  TRS will be  cancelled for ciich untlcrlying cnntract as  cach is transferred to Fortis All economic and credit risk associated with the 
contriicts has  been transferred to Fortis iis o i  the ~ I i i t e  01 the sale through the TRS 

I i a x  been reclassdicd to discontinued operations lor all periods prcscntcd For the year ended Dccember 31. 2006, synfuel operations had alter-lax earnings oiapproximately %.3 million. wluch 
includes tax creilits oiapprosimatcly $20 million 

- -  . .  

In October XJflG, in connectiiiii iv i th this 1r;insaction. Duke Enrrgy entered into a series of I R S  ~ i t h  Fortis, which are accounted for as miirk-lo-milrket derivatives The TRS offsets lhe 

As rliscusjed tihove, due to the espirstion of certain tax credits, Duke Energy ceased dl synfuel openlions as of December 31, 2007 Accordingly, the results of opcriilions for syntuel 

~~1tcl"1111till1,111 lr i lcrgi~ 

1nternation:il E.ncrgy had a receivable from Norsk Hydro ASA (Norskj that  related to purchase price ildjustmenls on the 201J3 sale o i  International Energy's European business During the 
lirst qutirtcr nf ?006, lntcrnntioniil Energy rccordcd iin nllowiince of iipproxinistcly SI9 million pre-tax ($13 million after-tnx) ngninst this rsceivnble During the second qunrter o i2006,  
Internationnl Energy ;and Norsk signed a settlement ageemen1 i n  which Norsk agreed to pay International Energy approximately 634 million in full selllement oflnternational Energy's 
rcceivabie In connection w i t h  this settlement. Intema[ioniil Energy recorded ;in approximate I9 million pre-tax (approximately $5 million after-tax) write-up of the receivable through a 
rciluction in the valuntian iillowaiicc This rccciwblc was collcctcd in July 2096 

In December 2006, 1ntern;itronnl Energy engaged in discussions with a poiential buyer oI i!s assets in Bolivia Such discussions to sell the assets were subject to a binding apecmcnt  
between the parties. which was fin:ilized in February ?007. ;is discussed abovc. and resulted in Uie sale OS International Energy's 50 percent ownership interest in two hydroelectric power plants 
near Cochabnmba. Bolivia to Econcrgy International for approximately $71J million Based upon the agreed selling price of the assets. in December 2006. International Energy recorded pre-las 
impairment chsrgcs of npprosimotely SZS million The  inipoirmcnt chnrges reduced the cilnying vnlue orthe assets lo the estimated selling price pursunnt to the iifi~rementioned agreement 
International Energy recorded :in npprosimate 525 million Income tax benefit associated wil l i  the impiiirmenl charge, which was recorded within continuing operations as prescribed hy SFAS 
No 1 ti9, '!-tccoriiiliilg Ibr Iticonie Tmcv " 
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Other 
In Januiuy ?W6, Duke Energy signed an agreement to sell to 1 S Power former DENA's entire lleet of power generation assets outside the Midwest, representing approximately 6.100 

megawatts ni  power generation located in the Wcstem and nnr!licastern United States In blay 2(106, tlic transaction with I..S Power closed and tom1 proceeds irom the sale were approximately 
$1 56 billion including certain working capital adjustments ,4clditional proceeds OS up to approximately $40 million were subject to L.S Power obtaining cert;iin state regulatory approvals O n  
July 10, 2006 the Public ~Jti l i i ies Commission o i t l i c  State oiCaliiornia approved a toll arrangement related to the bloss Landing facility previously sold to 1 S Power In August ?CO6. L S 
Power mode an additional payment to Duke Energy O i  approxiiiiately $40 niilliim, \vliicIi was recorded as an additional gain on  tlic snle of assets 

During the first qu:irter of 20iJ6, Duke Energy ;rcquirerl the remaining 2.; I/.>?, interest in Bridgcport Energy LLC (Bridgeport) lrom United Bridgeport Energy L.L.C for approximately 
571 millicln The assets and liabilities 01 Bridgeport were incliided as part 01 Ibrmer DENA's power generation assets, which were sold t on  suhsidiary oi L.S Power. as discussed ;ibove 

As discussed further helow under "Year Ended Dccember 31. 20ii5." dunng the third quarter of 20115. Duke Energy's B o x d  of Directors autliorimtl and directed management to execute 
the sale or disposition ofsubstantiiilly al l  01 iormer DENh's renitiining o s ~ e t s  and contracts outside the hfidwestern United States and certain conliactual posilions related to the blidwestern 
assels Approximately S7(10 million  vas incurred frtim the announcement date through December 31, 20116, of which approxim:itely S230rnillion was incurred during the year ended 

In the liiurtli quartcr of 11106. the last remaining contract related to Duke Energy blerchants. LLC (DEhfj cspircd. which complctcd Duke Encrgy's esit lrom DE.M's operations and 
triggered prcsentotinn within discontinued nperations lor tlie years mded December 31, 2006 and 2005 

Ycnr I l i idcd  Ihwlubcr 31. ZOO5 

S p S C h n  DicIy)' 

In August 3illJ5, iiaturiil gas storage and pipeline assets in Southwest Virginia, iis wel l  iis an additional 511% interest in Sa l t v i l l e  Gas Storage L L  C (Saltvillc Storage). were acquired from 
units of AGL Resources for approximately 962 million Ihis  transactiun incrcnsccl the ownership percentage of Salhiille Storage to IOcP,6 No goodwill was recorded as a result of this 
;icquisition 

In Augiist ZOOS, the Empress System natural gas processing and NGL marketing business \vas acquired from ConocoPhillips for approximalely $230 million :is part o i  the transaction 
witli ConocoPhillips discussed funher below No goodwill was rccortled as a result oi illis acquisition 

A s  21 result oi the transfer of 19 796 interest in DCP h~lidstrciim to ConocoPhillips and the third quarter 2005 ~leconsolidation of its investment in DCP bfirlstrcam, Duke Energy 
discnntinuecl hedge accounting for certain contracts held by Duke Energy related to Field Services' commodity price risk, which were previously accounted Tor as cash flow hedges These 
ciintriicts were originally entered into ;is hedges 01 liorecasretl future sales by Field Services. and were retained as undesignatcrl derivatives until their settlement dates. which had occurred for 
d1 instiuincnts prior ID December 3 I .  2006 Sincc discontinuancc 01 licd_re accounting, 11icsc contracts have becn markcd-to-market in tlic Consolidated Statements oiOperations As a result, 
approximately $3 1-1 million o1 realized and unrealized pre-tax losses related to tliese contriic~s were recognized in a m i n g s  by Duke Energy for the year ended December 3 I ,  2005 Of this 
smount. approximately S l Z i l  million was origin;illy recorded in the Field Services segment and approxim:itely 5194 million was recorded in Other Cash sctllemenls on these contracts since the 
tlccon~oliilation o l  DCP k,lidstreiim on July I .  ?IJ(lj  oi iipprasimately SI33 million are classifictl iis a cnmponent of Net cash used in investing activities in the accompanying Consolidated 
Statements o i  Cnsh I;loivs 1br the year ended Deccmbcr 3 1 ,  XiW 

$1 I billion and Lhke Energy sold its limited partner interest in lFPPCO 1.J Tor approximately $100 million in each case to Enterprise GP Moldinfs L P  (EPCOX an unrelated third party 
These transactions resulted in prc-tax gsins 0 1  61 2 billion blinority interest Expense 01 $343 million was r e c o r d d  in the accompanying Consolidated Statemcnts of Olierations to rcflect 
ConocoPhillips' proportionate share in the pro-tax gain o n  sale 01 I E P P C O  GP Additinnally. in July 2005, Duke Energy completed the 81~rcement with ConocoPhillips, Duke Energy's co- 
equity owner in DCP hlidstream. to reduce Duke Energy's ownership intcrest in DCP 

In February ?1:105, Texas Listem Products Pipeline Company, I.L,C ( E P P C O  GP). which was tlie general partner oSTEPPCO Partners, I P (TEPPCO LP), was sold for approsimately 



DUKE ENERGY (IORPOIIAI ION 
Notes 'lo Consolidated 1;inanci;il Statcincnts-(Continued) 

Midstream from 69 796 to 5O0h (the L7CP blidstream disposition transiictionj, which resulted in Duke Energy ;ind ConocoPhillips becoming equal 50% owners in DCP Midstream Duke 
Energy received, directly and indirectly through its oivnership interest in  DCP Midstream. a total of;iiiproximotely $1 1 billion from ConocoPhillips and DCP Midstream, consisling of 
q q x & n a t e l y  $I IO billion in cash and npprosimiitely $0 I billion of assets The DCP Ivliilstrcam disposition transmtion resulted inn pie-!as gain ofnpprosimatcly $575 million The DCP 
hhis t ream disposition Iransactinn included Uie transfer to Duke Energy ofDCP hlidstrearn's Can;idian natural gas gathering ;md processing facilities Addition;illy, the DCP Midstream 
disposition transaction included the acquisition of ConocoPhillips' interest in the Empress Syslcm Subsequent to tlie closing of the DCP Midstream disposition transaction. effective an July I. 
1005. DCP Ivlidstrcam was 110 longer consolidated intc Duke Encrgy's cnnsnlid,itctl fin;iiicial stiitcnicnts and was acciiunlcd for by Duke Energy as a n  equity method invcstnienl up until the 
spin-off of tho natural gas businesses on J a n u a g  2, 2007 The Cnnadian natural gas gathering and Iprocessiiig facilities and tlie Empress System were included in the former Natural Gas 
Transmission segment 

Ciinatla Corporation (Duke Midstream) from a subsiding of Duke Energy The Incnme Fund sold on approsimatc 4096 iiwnership interesl in Duke blidstream for npproxirnnlcly SI 1 0  million. 
which was included in Proceeds from Duke Energy Income Fund within C h s h  I ~ l o w s  Srom Fin;incing .4ctivities on tile Consolidated Statements of Cash Flows In J a n u q  ZOOG, a subsequent 

In December 7005. !he Duke Energy Income Fund (Income I'und:i a Ciiniidian incnme trust Sund. was  crezited to acquire all of the common shares of Duke Energy Midstream Services 

Crescaif 
Crescent routinely develops real estiite projects and operates those facilities until Uiey are substantially leased and a sales agreement is finalized In 2005, Crescent sold three commercial 

propertics r e s u l t i n ~  in sides proceeds of approsimatcly XI4 rnillinri Tho $6 niillinn a i t c i - t a ~  gun on tti iles was  iricludcd in (Loss) Income from Discoritinued Operations, net of tax. in the 
accompanying Consolidated Statements of Operations In September 3i:ItM. Duke Energy deconsolidatcil its investment in Crescent (see Note 2) and subsequently accounts for its investment in 
the Crescent JV under the equity method of accriunting Prior to t l ic  date of ileconsoliJatinn, if Crescent did not retain any significant continuing involvement ;iller the sale, Crescent classified 
the project as "discontinued operations' i i s  required by SFAS N o  144 

Other 
In Ilie first quarter of 2005, Duke Fnergy's Grays Harbor facility \\,as sold to an affiliate of Invenergy LLC. resulting in a pre-las gain of :ipprosimalely $21 million 
In the h i r d  quiiner 01 2005. Duke Encrgy completed the sale oiBaysidc Power L P (Bayside) to a f l i l i a t cs  of Irving 0 1 1  I. imited (Irving). under which Irving would purchase Duke 

Energy's 759'. interest in Biiyside Bnysirle was consolidetcrl with the adnption oi F IN JGR on Miirch -31. liN-I4 Thcreiore, operating rcsults for Dayside subsequent to hrlnrcli 31, 2004 are 
included in (l..oss) Income from Discontinued 0per;itions. net of tax, in the accompanying Consolid;ited St;itemenls olOperatinns 

rcmoining asseh and contracts outside tlic klidwcstcrn IJnitcd States and ccrtain contractual pubitions rel;itcd to Uic ivlirlwe~tern asscts lhe  former DENA assets divested included. 
During tlie third quarter of 2005. Duke EnerW's Board of Directors authorized and directed management to esecute the sale or disposition ofsuhstiintinlly all of farmer DE,NiSs 

* Approsimately 6,100 bnv of power generation located primarily in the Western and Eastem Unitcd States, including all o i  the commodity contracts (primarily 1.orward gas and power 
contracts) related to these facilities. 
All remaining commodity contmcts rehted to former DENA's Southenstem generation npcrarions, which were substantially disposed of in 2C)O4, and certain commodity contrricLs 
related to former DENA's hiidrvestem power gcnerotion fmlitie!;, and 

Contracts related to lbrmer DENA's energy rnwketing and management activities. which include gas storage and transporttition. stniclured linwer and other contracts 

- 
- 
The results ol operations of former DENA's \Vestern and E,astern United States gentration assets. including relaled commodity contracts. cenain contriicts related to former DENAs 

energy marketing and management activities and ccrtain general and administrative costs. arc required to be clrnsiiied tis discontinued operations for currcnt and prior periods in the 
xcomponying Consolidated Stntements nl Operations 
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Management retained former DENA's Midwestern generation consisting of ;ipproximlely 3.600 lvnV of poiver generation, and certain conlrocts relaled to h e  lvlidwestern 
generating facilities, as the merger with Cinergy provided a sustainable busincss model lor tliose assets (sce Note 2 ior iurther detuls on the Cinergy merger) Accordingly, these a s e t s  do not 
qualify Tor discontinued opcriitions classiliciitinn and remiiin in continuing opcrations as ii component ofthe Commcrcinl Poivcr scgmcnt Also triinsferrcd to Commercial Power were the 
remnants of former DENA's Southeastern generation nperations. includins related corn moil it^^ contracts, which did not meet the requirements Tor discontinued operations classiflcation due to 
Duke Energy's continuing involvement wit11 these operations In addition. miiniigement is continuing to wind down the limited remaining operatinns of DE-IM. the results of which w i l l  he 
reported in Other's continuing opcrations until the wind doivn of !lie operations is complctc 

In connection with this exit plan, Duke Energy recognized pre-tiis losscs o l  ;ipprosimately $ 1  I hillion in ?OD5 rhese losses principully reloled to' 
nie discontinuation oi the normal purchase/norm;il sale exception for certain fiirward pnwer and gas contracts (an npprosimate $I 9 billion pre-1 
The reclassification 01 approximutely % I  2 billion orpre- tas  dslerred net %$ins in AOCI For cush llo\\* hedges ot Ibrcciisted gas purchase and powcr sale transactions that will no 
longer occur as a result of the exit plan 
Pre-ins impairments of approsimately $0 2 billion to retlucc the carrying valuc [if the plants tliat were sold at  their estimated lair value less cost to  sell Fair value of the as'jels sold 
"db Cb I,) L W U  . . .  

Pre-tax losses of approsimately $0 -I billion iis the result of selling certain p i s  tr;insportirtion and structured contracts (na discussed further below). and 
Pre-tnr: deferred gains in AOCI oTapproximiitelp $0 2 billion related to the discontinued cash l lniv hedges O S  threc:istcd gas purchase and power S U I C  t r a n s d o n s ,  which were 
rccognizcd as thc lorccastcd transactions occurred 

* 

* 

* 

* 

As of the Scpternbcr 2005 exit announcement datc. rniiniigcmcrit ;inticipated that additioniil charges would lie incurred related to thc exit pliin. including tarminiition costs for gas 
transportnlion, storage, structured power and other contructs ofnpprosimate~y 6600 million to $SOD million, which included npprosimntziy GO million lo M U  million of severance, retention 
and other transaction costs (see Note I?) included in these amounts were the ellbcts of inrmsr DENA's Novemlxr 2005 egreement to sell substantially all of i ts  commodity contracts related to 
the Southeastern gcneration operations. which were substantially disposed 01 in ZIIIU. certnm commodiiy contracts related to former DENA's Midwestern power generation facilities. and 
contracts related to former DENA's energy marketing and managcment activities F,scludcd lrom thc contracts sold to Barclays were commodity contracts associated with the near-term value 
of former DENA's \Vest and Northeastern generation assets and with remuining gas tr;insporlution and structured power conlrncts Approximately $:I70 million wus incurred during h e  year 
ended December 31, 2005, approximately NO0 million of ivhich was rccognizetl in ( loss)  lncomc From Discontinued Operations. net o i  tils 

Among other things, the agreement with Barclays provided that all cconomic benefits and bunlens under thc contracts ivcre trmslcrred to Biirclays Cash cansideration paid to  Barclays 
umounted to upprosimatcly $100 million in 2005 and approximately $600 million in January 2i:iI:lG Additionally. in January 2liLl6 Bsrcliiys providcd Duke Energy with cash cquol to the net 
cash collateriil posted by  former DENA under the contracts of approsimalely 6540 millinn The niwation or :assignment of physical power contracts was subject to FLRC iipliroval. which \vas 

received in January 21106 
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I X J K E  ENbRGY CORPORAIION 

Notes 'To Consolidated Finnncial St;iteeirnts--(C'ontinued) 

14 Pioperly, Plant and Eqiiipaient 
1)ccriiibei 31, 13$iinl:lted 

2006 - 2007 - Useful Life 
(Yc:ir$) (Il l  nllllloll$) 

Gathcring and proccsaing facilities 6 194 

1 0 - 9 0  1.7n 2,479 
Nuclear fuel - 864 XW 

5 - 3 3  64 I44 

Other(") 5 -33  1,793 2,094 

i -o ta~  net property, plant and equipment(d) 5 31.11Ll 5 41,447 

(a) 
(b j  
(c j  
(d)  

Includcs capilalimd lcase~ of approximately $1 83 million for ZU07 and $165 million lor 2OCl6 
Includes accumulated amortizntion of nuclear Cue1 Xi85 million for 2007 and $541 million for 2iN6 
includes accumulated amonizntion of capitalized leases: 536 million for 2007 and $32 million fnr 2OUG 
Approsimarcly $1 5 6 billion of gross properly. plant and equipment and $3 2 billion of accumulated depreciation w i s  distributed from Duke Energy as part o i thc  spin-otl ihc niituriil gas  
businesses on January 2, 2007 

Capitalized interest, which includes the interest espense component of MIIDC, amounted to $71 million lor 2(107. $56 million lbr ?OtIG, iind $23 million tor ?lit15 

15. Debt anti Credit fiicilities 

Total long-tam debt(') 
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I'i\RT I1 
D l J F E  ENf3IGV CORPORATION 

Notes 'lo C'onsolid iitecl Financial St;iteriients-(C'ontinuc~l) 

(a) Includes $1,569 million and S1.329 million of Duke Energy pollution control bonds as ol December 31. 31707 and 30116. respectively As of December 31. 2l.iO7 ;and 2006. $261 miiiion 
and $406 million, respectively, \vas secured by first and refunding mortgigc bonds iind X.3J-l million wiis secured by a letter of credit for both yeiirs 
Includes WOO million as oSbotli December 31, 21307 and 2006 that was classifietl as Long-tern Debt on the Consolidated Balance Sheets due to the esistence or long-term credit hcilities 
which back-stop these commercial paper balances along with Duke Energy's ability and intent to rclinance these balances on a long-tern basis The weighted-a \~ragt  days to maturity 
were I 7 days as of December 3 I ,  2007 aiid 25 days as of December 3 I ,  3006 
A s  01 December 3 1. 2007, $571 million 01 debt was denominated in Brazilim Reals A s  of December 31. 21.X36. $506 million of debt was  denominated in I3razilian Reals and $3,830 
million 01 debt \vas denominated in Canadian dollars 

Weighted-a\.er~ige rates on outstanding shon-term notes payable and commercial paper ivas 5 30'0 and 5 496 as 01 Dccember 51, 21:07 and December 31. ?(iil6. rcspectivel!' 
Approxmntely E8 6 billion ol debt included on Duke Energy's balnnce sheet at  December 31, 20(16 wiis distributed lrnni Duke Energy os Iprt ofthe spin-oli the natural 20s businesses nn 
Januery 7, 2007 
Uiisccured Debt. At b t h  December 31. 2007 and ?006, approxlmately $629 million of pollution control lmnds and approsimately $300 million ~ S c o m m e r c i a l  paper. ivliicli are short- 

term obligations by nature. were classified i is Long-'Fern Debt on the Consolidated Unlance Sheets due  to Duke tnergy's intent and anility to utilize sucn borrowings tis it)iigTmnlmmmg 

Duke Energy's credit facilities wid1 nnn-cancelahlc t c r m  in excess of one year as of the balance sheet date give Duke Encrgy the ability to refinance t h a t  short-tcrm obli~;i t ions on a long-term 
basis 

(b) 

(c )  

(ti) 

(e) 

. .  

In June 2007. Duke Energy Carolinas issued $500 million principal amoiint 01 G 109b senior unsecured notes due June I ,  7037 I-be net proceeds 1-rom the issiinnce \\'ere used to redeem 
commercial paper that was issued to repay tire outstanding $749 million 6 6% Insured Qunrterly Senior Notcsdue 2022 on April 30. ?O(.i7. and  approximately $ 1  iii million i i icon\wtihlc senior 
notes discussed below The remainder was  used for general corporate prposes  

In November 2007, Duke Lnergy Carolinas issued $100 million in tax-exempt floating-rate bonds The bonds are structured as insured iiuction rate securities. subject to an itiiction 
process every 3S days and bear a h a 1  miiturtty o f l i i 40  nie initial interest rate wiis set at 3 65% The bonds were issued through the Nonh Carolina Capital Faci l i t ies Finance Agency t o  f i n d  
a portion of the cnvironmcnkil capi ta l  expenditures a t  the Bclews C r m k  and Allcn Steam Stations 

every 35 days and bear ii Iinal maturity of 2041 The initial interest rate was set at 4 S5% Ilie bonds were issued through the Ohio Air Quality Development Authority to fund a portion of the 

environmental capital eymxlitures at the Conssville, Stuan and Killcn Generation Stations in Ohio 
In November 2006, Union Gas I. imited (Union Gas) issued 4 8546 iixcd-rote debenture bonds denominated in 125 million Conaditin dollars (approsinintely $108 million U S dollar 

equivalents as of Uie closing date) due in 2022 T h i s  debt was distributed from Duke Energy as part of (he spin-o~foTtlie naturai gas businesses on Jnnunry 2, 2007 (see Note I j 
In October ?C106, Duke Energy Carolinas issued S I  50 million in tax-exempt floaling rate bonds l i e  bonds are structured :is variable rate demand bonds. subject to weekly remarketing 

In Eecember 2007, Duke Energy Ohio issued $140 million in tax-esempt floating-rate bonds The bonds are structured as insured auction rate securities. :;ubject to an auction process 

and bear a f inal  maturity 01 2031 l i c  initial interest rate was set at 3 7246 The bonds arc supported by an irrcvn.ocablc 3-year direct-pay lcttcr of credit aiid 
Carolmn Capital Facilities Finance Agency to fund a portion of the environmental capital expenditures a t  the hhrshall  and Belews Creek Steam Stations 

approximately $1 2.3 billion principal amount of debt Tho net proceeds from the debt issuance of approximately $1 21 billion were recorded as a cash inllow within I'inancing Act iv i t ies 1x1 the 

Consolidated Stntements 01 Cash Flows and were distributed to Duke Energy As n result of Duke Energy's deconsnlidiition 01 Crescent effective September 7. 2006. ( h r c e n t ' s  outstanding 
debt balance oS$1,298 million was removed Srom Duke Energy's Consolidated Balance Sheets 

In September 2006. t inion Gas entered into a fixed-rate financing agreement denominated in 165 million Canadian dollars (approximately %I48 million in U S dnlkir equivalenls as of 
the issuance date) due in 2036 with an interest rate of 5 4G9b This debt was included in the spm-oil of Spectra Energy on January 3, 3007 (see Note 1) This debt was  distributed fram Duke 
Energy os pan of the spin-oil  ofthe natural gas businesses on January 2, 2007 

to reSund a like amount of debt on September 1. 2CXX then outstanding a t  Duke Energy Ohio Approximately $17 million uSlloating rate debt w i i s  swapped to a fiscd rate concurrent with 

In September 2006, prior lo the completion oSlhe Joint venture transaction of Crescent, as discussed in Note 2. the Crescent JV, Crescent and Crcsccni's subsidiiiries borrowed 

In August 2006, Duke Encrgy Kentucky issued approximately 377 million principal amount of flo:iling rate Ins-esempt notes due August I .  2027 Proceeds lrnm the iswance were used 

closing 
In June 2006, Duke Energy Indiana issued $325 million principal amount o16 05% senior unsecured notes due June 15. 2016 Proceecls lrom the issuance were used 10 repay $375 million 

a i  6 650% First Mongage Bonds that matured on lune 15, 2006 
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DUKF ENERGY ('ORPORAI I O N  

Notes 1 o Consolidiitrd 1;inanci;d St;itc.iiicnt~(Continued) 

Cornwtiblc Senior Noles In bhy 2003. Duke Energy issued approsimately 5770 million 01 I 7540 convertible scnior notes that were convertible: into Duke Energy common stock at a 

premium 01 404b above the May 1. ZClO3 closing common stock market price o f316  85 per share The conversion of these senior nixes into shares of Duke Energy common stock was 
contingent upon the occurrcnce oiccrtain events during specdied periods lhcse events included whether tlic price of Duke Energy common stock rciiched specified tliresholrls. thc credit roting 
oTDuke Energy fell below certiiin thresliolds, the convertible notes were called Tor redemption by Duke Energy, or specified transactions had occurred In addition to Uie aforementioned events 
that could trigger early redemption. holders of the senior n o t a  could require Duke Energy to purchase :ill or il portion ai their senior notes for cash on  May IS. ?007. h,liiy 15. 201 2. and 
May 15. 2017. a t  a price equal to the principal amount of tlic senior notes plus accrued interest, if any Additioiialip, Duke Energy could redeem. lor cash. all nr a portion 01 the senior notes at 
iiny time on or afier hiay 10. 20117. at a price equsl to the sum of the issue price plus :iccrued interest, d-:iny, on  the redemption date 

conversions by holders of the convertible senior notes. which resulted in the retirement oi approsimately $632 million of converiible senior notes At December 31, 3CXi6. unseciired debt 
included iipprosimately % I  I O  million ol these convertible senior notes. which were potentially convertible into approsimntely 4 7 million shares of common stock and included as outstonding 
shares in the diluted EPS calculation (see Notc I 9 )  

balancc then outstanding a t  ii price cqual to I( 
notes 41 December 31, 211117, :ill convwlible senior notes had been redeemed 

holders of the convertible scnior notes pursuant to ihc ;intidilution pruvisioru of the indenture agreement. resulting in cl pre-tas chargc of :ipprosimatcly $2 I rnillioii during the three months 
ended h,lnrch 3 I ,  2007. which is recorded in Other lnconie iind Espenses, net in the Consolidated Statements of Operations 

January IS. 1018 and 3SOiJ million carries an interest rate of 6 0096 and matures 1;inuary 15. 703s Proceeds from the issuance will be  used to fund capital csi'enditures and for general 
corporate purposes, including thc rcpaymcnt of commercial papcr 

iIccoiiii/s Receisdde Seciiriiixrioii Duke Energy securitizes certain accounts receivable through Duke E,nergy Receivables Finance Company. LLC (DERFX a bmkruptcy remote, 
special jpurpose subsidiary DEW is a wliolly owned limited IiahiliLy company with a separate legal existence Irom its p:irent. and its assets are not intended Io be generally available to 
creditors of Duke Energy A s  it result 01 [lie securitizntion. on n daily basis Duke Energy sells certain accounts receivable. arising from the sale of electricity and/or reloted senxm i is pari of 
Dukc Energy's friinchiscd clectric business, to DERF In order to fund its purchasts of accounts receivable, DEW has  a $300 million secured credit facility with ii commercial paper conduit 
administered by Citicorp N o d i  Americo, Inc , which terminates in September 2009 The credit facility and related securitization documentation contain several coveniints, including coveniints 
with respect lo the accounts receivable held by DERF. as well as a covenant requiring that the ratio o l D u k e  Energy consolidated indcbledness to Duke Energy consolidated capitalimtion not 

escccd 6546 As of Decmiber 31, ?OU7 and 2006, the intercst rnte associated with the c x d i t  fhcility, which is bascd on caminercial pnpcr rates, was 5 346 and 5 B?'b, respectively, and 53iN 
million w a s  outstandins under the credit facility as of both dates The securitization transaction was not structured to meet the criteria for sale treatment under SFAS No 1-10, ".~lccoiiiiti~i~ joi- 
Trom/>r.r niidSeivrciri,g oj Ir,iionciul..Irve/s ~ ~ i ~ l ~ ~ t i i i S i i i r k r i e i i l s  oj L.iobihties," and accordingly is reflected its a secured borrowing in the Consolidated Balance Sheets As of December 31, 
2007 and ?(106. the $300 million outslanding balance of the credit iaciliiy was secured by approximately 3.532 million and $476 million, respectively. of accounts receivable held by DERF 
l h e  obligations of DERI; under the credit facility nre non-recourse to Duke Energy 

During 2Ol16, as ii result ol-tiie markei Iprice of Duke Energy common stock achieving a specified Lhreshold. approsimately 27 million shares o l  common stock were i sued related to 

O n  blay 15, ?111?7, pursuant to the terms of Uic debt agreemen\ suhstantially :ill of  tile tioiaers 01 the L ) u k  hnergy convcnibie senior noies r t i l u i r e ~ ~  
oi the principal amount plus accrued interest In May 2007, Duke Energy rcpurchascd approximately $1 10 millioii o f t h c  convertible senior 

in connection with the spin-off of Spcclra Energy on January 2, ?007 (see Note 1 ). Duke Energy distributed approsimiitely 1 million slinreS of Spectra Energy cnmmon stnck 10 the 

Sccurctl Dcbi In Jonunry 2008, Duke E.nergy Carolinas issued $9110 million principal amount of mortgage refunding bonds, of which !?A00 million carries an interest rate of 5 2546 due 

Othcr .4rrets P l e d ~ e c l m  Collorerol As of  December 31, 71107, substantially ;ill of 1J S Franchised Electric and Gas' eleclric pliinl in sewice is mortgaged under i l ie intleniiirc relating to 

Floniing Rnic DcbL Linsccurcd ilcbt, secured debt and othcr debt included npproximatcly 32 4 billion and $2 7 billion of floating-rate debt 8s of Dccanbcr  3 1, ?01:17 and 2006, 
Duke Energy Carolinas', Duke Energy Ohio's and Duke Energy Indinna'svarioits serics oi first  and refunding mortgage bonds 

respectively. which esclutles ;ippr<?simately $571 million and $5011 million of Brazilian 
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DUKE ENERGY CORPORATION 

Notes To C'onsolidntccl financial Shtcaient~(Continued) 

debt at December :I. 1007 and 2006, respectively. that is indexed annually to Brazilian infiation Floating-rate debt is primarily based on commercial paper rates or a spread relative to an 
index sucli as a London Interbank Offered Rate for debt denominated in U S dollars As of December 51. 2007 and 20l)6, the average interest rate associated with fioat~ng-rare debt \vas 
approximately 4 '3" nnd 4 6 9 6 ,  respectively 

full in Februar)~ Zii07 .I he entire outstanding balance of the debt wrls classified within Current Maturities of Long-term Debt on the Consolidated Balance ShceLs at December 51. 2006 
At December 31, 2006, Other debt included approsimately $326 million ofnotes payable related lo Cinergy's Tmst Preferred Securities (see Note 22), which matured and was repaid in 

b1:iiur itics, C:ill Oplioiis :ind Acccler:iiion Clauses 

Annu;il hl;iliirilics its VI 1)eceiiibcr 31.7007 

(in nilllioiis) 

(a) Excludes short-term notes payable and commercial paper ol $742 million 
Duke Energy has the ability under certain debt facilities to call and repay the obligation prior to its scheduled maturity Therefore. the actual timing orfuture cash repiiymenls could be 

Duke Energy may be  required to rcp;iy certain debt should Ihe credit ratings at Duke Enerby Carolinas fa11 to a cenain lwel at Standard &Poor's (S&Pp) or Moody's Investors Sewice 
materially different than the above as a result ol-Duke Energy's ability to repay these obligations prior to their scheduled maturity 

(bloody's) As  o i D c c e r n k r  31, 2007, Duke Energy had $10 million of senior unsecured notes which mature serially through 201 2 that may be required to be  repaid if Duke Energy's senior 
unsecured debt ratings la11 below BBB- at  S .W or Baa3 at Moody's, and $21 million of senior unsecured notes which mature seri;~lly through 2016 that may he required to be repaid if Duke 
Energy's senior unsecured debt ratings i a l l  below BBB at S 9 P  or Baa?  a t  Moody's As of February 1, ZOOS. Duke Energy Carolinas'senior unsecured credit rating was  A- at  S 9 P  and Baa? a t  

Moody's 
Awil:ible CI edit  Fiiciliiies nnd Restrictive Ihbt  Covenunls During the year ended Decemhcr 3 I ,  2007, Duke Energy's consolidsted credit capacity decreased by npprosimntelp $1,468 

millinn as ii result o f t h e  spin-ol-foi the naluriil gas businesses on January 2, ?@07 In June 2007, Duke Energy closed on the syndication of an amended and restated credit facility, replacing the 
existing credit f;icilities totaling $2 65 billion witti a 5-year. $2 65 billion master credit facility See table below for the borrowing sub  limits for specific Duke Energy cntities Concurrent with 
the syndication of the master credit lacility. Duke Encr 
p a p  program In addition, (he comm~rciii l  paper program nt Duke Energy Carolinas \vas increased from $6.50 million to $700 million 

blished a new $1 5 billion commrrcinl pnpcr program at Duke E.ncrgy nnd terminated Cincrgy's previously csisling commercial 

The issuance oi commercial paper, letters of credit and other borrowings reduces lhc amount available under the credit facilities 
Dukc E,nergy's debt and cicdit ;igrcenients contain viirious financial and other covenants Failure to meet those covenants beyond applicable grace periods could result in accelerated due 

dates andlor terminntion 01 the ogreemenl.; As o i  December 3 1, 2007, Duke Energy !vas in compliance with those covennnts In addition, some credit agreements may a l l o ~  for acceleration 01 
payments or terminalion of the agreements due  to nonpayment. or Lhe acceleration of other significant indebtedness of lhe borrower or some of its subsidiaries None of l h e  debt or credit 
agreements contain materi;il adverse change clauses 
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nf Dcccniher 31, 2007 (in i i i i l l i im) 

Credit 
R:icilitics Con~n~crcial Letters of 

Ihike Eiicrgy Corptiriilion 
$2 650 multi-vear cvndicaled("),@), (c) June 7ti12 S 2 6511 $ 575, $ 32 $ 611 

Total(") s 2.650 $ 1,029 S 3Y I 1,068 

fa) 

(bj 
(c) 

Credltm c ont. 
Credit facility contains a covenant rerluuing riie debt-to-total capitniizalion ratio to not exceed 6595 lor each borrower 
Contains $850 million sub limit lor Duke E,ncrgy, .WiO niillion sub  limit lbr Duke Encrgy Carolinas, $500 million sub  h i i t  for Duke Encrgy Ohio, $400 million sub limit for Duke 
Energy 1ndi;in;i and a $100 million sub limit fix Duke Energy Kentucky, Inc 
This summary ewludcs certain dem;ind lac i l i t ics and committed facilitie5 that are immaterinl in SIZE or which generally support very specific requirements 

Otlicr Lo:iiis During XI07 and 2IXi6, Duke Energy had loans outstanding againsl the cnsh surrender value of the life insurance policies that i t  owns on the lives o f ~ t s  executives l h e  

. :in nntion allowins borrowinc un to the ful l  amount of thc facilitv on  thc dav of initial expiration for up to one  year. 

(rl) 

amounts outstanding were $367 million as ol December 31. 2007 and $594 million as ol December 31. 2006 The amounts outstanding were carried as a reduction of the related cash surrender 
\ d ~ c  that is included in Other Assets on  k c  Consolidated Balance Sheets 

16. Preferred and I'refercnce Stock :it Dulte Ei ierg~ 
As of December 31. 2007 and 2005, there were W million autliorized shares ofpreferred stock, par value XO 001 pei share, wilh no  such preferred shares outstanding 
Prc lc r rcd  iind Pi-rfwcncr Stock 01 Duke Enrrgy's Subsiclinrirs. In connection with the iVestcoosl Energy, h c  (Westcomt) acquisition in 2002, Duke Energy assumed npproxim8lely 

MI 1 million of authorized and issuecl rerlcemnble preferred ;ind preference shares at Westcoast and Union Gas Since these preferred and preference shares werc rcdcemable at the option of 
holder, as well as Westcoast and Union Gas, iliese preferred and prel'erence shares did not meet the definition of a mandatorily redeemable instrument under SFAS No 150, 'Accolr!itiug fir  
Cer lorn I ; i r~nr ic iu l l~u l~~ in ie r i / r  with Cltor aclerrrbcs q/ both I robililier oridEqirrg- 'I As such, thcsc prcl'crred and preference sliarcs were considered contingently redeemable s h a m  and the 
balance of approximately Q25 million was included in Minority Interests on the Consolidated Balance Sheets a t  December 3 1. 2006 The obligation associated with these preferred and 
preference shares was transferred to Specin Energy in connecuon with Ihe spin-oft of the natural gas businesses o n  January 2. 2007 

which had been acquired by Duke Energy in connection with the Cinergy merger in April 2006 

17. Commitnieiits ant1 Contingencies 

Additionally, in May  2006. Duke Energy rcdccmud. at pnr plus accrued and unpaid dividends, approximately $I 1 million of authorized and issucd Duke Energy Indiana preferred stock. 

C,cner:il 1iisur:incc 
Duke Energy carries insurance and reinsurance coverages either directly or Lhrough its captive insuriince company. Bison, and its affi l iaks consislenl with companles engaged i n  Similar 

commcrcial operations with similar type properties Duke Energy's imurance coverage includes (1)  commercial general public liability insurancc for liabilities arising to third parties for boclily 
injury and property damage resulting from Duke Energy's opemtions; ( 2 )  workers' compensation liability coverage to required skllutory limits; (3) automobile liability insurnnce for all owned, 
non-owned ~ 7 d  hired vehiclcs covering liabilities to third parties for bodily injury and property damage, (4) iwurance policies in support of the indemnificalion provisions of Duke Energy's by- 
laws and (5 )  propeny 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 estrii cspcnse All caverages are subject to certain dcductibles, terms and conditions common for companies with similar 
types of operations 
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In 2006, Bison \rv~s a member of Oil insurance I. imiterl (OIL) and  s b e r g y  Insurance Limited (.;Energy), which provided property and business interniptian reinsilrance coverage 
respectively lor Duke Energy's non-nuclear lticilities Duke Energy accounts f a  these memberships under the cost mcthod, as i t  did not have the ability to exert significant influence over these 
investments Bison terminated its mcinbership in OIL cll'ective Dcccmber i l ,  2006 mil paid n withdrawel premium during 2CU7 as a result o f th i s  dccision sEncrgy ccnscd insuring events 
subsequent to M a p  15, 2OOG and is currently winding rlnwn i t s  operations and settling 11s outstanding claims Bison will continue to pay additional premiums to sEnergy as it settles its 
outstanding clitims during its wind-domn. l ~ o \ v e ~ ~ e r .  Duke Energy does not mticipnte t l ia t  the payments associated with the settlement of these ouurtanding claims \vi11 have a material impact o n  
its consolidated results of operations, cash 11ows or financial position 

conditions and deduclibles are comp;ir;ible to those csrricd by other energy c o m p a n i s  of similar size 
Duke Energy also mitintains excess liability insuriince coverage above die established primary limits for commercial general liability and automobile liability insurance Limits. terms, 

The cost ol Duke Energy's general insurance cwernges continued 11) fluctuate over the past year reflecting tlie changing conditions of the insuriince markets 

Nuc1c:tr losurancc  

Nuclear Stations Iiavc two nuclear reactom each and Oconcc has thrcc Nuclear insurance includes liability coverage, property. dccont:iminalion and premature decommissioning covcrage, and 
business interruption a n d o r  estrn expense cm'erage The ntherjvint owners of the Catarvba Nuclear Station reimburse Dukc Energy for certain expenses associated with nuclear insurance 
premiums The Price-Anderson Act requires Duke Energy to insure against public liability claims resulting Irnm nuclear incidents to Uie lull limit of liability, approximately SI0 8 billion 

Primui~~Li~7/,ib~t~liisiiruiice Duke Energy titis purc1i;ised Ihc miiximuni availablc private prirnaiy litibility msui:iricc as rcquircd by law,  which is $300 million 
ExcessZ i u i ~ i / i ~ j ~ P r o g i u i ~ i  This program currently provides iipproximntely SI 0 5 billion of coveritge through tlie Price-Anderson Act's miindntory industry-wide excess secondary 

financial protection program of risk pooling The XIU 5 billion is tlie sum of the current potential cumulative retrospective premium assessments or  $101 million per licensed commercial 
nuclear reactor This would be increased by SI ti1 million for each additional comn~ercial nuclear reactor liccnsed. or reduced by % I O 1  million lor nucleiir reactors no longer operational and 
may be exempted from the risk pooling program Undcr this program. licensees could be assesscd rctrospcctivc premiums to compensate Rir public liability ilamages in the event of a n u c l a r  
incident at  any licensed facility in the U S If such an incident should nccur and public liability damages esceed primary liability insurance, licensees may be  assessed up to $101 million for 
wcli of their Iicensetl reactors. pnyabk at  it rate not Io exceed X I 5  million a year per licensed reactor for each incident The assessment and riite are subject to indexing for inflation and may be 
subject to state premium taxes 

three pnlicy programs: 
Duke Energy is a member oiNuclciir Electric Insurance 1 imitcd (NED.), which provides propcrty <ind accidcntnl outage insurance coverage for Dukc Energy's nuclear facilities under 

Pi iiiini,r ProlJcrn,lii~iii nitcc This pnlicy provides fS:lO million o i  primary property damage coverage for each of Duke Energy's nucleiir iacilities 
~~ccssPropL . r~~Imrrra i i cc  This policy providcs csccss propcrty, clecnntamination and decommissioning liability imurance: $2 25 billion ior the Catawba Nuclear Station and XI 0 

billion each lor the Oconee and A4cGuUe Nuclear Stations The Oconee and McGuire Nuclear Stations also share an  additional X I  0 billion insurance limit above this excess This shared limit 
is not subject to reinstatcmcnt in the event of a liws 

unit is insured for up to $ 3  5 million per week, and the Oconee units ore insured for u p  to $2 8 million per week Coverage amounts decline il more than nne unit is involved in on occidental 
outage Initial cover8ge begins after ii I2-week deductible period for Catawba and  a 26-week deductible period for l ikGuire and Oconee and continues a t  1009'0 for 52 weeks and KO% for the 
next 110 weeks The McGuire and Catawba policy limit is $490 million and the Oconec policy limit is $392 million 

Accirleiiiol Oiiroge liisiiroiice This policy iprovidcs business interruption andlor estra espense coverage resulting from :in accidental oul;tge oi a nuclear unit Each McGuire and Catawba 
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In the event of large iiiilustrp losses, NEIL'S Board of Directon may assess Duke Energy for amounts up to 10 times its annual premiums The current potential maximum assessments 

Pursuiint to regulations 01 the N R C ,  each company's properly damage insurance policics provide that all proceeds from such insurancc be  applied. first, to place tlic plant in a Safe and 

In the event of:] loss. the amount of insuriince av;iilahle might not tie adcquate to cover property damage and otlicr eqxnses incurred Uninsured losses and other espenses. lo the rslenl 

The maximum assessment ;imounts include 111.146 d Duke Energy's potential obligation to N!3L Sor the Catawba Nuclear Station 1-lowever. the other joint owners o f t h e  Catawba 

are.  l'rimary Property Insuraiice-US million, Excess Property lnsurance-S45 million ;ind Accidental Outage Insurance--S72 million 

stable condition after an accirlcnt, and second, to decontaminate belbrc any proceeds cnn be used for decommissioning. plant repair or restoration 

not recovered by otlicr SOU~CES,  could have a niatcrial advcrsc cflcct on Duke Encrgy's results of operations, cash flows or financial position 

Nuclear Station are obligated to assume their pro rata s k i r r  01 liability for retrospective premium% and other premium assessments resulting irom the Price-Anderson Act's excess sccandnry 

Iinancial protection progam oi risk pooling. or the N E U  policies 

%i:r~iroi:iiie~ihtl 

regulations can be clianged frnm time ti) time, imposing new obligations on Duke Energy 

Duke Enersy operations. sites lbrmerly owncd or tired by Duke Energy entities, ;md sites owned by Uiird parties Rcmedi:ilion typically involves ni;inagemcnt oi contaminated soils and may 
involvc groundwater remediation A,lanaged in conjunctiori will1 rclwant federal, state and local agencies. activities wary with site conditions and locations, remedial rcquircments. complizity 
iind sharing 01 responsibility ti rcniediiition activities involve statutory joint iind several liiibility provisions, strict liobility, or cost recovery or contribution actions, Duke Energy or its offiliates 
could potentially be held responsible for contamination caused by other parties In some instances, Duke Energy may sh:ire liability associated wi th  contamination with other potentially 
responsible parties. and may also benefit fmrn insurance policies or contractuill indemnities that cover some or all cleanup costs Ail of tliese sites generally are managed in the normal course 
01 business or afiiliate operations Duke Energy bclievcs that complction or resolution of these matters will have no material advcrse effect nn its consolidated reiults of operations, cash flows 
or financial position 

requirements for esisting facilities that  withdraw 5 0  million gallons or more of water per day Gom rivers. streams, lakes. rcrervoirs. estuaries, oceans. or other Lr S waters for cooling purposes 
Fourteen ol the 23 c o d  nnd nuclear-fueled generating facilities in which Duke Energy is either a whole or partial o w c r  arc iiffectcd sources under that mle  On January 25, 7007, the U S 
Court of Appeals for the Second Circuit issued its opinion in Rivorkcepcr, lnc  18 EP.4, Nos 04-Cd92-ag(L) et a1 (?d Cir ?Lu)7) remanding most aspects of WA's rule back to the agency The 
court effectively disallowed those pi~rtions of the rule niost favorable to industry. and the decision creates a great deal of uncertainty regarding Iuture requiremenu and their timing Duke 
Encrgy is s t i l l  unable to estimate costs to comply with the EPA's rule. although it is cspcctcd that  costs will increase as a result of the courl's dccision Thc magnitude of any such incrcasc 
cannot be estimated at this time 

CIcori ;IirAde, run,  Rirlc (C:IAfl) mid Cleo,, ,IrrlidcrslnleRule (CNRJ The EPA finalized its CAlvIR and CAlR in May 2005 The CAAtR \VIIS lo have limilcrl total annual mercury 
emissions fiom coal-fired power plants across the United States through a two-phased cap-and-trade program beginning in 2010 Ilic C A B  limits total annual and summertime NOx emissions 
and anniial SO? emissions from electric generating facilities across the Eastern United Stat- throurli a two-phased cap-and-trade program Phase 1 bcgms in XI9  for NO, and in 201 0 for 
SO? Pliesc 2 bcglns in 2015 lor Imth NO, and  SO? 

Rcnreriio/io~i m/rsi / ies Duke Energy and its ;iliiliates are responsible for environmental remediation at  various contaminated sites These include some properties that iire part of ongoing 

Clemi IVn/cr,lcl ;IG(b) The 11 S Environmental Protection Agency (EPA) finalized its coolinr: water intake Stmctures rule in luly 7004 The rule established aquatic protection 

The emission controls Duke Energy is installing to comply with North Carolina clean air legislation will contribute significantly to achieving compliance with CAlR requirements (see 
Note 4) In addition, Duke Energy currently estimiites that iu Midwest electric operations will spend approximately $300 million between 2008 and 201 2 to comply wilh Phase 1 of CAIR and 

zipprosimately $200 million for CAlR Phase 2 compliimce costs over the period 200s-2017 The 1URC issued an order in 2006 granting Duke E,nergy Indiana approsimately 
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$1 07 billion in rale recoveq  t o  co\,er i ts  estimiited Phase 1 compliance costs o l  CAIRICUMR in Indiana Duke Energy Ohio receives panial recovery of dcprcciation and financing costs 
reliited to cnvironmental compliance projects ior 2005-21)CIS through its RSP 

O n  February 8, 21108 the Ll S Coun oiAppeiils for the District of Columbiii issued iLs opinion in N e w J e n r s  1' EPA, No 05-lO97 viicuting the CAbfR The decision creates uncertninty 
regarding future mercury emission reduction requirements ;inti their timing Bnrrmg reversal o f t h e  decision if appeal^ there wil l  be a delay in tlie implementation of federal mercury 
requirements lor existing coal-fired power plants while EPA conducts a new rulemaking Duke Energy is unable to estimate the costs to comply wi th  a new EPA nile. although i t  IS exlxcted 
that  ctists will increase as a result 01 the coun's decision Ihe inagnitudc of any such increase cannot be estimated at th is tiinc 

Cool C O ~ ~ ~ I ~ ~ ~ I O I I  Proclrtct (CCP)Al'rriiii,~,.eiirei~I Duke [*nergy currently cstimales that i t  will spend approximatalp $300 million over the period 2(11J8-2012 to install synthetic caps  and 

~~ieralcrlEi i l i~rroi inreitral ..lcni~irie~ o i~d~ iccn rn l s  Included in Other Deferrcd Credits and Other 1 tabilities and Other Current L.iabilities inn the Consolidiited Balance Sheets were total 
liners at existing and new CCP Iandlills and to convert CCP hiindling systems from \vet to dry systems 

nccruiils related t o  extended eni.ironmsntn1-rcliited activities ofiipprosimately $51 million nnd $73 million as of December 31, 30107 and 2006, respecti\4y These accruals represent Duke 
Energy's provisions lor costs associated with remediation iictivities at  some of 11s current and former sites, as well as other relevant environmental contingent liabilities Duke Energy believes 
lllill 

Liligalioii 

wi th  tlie niitiiral gas businesses wcrc ti;irisfcrrcd to Slrctra Energy e l t e c t i \ ~  wilh the spin-ofiand Duke Energy has no  future obligation associated with such matters 

the country Tor alleged violations oi t h e  NSR provisions of the Clean Air Act (CAA) Generally, tlie government alleges that projects lperfonned at various coal-fired uniLs were major 
modifications, as ilciined in the CAA, and tli i it the utilities viokited the CtU when they undertook those projects without obtaining permits and installing the best available emission controls 
for SO1, NO, and particulatc miittu 'The complaints seck injunctive rcliel tn require installatinn of pollution control technology on various allcgcdly violating gmerating units, and unspecified 
civil pcnaltics in iimounts of up to 527.5[10 per dny for eiicli \tiohtion A number of Duke Energy's owncd and ojrroted plants have been subject to these allcgations ond ln\vsuits Duke Energy 
asserts that there were no CAA violatims because the applicable regulations do not require permitting in cases where t h e  projecls undertaken are "routine'* or otherwise do not result in a net 
increase in emissions 

As discussed in Note 1. on januiiry 2. ZOO7, Duke Energy completed Uic spin-olTof its natural gas businesses to shareholders Accordingly, contingent litigation ond claims associated 

hro~,Soii,-ci.Re~,ir,~, (NSR) In 1999-2t:100, t l ie U S Justice Depiirtmant. iicting on behalf oi the EPA, filed o number ofcomploints and notices ofviolation agninst multiplc utilities across 

In 20~10. tlie government brought ii liiwsuit agoinst Duke E.nergy In tlie U S District Court in Greensboro, North Ciirolina The EPA claimsthiit 29 ~ I O J C C ~ S  performed ill 15 oTDuke 
Energy's coal-iired umLs in the C;irnlinas violale these NSR provisions In August 2U03, the trial court issucd a summary judgment opinion nilopting Duke Energy's legal positions on  the 
standard to be used for measuring an increase in emissions. and granted judgment in favor of Duke Energy The trial court's decision was appealed and ultimately reversed and remanded for 

trial by the United States Suprcine Court At  trial, Duke EnLTgy will cniitiiii~c to assert that  ihc projects wcrc routine or not projected 11) increase emissions No trial date has bccn set 

Energy lnclinna alleging various violaiions orthe CAA lor \'iirious projects a t  six of Duke Encrgy owned and co-owned generating Stations in the klidmest Additionally. l h e  suit claims h a t  

Duke Energy violated an i\dministrative Consent Order entered into in I998 between the E,PA and Cinergy relating to alleged violations of Ohio's State lmplemcntation Plan (SIP) provisions 
governing pnrticuliite matter t i t  Unit 1 zit Duke Energy Ohio's W C Bcckjnrd Station In addition, h c e  northeast states nnd two environmental grnups have intcrvcncd in the case In June 2007, 
the trial court ruled, as ii matter of liiw. th:it 1 1 o f  2.3 projects undertaken at the units do not qualify for the "routine" esception m the regulations The court ruled further thnt the defendan& had 
"lair notice" o i  EPA's intcrpretation oi the applicable regukiiions The Jefendiints filed motions for recowidc7ation. which were denied A jury trial has been set to commence on May 5.  2M)S 

In November 1999, the United States brought n lawsuit in the United Stales Federal L>istrict Court for the Southern District of Indiana against Cinergy, Duke Energy Ohio, and Duke 
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in h,larch ZOIX). the United States also filed suit in the L!nilccl Slates District Court fbr the Southern 13istrict ol Ohio an amended complain1 in a separ81e kirvsuit alleging vialalions of Uie 

CAA regarding viirious generating stations. including a generating siation operated by Columbus Southern Poiver Company (CSPj and jointly-owned by CSP, The Dayton Power ond Light 
Compiny (LYSI.), iind Duke Energy Ohio n i i s  sui1 is being defcndcd by CSP(thc CSP ciise) A t r i a l  on l iabi l i ty issues was conducted in July 2OiJ.i On Oclobcr 9, 1007, CSP announced a 

settlement of its case 1 he  setllement includes commitments by CSP to construct environmental equipment or olhenvise to reduce emissions ;it certain plants and the payment of penalties and 
mnncy to various environmental prqects Duke Energy d i m  not expect the settlement to have a material tmpact on ils consoldated results 01 operations. cash !lows. or iinanctal position In 
;iddition. Cincrgy and  Dukc Energy Ohio l iavc lxcn  infnrmcd by DI'SL Uial in  lune XIIILI, die EPA issucd a Notice of Violalion WOV) to DPSL. lor iillcged violations of CAA rqui rements  a1 

a station operated by DPSL ;intljointly-oivncJ by DP,!I., CSP, and Duke Energy Ohio The NOV indicaied the EPA may issue an order requiring compliance with the requirements o f t h e  
Ohio SIP, or bring a civil actinn seeking injunctive relief and civil penalties oi tip to 627,500 ]per day for each violation In September 2004, Marilyn \Val1 and the Sierra Club brought a lawsuit 
tigainst Duke E,nergy Ohin. DPSL and CSP l o r  alleged violations 01 the CAA at this same generating station On Lkcember 14 2007. the Court ordered a slap o i  tlic litigation for sixty days 
pending settlement negotiations iimnng h e  pciriies A triiil hi is  heen scl to commence in August 2008 

Other than the CSP case. 11 is not possible to predict with certainty whelhcr L3uke Energy  ill incur any liability or lo estimate the damages, i i any ,  that Duke EnerOy might incur in 

connection miin these matters Uliimntc resolution io1 tiiese niiiltcrs. w e n  in settleiiiciii, co)~a ' .  I . (  US 

financial position I-Ioivcver. Duke E.ncrgy \vi11 pursue appropriale regulatory treatment Ihr any costs incurred in conncction with such resolution 
Cnr-boii L71os1cle (CO?) 1 Ifigofiim In luly 2011-1. the stiite!; ~IConncct icu t .  New York. Colil'ornio, Iowa, New Juscy, Rliode Island, Vcrrnonl, \Visconsin, ond the City of New York 

brought a lawsui l  in the United Slates District Court l o r  tlie Southern District n i  New York against Cincrgy. h e r i c m  Electric Power Company. lnc . American Eleclnc Power Service 
Corparatron, nie Southern Company, Jennevsee V;i l ly  Aulhorily. and Xcel Encrgy Inc A similar lawsuit was filed in tlie Uniled States District Court Ibr the Southem District of New York 
against t hc  same comp;iiiics by Opcn Space Instiluic, Inc . Opcn Sp,icc ConscNXKy. Inc , and 1 he Aurlulwn Socicty of New h[anipshirc n i c s c  lawsuits a k g e  that tlic dcfcndanls' emissions o i  
COz Irom the combustion 01 Inssil l u c k  i i t  electric generating fxil i t ies contribute to global narrning and amount lo a public nuisiince The compliiinls also nllage dint the defendants could 
generate the same amount n i  clecwicily while emitting signilicantly less CO? h e  plaintiifs are seeking an injunction requiring each defendant to cap its CO:! emissions and then reduce them 
by a specified percentage each year lor at least ii decti~le In Septembcr ? O i l 5  the Disbict Courl granted the defendants' motion to dismiss the lawsuit l h e  plaintiffs have appealed this ruling to 
the Second Circuit Court of Appeals Oral arguments were l ie id bciore the Socond Circuit Court ol Appeals on June 7, 2OOG I t  is not possible to predict with certainty whether Duke Energy 
will incur any l iabi l i ly or to estimate the clainagcs, i iany ,  that  Dukc Energy midit  incur in coniicction with this matter 

Hi i i r icme Kowiim 1 . o i ~ c i i r r  In April ?006. Duke Energy and Cinergy were n;imed in the third amended complaint of a purported class action l a ivsu i~  filed in the United States District 
Coun for the Southern District of hlmissippi Plaintins claim tliiit Duke E n c r ~ y  and Cinergy. along widi numerous other utiliries, oil companies. c o d  companies and chemical companies. are 
Iiablc lor damages relating LO losses suffcrcd hy victims 01 I-lurricanc Katrina Plaintills claim that dclendants' grecnhouse gns cmissions contributed to the frequency and intensity of storm 
such :is Hurricane Kabina  In October 2111)5. Duke Energy nnd Cinorgy were s e n d  with this laivsuit On Augusl30, 2007, the coua  dismissed the case The plnintilfs have filed their appeal to 
the Fifth Circuit Court o i  Appeals Briefing is ongoing in the Filih Circuit I t  is no1 possible to predicl with certainty whether Duke Energy or Cincrgy w i l l  incur any liability or to estimate Uie 

diimagcs. 11 any, t h a t  Duke Energy or Cincrgy might incur in connection with this matter 
i well us other energy companies. have been parties to ?S lawsuits which hsve been coordiniiled as the "Pricc Son DiegoPncr IIIC/~.YIII~ Cmeu. Duke Energy ,mtl severiil 01 11s oifiliiit 

Indexing Cases" in San Diego, C;iliiornia Twelve (nl the Ia\uuits sought class-actioii cerlilication The Iplainliiis allege that the defendants conspired lo manipulate the price of natural gas in 
violalion of siaie andlor iederal aniitrus! Ixss. u n h r  husincss pracliccs mi l  other 1;iivs Plaintiffs in some 01 die cases further allege that such activities, including engaging in "round bip" 
trades, providing Talsc inlormation to n gas tradc publications and unl;iwfully exchanging iniixnialion, resulted iii nrtiiicially high cncrgy prices I n  Ilccembcr 2006. Duke  Energy 
executed an agreement to settle the 12 ction cases In June 21.1(17. judgment granting final approval to the class action settlement was entered The settlement did not have a material 
;idverse efiect on Duke Energy's com.;nlid;iicd results of oper:itions, cash llows or financial position In December 2007, Duke Energy reached a setllcment in principle to settle h e  remaining I3 

coses, subject to the negotiation ;mil execution oi ii settlemcnt agreement. which was executed in 14mxxy 2008 The proposed settlement will no1 have a material adverse effect on  Duke 
Energy's cowolidoted results 01 nperiitions, cash (lows or fintincial position 
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Orhcr Piice Repor rriig Coral A total of  17 laissui(s have been f i l ed  against Diike Energy af l i l ia les nnd ather enercy companies Seven ol these clises ivere dismissed on filed rnte andor  
federal preemption grounds, ond the pliimiiffs in eiich ot'tliese dismissed ciises appealed ~Iieir respecti\,e rulings On September 74. 2oC17, tlic Nindi Circuit reversed the prior rulings and 
remanded fiiur oi tlic ciiscs to thc District Court lor lui1hcr proceedings Dclcndnnts request lor reconsideration \\'as denied In July 2007, the judge in t\so of the cases reconsidered iind 
reversed h i s  prior ruling dismissing the cases Tlie seventh case was appe;iled t n  the I-ennasee Cnurt ofhppeals, where oral argument WIVS heard in November 20117 and a decision is pending 
In I'ebruary LOtiS. the judge in one 01 the cases grmted a mntion In dismiss ;and entered judgment in fiivor ol DETkSl Each  of tliese cases contains similar claims. that the respective plaintifis. 
and tlie classcs tlicy c la im  to represent, wcre Iiarinci by the Jelcnrlanti allcgcd mnnipuliitinn 0 1  the natural gas markets by various means. including pmviding false information lo natural gas 
trade publications and entering into u n l w i u l  arrangements and agreements in violation ni the antitrust la\vs of the respective states Plointills seek damages in unspecified a m o u n b  Duke 
Energy is unable to e s p r e ~ s  an opinion regarding Uie prnhable ioiitcome or estimate damages, il tiny, related to these matters a t  this tinie 

price 01 electricity in certnin western stoles Two d the cases were dismissed and pliiintills aplwalet l  to tlie U S Court oi Appeal for tlie Ninth Circuit Of those two cases, one w n s  dismissed by 
agreement in March 2iJ07 Oral arguments in the other case was hewd bel-ore the U S Ninth Circuit Court nIAppeals in April 2007 In November 2007 the court issued an  opinion affrming 
uismtssiit iinu IplimiliIs 5:: 
cases seek damages in unspecified ;imnunts I t  is not possible to predict wi th  ccrtainty whcthcr Dukc Energy will incur any liability or to estimate the damagcs, if any, that Duke E,nergy might 
incur in connection with these Iawsuils, hut Duke Energy dncr; not liresentl) bslicve die outcnme of these matters i v i l l  h a w  :I material adverse effect on its eonsolidated results o iopent ions ,  
cash flaws or fii:inciol Ipositioii 

price reporting activities of certain individurils involved in DE Thl iriiding operiitions Duke Energy has coopcrated with the government in this investigation and is unnble to express an opinion 
regarding the probable outcome or estimate damages. i f  any. related to this matter at this time 

against Duke E,ncrgy, DETMl blanagcment Inc (DE I MI), LYIhlSI Ivlanagcment ]"id (DTbISI) and other affiliates of Duke E,ncrgy klNGI and DE,TbIl are the snlc mcmbcn of DETM 
DTAlSI and 3946231 are the sole lieneficiol nwners ni  Dul;e Energy hi;irketing ILimiterl Partnership (DEM1.I'. and with DETM, the Ventures) Among other allcgitions, GssonMobil alleged 
h a t  DETA4l and DThlSl engaged in wrongliA actions relating to al1ili;ite !wading. payment 01 service fees. expense allocations and distribution o l e a m i n g  in breach of agreements and 
fiduciary duties relating to the Ventures Esxonhlnbil snug1it to recover actuiil ikimages. plus attnmcys' fees and esemplaiy damages. aggregate damages were specified at  the arbitration 
hearing and totaled approsin,stely RI 2.5 million (c.KChKling iiitcrcst) Dukc Energy dcnicd thcse ollegiilions : i d  filed counterclaims asscrting thot  E ~ ~ ~ n ? o h i l  breached i ts  Vcnlurc obligations 
and other contractual obligations In hlarch ?11117. Duke Energy end Essonblohil  csecutcd ii settlement agreement Tor global settlement or both parties' c la ims The resolution ofthis matter did 
not haven material elfect on Duke Energy's consolidated results of opcratinns, cash ilows or iinancial position 1 hc gas  supply agreements with other parties, under wliich DEIvIL P continues to 

rcmain obligotcd, arc currently estimotcd to result in I o s x s  of up to approsimatcly $70 million through 301 1 As Duke Energy has an ownership interest ofappmsimately 6046 in DEMLP, 
only Go46 of any losses would impact pre-tas earnings fiir Duke Energy I-lowe\,er. these losses iire subject to change in the future in the event of changes in markcl conditions and underlying 
assumptions 

Cherokee County, South Csroiina iind asking for ti decliirator) judgment to establish thiit a contrnct Cor siilc usisted Defendants counterclaimed for slander of title iind libuse of process in 
December 2005, the court dismissed Duke Energy Carolinas' claims and Dcfend;ints' amended Uieir counterclaims As amended, Defendanls' counterclaims oliegcd slander oftitle, abuse of 

prnccss. tortuous interierence wi th  prospective contracts of others in the cncrg}, market and  tortuous interference With contract A hearing on Dike E,ncrgy Carolinas' Motion for Summary 
Judgment was  held in April 2007 and the judge ruled in klay 21ir17 dismissing Uclcndmts' slander 01 titlc claims On May  30, 2007, the partics scttlcd this matter The resolution of this matter 
did not have a material effect on Duke Energy's cnnsolidated results nl  opertitions. cash flows or rinanciiil position 

L iriglirioii PhintifLs. on beh;ilt'or theniselves ;and iotliers. in three lawsuits allege thiit Duke Energy afTiliiites. among other energy companies. artificially inflated the 

. 
, <  . . .  . .  . .  
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. .  

Tradi1~gRclotcd11n~crhgufion.r 1Scginnirig iri I:cbru;iw XiO4, Duke Energy has received rcqucsts for inionnation lrom tlic U S Attorney's nflicc in Houston locuscd on the riatural gas 

~.~~oiu\(d,i/DirprrL.r~i,rc~ In April 2iiO.l. I\lobiI N;itursl Gas. Inc m,lNGI) and 39162.3 1 C;inada. Inc (3946231. and collectively with k!NGI, Essonblobil) filed ii f i rnand for Arbitration 

Chcrukee Coiinn' Propei 0'1 i i ipo~l i i l  Duke tnergy Carolinas lilcd suit in luly 7i:XM seeking specilic pert'ormance ol its asserled contract to purchase approximately 2.000 acres o l  land in 

Dike E,rrt.gi-Rclirsnieiif CmliBillaiice Plou A class action liiwsuit wis filed in ledcral court in Snutli Caridinn against Duke Energy and the Duke Energy Retirement Cash Balance Plan, 
alleging violations of Employee Retirement Income Secur iq  Act (ERISA) and thc Age 
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Discrimination in Employment Act These a l lc~ar ions  arise oil1 oftbe conversion of the Duke Energy C o m p n p  fimployecs' Retirement Plan into lhe Duke Energy Retireineiit Cash Balance 
Plan The case also raises some Plan ;idministradon tssues, dleging errors in the application of l 'hn  provisions (e p., the calcul;ition 01 interest rate credits in I997 and 19% and the calculation 
of lump-sum distributions) The plaintills seek to rcprcsent present and former participiints in the Duke Encrgy Retirement Cash Bdnncc Plan This group is estimated to include approximately 
56,000 person? The plainlilfs :ilso seek to divide the put:itive class into sub-classes b;ised on age Six causes of action arc alleged, ranging from ;age discrimination. to various alleged ERISA 
violations, to allegations o i  breach 01 iiduciary duty Ilic platnitlls seek ;I broad m a y  of remedies. including a retroactive rciiirm;itioii of the Duke Energy Retirement Cash Balance Plan and a 
recalculation 01 participants'/ bcncficiarics' bcnciits under die rcviscd and rcfimncrl plan Duke Energ), filed its answer in March 21)1)6 A second class .iction lii\i?xiit was lilcd in federal court 
in South Carolinii, alleging similar claims and seekins in represent the same class of defenrl:inls The second case has been voluntarily dismissed. without prejudice. eft~ectivcly consolidating il 
with the f i rs t  case A portion of this contingent liability \vas assigned to Spectr,i Energy in ci)nnection with the spin-olT in Jmuiiry Zllll7 A hearing on b e  p l a n t i f i s '  motion to amend the 
complaint to add additionill age discrimintilion claim. dciendiinl's motion to dismiss :ind die respective motions for suiiimaty Judgment was held in December 2001 and a decision is pending 
The matter is currently in discovery with n tenttilive t r i a l  h t e  in July X i O S  I1 is not piissible to predict with certainty whether Duke Itncrgy will incur any liiibilily or to estimiile the damages, if 
any, tlial Duke Energy might incur in connection with this matter 

u/iia &tnmra L ~ , . S I I I I  In Ianuq,. LIJ~JK. four pluntills. inctuiling iniliviiluiil. inuusli iiil aiiu noii-primi CUSCH 
District of Ohio Plaintifis nllcgc that L>ukc Energy (then Cinwgy and lhc  Cincinnati Gas h Electric Company (CGhE)) ,  cowpired to provide inequitable and unfair price advantages for 
certain large business consumers by cnteriiig into non-public option ;igreemenLs with such consumers in exclimgc lor their withdrawal nf challenges ti? Duke Energy Ohio's (then CGhE!sj 
pending RSP, which \vas implemented in early 2Ofl5 Duke Energy strongly denies the nllegations made in the I:iwsuit and intends In defend itself vigornusly I t  is not possible to predict with 
cerlninty wlicthcr Duke E n c r g  will incur any liability nr to cstimate the damages. if any. that Dukc Energy might iricur in conncctiori with this mattei 

its subsidiaries Plaintiffs, the governing bodies of an 1nupi;it vill;igc in Alaska. brnught the action on their own beh:ill and on behali 01 the \~ill~ige's approsimaiely -1I.C residents The lawsuit 
alleges that defendants' e m i s i o n s  of carbon dioxide cmtributeil to glohal wirming iind constitute a priviite ond public nuisiincc Plaintiffs also allege that certain tlefentlants. including Duke 
Energy, conspired to mislead the public with respect to the global warming Plaintill-s seck unspecified monetary dtimagcs. nttorncys lees and expenses Duke h e r b y  has not yet been servcd 
with this l a ~ s u i t  It is not possible to predict with certainty whether Duke Energy will incur any liability or to estimate the damagcs, if  any, that Dul;e Energy might incur in connection with 
this matter 

L L *  
. .  - .  

iJlmkori Glabol ll'wniing 1 a w s i i i f  On February 26, ?OIIS. iiliiintills l i l e d  suit againat  Peiibody Coal and viirious oil iind power company defendants. including Duke Energy and cctlnin of 

.Jshcsros-i clarcrilirJirries i i ia l  Doniogev Clointr Duke Energy has experienced numerous claims for intlcmnificatinn and medical cost reimbursement relating to d m a g e s  Cor bodily 
injuries allcgcd lo hnvc ariscn from the exposure 10 nr use of asbestos in connectinn with corislruction mid mamleniince iiclivilics conducted Iiy Duke E.nergy Carolines on i t s  elcclric generation 
planls prior to 19S.S 

Amounts recognized as asbestos-relilted reserves related to Duke Energy C a r i h a s  in the Consoliilated l3aliince Sheets totaled approximately SI.OS? million and S1.159 million as of 
Dcccmbcr 31, 2007 and 21106, rcspcctivciy, and arc classified in Olhcr Dcfcrrcrl Credits iiiiil Othcr L iiihilitics and Othcr Current L iabilitics Thcsc rcscn'cs 'ire bnscd upon the minimum amount 
in Duke Energy's best estimate 01 the range ol loss of 21.U82 million to $1 ,.X million for current and future asbestos claims through 2071 The resen'es balancc of%1.08? million as of 
December 3 I, 2007 consists of ;~pproximately SI 82 million related to knnwn claini:ints .ind ;ipproxiniatcly S900 million related tn unknown claimants blanagement believcs that  i t  i s  possible 
there will be additional claims filed against Duke Encrgy Carolinas aCier 2027 In light 01 the uncertainties inhcrent in :I longer-term forecast. management does no1 believe that  they can 
reasonably estimate the indemnity and medical costs that might be incurreil olter 21117 related to such potential clnims Asbe:itos-relnted loss estimates incorporate anlicip;ited idlotion, if 
applicable, and are recorded o n  an undiscounted b re based upon current estimates and itre suhjecl to greater uncertainty as the Iprojection period lengthens A significant 
upward or downward trend in the number of claims filed. the naturc of thc alleged injury, and the average cos1 01 resolving each such claim could change our esttmetcd liability as could any 
substantial adverse or iavornblc vcrdict a t  trial A Tedcrd lcgislativc solution. lurthcr slate tort rclorm or structured seltlcmcnt transactioiis could also change the estimated liability Given the 
uncertainties associated with projecting matters into the future and numerous other liictors oiit:;iile nur control. monagemeni believes that it is possiblc Duke Energy Cmilinas may incul 
asbestos liabilities in excess oi the recorded rcscn'es 

1-17 
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Duke Energy has a third-party insurance policy to cover cerlain losses related l o  Duke Energy Caro1in;is' esliestos-related injuries ;and ilamages above an :aggregale self insured retention 
of $476 million Through December 31. 7007. Duke Energy has made approximately %-16iI million in payments that apply t n  this retention The insuriince policy limit fix potential insurance 
recovcries lor indcmniiicntion and medical cost claim pnyments is $1,107 million in excess oi the self insured relentinn Probable insurance recoveries of approximntcly $I,(U0 million and 
$1,020 million related to this policy are classifier1 in the Consolidated Balance Sheets primarily in  Other within In\~estmcnts and Other Assets as ofDecember 3 I .  ? I N 7  and 2006. respeclively 
Duke Energy is not aware of ;my uncertainties regarding the legal sufl~iciency 01 insuriince cliiims or any signilicant solvency concerns related to the insurance carrier 

Energy's consolidated results of operations, cash llows, or iinancial /position 01 these casts to date has not been materiiil Based on  estimates under varying assumptions, concerning 

generating plants; (ii) the possible incidence iifvtirious illnesses among exposed ivorkeF;, and (iiij the potential settlement costs without federal or oilier legislation that addresses asbeslos tort 
actions, Duke Energy estimates that the rsnge of reiasoniibly possible exposure i n  existing and Iuture suits iiver the inreseeable future is not mnteriid This estimoled range of exposure moy 
change as additional seltlemenls occur and claims are mede and more case l a w  is est;iblished 

L J  , <  L ,  .Y. dl*U a b ,  . 
an alIiliate, had brcachcd certain agrccmcnls and sought inclemnificatioii Irnm Cincrgy 1 hc case went to trial and on Fcbru;iry 14, 2008. the jury returned a verdicl in Isvor of El  UK lh ld ings  
and against Cinergy and its alliliate and awarded El IlK 1-lolrlings $I 5 million. plus interest 

which involve subsi;intial amounts Duke Energy k l i e v c s  that the firial ilispositinn of th'x proceedings will not have a rriatcrial advcrse cllict o n  its consciliclatcd results ofopcrations, cash 
llows or linanciol position 

Duke Energy has esposure to certain legal matters that are described herein A s  of December i I ,  21107 and  2l:iC!6, Duke Energy has recorded rcsenes ,  including reserves related lo the 
tiforementioned asbestas-related injuries and damages claims. ni nppri)simolely $1 I billion and $1 3 billion. respectively. for these proceedings and  exposures Duke Energy hiis insurance 
coverage for certain of these losses incurred As  of Ilecembcr 31, ?t)il7. Duke Encrgy has rccognizcd approximately $1 .iMil million of proboble insurance rccoverics related to these losses 
lhese resenes represent management's best cslimate o1 probable loss as  defined by SFAS No 5 ,  "Jccori>itn?g,fo! Coiiliiige17cim '' 

Duke Energy Indiana and Duke Encrgy Ohio have also becn named as dclen~lants or co-deicnrlants in IBIVSUILS rclatcd to ashectos at  thcir elcctric generating stations The impact on Duke 

mong oihers: (i) the number of conlractors potenti:illy exposed to asbestos during constmction or maintenance of Duke Energy Indiana and Duke Energy Ohio 

. .  . . .  .. , I  

.. 

0llir.i- Litigalioii und Legal Piocc~dtngr Duke Energy and its siibsidimes are involved in other legal, tax niad regulatory proceedings ;arising in the ordinary course oibusincss, some 01- 

Duke Energy expenses legal costs related to the delense o1 loss contingencies ;is incurred 

Litig;ition Matters Trunsferrcd to Spectra Ei1cI-g). 

future obligation associated with such matters The following matters which were transferred by Duke Energy as pan 01 the spin-oiSand subsequently sellled by SpecIra Energy in 2Uo7. 
impacted Duke Energy's consolidatcd results of operations during the year cilded Dcccmbcr 31, ?I)<i6 

energy company, together with its subsidiary, S o n a h d i n g  Amsterdam I? V (Sonnlrnding). breached their shipping nhligalions under a Iicluelied natural gas (LNG) purch:ase agreement and 
related transportation agreements (the LNG Agreements) relating to Duke L NG s purchase 01 I.NG irnm Algeria nnd its transjionation by LNG lanker 11) ILaLe Ch 
seeks damages ofopprosimotcly $27 million Sonntrading iind Sonntrach. on the ollier hnntl. clnim that Duke LNC repudiated the LNG Agreements by allegedly 1 

LNG markettng obligations Son:ilrading and  Sonatrach seek damages in the amount nrapprosimatcly %?I) million In 2003. ;in arbitration iribunal issued a 1'arti;il Award on liabilily issues, 
finding that Sonatrach and Sonariading breached their obligatians to provide shipping 7 he tribunal also found that Duke 1 NC breached the LNG Purchase Agreement by failing to perform 
marketing obligations The final hearing on damagcs w a s  concluded in h,larch 2i106. and the tribunal issued its award on ilamagcs on November 30. 2006 Duke LNG \\'as awarded 
approsimatcly $20 million, plus interest, lor Sonntrach's breach nf its shipping obligtitiom Snnatrnch and Snnatrading were awarded an  unspecified nmounl that mxxigement bel ieves will, 
when calculated, be substantially less than tlae amount awarded io Duke LNG, and result ultim;itely in n net positive, but immaterial, :iward Io Duke LNG 1117 matter was asigned to Spectra 
E.ncrgy in connection with the spin-of1 in 1;inuary 2007 

As previously discussed, contingent litigation and cliaims ;issociated with the nalurnl gas husinesses were transierred to Spectr:i Energy effective with die spin-ofrand Duke E,nergy has no 

SoiiuhoclJSo~i~~~-rrdng.I~~bifr.rrtio~i Duke Energy LNG Sales Inc (Duke LNG) claims in an ;arbitration commenced in January 2l:ilUl in 1. onrlon that Sonntrach. the Algerian slate-owned 
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Citr-ur Timlirig Corp~r~'rIiori  (Ciliiir) Liligotrorr In conjunction with the Sonatrach LNG Agreements. Duke LNG entered into a niitural g;is purch ontract !the Citnx  &reemenl) \villi 
Citrus Citrus filed a lawsuit in March 2003 in the U S  District Coun for the Southern District 01 Texas iigainst Duke L.NG and PanEnergy Cor]; alleging that Duke LNG breached ihe Citrus 
Agreement by Sailing to provide sullicient volumes of gas to Citrus Duke LNG contcnds h t  Sonnlmcli caused Duke L NG to cspcricnce i~ loss 01 LNG supply that nSSectcd Duke L.NG's 
obligations and terminalion rights under the Citrus Agreement Citrus seeks monetary damages nod ii judicial determination tho1 Duke LNG did not experience such :I loss N t e r  Citrus filed its 

lawsuit, Lxke 1 NG terminated the Citrus Agreement and filed a counterclaim asserting tlial Citnis had breached the agrecment by. m o n g  otlier things. iailing to provide sufiicient securily 
undcr a letter of credit lo r  the gas  transactions Citrus denies lhat Duke L NG l i d  tlic right to tcrniinatc Ilic agrccmcnt and contcnds tllat Duke I.NG's termimitivii of tlic agrcemcnl wiis itself a 
breach, entitling Ciirus to terminate the agreement and recover damages in the amount oinpprosimatcly $190 million (excluding interest) nits matter and the iinancial ob1ig:llion of any 
settlement or judgment were assigned to Spectra Enerjg in connection with the spin-on in January 2007 In January 2007 Spectra Energy and C i t i u ~  settled this litigation for a payment by 
Spectra Bnergy to Citrus ofS100 million As R result. in 2K16. Duke E.nergy recognized ii rcservc of SI 110 million related to rlie settlement orfor 

Ollicr Coiiiniitiiients and Cu~~lingeircicr 

were salisfied Section 2914X provided for a phase-out of the credit 11 the average price of crude oil during a calendar year cscecdcrl a slrcil icil  thresholrl I h c  phase-out was based on a 
prescribed calculation and definition of crude oil prices The exposure to synfuel tax credit ph:ise-out was monitored :is Duke Energy \vas able to rcducc or cea 
lhe expecLiiion o i  any potential tax credit phase-ou! The objective of these activities w a s  to  reduce potential lasses incurred if the reierence ]price in a year exceeded a Ie\.eI triggering a p1i;ise- 
out of synSuel tirx credits 

These credilr reduced Lxke Energy's income tax liability and, therelore, Duke E n e r g ' s  t i is  expense recorded in  (Loss) Income From Discontinued Operations. net of tiis (see Note 
13) Commercial Power's sale of synfuel had generaied 6339 million in tas credits throu& December 31, 2005 After reducing for the possibility ni phase-out. the iimount of additional credits 
generated during lhc years ended December 31. 2007 iind 2006 were approsimalely XBJ millinn and $20 million, respecti\~ely Dike Energy ceased iproduction 01 synlirel upon the CSpiraliOn Of 
the tax credits at the end of 2007 

The Internal Revenue Service (IRS) has completed the audit of Cinergy for the 2002, N03.  and 2004 tax years, including the synSuel facility mvned during that perind. which represcnts 
$227 million 01 lax credilr geneiated during lhe aforementioned audit period The IRS has not proposed any adjustment that would disalloiv !he credits claimei l  during that period Suhsel]uent 
periods are s t i l l  subject to audit Duke Energy bclieves that it operated in conformity with all the n e c e s s q  requirements to be allowed such credits under Section 29/J5K 

Duke Energy was piny to on agreement wilh o third party service provider rclotcd to certain luture purchases I h c  ngrcemcnf which was  iimentlcd and evtcndcd in September 2007. 
contained certain damage payment provisions fqua1iSymg purchases were not initiated by September 2008 In the lourth quarter of 2U(J6, Duke Energy initiated early seltlcinent discussions 
regarding this agreement and recorded a reserve of approximately $65 million During the yeor ended December 31. 2007. Lhke Energy paid the third pnrty service provitler approximately %?0 
million, which directly rcduccd Duke E n ~ ~ g p ' s  future exposure under tlie agrecmcnf and further reduced the rcscrvc by M5 million based upon qualifying purchiise cornnirtinciits that, once 
satisfied, fulfills Duke Energy's obligations under the agreement Accordingly, :it December i I ,  21107, there was no remaining reserve associated with lids agreement 

c i l l c l n a l ~ l s  (:ommercial I'ower proauced syntuel lrom facilities ttmt quoIiIiect lor tas creuits (tnrougn .!iiiii) in iiccoruonce \ v i t i i  becIioi1 r r i + m  i 

In October 2006, Duke Energy began an internal investigation into improper data reporting lo the EPA regarding air emissions under tlie NO, Budget Program B L  Duke Energy's DEGS of 
Narrows, L L C power plan1 facility in Narrows, Virginia The investigation has revealed evidence olialsificalion of data by an  employee relating to the qual i ly  assuriince I s l i n g  of its 
contmoous emissions monitoring system to monitor heat input and NO, emissions I n  Decembn 2 0 6 .  Duke Encrgy voluntarily disclosed tlic potential violations to tlie EI'A and Virginia 
Department of E.nvimnmcnta1 Quality (VDEQ), and in January 2007, Duke Energy made a full writtcn disclosure of the investigation's findings to the EPA and t l ic  \'DE(? In December 2007. 
the EPA issued a notice of violation Duke Energy has taken appropriate disciplinary action, including termination, with respect 10 thc employees involved with the false reporting It is not 
possible to predici wilh certainty whether Duke Energy will incur any liability or to estimate Uie damages, i t  any, that Duke Energy might incur in connection with this mallcr 
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Oilier A s  part of ils normal business. Duke Energy is a party toviirious financial guarantee% perlbrmance guar;intces and other conlraclual commitmenls Io wlcntl guar;intees of credit 
and other assislance to various subsidiaries inve tees  and other third parties To varying degrees, hcse guarantees involve elements oi pcrlormance and credit risk. which tire not included on 
the Consolidntcd Balance Sheets The possibility of Duke Energy hnving to honor its contingencies is largely dcpentlcnt upon future opcrntioiis 01 various suhsitlizirics. invcslees om1 other third 
parties, or the occurrence of certain future events For further informntion see Note I g 

arrangements, traiisportation or throughput agrecincnls and otlier contracts that may w may not bc  recognized on  (lie Consolidated Balance Sheets Some nl  these anangcincnts moy In: 
recognized a t  market \,aluc on  the Consolidated h i lance  Sheets as trading contracts or qualifying hedge posilions 

In tidditinn, Duke Energy enters into various l i d - p r i c e .  non-ciincelable commitments to purchase or sell power (tolling arrangeinenLs or power purchase contracts). take-or-pay 

See Note 18 for discussion of Calpine gunrantee obligation 

Opcrn t ing  nnd Ciipilnl L e s w  Conimitniriib 

$ 1  111 million in LiJiJb anu boo million in ILIID. wnicn 15 inLIuucu in ujxrdtiun, w L L ~ t i i i y  I l r  

lca$c\ included in (loss) Income From Di\continued Opcrationb, net of tax war $36 million in 2005 and $53 million in 2005 Amortization 01 a s x t s  recorded undtn capital Iedxb R as included 
in Daprecidion .ind Amortization on the Consolidaterl Statements of Operations The  following IS '1 summary of future mimmum lease payments uncler nperating leases which . ~ t  inceplir)n had 
a nonc.mcelable term of more t h m  one yeir ,  and c.ipital lease!! as 01 December 5 I, 2007 

Duke Energy leases assets in several areas of 11s operations Consolidateil rental e\pcn\c for operating leases included in income from continuing operdtions w& $ 1 3  million in 21107, 
c 

O p c n t i n g  c3 PllJI 

I,entr\ k l W S  

(111 niillloii$) 
131 J 17 

2u12 12 
I hereafter 260 

Total 

18. Guarantces and Intlenmnificntions 
Duke E.nergy and its subsidiiiries havevarious financial ond performance guarantees and indemnificotions which are issued In the normal course o l  business As discussed below. these 

contracts include performance guarantees, stand-by letters of credit, debt guarantees, surety bonds and ~ndcrnnifications Duke Energy and i t s  subsidiaries enter into these arrangements to 
facilitate a commercial transaction with a third party by enhancing the value of the transaction to the third party 

A5 discusscd in Note I .  o n  January 2, 2007, Duke Energy completed tlie spin-ofi of its natural gas busincsscs to shareholders Guarantees that were issuul by Duke Energy, CineEy or 
lnterna~ional Energy or were assigned to Duke Energy prior to the spin-off remained with Duke Energy subsequent to the spin-off Guarantees issued by Spectra Energy Capital or its al3iliales 
prior to the spin-ofi remained with Spectra Energy Capital subsequent to Uie spin-off, except for certain guarantees discussed below that are in the process 01 bcing assigned lo Duke Energy 
During this assignment period. Duke Energy has indemnified Spectra Energy Capital against any losses incurred under these guaronleo obligations 

Duke Energy has issued performance guarantees to customers and other third parties that guarantee liie payment and performance orollizr parties. including certain iian-i\.liolly-o~~ned 
entities, as well as guarantees of debt of certain non-consolidated ent~ties and less than wholly-owned consolidated entities Lfsuch entities were to default on payments or performance, Duke 
Energy would be required under the guarantees to make payment on h e  obligation n i t h e  less than wholly-owned entity The masimum potential amnunt o l  future payments Duke Energy could 
have been required to make under these guarantcos as of December 31, 2007 was  approsimalcly $547 million Approximately $404 million of the guarantees cspirc between 2(lOR and 20.39, 
with t l ie remaining performance guarantees having 
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no contractual expiration In addition, Specbn Energy Capital is in tlie process of assigning performance guarantees with maximum potentiill ;imounts 01 Iuture payments ofapprosimately SI23 
million to Duke Energy. as discussed above Duke Energy has indemnified Spectra Energy Capital lor any losses incurred as a result ol these guarantees during the assignment period 

Duke Energy uses bsnk-issued stand-by letters 01 credit to secure the pcriormancc of non-\vholly-owned entities to a third party or customer Undcr these nrrangcments. Duke E.nergy has 
payment obligations to the issuing bank which are triggered by a draw by the third party or customer clue to the failure o f t h e  non-wholly-owned entity to perform according to the terms of its 

underlying contract The maximum potential amount o i  future payments Duke Energy could have k e n  required to make under these letters of credit as 01 Decemlxr 31. 7007 was 
approximately SZO million Substaiitiiilly a11 of these letters of credit \vwe issued on bchalfol less than wholly-owned consolidated cntiticj aid non-consolidatcd entities and expire in  2OI.IS 

Duke Energy has guaranteed certiiin issuers o f  surety bonds. obligating i tseli to make payment upon tlie failure of a non-wholly-owned entity to honor its obligations to ii Lhird party As 
of December 51. 2007, Duke Energy had guaranteed approximately ZlJl million of outstanding surety bonds related to obligations of non-wholly-owned entities. of which approximately SI 36 

million relates to projects at Crescent The majority oI these bonds expire in various amounts in 7iJIlS: however. Duke Energy has a bond indemnity obligation through Septemher 7UiX fLor the 

Crescent Iprojects related to these outstanding bonds 
Additionally. Duke Enersy has iswed guarantees to customers or other third parties relate3 to the payment or performance obligations of  certain entities that were previously whollv 

owned hy LAIR bnergy nut wt i i c t i  ~ i a w  heen soiu 
related to payment ol lease obligations, debt obligations, and performance guarantees related to provision of goods and scrviccs Dukc Energy has received back-lo-back indcmnilication from 
the buyer of DE.ISS indemnifying Duke Energy for any amounts paid related to tlie DESS guarantees Duke Energy also received indemniliczifion from the buyer of DukeSolutions b r  the first 
S? 5 million paid by Duke Energy related to the DukeSolutions guarantees Further, Duke Energy granted indemnification to the buyer of DukeSolulions with r e s p c i  lo  losses arising under 
some energy sen'iccs agrecmcnts retained by DukcSolutions after the sale, prowled  that the buyer agrced to k a r  100% o f t h e  perlbrmancr risk arid 50% oiciny other risk up to an aggregate 
mosimum of $2 5 million (less any amounts piiid by the buyer under the indemnity discussed above) Additionally. for certain performance guarnntees, Duke Energy has recourse to 
subcontractors involved in providing services to a customer Thcse guarantees have various terms ranging from 700s to 2019, with others having no specific term The maximum potential 
amount of future paymenls untlcr these guarantees as oi December 31. 7007 \vas approximately $71 milliiin 

In 1999, the industrial Development Corp oi the City of Edinburg, Texas (IDC) issued approximately $100 million in bonds to purchase equipment for lease to Duke Hidalgo (I-lidalgo), a 

subsidiary 01 Duke Energy A subsidiary of Duke Energy unconditionally and irrevocably guaranteed the lease poymcnts of Hidalgo to IDC through 21128 In 1000, I-Iidalgo was sold to Calpine 
Coqmration and a sulxidiary 01 Duke EneGp remained obiigatal under the lease guaranty In January 1006, Iiidalgo and ifs subsidiaries filed lor bankruptcy protection in connection with (he 
previous bankruptcy liling by its parent. Calpinc Corporation in December 2005 Gross. undiscounted exposure under the guarantee obligation as of December 31. ?O07 is approsimately S200  
million, including principal and interest payments Duke Energy does not believe a loss under the guarantee obligiition is probable as of D e c c m k r  31, 3007, but continucs to evtiluotc thc 
situation Therefore, no reserves have been recorded for any contingent loss as ofDecember 3 I, 2007 No demands for payment ofprincipal and interest have been made under tlie guarantee 
This guarantee remained with Spectra Energ), Capital subsequent to the spin-off and will not be assigned to Duke Energy; however. Duke Energy indemnified Spcctrn Energy Capital against 
any Suture losscs that could arise from pvynients required under this guarantee In January 1@X. Calpinc Corporation announced that it Iiad succcssfully eincrgerl lrom Chapter 1 1  bankruptcy 
protection and oflicially concluded its Chapter I I reorganization 

These agreements typically cover environmental, 18s. litig;itton and other matters. as well as brmchcs of representations, warranties and covenants Typically. cliiims may be made by third 
par tie:^ for  vzirious periods of time, depending on the nature of the claim Duke Energy's potential exposure under these indemnification agreements can range lrom a specified nmounb such ns 

the purchase price, to an unlimited dol lx  amount, dependins on the nature oftl ie claim and the pnrticular transaction Duke Energy is unable to estimate the total potential amount of future 
payments under these indemnification agreements due to several factors. such 8s the unlimited exjiosuie under certain guarantees 

Duke Energy has entered into various indemnification agreements related to purchase and sale agreements and other types 01 contractual agreements with vendors and other third parties 

At December 31, 1007, the amounts incorded for the guarantees and indemnifications mentioned above ,ire immalcrial. both individually and in the aggrcgatc 
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19. Enmings I'cr Sharr 
Basic El% is computed by dividing earnings available for common siockliolders by die weighted-average number of common shares oulstanding during [lie period Diluted EPS is 

computed by dividing earnings avnilahlc for common stockholder 
the potential dilution that could occur ifsecurities or other agreemerits to issuc common stock. such ;is stock options, stock-bared performance unit nwarih, contingently convertible debt and 
phantom stock awards. were exercised. settled o: convened into common stock 

average n u m k r  01 common shares outstanding fnr the years ended lkcemln-r 3 1 ,  2007, 2006, and 2005 

idjusted, by the diluted wciglited-svcrogc number of common shares outstanding during the pcriod Diluted EPS reflects 

Tlic following tables illustratc Dukc Fncrgy's basic and diluted EPS calculations and reconcile tlic weighted-avcragc number oi common shares outstanding to tlic dilutcd wcightcd- 

(iii iiiillions, ewcpt pcr cliare &ita) In conic LPS 

Income from continuing operations-diluted 1 , I S b - s  091 

2 
Income Com continuing operotions I 593 

Income from continuing o p e r a t i o n s b a a i c  8 S 1  

Income irom continuing operationi-i l i luted $ ss9 970 $ 092 

The increa,e in weighted-average share\ outstanding for the year ended Drcembcr 3 I ,  20117 compared to the same period in ZOW wa\ due primarily to the April 2006 iswance of 
nppro\unately 31 3 million ',hares in conjunction with the merger wi th  Cinergv (see Note 1 ), the convcrsion 01 debt into apprnwnateiy 17 million shares of Duke Energy common atoch during 
tlic yoir cndcd December 31, 2000 (sec Note Is), and tlic repurchase and rclirernent nl appro\imately 17  5 million %hares of Duhe Encrby coinrnon stock during the year cnded December 3 I ,  
2006 

As of December 31, 2007, 2005 and 2005, appro~imately 1 i million, 1.1 million and 19 million, respectively, of options, unvcsted stock, performdncc and phantom stoch awards were not 

included in the "ellcct of diluuve securities" in the above table because either the option ewrcise prices were greater than the average market price of the common shares during those ~ ~ e r i o d s  
or performance niewures rotated to the ouards  had not )et been met 

20. Slocl~-Bisccl Co1iipcns;ition 

certain nonemployee s c n v s  Accordingly, lor employee aw.ird5 equity claisified stocl, b d d  compensation cost IS measured at the grant date, based on the l a i r  value of the aw.ird, and 15 

re~ognized  as e\pense over 

Eilcctivc January 1, 20116 Duke Energy adopted !lie prnvi%ion\ 01 SFAS No I23m 1 SFAS No 1 ?3(R) a tab l i shcs  accounting for stock-based awards c w h m g e d  for cmplo)ec and 
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tlie requisite service pcriod Prior to llic adoption oi SFAS No I73(R), Duke Encrgy applied APB 25 and FIN 44, and provided Uie required pro forma disclosurer; of SFAS N o  123 Since the 
esercise price lor all options granted under those plans w a s  equal to the market valuc of tlie underlying common stock on tlie grant date. no cornpenstilion cost \vas recognized in the 
accornpnnying Consolidntcd Statements 01 Operations 

December 31, 3005 presented in this Form 10-K l iaw not been rtsta1ed '1 here ~ e r c  no modiiications to oulstanding stock options prior to the adoption 01 SFAS No 123(R) 

value recognition provisions of SFAS No I 23(R) to t i l l  stocl;-bascd compensation ;Iwartls during tile year ended December 31, 200s 

Duke Energy elected to adopt the modified prospective application method as provided by SFAS N o  123(R), and accordingly, financial statement amounts fiorn the year ended 

Tlic following table shoivs w h a t  earnings availablc for common stocklinlders. basic enrnings pur share and diluted comings pcr share would liavc bccn if Duke Encrby had applied tlic fair 

Pro Fornin Stock-Bisecl Coinpelis:itioii 
Yc:lr ended  

December 31, LO05 

Ba~ic-~is  reported 1 94 

Duke Energy's 20CI6 1 ong-term Incentive Plan (the 30116 Plan), npproved by shareholders in Octobcr 2(lfl6, rcscrva160 million sliarcs or common stock lor  a\wrds lo cmployces und 
outside directors The 2006 Pl;m supersedes Duke hergy 's  199s L.ong-term lncenlivc Plan. tis amended (tlie 1!W8 Plan), and no additional grants will be made from the 199s Plan Under the 
2006 Plan. the exercise price of each option granted cunnot be less tlian the market price of Duke Energy's common stock on the date of grant and the maximum option term is 10 years The 
v a t i n g  periods range from imrnediute IO live years Duke Energy has historically issued new shares upon exercising or vesting of share-based awards In 2008, Duke Energy may use a 

combination of new share issuances and open market repurchases for shtirc-bused awards which nre cserciscd or vested Duke Enerw has not determined with ccriainty the amount of such new 
share issuances or open market repurchases 

Inipact or Spill-oli on Equi ty  Coinpcnsnlion Aw;irda 

the s h a r s  of common stock 01 Spectra Energy to Duke Energy shareholdcrs The distribuiion ratio approved by Duke Energy's Board of Directors was one-half share of Specua Energy 
common stock for every share of Duke Energy common stock 

with the spin-off conversion ratio Each equity awnrd (stock option. phantom share, performance share and restricted stock award) WM split into two awards: a Duke Energy award (issued by 
Duke Energy in Duke Energy shares) and a Spectra Energy award (issued by S p s i n  Energy in Spectra Energy shares) The number of shares covered by the adjusted Duke Energy award 
equals the number of shares covered by the original award, and the number of shares covcred by the Spectra Energy award equals the number o isharcs  that would have been received in thc 
spin-off by a non-employee shareholder (which reflected tlie one-hall share oi Spectra Energy common stock lor every share of Dtkc E.nergy common stock distribution ratio for Spectra 
Energy shares) 

As discussed iii Note I ,  o n  lanunry 3, 2007, Spectra Energy was spun off by Duke Energy to its shareholders In conncction with this transaction, Duke Energy distributed substantially all 

Efiective with the spin-OB, all previously granted Duke Energy long-term incentive plan equity awards were split into Duke Energy and Spectra Energy equity-related nwords, consistent 
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Stock option e\erriw prices  ere adjucted using iormuld approved by !he Duke Energy Compensdtion Committee Uial \vas designed to preserve the ewrc ise  versus market price spread 
(whether "in the money" o r  "out of the money") 01 each option All equitj a w x d  a d j u m x n t a  were designed to equalize the fair value of elicli aw,ird belore and niter the spin-of[ Accordingly, 
no  material incremental compensation evpcnse w a y  recogni7ed a i  a result of !he equity n\wrd cidju\tments 

compensation e\lxnse r e c o p i r e d  in future period5 I V ~ I I  corrapond 10 the unre~ognized compenmtion e\j~ense as olthe d m  of the spin 011 Unrecognired compensation c\pcnse as of the dale 
01 tlic spin-olf reflects tlic unonionizd  balancc ofthc original grant date fair value of the equity award\ held by Duke Energy cmployccr (regardlcss of whether those awards arc ItnLed to Duke 
Energy 5tock or Spectra Energy stock) No luture compens.ition cost wil l  be  recogni7cd by m e  Energy for equity awards held by Spectra Energy employee.; 

Duke Energy recorded pre-tnx stock-based compensation c v p e n x  included in Income From Continuing Operation.; Tor Uie yenri ended DLxcmkr  31 7007, 2006 and 2005 as l~ollovvs, the 
components 01 wliicli are lurther described below 

Duke Fnergy's future ',toch-bascd compen.;atioii e\pen\e \vi11 not be significantly impacted by the equity award adjustments that  occurred as a resull or the spin-off Stock-based 

lior Uir Years Entlccl 

- 
2007 1006 2005 

1'erform.ince Awards 
Other Stoc 

Total s 39 6 64 6 37 

The tax lheneiit ;~ssociated will1 the recorded cspense in Income From Conlinuing 0pcr;ilions lor ihe years ended B c e m k r  31, 2007, 2006 end 2005 was approximately SI5 million, $24 
million and $14 million. rcspcctively llicrc were no niatcrial din-erences in income from continuing operations. income tils cspcnse, net iiicome. cash flows, or basic and diluted earnings per 
share from the adoption of SFAS No l23@) As discussed in Note 1, on January 2 ,  2007, Duke Energy completed the spin-off d i t s  natural gas businesses to its shareholders, and the resulls 
of these husinesscs are presented as discontinued operalions Accordingly, y e - t n s  stock-based compensation espense ofapprosimately $1 8 million and 610 million for the years ended 
December 31. 2!106 and 2OO5. respcct~\~ely. arc included in (Loss) Income From Discontinued Operations. net of tax. on the Consolidated Statements of Operniions A corresponding tax benefit 
of npproximiitcly $7 million iind $3 million for the y a r s  ended December 31, 2006 iind 2005, reslxcti 
Consolidated Stniements of Opecilinns 

re included in (Loss) Income From Discontinued Operations, net ol In. o n  the 

Stncli Optiuii Activit) 
\\'eiglited- 

Weighted- Avcriigc Aggiegnte 
Ax cr:1ge Rciiiniiiiiig 1ii11inric 

Optiuiis lhercl\e Lire (ii: Vnluc (in 
(in thnus3nds) 1'1 ice(") )ears) millions) 

Oursinnding at December 
Exercised (4,032) 13 

Oubtnndine nt December 31. 7007 17 4 2  s 94 

- Options Espected to Vest 

(a) lueiglited-ii\,eragc exercise prices reflect thc adjusted priccs that resulted from the spin-oll-or Slxctro Energy, as discussed abovc 

O n  December -31. 2006 and YJO5. Duke Energy had approximately 22 million esercisoblr: options with n weighted-nveroge exercise price of $1 7 and $1 8, respectively The total intrinsic 
v:iIuc ni options exercised during tlic years ended December X I .  2007. 2iiiK, and 2011.5 w a s  ;ipprosimately F?G million. M6 million and $1 7 million. resixclively Cash received from options 
esercised during the yeiir 
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ended December 3 I. 201~7 w a s  npproximately 650 million. with a related tax beneiil of approsimaleiy $I 0 million Cash received irom options exercised during the pear ended December 3 I 

7~106 was approximately $127 million, with a related tax benefit of iipproximately $1 7 inillion Cash received from options exercised during the year ended December 31. 2005 was  
npproxirnatcly $40 million, with n related tax Ixnclit of npproximntely $6 million At December .>I. 2lKl7, Duke Energy hail npproximetcly $2 million of Suture compensation cost which is 
especlecl to be recognized over a \vcighte(l-avwage penod of 1 1 years 

lherc   ere no option grants during the twelve months ended December 3 I ,  21)07 Duke E.nergy gmnted 1 877.636 options (fair value ol approsimalely $10 million based on  a Black- 
Scholcs niorlcl vdluation) during tlic year ended December 31, 2iJM There mere no options granlcrl during the year ended December 3 1, 2095 Remaining compensation expense to be 
recognized ior unvested converted Cinerw options was determined using a Black-Scholes model 

\\'eiglttetl-hvri iigr ;\ssuiiiptlons W r  Optinit I'riciiig 
2006 

The risk free rate is biised upon the U S Treasury Constant Maturity rates :is of the grant d:ite 

The expccted dividend yield is biised upon ;innualized dividends and the I-year average closing stock price 
nic especteil tcrm oi  options is derived lrom historical data 

liistnrical and 5091 implied volatility Historic volatility is based on the weighted average between Duke Energy and Cinergy historical volatility over the 
expected life using daily stock prices Iinpiied voliitility is the average for all optiian contracts with a term greatcr than six months iising tlic strike price closest lo the stock price on  the 
valuatioii diito 

The 2iKi6 Plan allo\vs fnr a maximuin of I 5  million shares of cunirnon stock to be issued under various stock-based awards other than options niid stock appreciation rights Payments for 
ciisli settled awnrds during the year ended Decemher .:I, 2007 were immnterinl 

Pli;iittnin Stock Awirds  
Phantom stock awards nutstanding undcr thc ?(XI6 Plan generally vest o v a  periods from immediate to thrcc years Phantom stock awards outstanding undcr the 1998 Plan generally v a t  

nvcr periods from immeiliatc t o  live ycars Duke E,nergy awarded 1,163,l BO shares (iair value of approximately $ 2 3  million) based on the market price of Duke Energy's common stock at the 
Grant i la les in the year endcd December 3 I. 2U07, 1, I S  1.370 shares (iair value oiapprosimalely 934 million) in the y m r  entled December 31, 2006, and 1.139.SS0 s h a m  (iair value n i  
iipproxirnntcly $3 I million) in tiicycar ended Dccembcr 31, 21:lOj Converted Cincrm phantom stock awaids arc paid in cash and iirc measured and rccordcd as liability awards 

The following table summarizes inlormotion about phantom stock nwards outstanding iit December 31, 2(JO7. 

Wciglitcd hvcr;ige Grnot 

Outatanding at December 31 2 M k  27 

Phantnrn Stock Awards Expectcrl 1 1 )  V c 4  

r h e  total lair \ d u c  01 Ihe 51iciicn vcrtcd during thcyears ended D c c c m k r  31, 2007, ZO(Jb and 2005 w.is approumalcly $31 million, $23 million and $IO million respectively As ol 
Dccamher 3 I 111117 Duhc Energ, had iipprozimntely $14 million ol future compensation cost which i s  e\pected 11) be  recognized over t i  weighted-average period of 2 3 yeon 
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Slcick-hiiscx! ;in-ards outstanding undcr both the 7006 Plan zind the 1998 Plan generally vcst over tliree y c m  Vcsting lor certiiin stock-hosed performance awards c a n  occur in three years, 
:it the earliest. if  p e r h m i i n c e  is met Certain performance :twards granted in 2007 and ?OC6 contain market condilions based on the total sliareliolder return (TSR) of Duke Energy stock 
relotivc to a pre-delined peer group (rclotive TSR) These awards are valued using o path-dependent model [lint incorporates expected relative TSR into thz lair value determination of Duke 
E,iiergy's perlomiaiice-biisrrll sharc awards wtli Uic adoption 01 SFAS No I23iR) Tlie inoilel uses throe ycar hist(lrical voIatilities and correlations for all compnnics i n  tlic prc-dcfincd peer 
group, including Duke Energy. to simulate Duke Energy's relative TSR :is of the end ol the lperfixmance period For each simulation, Duke Energy's relative TSR associated with the simulated 
stock price iit the end of the p e r h m a n c e  period plus expected dividends williin the period results in a value per share for the award portfolio The average 01 these simulations is the expected 
portfi7lio viiluz per share Actuel l i l i  to dote results 01 Duke Energy's relative TSR for each grant is incorporated within the model Other awards not containing market conditions ore measured 
at grant dtite price Duke E,nergy awarded I,534,5lO slitires (iair vziliic ol approsirnntely $23 million) in the yeiir ended December 31, 2007, 1,610,350 shares (fair value of tipproximately $32 
million. based on the rniirket price ol-Duks Eiisrgy's common stock ill tlis grant dale) in the year ended December 31, 2006, and 1,275,OXi shares (fair valuc of approximately $iJmilIion, 
b;ised on the market price of I A k e  Energy's common stock tit !lie g a n l  date) in the year cndcd December 3 I, LlJUZ 

rile followins tnblo summarizes inlormation obnut stock-based pcrformance awiirds outstanding at December 31, 2007 

\Veighleil ,\vrr:ige Glanl 
D.itc Fair V.ilue 

Outst.inding at Decemhcr 31. 2C1117 

Stock-based I'erforrnance A n d %  E\pected to Ve5t 

20 

--- 
Ihe total liiir value 01 the sliares vested during the yetin ended December 31. 2(107, Z(llJ6 and 2Mi5 w a s  approsimatelp $34 million $3 millton and $3 million, res],ectively As oi 

December 3 1, 301~7. Duke Energy had approsimatcly $31 million 01 future compensation cost which is expected to be  recognized over a weighted-average pcrind of 1 1 year;  

OUlPl SIOCl i  h \ V a l " c l s  

Other stock awards outstanding unrlci the I998 Pl;in gcncriilly vcst over periods from three to five years There were no other stock awards issued clurtng the year ended December 31. 
21107 Duke Energy awarded ?79.(1011 shares (lair value of iipproximiitely XS million) biised on  the market price ni Duke Energy's common stock ut the grant dates in the yesr ended 
December 3 1. 2006, and J7.01111 sh:ires ( h i r  value of approximately $1 million) in the year ended December 31, 2nU5 

The lollorving kibk summarizes inl'ormalion about other stock awards ouistandinf a1 December 31, 2 W 7 .  

\Vcighled Aver:ige Gr:iiit 
Sllal cs Date Fnir Viilue 

Number nl Othcr Stock Awards 
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The total lair value 01 the shares vested during h e  years ended Decemlxr 31. 7007, 2006 and 7005 
December 3 I ,  ?!,1:17. Duke Energy had npprosJm;ircly SI millinn of future compensation cost which is ex 

21. Eniployee Benelit Plans 

cover most LJ S crnplioyccs using ii cas11 balance formula Under a cash balniicc ionnuln, a plan jiarticip.int accumuliltcs a retirement bcneiit consisting of pay credits tliat arc based upon a 
percentage (which varies with nge and years of senrice) oi current eligible earnings and current interest credits Certain legacy Cinergy U S employees are covered under plans that use a final 
average exoings  fbrmtki Under ii final werage  earnings lormula. n plan ixuticipant accumulates a retirement benciil q u n l  to a percentage oftherr highest j - y e i r  average earnmgs, plus a 

percentage oi the their highest 
enrnings times ycnrs of ptinici 

approsimatcly S3Sti niillion and 61 74 million 10 the legacy Ctnergy qu;ililicil pension plans during tlie yeass ended December 5 I, I IU/  and iO1)o. respectively Uuke knergy diu not mike iioy 

contributions t o  its defined bsncfit retircment plans in 3 l i l i j  

qunlified retirement plans is 1 I years The average rcmaining service p e r i d  of activc employees covered by the non-cjualifid retirement plans is IO years Duke Energy determines the mnrtet- 
rchtcd vnluc of pliin assets using a calculated value tli i it recognizes chnngcs iri fair value rii the plan assets in a particular year on a straight line basis over the nest livc years 

Duke Energy ndopterl tlie funded status disclosure iind recognition provisions of SFAS No 156, 'Eniplol~er!~ Amoriiiting Jbr Dq/;l1L'dBL'ii~/it Pension ond Otlier Posirelirorrenl Plilns-ati 
onroaii7tent gjF.dSB Stnrenrciit~ No S?,  SS, 106 nnd 132(7?,'' (Slj.ISNa ISA'J, eiiective December S I ,  2(106 Duke Energy adopted the change in measurement date tr;insilion requiremenlr of 
SFAS No 1 %  effective Januan I, ?Oil7 by rerneosuring plan nsscts antl benefit obligtilions as of lliat date Previously. Duke Energy used a September 30 me;isurement dale lor ILS defined 
bcnefit and otlicr poat-retirement plans Additionally, 8s discussed in Note 1. on laniiary 2, 201.17, Duke Energy completcd the spin-on-of its natural gas husinesscs to sharcholders As a rcsult. 
the Westcoast Canadian retirement plans and Wcstcoast other post-retirement benefit plans were tmnsierred to Spectra Energy The benefit obligation for the Westcoast Canadian retirement 
plans antl \Vestcoast other post-retirement benefit pliins was 5832 million ;it December 31. 2006 The fair value of plan assets I'or Uic Westcoast Canadian retircment plans mtl Wcslcoast other 
post-retirement benefit plans was $575 million iit Ilecember 3 I. 20C6 The remaining pension and other post-retirement plnn assets and liabilitius distributed to Spectra Energy as pan of the 
spin-oif arc disclosed in the tnblc bslow 

recognized, net o i t n s .  as a sepanite reduction of retained earnings as o i  1anu;iry 1, !oil7 In addition. as rcilectetl in the table below. changes in plan assets and plan obligations bctween 
Seplcnihcr SO, 2OiJ6 and DecLmbcr 3 I .  311(16 nul related to net pcriodic beilefit cost wcrc recognized, net of 18s. as an  adjustment to AOCl and rcqylatoiy nssets 

proumalely 52 million, 52 million and 51 million. respectivdy As of 
o be recognized over ii weighted-average period 01 2 3 years 

Dulie Energy l iel irenicii t  Plms I h k e  Energy and its subsidinrics (including legacy Cinergy businesses) maintiiiii qualified. non-con~nliutory defined k n e f i t  setirement plans The  plans 

r average earnings in escess of covered compens;ition per year oiparticipation ( m a s h u r n  of 35 ycnrsj. plus a percentage of their highest 3-year average 
in esccss oiS5 ycilrs Duke Energy also maintains non-qualified, nnn-contributory defined benefit retirement plnns which cover certain esecutives 

Duke Energy's policy is to fund amounts on ;in actuariiil basis to provide assets sufficient lo meet benefits to be paid to plan participants Duke Energy made contributions of 

re amortized o \ w  tlie average remaining service jpcriod ofthe B C ~ I V C  employees The average remaining service period of active employees co\wed by the 

A s  a result ol-the change in measurement d:itc. net periodic benefit cost (of aplmximalely Plfi million Tor ilie three month period lietween Seplenikr  30, 2005 and December 3 j ,  2006 was 

http://jiarticip.int
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Notcs To Consolidiitcd financial Statciiicn &-(Continued) 

The table below identifies q p l i r a n t  Lhimge, to the in th \ id \ J~ l  line itcma in Duke Energy's Consolidated Balance Sheets during thcyear ended December 31, 2007 due to Ihe lactors 
above for the I ~ u h e  Energy retirement ,ind otlicr pa\t-retiremeiit plan\ (amount\ in braclets represent credit\) 

splli-ollol 
A ~ l o p t ~ o n  o f S l l A S  Nn 1% thc 

Dccembei 31, nicdwi cii icnt dale l l i l h l  111 glls .l:tiiunr~ 2, 
2006 proii$ions i i i i c l  other buuiiie\$cJ") 3007 

(in niillioiir) 

and other pnslretirsment benefit ~041 (1,937) X 

- Retained earnings, net of I~LX - 2s  ( 5 )  

(a) 
(b) 

These amounts are in addition to thc ~isscts and Iialiilitics o i t h c  Wcstcoast plms :lint WCIO also distributed to Spectra Fricrgy 
h o u n t s  in the "Spin-off o f t h e  natural gas businesses" column esclude opprosimately $109 million, net of tiis. reliited to accumulated other comprehensive losses of Westconst that were 

transferred in connection with the spin-off 

Ou ii li lied P m  sion Pi ails 

Coniponents o l N c t  Periodic I'cnsioii Costs: Qu:llilicd I'cnsioii Pl:~ns 

Fa1 llie Yews Ended 
Deccniber 31. 

2007(.1) 2006cb) 2005(W 

On millions) 

(a) These amounts evclude .ippro\imntel) $17 millinn and Si4 million lor the yeari  ended L>ecember 31, ?I1117 and 2fiti6 re5peclively 01 regulatory asset .imorliwtion reaulling from 
purchase accounting 
'rhcsc amounts cxcludc prc-tax qualified jncnsion cost of approximately $11 million and $17 million for the ycan cndecl December 31, 2006 and 2005. respectively. primarily related to 
the Westcoast plans translerred to Spectra Energy, which is inclurled in (Loss) Income From Discontinued Operottons. net n i  (os, in the Consolidated Stntemenls ol Operations 

(b) 

Qu:ililietl Pcii4on l'l:iii\-Olher Ch:ingr~ 111 1'l.in , \ \wts :ind Projcclecl Ikiielil 0blip:ilions 
Rccag~iiied in Accuniolaterl Otlicr foniprclien\l \c l n c o ~ i i e  iiiitl Rcyl.itor) A w l r  .Ind Ilrgiil;itor) 1S:ibIliti~d") 

For the JCOI cnrled 
Dccenibci 31,2007 

(in millions) 
-- ~ 

cd Other comprchcnsnc iinconicilo,s 

option o f W A S  No 15X mcaaurcmcnt date pro\i$lons and other 

rising during N O 7  
\mortizition of prior ycnr actuarial l o s x s  

rtization of prior y w r  p n o r  s c r v ~ c e  cost 

Net amount recognized in Accumulated other cnmprehunsi\e (iiicome)/loss x (30) 

(a) 
(b) 

Ewludes ncLuarial gains recogni~ed in other comprehensivc income of approumately $14 mil l i i~n net of to\ .is~ociatetl \\ iih a 13m/ilian retirement plan 
E\cludes appro\imatclp $91 million n f  l o b s e ~  net oI tax, in AUCI as of the ddte of thc spin-on oI the ridtiirdl gas burincsscs rclatcd to Westcoast plans, which were included in the spin- 

of1 thus r?,ulting in tin incra5e  in A(X71 
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Notes To C'onsolid atrd Ihancial  Statriiirnts(('ontinuet1) 

Rccoiiciliatien o f  Fiinclrd Siiitiis lo Ne1 Aiiioitnt Rrc:ogniz,rd: Qii:ilifiecl I'rnsion 1'l:ins 

As of:ind lor llic Ye:ii"s Ended Dccrmbcr 31 

(in niilltons) 

Plan amcndmcnLs - 19 

1,672 

: i s  of and lor tlir Y e w s  lliidcd Dccembci 31, 

20117 zoo6 

The nccumulalcd benefit obligntion was $4,004 million nl Deccmbcr 51, 2007 nnd SJ,JOX million a1 Scplemhcr XI. 21106 

Quiililird Pelidon Pliiiis---Aniou~il~ Rccogiiiiccl in 1Iie Conrolicliiletl Ihliiiice Slieciq ConriIt 01. 

AI ul iind lor lhc l'cm 5 Enclrd Dcccnibcr 31, 

2007 2006 - - 
(in niillioiir) 

As rl r a u i t  of the adopiion of S F A S  No 158. cwrnin prewou$Iy unrecognized am0un1~ \\ere ri.ci)gnrj.cd in !he nrnounl ,  nolccl abo\e iwh ,In o l fm lo i\ccumulaled Orhcr Comprehensive 
lncomc, Dekrrcd Income Takes ond llcgulrllory as yet^ n i  nl Dcccmber ? I  30% 



DIKE ENERGY CORPORATION 
Notes To Consolidated Ennncid Statciitcnts(Continuc(1) 

1 he following table provides h e  amounts related to Diile Enerfiy's qudlilied penvon p i m i  lhnt  are rellected in Other Regulaton 4%ets m i l  Delcrred Debits Delerred (3redits and Other 
Liabilties and AOCI on the Conmlidated Balance Sheets dl December 31 XI07 and 20116 

A s  oiDeccnibcr 31, 

2007 2006 

Aclclitioiiril Inromiiitiaii: 
Qu:ilifictl Pciision Plniis-lnformntioii Tor Plniis willi Acciiniulilcd Dencfil Oblig:ition io Excess orI'I;IIi Asscis 

As ol Dcceinbcr 31, 

2007 2OOG 

(111 iiiillioiir) 

1,619 

1.34 
1,393 

Qualified Peiision PI:iiir--,\ssuiiiptioiis Used ror Pcn\ioii Rcncfit\ Accoantiog 

Benefit Obligition.; 7007 2006 ZOOS 

no 
50 

The discount rote used to determlne the pension obligation IT based on  AA bond yieldb The yield 15 selected biincd oii bond5 with cn5h lions th,ii m,itch the timing nnd nmount vl  the 
e\pectcd benefit paymentb under the plan For kgacy Cinergy plms, the discount rate used in 2006 to determine e\pen\e rellects remeawrement a \  1n1 April 1, N i l 6  due io the merger between 
Duke Energy and Cincrgy 



DUKE ENERGY CON’ORATION 
Notes To C‘onsolid ntctl l ~ n a n c i d  Shtciiients(Continurd) 

Qi~iil i l icd Pension Pliiii Assrls 

Percrnl;igc of 1’I:in Asscis :il 
l-orget Drceiiiber 31, 

,\$set C;ilegoi y 2007 

U S equity becuri 

2006 

46% 

J J 3 

ascch. subject to a prudent level of portfolio risk, lor the purliose 01 enhancing lhe sccurity ofbcnefib lor p l m  pdrticiparilr The n s ~ c l  dlocalion tnrgctr \\ere sel d t c r  con\idering the 
investment objective and the r i A  profile with respect to the t ~ b t  IJ S equitie.; nre held lor heir high expected return Non-LJ S equitie5, debt ~.ecur i~ie\ ,  , i d  rei11 elltalc are licld for 
diversificntion Investment\ \vithin asset clacws are lo be diversified to achieve broad marlel participntion m d  reduce the imp.tct of inilividuil m.in.igerc or invcclrnenk Duke Energy regularly 
reviews its actual ascet allocation and periodic.illy rebalances its mvcstments to the targeted allocation when considered appropri.~tc 

The Ions-term ratc of return of 8 5?0  as of December 31 20117 for thc Dtihe Energy U S d s ~ e h  w a s  developed using a wcig l~~cr l -~~verapc  caIcul.)tinn of ctpcctcd rcturnr based pnmaril) 
on iuture e\pected return? across classes considering the use of active asset managers The weighted overage return5 c\pscted by I~~.cet clar\ec were I 3 O o  lor l l  S equities I 7% for Non U S 
equities, 2 1% for h e d  income \ecurities, m d  0 3% for real estate 

A’oit-Oii~lifi~d Pcfuzwi PImt.s 
Conipoiiciits ol  Ne1 I’ri iodic Pencion Cock Nnn-Qiialifird Peiision P l ~ i i \  

I’or tlir Ye.11 5 Eiidrd 
I~ccclllbel. 31, 

200(i(*l) 3005(3) ___ 2007 - ~ .  
( in milliimr) 

2 %  2 I 

Net periodic pension costs s 14 $ IC3 S 7 

(n) These amounts excludc prc-tax non-qualified pension cost of npprosima~ely $7 niillion ond $6 million for the paws entlcd December 3 I ,  1006 iind 2005, respectively. primarily rclnicd to 

the Weslconsl plans transferred lo Spectra Energy, whicli is included in (Loss) Income From Disconlinued Operations. net d lc ix ,  in the Consolid:ited Stciteinenis i,fC)per:itions 
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Notes To Consolidatctl Finiincial Stiteiiients-(C'ontinurd) 

Nonqii:ililictl Pciiwon Pliiiis-Olhei Cli;iiige\ in Plliii ArscL~ aiid Projrctcd Briielil Ohligdions 
Recogiii~cd in iiccuinulatcd Otlici Coiiiprelicnri\ e Incoiiic :itid Rcyla lo i  y A s ~ c l s  

I'ot thr y . i r  eiidctl 
Dcccnibcr 31,2007 

(a) Euludes nppro\imately 610 million of losses. net of la\, in AOCl .IS of tlic date of the spin-off of the naturdl ga\ businehbes related 10 Wesiconst plans which were includcd in the npin- 
olf. thus resulting m an  incrcare in AOCl 

Reconcilintion of Furiclrtl Stahis to Net Aiiiount Rccogni7ed: Non-Qualificcl Pcnsion PIiins 

.IF o f  and for Uic Yew\ 
Ended Dccciiibcr 31. 

(In Inllllons) 

Interest cost S 

Oblicalion assumed lrom ac~uistt ion 137 

A s  ofmid for tlic Years 
Biided Dn.cnibci.31, 

2007 2006 

__ Plan assets at measurement dote ifi 

The o c ~ ~ m u l ~ i t e t l  benefit oblignlion war  Y16n militon at Eecember 51, 2007 dnd $1 S4 million a t  September 30, 2006 

Non-Qunlilictl I'ciision I'ln ns-:~iiiouri 1s Rrcagriircd in (lie Consolichtrcl Dal;tacr Sfiects 

Consist o l l  

As oiDecrnibcr 31, 

7007 21106 
(in millions) 

Ne1 mnount recognized $ ( I  7?) $ (17s)  

(a) lncludcs appiusiniately $1 5 millioii and $41 million rccognizcd in Othcr within Current L.iabilitics vi1 die Consolidatcd Balmce Shccts as 01 Dcccniber 31, 7007 and 20116, rcspectivcly 
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Notes To Consolidated 1;inancid Stateiiients(('ontinuec1) 

As a r&iiIi al the adoption ol SFAS No 1 5 8  certain previously unrecognized amounts \<'ere recoenized in the amounts noled above with .in olIiet tu Accumulated Othrr Comprehen\ive 

The following tnblc provides tlic iimounts relatcd to DuLc Encrgy's non-qualified pemion plan3 that ore reflcctcd in Other Rcguliitory A a ~ t a  and Delerrcd Debih and  AOCi on the 
Income Delerred Income Tnwl ,ind Regulatory Asaets ar of December 31, 29C6 The  table below details the components of I l ~ . e  balmces 

Conrolidnted Bdlance Sheet\ at  December 31. 20117 dnd ?if16 
A\ 01 Dcccinber 31, 

2007 ZOO6 

(in iniliionr) 

Prior a c n w e  cost IO 5 
Net actunsial I n s  -- 
Net amount rccognizerl- Accumulated other comprehensive income 6 10 5 (11 

Of the amauiits above. approsimatcly S3 million of unrecognized prior service cost will be recognized in net periodic pension costs in 2iJ0S 

Additiniiiil Inforniiitioii: 

Non-Qualilieil Priision PI;ins-i~iforni;ilio~i lor Pl;iiis with Accumulatrd Delielit Obligiition hi Excess olPlan Assets 

As nfDecember 31, 

Non-Qualilicti Priision Plnns--l\ssu~iiptloiis Used h r  I'ension Uenelils Accounting 

- B C l l C f i t  ObligiltiOllS 2007 ZOO6 ZOO5 

(pcrceiitsges) 
50 

Salary increase 5 00 4 011 5 (I0 
IMci mined E S ~ C I I W  2007 ZOOG 2005 

Salary increase 5 00 5 00 5 00 

the e\pccted hcnclit poymcnts under thc plan For legacy Cincsgy pl. is ,  thc discount rate used in 2006 to determine expense reflects remeasurement as of April 1. 20C6 due to h c  mcsger 
between Duhe  Energy and Cinergy Duke Energy also sponsors employee savings plans that cover subslantielly all U S e m p l o y c e ~  Most employees participate in a matching contribution 
formula where Duke Energy prowJes a matching contribution generally equal lo 1 CIcs?I, of before-tau employee contribution%, of u p  to 6Ob of eligible pay per pay p e r i d  D d e  Energy e\pemed 
employer matching contributions ol 56s million in 2U07. sC7 million in XRJG and ST4 million in 2005 r h e s e  amounts e ~ c l u d e  p re - t a~  c\pensrs of SS million and 67 million for the years wded 
2006 and 2005, respectively, related to Spectra knergy. which is included in &air)  lncoinc from Discontinued Operations, ncl of tu\, in the Cansolidoled Statcnienh ofOpcralions Dividcnds 
on Dukc Encrgy shares held b) Uie mvings plans arc chaq& to retained corning5 when declared and shares held in the plnns ore considered outstanding in the ciilculation 01 bnsic and  diluted 
earnings per ahnre 

The di.icount rate u.ied to determine the pension obligation is based on AA bond yield clime The yield is selected based on bonds with cnah flows that match the timing and amount or 
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OUier Post-Rctirenicnl Beiiclit PI:ins 
Diilie E n e r a  Otlicr Posl-l<ctlrcmeiit Benefits. Duke Energy and most d i t s  subsidiarics provide some health care and life insurance benefits lor retired employees on a contributory 

During theyear ended December 21. ?11il7, Duke Energy contributed approximately %2 million to its other post-retirement plans 

1 hesc benefit costs arc accrued over an employee's iictive service period to the date of full benefits eligibility The net unrecognized transition obligation is amortized over approximately 
20 years Actuarial gains and iosscs are amortized ovcr Ihe average remaining scrvicc pcrioil of the act ivc cmployccs n i e  average rcinaining scrvicc period o i  the active employees covered by 
the plan is 1 2  years 

and nun-conlributoy basis Employccs nre eligible lor these b e n c h  if they hnvc mcl nge and servicc rcquircmcnb nt retirement, as defined in the plans 

Conipoiiciils of Net Pei iodic Other Post-Relit einciil llciielit Cost5 

(in niilllunr) 

Net periodic other post-retirerneni benefit costs $ S5 R G7 S 4s 

( n )  

(11) 

I'hew amounts cvclude .ipprovimntcly $10 millinn nnd $5 million l w  the ycars ended Dcccrnbcr 31,20117 and 2006, respcctivcly, of regulatory asset nmortizntion resulting from purchase 
nccountmg 
These amounb e\clude p r e - t a  qualified pcnsion COIL of appro\imately $21 million and SI 6 million for the yean ended December 3 1. 2006 and ZOO5. respectively primarily relared to 
tlic Westcnast plans transferred to Spectra Energy, wliicli IS included in (I o s )  Income From Discontinucd Operations, net of tax, in the Consolidated Statements of  Opcrations 

Otlier Post-Rctli ciiieiit 1icncfit l'l:ins-Oilici Ch:ingcs 111 I'l:in Zs,ets :tiid Pi ojcctctl Ilcnclit Obligiitions 
Ilccogn17erl in  Arctiinulnted Otlier Coiirprclicnwc Inconic s n d  Re&platoi j A\rcl, 

For the )cnr ended  
December  31,2007 

(in niilllons) 

(a) Fxcludcs npprovimatclp $2 million o f  l o w s  net of t a ~ ,  in A W l  a$ o f t h e  d'itc of the spin-off of the natural gas busincsses rclatcd to \Vestcoart plang. which were included in  the spin- 
off thus resulting tn an  increase in AOCI 
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Recoiicili:ilinn or Fiinilcil Stoliis l o  Accrued Otlicr Post-Rctircnieiit Benefit Costs 

As ofnnd Tor the Ycirs  
Enclccl Deccnihci 31. 

2007 2006 
(in milliotis) 

Clin 

1'1 

- Curtailment S 

Ob1 
Accumulated post-retirement benefit obligation at measurement date go5 R 1,264 

A 4  o f  nnd foi tlie Yew\  

Elided Decclnbel- 31, 

2007 2006 
On million\) 

air Vnl 
Plan ncsets at prior nicasuremenl date 337 242 
A 

Plan participants' contributions 32 25 

1'1 

Other Post-Retiienicnt Benefit I'1:iiis- Amounts Rccogiiizetl t n  the Coiiso1id:itrd lhil:incc SlieeI6 Consist ol: 

A 3  orDeceniber 31, 

2007 2006 

(io niillioiis) 

Ne1 amount recognizcd s (GS?) $ ( 1  .01 0 )  

[ a )  lncludec appro\imately %Z million .ind S2b million recognized in Other within Current Liabilitie? on che Consolidated Balnnce Sheets a\ 01 Decembcr 31, 2007 and 2006. respectively 

As n result01 t h e  adoption of SI'US No l5X, certain prcvioualy unrecognized dmounls were recognized in the amounts n o l d  above with an onSet to Accumulnted Offier Comprehensive 
lncomc Delcrred Income J~\LT arid I<cgulntory Assct5 ac orDeccmbcr 31, ZOIK, Thc table below de ta~ls  thc Lomponcntc ol fflcse bdanccs 

I65 



DUKE E h E R G Y  COIU'OIIAIION 
Notes To C'onsolidiitccl financial St;iteiiient~(Continucd) 

rhe lollowins table provides the amount? related to Duke Fnergy's other post-rrtiremcnt benefit plans that dre rellected in Other Regul.itory As?ets and Delerrctl Debita and AOCI on the 
Con~olitlated Balance Sheets at  December 31, 10117 and 2i06 

AF olDccembe1 31, 

2007 2006 
(in niillioiir) 

Net Actuarial Loss 32 s9 

ad--Accuniulntd otlier COD 

0 1  the nmountr .ibove, .tppro\imately 61 0 million of unrecognized transition Iilibility ,ippro\imately $6 million of unrecognized I n s ~ e s  and .ippro\im,itely 97 million 01 unrecognized 
prim \ e n w e  credit (which \vi11 reduce pension e \pen~e)wi l l  be recognized in net penodiL pen5ion costs in 2008 

Tor ineasurcment purposes plan asscts were valued as ol Dcccmbcr 31 lor DuAe Energy U S plm In May 2WJ, IlieFASB staff isrued FSP No Fh\S I iB-2 nic hloclernirdtion Act 
introduced il prcrcription drug benefit under Medicxe  a> well  a? a federal subudy to '>ponsor, ofretiree health care benefit plan,, The FSP provides guidsncc on the accounting for the subsidy 
Duke Energy adopted this FSP and retroactively applied Ui i?  FSP ,ir of Uie date of issuance The aftcr-ta\ effect on net periodic post-retirement benefit cost was d decrease of 23 million in 
?11117 68 millinn in ZCli lb and S7 million in 2005 Duke Enegy haa rccogni/ed dii .ippro\tmate $5 million subsidy receivable as of December 31 2007, which 1's included in Receivnblw on the 
Consolidiitcd Bol.inLe Shectr 

A~wiiipiioiis Usell Aii  Ollicr P o s l - R e t i r ~ ~ ~ i r ~ i ~  Bciicfils Accoiriilirig 
Drlri iiiiiied Deiielit Oblignlioi~r 2007 2006 2005 

Dtscount I ~ I C  50 
S d a r y  incrcarc i 00 5 ii(I 5 00 
f~clcrmiiiecl Ilrpciiw 2007 2006 2005 
Discount rate 

l a r y  mcre.ise 5 00 5 00 5 00 

pected long-tcrm r m  
ASSIJX~ tils rate(") 35 ii 35 ii 35 0 

(a) 

;mount of the cspcctetl benefit payments under the plan For legacy Cinergy plans, the cliscount rnle used lo rletcrmine espense in 2006 reflects remeasurement as of April I ,  71106 due to the 
merger betiwen Duke Energy and Cinergy 

Applicable to thc h a l t h  care pvrtion oi Sunded post-rctircmcnt bcnelib 

l h c  discount rate used to determine the post-rctircrncnt obligation is based on AA bond yields I h c  yield is selccted based on  bonds with cash flows that arc similar to thc timing and 

166 
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OUirr 1'nr;I-Rclrr ci~ieiit 1'J.iri \$sets 
pCl cclll;lgc ori'i.ln .'\59Cts $11 

1 ill get Dccciiibcr 31 

Ar;sct C:ilrgor) Allocilioii 2007 2006 

7 otal 

Assets lor holli the pension and nther post-retiremenl bendits are mainLiined in a hlaster rrust The inverlment olijective of the triicl 15 lo ~icliieve re.isonable returns on  trust assets, 

ohjcctivc . i d  thc rirL profile with respect to the twit l i  S cquit ici  are l ield for their high evpcLtcd return Non-U S equities, deb1 securilicr, and redl estiitc 'ire l icld for divcrrific,ition 
Inve\tmentr n'iiliin .iraet cla\re$ are to be diver5ilied i o  .ichievc broad m n r h t  pxticipation and reduce :lie impact of individual mmagers or invcrtmenlr Duke Energy regul.irly r e v i e w  it$ 

actual . i b m  .ilIixdtion .ind periodically rebdl.inces its investments to the targeted allocIilion wlien con~idered  appropriate rhe long-term rate 01 return of 8 5'0 a \  01 December 31. 31(l7 tor the 
Duke Encrby U S arret5 \vas dcvclopcd unng 
ii.,set maniigen Tire ueighled-nverage returnz cyxcted  by a~,set cliis4e4 were 4 Soh for U S equitieb, 1 746 for Non-U S equitie-,, 1 z o o  for fried income wcurities, and 0 3Oo lor real eblate 

Benefits  Trust {VEBA 11) The investment objective 01 the VEBA'r IS to achieve rufficlcnt returns on  trust a s e t s  subjccl lo a prudent IeveI of lionfolio risk. lor the purpo.ie of promoting the 
becurit), ol p l m  henelits lor porticipmts The VEBA trusts arc p.imvely moniigcd VEBA I l i a r  a target iillocation ol 30% U S equiliei, 4 F o o  f i v x l  income sccuriiie, md ?5"u cash VEBA I1 
li,ir ,I target alloc.itinn of 50% U S cquitier and 5OOb i i w d  income w m i t i e ?  

Awmwcl l l c ~ ~ l l l i  Cnic Co\t 1 rcnd Rnlo(:') 

wclghlcd-a\cr.ige calculation of e\pccted rclurns based primarily on  future c\pcctcd rcturrib across assel clCihbes considering the use of active 

Duke Energy alro inve?tT otlier port-retirement asset? in the Duke Energy Corporation Employee Benefits Trust (VEBA I) and die Duke Energy Corpor.ition Post-Retirement Medical 

Mcdica i  c P r c w  iplioii Drug 
lrcncl R.itc 

_I 

Trend Rntc 

(a) I l cd th  care cost  trcnd rates include prcrcription d ~ g  trend ratc due to the eClect of the M o d ~ m i m t i o n  Act 

Scnsitirity to Chnnges iii Assunietl Ilcaltli C:irc Cost Trend Rntcs (iiiiHioiis) 
1 -1'erceril;ige- 1 -Percentage- 

Point Dccrcore Paint Incrcow 

on tot111 w w c e  and interrit co 
Effect on post-retirement benelit obligation 6 2  ( 5 5 )  

Dukc Energy expects lo makc the future benefit p:iymenIs, which rellect espected future service, as appropriate Duke Energy espectsto receive future subsidies under Medicare Part D 
The follorvmng beneiii p y m e n t s  and subsidies are espected lo he paid (or received) oser each of the  next live years and thereafter 



DUKE ENERGY CORPORATION 
Notes To C'onsolidatctl Finiincinl Statciiients(('ontinued) 

lCxpc~1eiI neiiclit P.i>nicntr 

bentlit payments rcllect c y x c t c d  luiurc xn' ic 

r h e  lollowing [&le present, Duke Energy's e\pectetl benefit paymenh to participants in its qualified. non-qualified and other post retirement benefit plan\ over the next 10 pears 1 heye 

Olliri Post- 
Quallrirll Noti-Qi~nli l icd Rclirrnirnt 

1'1:in~ Pl*lIlr l~l:iIi,(~) 1 O t i l l  

201 1 349 14 70 433 

201 2 .:76 14 76 466 
2013 - 201 7 1.953 2,438 

(a) Duke Energy cspccts to receive Tuture subsidies under hilcdicare Par! D ol approximat 
201 1-2012 and a total 01 aplmxim;itely %27 millinn during thc yeiirs 2013.201 7 

22. V i i i  inble Intcrest Entilies 

Company (Chll') Tor ;ipprosimately 45 megawatts (A4W) oicapacity,  ending in 2009, and 5S M\V oicnpacity, endmg in 2016 In addit:on, thesc SPEs have i n d i v i d d  power purchase 
;igreements with Cinergy Capital h Trading. Inc (Capital 6 Trading). a wholly owned subsidiary of Duke Energy, to supply the power Capilal h lrntl ing also provides various services. 
including certain credit suppon Ixil i t ies Thc transactions bctwecn Capital h Trading and the two SPEs arc eliminated in consolidation As n resull oithc consolidation of these two SPEs, 
;ipprosimatcly $1.16 million and $1 71 million o i  notes receivable is included on Duke Energy's Consolidated Balance Sheets :it December 31, 20117 and 2006, respectively O i  these amounts, 
$29 mill im and S25 million are included in Receimbles on the Consolidated Balance Sheets and $1 17 million and 8136 million are included in Notes Reccivahle on the Consolidated Balance 
Sheets a i  December i I. ZIi07 and 2t:lCXj. respectively Approximately SI36 million and %I60 million oinon-recourse debt is included on the Consolidated Balance Sheets. of which $26 million 
and $24 million is included in Current Maturities ofl.ong-rerm Debt on the Consolidated Balance Shcets and $108 million and SI 36 million is included in 1 ong-Tern Debt on lhc 
Consolidoted Balance Sheets at December 31, 20iJ7 and 2t:lri6, respectively in addition. miscellaneous ollier assets and liabilities are included on Duke Eneigy's Consolidated Balance Sheets at 
December 3 I .  2(11:17 ;ind 2006 The debt was incurred by the SPLs t i i  finance the buyout of the csisting power contracts that ClvIp held with the former suppliers The notes receivable is 

balance 01 $10 million iind $62 million at December 3 I ,  2007 and 2006, reipectively, bears an efCective interest rate oi 7 SI % and matures in August 1009 The second note receivable, with a 
h;ilancc 01 SI06 million and $109 million at December 3 1. 2C107 ;and 2006, respectively. bears an e1Ectivc iiiteresl rate of 9 23 ?hand matures in December 2016 

Power Sirle S~ICY.IC~ Piirpwc Eiztifie~ (SPL3) In iiccordsncc with FIN 46R, Duke Energy consolidates two SPEs that hnve individual power sale agreements with Central kliiine Power 

tc not= with one couiitcrport), wlmsc crcdit rating i s  BOB+ The cash flows from thc notes receivablc are designed to repay tlic debt The lint note receivable, with a 

Ihe following table reffects the mnturitics of the Notes Receivable as of December 31, 2007. 

Notes lleeeivnblc Rlaturities 

(in tnil1ion.i) 

Z(1OS 
20u9 
3111 0 
2111 I 
XI12 

1 heredltu 

Total 



DUKE ENFRGY CC)IU'ORAIION 
Notes ' I o  Consolidated Financial Statc~~icnts--(C'~~itinuccl) 

Suhsrclirrr?~ 7nrn P I  efierreci Sccirnher In 7_1101 Cinergy issued apliroxiniately S5lG million notiand amount of 6 9 9'; trust prel'errcd securilie%. d u e  February 2007 7he trust preferred 
securities w m  issued through a trust whose common stock \vas IIJO 40 owned by Cinergy The trust loaned the proceeds from the issuance of the securities to Cinergy in cschange for a note 

payable to thc trust Each trust preferred security unit recciwxl riuiirtcrly ciisla piiymcnts ol 6 9 9 ;  per annum of !lie notioniil nmounl, which rcprcscntcd ii trust preferred security dividend The 
trust's :ibility to lpa), d i \ x k n d s  on the trust preferred securities wiis solely dependent on its receipt of interest pnyments from Cinergy on tlic note payable l-lo\ve\~er. Cinergy had fully and 

uncontlitionally guannteed Lhc trust preferred sccuritie~ The trust preferred securities ivere not included in Duke Energy's Balance Sheets In addition. tlic note ptayable oiapprosimately $326 
million owcd to the trust \\'as included in Currcnt Matu r i t i~>  nTLnng-l eim Debt on tlic Consnlidated Ralnncc Sheets a t  December 31, 1006 In  Fehruary 21107, 1hc1c trust preferred securities 
were redeemed on their scheduled maturity date ;and the note piayable was settlerl 

receivable and related collections through Cinergy Receivables. a biinkruptcy rcmotc. special purpose entiiy Cinergy Rcceiv;ibles is a wholly owned limited liability company of Cinergy As a 
result oftlie securitiziition. Duke E n e r u  Ohin. Duke Energy Indians iiiid Duke Energy Kentuc!.? sell, ion a rewiving bosis, nciirly nll of their retiiil accounts receiviible and relilted collections 

ble Sccun1r:ofroii During 2OtJ2. Duke Energy Ohio. Duke Energ># Indiana and Duke Energy K.eolucLy entered into an agreement lo sell certain of lheir accounts 

'Ihe securitizntion transaction was  structured to meet the criteria Tor sale Lreatmcnt under SF.U No 1-10 and, accordingly, Duke Energy does not consolidate Cinergy Receivables and the 
translkrs o~rece ivables  are accountell O r  as salm 

The proceeds obtaincd from the sales of rcccivsblcs iare largely cash hut do includc a subordinatcd note from Cincrgy Receivables fbr a portion 01 the purcliac price (typically 
:approximates 259b 01 the t o t a l  proceeds) The note. wliicli amounts; to approxim:itcly X399 million mil SZl9 million at December 21, 2907 and XIOG, reslxctively, is subordinate to senior loans 

that Cinergy 17eceiv;ibles ohtains lrom commercial Ipqw conduits controlled by unrelated linmcinl institutions Cinergy Receivables provides credit enhancement related to senior loans in l h e  

iorm of over-coIIatcraliziatioi~ of the piirc1i;iscd recei\,;iblcs Hm 
Recei\vibles ot any point in  time As such, these senior loans do not Iheve recoiirse 111 ,111 iissets oi Cinergy Receivables lliese lotins provide the cash portion of the proceeds paid to Duke 
Energy Ohio. Duke Energy Indiana and Duke Energy Kentucky 

accompanying Consolidaied Balance Shccls at  December 31, 2iiil7 and ?006 I n  addition, Duke Energy's investment in Cinergy Rcceivables constitutes n purchased bcnclicial interest 
(purchased right to receive speciiied cash flows, in our c a ~ e  residual c:ish flows), which I S  subordinate to h e  retained interests held by Duke Energy Ohio, Duke Energy Indian:i and Duke 
Energy Kentucky 

The carv ing  value5 of the rctiiined interests :ire determined by allocating the canying value of the receivables between Ihe iissetS sold and tlie interests retained based on  relative lair 
value The key iissumptions used in cstimating the lair \~nIuc for 1iiij7 were on anticipiatcd credit loss ratio n i  06%. a discount rate of 7 7% and ii rmcivoble turnovcr rate of I 1  796 The k q  
assumptions used in estimating tlie fair va lue  for ?tit16 were iiii anticijxited credit loss ratio of  0 79'0. a discount rate of 7 4% and a receivable turnover rate o i  11 094 necause (a) the receivables 
generally turnover iii less than two months. (b) credit IOSSES tire re;isonably predictable duc to the broad cus~iomer base and lack of significant concentration, and (c) the purchased beneficial 
intcrcst is subordinate to ia l l  retained interests and thus would iihsorb Iusscs first, tlie allocatcd bases of llie subordinated notes are not materially diKcmit lliaii their facc value Thc hypothetical 
cirect on tlie fair  volue oi the retained interesb assuming both a I 9?b and ii 2 0 9 0  unfavorable variation in credit losses or discount rates is not material due to the short turnover ol receivables 
and liistoricnllp low credit loss history Interest iiccrues t n  Duke Energy ()lain. Duke Energy Indiana ;and Duke Energy Kentucky ion the relained interests using the nccretable yield method. 
which gencrally approsirnates the stated rate on the notes since tlie allocated basis and tlie lace value are nearly equivalent Duke Energy records income from Cinergy Receivables in a similar 
mnnner An impairment charge is recorded iisninst the carrying value oihoth  the retnincrl interests iinrl purchased beneficial interest whenover it is determined thiit an other-than-temporary 
impairment has occurred (which IS unlikely unless credit losses on the receivables far exceed the :anticipated level) 

r. thc over-colliitcriiliZiitiori IS calculated monthly and  docs not e s t a c l  to thc cntiic pool of receivables hcld by Cincrgy 

This subordinated note is a retained interest (right to receive a specilied poninn of ciisli flows from the sold assets) under SFAS No I 4 0  and is classified withm Receivables in the 

Duke Energy Ohio  retains servicing responsibilities for its role as a collection agent on the iimounts due on the sold receivables However, Cinergy Receivables ikssumes the risk of 
collection on  the purchascd rcccivablcs without recourse to Duke Energy Ohio. Duke Energy Indiana and Duke Energy KcntucLy in thc event of a loss While no  direct rccoursc to Duke 
Energy Ohio, Duke Energy Indianii and Duke Energy Kentuclq exists. tliese e n t i t i s  risk loss in the event collections :ire not siifficicnt to allow for lull recovery 01 their retained i n t m s t s  No 
servicing asset or Ii;tbility is recorded since the servicing f e r  pnid til Duke Energy Ohio approximstes a market rate 
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PAR1 11 
DUKE FNERGY COIU'PORATION 

Notes 1 0  C'onsolid ntccl Financial Statemen ts-.(Continued) 

The lollowing table show', the grma and net rcceivdbles sold retained inlereSs purrha\ed beneficial in te ra t  sdll'a and cash Ilow.; during the year ended December 31 2007 and the 
period lrom the date of acqutsitron [April 1. XXJ6) through December :I. 2000 

2007 2006 

( irr  1111liions) 

Id a'; of Dccembcr 3 I ,  
interest\ 

eiveblus sold as of Dsceniber 

s 17 s 20 Purchased berielicral inlere6L 

Activities on thc Consolidstcd Statements of Cas11 Flows 

23. Other Inconie nncl Expenses, net 
The cornpnncnts o r o t h e r  lncome and Eqxnses .  net on the Consolickrtccl Statemcnts oiOperations Tor the years ended Deccmbcr 3 1. 1007. 2W6 and 2005 are as Iollo!vs 

For thr yc:irs cndrcl Decen:bcr 31, 

2007 2006 2005 

(in mrllioiia) 

24. Subsequent Events 
For information on subsequent events relatcd to acquisitions and dispositions. regulntory mutters. miirkctohle :jecurltiey, deht ani1 credit inc i l i t ies and commitment:; and contingencies, see 

Notes 2,J, 9. 15 and 17, respectively 
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DUKE ENERGY CORFC)RATIC)N 

Notes To Consolidated IGnnncial Stateeients--(Contiiiucd) 

25. Quarterly Finmci:iI Data (l1n;iuditetl) 

1711 51 Second 11111 II Foul 01 

Qutii ter Quii  Lcr Qu.ii ler Qudi l e i  T O L l l  

(la ~ i i i l l i o i i ~ ,  ciccpt per sliarc (lato) 

Diluted@) s 0 3 7  Y; I160 $ 1131 $ 1 5 7  

(a) Operating revenues and operating income for each of the quarlers in the year ended December 31, ?(I107 and lor the Ias! three quarters in the year ended December 31, 2iIi)cj rellect the 
reclassification of the synfuel operations to discontinued operations Accordingly. operating re\'cniics iind oper;iting income Cor !hex periods difter irom those that appcaretl in previously 
filed Form 10-Q'~ for cacli of the respective p ~ ~ i o d s  There was no  change to net inconie or earnings per sharc as  a result of this reclassification 
Quarterly EPS amounts are meant to be stand-alone calculiitions and are not always additive to Cull-year amount duc to rounding 
During the first quarter of 2007, Duke Energy recorded the lollowing unusual or infrequently occurring items an ;ipprosiin;ite $21 million pre-cas charge related to convertible debt (see 

During the Second quarter ol 2007. Duke Energy recorded the l-ollowing unusual or infreipcnlly occurring item: on appmsimnte SI 2 million pre-tax charge related to a voluntary 

During the third quarter of 2007, Duke Energy recorded the following unusual or infrequently occurring item: an approximate $20  million pre-tas benefit associatad witli cnntract 

During the fourth quarter of 2007, Duke Energy recorded tlie following unusual or inircqucntly occurring itcm an approsimatc $32 million pre-!as impairmcnt chargc relilted to losses on 

(b) 

Note 15) and a $22 million reduction in income tax expense due to a reduction in the unitary tas rate (see Note 1 j 

severiince program (see Note 12) 

settlement negotiations (see Note 17) 

certain residential developmen(s at  Crescent (see Note 1 I ). income tax espense o l  approximately $3 I million related to an additional phase-out ofthe tax credits associated witli the synfuel 
operations (see Notes 13 and I7), nn approximate %25 million pre-tns gain related to reserves for conirnct rettlement negotialions (see Note 17)  and an  approsimate $21  million pre-tax charge 
related 10 thc settlcmcnl o i an  outskinding liligalion matter (see Note 17) 

During the first quorter of 2006, Duke Energy recorded the Collowing unusual or infrequently occurring item' tin approximate $24 million pie-tas gain on die settlement of a customei's 
transportation contrac! (see Note 13) 

During the second quarter ol 2006, Duke Energy recorded the following unusual or infrequenily occurring items' approximately $55 million prc-tax charge related to voluntary and 
involuntary severance as a result nI thc merger with Cincrgy (see Note I?).  an approximate $55 million prc-tax ntlier-llian-tcmporary impairment charge related to International Energy's 
investment in Campcche (see Note 12) and the issuance ofapproximately 3 I3 million shares of common stock in cnnneclion with tlie merger with Cinergy (see Note I )  

interest in the Crescent JV (see Note 3). and an approximate $40 million additional gain on the sale of DEN>\' 
approvals (see Note 13) 

During the fourth quarter or2006. Duke Energy recorded the following unusuiil nr infrequently occurring items' an apprournate S6S million pre-tax contract settlement negotiation 
reserve (see Note 17). an approsimate El0(l million pre-lax charge to cstnblish a setllement reserve relaled tn the Citrus liligiition (see Note 17). approximately $75 millinn of tax benefits (see 
Note 6), an approximate $25 million pre-tax gain on Uiosiile o f C M T  (see Note 13). and an approximate $3 milliiiii pic-tax impairment ch:irge ;it Iiitmiatinnal Energy as a result o i thc 
pending sale of operations in Bolivia (see Note 13) 

During the third quarter of 7OOG. Duke Energy recorded the following unusual or infrequently occurring items on approsimate SZJ6 million pre-iax gain on Ihc sale o i n n  ellhctive 509b 

IS In 1 S Power as a result of L S Porver nbtaininp certain regulatory 

171 
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PART 11 
DUKE ENERGY COIU'OR.4TION 

SCIIEDULF, 11-VALUATION AND QUI\I~IFYING AC'C'OUNlS ANI) RESISRVES 

Uilance :it cl1:llgcd io Ihllnnce a t  

Beginning Cllni grd to OtIlCl Elld of 

of Pa iocl P\pcn.ic '\ccouoir I ) ~ J u C i l o n & ' ) ( ~ )  I'rr i ocl(C) 
_I 

Allowance for doubtful account5 I27 21 92 9-1 

268 ? I  1,105 

s 3.2i9 x 513 S. 299 $ 

(a) 

(b) 

(c) 

Principally cab11 payments and reserve rcrcrs.ib For 2C07, this also rncludcs tlie cIIccts of ,iniouiiL~ included in the y n n - o l i  01 Spectra Energ) on lnnuary 7 _)007 and  the impact, of 
adoption of FIN No I S  
Principally nuclear property insurance reserves al  Duke Energy Carolinas, i r u r a n c e  reien'es ni Bison .ind other resener  includcd in Other Current Linbilitiea or Deterred Credit5 and 
Other L labilities on [lie Consolidated Balance Sheers 
Amounts for the 5 ear ended December 31, 2006 and tlicrenfter include bnlmces ontl nctivity related to Dule  Energ>'> mergcr w $ t h  ('inergy in April ?OOb 

The vnluation and reserve nmounb abovc do not include unrecogniLed I ~ Y  benefits nmounlb or deferred ta\ ~ T S C ~  I iiluatinn iillowiiiice iimuunts 
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PART I1 

lteni 9. Chiingcs in ant1 Disagrecnients with Accountants on Accounting and Financial Msclosuic 
None 

Itcni 9~1. Conh 01s and PI occcluIcs 

IXoclosurc Conlrols m i l  I'roaedurcs 
Disclosure controls and procedures iire controls and other procedures tliat are designed to ensure that information required to be disclosed by Duke Energy in the reports i t  files or submits 

under the Securities Eschangc Act oi 1934 (Eschangc Act) is recorded, processed, summarized, and reported, within thc ttine pcrirxls specified hy tlic Securities and Eschangc Commission's 
(SEC) ru les and  ioms 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide rcasonable assurance that information required to be disclosed by Duke 
Encrgy in the reports it files or submits under the Exchange Act is accumulated and  communicated to management, including the Chief Executive OfTtcer and Chiel Financial Olticer, iis 

iippropritite. to allow timely decisions regarding required disclosure 

disclosure controls and procedures (as such tcm is defined in Rule 13a-I5(e) and 1 Sd-I 5 ( e )  under the Exchange Act) as of Ueccmber 3 I, 2~it.l/, and. based upon in is et,ait-iiici 
Executive Officer and ChiciFinancial Of iccr  have concluded that thcse controls and procedures are effective in providing rcasonable a s s u r a n c ~  of compliance 

Under die supervision and with the particrpation of management, mcluding the Chief Exrculive O f i c e r  and C h i d  Financi;il OJftctr, Duke Energy has evaluated the cllbctivcness of its 

C l i m y c s  in Is le i  iial Coil11 ol over 1iiii;iiicial Rcpoi ling 

control over financial reporting (lis such term is defined in Rules l311-l5(Q and I5d-IS(f)under the Exchange Act) that occurred during the iiscd quarter ended December 31, 711C17 and have 
concluded tliat no  change has materially afiected, or is reasonably likely to materially affect, internal control over iinancial repnrting 

hlnnngcmeot's Annual Rcporl 011 1iiicrii;il Coiitrol Ovcr Financinl Reporting 

Duke Energy's management is responsible for establishing and maintaining an adequate system of internal control over financial reporting. as such term is defined in Exchange Act Rules 
13a-IS(f] and I5d.I5(lj Our internal control system was designed to providereasonableassunnce regarding Uie reliabtlity of linancial reporting and tlie prepra t ion  oi linancial statements lor 
external purposes. in accordance with generally accepted accounting principles Because oi inherent limitations. internal control over iinancial reporting may not prevent or detect 
misstntcmcnts Also projections of any evaluation oi effcctivcncsss lo future periods are subject to the risk that controls map becomc iniidequtitc bccausc 01 changcs in conditions, or lhnl t lx  
degree of complimce with policies md procedures may deteriornte 

Duke Energy's management, including our ChieiE,xecutivc Officer and Chief Financial Officer. has conducted an evalunlion ofthe ellectivencss o f o u r  infernal con~rol  over tinenctal 
rcportina as of Decembm 31, 1t:107 hosed on  thc framework iii I t i lert inl  Coiifrol-IiifcgrnIEd~rnniee~ork issued by tlic Cominitfcc n i  Sponsoring Organizations o i t l i c  1 readway Commission 
Based on that evaluation, management concluded that our internal control over financial reporting was elfective as of December 31, 211117 

Unclcr the supervision and with the participation of managernent, including the ChieSExecutivc Officer and Chief Financial Olficcr, Duke Energy has cvaluiitcd c h n g c s  in intwiiil 

Dcloitte 9 Touche LLP, our indepundent registered public accounting h n ,  has issued an attestation report on the ellectivencss ol-Duke Energy's internill contrnl over financial reporting 

1 73 
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P A I n  Ill 

Itein 10. Dircctors, Executive Officers nncl Corporate Governance. 

1'ro.q St,itement relating lo Duke Energy's ZOOS annud meeling of shareholders 

Item 1 1 .  Executive Conipensation. 

I<eTerence to "Executive Officers of Duke Energy" is included in "Item 1 Business" of this report Information in response to this item is incorporated by reference to Duke Energy's 

information in response t o  this item is incorpor:itcd by rererence to Duke Enerby's P r o y  Statement relating to Duke Energy's ? O l ) S  annual meeting of shareholders 

Iteni 12. Security Ownership of Certain Beneficial Owners and bfanagenient ant1 llelateil Stocldioltler Matters. 
lnformoiion in response t o  this item is incorporated by reference to Duke Energy's Prosy Statement relating to Duke Energy's 2008 annual meeting of shareholders 
Ihis table shows inl'orm;ition a b u t  securities lo be issued upon esercise oioutstnnding options, warrants and rights under Duke Energy's equity compens;ilion plans, along wi th  the 

weighted-average cscrcise price ol tile outstanding options. wxrilnts and  rights and the number of securities rcmaining available for future issuance undcr the plans 

Nuniber ofsecuri l i rs  

Nuniber olsecuri t ies  to b e  Weigliled-n~,erogc unde~.  eqii ity 

issued upoii exercise of exercise price of coinpcns:ition plaiis 
outst;iniling options, n u l r ~ i n d i n g  nptions, (cxcludiiig seciirltlcs 

w:irriiiits mid rigiiis' w i i ~ n i i i ~ s  micl r i g i d  renectecl iii coiuniii (a)) 

Equiiy compensation plans not approved by security holders 1,877,646'' 16 60 None 

1 

1 Duke Energy lids not granted dny Warrants or rights under any equity compensation pldns Amounts do  not include 4,465 29s outrtanding options with a weighted avcragc c\ercire price 
of $1 3 SO a s u m d  in connection wiih various mcigcrs ond acquisitions 
Jha not include 5,979,Si 8 shares 01 Duke Energy Common Stock to be isrued upon vesting of phantom stock and performance share awards outrtanding as  ol b e e m b e r  3 1 ,  2007 
Includes i Z,ZS0,3lO shares remamine available lor issuance for awards of reslricted s l o d ,  pcrformdnce shares or phantom block under the Duke Energy Corporation 2006 I ong- Ierm 
Incentivc Plan 
Doe,. not include i21,305 \hare? of Duhe Fnergy Common Stock to be issued upon vesting oiphontom stock ond performmce s l i m  nwsrds outstonding os ol December 31, 21107 

2 

3 

4 

Itein 13. Certain Re1:itionsliips and Related Tiansactions, aiid Director. Intlependence 
Information in response to this item is incorporated by refercnce to Duke Energy's Pro\y Statement relating Lo Duke Energy's N O S  annual meeting of \hareholders 

Itern 1-1 Princip:il Accounting Fees and Services. 
Information in re5ponse lo  this item is incorporated by refercnm to Duke Energy's Pro\y Statement relating to DuAe Energy's XIOH nnnual meeling of shareholders 



lteiii 15. Exhibits, Fin:inciid Statement Scheclules. 
(a) Consolidated Financial Statements, Supplemental Financial Data and Supplemental Schedules included in Pail II of this annual report are as follows. 

Duke Energy Corporation 

Cansolidii[ed Financial Stotcmcnts 

Consolitlidled Statements of 0per;ilions for the 'l'enrs Ended December 31, 2007. 2006 and 2005 

Consolidated Balance Sheets as 01 December 31. 2007 and 2006 

Consolidated Stntemems of Cash Flows for the Ycars Ended December .<I, 2007. 2006 and 2005 

Consolidated Statements oSConvnon StocLholders' Equity and Compreliensive Income for the Years ended December 31, 2007, 2006 and 2005 

Notes to the Consolidated Financial Statcmcnts 

Quarterly Financial Dat;i. as revised (unaudited incli~ded in Note 3 to Uie Consolidoled F inancial Statements) 

Consolidiiteil Financial Statement Schccluie II-Vcrluntion and Qualifying Accounts nnd Rexrves  for the Years Ended December 31, 2007, 2006 and 2005 

Report of Independent Registered Public Accounting Firm 

(b) Scparatc Financial Statemcots of Subsidiaries not Consolidated Pursuant to Rule 3-09of Regulation S-X: 

E P P C O  Partners. L P 

Report 01- Independent Registcred Public .r\ccounting Firm 

Coiisolidntcd Balance Sliects as of Deccmber 31. 2005 and 2004 

Consolidated Statements oflncome for the \'ears Ended December 3 1. 2005, 2W-i and 2003 

Consolidiitecl Statements of Ciish Flows for the Years Ended December 31, 2005. 2004 and 2003 

Consolidated Statements of Partners' Cajiital lor the Years Ended December 3 I. 2005. 2004 and 2003 

Consolidated Statements nf Comprehensive Income Tor the Years Ended December 31, 2005, 2004 and 200: 

Notes to Consolidated Financial Stntements 

All other schedules are omitted because they are not required, or because the required information is included in the Consolidated Financial Statements or Notes 
DCP Midstream. LLC (formerly Duke Energy I'ield Services. LLC) 

Indcpcndcnt Auditors' Rcpon 

Conedidnled Balance Sheets as of Decmlxtr 31, ?(I06 and 2005 

Consolirlntcd Stntcmcnts oiOpcriitions and Comprehcnsivc lncomc lor the Ycors Ended Dcccmkr 31, 2006 and 2005 

Consolidated St;itemcnls 01 Cash F l o w  iiir the Years Ended December 31. 2006 and ZOO5 

Consnlidated Statements oihlembcrs '  Equity Tor the Years Ended Ikcember .:I, 2006 and 2005 

Notes to Consolidated Financial Statcmcnts 

Consolidated I;in;incial Statement Schedule 11 oSDCP hdidstream, L LC-Consolidated Valuation and Qualifying Accounts and Reserves for the Yenrs Ended December 31. 2006 
and 2005 

All other schedules are omittcil because they are not required, or because the required information is included in the Consolidated Financial Statements or Notes 

(c) Exhibits-See Esliihit Index immcdiiitely tbllowing the signature page 
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SIGNATURES 

Pirrsuanl to the rcquircnirnts ulScctioii 13 or 15(d) of tlic Securities Excliaiige Act of  1934, Uic I cgistrant Iias duly c;iusctl Illis rcpurt lo hc signed on ils bcbnllby llie 
uiiilci signed, tlicrcunto duly nuiliorizcd. 

Date: Februnry 2% 200s 

DUKE ENIZRGY CORPORATION 

(Registrant) 
1 3 ~ :  / S l  J,\htES E. ROOERS 

James E Rogcn 

Chairman, Presidcnt and 
Chief Executive Officer 
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REPORT OF TNDEPENIXN r RE.GISTERED PUBL.IC ACCOUNTING FIRM 
1.0 the Partners ofTE1’PCO l’ariners. 1 P 

\Ve have audited the accompanying consolidated balance sheets ol TEPI’CO Partners, 1. P and suhidiaries as 01 December 31. 2005 and .?1)114. and the related consolidated statements of 
income, partners’ c;ipital and comprehensive income, and cash I’lows for each of theyears in the three-year period ended December 31. ZilO5 These consolidoled fmincial statements are tho 
responsibility o i  the Partncrship’s m;in;igement Our responsibility is to express an  opinion on these consolidated financial statements based on our audits 

\Vc conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States) Thosc stmdards require that w e  plan and perform the 
iiudit to  obtnin rcmonablc iissurnncc about ~vhcther the financial statements ore frcc of mnterial rnisstaicmcnt An nudit inclu~lcs csnrnining, on ii test basis, evidence supporting the amounts and 
discIosu~cs in the fm;incinl statemcnts An audit also includes assessing the accounting principles u s d  and significant estimates made by management, as  w e l l  as evaluating the overall 
financial statement presentation We believe tliiit our audits provide a reasonable basis for our opinion 

In our opinion, tlic consolidated financial statcliients relenerl to above prescnt fairly, in dl material respects, tlic financial position oi 1 EPPCO Partners. I. P and subsidiaries as of 
Decamber 3 1, XI05 and 200.1. and 11111 results oi their operations and their cash flows for each of Lhe years in the three-year period ended December 21, 2005. in conformity with U S genenllp 
accepted accounting principles 

:stiitamcnts of income. partnerd copital and comprehensive income. and cash iloivs for the years ended December 2 I, 7004 and 2003 

6 PMG L L P 
Ilouston, Texas 
February ZS, 3006. except for the eifccts of discontinoad operations. 
as discusred in Note 5, which is as $11 lune 1. 2006 

A s  discussed in Note M io the consolidated iiniincial statements. the Partnership has restated its consolidated balance sheet as of D e c e m k r  -31. 2004. and the related consolidated 
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TEPPCO PAR’INLRS. L P 
C‘oiisolitlated Balance Sheets 

(in thousancls) 

December 3 I .  
701 rs znn-l 

” -..- . . . 

See accompanying Notes to Consolidated Financial Statements 
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11.1’1’(30 PARTNERS, L P 
Consolitlatrtl Stntenicnts of Incornr 

(in thousantls, cxccpt prr Unit iunounts) 

> e.in Ended Dccember 3 1, 
ZOO5 Z(Jl1-I 2003 

Operat 
S.1le )ducts 

Tr,i~oortdlton-R~.finsd nroducls 
96,?9 7 87 IJ50 91,787 

Tr n-Crudc or1 i7,61J 37.177 

Trnmpon,ilion-NGL 33.015 41.71u 39 637 

Gathering-Natural gas 

7,2186,438 5,567.027 5 7 1  1,207 

1 53 
__ D~~continucd oixralions IJ [I4 0 113 

Dnsic and ililuted net income pcr Limltcd Portner nnd Clnsy I3 Unit x 171  $ l i 6  ’F 1 1 7  

Weighted dverafe 1 i m i t d  I’.irtner dnd C l d u  B Unit5 oulatnniling (17 391 b’ 909 5 9  765 

Scc ncconipiinyinp Notcs io Consolirlatcd Financial Slotcmcnis 



E P P C O  I'ARTNFRS, L P 
('onsolic1;itetl Statements of '?ash I;lows 

(in thousnnds) 

I cars Ended December 3 I ,  
2 O O j  2004 2003 

torage Psrtncn, L P 

in  Centenninl Pipelme LLC 

Issuance ol Senior Noter __ 19S.570 

General Pnrlner'a contribution? 7 

C.lSl1 and earl1 Pcpl\:'IcIItc at bCgllllllllg or pel IOd 16422 29 469 30,968 

C:isir and rnrli ~ ~ U I % : J I C I I L I  :it rnd nl pcrinrl .% 119 .Ti 10,472 s 29,469 



2005 cash disuibutions - (73 165J 1'1 77.91G) __ (211,103) 

P:irlnrr$' capitol ;itl)rcembcr 31,2005 69,9fX3,554 S (61.487) S 1,262,846 S 11 S1,201,370 
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IEPPCO PARTNFRS, I. 1' 
C'onsolitlatrtl Stiitements of C'onipi rlicnsive lnconie 

(in tliousands) 

Ycnrs EndedDzcrrnber 31. 

2003 -.- 2(1(15 7IJO4 

162,551 S 

See occompanying Notes io Consolidi~ted Financial Siiitcments 



Note 1. Partnership Organization 

Limited Partnership ("Ti? ProducLs'). TCTk.1, I. P ("TC TM') ;and IEPPCO Midstream Companies. L P (' rE.PPCO Illidstream") Collcctively. E Products, ICnLl iintl 1 EPPCO blidslream 
are referred to a s  lhc "Opernting Piirtncrships " Texiis E.iistcm Products Pipclinc Company, L LC (the "Company" or "Gcncrul I'iirtner"), a Delaware limited liability companp. sen'cs as our 
general partner and owns a 241, general partner interest in us 

GP"). our subaidiary. succeeded thc Company as gencral partncr of tlic Operating Partnerships All remaining partner i~ i tcrcsts in the Opcriiting Pntncnliips not alruirly owned hp us wcrc 
transferred to us In eschange for this contribution, the Conipany's intcresl iis our general piirtner \viis increased to 246 The increased percentage is the cconomic equi\'alenl 01 the aggregate 
interest that  the Company had prior to the restructiiring (hrough its combined inlwests in us and the Opcraiing Partnerships As a resill!, we hold a 99 999Ob iimiled partner interest in tile 
Operating Partnerships and TEI'PCO GI' holds ii 0 (019b general paruler interest rhis reorgiiniziition wiis undertaken to simplify required financi;il reportmg by tlie Operating Partnershtps 
when the Operutin!: Partnerships issue guarantees of our debt 

lTPl'CO Padners, L P (the "Partnership"). a Delaware limited parulership, is a masler limited partnership formed in March 199ri We opcrate throogh TE Products Pipeline Company. 

On July 16, 2001, the Compnny restructured its general panner o\rrnership or h e  Operating Pannershilx to ciiuse tllem to be indirectly wholly owned by us i EPPCO GP. Inc ("TEPI'CO 

rhrouah February 23, 200.5, the General Partner was an mtlirecl ir~l~olly owned subsidinr). of Duke Energy Field Sc.rvices, l . L  I3 ("DEFS"), a joint venture bel\vcen Duke Energy 
Corporation ("Duke Energy") and ConocoPhillips Duke Energy held an  interest of approximately 7i14b in DEI'S. and ConccoPhillips held tlie remaming iiitercst in1 appri~ximately 31% Un 
February 24,2005, the General Partner was acquired by DI;I GP I-Ioldings L P (formerly Enterprise GP Holdings L P ) ("DFI"), an alfili;itc of EPCO, Inc ("EPCC)"), a privdlely held company 
controlled by Dan I, Duncan, fix approximately SI 1 billion As il result of the transaction DFI owns iinrl controls the ?Ob general partner interest in us and has the right to receive tlie incentive 
distribution rights ~ssoci; i ted wiih !lie general pzvlner interest In conjunction with an amender1 and restated administr;itive sen~ices agreement. EPCO perlonns all mnn;igement. arlministrative 
;ind operating functions required for us, and we rciniburse E.PCO for all dircct antl indircct cspcnses that have Ixcn incurred in managing us A a  ii rcsult of t h e  salc 01 our General Partner. 
DEFS iind Duke Energy continued to provide some odministrotive services for us for xi period oi up to one year iificr the sale. ot which time. w e  iissumed these services In connection wi th  US 

assuming tlie operations of certain of the TEPPCO Midstream assets from DEFS, certain DEFS employees became employees of ER'O elfeclive June I .  ?CUI5 

At formation in 1990, we completed an initial public offering of 26,5CM.(ll)0 units representing 1 imitetl Partner InleresLs ("l.imited Partner Ilnits") ill $10 l i i i  per I. imitetl P;irtner IJnit In 
connection wi th  our formation, the Company received 2,500.000 Deferred Parlicipntion lntcresLs i"DPls") E,ifective April I ,  1994. the DPls were converted tn 1 imitcd Partner Units, hut they 
have not bmn listed Cor trading on  tlie New Yorli Stock Eschange These I imitcd Partner UniLs were assigned to Duke Energy when ownership of the Curnixin)' was Imnsferred from Duke 
Energy to DEFS in 2000 On February 24,2005. DFI entered into an LP Unit Purchase and Sale Agreement wid? Duke Energy and purcliasctl these ?. 5(JLl.IlOlJ Limircd Partner Units ior SI04 0 

million As of December 3 I ,  2005, none 01 these Lmi ted  Partner Units had k e n  sold by DFI 
At December 31. 3005, 1004 ant1 2003, ivc had outstanding 69,963,554, 62,998,554 find 62,398,554 L imitcd Partner LIniLs, respectively At ncccmbcr 3 1. 2Cii:12. \vc had outstanding 

3.91 6.5.17 C l x s  B L imited Partner LInits ("Class B Units"), which were issued to Duke Energy 1-ransport nnd Trading Company, L L C  ("DE'ITCO") in connection wi th  :in iicquisition of assels 

initially acquired m 199s On April 2, 2003. we repurchased and retired all ol the 3.91 6.U7 prc\fiously outstanrling Class B UniLs wi th  proceeds irom tlie issuance o i  ;idditional L imited Piirlner 
Units ( s m  Note 11) Collcctivcly, thc Limited Partner IJnits and Class B Units arc rcfirred to as "Units" 

As used in this Report, "we," "us," "our," the "Partnership' and "IEPPCO" mean rEPPCO Padners, I P and, whcre the contest requires, include our subsidiaries 
We rest:ited our consolidated financial stlttements and related financial information f u r  tlie yeiirs ended December 31, 7004 and 2003. lor an accounting correctinn I n  oddilion. the 

restatement adjustment impacted quarterly periods with the fiscal years ended December 31. 3l:lr)5, 20(14 and 2iKl3 See Note 2 0  lor t i  discussion o i  the restatement ndjustmcnr antl the impact on 
pre\~iously issued fmitncinl statements 

Note 2. Summary oI'Signilinn1 Accoiinting Policies 
We adhere to the lollowing significant accounting policies in die preparation of our ciinsolidatcd l inancid .stnlcmcnLs 
I3asis ol'Presentntion and I'riiiciples o f  Cunsolid:iiion. Throughout the consoliclated financial statements and accompanying notes, all rcfercnced amaunts related 113 prior periods rellect 

the balances and amounts on a restated basis The financial slatemenis include our accounis on n consolid:itcd basis I\'e have eliminated all signilic:int intcrcnmpany items in cnnsulidation \\'e 

have reclassficd 



rEPPCO PARTNERS, L P 
Notes To C'onsnlicl ate0 I;ln;inci;d Stateinen ts(Continued) 

certain amounts irom prior p r i o d s  to conform to the current presentation Our results for the years ended h c e m b e r  31, 2005 ;md ?tW1 reflect the operntions and :ictivities o f  Jonah Gas 
Gathering Compnnp's Pioneer plant as discontinued operations 

and iissumptions that affect the reported amounts oi O S S C ~ S  rind liabilities and disclosure of contingent nssets and linbilities a t  tlic dote of tlie fin;incinl stntcmenis iind tlie reported iimounts of 
revenues antl expenses during the reporting periods Although we believe these estimates are reasonable, actual results could differ from those e s t i i n a t e ~  

("Downsticam Segment"), gathering. transportation. marketing and storage of crude oil and distribution of lubrication oils and spccialty chemicals ('Upstrcam Segincnt"), and gathering of 
natural gas. fractionation ol natural gas liquids ("NGLs") and transport:ilion ofNG1.s ("hiidstream Segment") Our reportable segments d e r  iliflerent products and services and are managed 
seiiarately because each requircs dilferent business strategies 

refined products. LPGs, petrochemicals, crude oil, NGLs and  nnturnl gas in this Report. collectively, os "petroleum products" or "products " 

product inventory and other ancillary services Transponation r e w w e s  are recognized as products are delivered to customers Storage revenues are recognized upon receipt o I  prixiucu iniii 
storage 'and upon pcrlbrmancc oi storage services Termmaling revenues are recognized as  products are out-loaded Rcvenues from the sale of product inventory arc recognized whcn the 
products are sold 

Oklahoma, Tcsas. Nrrv hlesico and the Rocky Mountain rcgion Revenues are also gericrated iram trade documentation and pumpover scrviccs, primarily at Cushing. Oklahoma, and hhdland. 
Testis Revenues ore accrued at  the time title to the product sold Lriinsfers to the purchaser, whlch typically occurs upon receipt of the product by dle purchaser. ond purchiises ore accrued at lhc 

time title to the product purchased transfers to our crude oil marketing company, TBPI'CO Crude Oil, L P ("TCO"), which typically occurs upon our receipt of the iprmluct Revenues related to 
m d e  documentation and pumpover fees arc recognized as services arc completed 

Esccpt for crude oil purchased from time to time as inventory, our policy is to purchase only C N ~ C  oil for which w e  have a markcl to sell and to structure sales contracLs so that crude oil 
price fluctuations do not materially affect the margin received As we purchase crude oil, w e  establish a margin by selling crude oil lor physical delivery to third party users or by enlering into 
a luture delivery obligation Through thcse transactions. w e  seek lo maintain a position ihat is hilanced between crude oil purchases and sales and future i le l ivery obligations I-lowevcr, certain 
basis risks (the risk that price relationships between delivery points. classes of products iir delivery periods wil l  change) cannot be completely hedgcd 

received from the customer Transportation revenues arc recognized as NGLs are delivered to customers Revenues are also earned from (lie sals oiconrltnsate liquid estracted from the niitural 
gas streiim to an  Upstream Segment marketing al'filiate Fractionation revenues are recognized ratably over the contract year as products arc delivered We gcnerallp do not take title lo the 
natural gas gnlhercrl, NGLs transported or NGL s fraclionatcd, with tlic csccption of inventory imbalances discussed in "Natural Gas Imbalances " l~licrclnrr, thc rcsults of our Midstream 
Segment are not directly allected hy changes in the prices of natural gas or NG1.s 

cash equivalents approsim;ite fair value because o f  the short term nature of these investments 

Use of Estlniates. l h e  preparation of financial statemenls in conformity with generally accepted accounting principles in the IJnited States requires our management to make estimates 

Wisi i icss Segiaariits \?'e operate antl repon in three business segments. transportntion and storage of relined products. liquefied petroleum gases ["L PGs') and peuocliemicals 

Our inierstate transportation operations, including rates charged to customers, are subject io regulations prescribed by the Federal Energy liegulatonj Commission rFFRC") \Ve refer to 

Rcvenuc Recognition. Our I h v n s t r e a m  Scgment revenues are earned from transportation ; i d  storage of refined products and L.PGs. intrastate tr;insportation ofpetrochcmicals, sale of 

Our Upstrc;un Segment revenues are earned from gathering. lransportation, marketing and storage 01 crude oil. and distribution 01 lubrication oils antl specialty chemicals principally in 

Our blidstrenm Segment rcwnucs  iire cnrncd lrom the gathering of noturnl gas, transportation of NGLs nnd frnctionotion of NGL s Gathering rwenucs nrc rccognizcd iis niiturnl gns I S  

C.IFII and C a s h  Eqii1v:ilenls Cash quivalenlr, are deiined as all liighly marketable securities with maturities ol three months or less whcn purcliised Ihe  c;irr)'ing V ~ I U C  nf'cash and 
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Allow;tiice Tor Doubtful Accaunb. \Ve establish provisions for losses on accounts receivable i i  w e  determine that w e  wi l l  not collect all or part of the ouldanding kllance Collectibility 
is reviewed regularly and an allowance is established or adjusted. as  necessary, using the specdic identification melhod Ihe Ibllowing table presents the acuvlty or our allowance lor doubtful 
accounts lor the years ended December 3 I, 20115. Lix ) l  and 2003 (in thousands) 

Years Ended Deceiiiber 31, 
2005 200.4 2003 

B,ilance at  bcgtnning of period 

Balance at end of pcriod S 1 5 0  S I 1 2  s 4,7110 

Inventoi~i~.; Inventories consist primarily oipctroleum products and crude oil, which arevalued a t  Uie lotver of cost (weighted average cost me1hod)or market OiuDoiwnslream 
Segment acquires ;md disposes of various producls under cscliangc agreements i w c e i c  
1 he net bnlonccs of cscliangc receivables and payohlcs are valued at  weighted overage cost and included in invcnlor ia  Inventones of materials ond supplies, used for ongoing rcplaccmenls 
and expimsions. are carried ;it t l ie lower of l a i r  value or cost 

bcttcrmcnts. arc recorded at cost \Vc charge replacements and renewals of minor items ofpropcrty that do not materially increasevnlues or estend useful l ives to maintenance espcnsc 
Depreciation cspense is computed on tlic straight-line method using rate:; based upon espected u!ieful lives of various clas3cs of assets (ronging horn 296 to 7 0 9 b  per annum) 

1 ived Assets L.ong-lived iissets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an  asset may not be recoverahle Recoverability 
of the carrying amount of assets to he liclil ond used is measured hy a comparison of the carrying amount of tlie asset to cstimatcd future net cnsh llows expected to be generated by thc iissct if 
such assets arc considered to he impaircd, the impairment to be recognized is measured by the amount by which the carrying amount ol tlie iissets esceeds tlie estimated lair v d u e  oi thc assets 
Assets lo be disposed o l  are  reported a t  the lower of the carrying amount or eslimated fair value less costs 10 sell 

Asset Rctirenient 0blig;ilionr. In June 2001, tiic Financial Accounting Standards Board ("FASB") issued SFAS No 143, Accounting for Asset Retircmcnt Obligations SFAS 143 
requires us to record the la i r  value of on osset retirement obligntian as a liability in the p e r i d  in which w e  incur a legal ohligation Tor the rctirernent of tnngihlc long-li\wJ inssets A 

corresponding asset is also recorded and depreciated nver the life of the assel A f i a  the initial measurement of the asset reliremenl obligation, the liability will bc adjusted at the end oieach 
reporting period to reflect changes in the estimated future cash Ilows underlying the ohligation Determination of any amounts recognized upon adoption IS based upon numerous estimatzj and 
iissumptions, including iuturc rctircmcnt costs, future inflution rates and the crcdit-odjustcd risk-lice interest rates 

The Downstream Segment assets consist primarily of an  interstate trunk pipeline system and a series of storage Iacilities that originate along the upper 1 esas Gulf Coast and estend 
tlirough the Midwest and northeastern United States \Ve transport refined products. L.PGs and petrochemicals through the pipeline system 7 hese producis are primarily received in the south 
end oi i i ic systnn and stored and/or transported lo various points along the system per custoincr nominations The Upstream Segment's operations include purchasing c ru~le  oil from producers 
at the wellhend and providing delivery, storage and othcr sewices to its customers The properties in tlic 1.lpstream Scgmcnt consist ofinterstntc trunk pipclines, pump stations, trucking 
Ihcilities, storage tanks and various gathering systems primarily in Tews and Oklaliomo The lwiidslrcam Segment gathers natural gas from wells owned by producers iind delivers natural gas 
and NGLs on its pipeline systems. primarily in Tesas. Wyoming. New Mexico and Colorado The Midstrenm Segment also owns and operates two NGL. iractionator facilities in Colorado 

\Vc have completed our assessment of SFAS 143. and we have determincd that wc arc obligated by contractual or regulatory rcquircmcnts to remove certain faci l i t ies or perform other 
remediation upon retirement of our a s s c ~ s  I-lowever, we are not able to reasonably determine the fair value of the asset retirement obligations for our trunk. interstate and gathering pipelines 
and our surlace facilities. since iuiure dismantlement and removal d a t s  are indelerminate 

In order to dclcrrninc a rcmoval dote for our gathering lincs and related surface asscts, reserve information regarding thc production life o i  the specific field is required As a transporter 
and gatherer o i  crude oil and nstural gas. we are not a producer of the field reserves. and w e  therefore do not have access to adequate forecnsls that predict tlic timing ol espected production for 
existing reserves 

. L  
. .  

Property, 1'1aii1 :ind EqnipmenL We record property. plant and equipment at iL$ acquisition cost Additions to property, plant and equipment. including major replacemcnts or 

\Ve evnluate impairment of long-lived assets in accordance with Statement ofFinancia1 Accounting Standards ("SFAS") No 144, Accounting for the Impairment or Disposal of Long- 
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on those fields in which w e  giither crude oil and natural gas In the absence ol such information, we are not able to make a reasonable e ~ l i m a t e  ol when future dismantlement and removal dates 
of our gathering assets will occur \Villi regard lo our trunk ;and interstate pipelines and h e i r  related surface assets. it is impossible to predict when demand for transportation of the related 
products will cease Our right-of-way agrezmcnts allow us to maintiiin the right-of-way rather than remove the pipe In addition, w e  can evaluate our trunk pipelines for allemative uses. which 
con be and have been found 

We rvill record such asset retirement obligations in the period in which more information becomes available for us to re;isonably estimate Uie settlement diites of  the retirement 
obligations The adoption of SFAS 143 did not 1i;ive an e i l tc t  on our financial position, resulls of opernlions or ciis11 Ilows 

Capit;ilix;ition orliitercst. \Vc capitalise interest on borrowed funds rclatcd to capital project5 only lor periods that activities are in progress to bring thnc projccts to Uicir intended use 
The wciglited average rate iisod to c;ipit;ilize interest on borrowed iunds wi i s  F 73?'0, 5 74% and 6 5090 for the years ended Wcember  3 1 ,  2005, 2004 and 2003, respectively During the years 
ended December i l ,  7.005, 700-1 and 2003, the amount of interest capitalized was 66 8 million, $4 2 million and $5 3 million, respectively 

Iirt;iiigible Assets intangible assets on the consolidated balance sheets consist primarily of gathering contracts assumed in tlie acquisition of Jonah Gas  Gathering System ("Jonah") on 
September 30. ?OOl .  and the acquisition 01 Val Verde Gathering System ("Val Vcrde") on  June 30, XKJ2. a fractionation agreement nnd oiher intongible o%selS (see Note 3)  Included in equity 
investments on tlie consolidated balance sheets are excess inwstmenLs in Centennial PipelincLLC ("Centennial") and Seaway Crude Pipeline Company ("Seaway") 

assumed fixed-term contracts with customers that gather coal bed methane PCBbS') from the San Juan Basin in New Mexico and Colorado, respectively The value assigned to these intangible 
assets relates to contracts with customers that are for either a fixcd term or which dedicate total future lease production to the galliering system These intangible asscts are amortized on a unit- 

o1:production basis, based upon tlie actual throughput of the system over the expected total throughput lor the lives orthe conlrncls Revisions to the unit-of-production estimates may occur as 
;idditional production information is rnadc avaifnble to us (see Note 3 )  

in connection with the purchase of the fractionation fiicilitics in 19%. we enlered into a frnctioniition agreement with DEFS The  fractioni>tion agreement is being amortized o n  a slraight- 
line b a s i s  over a period of 20 years, which is the term of tlic agreement with DEFS 

In connection with the acquisition of cruds  upp ply and translmrtation assets in Novembcr 2003, we acquired intangible customer conuacts for $8 7 million, which are amortized on a unit- 
of-production basis (scc Note s j  

with the acqiiisition of  our interest in Seaway. we recorded excess investment, which is amortized on  a straight-line basis over a period of 39 yeiirr (see Note 3)  

account for goodwill under SFAS No 142, Goodwill and Other Intangible Assets, which w a s  issued by the FASB in July 20lll (see Note 3 )  SFAS 142 prohihits amortization of goodwill ond 
intangible asseL5 ulith indefinite useful lives, but instead requires testing for impairment :it least annually SFAS I42 requires that intangible assets with definite useful lives be amortized over 
their respective estimated useful l i ~ e s  Beginning lanuary I ,  2002, effective wi th  the tidopiion of SFAS 142, w e  no longer record amortization expense related lo goodwill 

l3nvironnicnt;il E r p r n d i t u r r s  \Vc iiccruc for cnviroiimcntnl costs that rclatc to existing conditions caused by past operations Environmental costs iiicluclc initial sitc surveys and 
environmental studies 01 potentially contommated sites, costs ior remediation and restoration of sites dctermined to be contaminated and ongoing monitoring costs, as well as damages and 
othcr costs, when cstimnble \\le monitor tile balance of accrued undiscounted environmental liabilities on a regular basis We record liabilities for environmental costs at  a specific si te when 
our liability for such costs is probable and a reason;ible estimate of the associated costs can be  made Adjustments to initial estimates are recorded, from lime to time. Lo rellect changing 
circumstances iind estimates based upnn additional iniormntion developed in subsequent periods Estimates of our ultimate liabilities associated with environmcntnl costs are particularly 
d i ~ i c u l t  to mike with certainty due to !lie number orvariables involved, including the early stage of investigation at certain sites, the lengtliy time f n m e s  required to complete remediation 
;ilternatives available and the evolving nature of cnvironmenlal laws and regulations 

In connection with the acquisitions of lonah and Val Vertle. we assumed ciintrncts that dedicate Future production from natural gas \veils in the Green River Basin in Wyoming. and w e  

in connection with the ionnation ofCcntennial, w e  recorded excess investment, the majority of which is ;imortized on ;I unit-of-production basis over a period of 10 years In connection 

Goodwill Goodwill represents the excess of purchase price over fair value of net assets acquired and is presented on  the consolidated balance sheets net of accumulated amoniwtion We 

F-1 1 



f i e  following table presents the activity of our environmental reserve for tlie yenrs ended December 31, ?OW. 2 i d . l  and ZOO3 (in thousands) 

Yeiira Endrd l>ccrniber 31, 

2005 2004 2003 
B ,639 
Charges to expense 2.530 

(5.l2Oj ~- Deductions and other 

Balance at end of pzriod s 2 . 4 7  s 5.037 s 7,639 

Nntural Gas Inibahinccs Gas imbalances occur when &is producers (custoniers) deliver more or 1-5 actual natural gas gathering voluincs to our &itlicnng systems tiinn they originally 
nominated Actual deliveries are dilferent from nominated volumes due to fluctuations in gas production at tlie wellhead If the cwitomers supply more natural gas gathering volumes than they 
nominated, Val Verde and Jonah record a pnyable for Ihe amount d u e  lo c u s l o m m  and also record a receivable for the same amount due from connecting p i p l i n e  transporters or shippers To 

receivablc reflecting thc amount due from customers and a piiyablc for the snmc amount due to connecting pipeline triinsporters or shippers W e  record niituriil 
market approach. 

lacooir 1;tse.s \?'e are n limiled partnership As such, we are not a taxable entity lor federal and state income [as purposes and do not directly pay federal and state income tax Our 
taxable income or loss, which may vary substantially from the net income or net loss we report in our consolidated statements of income, is includablc in the Icdcral and state incomc 16s 

returns or eiich unitholdcr Accordingly, no recognition has been given to fecleral and state income taxes Sor our operntions l-he aggrqa te  difference in the basi:; of our net assets for finoncial 
and ins reporting purposes cannot be readily determined as we d o  not have access to information about each unitholdcrs' tax ntiributcs in the Partnership 

Use of Dri iviitivcs. We account for derivative financial instruments in accordance with SFAS No 13.3. Accounting for Derivativc Instruments and I-[edging Activities, and SFAS 
No 138, ,dccoi,nt;ng for Ccrtgin Dcrnwlrve liistninrent~ ond Cm krin ?icrlging ,.ictiitrtics, i l l 1  oniend~iienl oJF,I.SB StI-,tcnrent No, 133" 1 IICSC statements estiiblish nccounting and reporting 
standards requiring that derivative instruments (including certain derivative instruments embedded in other contrnctsj be  recorded on the b;ilance sheet at  fair value as either assets o r  liabilities 
The accounting lor changes in  the fair value of a derivative inslmment depends on the intended use o i  the derivaiive ;ind tlie resulting clcsignation, which is estahlishcd a1 the inception of a 
derivative 

Our derivntive instruments consist primarily of interest rate swaps nnd contracts for the purchase and sale oipctruleum products in connection with our crude oil marketing activities 
Substantially all derivative instruments related to ow crude oil marketing activities meet the normal purchnses and sales criteria o i  WAS 133. 3s amended, and as such, changes in the fair value 
ofpetroleum product purchase and sales agreements are reponed on the accrual basis of accounting SFAS 1 .>3 describes normal purchases and sales as contracts that provide [or the purchase 
nr sale of something other thiin 11 financiiil instrument or derivativc instrument thnt will be  clelivcred in quantities cspcctcd to bc used or sold by tlic reporling entity over a reasonable period in 
the normal course of business 

. ' .  , r , % .  [ne estrnniiat uiesr i i t  < L  3 

imbalance+ using a mnrk-to- 

For all hedging relationships. w e  iormallp document at inception tlie hedging relationship mil its risk-management obJective and strategy for undertaking l l ie hedge. the hedging 
instrument, the i tun.  tlie naturc of tlic risk being hedged. how Ihe hedging instrument's cfi~cctiveness in offsetting the hedged nsk ~ v i l l  be  assessed and a description of tlie method of measuring 
ineKectiveness Ihis proccss includes linking a11 derivatives that arc designated as iairvalue or cash flow to specific assets and liabilities on the balance sheet or to specific firm commitments 
o r  forecastcd transactions We also Ibrmally assess, both a t  the hcd~e's inception and on an ongoing basis. whether Uie derivatives that are used in hedging trnnsactions are highly effective in 
offsetting changes in lair values or cash llows of hedged items If i t  is determined that a derivative is not highly ell-cctive as ii hedge or that i t  has ceased to be  a highly effective hedge, we 
discontinue hedge accounting prospectively 

For derivative instrumenls designated as fair value hedges, gains and losses on the derivative instnvnent are orisst against related results on the hedged item in the statement o i  income 

Changes in the fair value of a deriv;itive that is highly effective and that is designated and qualifies as a fiiir value hedge, along with tlie loss or gain on tlie hedged asset o r  Itabilily or 
unrecognized fum commitment of the hedged item that is attributablc to the hedged risk, are recorded in comings Changes in the fair value o i  a dnivafive that is highly effective and that is 
dmignafed and qualifies as a cash flow hedge are recorded in other comprehensive income to Uie estent that the derivative IS effective a s  a hedge, until earnings are sllected by the variability in 
cash flows of tlie designated hedged i t a  Hedge erfwliveness is measured at la let  quarterly bnsed on the relative cumulative changes in fair value between the derivative contract and the 
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hedged item over time The inelfective portion of  the chonge in fair value ol a clerivative instrument that qualilies as either a iair value hedge or a cash llow hedge is reporled immediately in 
cornings 

According to SFAS 133, as amended. IVC are rcquircd to discontinue hedge accounting prospectively when i t  is determined that the derivative is no longer effective in oKsetting changes 
in the fuu  value or cash flows of tlic hcdgcd item, thc dcrivative expires or is sold. tcrmin;itcd. or escrcised, the dcrivatlvo is rlc-dcsign;ttcd as a liedging instrumcnt, because i t  is  unlikely that a 
forecasted lr:msaction wi l l  occur, a hedged firm commitment n o  longer mcets the definition of a firm commitment. or management determines that designation of tlie derivative as a hedging 
instrument IS  no longer appropriate 

sheet at its fair value nncl no longer adjust the hedged asset or liability for changes in iairvalue 1 he ;idjustment of the carrying amount of the hedged assct or liability is accounted for in the 
same manner as other components 01 the carrying amount of tha t  asset or liability When hedge accounting IS  discontinued because the hedged item no longer mmLs the delinilion of a firm 
commiment.  we continue ti) c x r y  the derivative on the balance sheet at its fair value. remove any asset or liability that WBS recorded pursuant to recognition of the lirm cnmmitment from the 
balance sheet, anil recognize tiny gain or loss in eornmgs \Vhen hedge accounting is discontinued hzcause i t  is probable that 51 torcciisted transaction will not occur, we continue lo carry thc 
tlerivativc on Ihc balance sheet at ik fair value with subsequent changes in fair value included in earnings, and gains and losses that were accumulated in other comprehensive income are 
recognized immediately in earnings In all other situalions in which hedge accounting is discontinued. w e  continue to carry the derivative at i t s  fnir value on the balance sheet and recognize any 
subsequcnt changes in 11s fair value in earnings 

\Vheii hedge accountin2 is discontinucd because i t  is dctcrinincd that clrc derivative no longer yu;ilifics as an  encctivc fair  ~ a l u c  li , we continue to carry !lie dcrivative on thc balance 

Riir Vnluc orlin:inci; i l  Iiisli-uincnls The C:lrrying amount of cnsh anil cash equivalents, accounts receivable, inventories, other current ;~ssek, accounts payable and accrued liabilities, 
other c u r e n t  liabilities and dsriv;itivcs approsirnates their fair value due to their shorl-term naturc nic fair viilues of these linancinl instruments are represented in our consolidated balance 
sheets 

Ne1 Inconic PcI U n i t  B u i c  net income per Unit is computed by dividing net income, after deduction oftha General Piirlner's interest, by the weiglrted average number of U n i k  

outstanding (a t o ta l  oi67 4 million Units, 63 IJ million Units and 59 S million UniLs lor the years ended December 3 I. ?IiO5, ZOO4 and 2003, respectively) The  General Partner's percentage 
inlcrest in our net income is based on 11s percentage of cash distributions from Av;iilahle Cash for each year (see Note 1 I )  Tlie General Panner was allocated $47 6 million (representing 
29 77?b) oi  net income for thc year ended December 3 I, 7005, 3-10 0 million (rcprcscnting 28 S 5 ? 6 )  of net income for the year ended December 31, 2U04, and $33 7 million (representing 
77 G5?b)  of net incomc for the year ended December 3 I, 2003 Tlie General Partner's percentage interest in our net income incrcases as  cash distributions paid per Unit incrcase, in accordance 
with our limited par~ncrsliip agreement 

outstmrling Unit options by application of the treasury stock method For thc yeor ended Deccmbcr 3 I. 2003. the dcnoniinntor wti increased by 1 I ,S7S Units For the years ended 
December 3 I ,  ?(lU5 and 2004. diluted net Income per IJnit equaled I)XSIC net income per Unit as dl remaining outstanding Unit tnptions were esercised during the third quarter of 2003 (see Note 
13) 

value niethod olaccounting for recognizing stock-based compensation expense Under this method, we record no compensation espense for Unit options granted when t l ie esercise price of the 
options granted is equal to, or greater than, the market price oi our Units on the date of the gnn t  During thc ye:ir cnded December 31, 2003, all remaining outstanding Unit options were 
exercised 

Diluted net income per l init  IS similiir to  the computation 01 basic net income per Unit  discussed above. except that the denominator is increased to include the dilulive effect of 

Unit Oplioii Plan. We liavc not granted options for any periods presented For options outstanding under the 1994 1 ong Term Inceniiw Plan (see Note 13), we followed t l~c  intrinsic 

In December 7OIU2, SFAS No 1 JS, ilccoiintrng /br S t w k - B a d  Conipertrotron - Trmoition oiid D I S C I ~ S I I ~  \\,as issued SFAS 148 amends SFAS No 1 ?i, .~lccoii~ifirig /br Stock-Based 
Conipciuutiou. and provides alternative methods oftransition for a voluntary change to the Fair value based method of accounting for stock-based employee compensation In addition, SFAS 
IJS amends the d~sclosure requirement; of SF AS 123 ti) require promincnt disclosure in both annual and interim linancial statements about the method ol accounting for stock-based employee 
cornpensation and thc cllcct ol the mctlrotl used on  reported results Certain of the disclosurc modirications {ire required lor fiscal years ending afler December 15, 2002, and arc included in 
Note I3 

Assuming ive h:id used the lair valuc method of accounting for our Unit option plan, pro forma net income would equal reported net income ior the years ended December 31, 2005, 2004 
and 7003 Pro iorma net income per Unit would equal reportcd net income per Unit for tlie periods presented The adoption of SFAS I48 did not have an cifect on our financial position, results 
ofoperutions or cash llorvs 
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Ncw Accouiiling Proiiouncciiimls. In December 2110.1, the FASB issum.1 SFAS No 123(Rj. Slroi-e-&7.~efIPirrmL'li( SFAS I2.XR) requires compensation costs related to share-based 
payment transactions to be recognized in tlie f inanc~i l  sblcments \Vith limited esceptions. ihe amount of the compensation cost is to he measured lsased on the grant-date lair value of the 
equity or liabiliry in strum en^$ issued In iiddition, liability awards are to be re-measured each reporting period Compensation cost will be recognized over the period that an employee provides 
service in cscliange for tlie iiwiird SFAS I23(Rj is a rcvision of SFAS No ID, :ln.oiriitrrig for Stock-Based Conrpe~is~~lio~i, as iimended by SFAS No 14fi.,4ccorrrifhig for Slock-Bmed 
Co~ii l~ci1~~7liori  - l iowi l ro i r  and Drrclo~irre :ind supersedes Accounting Principles Board ("AI'B") Opinion No 25. ,Iccorrtiling /or Slocklsrriccl IoEnr~~l~veer SFAS I ?3(R) is effective for 
public companies as oi the first interim o r  annuiil reponing period oi the first fiscal year beginning alter June 15. ? O i F  The Securities ;and Eschange Commission amended the implementation 
date oiSFAS l73(Rj  tn begin with the lirst intcrim or annual reporting pcnod of the company's first l iscal  year beginning on or aftcr Junc 15, 1005 As such, w e  will adopt SFAS 123(R) i n  the 
first quartw of 21106 Companies arc pmni l t e r l  to adopt SFAS I23(R) prior to the estended diite All public companies that ;idoptul tlie fair-value-based method of accounting must use the 
modil ie~l prospective transition method and may elect to use the modified retrospecliiw transition method We do not believe that the adoption 01 SFAS l23(Rj will haven  material efiect on 
our financial position, results oroperations or cash llows 

in November .?Diu, the Emerging Issues Insk Force ("EIIF") reached consensus in EITF 03.1 -3, App!i?iig i l ie Conriirioiis r ? i  Pornpop11 42 qfE4SB SlolcnieiirNo. 144, Accorrirfing for 

prospcctiwly with regard to a component (11 an Cnterprise that is either disposed of or classified as held for sale in reponing periods beginning aftcr December 15. 20C1-I The consensus rnay be 
applied retrospectively for previously reported operciting results rclnted to disposal transactions initiated within an enterprise's reporting period thcit included the dote :hat this consensus was 
ratified i'he adoptinn o1 EITF 03.1 3 did nnt have ;in eflect on our financial position, results 01 oper;ilions or cash llows 

In h.larch Zl.llJ5, the FASB issued FASD Interpretation No 47, ,Accorrnlriig fur Co~rdrn'orioi,4rrc/ Rchrenrenr 06ligntio~i.r. mi irile~prcloliori rfF.4SB StotcnicnlNo. 143 ("FIN 47") FIN 4 7  
clarifies that the term, conditional osset retirement obligntion tis used in SFAS No 143, ,.Iccoirrriiizg for. 
activity in which tlie timing andlor method ol settlement are conditional upon a future event that may or rnay not be within the control nfthe entity Even though uncertainty about I he  timing 
and/or method of settlcment esists and may he conditional upon a Suture event. the obligation to perform the asset retirement ac t i v i t y  is unconditional Accordingly, an entity is required 10 

recognize a l iability l o r  thc fair value ni  a conrlition;il asset rctircmcnt obligation if thc fair value 01 the liability can be reasonably estunated Uncertainty about tlie timing andlor mcthod of 
settlement of a condition;il iissct retirement obligation should b e  iaciored into h e  measuremcnt of the liability whcn !;ufiicient infomxition csists The lair value of a liahilily for the conditional 
asset retirement obligal~on should be recognized when i n c u ~ ~ ~ s d  generally upon acquisition, construction, or ~Ievelopmcnl or through the normal operation ofthe asset SFAS 143 nc!aowledges 
that in snme cases. suliicient inlormation may not be available to reasonably estimate the lair value OS an asset retirement ohligation FIN 4 7  also clarifies when an entity would have sufficient 
informiition to rciisonably estimate the iiiir value 01 nn iisset rctiremcnt obligotion FIN 4 7  is cfiective no Inter than the end of reporling periods ending nlter December 15, 2005. and early 
adoption of FIN 47 is encouraged \Ve adopted FIN 47 in the fourth quarter of  ZUOS The adoption of FIN 4 7  did not have ii materid effect on  our finencial position, results ofoperations or 
cash f lows 

if'lreii rlic L rimleclPo, rnera I - I i r w  Cerlcirti Rigiirr, to provide guidance on how general partners in a limited partnership should determine whether they control a limited partnership and herefore 
shoold consnlidate it The EITF agreed that the presumption of general partner control woiild be overcome only when the limited pnrtncrs have either of two types of rights The rust type, 
referred to as kick-out rights is the right to dissolve or liquidate thc partnership or otherwise remove the general panner without cause 'Ihe second  type^ reicrred to as participating rights, is the 
right to cfrectively participate in signilicant decisions made in the ordinary couise OS the partnership's business The Lick-out rights ond h e  porticipnting rights must be substnntive in order to 
overcnme the presumption of general partncr control The consensus is effective for general partners of all new limited perherships formed and for esisting limited partnershps for which the 
panncrsliip agreements are madliiczl subsequent to the date of FASB ratification (June 29. 2Ui~5) For existing limited p;inncrsliips that have not been modified. the guidance in Elm M-5 is 
cll'cctivc no  later than the beginning 01 the l i rst relwrting period in fiscal years beginning anor December 15, 2i105 We do not believe that the adoption ofE.ll-F 0 4 5  will have a material effect 
nn nur financial position. results 01 operations or cash llo\vs 

In Decemlxr ZlXl4, the FASB issued SFAS No 155, Esclianger ojNorri~~orielor~~..lrselr, mi miendirieiil oj:Il'B O~iriiio~r 21, SFAS 155 amends APB Opinion No 29, Accounting for 

I Reirrentoil Oblrgutioii.7, relcrs to a legiil obligation to pcrfonn an  osset retirement 

In June 20115. the F rrF reached coiisci~sus in E l lT  04.5, Dcterniiriiiig Ifhetlrer o Gciieral Porlnur, or lire Goicrol Poi-hrer-r cis n Grorip. Con/!-ols a L riiiilerl Prrrlricrslrip or Similar Entip 

Nonmonctiiry Eschmgcs, to eliminate :he cxccption lor nonmonetary exchanges of similar productive asscls and icplaces i t  with ii gcncral esccption Tor eschnnges of nonmonetary assets that 
do not hiive commercial 

1'-13 
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substance A nonmonetnry exchange has commercial subsrance 11 the future cash flows of the entity are e s p t e d  to cliange signficantly as a result of the eschange SFAS I53 is e lkc l ive  for 
nonmonetagt asset eschtinges occurring in fiscal periods beginning alter June 15, 2005 We adoplcd SFAS I53  during the second cpartcr ol 2005 ‘The adoption O f  SFAS 153 did not l i l V C  2 

material effect on our iinancial position. results of operations or cash flo\vs 

such chmges  must be accounted for by retrospective application to the financial st;itcrnents of prior periods unless it I S  impracticable to do so SFAS 154 completely replaces APR Opinion 
No 20. ..lccoiiitrrttg Clmt~ges. and SF A S  No 3 .  Reporniig ,4ccoe1iri1g Cltoizges iti Itircr tnr Periods I-lowever. it carries forward the guidance in those pronouncements with respect to accounting 
lor changes tn estimates, clinnges in the rcpoiiing entity, and tlie corrcctioii of errors SFAS 154 is efrcctive for accounting cliangcs and  error corrections innde in fiscal ycars beginning aflcr 
Decemher 15. ?til?5. with early adoption permitted ior changes and conections made in years beginning after June I ,  20115 llie application of SFAS 154 docs not affect the transition 
provisions o f  any existing pronouncements, including Uiose that are in the transition phase :is oftlie ell’ective date ol SFAS 154 \Ve d o  not believe that the adoption of SFAS 154 wil l  hnvc a 

material effect on ow iinnncial position. results 01 operatiom or cash flows 
in September Ztit1.i. the EITF reached cnnsensu:; in EITF Cl4-I 3. ,.lccotitztzttg Jbi-Perchrrso. arn/So/es ? / l t n r i ? l a i ? ~  w t l i  lire Smic Coiin/cr,?nrh: to deiine when n purchase and n snle of 

inventory with ilie snme party that operates m !he snme line of business should be considered t i  single nonmonetary transaction subJcct to APB Opinion No 29; kcouttltttgfor Notmioiieroty 
Ti~ms~tcttoiis Two or more inventory triinsnctions with the same party should be cnmbineil if they are entered inlo in contemplalion of one another llic EITF also requires entities to account 
1br cscli;ingts of inventory in the same line 01 husincss at lair vnlue o r  rccordcd amounts b;ised on  inventory classification The guidnncc in El TF il4-13 is efl tctivc for ncw invcntory 
arrangements entered intn in reporting periods buginning after hlarch 15, 201% \Ire are currently evalutlting what impact EITI; tWl-  13 wil l have on our financial statemenLs. but at  this time we 
do n o t  believe Ui;it the adoiitinn of Ell?; 114.1 .? \ \ , i l l  have il material cttect on our financial positivn. results of operations or cash ilows 

In blay Zl)il5, tlie FASR ISSUSII SF AS No 154, ,lccoritihtig CliL~itgcs r ~ i t i i ~ ~ r ~ ~ C o ~ ~ ~ ~ t I ’ o ~ t ~  SFAS 154 establishcs new standards on accounting for chiingcs in accounting principles All 

Nule 3 .  Goodwill i i t i d  Oilier loluiigiblr Assets 

account for gnodwill under SFAS No 142, Goodwr// ~i t7d~r i ic t .~ i i r~~t ig ih /c , lssets .  which was issued by the FASB in July Z(I(1l SFAS 142 prohibi~s amonization oigoodwill  and intangible 
~SSCLS with inddinitc usel‘ul Iivifs, but instcad requires icsting for  impoirmcnt ot lcast annually \Ve test goodwill and intangible assets for inipiirmcnt annually at Dccembcr 31 

To perf<,rm an impairment test of goodwill, \VI: have identilied our reporting units ;ind have rletermined the carrying value of each reporting unit by assigning the assets and liabilities, 

Goodwill. Goodwill rcpreseiits the esccss L$J~\lrclinse price over lair value o i  net assets acquired and is presented on the consolidated balance sheeLs net of accumulated iimorliwtion LVe 

including the esisling gooilwill and intangible assets. to those reporling units W e  h e n  determine the fair value 01 each reponing unit and compare i t  lo Uie cartying value of Uie reporting unit 
\Ire \\,ill continue tn compnre !lie fair  value 111 each ruporting unit to iLs carrying value on ;in annual basis to determine if an impairment loss has occurred There have been no  good\vill 
impnirment losscs recorded since tlic adnl,tinn ofSFAS 142 

l h e  following table presents the carrying amount of goodu~ill at December 31, ZOO5 and 2003, by business segment (in thousanrkj 

I)orvnstreiitn l\Iiilstt enni Upstreiini Scglllelllr 

Segmetit Scpmctit Total 
Goodwill s 16,951 
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Otlicr Iiitniigibl~ A s s e t  The following table rellecLs the components ol intiingible assets. inclucling excess investments, being amortized a1 December 31, 2IHJ5 and 2004 [in thousands) 

Dccciiibcr 31,2004 - Dcccmhcr 31. 2005 

rota1 int.ingible a v e ~ r  $ 571 003 s (ISZ.360) $ 575.ri99 $ [I 19.1 8 8 )  

SFAS I42 rcquircr ihat int.ingiblc assets with finite ureful liver be amor t red  over their rfipcctive cit imatul ubctul In EL U an intangible asret has a linite useful life, but the precise 
lengdi 01 that life 15 nat known, th.11 intangible asset 4 i a l l  be amorti7ed over the best estimate of i t s  useful life At a minimum, w e  wil l  assess the useful lives and residual values ol all 
intangible a\retr on an annual b.isis io detcimine 11 atlJuclmenls are required Amorti7ation e\pensc on in tan~ib le  asscis w a \  B30 7 million $32 Z million and Y.35 Z million lor tlie years ended 
December 31, ?005, 7011-1 nnd Xi03. rcspectivcl) Amnrtimtion e\pcnre on c\ccsr inve\tmcnts included in c c l u i ~  comings \\ds M 8 million 61 8 million and $4 0 million lor the years ended 
December 31 3005, ?til04 ond 31103 respecti\ el) 

Thevalues assigned to our int.ingible nrscts lor natural sa\ gathering contract.; on the Jonah and the Val Vcrde systems are amortized on a unit-of-production basis, based upon the actual 
tliroughput of the rystems compdred to the e\pccted total throughput for the lives of the contraLts On .I quarterly bas[\ we may obtain limited production forecasts and updated throughptit 
estimates tniin some of the producer5 on tlic s>rtems and as a result w e  evalunte thc remaining npecled useful Iivcs 01 thc contract asrcts based on (lie b a t  available irdormation Dunng the 
fourth quarier of 3 i l )  I and the first m r l  semnd quarter5 o l  ? O O i  cert.iin limited production fnreca\ts \vert obtained from some of ihe  producers on the Jonah system related to future ehpnnsions 
of the rystem, and a \  a ICLUII, w e  mcreared our bert erlim.ile of tuture throughput on the $)"tern which resulted in e\ten\ions in the remaining lives ol the intangible assets Dunng the fourth 
quarter of X W  and the third quarter of 3005. certain limited c o d  bed methane prmliiciion forec.t\ts were obtained lrom some 01 the producer5 on  the Val Verde system whose contrac!~ are 
included in the intiingible iis3ets These forcciists indicated lower cool bed methane prndurtion estim~ite.  over the c ~ ) n t r ~ ~ c t  pcricilr, and as a result w e  decreased ow b e t  estimnte of future 
throughput o n  tlie 1'31 \ferde \yrtcm, I\ hicli re\ulted in incre.i,es to amorti7ntion expense on Ihe in t~ngib le  d~sets Furthcr revision\ to these estimates ma) occur ar  idditionnl produLtion 
informcition is mdde mai lab le  to ur 

contract period of 2 0 )  e m  The .imortization periods for our nthcr intangible asseLs, which include non compete and other agreement\, range from i ye.irs to 15 years The value of $8 7 
million assigned to our crude supply and lrnnrport.itrnn intangible customer contracts is being dmorti7ed on a unit of production basis (see Note 5 )  

r h e v a l u e  asrigncd to our excess in\cstmcnt in Centennial was created upon its formntion Appro\iniatcly X i 0  0 million is rclntcd to a contract and is being amortized on a unit-of- 
production basiz b.ired upon the \oIumeb trimrported under the contract compared to the gunrronteed total throughput of the contract over n I O  j edr l i l e  l h c  remilining $3 4 million is reloled lo 

a pipeline and is k i n g  amortized on ,I \tr.iight-linc h,isir m e r  the life of the pipeline, nliicli ir 35 yeara Thc balue assigned to our e\ce\s in\ertment in Sedwdy was crcitecl upon acquisition of 
our 50% ownership interest in L W r  We dre nmonizing the $21 1 million c\cess 1nv11stment in Seawa) on a straight-line basis 01 er d 39-year life related primarily to the IUe of the pipeline 

The valucg asrigncd to our fractionation agrecmcnt and other intangible arret5 <ire generally amortized on a rtraight-line haws Our fractionation agreement is being amortized over its 

F - I 6  
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December 3 1 (in Uiourands) 

32.967 

Nnle 4 liiterrst Rate Sw:ips 

inlerest rate swnp miitured in April 2lX)J \Ve designated this swap ngcement,  whicli hedged exposure to variiibility in  expected future cash n o w  iittributed to changes in interest rates, os a 
cash flow hedge The swap agreement was based nn a notional amount ol~I;ZSIJ li million Under the swap iigreemenl w e  paid a fised rate of interest of 6 955"b antl received a lloating rate 

biised on a Iliree-month U S Dolhr L IBOR rate Because tliis swap wiis designated as ii cash llow hedge. the changes in lair value. to the extent the swap was effective. were recognized in 
other comprehensive income until the hedged interest costs wcrc recognized in earnings Duniig th 

$2 9 million and $14 J millian, respectively, related to the dill>rence between the fixed rate iind the lloating rate 01 interest on  the interest rate swap 

tliis swap agreement as a lair value hedge l h e  swap agreement has a notional amount ol $7111 0 million and matures 111 January 7028 to match the principal nnd iiiaturity of the TE Products 
Senior Notes LJndcr the s\vap iigreement. 1% Products piys ii Ilooting rate of interest besed on  11 three-month U S Dollar I. IBOR rate, plus n spread. and receives ii iised rate of mtereiit of 
7 SI?,$ During the years ended December 3 1 ,  2005. ?OW and 2003. we re ized reductions in intcrest eqxnpenre d S 5  6 million. S9 6 million and 610 0 million, respectively, related to the 
dinercnce between the fixed rate and the floating rate of interest on the int rate swap During the years ended December 3 I .  2005. 2OO-I antl 2003, we measured tlie hedge effectiveness of 
this interest rote swap iind noted that no  gain or loss from incllectivmess ivns required 10 be recognized The liiir value of th is  interest riitc swap \vas a loss of approximately SO 9 million ut 

December 31, 2005. and a gain of iipprosimately 63 4 million at  December 31, 2OflJ 

During 2002. ive en!ered into interest rate swap agreements. designated as lair \'iiIue hsdgcs, to licdge our esposure to changes in the inir viilue of our fixed riite 7 1525% Senior Notes due 
201 2 The  swap agreements had a combined notional amount ai  W J O  I1 million and matured in 201 2 to match the principal and maturity of tho Scnior Notes Under the siviip agreements, w e  
paid a floating rate of interest based on a U S Dollar LmOR rate, plus a spreiid, and received il lixed rate of interest o f 7  6254, lhcse  swiip agreement; were Iii ier terminated in ZOO2 resulting 
in gains of 644 9 million ?he gains realized from the swap teminations have heen ilefrred CIS ad~ustmcnts to the carrying value oftlie Senior Notes and are being amortized using the effective 
interest method as reductions 10 future interest cspense over l l i e  remaining term of the Senior Notes At December .:I. 21105, the u n a m ~ r t i ~ e i l  balance of the deltrred gains was $32 4 million In 
the event of early extinguishment of the Senior Notes any remaining unamortized p i n s  would be recognized in ilic consolidiitcd sliitemcnl of incnme at the time of extinguishment 

During May 2OOS, w e  executed a treasury rate lock agreanent with ii notioiiiil amount of SZOO 11 million to Iierlge our exposure to increases in the treasury rate that was to be used to 
establish the fixed interesi mi(: for a debi ofiering ilia1 was proposed IO occur i n  the second qu~irter 01 2005 During June 2W5. ilie proposed debi offering was cancelled, and the treasury lock 
w a s  temiinatccl with a rcalized loss 01 $2  (I millinn l l ie  re~ilizecl lnss \vas rccorded iis a component nT iiitcrcst cspense in h e  consolidated statements of income iii June ?C105 

In July 2000. \ r e  entered i n t o  ;in intei~st rate swap agreement i o  hedge our cxposure to ~ ~ ~ c r c a s c s  in t he  lx-nchmark intercbt rate undcrlying our variable rate revolving credit facility Tlus 

n r s  ended Dcccmbcr 31. 2i:W and 2003. we recognized an increase in interest expense of 

In October 3001. TE Products Cnteretl into ;in interest rate swap agreement 11) hedge its cxposure to ch;inges i n  the lair value 0 1  its fiscd rate 7 5 1 %  Senior Notes due 202s We designated 

Note 5. Acquisitions, Dispositions :ind Discontinued Opcr'itienP 

Rntrclro Pipcliite 
In connection with our iicc~uisition of crudc oil nssch in 20110~ we acquired on opprostmete 23 5"" undividcd joint intcrest in  the Rancho Pipelinc. which \viis a crude oil pipeline system 

from West Iexas to tfousion, lesns In hiarch 2ili.13, the Rancho Pipelina ce;ised operations, iind szgmmts of the pipeline were sold to certain of the owners t h i i  previously held undivided 
interests in the pipeline We acquired 241 miles of the pipeline in exchange lor cash ol $5 5 million and our interesls in other ponions o f t h e  Rancho Pipeline \Ve sold 1 S5 miles of the segment 
w e  acquired to otlier cntities for cash and assets valued iit apprnximately 68 5 million Wc recortlcd a net gain 



ofS3 9 million on the transactions in tlie second quarter of ZCKi3 During the third quarter of 2ilO.l, we sold our remaining interest in tlie original Rancho Pipeline system for a net gain of $0 4 
million These gains are included in the gains on sa18s of assets in our consolidated statements oi ini:ome in the 20W period 

GencmA Pipchire 
On November I ,  2003, w e  purchased cnide supply and transportation .issets d o n g  the upper Te\ai GullCoa\t  fnr %! 1 n million from Genes!\ Crude Oil, 1. P mil Genesis Pipeline Texas, 

I P ('Genesis") The trnnsactton was lunded w i t h  proceed\ lrom our August ?iiili equity oilering (\ee Note 1 I) \Ve alloc,ited the purch.ise p r i w  net ol l iabilities .irrunied, primarily to 
property, plant and cquipmcnt and intangible assets 1 he a s x t s  acquired included appro\imatcl) 1511 miles 01 small diainctcr trunh I i n a ,  3 5  i l o ( i  barrels pi day a1 throughput and 12,000 
barrels per day ol lease marketing and supply business We h a w  integrated these .LS&S into our South Tc\.is pipeline >)atem, which hoc allowed us to consolid.itc gathering and mar1,eting 
asseb in key operating areas in n cost effwtivc manner and ivi11 provide luture grnwth opportunities Accordingly the results 01 t l ie acquisition are included in the ~oiisolid.ited financial 
statement? from November 1, 2003 

Total ns?ets 

T 

Net assets acquired 

21,691 

dfcrin Pipcline 
On Ivlarcli 31, 2005, we purchased crude oil pipeline assets lor 67 I inillion lrom BP Pipclines (North America) Inc ("BP") The assets include approximately 15s miles oipipeline, 

which extend from ivlexia. Texas, lo the f-louslon, rexas. area and two stalims in south Houston with c n ~ e c t i o n s  to ii B? pipeline that originates in soii:h Houston IVe funded the purchase 
through borrowings under our revolving credit facility We allocated the purcliase price to property. plant and ecluipmeni and we accounted for the acquisition 01 these assets under rhe 
purchase method 01 accounting Wc have intcgratcd thcsc iisscts into our South Texas pipclinc system, included in our Upstream Scgment, which will allow us to realize synergies within our 
existing asset base and ulill provide future growth opportunities 

Ciurlc Oil Stornge m i l  Tcrminnling .-Issets 

On April 1, 2005, we purchased crude oil storage and tdrminaling asseki in Cushing. Oklahoma, Iram Koch Supply Sr rrading, 1 P Ibr $35 -I million n i e  assets consist of eight storage 
tanks with 945,000 barrels oi  storage capacity, receipt 2nd delivery mnnifblds, interconnections to severill pipelines, crude nil inventory 2nd approximately 70 acrw ol land We funded the 
purchase tlirough borrowings under our revolving credit facility W e  nllocatcd tlie purchase price to property. plant iintl equipment and invcntoq,. and ive accounted for tlie acquisition ol these 
assets uncler tlie purchase method ofaccounting The storage iind terrniniiling assels complement nor existing inlinslniclure in (Zushing iind strengthen our gathering and marketing business in 

our Upstream Segment 

RcJirerl Products Tcrtninnl nml Trick Rnch 
O n  luly 12,2005, w e  purchased a refined products terminal and I N C ~  loading n c k  in Norlli L i t t le Rock, Ar1;ons:is. io r  $6 9 mill im from Essonklohil  Corporation The assets include 

three storage Links and a two-bay truck loading rack We funded the purchase lhrotigh borrowings under our revolving credit facility \Vu allocated the purchase price to property, plant and 

equipment and invcntory, and we accounted for the acquisition oithesc asscts under thc purchase method oi accounting 1 lic termin;il scn'cs thc centla1 Alkaiisas rclincd products market and 
complements our existing Downstream Segment infrastructure in North Litt le Rock, Arknnsns 

Gcnco ilssefs 
On luly 15, Z(rO5, we acquired lrnm r e u s  Gcncn. L1.C YGcnco") all of its interests in certain companies that  own a 9O-niilc pipeline system and 5 5 million barrels v i  storage capacity 

for $62 1 million We funded the purchase through borrowings under our revolving credit iiicility \Vc iillociitcd tlic purchase price to property plant and equipment. and w e  accounted for the 
acquisition of these  assets under the purchnse method iiiaccotinting The assets of the purchnsetl compiinies will lx integralcd into nur Uownstream Segment ori- 
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gin infrastructure in Tesas City and Baytown, Tesas As a result of this acquisition. we initiated the espansiiin of refined products origin capabilities in thc I-loustun and Tesas City, Tesas, 
areas She  integration and other system enhancements should be in swvicc by ihc iourth quarier 01 2006.a1 an estimated cost 01 $45 0 million The strategic location of these assets with 
refined products interconnections to major eschange terminals in the I-fnuston area, will provide signiftcnnt long-term value to our customers and our 1 esos Gulf Coost refining and lwistics 
system 

Piortew P h r  
On January 26,2006, w c  announccd tli cution of a letter o f in tmt  to sc11 our ownership intcrcst in the I'ionccr stlica gcl natural gas prcxxxsing plant Iocatc~I near Opal. \Vyoining, 

together with Jonah's rights to process natural gas originating from the Jonah and Pinedale f ields, luc:~ted in southwcst \Vywning to ;In oliili:lte of linterprise Prnducts Partncrs L, P 
("Enterprise") On March 31, 2006, we sold the Pioneer plant to an affiliate of Enterprise i n r  $58 0 million in cash l h e  Pioneer plant. incliidcd in our h~hdstre;m Scgmcnt, WIS not an inte 'pl  
part oiour  operations and naturvl gas processing is not a core business Ihe Pioneer plant was constructed as pan ofthe Phase Il l  espanston ol the Jonah system and was cnmpleted during the 
lirst quarter of 2004 We have no continuing involvement in the operations or resuIts of this  plant This trilnsaction wits reviewed and ilpprovcd by the Audit and Conllicts Committee of the 
board ofdirectors ofour  General Partner and of the general partner of Enterprise, and a fauness opinion W ~ S  rendered by an independent third-party 

Condensed statement$ ol income for the Pioneer plant. which i s  clahsified as discontinued operations lor the yean  ended December 31 211115 dnd 2004 are prcscnted below (in 

Total cnsls and expenses I Ii.3UJ 7.413 

Assetr of the discontinued operattons consisted ot the lollowing at  December 31, 2005 and 2W-l (in thowands) 
Drcei::bcr 31, 

2005 2004 

I 
Property plant and equipmcnt, net 

Nct cash flows from discontinued operations for the years coded December 3 I ,  2oc15 and 2004, are presented bclow (in thoussridsj 
Yr:ir.s Bndctl 
Drcciiibri 31, 

200s 2004 2003 -- 

Cash flows from discontinued lnverting a c t i v ~ t i ~  

0, 
Net cash flows used tn dipcontinued invcsting activitie\ - (7..Y)S) (1 3,Xl 0 )  

h 3,782 S (4,127) $ (13,810) 

1;-I9 



Note 6 Equity I i i \ ' r s t i i i e i i t s  

.Ihrough one oI our indirect wholly omncd subsidiaries, w e  own a 50:b ownership interest in Seaway The remaining 5114b inltrest is owned by ConocoPhillips \Ve opcrale the Seaway 

~ ~ S S ~ L F  Seaway owns a pipeline thal carries mostly imponzd crude oil from a marine terminal iit Freeport. Texas, to Cushing. Oklahoma. :id irom a marine termin:i/ a t  I esiis Cit]', Texas. to 
refineries in (he rexos  City and I-louston, Tcxas. iircas Thc Scarvay Crudc Pipeline Compuny Portnewhip Agrccmcnt prwidcs  for wrying  participation ratios throughout the l i f e  of Seiiwny 

%rom lune 2002 through May ?OtK, we receive 60°b 01-revenue and expense of Seaway Thereafter, w e  \vi11 receive 4(J'& of revenue and expense of Se;iw:iy During the years ended 
December 3 I ,  2005. 2004 and 21103, ive received distributions from S ~ i w a y  of $24 7 million, E .3  9 million and $22 7 million. respectively 

In August 2000, TE Producls cntcrcd into agreements ivitli Panhandle Eastern Pipeline Company ("PEPI. "). ii lormcr subsidiary ofCA4S Energy Corpnration. and Marathon Pelrolcuiii 
Company LL,C ("h4aratlion"j to form Centennial Centennial owns an interstate relined petroleum products pipeline extending from the upper 1 exis  Gulf Coast to cenlriil Illinois lh rough 
February 9, 2003, each participant owned a one-third interest in Centennial On February 10. 2103, TE Products and Marathon each :icquired ;in additional 16 7% interest in Centennial liom 
PE,I't, for $20 0 million each, increasing their ownership percentages in Centennial lo 50% each Duritig the year ended December -31. 211115. T E  PrnducLs did not make any additional 
investments in Centennial TE Products investat1 an additional XI 5 million and $24 0 million, respectively, in Centennial, in 10114 and 7liO.3. which IS included in the equity inves:ment balance 
at  December 31,2r?n. The 2003 amount includes the $20 0 million paid for !.he acqiiisition of the additional ownership interest in Centennial TE Products h;is not received m y  distributions 
irom Centennial since its formation 

On January I ,  2003, TE Products and L.ouis Dreyl'us Energy Services L P ("L.ouis Dreyfus") formed h,LontI3clvicu Storage Panncrs, I. P ("h,fI? Storagc"j iE, Products and Louis 
Dreyfus each own a 509'0 ownership interest in htl3 Storage h4B Storage owns storage capacity ;it the Mont Belvieu fractionntion mil storage complcs ;md ii short haul transpnrtation sliuttle 
system that ties Mont Beluicu, rems, to the upper Tesas Gulf Coast energy marketplace LID Storage is a service-oriented, fee-bascd \*enlure sening Uie liactinnntion. relining and 
petrochemical industrics with substantial capacity and flexibility for the transportation. terminaling and storage 01 NGL,s. ILPGs and refined proclucts MI3 Storage has no commodity trading 
activity TE Products operates the facilities Tor MD Sloroge Effective January 1, 2003, TE Products contributed properly and equipment \vith ii net book vnlue ol W7 I million to kID Storage 
Additionally, as of the contribution date, Louis Dreyius hod invested $6 1 million for expansion projects lbr h@ Storage Uint IE Products was requucd to reimburse i l t h c  original joint 
development and marketing agreement was terminated by eitber party This deferred liability was also contributed ;ind creditcrl to the capiiiil accnunt 01 L,ouis Dreylus in At03 Storage 

For theycar ended December 31, 2005, T E  Products received the first S I  7 million per quarter (or $6 78 million on  an annual b 
as defined in the operating agreement For the pear ended December j I ,  2004, TE ProducLs received the lirst % I  6 million per quarter 
income before depreciation expmse TE Products' share of lvID Storage's earnings is :iilJusted annually by Uie p:irtners ol bIB Storage Any amount o i  MI3 Storage's annual income before 
depreciation espense in excess o i  $6 7s million for 2005 and $7 15 miilion for 1004 was allocated eveniy between TE Products and Louis Dreylus D q ~ e c i a t i o n  cspense on assets eiicli party 
originally contributed to lviB Storage is allocated bctwecn T E  Products and Louis Drcyfus hosed o n  !.he net book v d u e  of the assets contributed Deprcciation cy~cnsc  on  (issets constnicted or 
zicquired by MB Storage subsequent to ibrmntion is allocated evenly between TE Products and Louis Dreyfus For the y a m  ended December 21. XJ05, 1(W and 2iiii3, 1 F  Products'sharmg 
ratio in the earnings of LVLD Storage was 64 ?Oh,  69 4% and 70 476. respectively During theyears ended Dzcemher 31. 2005 .  2 t G l  and 7Clil3. TI: Products received distributions a! $12 4 
million, SI U 3 million and P5 3 million, rcspcctivcly, froin MI3 Storage During the years ended December 31, 2005, 2t:lO-I and 20(l3, TE, Prnclucts contributed $5 6 milliim, $21 4 million and 
$2 5 million, respectively, to bD3 Storage The 2005 contribution includes a combination of non-cash asset translcrs 01 $1 4 million and cash contributions nl &I 2 million The 2004 
contribiition includes SI 6 5 million for Lhe acquisition of storage and pipeline assets in April 2004 The remaining contrihulions have been fnr c;ipilal espcnditures 

of bIB Storage's inconie belore depreciation expense, 

57 I5 million on an annual basis) of liiB Stucigek 

We use the equity method of accounting to account lor our investments in Seaway, Centennial and MB Storage Summarized combined 1in:incial inlhrmation for Se;iway. Cenrcnnral and 
MB Storage Cor the years ended Dccember 31, X I 5  and 2004, is presented below (in thousands): 

Y m r s  Eiiilrd 
1)ccctiiber 31, 

zoo5 200.1 

R 
Net income 53.613 52,059 
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Summariied combined balance \heel inform.ition for Seaway, Centennid dnd h B  Storage as ofDecember 3 1, 2(05 and 2004, IS prc~ennted below (in thousands) 
Deccnibet 31, 

2005 2004 

Currcnt assots 

Noncurrent a s  L 

Currcnt I t ab i l i t t e  

Partners' capital 494,426 490,867 

Note 7 Rclntecl P:irty Tr:iiisactioitr 

RI'CO niid hlrtlintcs arid Duhc Energy. DEIrS and Arlilialrs 
The Partnership docs not have any cmployces \Ve arc managed by the Company, which, for all periods prior to February 23,2005, was an d i r e c t  wholly owned subsidiary of DEFS 

According In the Pannership Agreemenl, the Company was entitled to reimbursement of all direct and indirecl expenses related to our business aclivitics A s  a result ofthe chanec in ownership 

nl the General Partner on February 24, 200.5. all of our managcrnenl, admiriislrative and operating functions ore performed hy employees of EPCC). pursuant to an administrative services 
sgreemcnt We reimburse EPCD for the costs of its employees who perform operating functions for us and for costs relaled to its other manngernent snd ndmini:;kntive employees (see Note I)  

The following table summarizes the related party trans;ictions with EPCO and arrtliates and DBFS and affiliates for tlie periods indicstcd (in millions). 
Ycat s Ended Dccrinbcr 31, 

2005 2004 2003 

evenuts rom 
__ s Transponalion-NGL riZ) s 7 4  s - 

Purchire\  of nekoleom n r o d u ~ t s - T C d ~ ~ )  IJI i 1 1 0 7  

Includes revenues from NGL trmsportntion on the Chaparral and Panola NGL pipelines 

Includes reveniies from LPG Lramportotion on the Ti! Products pipeline 

Includes other operating revenues on  TE Froducts 

Substantially all of iliese cosls werc rclated to payroll. payroll related expenses and administrative expenses incurred in mmiging  us and our subsidiaries 

Includes r C o  purchases of cnndcnszite and espenses related to LSl's use of an alliliatc of EPCO its a transporter 

Olxratinr revrnucs earned and expenses incurrcd from activities with DEFS and its affiliates are c o n s i d e d  rclatcd parly transactions for all periods through Fchruary 2 3 ,  2110.5, as a 
result ofihe ch:inge in ownership o f t h e  Genernl Partner (see Note 1) 
Includes LSI soles of lubrication oils pndspccinhy chemicals and Jonnh NGL snles in conncctionJvith Jonah's Pionecr proczssing plimt opcrntions ivhich was cqpiructed during the 
Phase 111 expensinn and beenn oiiemting in 20W Amounts related to the Pioneer plant :ire classified as  discontinued oper;ilions in the consolidntrtl stiitements 01 income 
includes revenues from NGL. transportation on tlic Chnpirral, Panoli~ Dean and Wilcox NGL. pipelines 

Includes gas g;ithering revenues on the Jonah system 

Fifective h,Iay 2001 we entered into an a reement with an affiliate of DEFS to commit lo it %ole utili7;ition of our Providence, Rhode 1sl;lnd. terminal \Ye operate the terminal and 
provide propine loahing services tn an a l f l i i i tc  of DEFS W e  recognized revenue liom an anil iate ofDEFS pursuant to this agreement 
I n c h &  h~ct iona t ion  revenues and other revenues EU'ective with the purchase of the fractionation facilities on March 3 1, 
I'ractionation Aerecinent, under which TEPPCO Colorado rcccives a variable fee for all fractionated volumes dciivcrcd to 
revenues on  TfX'roducts and processing and other revenues on the Jonah system Amounts related to the Pioneer plant are 
stiltcmcnts ol income 

CO Colorado and DEI'S qntered into a 20-p1.r 
r operatinr: revenues also include otlicr opwattng 
discontin'ucd operations in the consolidated 
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(1)) 

(1.4) 

Includes opemtins costs and qspens.es relate? to DEFS miinaging iind operating die Jonah and Val Verde systems iind Uie Chiipiirral NGL pipeline on our hchnlj,under a contractual 
agreement established at the time ol acquisition ofeach asset In connection with tlic cliange in ownership of our General Partner, we have assumed these activities 
Effcclivc with the purcliase of the fractionatmn iicilities on A~Jorch 3 I. 1998, TEPPCO Colorado ilnd DEFS enlered into an Operation and Mainteqance qgrecment, whereby DEFS zgys and maintains die fractionation facilities lor TEPPCO Colorado For these ~ervices.  TEPPCO Colorado pays DEFS a set volumetric rate for a11 fractionated volumes deliveritd to 

lncludcs TCO purchases of condensate 

Includes Jonah purchases of natural gas in connection with Jonah's Pioneer processing plant operations 

At December 3 I ,  3005, we had a receivable lrom EPCO and oflihares of $4 3 milllon related to sales ;and transportation services provided to EPCO and alTiliates At December 3 1, 3005, 

At December 31, 2OW. v . ~  had a receivable from DE,FS and afliliates of$IO 5 million related to %des and transportation Sewices provided to DEFS and affiliates Included in this 

( 1 5 )  

( l ~ j  

we h i d  a payable to EPCO and alTiliates of $9 S million related to direct payroll, payroll relalcd costs and other operational related charges 

receivable balance from DEFS ond i i f f i l i i i tes ;it Deccmbcr 3 I. 300-1, is ii giis imbalance receivnble of $0 9 million At Dcccmhcr 31, 2004, we had a payahle to DE.FS and nffilintm of $32 4 
million related to direct payroll, payroll related costs, management fees. and other operational re1:ited charges, including those for Jonah, Chaparral and Val Vcrde :is described above Included 
I "  y e  at December 31.Zcx)J. is a m s  imbalance payable to DEFS and aflilistes of $5 2 million . .  

From February 24, 7005 Ihrougli Dccenihcr 3 I ,  2IJ05. (lie majority of our insurance covcrage, incluchng property, liability, business intenuption, auto and directors and onicers' liability 
insurance, w a s  obtained through EPCO From February 24. 2005 tlirough December -31, 2005, we incurred insurance expense related to premiums charged by EI'CO of $9 S million At 
December 31. 2005, w e  had insurance reimbursenlent receivables due from EPCO of $1 3 million 

nlrough Februtity 2.3. 20O5, we contriicted with Bison Insurance Company L imited ("Bison"), a wholly owned subsidiary of Duke Energy. fix a majority of our insurance coverage. 
including property, liiibility. auto and directors iind officers' lrnbility insurance Throush February 33, 2005 and for the  years cndcd Dccembcr 31, 20114 and 1003, we incurred insurance 
espense related to premiums paid to Bison of $1 2 million, $6 5 million and $5 9 million, respectively At December 3 I ,  2004, w e  had insurance reimbursement receivables due from Bison of 
$5 2 million 

On April 2. 2003, w e  sold in an undcrwrittcii public otterinp 3 9 million Units a t  $30 35 per Unit Tlie proceeds irom tlic offering, net of underwriting discount. totaled approximately 
$1 14 5 million, ol which oplirosimately $1 I 3  S million \vas used to repurchase and retiri. a11 of the 3 9 million previously outstanding Class B Units held by DE.I?CO (see Note 1 1 )  

Sennvq! 
We own n 5Ci4; ownership interest in Scmvny, and the rcmaining interest is owned by ConocoPhillips (see Note 6) We opernte the Seaway assets Dunng tlic years ended 

December 3 1, 21105, 200-1 and 2003, we billed Seaway SS 5 million, $7 6 million and E7 4 million, respectively, for direct payroll and payroll related expenses for operating Seaway 
Additionally. for each 01 die years ended December 31, 2005, 2004 and 2WJ3, ~ v e  billed Seaway $2 1 million for indirect management fees for operating Seaway Ai December 31. 2005 and 
2004. we had payable balanccs to Seoway ul SCI 6 million snd SO 5 million, rcspeclively, for advances Seaway paid to us as operator for operating costs, including peyroll and related expenses 
iind management fees 

Ccnrctlti in1 
TE Products has a 5 0 9 6  ownership interest in Centennial (see Note 6) 1 E Products has entered into a management agreement with Ccntcnnial to operate Centennial's terminal at Crenl 

Springs. Illinois, and pipeline connection in Beaumont, Tesas For each of the years ended December 31, 2005,2004 and 2003, we recognized management fees of $0 2 million from 
Centennial, and actual operating expenses billed to Centennial mere $3 1 million, % 9 million ond $4 4 million. respectively 

IF. Products also has a joint tariff widi Centennial to cleliver products at  I E  Products' locations using Ceiitcnnial's pipeline as part of the delivery mule lo connecting carriers TE 
Products. as the delivering pipeline, invoices the shippers for the entire de l i ve ry  rate, records only tho net rate attributable to it a s  trnnsporlation revenues and records a liability for die amounts 
due to Centcnnial Tor its share of the tariii In addition, TE Products performs ongoing construction services for Centennial and bills Centennial for labor and other costs lo perform the 
construclion At December 31, ZIK1.S and 21104 we had net payable balances of $1 4 mlllion and $1 7 million. respectively. io Centennial for its sliiire of thljoinl  Iilrifldeliveries and other 
operational related chnrgcs, partially ofiSct by the reimbursement due to us for construction services providcd to Centennial 

ended December 3 I .  7005, 3i:lW and 2003. TE PrnducLs incurred $5 I) million. $5 3 million and $5 S million, respectively. 01 rental charges related to the lease of pipeline capacity on 
Centennial 

In January 2 0 3 .  TE Products entered inlo a pipeline capacity lease agreement wifh Centennial for il period of five years !hat contains a minimum throughput rcquircment For !he years 
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dfB Stornge 
Eflective 1anu;iry I. 2005, TE Proilucts entered into agreements with Louis D r q f u s  to l o r n  h4B Storage (sec Note G j  TE Prodiicts operates the iacilities for  Mu Storage TE Products 

and IvIB Storage have entered into a pipeline ctipacity lease agrecmcnt, and for each ot the years ended December 31. 2005, 2004 and ?1)03. TE Products ricognizzd $0 1 million in rental 
revenue related to this lcnsc agreement B r i n g  die years ended December .<I, X O S ,  2004 and 21103, TE Products iilso billcd h.IB Stnmgc $3 6 million, $3 2 million and K? 5 million, 
respectively. for direct payroll and payroll related espenses for operating h,IB Storage At December 31, 2005 and ZOW, TE Products had net receivable balances from Iv113 Storage of $0 9 
million and $1 3 million. respectively. for operating costs. ~ncluding payroll and related expenses for operating IvlB Storage 

Note 8 lnr'enteries 
Inventories are valued ;it the Io\ver OS cost (has& on weighted average cost method) or market The costs oi inventories did not exceed market values at  December 3 I ,  2005 and 2004 Re 

major components of inventories were as ~ o l l o w s  (in thousantlsj 

Deccinbci 31, 

?OU3 UUJ 
~ 

Relined product5 

L ubrication oil 

Other 211 29 

rot111 9,069 1 

Nnte 9 I'ropcrty, Plaiit :lad Hquipiiiciit 

h4ajor catcgorrcs ofproperty, plant and equipment lor thc years ended December 3 1. 2005 and Xl0.1, were as follows (in thousands) 
Ihxeniber  31, 

L inc pipe and fittings 1,434,392 1,344,193 

Storag 

Depreciation expense, including impairment charges, on properly, plant and equipment \vas $SO S million, $SO 7 million and $64 S million for theyears ended December 51, 2005, 2004 

In September 2005. our Todhuntcr facility. near Ivliddletown. Ohio. experienced a propane release and i ire at a dehydration unit within the storage facility The facility is included in our 
and 2003. respectively During the fourlh quarter oi 2004. ive wrote off approsimately $2 I million in assets taken out of service to deprecintion expense 

Downstream Segment The dehydration unit was destroyed due to the propane releiise and lire. and as a r s u l t ,  w e  wrote offthe remaining book vnlue o f t h e  asset of $0 S million to 
depreci.it~on and amortization espense during the third quartw of2005 

We evaluate impairment of long-lived assets in accordance with SFAS No 144, , ~ I C C O I ~ I ~ ~ I ~ I ~  for rlrc Iiirpaiiarciir or Dispo.solo/~L oii~-L.ii~ed,.~s,~c~~ During the third quarter of 2005. our 
Lipstreurn Se-pent was notified by n connecting corricr that thc llow of its pipeline system would be  reversed, which would directly impact the vinbility of one of our pipeline yslcms This 
system, located in East Tesas, consists of approximately 45 miles o i  pipeline. six tanks 01 viirious sizes ;ind other equipment and asset costs As a result of changes to the connecting carrier, w e  
performed an impairment lest of the system and recorded a $1 8 million non-cash impairmcnl charge 
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included in depreciation and amortization e s p n s e  in our consolidated statements 01 income, lor the esccss carrying value over the estimated lair value 01 the system 

miles o i  pipelin-. tiinks and otlicr equipment and asset costs The usage 01 the system has declined in recent months as n result of shifting crude oil production into a r e a  not supported by the 
system, and tis such, i t  has become more ccnnomical to trimsport barrels by truck to our othcr pipeline systems As a result, we pcrformed an impairment lest on thc system and recorded a $0 6 
million non-cash impairment charge, included in depreciation and amortization espense in our consolidated statements of income, for the escess carrying value over the estimated fair value o i  
the system 

lour storage tanks and various segmcnls 01 connecting pipelines and is included in our Downstream Segment The evnluation indicated that the docks and other assets at the facility needed 
estensivc work to continue 10 be commerckilly operational As n result, ive perlbrmed an impairment test on the entire marine facility and recorded a $4 J million non-cash impairment charge, 
included in depreciation and iimort17jtion espznse in our consolidated statements ol income. for tlic excess carrying value over the estimated Lair value oithe facility 

During the third quarter of 7005. we completeil an evaluation 01 a crude oil system included in our Upstream Segment The system, located in Oklahoma, consists 01 approximately s i s  

During the third quarter 01 20W, we complctcll a n  eviiluation of our marine tcrmiiial facility in thc Beaumont, Tesas, area 1 lic iacility consists primdrily of a barge dock, a ship d o c k  

Note 10. Debt 

Scnioi' Notes. On January 27. 1998. 'E Products completed the issuiince ofs l  fit10 million principii amount 016 45% Senior Notes due LUiJ8. and bLIU 1) mltlion pnncipit  amouill u i  
7 5156 Senior Notes due  2028 (collectively tlic "TI3 Products Senior Notcs") The 6 45% TE Products Senior Notes were issued a t  a discount 01 $0 3 million and are being accrztcd to their face 
\,slue nvcr the term 01 Uie notes 1-he 6 44% TE Products Senior Notes due 2008 are not subject to redemption prior to Jnnuary 15,  2008 The 7 5 1% TE PrnducLs Senior Notes due 2028, issued 
at par. may he redeemed at .my time after January 15, 2008, at the option of TE Products, in wlinle or in part. at our eleclion at  t l ie following redemption prices (expressed in percentages ofthe 
principal UIiQUnl) i f  redecmcd during tlie twcIvc months beginning 1;inuary 15 of ltic y&irs indiciitcd 

Redeinptioii Rechiption 

Yc:ir Price PI ice 

2111 1 102 629O0 ZO16 100 751% 
1012 102 253'0 2.017 

and therenfler at  100% of the principal amount. togetlief in each case with accrued interest iil the redemption date 
The 1 E  Products Senior Notes do not have sinking fund rcquirements Intercst on the E Products Senior Notes is payable semiannually in arrears on January 15 and July 15 of each ycar 

Ihc E Products Senior Notes are unsecured obligations of TE Products and rank /pari passu with all other unsecured and unsubordinated indebtedness oi TE Products The indcnhre governing 
the Ti: Products Senior Notes contains covenants, including, but not limited In. covenants limiting the creation of liens securing indebtedness and sale and leaseback iransactions I-lowever. the 
intlcnturc docs not limit our ability to incur additional indcbtcdncss As oi December 31. 3Oi15, E Products ivas in compliance with tlie covenants of thc TE Products Senior Notes 

On February 20, 2IKI2, wc completed the issuance of $Soi l  0 million principal iimuunt nl 7 6259; Senior Notes due 201 2. The 7 625% Senior Notes were issued a t  t i  discount of $2  2 
million and are being accreted to their face value over the term of the notes 1 he Senior Notes may be redeemed at  any time at our option with the payment of accrued interest and a make- 
whole premium determined by discounting remaining interest and principal payments using n discount rate equal to the rate of the United States Treasury securities of comparable rzmaining 
maturity plus 35 basis points 1 he indenturcgoverning our 7 6259b Senior Notes contains covenants. including. but not limited to, covenants limiting the crcation of liens securing indcbtcdncss 
ond sale and 1e;iseback transactions I-Iowcvcr, the indenture does not limit our ability to mcur additional indebtedness As 01 December 31, 2005, w e  were in compliance with the covenants of 
these Senior Notes 

On January 30. 20113, we completed Uic issuance ol S200  0 million priricipnl amount 01 6 124% Scnior Notes due 2013 The 6 125% Senior Notes werc issucd at n discount of $1 4 
million and are being uccreted to their face value over the term 01 the notes The Senior Notes may be redeemed at  any time at  our option with the payment of accrued intercst and a moke- 
whole premium determined by discounting remaining inlercst and principal payments using a discount rate equal to the rate of the United States Treasury securities of comparable remaining 
maturity plus 35 basis poinls The indenture governing our 6 I2545 Senior Notes contains covenants, including. but 
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not limited to, cmeiiants limiting the creation of liens securing indebtedness and sale and IeasebacL transactions However, the indenture does not limit our ability to incur additional 
in r l~ l~ tedness  As of Decembcr 31 200cI we were in complianre with the covenants of these Senior Notes 

The lollowing t.ible surnmnrizes the estimated fhirvahm ol the Senior Notes as 01 December 31, 70115 m d  200-1 [in millions) 
P:iir V ~ l u e  

PJCC Deccnibei 31, 
\'.ilue 1005 2004 

7 G 7 5 n ~  Senior Notes 
6 125nnSeniorNot  
7 'il O o  E Products Senior Notes due 1anu.iry 202S z i n o  224 1 2 2 5  6 

\\e Iiave entered into inrcrert rate swap agrecmciits to hedge nur exposure to clinnges in the lair  value on a portion of the Senlor N o t a  discussed above (aer: Note 4) 

12c-\. On Atml6,2001. IVC entered into a XSi'In 0 million revolving credit facility including the i s~uance  ot letters of credit of up to $20 0 million ("Three Year 
F.iciiity") The interest rate w a s  based. at  our option, on either Ihe lender's base rate plus a spread, or 1 BOR plus a spread in effect at the time ol the borrowings The  credit agreement for the 
I hrcc Year F,icility contained certain r e s ~ i c t i v e  finanrial covenant ratios During the fir51 qu,irler of 2003 we repaid % I S 2  0 million of Ihe outstandmg balance of the Three Year Facility wilh 

proceeds lrom the i s ~ u m c e  of our 6 1 2 c I 0 o  Senior Notes on Sanuary 30. 2003 On rune 27, 2003 ive repaid tho outstmding b,ilance undcr the Three Y e a  F~ici l i ty with borrowings undcr a new 
 redi it I ac i l i t >  and cmce led  the Three Year Fucility 

O n  June 2 I 21103, we entered into .I $550 0 million unsecured revolving credit I.iciliiy rvilh a three ye.ir term, including tlie issuance of letters of credit of up to $20 0 million ("Revolving 
Credit F,iciIity") Ihe interest rate is based. at  our  option, on either tlie lender's base rate plus a spread. or I IBOR plus a spread in eflcct at the time 01 the borrowings The credit agreement for 
tlie l i rxdvmg Crcrlit racilit) conloins ccrlain restrictive financial covenant ratios Res tnc tnc  covcnents in the Rcvolving Credit Facility limit our ability io, among otlier things, incur 
.iddi~ion.il indcbtednes\, m a l e  distribution\ in e x c e ~ s  of Avail,ible Cash (see Note I 1 ) and complele mergers acquiritions .ind m ale‘, of as%t'; We borrowed $763 0 miillon under the Revolving 
Credit F,icili~) .in11 repaid h e  ouistnnding balance of the Three Year Farility O n  October 21 200-1 w e  amended our Revolving Credit Fdcility to ( I )  inrrease the tdcility size to %00 0 million, 

(111 e\tend thc tcrm to October 21, 7009, ( i n )  remove certain rairictivc covenmts, (iv) iricreasc the available amount for the issuarice of letless of credit up to $100 0 million and (v) decrease 
t he  LIBOR rate ,prcnd chsrged nt the time 01 each borroti ing On February 23. 7CIO5, w e  amended our Revolving Credit Facility to remove the requirement thiit DEFS must ut n l l  times own, 
clirectly o r  indirectly I 0 O o u  of our General Partner, to allow for 1 f S  acqi~isiiion by DFI (see Note I )  During the second quarler of 2005. we used a portion o f t h e  proceeds from the equity 
otlering in May X I 0 5  to repay a portion of the Revolving Credit Facility (bee Note 11) On Dccemlxr 13, 2005, we a g m  amended our Revolving Credit FaciliQ as iollows . Totd bml, commitments increased from $600 0 million to $100 0 million 1 lie ,imendrnent lilso provided that the commitments under the credit facility may b e  incraased up to a 

rn.i\imuni of SS50 0 million upon our requat ,  sub~lect lo lender approval .ind the satistaction 01 cerlain other conditions 
The faci l i ty lee and the borrowing rate currently in enect were reduced by 0 275% 
Ilie maturity date of tliz credit fucilit) n a b  e\tendcd from October 21, 2009, to December I i, 2ill0 Also under the terms o f t h e  omendmen< w e  may request up  to tun, one-year 
exten .ion\ oSthe m.iturity date These e\lensions, if requested, wil l  become eITective \ublrct to lenilcr approval and rutisSaction orcertain other condition.; 

The .imcndment &o removed LIie SI00 0 million limit on [lie total amount of standhy letters 01 credil that  can be outstanding under the credit lacility 
On December i I  2(11J5. 6 4 5  9 million was i~utrtanding under the Revolving Credit Facil iw at n weighted average interest rate of 4 9% At December 31 20IJ5 we were in compliance 

* 

. 

\\ ith the covenants ot this credit agreement 
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nie lollowing t,ihle w r n m a r i ~ e s  the principal amounts ouLAanding under all d o u r  credit lacilities as oiDecembcr 31, 20115 nnd 2110 I (in thousands) 
Deceinbei 31. 

2005 - 2004 

40 037 

L.eller of Credit At Ucccmher 31, ZOtl5, we had an  $1 1 5 million stnndhy letter of credit i n  connection with crude oil purch:aes i n  Uie lourlli quarter 01 2005 rhis amount will be paid 
during thc lirst quartel 01 ?iiO6 

N o h  11 1'arbiei.s' C:tpi(;il a n d  IXstvibulioiis 
Equity orrerinps 

O n  .April 2,  .2(103. tvc sold in  an uiidcrivriItcn public otfL.rin!: 3 3 mililon Units a! %3L135 pcr Unit Ilic pr~icccda iroin the ofierui& nct of undcrwriling discount. totaled npproximatcly 
$1 1.1 5 million. of which approximately $1 15 S million was used to repurchase m d  retirz all of the 3 9 million previously outstanding Class B Unilr; held hy DEITCO We received 
approximately St, 7 million in proceeds from Uie oflcring in excess ofthe amount needed to repurchase and retire the Class I3 Units 

$166 ( 1  million On :\ugust 19, 2003, 16?,91:iO Units were sold upon exercise of the undenvritcrs' over-nllotmenl option granted in connection with the offcring on  August 7, 2002 Proceeds 
from the over-nllotmcni siile, net ofundenvriting discount, totnled XI. J millian Apliroximately $5.3 0 million ofthe proceeds were used to repay inrlebtedncss under our revolving credit faci l i ty  

and S ? I  0 million was  tisctl to iund the iici]uisition o i the  Gcn 

O n  August 7, 20113. w e  sold in ;in undenvritten public ofSering 5 0 million Units tit $34 OS per Unit The procecds from rlie onering, net of underwriting discount, totaled approximately 

i s s m  (see Note 5 )  The remaining amount w a s  used primnrily to fund revenue-generating and system upgrade capital 

public offering 6 1 million Units nt $41 75 per Unit The proceeds Srom tho offering, net of underwriting discount, totaled approximately 
$ Z 4  5 million O n  lune X, 20115. 865,OIYJ Units were sold upon exercise of Lhc undenvritcrs' over-allolment option granted in connection with l l ie offering on May 5, 2005 Proceeds irom the 
nver-;illotment sale. net ol undenvriting discount. toinled $34 7 millioii The procecds were used to reduce indebtedness under our Revolvins Credit Facility, to fund revenue generating and 
system upgrade capits1 expenditures and for general pirinership purposes 

Qu:irtrvly Disttibiitions 0 1  Av:iil:ible Cash 

the Gencral Panner iii its sole discretion Pursuant to the Pafinership Agreement, the General I'ortner receives incremental incentive cash distributions when unitholders' cash distributions 
escced certain tnrgct Uiresholds as iol lows 

\Vc make quarterly ciisli distributions of a11 0 1  our Available Cash. gcncrally defined os consolidated cash receipts less consolidated cash disbursemcnls and cash rcscwes established hy 

Grnclnl 

Unitliolders Pnrlncr 

Second larget-$\I 376 per Unit up to %I 7500 
Over Second T.ueet-C.ish distributions 
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nie lollowing table rellects the allocntion oi  total distributions paid during tlie yea& ended December 3 I, 2005, 2tWl and 2003 ( m  Iliousand\, c ~ e p !  per Unit amounts) 
Yriir\  Eiitled Drceinber 31. 

2003 200.4 2003 

I,imitcd Partiicr I Jn i t  
General Partner Ov,ner 
Gcnernl Partnrr lnrcnli\b 

Tot.11 P 
C l m  I3 u 

1 otdl Cash Diatributinna Paid E ? j l , i o i  E 233.057 E 2112.496 

Totnl Cash Di\tiibution~ Piiid Per Unit 268 X 

On February 7, 211116. w e  paid a cash distribution ufS0 675 per Unit lor tlic quarter ended December 3!, 2ilo5 Ihe  iourth quarter 2005 cash distribution lot;i!ed S66 9 million 

Genrr;il l'iirti~i~i Iiitricst 
As 01 I h e m h e r  ; I .  201:15 and 20114. wc hiid dclicit balances 01 E61 5 million and $35 9 million, respectively. in our General Partner's equity account I liese negative balances do not 

represent an asset to us and dn not represent an i)bligntion o f t h e  General Partncr to contribute cash (nr othcr property to us The General Partner's equity account generally consists of i ts  

cumuIotive share 01 our net income less cash distributions made to i t  plus caliitiil contributions that i t  Iias made to us (see our Consolidated Statements of Partners' Capital l i i r  ii detail of the 
General Partner's equity account) Fnr the years cnded Decembcr 31. 20fJ5, 3004 ond ?CKi3, the General F a r i n a  was allocated $47 6 million (representing 79 27?6), $40 iJ niillion (representing 
2s 8.(?0) and $33 7 million (representing 27 65?;). respectively, ol our net income and received $73 2 million, 566 9 million and $54 7 million, respectively, in cash distributions 

Agreement incnqlorate principles cstiiblishcd for U S federal income tax purposes and are not comparable to the equity accounts reflected undcr accounting principles Scnerally acccptcd in tlic 
United State:; in our finiincial shtements Under our Partnership Agreement. the General Piirlner is required to make iidditional cnpitol contributions to us upon the issuance of tiny additionol 
Units ifnecessiiq to maintain a Ciipital Account balance equal to I 99999995 ofthe total C:ipit;iI Accounts orall partners At Dwccmkr 31. ?I105 iind 20il4, the Generiil Partner's Capitiil 

Account bolance substantially exceeded th is requiremenl 
Nut income is allocated between the General Partner and the limited partners in thc saiiic proportion as aggregate cadi distributions macle to tlic General Partner and tlic limitcd partners 

during the Ixriod l h i s  is generally coiisistent with the manner o l  dlncating net income under our Parhership Agreement Net income determined under our Partnership Agreement, however, 
incorporates principles established fnr U S lederai income tax purposes and is not conipnr:ible 10 net incnme reflected under accounting principles generally accepted in the United Slates in our 
Iinancial statements 

consolid;itcrl cad i  receiph less consolidated cash disbursements and cash reserves est:iblished by t l ie  General Partner in its sole discretion Cash distributions in exce.s of net income allocations 
iind capital contributions during tlie yean ended December 31, ?iJO5 iind 7004, resulted in :I deficit in the General Partner's equity account at  December 31.  2005 and  X i J 4  Future cash 
distributinns tha t  exceed net income w i l l  result in an increase in the r lcl ici t  balance in tlic Geneml Pdrtner's equity account 

def inud under our Parfnership Agreement. are mainlnined iur our Gencrol Parlner and our !imiterl partners 1 he Capllal Account provisions o i  our Partnership 

Ciish distributions that we make during a period miiy esceed our net income fin the period \Ve make quarterly cash distributions of a11 o i  our Available Cash, generally delincd as 

According to the P;irtncrship Agreement. in the event of our dissolution. oiler satisfying our linbilities. our remaining assets would be divided : immg our limited partners and the General 
Partner generally in the same proportion :is Available Cash but calculiited on  a ciimuliitive basis over the l i f e  of the Partnership If a deficit balance still remains in Uie General Partner's equity 
account after all allmatinns arc mndc between thc partners. !he Gciicral Partner wnuld not he rcquired to rniihe whole any such deficit 

Noie 12 CuiiceiilI:~iiuiis al-Crrcli t  Risk 
Our primary market arcas arc lociitetl in the 1'iorthe;ist. lvliilwest and Soutliwest regmiis of the United Stiltes We liiivc a concentralion ol trade receivable baliinces due from major 

intqyated oil companies. indc~xndcnt oil companies and othcr pipelines and wholesalers Ihesc c~nccntrations ol'customcrs may ailect our overall credit risk in that the customers may be 
similarly iiiTectetl by chinges 
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in monomic, regulatory or other iactors \Ve thoroughly analyze our customers' historical and iuture credit positions prior to extending credit We manage our esposure to credit risk through 
credit analysis, credit ;ipprov;iis. credit limits and monitoring procedures, and for certain tr;insiictions may utilize letters 01 credit, prepayments and guarantees 

customer iiccounted Tor 11190 or niorc 01 our totnl consolidoted revenues ior the years ended December 3 I, I(ili5, XI04 and 7003 

:ipproximatcs their lair value due to their shon-tern nature 

For each of tlie years ended December 3 I .  7MI5, 2004 ant1 21103, Valero Energy Corp ;iccountecl Jbr iJ?b. 169% and 1696 of our total consolidated revenues, respectively No other single 

The carlying amount of cash and  c:ish equivalents, accounts receivable. inventories. other current ass ccounts payable and  accrued liabilities, oUier current l iabilities and denvatives 

Note 13 Unit B.i\rcl Coiiipciis.ition 
1994 IAlilg 1 el 111 Illcellti\ e Pl.111 

During 1991, the Compan) adoptcd the Ic\as Ea5tem Products Pipeline Compnn) 1994 I ong Term Incentive Pl,m ("I994 I 1 IF") The 1994 I TIP provides certain Ley emplo)ees w t h  
iin lncenti\e oi\.ird vhcreb) a piirii~ili.iiit 15 granted nn option to purchaia Units llicie idme employee5 ore olio grnnted n ~tipulntetl number ofPcrformancc Unit?, the cnsh \olue of which mny 
be used to pay for the ewrcise of the reqxct i i  e Unil option\ .iwarded Under lhe pro! i5ions of the I994 LTD', no more than one m!ll!on options and two million Performance Units may be 
granted 

When our calcndar )cor earnings per unit (c\cIusivc of certain ~pccial items) e\ccedh a stated thre\hoid each lpnrticipant rcceivc5 a credit to their respective Pcrformancc Unit account 
equal to the earnings per unit cues', multiplied b) the number 01 PcriormanLe Unit? awarded I h e  b.ilnncc in 1110 Perlormance Unit account m.iy be used to olfsel the cost 01 e\ercisins Unit  
options grmted  in connectinn with the Performance Unit\ o r  m q  be rviUidr.iwn two tears  altsr  the underlying o p t l i m b  e\pire, IISIL?II)~ I O  year5 l?om the d.ite o f  grant A n y  unused balance 
prcviously credited 15 forfcitetl uiwn tcrmination \Vu xcruc: cornpensouon e-qxnsc lor tlie I'criorm,incc U n i h  ,i\\.ircIccl annuall) habed upon the terms 01 the plan iliscusscd d b v e  

?lJI15, .ill options l ine been fully ewrcised I he  Performance Unit dccount hdb a minimal liability bnl.ince s ~ h t c h  ma) he  withdraum by h e  participants alter December :I, ?OM 
Under the sgreement lor such Unit optiom, the options bc ioma e\ercisable in equal installmenti o\ er periods of one, tlco and three years lrom the dnte of the grant At December ?I, 

A wmmnry n l  Unit oplions granted under the term\ 01 Uie 19W LTIP I \  p rocnt rd  helow 
optloll\ Option\ 

Outitonding at DeccmbLr :I ?i?il; __ __ 

\\[e have not granted option\ for m y  periods Ipresenterl During the 1 ear ended Lkcember 21 2(1(13 ,111 remaining outstanding Unit options were e\ercised For option$ previously 
outrtantling we foilowed  he intrinsic value method lor recognizing slock-bared compensation eyisnse The ewrcise price of a l l  options awarded under the 199J LTIP equalled the market 
price of our Units on die dntc 01 grant Accordingly, w e  recognized n o  compensation u\pcnsc ,it the d.itc nl grmt  1 I d  compenwtion expense been dctcrmlncd conbistent with SFAS No 123. 
.Iccoir~liiil~ for .Sio~I-R~~,edConi~~eio~riroii no compenaation eqxxse ~ynuld h.ire h e n  recognited lor the 1 ears sndad December :I 7005, XI04 and 2 0 0 i  

1999 aiid 2002 Plianloin lJni1 I'I:iiis 
Eiiectivc Scptcmber I .  1999. the Cninpony adopted the Tesas E.astcrn Prixlucts Pipeline Company, 1.LC 1999 Phantom Unit Retention Plan ("1999 P W j  Effective June 1, 2002, the 

Company adopted Uie Texas Easlcrn Products Pipeline Company, L LC 200? Phantom Unit Retention Plan ("?003 PURP") The 1999 PURP and the 2002 PURP provide key employees with 
incentive awards whereby a p;inicipant is granted phnnlam units TIiese ph;intom tinits iirr aulomalically redeemed lor cash b:iscd on Uie vested portion of the l i i r  markel value of Ihe phantom 
units at  stated redemption datcs 1 he lair market value nf cacli phantom iinii is CLIUGI to the closing price of ;I Unit as reported on the New York Stock E s c h m g e  on the redemption date 

and will vest the final 609a at the end of the f&th year Each participant is required lo 

Under the agreement l o r  !lie phantom units, eoch participant will vest 1 O 0 b  ol the number nl phantom units initinlly griintcd under his or her nwnrd ill the end of each of the first four years 
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redeem their phantom units as  they vest They are also entitled to quxterly cash distributions equal to the product of the number of phantom units outstanding for tlie participant and the amount 
ol lhe cash distribution that w e  paid per Unit to unitholders \\!e accrued compens;ition expense annually based upon the terms of tlic 1999 PURP and 2002 PURP discussed above At 

December 31. 2004, w e  had ;in accrued liability bitlance IJI S I  6 million for compensation relaled to tlie 1999 PURI' and 2002 I'UIV Due ti) a change of ownership tis ii result of the sale of our 
Genenil Partner on February 14. 3005 (see Note I ) ,  all outstanding units under both the I!B!? PURP tind the 20113 IWRP fully vested and were redeemed by pnrticipnnts As such. there \vcrc no 
outstanding units at  December 31, Zti(i5 under either tlie 1999 PURF or the ?(IO2 I'URP 

1000 Long Tern1 Inccntivr Plan 
E,flectivc January I, 213011, tlie Genernl Piirtner estoblislied tlie Tcxa tern Produc!s Pipeline Compsny. L.lC 2000 Lung l c r m  Incentive Plan ("2000 L I P )  to provide Ikey cmployees 

incentives to achieve improvements in our financial pcrformimcc Genera i p n  the close o i a  three-year performance pcriod. it Uie p;irticipant is then still an employee of t l ~ e  General 
Partner. the particip;int will receive a cash pa)'mcnt in ;in amount equal to ( 1  j the applicable performance percentage spccilicd in the award multiplied by ( 2 )  the number of phantom units 
granted under the award multiplied by (3) the avernge oftlie closing prices of a Unit over tlie ten consecutive troding diiys immediately preceding the las t  day ol Ule performime period 
Generally, a participant's performance percentage is based upon the improvement o i  our Economic \lalue Added (as defined below) during a three-yeir performance period over the Economic 
Value Added during the three-year period immediately preceding tlie perfonnonce period If n participant incurs a suporation iiom sewice during the perlbnnance period due to dwth, dlsabrlily 
or retirement (as such terms are defined in the 2000 L 1  IP). thc participant will be entitlcd to receive a cash payment in an amnunt cqual to the amount computed as described above multiplied 
by a fraction, the numerator ol which IS tlie number of days tliat have elapsed during the performance period prior to the pnrticipmt's scparation from service ond the denominator of which is  
tlie number of days in the pr formnnce  pcriod Due to a change of ownership as a result n l  the sale 01 our General Partner ion February 2-l. 2005, t i l l  outstanding unils under the 2000 L1 IP for 
plan years 2003 and 200-1 were tully vcstcd arid rcdeemcd by participants A s  sucli. tlicre \\'ere no outst;ind~ng units :it Dcccmbcr 31, 2005. for awards granted for the plan years ended 
December 3 1, 2004 nnd 3003 At December S I ,  XD5, phantom units outstanding for nwiirds grnnted for tlie plan year ended L7ecember 3 I, 2005, were 23,400 

Economic Value Added means our average nnnual EBlTD.4 for the perl;)rmancc penod minus the product of our average ;isset base and our cost o i  capital for the perbrmanca period 
For purposes of the 301iCt L.TP Tor plan years ? K X >  through 2002. E,BlTDA meiins our airnings before net inieresl espcnsc. depreciation and amortimtion and our proportional interest in 
EBITDA of our p i n t  ventures as presented in our  consolidatcd financial statcmcnts prcpnred in accordance with generally accuptcd accounting principles. except that a t  his discretion thc Chief 
Executive Officer ("CEO") ofthe Company may exclude gains or losses from extraordinary. unusual or non-recurring items Far the years ended December 51, 2005, 2004 and 20133, EBITDA 
means, in addition to (he above definition ofEBITDA. earnings belore other income -net Average asset base means Llie quarkrly average during the perlormancc period of our gross value of 
property, plant and equipment. plzrs products and crude oil opsriiting oil supply and the g r i ~ s s ~ a l u e  ol intilngiblcs and equitp mvestmems Our  cost of  capital is approved by o w  CEO at the date 
of award gmnt 

In addition to the payment described above, during the periormance period, the General Partner will pay to the participant the amount of cash distnbutions that we  would have paid to our 
unitholders had the participant been the owner or the number of Llniis equal to the n 
;innually based upon the terms of tlie 2000 L TIP discussed above At December 3 1, 

compennsntion related to the 2iloiI L.TIP 

o1 phantom units granted 11) the participant under this award We accnie compensation eswnse 
mil ?OO-l, w c  had ,in accrucd liability halancc ol 9) 7 million iinJ 52 4 million. rcspctively,  for 

2005 I'hiiiitoiii Unlt I'lail 

Eilectivc January 1, 31:105, the Company adopted the Texis Enstcrn PI~LIUCLS Pipeline Cornpen)', L L  C 20115 Phiintom Unit Plan ("70(15 I'URP") to provide key employees incentivw to 

achieve unprovements In our financml per1onn:ince Gencrnlly, upon tlie close of a three-year perirxniance period. i f  the p:irticipant is then st i l l  an employee of the General Partner, the 
panicipant will receive a cash payment in tin amount equal to ( I )  the gr;intee's vested percentage multiplied by (2)  the number u1 pliantom units granted under tlle i i ~ a r i l  multiplied by (3) the 
a v ~ 7 a g c  ofthc closing prices of a Unit over Ilie ten consccutivc liarling days immcdiatcly preceding the last day 01 the pcrforinancc period Gcnerallp, a participant's vcstcd pcrcenlagc is based 
upon h e  improvement of our EBITDA (as deCined below) during a three-year iperlormance period over the target E.BlTD.4 as dclined at the beginning of a c h  year during the three-year 
performance period EBITDA means our earnings before minority interest. iiet interest expense, other income - net. income 1 

EBITDA of our joint ventures as presented in our corisoliclalcd Iiriancial st,itcments 
, depreciation and amortization and our proportional interest in 
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prepared in accordance with generally accepted accounting principles, escept (hat at his discretion, our CEO may exclude gains or losses from estraordinary, unusual or nnn-recurring items At 
December 3 1. 2005, phantom units outstanding ior awards granted lbr the plan year ended December 31, 7005, were 53,500 

in addition to the payment dcycribed above, during the performance period, the Genenl Partner will pay to the participiint tlie amount of cash distributions that we would have paid to our 
unitholdcrs had the participant been the owner o r t h c  number o f u n i t s  equal to the numbcr of phantom units granted to the participont under this award We accrue compensation calxnsc 
annually based upon the terms o r t h e  2005 PURP discussed above At Decemlwr 31. 21:105, we had an accrued liability balance of $0 7 million fnr compensation related to the 2005 PUXP 

Nolc 14. Opcraling LI.;ISCS 
We uisc l e s e d  assets in several a r e a  of our operations Total rcnlal espense for theyeirs ended Deccmbcr 31. 7W5. 2Oll.l and  701);. w:is S I 4  0 million. S?? 1 millinn and SI S S million, 

the pear5 
19,536 
17 291 

Therearter 21,544 

553,661 
- 
- ___ 

Note 15. Einployec Bwclits 
Retireinent Plans 

The TEPPCO Retirement Cash Balance Plan ( " E P P C O  RCBP") was a non-contributory, trustee-administered jxnsinn plan In ~icl~l i t ion, the TEPPCO Supplemental Benelit Plan 
("TEPPCO SBI'") w a s  a non-contributory. nonqualified, defined benefit retirement plan. in which certain executive officers participated The TEI'P(30 SUP w a s  established to restore benefit 
reductions csuscd by (he maximum benefit limitations that apply to qualified plans l l i e  benefit formula fix :ill cligiblc employees was ii cash bdancc  iormula Under ii cash balance formula, a 
plan participant accumulated a retirement benefit based upon pay credits and current interest credits Tlie pay crcrliLs were b:ised on a participant's salary, age and service W e  used a 
December 3 1 measurenient date for Uiese plans 

On May 77, 2005, the TEPPCO RCBP aiid the TEPPCO SBP wcre amended Efl-cctivc lvlay 31, 7005, participation in the TE.PPC0 RCBP   vi^ Iiozen, a n d  no new participants were 
eligible to be covered by (ha plan niter that date Effectivc December 31, 2005, all plan benefits accrued were rrozcn. purticipants will not receive aclditional pay credits after thiit date, and all 
plan participants were 100%vested regardless oftheir years oisenrice The TEI'PCO RCBP plan was termin;ited eriective December 3l.21715. subject to IRS approval oi-plan termmation, :ind 
plan participanls will have tlie option to receive their benefits eithcr throudi a lump sum paymcnt in 2006 or through an  annuity For time plan participants who elect to receive an annuity, we 
will purchase an  annuity contract from an insuronce company in which the plan participant owns the annuity, absolving us of any luturc obligation to the participant Participnnts in the 
JEPPCO SBP received pay credits t h o u g h  November 30, 2005, and received lump sum benefit payments in December 70115 Both h e  RCBP and SDP benefit p;,ymenis iire discussed below 

Piom widfor Ternrrnation B o i e j i r ,  as a result ofthe TEPPCO RCBP and  TEPPCC) SUP amendments As of May 31. 21:IOS. the L'ollowing assumptions iverc clianged for purposes of 
determining the net periodic benefit costs for the remainder of 2005 the discount rate, the long-term rate oi return on plan tissets. on11 the nssumed mortality tnble nie discount rote was 
decreased from 5 7546 tn 5 oOob to reflect rates of returns on bonds currently available to scttle the liability The expected long-term rate of'rsturn on plan assets was changed from 646 to 296 

due to the movement of plan funds from equity investments into short-term money market Iunds Tiie mortality tnble wiis changed to rellect overall improvements in mortality eqiericncetl by 
the general population The curtailment charge arose due to the accclcratcd recognition of the unrecognized pnor scrvice costs \Vc recnrded additional acttlcmcnt charges 01 approximately 
$0 2 million in the fourth quarter of 2005 relating to thelEPPCO SBP We expect to record additional settlement charges of approsimntely U 0  million in 2rlii6 relating to thc TEPPCO ICBP 
for any esisiing unrecognized losses upan ihe plan termination and Iinal dis~ribution o! Uie assets to the plan par~icipants 

In June 200s. w e  recorded a curtailment charge of $0 I million in accordance with SFAS N o  88. Eiiiplo~~~r~~',.Jc~oir))il)l!:JOr Scrtloiiciirr oridCar7oilnic.iirr Ol D@ii~dBeii@r Peiisrofi 
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f i e  components 01 net pension benelit\ costs for the TEPPCO RCBP and the IEPPCO SDP tor the pears ended Decemher :I, Z W 5 ,  2iJtl-I and 200;, were ,I? ~ o l / o \ v ~  (in thousands) 
Yc:ii 6ncled Drccnibci 31, 

100s 200.1 2003 

Net pension Ixnefits cos& 5 3 15s s 

Otlici Porb ctircn~ciit I h i c l i t s  
\Ve provided certain health care and life inwrance benelits for retired employee5 011 a contributory .md nan-contributory hasis [ '  I EPPCO OPD' I Employee5 became eligible lor thee 

benelits if they met certain age and benfice requirements a t  retuement, a$ defined in the plans We provided f~ \ed  dollar contnbuuon which did not i n c r ~ d \ e  Isom )'ear to ) e a r  tow,lrds retired 
employee medical co\ts The retiree paid a l l  hcd th  care cost mcreases due to medical infl,itinn W e  u\cd a Dcccmbcr 31 mea\uicmcnt &ite lor t l i ih  plan 

In h h y  2605. benefits provided to employees under tlie TEPPCO OPB were changed Employee., eligible for thes,e benelii:! reLeived tliem through December ?I, 200(, however. eflecrive 
December 3 I, ?005, these benefits were terminated As a result of th is  change in henclith and in accordance widi SFAS N o  106, E n r p l u i ~ o ~ '  1ccoriiitiii.q fui P i ~ ~ t r ~ ' 1 1 1 ~ n i c n I  Buir@/ljls Ofho Tiion 

Pemioii~, we recorded a curteiimeiit credit of approvimately SI 7 million in our accumulated postretirement obligation wIiiLh reduced our dccumulatetl po\tretircnicnt oblig,ition 11) the total 01 
thc c\pected rem,iinmg 3005 payment\ under the TEPPCO OPB The current employees participating in thia plan were tronilcrrcd to IJEI S who \vill continuc to pro\,idc pnstictiremcnt 
benelitr lo thew retirees We recorded a one-time settlement to DEFS in the third quarter of 1005 of SO -I million lor the r e n ~ i n i n g  po5tretirernent benefits 

The components of net posirerirement benefits cost for the TEPPCO OPB for h e  years ended Derember 31 2005 LOU4 ant1 2IJO3 were a s  iollawa (in thousands) 
Yeiii Ended Dcccnibcr 31, 

2004 zoo3 -- zoos 

Recognized net actuarial loss 

Effective June 1. 7005. the payroll functions perfnimed by DEFS for our Gcncral Partner were transierrcd from DEFS to EI'CO For those employees who ivcrc receiving ccrtain other 

postretirement benefits at the time o f t h e  ucquisition of our General Portner by DFI, DEFS will continue to provide these benefits to those cmployees Ett'ectivc lune 1, 2005, EPCO began 
providing certain other postretirement benefits to those employees who became eligible for tlie benefits after June I .  2145. and wi l l  ch:irse those benefit related costs to us As a result of thesc 
changes. we recorded a 51 2 million reduction in our other postretirement obligation in June 2005 

nnd fiscd-income were presenwl consistent with a widely accepted capital market principle that assets with higher volatility generate :I greater rclurn o w r  the long run Current market factors 
such as  inflation and inlerest rates were e\,aluated befure long-term capital market assumptions wcre determined I he long-term poru'olio return \vas esr;~hlished via n building. block approach 
with proper consideration of diversification and rebalancing Peer data and historical returns were reviewed to chcck for misi i r iabi l i ty  and qqxopriatcness 

W e  employed a building block approach in detcrmining the long-term rate of return Tor plan &sscts Histor ical  markets were studicrl ,ind long-term historical relationships k t ivccn  cquitir's 
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The weighted werage assumptions used to determine benefit obligations for the retirement plans and other postretirement benefit pliins at December 31. 2005 anil 200-I, were as  follows 
Ollirr 

I’ostrclircnic~it 
Pension Ucncfits RellClilS 

2005 2004 200s 2004 

Discount rate 5 159 
- 

Tlic ucightul .ivcrage arsumption. urcd to determinc net periodic benefit cost lor the retiicment plans and othcr postrelircrncnt bcnefil plms f o r  the years eided Dccembcr 
304, were 11s follows 

Ollicr 
I’o~lretircinrnl 

Pciirioii Bcncfilr Uellclitr 

E\ ense was reme.isured on hilay 31,2005 as a result of lEPPCO RCBP anil TEPPCO SBP nmendments nie discount rate was decrearetl from 5 75*, to 5% effective June 1, 2005 to 
rc&ct rater of returns on bond. currently ;vnilnble to settle the liability 
As a rcsult 01 1 EPPCO RCBP and IEPPCO SBP amendmenls, the expected return on a r w s  was changed from 8% to 2% due to the movement of plan funds lrom equity invectmentr 
into >hod-term money market funds. e ~ f ~ c t i v c  Tunc I ,  7005 

The lollowing table sets forth our pension and other postretirement benefits changes in benelit obligation. lair vdlue ol pLin asset? nnd funded status as of December 3 1 XiOi .ind 2004 (in 

(I) 

,2) 

thouwmds) 
Otlicr 

Postrclircniciil 
Pcnrion Bciiclilr I3enclilr - 

2005 2004 3005 

BeneKit obligation nt end of year x 22,111 x 15,940 X __ 9; 7,964 

Rcconcllintioti of funded sellus 
Funded status 71) S - 6 (2.96.I) 
Unrecognized prior service cost I ,(in; 

U 4 actuarial 1 477 

Net amount recognized s s,ml x 1.068 s - 9; (I.JS9) 

\Ve estimate die following benefit pnymmts, which reflect expected future service, i l s  appropriate. wi l l  b e  paid (in thousands). 
Ollicr 

Pcesioii I’o~lrctircnient 
Benefits 

2006 
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I’len Asset5 
\We employed a total return inveslmenl approach whereby a mis  of equities and fixed income investments were used to maximize the long-term return of plan assets lor a prudent level of 

risk Risk tolerancc was established through careful Consideration of pl:in liabilities, plan funded status and corporate financial condition The investment portfolio contained a diversified blend 
of equity and fixed-income investments Furihcrmore, equity investments were diversified across U S and non-U S stocks, both growth an? v:iIuc equity style, and small, mid ond large 
capilalizations Investment risk and return parameters were reviewed and evaluated periodically to ensure compliance with stated investment objectives and guidelines This comprehensive 
review incorporated investment portrolio pcrfonnance. annual liability me;isurements and periodic asset/linbility studies 

(in tliousnntls) 
The following table sets forth tlic weighted avcragc asset allncations for the rctircmciit plans and otlicr poslrctircmcnt benefit plans as nf December 31, 1005 and ?0Ci4. by asset category 

Decentbcr 31. 

Anct Calcgorj 2005 2004 

Total 10096 

We do not espcct to make lurtlier contributions to oiir retirement plans and other postretirement bcnefi! plans in 2006 

OtheI” I’lIlllS 

DEFS also sponsored ;in employee savings plan, which covered substantially all employees tiffeclivc February ZiI,  1005, in conjunction with the change in ownership of our General 
Partner. our panicipation in this plan ended Plan contributions on  behalf of the Company of $0 9 million. $3 5 million and $5 2 million were recognized for die period January I ,  2004 through 
Fabruiiry 2.3, 211115, and during the years ended December 3 1, 20iH iind 2003, respectively 

Note 16 Coiiiinitmcnls :iiicl ConLingcnrirs 
Litigation 

In !he fall of 1900 and on December I .  2000, the General Pnrtner and the Purlnership were named 11s delenrlant~ in two separate lawsuits in Jnckson County Circuit C o w ,  Jnckson 
County, Indiana, sly led R y t 7  h AfcCleers aitilillorcra S A~lcCleerv, e l  a/ I, I e m s  LiOSle1.17 Corporalion, el  01. (including the General Partner and Partnership) and Gi/ber/RicRoi ds and Iemi 

Rrclrnrrls I* 7iis~~sEosfer~r CorporCiriot~ e/ <I/ (including the General Partner and Partnership) In both cases. the plaintinS contend, among other things. that we and other defendants stored and 
disposed of toxic ond havlrdous substnnces ond hnuirdous wastes in a manner that caused thc mntcrials t o  be relcnsed into the air, soil and water Rcy  further contend thnt the release causcd 
damages to the plaintiffs In their complaints, the plaintin’s alkqy strict liability for both personal injuly and properly damage together with gross negligence, continuing nuisance, trespass, 
criminal mischiei and loss of consortium The plaintifis :ire seeking compensatory, punitive and treble damages On January 27, 2005. w e  entered into Release and Settlement Agreements with 
the IvlcClecry plaintiifs and tlic Richards plaintiffs dismissing a11 of these p1aintifl.s’ claims on  tcnns that did not have a material adverse cll’ect on our l innnciul position, results of operations or 
cash flows Although ive did not settle with all plaintiffs and we therefore remain nomed ponies in theRj,ari E AdcC‘lecrlJ nmfii~farcin S A4cClee1s. e /  a/  I’ TcsmEa~~ len t  Coryorn/io>s et a/ 
nction, a co-defendant has agreed to indemniiy :is for all remaining claims nsserted against us Consquently,  we do not believe Umt Uie outcome of I h a e  remiining claims will have a material 
adverse eiiect on our financial position. results of operations or cash flows 

O n  December 21, 2001, TE. Products was named as a defendant 41 a lawsuit in the 10th Judicial District, Natchitoches Parish, Louisiana, styled Rebecca t Oris/iortr el  01 1 8  TEProdircls 
PipeIrrie Conrp~ity, I.1niriec1 Parhei~,sl;rp In this case, the plaintifl? contend that our pipeline, which crosses the plaintilk’ property. leaked tosic products onto tlieir property and, cnnsequently 
caused damages to them We have iiled an answer to the plaintiffs’ petition denying the allegations. and w e  are defending ourselves vigorously against the lawsuit The plaintiffs have not 
stipulated !he amount ofdarnagcs they are seeking in the suit, however, this case is covered by insurance We do not believe that h e  outcome of this lawsuit will have a matcrial adverse e1t’Cct 
on our financial position, results of operations or cash flows 

who allege that over 700 deientlanls. including Centennial. generated. iransponed. andfor disposed of hazardous and tosic waste at two sites in Bayou Sonell. Louisiana, an underground 
injcction wel l  and a lniidlill The 

O n  April 2. 2003, Centennial was served with a petition in a matter styIed.4danrr. e l  a/. I! C ~ t i I e ~ ~ ~ ; i n l P i ~ ~ e l i ~ t e  Conrpony LLC, el  al This matter involves npprosimately 2,000 plaintiffs 
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plaintiffs allege personal injuries, allergies. birth delbcls, cancer and death The underground injection well has been in opera~ion sinceXlay 1976 Based upon current information, Centennial 
appears lo be a tic i i i iriiniis contributor. having used Uie disposal site during the two month time period of December 2001 to Jmuary 7002 hdarathon has k e n  lwndiing t l i is  matter for 
Centennitti under its opaa t ing  agreement witli Centennial TE, Products lins a X19b ownership interest in Centennial On November 30, 2004. the court approved a class settlcinent The time 
period for parties to appeal this scttleincnt espircd in March ?005, and the cIiiss settlement became final 1 he terms o i  the settlement did not haven matcriiil advcrse cll'cct on our financial 
position. results of operations or cash flows 

In May ZO(J3, the General Partner was named as a deleniltint in a l a ~ s u i t  styled.Johii R .Janres. @ I d  1' J Giii,,er Imtilalioii Coili]Jni~l~, el o! as l i led in the iirst Judicial District Court. 
Caddo Parish. 1,ouisiana There arc iiuincrous plaiiitifl~s idciitilicd in the action that are a l l egd  to liave suilkrcd damages as a result 01 alleged exposure lo asbcstos-containing products and 
materials Accortling to the petition and as a result of a preliminary investigation, the General Partner believes that ~ h c  only claim asserted against i t  results from one individual Tor the period 
from July 1971 through June 1972. who i s  olleged to have worked on a lacilily owned by the General Partner's predecessor This period represenls a small  portion o l  the total alleged exposure 
period lrom January 196.4 through December 1001 lor this individual The individual's cliiims Involve n ~ m e r o u s  employers and alleged job sites ne General Partner has been unable to 
confirm invohwnent by the Generiil Pnrtner or its predecessors with thc alleged location, and i t  is uncertain a t  this time whether this case is covered by insurance Discovery IS plnnned, and the 
General Partner inlends to deiend itselfvigorously againsl (his lawsuit The plaintit& have no! stipulated llie amuunt of damages that t h q  arcseckmg in this suit W e  are obligated to reimburse 
the Gentlral Panner for any costs it incurs related to this l a ~ s i i i t  We cannot ~ t i m i l l e  the loss. if any. associ;ited with this pending IaWsuit \Ve d o  not hCtieVe that the oulcome 01 ttiis la\vsuit 
will have a material adverse effect on our financial pisition, rcsults of operations or cash f lows  

Distnct of Harris County. l~csar ConocoPhiIlips alleges ii right to indemnity irom BP Amoco Seaway Products Pipeline Company ("BP Amoco") for tos liability Incurred by ConocoPhillips 
as  a I ~ U I I  of the reverne mcrgcr ol Scawsy Pilxlinc Company (the "Original Seaway Paitnership") The reverse mcrgcr of the Original Seaiviiy Partnership iviis undertaken in preparation for 
our purchase of ARC0 Pipe L ine Company pursuant to the Amended ond Restated Purchase Agreement (the "Purchase Agreement") dated hlny I O ,  2000, between us and Atlantic Richfield 
Company BP Amoco l ias claimed a right to indemnity irom us under the Purchase Agreement should BP Amoco have any indemnity liability to ConoeoPhiliips ConocoPhillips alleges the 
income tiix liability to be approximately x-l 0 million On January 2% 2006. w e  entered into a settlement agreement with BP Amoco dismissing and resolving all of 13P Amoco's claims The 
terms of the settlement did not  ha\^ a material adverse elTcct on our linancial position, rcsults o l  operations or cash flows 

On August 5 ,  2~iCi5. we wcrc nsmerl iis a third-parly deicndant in a matter styled Coiiocol'l~illil,~. el 01 I, BPAninco Scowqv Prudircls Pipclrne Coniporg~ as filed in the Judicial 

In 1991, we were named as a defendant in a mallcr styled JmniriiyR Greeii of o! I S  Cifics Sensice Refirwy, of i i l  as filed in the Xu' Judicial District Court of Bossier Parish, Louisiana 
The plaintiffs in tliis matier reside or formerly resided on 1;ind that was once the site of a refinery owned by one of  our co-defendants The former refinery is located near our Bossier City 
facility Plnintiffs have claimed personal injuries and Ipropcrty d;imngc iirising from alleged contamination of the refinery property The pliiintifl's hnvc recently pursued ccrtificntion as  a class 
and have significantly increased their demand to approsimately X I  75 0 million 1 his revised demand includes amounts lor environmental restoration not previously claimed by the plaintifls 
We have never owned any interest in the retincry property made the basis of this action, and w e  do no1 believe 11131 we contributed to any alleged contamination of tliis property \Vhile we 
cannot predict the ultimate outcome, w e  do not bclievc that the outcome of this lawsuit will have if material adwrse effect on  our financial position, results of opercitions or cxih flows 

In addition to the litigation discussed alwve, ive have been. in the ordinary course of business. a defenditnt in various lawsuits and a party to various other legal proceedings, some of 
which are covered in whole or in part by insurance We bel ieve that the oulcome of these laivsuits and other proceedings will not individually or in the aggregate have a future material adverse 
eflect on our consoliclatcd Iinancial position, results o lopera t i~ ins  nr cash Ilows 

Rcgulalory hfallers 

Our operations are subject to federal. state and local laws and regulations governing the discharge of materials into the environment and various safety matters Failure to comply with 
these laws and regulations may rcsult i n  the assessment of administrative, civil and criminal pcnaltics, imposition of injunctions delaying or prohibiting certain activities and the need to 
per fom investigstory and remedial activities \Ve believe our operations have been and are in material compliance with ;ipplicable environmental and safety laws and regulations, and that 
complimce with existing environmental laws and regul;itii;ns are not expected to have a material adverse etTect on our competitive position. financial positions. results of operations or cash 
flows Hoivevcr. risks of significant costs and liabiliiics are inherent in pipeline operations, and we cannot assure that s ip i f ican t  costs and linbilities will not be incurred Moreover, i t  is 
possible tliot other developments, such as increasingly strict environmentnl and safety l a ~ s  and regulations and eniorcement policies thereunder, and claims 
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for damages lo proper5 or persons resulting from our operation!;, could result in substantial costs and liabilities to us At December 31,3005 anrl 2iJ(l4, we have nn accrued liability of $2 4 
million and 55 0 million. respectively, related to sites requiring environmental remediation activities 

On March 16, ?O(w. ii decision in:lRCO Pioihictr C o ~ .  ei  NI SFPP, Docket OR96-24:ICX!, was issued by tlie FERC. which mirile several significant determinations with respect to 

linding "changed circumslnnces" under the Energy Policy Act oi I992 ("EP Act") 'The ~Iccision largely clarilies, but docs not fully quoniiiy, lhe standard required for n complainant to 
clemonslrate that an oil pipeline's rates are no longer suhject lo the rate prolection of the EP Act by demonstrating thiil n suhstanti;il change in c i r c u m ~ t a n c ~ i  has occurred since 1992 with 
respect to the basis of the rates bcing ch;rllengcd In the decision, the FERC found that a limited number of rate elements will significantly ailect the economic birsis l o r n  pipeline company's 
riiles Ilie clcincnts idcn!ifierl in the dccisioii arc volui~ie c h a n g a ,  allowed total rcturii anrl total cost-01-service (including major cost elements such as rate base. tnx rates and tax allowances, 
among others) 'I he FERC did reject, however. the use oi changes in lax rates ;and income tiix allowances as  sLirnd-aIone factors Judicial review ol that decision, which has been sought by a 
number of  parties to the case, is currently pending belore the U S Court 01 Appeals lor the District nl Columbia Circuit IVe have not yet determined the impaccf 11 tiny, Uiat the decision, if it is 
u1tim;itely upheld. would have on our r:ites if they were reviewetl under the critcriii of this decision 

On July 10, 2004, the District 01 Columbiii Circuit issued ail opinion in BP I1.esf Coa5t Pi-orhicis I I C  11. FERC in reviewing n series ol orders involving SWP, I. P , tlie courl held among 
other things that the FERC had not adec~ualcly justified its policy ofproviding an oil pipelmc limited partnership with an income tax allowance equal to the proporlion of its income attributable 
to partnership interests owncd by corporate partners Under the FERC's initial ruling. SFI'I'. 1 P w a s  perrnrtted an income tax allowancc on i t s  cost-oI-service 111- i i ~ i  

operating (prc-tax) income attributable to partncrship units held by cnrporations. and \vas denied an income tax allowance equal to the percentage attributable to partnership units held by non- 
corporate [partners The court remanded the c i i ~ e  back to the FERC for lurlher rc7Iew As a result 01 the court's remand. on hf , 1005, the IGRC issued 11s Policy Statement on  Income T a s  
Allowances, which permits regulated parlnerships, l i in i ted liability companies and other pass-through entities an income tax allowance on  their income attributable to any owner that has an 
iictual or potential income tiis liability on that irrcomc, rcgardless whctlier thc owner is an individu;il or corporalion E therc is more than one  lcvcl of pass-through entities. the regulated 

income must be traced to where the ullimote tax liability lies l-he Policy Statement is to be  applied in individual cases, and the regulnted entity b a r s  the burden of proof to establish 
Ius of its owners On December 16, ?Ol:i5. the FERC issued the first o f  those decisions. in ;In order involving SFPP (the "SFPP Order") The SFPP Order confinned that an h4l.P is 
a tax allowance witli respect to partnership income lnr which there is an "actual or  potential income tax liabilitp" and determined that a unitholder that is required to Ole a Form 1040 

or Form 1 1  20 tax return that includes pnrtncrsliip income o r  loss is presumed to havc an actual or potential income tax liability suflicient to support a tax allowance on  that partnership income 
l h e  FERC also establislied certain other presumptions. including that copora te  unitholders arc presumed to be taxed a t  the maximum corporate tax rate of 3596 while individual unitholden 
(and certain olher types of unilholders t&xcd like intlividuals) are presumed to be taxeil a t  a 28% tax rate The SFPP Order remains subjcct to f u r h i  administrative proceedings (including 
compliance filings by SFPP and possible rehenring requests). as well as potential judicial review timate outcome of the FE.RC's inquiry on income tax allouance should not affect our 
currcnt rates and rate structurc hccausc oiir rntes arc not based on cost-oi-service methodology H r, tlic outcome ofthe income tax iillowsncc would become relevant to us should wc 
( I )  elect m the future to use cost-or-service to support our rates, or (11) be required IO use such mcthodology to defend our indexed rates 

Arcadia facility and adjacent terminals wcre dircctcd by thc Remediation Scn,ices Division o i t h e  LDEQ to pursue rcmcdiation of this contamination ESlectivc March 2004, wc executed an 
irccess agreement with an adjacent industrial landowner who is located upgradient of the Arcadia factlily This agreement enables the landowner to proceed with remedintion activities at our 
Arcadia facility for which i t  has accepted shared respnnsihilily At December 31. 200.5, w e  have an accrued liability of $0 2 million for remediation costs at our Arcadia facility We do not 
expect tliat the completion of the remediation program proposcd to lhc LDEQ will have a future miiterial adverse etfect on our linancial Iposition. resulls of operations or cash flows 

O n  March 17, 2003, w e  experienced a releiise 01 5 11 barrels ol j e t  fuel from ii slorirge tank at our Blue Island terminal locoled in Cook County. Ilfinois As n result of the release, we have 
entered into an Agreed Order with the State orIllinois, which required us to conduct an environmental investigntion At this time. we have  complied with the terms o f t h e  Agreed Order, and the 
results o l  Ihe environmental investigation indicated lliere were no soil or groundwater impacts irom the relrase On August30, 2005, a final settlement w a s  reached with the Stale of Illinois 
The settlcment included the payment of a civil penalty ol  Kl 1 million and the requiremcnt that w e  makc certain modifications to the equipmcnt ofthc facility, none o f  which arc csqxctcd lo 

have a material adverse en'ect on our financial position, results oioperations or ciish llows 

ln 1994. tlie L ouisinna Department of Environmental Quality ("L DECY) issued a compli;tnce order for environmental contamination at  our Arcadia. L.ouisi;m. facility In 1999, our 
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( In  luly 22, 2004, ive esperienced a release oi approsimately I .? barrels nl jet fuel lrom a sump at our I..eb;inon, Ohio, terminal The released jet file1 was contained within a storm water 
retention pond located on the terminal propcrtp Six migratory waterfowl were allected by the jet fuel and were subsequently eullwnized by or at the request oiUie United S1;ites Fish and 
\Vildlife Service ("USnVS") On October I ,  2C10-1. the U S I W S  served us with a Notice o i  \'iolation, alleging that we violated I5 USC 703 oJ the Migratory Bird Treaty Act for the "take[ing] 
o i  migralory birds by i l lcgal niehocls " On February 7, 2005, I Y ~  cntcrcd into n A,Jcmorandum oT Undcrslnnding with thc USFWS, settling ;ill inspects of this matter 'nic terms of this scttlament 
did not Iiove a moterial eIfect on our iinancial position, results ofoperations or cash f l o w  

apprnsimatcly 2,575 barrels ofjct lucl iroin our l i i n c h  diameter pipeline loca~cd  in Orange County, Texas llie DOJ, !lie request of the Environmental Protection Agency, is sccking il civil 
penalty against us Cor ;tlleged violations oi the Clean Water Act ("CIVA") arising out o i  this release We arc in discussions with the DO1 regarding this matter and have responded to ils request 
for additional informiition Ihe maximum statutory penalty prnposed by Uie DO1 lor Uiis nileged violatinn o i t h e  CWA is $2 1 million We do not esliect any civil penalty to haven  material 
;idvcrsc eilect on  our financial position. r e s u k  o i  operations or cash flows 

other injuries, On or about February 22,2(1116, we received verbal notiiic~ition from ii represenlntive ofthe Occupa1ion:il Safety and I-Iealth Administration Iliat they intend to serve us with a 
citation nrising out oftliis incident A I  Iliir rime. we have not received any citalinn. and we cannot predicl ivilli ccrlainly rhc amounl 01 nny fine or penally associated with m y  such citation. 
howcvcr, ivc do not cxpcct any i inc or penalty to Ihai'c a material adverse cifcct on  our iinnncial position, rcsuIts o i  oixrations o r  cash flows 

change its rates based on ole c h m g e  rrom year to year in Uie Producer Price Index for finished goods ("PPI Index") Efficiive as of Febniary 24,2003. FERC Order on Remand modified the 
PPI I n c h  from PPI - 106 to PPI On April 22. 2003. swcral shippcrs lilcd a petition in the LJnited Statcs Court of Appeals Tor the District of Columbia Circuit (the "Court ' l  F!I?II~.L lnc, Lion 
Oil Coirrpiy, Simlorr Oil Co,poro/ioii mid Tesoro Rqfiiviig oridA/orke/iiig Conrlmiij. 15 l i L ~ f e ~ i i 1 ~ i i e r ~ ~ R e g i r l a l o r ~ ~  Conrniirsioir, Docket No 03-1 107, seeking a review of whether the 
FEI?C's adoption of Ihe PPi Iiidcs w a s  reasonable and supported by the evidence On April 9, 2004, die Court h;indcd down a decision denying the shippers' petition for review, stating the 
shippers failed to establisli that any of Uie FBRC's methodologic;~l choices (or combin;ilion of choices) were both erroneous and harmful 

competitive m;irket showings ("A4;irket- Based Rates") or agreements hetwcen shippers and ~ietroleum producls and cnide oil pipeline companies that the r l i k  IS ncceptablc 

On luly 27, 2i104. \we received notice lrom Uie United States Department 01 Justice ("DOJ") 01 its inlent to seek a civil lpenaliy ap;liiist us related to our November 21. 2001, release of 

On September 1 S, 7005, a propane reletise nnd l ire occurred at  our I odhunler lacility, near blicldletnwn, Ohio The incident resulted in Uie death of one of our employees There were no 

Rotes oiinterstate petroleum products and crude oil pipeline companies, like us, are currently regulated by the FERC primarily through an index methodology, which aIIo\vs a pipeline to 

A s  an alternative to using thc PPI Index. interstate pcmleum producls and crude oil piiiclinc campanics may clccl to support rate filings by using a cost-of-service methodology, 

Otliri 
Centennial cnterecl into crcdit facilities totaling $1 50 ir million. :ind as ofDcccmhcr .;I. ?0OS, %I 50 0 million was outstnnding undcr those credit Cacili~ics TE. ProducLs nnd Morvhon 

have each guaranteed one.h;ilfofIhe repayment of Centennial's nuts1:ding debt halnnce (plus interest) under a long-term credit agreement, which expires in 2024, and a short-term credit 
;igreemcnt. which eq7ires in 2tMl nie guarantees arose in order for Centennial to obtain adcquate financing. and the proceeds oi l l ie credit aprcemcnts were used to fund construction and 
coiivcrsion costs d i t s  pipclinc system Prior to thc expiration of the long-tam credit agrcemcnt, 'E Products could be relinquished irom responsibility under tlic guarantee should Centennial 
meet certain financial tests l i  Centennial defaults on its outstanding balance, the estimated maximum potential amount oi future payments Tor IF. Products and Marathon is 915 0 million each 
at December 3 1, ZOO5 

1-E Products. Marathon and Centennial have entered into a limited cash cilll agreement, which allows each member to contribute cadi in lieu oiCenrennial  procuring separate insurance in 

the event o i a  third-party liability arising from a catastrophic event There is an indeiinite term for the agreement nnd each member is to contribute cash in proportion to its ownership interest, 
up t on  masimum of $51) 0 millinn cacli As a result oft l ie catastrophic event guarantee, TE. ProducLy lias recorded a M 6 million obligation, which represents the present value of the estimated 
omount that IVC would have to pay undcr [lie guarantee U a catastrophic event were to occur and we were required to contribute cash to Centennial. contributions esceeding our deductible 
might be cowrcd  by our insurancc 

One of our subsidiaries, TCO, has entered into master cquipmenl lease agreements with finance companies for the use ol various equipment W e  have guaranteed the full and timely 
paymcnt and performance of TCO'r obligations under the agreements Gencr:illy, events of delnult would trigger our performance under the gu:irantec Tlre marimurn potential amount of 

future payments undci the 
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guarantee is not estim;ible. but would include base rental payments lor both current and future equipment, stipulated loss payments in the event any equipment is stolen, damaged, o r  destroyed 
and any future indemnity payments \Ve rnrry insurance coverage that may onset any payments required under the guarantees 

cquired irom DEFS by DFI The General Partner owns a 2% general partner interest in us and is the general partner oi the Parlnersliip 
On klnrch 1 1, ?t!U5, the Burciau 01 Competition oi the Fcclcral Trade Commission (“F1 C”) ilclivercd written nnticc to DFl’s legal udvisor tho1 i t  W:LS conducting a non-public invcstigotion to 
determine whether DEI’S ac~luisition oftlie General Panner may substantially lessen competition The General Parlner IS cooperating fully with this invc;tigation 

Substsntially all oi the perrolcum products that ive lranspon and store are owned by our customers At Dccernkr  31. ? O W  TC’IIVI and E, Products had approsimalely 4 0 million barrels 
and 22  5 million barrels, rcspectivcly. ol  prmlucts in dieir custody that was  owncd by customers \Ve arc obligated lor the trmsponation, storage and del ivcty of such prixlucts on behalf of our 
customers \Ve maint;iin insurance ;idequate to cover product losscs through circumstances beyond our control 

\Ve carry insurance coverage consistent with tlie exposures associated with the nature and scope 01 our operations Our current insurance coverage includis (1 j commercial general 
liability insurance lor liabilities to Uiird panics for bodily injury and property damage resulting from our operorions: (2) workers’ compensation coverage to requiretl statutory limits; 
(3) automobile liability insurance ior a11 owned, non-owned and hired vehicles covering liabilities to third parties for bndilp injury and properly damoge. and (4) property insuritnce covering the 
renlncement value of all real ;in? personal p r o p r t y  damage, including damages arising fiom eanhquake, flood damage and business interruptioniextra expense For select assels. we also carry 
pnllutioii liability insurance that provides coverage Cor liistorical and gradual pollution events All coverages arc subject to crnain deductibles. limits or sub-limits and policy terms and 
conditions 

On February 24, 201)5. the General Rirtner 

IVe also maintain escess liability insurance cor’era_re iibove the established primary limits for commercial general liability and automobile liability msuriince L imib ,  terms, conditions 
and dcductihles are commcnsiiriite with tlie nature and scope o f  our operations The cost of our general insurance coverages has incrr;ased over the pnst year rcllecting Ule changing conditions 
o l  the insurance markets Thcse insurance policies. cscept for thc pollution liability policies, :ire through EI’CO (see Nolc 7‘1 

Noie 17. Segment Inrulni:iikn 

IVe have three reponing segments 
Our Downstream Segment, ivliich is engaged in the trimspoilation and storage 01 r c h e d  producls. L PGs and petrochemicnls, 
Our lipstream Segment, which is engaged in the eathering, lranspurtation, markeling and storage ol crude oil and distribution of lubrication oils ;and speci;ilty chemicals; and 
Our Midstream Segment, which is engaged in the gathering afnatural gas. fractionation of NGLs and trnnsponatiun olNG1.s 

The amounts indicated below iis “Pannersliip ;and Other” relate primarily to intersegment eliminations and assets that we hold h a t  have not been ;illocated to :my oi our reporling 

Our Downstream Segment revenues are earned from t rnspo~la t ion  and storage o f  refined products and 1.PGs. intrastate transporiation of  petrochemicals. sale of product inventory and 

* 

scgments 

other ancillary services The 11~11 largest operating expense items 01 the Downstream Segment are labor and electric power We generally realize higher revenues during the Iirst and founh 
quarlers of each year sincc our operatinns arc somewhat sciisimal Relined product+$ volumes are generally higher during the second and third quarlers bccausc of greatcr demand for gaso l ina  
Juring the spring and summer driving seasons LPGs volumes are generally higher from November through March due to higher demand for prapane. a major iuel lor residential heating Our 
13nivnstream Scgment ;iI.so includes the results oioper!itions of tlie northern portion of the Dean Pipeline, which transports, refinery grade propylene Srom Mont nelvicu to Point Comfort, 

Tsx:is Our Downstream Segment also includes our equity investments in Centennial and MI3 Slurage (see Note 6 )  

(Xlnhoma, Texas, New Mesico end the Rocky Mountain region klarketmg operations consist primarily of aggregating purchased crude oil ;along our p i p l i n e  systems, or from third pany 
pipeline systems. and arranging the necessary transportation logistic; for the ultimate sale of the crude oil to local refineries. marketers or other end users Our U p s t r e m  Segment also includes 
our cquit>, inveslmenl in Scaway Seciway consists of large diameter pipelines !hat transport crude oil from Seaway’s marine terminals on tlie LJ S Gulf Coast to Cushing. Oklahoma, a crude oil 
distribution point for the central United States. and to refineries in the Iesas  City and l-louston areas 

Our Evlidslreim Segment revenues are earned from Uie Sractionation 01 NGLs in Colorndo, transportstion of WGLs from two trunkline NGL pipelines in South Texas, two NGL. pipelines 
in East Tcsas niid a pipcline system (Chaparr;ilj from \Vest Tesas and New Mexico to kiont Belvicu, the gallwing olnaluial  gas in the Green Rivcr Basin in southwestern Wyoming, through 
Jonnh. iind the gathering o i  CBkl 

Our Upstreom Segment rexni ics  are corned from gathering. triinsportetion, marketing nnd storage o i  crude oil and distribulion oi lubrication oils and speciiilty chemicola, principally in 
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and conventional natural gas in the Siin Juan Basin in New lvlesico and Colorado, through Val Verde On lvlarch 31, 2106. \ye sold our ownership interest in the Jonah Pioneer silica gel natural 
gas processin?. plant located near Opal, \Vyoming to ;in aniliate OS Enterprise for %X 0 million in cash (see Note 5 in liie N o h  to tlie Consolidated Financial Statements) Operating results 01' 

tlie Pioneer plant for the years ended December 3 I ,  Z(rO5 and 2004 are shown i i s  discontinued oper;ttions 
Thc tiiblcs hclow include finoncinl inionnotion by rcporting s c p i c n t  fix thc ycurs ended Dcccmbcr 51, 7005, ZOCU nnd 70tJ3 (in thousands) 

Yeat Eiirlcd December 31, ZOOS 
Doaw1re;im llps1ie;lnI Rliclslreani sqI11eIIls P~trlllersllip 

Scgincnl Scgn1cnt Segment 1Ol.ll .ind Oilier Con\olidnted 

Suler 01 peiroleum product 

Diwontinued nperntion 

Eml ing\  hclorc intcrc5t 56,406 S - S 244,412 

- Year Eiidecl Decrnibei 31,3004 -~~ 
Din\ II\treilln Up$lrc;int hlid,tr ~ i i r i t  sc~nlcnls P ~ t r I n c r 4 1 i ~ i  

niid Other C o n d i d i t i d  -- Scglllellt Scgmrnt Seg1ncnt Tot11 - 
Salei of petroleum produc 

E a r n i n g  before interest s 65,506 S 61,363 S. 8>,731! S. 210,601 S -S. 210,601 
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Yc;ir Ended December 31, LOO3 
Dow~i~1ir:ltll lJps1re:iin hIiiJ6lre:iin Segincn& P:irtlici slnp 

Coii5ulidaied niid Otlicr - r oi;ii -~ scglllc~nt 
~ 

Scglllelrt Scgillelit 

-- 

1 he 1ollovl.ing t.ible pro) ides the total asset\, capital c\pendiiurcq and wgnilicnnt non cash inve\ting a ~ t i v i t i e \  lor e.ich segment as 01 and for the year5 ended December 31, 2005, 100-1 
and 2003 (in (Iiousnnds) 

P.ii l i i c i  diip Don n\lrc.im I ip\tre.ini R l i d ~ l i  e.im Scgments 
Segment Segnlcnt S~gillCilt  Told  ancl OIliCl Con\olidatcd 

December 3 1,2111J 
Total dsset) 

- - 3,810 
Non 1,042 - I ,n42 

rlic iollowing toble reconcile\ the scgmenta totdl corning> belore interc\i 111 conzolidatcd nct income lor tlic tliree y e a r  cndcd December .?I, 20@5, 2004 ilnd 2003 (in thousan&) 
Ycnis Fntlcil Deccnihcr 31. 

LOO5 LOO4 LO03 

Note 18. Comprelicnslve liicolne 
SFAS No 130, R c p i l i i i ~  ( 3 o i i i ~ i ~ c . h ~ i i ~ i ~ ~ ~ I i ~ c o r i i e  require\ certain items such as f'orcign currency translation adjustments. minimum pension l iability adjustnienls and unrcaiizcx'gains and 

losses on  certain investments to be reported in a financial statement A s  nl and h r  the year ended I h e m b c r  31, 2iIO5. the components 01 comprehensive income were due to crude oil hedges 
The crude oil hedges mature in December 21106 \\lhile the crude oil hedges are i n  e k c l .  changes in lhe Sair values chi: criide oil liedgcs, to Uie estent the hedges iire ell'eclive, are recognized 
in  other comprchcnsivc income until they are recognized in rici incnrne in futurc perinds A s  01 and  for ihc year cndcd December 31, 2004. tllc components ol comprehensive income were duc 
to the interest rote swq? rclnted to our viirioble rate revolving credit Iscilii). which w a b  (lesigniited as n cash Ilmv IiaJge llle interest rille swap matured in April 3OiH \Vhlle the interest rate 
sw;lp wiis in e k l ,  changes m the f;lir value oilhe cash lloiv IisJge. in the e . ~ k n t  thcheil~e ~ s i i s  elfbctivc.. ul'rre recognized in ather cnmprchensive income until the hudge inlerest costs were 
recognized in net income 



Balance nt December 31. 2005 

Note 19. Supplcnic~~t;~l C o ~ ~ d e ~ i s c t l  Cunsol ic ln t l~~g V i i i ~ ~ ~ i c i : ~ l  I I I ~ ~ ~ I I I : I ~ ~ I I I I  
Our significant operating subsidiaries, I E  Products Pipeline Cnmpony. I imi tcd  Partnership. I C  Ikl. L P , TEPP(3(> Evlidstrewn Companies, 1 P ,  Jonah Gas Gotliering Company and Val 

Vcrde Gas Gathering Company, L P , h o w  issued unconditional guarantees of our debt securities Ilie guxantce!; :ire full, uncnndition;il. and joint and several TE Products Pipcline Company, 
1. imited Pnrtncrship. TCThJ, L P ,  TEPPCO Midstrenm Comp;inies. I. P I  Jonah Gas  G;~tlrering Company and  Val Verrlc Gas Gathering C0mp;iny. L P ore collcctivcly referred to 3s the 
"Gu:irantor Subsidiaries " 

The lbllowing sopplementol condenscd consolidating financial iniormation rellccb our scpiirnte iiccounts, the combined iiccounts of thc Guarmtor Subsirliarius, the combined nccounts of 
our other non-gunrantor subsidiaries, the combined consolidating :id~ustmcnts and e l i m i n ~ t ~ ~ n s  and our c~insnlid:itcd accounts f o r  the dates :md perinds indicated For purposes of the follnwlng 
consolidating information. our investments in our subsidiaries :and the Guarantor Subsidtaries' in\,estments in  their subsidr;lries ore accounted inr under the equity metiiod of accounting 

- I ~ c c c ~ i i b c I  31,2005 
TEPPCO 

r m i r o  G tiii 1 :I ii tor Nni~-Giiar:riiioi Cnnsolid~iting PSI tiiew, L. P 

Rirlncrs, L.1'. s ub.sid iwies Sub.sidi;ir Ies ~\lfjuslrllcst.s Consolid:ilad 

635,763 
14.S6-1 

% 2,277,337 

1 lE)3,714 
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Dcccnibcr 31.7004 (nr I L'shlcd) 

TEPPCO 
r E i w m  Gii:irmtoi Noi~-Gunrniil~~i cl~llsulldllllllg Rirtocr?, L P 
1311 inci r, I, I' Subdi i i i  I P I  Subridin1 ICI Adji:u(liieiil~ Con~olldstcd - 

(in thou~niiclr) 

Yc:ir Eiidcd I)ccriiibei 31.2005 
,I EPPCO 

Consolidnlcrl 

TEI'PCO Guer.iiitor Nun-Guarantor ConIolld.ltlng P.ii iiicrs, L P 
P:iilncrs, L 1'. Siib~idi.iries Subsidhir ic\ .\rfju~tniciits - 

(IU 1lious:inclr) 

\ 

Net income 162,551 X 

Ye.u Ended Dccriiibci 31, ZOO4 (:I\ I ert;itrcl) 

I EPPCO 
r EPI'C 0 GIIM iiiiior Noli-Gua riiiitoi CollIolidating R1iZncr.i. L P  

P.irinrri, L P. Subsididi ic5 SubIidi.trin ,2r~ju~lnicnlr COllsOllrldtPli - 

28 G9? I301 F4b) 22.148 

_I ."-.- "." .- 

Ne1 income G3WS X (202 546) ?; 
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Ycar Eiiclcd 1)cccniber 31,2003 (:I( rc$Litcd) 

r EPKO 
1’.11 l l l O l 5 ,  L P Cuiisulidaliiig 1 EPPCO Giro r iiiitnr Non Gu.inuiur 

Coll5olltllrlcd - Pill tltcr’s, L.1’. Sub5tdiiii IC\ Subriclitiric5 dJ U .;tlllCil~5 

(in tliousnndr) 

Net income S 121,780 S 111,7so s lZ1.780 

Year Eiitlctl 1)cccaiber 31. 2005 
I EI’PCO 

I EI’I’CO Cu.ii :intor Noii-Gu:ii:intor Coiirolidaiing I’drbiei 5, L I’ 
I’ariricrr, L.P. Subsilktries Sobsidini ics Adjuct~iiciitr Coiiroliclatctl - - 

Gush 11 
Net 

Cash and cash equivalents a t  end of period $ 1.97s S G? 6 (1,966) S 119 



IEPPCO PARTNERS, 1 P 
Notes To C‘onsolid atetl financid St;iteriierits--(Continued) 

Yc.ii Ended December 31,3005 (:I< rertalcd) 

TIWPCO 

TEPPCO Gu;ii .inlor Noii-Gu;ii iiiilur C‘un\ulirl;iltiig I’rrtners, L P 
PIU tncr,, L.1’. Subsidiiiries Subsichi ier \ciJurtn>rnl9 Consollclnled 

(in tliousandr) 

Income from disconrinued opernuons __ (2.689) - ( 2  689) 

Cash and cadi equivalents at end of period 3,626 % (4, i i 6 )  S 16, 122 

Year Ended Drccnibcr 31,2003 ( 2 5  rcrlnlrcl) 

1 ISPI’CO 
TLI’PCO Guai :inlo1 Non-Gurr:intoi Conwlickiling P:II liicr\, L P 

Pai  Liici F, L.P. Subricli;irier Sub~idi.ii ier Atl,~ustiiieiit~ Coiirolidatetl 

(iii 1hou~;lnds) 

C.ish and c.ish c 22 721 - i(l.96S 

Cash and cadi II 5,670 S (15 i s s ) ~  lO,J69 



r u w o  PARTNERS, L P 
Notes To C'onsolid ntccl Financial St;] ternen ts-(C'ontinuccl) 

Note 20. Rcs(;ilr~iirnt ol' Comsolidntcd Fiiinncid Slatcniciits 

results for the quarterly periods during the years ended December 31,2005 and ?OW, see  Note 21 W e  have (letermined that our method o i  accounting for the $33 4 million excess investment 
in Centennial, prwiously dcscribcd as an intangible nssct with on indefinite life, and tlic E27 1 million cxccss investment in Seaway, previously described as cquity method goorlrvill, \vas 

incorrect l l u o u g h  our accounting for Uiese excess investments in Centennial and Seaway as  intangible assets with indefinite lives and equity method goodwill, respectively. w e  have been 
testing the amounts lor impairment on an  annual basis as opposed to amortizing them over a determinable life LVe determined that it would be more ;ippropriate to account for these excess 
invcstmoits as intangible assets with determinable lives As a rcsiilt, w e  inadc non-cash adjustments that rcduccd the net value of the cxcess investmcnts in Ccntcnnial and Scaway, and 
increased amoriization expense allocated to our equity earnings The effkct of this rest:itement caused a $3 8 million and 91 0 million reduction to net income as prev~ously reported fnr the 
l iscal  years ended December 3 I ,  2004 and 2003, respectively As a result of Uie accounting correction, net income for the fiscal year ended December 3 I ,  2005, includes a charge 0t-U S 

million, of which $3 8 million relates to the first nine months Additionally. partners' capital a t  December 3 I .  1002. reflects a $2 5 million reduction representing the cumuliitive eiiect o l  this 
correction Sir i isci i l  yean ended December 31, 2000 through 2002 

\Nhile we believe the impdcts of these non-cash adJUShents are not material to any previously issued financial statements, we determined that the cim~ulative ;ldjustmenl for these non- 
cash items \\m loo material to record in the fourth quarter ofZO0S. and thcrelhre it w a s  most appropriate to restate prior periotls' results These non-cash adjuslments had no ellect on our 

We are rcslating our previously reported consolidated financial statements ibr Uie fiscal years ended December 31. 7003 and 1004 For the impact o l  the restated consolidated financial 

operating income. compcnsation expense, debt balanccs or ability to meet all requirements related to our debt Iacilities Shc restatement hail no  impact on total cash !lows irom operating 
activities, investing iictivities or 1-iancing activities All amounts in the nccompanying consolidated financial stalemerits h;ive been adjusted for this restatenlent 

IVe will continue tn amortize the K i O  0 million exce~s investment in Centennial related ton contract Using units-of-production methodology over a IO-ycnr Ill> The remaining X3 4 

million related to ii pipeline will continue to be  aniortizcd on a straight-linc bnsis ovcr 35 y w r s  \Ye will continue to amoilizc the $37 1 million excess investment in Scawiiy on a straight-line 
basis ovcr a 39-year life relilted primarily to it pipeline 

amounts nncl cash flow amounts for the years ended December 3 1. 7001 and 2003 (in Ihousands) 
'The iollowmg tables summarize the impact of the restatement adjustment on previously reported balance sheet amounts for the year ended December 3 I ,  21104, and income statement 

Ddnncc Slicci hniouiits; 

Dccenihcr 31. 2004 

A s 

Rrsc:ited Ad iustnieiit 

A5 

Preiioualy 



TEPPCO PARlNERS. L P 
Notes 'Io C'onsolid ii tecl Finmicid S taternen t+(Con tinued) 

Years Ended 
Decenibcr 31. 

2OOJ 2003 

Class B Unitholder 

Unsic and diluted net inmme per L united Partner and C l m  B Unit 8s rcstdted s 1 5 0  $ 1 4 7  

Yeor Ended Drceinbcr 31,2004 
A S  

Previously A$ 

Cash flows from operaling acl 
Nct incomc B 142,381 $ (3,833) B 138,548 

F 

Ycnr Eiiclccl Dcceiribcr 31.1003 

As 
Previously A S  

Renorted Ad iustment 1tesl:ttcd 

Nct income (3,989) s 121 780 

Earnings in equity invehlmenl 9 



lEPPCO PARTNERS, L P 
Notes To Consolid ;itetl financiid Stiitesients(Continurd) 

Pnrtncrs' Cnnitiil Aniouiitr: 

Outskinding Accumiil;itccl 
Li iiii led Gcncr:il Liinitecl OtIier 

Partncr I'n rtn er 's Piir tncrs' Conipi chcnsivc 
Units Inter cst Intcrcst5 

Partners' capitnl at  December 31, 2002 a i  restated (unaudited) 

Pxtners '  cnp~tnl at December 3 1 ,  200: ,is reatated 62,99S,554 X (S,950) Y; 1,114,661 6 (2,901) s ),102,S09 

62,998,554 X (35,b'gl) X 1,046,8S4 X - 9; 1,Ol 1,103 Portnars'cqiital at IXrcmber ? I ,  2004 as rsstated 

Note 21. Qui i rkvIy  F1n;tncill Infor miition (Unnudilcd) 

Fll5t Sccnnd r liirt~ FDUlllI 
Quarter Qunrlcr Quarter Qunrtcr 
(.IS rc\lntctl) (as rejtntcd) (as rcrtilcd) (ar rcstnlcd) 
-~ 

Income from continuing oper'ations 



IEPPCO PARTNERS, L P 
Notes To C'onsolid iitetl Financial Stateineii ts-(Continurd) 

liir4 Second 1 1111 11 Fourth 
Qudrter Quarter Quai ter Quai ter 

(.IS ~ c > l z l c d )  (as restatid) (a? rc>tntcd) (as rurlated) 

(1 j 
( 2 )  
(3) 

Ihc quarterly linancial inl'urmation lor 200.3 and the first ihree quarters of 2005 reflect the impact of lhe reskltement 
The sum of the four quarters does no1 equal the total year due to rounding 
Per Unit caIcuIation includes 6,365.0OU Units issued in May and June ?CIc15 

Nole 22. Subsequeiil P w n t s  
In Janunry XO6. we entered into interest riite swaps with a total notional amount of $200 0 million. whereby we will receive a lloating rate of intercst and will pay a fixed rate of interest 

Tor a twoyear  tcnn Tlicsc interest rate sivaps were executed to decrtasc I l x  exposure to potential incrcases in floating iiitcrest rates Using the balancls of outstanding dcbt a1 Dcccmber 3 1, 
2005, these interest rate swaps decrease the lael of floating interest rate debt from 4 lqb  to 29% oftotnl outstantling debt 

Agrcernent') The Jonah Expansion will consist o i the  installation of approximately 90.000 horsepower of gas turbine compression at a new compression station. related new piping and certain 
related liicilities, which is expected to incrense cnpncity of the Jonnh system from 1 5 billion cubic f'ect per day to 2 0 billion cubic feet per day N e  expect to enter into a joint venture ("Joint 
Venture") agreement wilh Enterprise relating to the conslruction and financing of die Jonah Expansion Enterprise will be responsible for all activities relatin8 to the construction of the Jonah 
Espansion and will advance all iimounts necessary to plan, engineer, construct or complete the Jonah Expansion (anticipated to be approximately X200 0 million) Such advance will constitute 
a subscription for an equity interest in tlie proposed Joint Vcnturc (the "Subscription") We expect the Jonah Expinsion to bc put into swvice in late 2006 We have the oplion to return to 
Enterprise up to 11100.b oithe amount of the Subscription If vie return a portion of the Subscription to E,nterprise, our reliblive intereiild in the proposed Joint Venture will he adjusted 
accordingly The proposed loin! Venture I V I I I  terminate without liability to either party if we return IOO'~'o ofthe Subscription 

On February 13, 2006, w e  and ;in affiliate 01 Enterprise entered into a letter agreement related to an additional expansion (the "Jonah nsion") of the Jonah system (lhe "Letter 

F-47 



m w r )  PAR ~NFRS. L P 
Notes To Consolidotrtt 1;in;inci;d St;~te~nr~its-(C'ontirlurd) 

P a r t  I\', Ilnhibits and Piniinci:il Stntciiiciit Sclieclulc, Esliibil No. 12 
CORIPUTATION OF RATIO OF EARNINGS TO FISEI) CHARGES 

The ratio oi comings to Cxed charges is calculnted using the Securities and Esc1i;inge Commission guiuidelines(;i) 

Year Ended Ilecesiber 31. 

2005 2004 2003 2002 2001 -. - ~ -- -~ 
(dollni s 111 oiillionr) 

Add 

hlterest capltalizetl(~) 15 14 -16 161 112 

----- Tot s defined for the 

Total fixed charges P; F47 $ 1,115 S I.!J5 $ 1,219 9; S46 

1 

income Stutement nmounts have been nd~u:;ted for discontinued operotions 
Escludcs minority interest expenses and income or loss from equity in\wtees 

E.sclutles equity costs related to Allowance lor Funds lised During Construclion that tire included in Other lncnme and Expenses in the Consolidated StalemenLs of Opernrions 
Earn ing  WLTC inodcqunte to tovor fixed chargos by $724 million for thc year ended Dtcembcr 31, 7003 
Includes pre-tax gains on the sale of TEPPCO GP and LP of opprosimately $1) 9 billion, net or minority interest, in 2005 

F-JS 



lNDEPE,NDENT Al.inITORS' REPORT 
To the Board of Directors and  Members oiDCP ti4idstream. 1.LC Denver. Colorado 

operations and comprehensive income, members' equity, and  cash flows for the years then ended Our audits also included tlie fin;incial statement schedule listed in the Index a t  Item 15 These 
consolidated linoncial statements and financial stittemcnt schedule are l he  responsihilily 01 lhe Comlianyk management Our responsihility is 10 express an opinion on these consolirlated 
financial statements and financial statement schedule based on our audits 

reasonable assurance about whether tlie financial stittemenls are free o~mi i lennl  misstalemenl An audit includes consideration or internal control over financial reporting as a basis for 
designing audit procedures that are apprnpriate in the circumstances. hut not for [he purpose ofespressing an opinion on the zlTectiveness ol h e  Company's internal control over financial 
reporting Accordingly. we csprcss n o  such opiiiion An audit also inclullcs csamining, on a tcst basis, cvidence supporting !lie amounts and  disclosurcs in the financial statcments, assas lng  

the accounting principles used and significant estimates mi& by m:inagement, as well os evaluating [lie overall fintmcial statement presentation We believe that our audits provide a reasonable 
basis Ibr oiir opinion 

2005. and the results of their operalions and their cash flows lor the years then entled in conformity with accounting principles generally itcccpted in the United States of America Also, in our 
upinion such financial stitternen1 schedule. when considered in relation to the basic consolidatecl financial stalements taken as ii whole, presents fairly in all material respecl? the information sel 
fi?rt11 therein 

IVe have audited the accompanying conrolidared balance slimts of E l '  Midstream, LL C and subsidiaries as oi Dccembcr 3 I .  ZOO6 and 1005, and the related consolidatcd statements of 

We conductcd our tiudits in accordance with auditing standards generally accepted in ilic United S t a k s  ofi\merico niosc stilndnrds require thal we pliin and perform the audit to obtain 

In our opinion, such consolidored financial statements present fairly. in all material respects. rhe financial position o l  DCP h,lidstream. LLC and subsidiaries a1 December 31, 2006 and 

Denver, Colnrado 
March 14. ZOO7 ( F e b r u a ~ ,  5 ,  2008 its lo Note IS) 



DCP hllDS1 REAhl. L I C 
(tormerlp L3uhe EnerEy Field Services L I C) 

C‘onsolitlntecl Balance Sheets 
As of Decriitbcr 31,2006 and 2005 

(niillions) 

Current m e b :  
Cdsh and ca4i cquivnlents 8 %  
Sliart-term investmenls 627 

purchase5 cimtmch, net 
Goodwill 42 1 421 

- Deferred income t ~ e s  17 

hknibcrs’ intw 

Total members’ equity 2.251 2,510 

Told lobilities :tod 11 

See Not= to Consolidated Financial Statements 



I :il)lc of Contents 

DCP A1DSTREAhL LLC 
(lomerip Duke Energy Field Services, I I C) 

Consolitintrtl St;itenirnts of Operations ant1 Coniprehensive Inconle 
Ycars Ontlccl 1)eccniber 31,2006 and 2005 

(niillions) 

Toto1 cornprchensive income L,UYJ 

See Nolcs to Consolidated F innncisl Stnlcrnentn 



I ;tMe of Contents 

DrPhlIDSlRE4hL LLC 
(lorrnerly Duke Energy Field Services I I C )  

C'onsoliclntetl Stntements of Cnsl: I4ows 
Yeais ISnilctl Decrnibcr 31,2006 and 2005 

(niillions) 

Non-conlrolling inlcrot m incomc (lob>) 

xb-lo-marLd and Ircdgmg in4mmenL 

See N o t a  IO Consolid,ited Financial Statements 
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1;Me of (,ontents 

! X I '  LIIDSlREAbL L L  C 
(lormerlp Duke Energy Field Ssn'tces, 1 LC) 

Consolidated Statements of hlenibrrs' Kquit) 
Years Entlecl Deceiiikr 31,200G and 2005 

(111 illions) 

Accurnulnletl 

Other 
Relaincd Ciimprehcnsive Memlxrs' 

See Notes to ConsoIdaled Financial Statements 



Dl3P hlIDSTRE4hL L l  (3  
(tormerly Duke Energy Field Senwes L 1  C) 

Notes To C'onsoliclatetl F'inancial Stnteinents 
Years Ended Deceniber 31, 2006 and 2005 

1 Gener;il and Suniiiiiii'y or Sigiiilicant Accounting Pollcies 

by Duke Energy Corporation, o r  Duke Energy, and 5096 by ConocoPhillips \Ve operate in the midstream natural gas industry Our prim;iry operations consist ornatural  gas gathering, 
processing, compression. transportation and storage. and natural gas liquid. or NGI.., tiactionation, transport;ltion gathering. tre;itinp lprncessing tind st imge. as wll as marketing. from which 
w e  generate revenues primarily by trading and marketing natural gas and NGLs The Second Ainciidcd and Restated LLC Agreement dated July 5. 2 0 0 5 ,  as nmcndcd. ur the LLC Agrccmcnt, 
limits the scope of  our business to the midstream natural gas industry in the United States and C;inada, the marketing of NG1.s in hlesico, ;and the transpon;ition, markcling and storage of other 
petroleum products, unless othenvise approved by our board of directors 

To support and laciliiatc our continued growth. we formed X P  Midstream Piirtners. I.P. a master limited partnership, or DCP 1';irtners. of which our subsidiary. 13CP h l i d s t r e m  GP. L.P 
iicts os general pnrtner In September 2005, DCP Partners filed a Registration Statement on Form S-1 with the Securities and E,sch;inge Commission or SEC, to register the initial public 
oITering of i ts  limited partnership units to ulc public The initial public offering closed in December 2005 We own approsimately 4lY0 of tlie limited partnership interests in DCP Partners and 
a 2% general partnership interest As the general partner of DCP Partners. ive hiive responsibility for its operniions DCP I'iirtners 1s accounted lor as a c~nsol r t la t~ t I  subsroiary 

In July 2005, Duke Energy transfcrrcd a 19 7% interest in our Company to ConocoPhillips in exchange for direct and indirect monetary and non-monetary considemtion. cflcctivcly 
decreasing Duke E.nergy's membaship  interest in our Company to 50?6 and increasing ConocoPhillips' membership interest in our Company to 5(I'b. referred to as "the 50-50 I rimsactioil " 
Included in this transaction. we distributed to Duke Energy substantially all o l  our Canadian business, made a disproportionate cash distrihution oi appri'sim:itely $1.1 IJIJ million to Duke 
Encrgy using the proceeds from the sale of our general partnei interest in TE,PPCO and pnid a $245 million proportionate distribution to Duke Encrgy and Connt-oi'hillips In addition. 
ConocoPhillips contributed cash of %39S million to our Company Under the terns ol the amended and restated 1.LC Agreemen(. proceeds from this contribution were dcsignatcd Cor the 
acquisition or improvement of property, plant and equipment At December i l ,  2006, there was no remaining restricted investment balance related to this contribution 

St136 ownership interest in us, to Dukc Energy sharcholdcrs This transaction occurred o n  Ianuary 2, ?(I07 A s  a result of this transaction. we arc no  longer XI"*  olvneil by Duke Encrgy Duke 
Energy's 5096 ownership interest in us was transferred to a new company. Spectra E n q y  Corp, or Spectra Energy This transaction is relerred to in this report as "the Sixctra spin " For the 
historical periods included in this report, rdercnces Io Spectra Energy iirc interchangeable with Duke EnerEy On P prospective basis, Spcctn  Energy reiers to the newly lorrned public 

company 

decisions requiring hoard of directors' approval are made by simple majority vote o f t h e  board. but must include ;I{ Iciist one vote from bolh a Sjxctrn Energy ior Duke Energy prior 10 

January 2. 2007) and ConocoPhillips board member In the event the h a r d  cannot reach a majority dccision. the ilccision IS appealed to tlie Chiei llsecutive CXlicers n i  both Spcctra Energy 
aiid CunocoPIiillips 

The consolidated financial statemenls include the accounts of the Company and all m;ijoriy-owned subsidiaries wliere we h w s  the ability to exercise cnntrol. \ a r id>le  interest entities 
where w e  are the primary beneficiary, and undivided interests in jointly owned assets \Vc also consolidate DCP P:irtners. which \ve control as tlie general panner and where the Iiniitcd pnrlners 
d o  not have substantive kick-out o r  participating rights Investments in greater than 204b owned afl~iliates that arc not variable interest entitics and ivhcre IVC ik, not llave the ability to csercise 
control, nnd investments in less than 20% owned oniliiites where we linve the obilily to exercise significant influence. are iiccounted for using the equity mcihod Intercompany bdnnces and 
transactions have been eliminated 

Use of Esliniiites-Conformity with accounting principles generally accepted in the United States ol America requires management to make estimates ;and assumptions that aifect the 

Basis o l l ' r escnt l t ion-DP h.lidstrcam, LL,C, formerly Duke Encrgp Field Scrvrccs, LL,C, r v i t h  its consolidnlerl subsidiaries, us, wc. our. or the Comp;inv, is $1 ~ o i n t  venture wmed %J?b 

On lune 18. 2006. Duke Energy's board of directors approved a plan to create two separate publicly traded companies by spinning off Duke Energy's nilturiil g;a businesses, including its 

We are governed by a five m c m k r  board of directors. consisting of two voting m c m k r s  from each pnrcnt and our C h i d  Esccutive Ofliccr nnd Prcsidcni. 11 non-voting mcmlxr All 

amounts reported in thc financial statements and notes Although these estimates arc based on management's best available hnwledge o l  current and expected future cvents. actual results 
could be  different from those estimates 

Acquisilions-\Ve consolidate assets and linbilitics from acquisitions as oi the purchase date, and include eamingn from acquisitions in consolidated earnings subsequent to tlie purchase 
date Assets acquired and liabilities assurnid are recorded a t  estimated lair values on the date of acquisition If thc acquisition constitutes a business. any exccx purchasc price over the 

estimated f a i r  value of the acquired mscts nnd linbilities is recorded as goodwill 

FF.6 



I X P  hllDSTREAhL LLC 
(lormerly Duke Energy Field Services. L L C )  

Notes 'To Consolidated financiill Stateiiient.~(Continurd) 
Years Emled l~rceiiiber 31,2006 and 2005 

Reulasslllci~tloiis~srtain prior period :mounts have been reclassilietl in the consolidated financial stiitements to coniorm to the culsenr Iperiod lpresentiilion 
Cnsh mid Cnsli ~qu;tui,~aleiirs-C;isli and cnsh equivnlents includes 1111 cnsli bnlanccs and highly liquid investments with on original maturity of three months or Icss 

Slrorr-Tcmi niidRe~tridcd I~i~~c?shnmts-We invest available cash balances in vanous financial instruments, such as tax-exempt debt securities, U i o l  hove stiited maturities o f20  years or 
more Tlme instruments provide f o r a  high degree of liquidity through ieatures, which allow for the redemption of the investment at  its face iimounl plus eiimed income As w e  generally intend 
to sell these inslrunicnts within one yc;ir or less fmm the balance sheet date, and as they are available for use in current operations. they arc classified as current assrts. uiilcss otherwise 
restricted \Ye have classificd all short-term and restricted debt investments as avai lable-for-de under Statement of Financial Accounting Standards. or SFAS. Nn I1 5 ,  'Amoi i~z / i~~g  for 

C ~ r / o r ~ r l ~ n ~ e s l ~ s c ~ i / ~ ~  117 Deb/ o17dtir~iirh~Sc?cir1-1lres,"and lhcy arc carried a t  fair market value U n r d i z c d  gains and losses on nvailable-lor-sale securities are recorded in lhe consolidated 
balance sheets as accumulated o t h a  comprehensive income (loss). or AOCI No such gain? or Iossyts were deferred in AOCI at December 31. ?I:li6 or 211105 The cost, including nccrued interest 
on investmenls, approximates fair value, due to the short-term, highly liquid niiture of the securities held by us and ns interest roles w e  re-set on a daily, weekly or monthly basis 

Ii~r~eiitonm-Inventaries con\isl primarily of natwdl gas and NGL s held in storage for 1ransport.ition and processing .ind >ale\ commitments Inventories are \.ilued at the lower of 
weighted n ~ e i a g e  cost or marhet rransportauon cmts  are included in inventory on the cond ida ted  bal'ince sheet, 

;Iccouritiiig/or Rislr hlniingo~rcrrl nndllerlgirig ,.lcir'iities mil  f i t i ~ i ~ i c i n l  lnshunietlrJ--Each derivative not qualifying for the normal purchases and normal s;iles exception under SFAS 
No 133, '!Jccoir~~liig for-Derrvc7fila bt,rfriinie~ils ' 7 , i ' l ~ l c ? d ~ i 1 ~ ~ . ~ l ~ / i ~ , i / 1 c ? ~ ,  "or SFAS 133, as ;imended, IS recorded on a gross basis in the consolidatad balance sheeLs at its loir value 41s 
unrealized gains or unrealized losses on miirk-to-market and hedging instruments Derivative iissets and liabilities remain classified in the consolidated balance sheets as unrealized gains or 
unrcalizcd losses on mark-to-martct and hcdging instruments at fair value until the co~it~iictual delivery period impacLs wrnings 

LVo designote each energy commodity derivative iis either troding or non-trading Certain non-trading derivatives nre iurther designcited 11s either a hedge o i  a forecasted transiiction or 
future cash flow (ciish now hedge), n hedge o i  a recognized asset, liability or lirm commitment (fair value hedge). or n normal purchase or normal siile contract. whi le  certain non-trading 
derivatives. which are related to asset based activity, are non-trading mark.to-markc1 derivatives For each of our tleri~iitives. the accounting methntl and presentation in tlie consolid;~ted 
statments of operations and comprehensive income arc as follows: 

Cl:issIlintioa of Contract .4cuounting Rlcthocl 
1-roding Derivntives 

Non-Tnding lkrivativcs. 

I 'i-cseiit;~tion ol'G:iliis & Losses or Reventie & Espense 
Mark-to-mnrtet medlods Net bnsis in trading and murketing p i n s  (losscs) 

Cash Flow Fledge mctiloril~ 

Fair Volue Iiedge ]+edge methotl" 

Normnl Purchnse or Accrual methodc 

Gross basis in the same consolidated stiitements of operations and Comprehensive income category as  the related hedged i t e m  

Gross basis in the same consolidated statements of operations and comprchensive income category ns the relnted hedged item 

Gross bnsis upon settlement in the corresponding consolidoled stntements oioperations and comprehensive incnme category based on 
Normol Sale purchase or sale 

Non-Trading Derivatives ~ ~ ~ l ; . t ~ . ~ ~ ~ k ~ t  ,,,elhop Net bnsis in trading and mwkeling gains (losses) 
Mark-to-market-An accounting mcthod whereby ,the change in the fair value n i t h e  asset or liability is recognized in the consolidated statements of opcrations and comprchLmsive 
income in trading and markellng gains (losses) during the current period 
I-ledae melhod-An nccountine method wherebv die chnnae in the fair value of the asset or liiibility is recorded in the consolidated balnnce sheets os unrenlized enins or unrealized losses t% '' o n & r k - t o - m a r k c ~ & l  hedgini  i n s u m e n i s  Fo! cash flo\Fhedges, &,ere is no recognition in @e cdnsolidnted statements OTo erdtions and comprehcnsivq incoAe Ibr the effective 
portion until the service is rovided or the associnted delivery perlod impacts earnin 7s For [air value hedges. the chnnges in t t e  fair value of the asset or linhilit as well as the offsottins 
changes in value of the he& item. are recognized in the consolidated statemenls okoperations and comprehensive income in the sane category ns the r e l a t edkdged  item 
Accrual metliod-An accounting mcthod whereby !here IS no reco nition in the consolidated balance sheets or consolidated statements of operations and comprehcnsive incnme for 
changes in Liir value of a contract until the scmce is provided or #e associated delivery period impacts earnings 

Cos11 Plow and Fair Iblrre Hedger-For derivatives designiiled as  a cash flow hedge or a fair value hedge, we mnintain formal documentation ofUie licclgc in accordance with SFAS 133 
In addition, we formally assess. bath at h e  inception of the hedge and on an ongoing basis. whether the hedge contract is hi&hly efiective in o l h t t i n g  changes in cash llows or iair values 01 
hedged items All components o i  encli dcrivntivc gain or loss arc included in tlie nssessmcnt of hedge effectiveness, unless otherwise noted 
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D C P h l I D S l R E A h h  LLC 
(lormcrly Duke Energy Field Services., I L C) 

Notes Io Consolidoted Enancid Stateiiients--(Confinucd) 
\'cars Pntlecl Deceniber 31, 2006 ant1 2005 

llie fair value o f a  derivative designated as a cash flow hedge is recorded in tlie consolidated balance sheets as unredized gains or unrealized losses on mark-to-rnarket and hedging 
instruments 7 h c  cliectivr: portion of  the change in i n i r  value o i o  dcrivstivc designatccl iis a cash flow hedge is recorded in the consolidated balance sheets tis AOCI and the ineffective pnrtion 
is recorded i n  the consolidated statements of operations and comprehensive income During the period m which the hedged transaction impacts earnings, amounts in AOCI associated with the 
hedged transaction are reclassified to the consolidated slatemen& oCoperations and comprehensive income in the same accounts as the item being hedged We discontinue hedge accounting 
prospectively when it is determined that tlic dcrivativc 110 longcr qualifies as an  eSli-ctivc hedge, or when it is probable that the hcdgcd Iransactioii will not occur \Vlicn hcrlge accounting is 
discontinu& because the derivative no longer qu;ilifies as an effective hedge, the derivative is subject to the mark-to-market accounting mctliod prospectively 1 ha i1eriv;itive continues to be 
carried on the consolidated balance sheets a t  its fair value; however, subsequent changes in i t s  fair value are recognized in current period eernings Gains and losses related to discontinued 
hedges tliiit were previously accumulated in AOCI will  remain in AOCI until the hedged transaction impacts earnings. unless it is probable that the hedged trtinsaction wil l  not occur. in which 
case. the gains and losses that were previously dcierred in AOCI will be immediately recognized i n  current p e r i d  earnings 

For derivatrves designated as fair value hedges, we recognize the gain or loss on the derivative instrument, as wel l  as the olkett ing changes in value of the hedged item in earnings in the 
current period All derivatives designated and accounted for as h r  value hedges ,ire clnssrtied in the same category as the iiem being hedgeu in ine consoliUiiled stiitenienls 01 o~izriitiuiis iind 
comprc+ensivc income 

[:irliiritio,,--Wiien available, quoted mar1;ct prices or prices obtained througli external sources are used to determine a contract's iair viilue For contriicts with a rlclivery location or 
duration for which qunled miirkct prices are not available, ibir value is determmed based on pricing models developed primarily from historical and expected correlations with qiinled markci 
prices 

under current conditions Changes in market ]prices and management eslimales directly afiect die estimated fair value of these contracts Accordingly, it is reiisonably possible that such 
estimates may change in the near term 

the assets The costs of maintenance and repairs, which arc not significant improvements, are espensed when incurred 

made, and added to !lie carrying amount of tlie associated asset 1 his additional carrying amount is then depreciaied over thc life of tlie asset Tlie liability increases due  to t h e  passage of t ime 

biiscd on the t imevalue o l  money until thc obligation is  settled \Ye recognize a liability for conditional asset retirement obligations ns soon ns the fair vahic ofthe liability con be rensonnhly 
es1im;lted A conditioniil asset retirement oblig;ition is defined as an uncnndilionnl legal obligation to perform an asset retirement activity in which the timing and (or) method ol'settlement are 
conditional on a future event that may or may not be wiiliin the control of the entity 

Irnpairmetit of Uncorisoliclntr.d ,~lffilintcs--\Ve cva1u;itc our unconsolidated aSfiIiaia for impairmcnt w h e n  events or changes in cirtumstaiiccs indicate, in managenicnt's judgrnenl, that 
the carq'ing value of such invesments may have experienced an  other than temporary decline in value \%en evidence of loss in value has occurred, inanagement compares the estimated fair 
value nf the investment to the carrying value ol the investment to determine whether any impairment has occurred lvlaiiagement assesses Uie fair valuc of our unconsolicltited affiliates using 
commonly iicccpted iechniques. and may ti% more tiion one metliod, including. but not limited lo. recent third parly comparable sales, internally developed discounted cash ilow analysis and 
analysis irom outside advisors U the estimaiml fair value is less than the carryins value and management considers the decline in value to be other than temporary. the escess o i t h e  carrying 
value over the estimated C~ir  value is recognized m the financial statements as an imp;iirmenl loss 

Itimfrgihk .Assefs In tangib le  assets consis! of goodwill, and commodity sales and  purchases contracts Goodwill is !he cost of an acquisition less the fair value of the net assels of the 
acquired busincs, Commodity sales and purchases contracts are amortized on a straight-line basis over the term of thc contract, ranging liom one to 2 5  years 

\Ye evaluate goodwill for impairment amu;illy in the third quarter. and whenever even& or changes in circumstances indicate it is more Iil;ely than not that tlie fair VBIUS of a reporting 

Values are ndjustcd to rellect the credit risk inherenl in the transaction 11s w e l l  as the potential impact of liquidiiting open positions in tin orderly manner over a rensoniiblc time period 

Property. Plnrrt mrdEqv$riient-Propcrty, plant and equipment arc recorded at original cost Depreciation is computed using the straight-line method over the cstimated useful lives of 

Asset retirement obligations associated with langihle long-lived assets are recorded at fair value in Ihe period in which lhcy are incurred. i f  a reasonable estimate of fair value can be 

unit i s  less than its carrying amount Irnpnirment testing of goodwill consists of n two-step process The first step involves comparing the fair value of  the rcporling unit, to which goodwill has 
bccii allocated, with it? carrying amount 11 the carrying amount of the reporting unit exceeds its fair value. the second step of the process involves comparing the fair value and carrying value 
ol the goodwill of that reporting unit 11 the carryingvalue ol the goodwill of a reportins unit exceeds the fair value of that goodwill, an  impairment loss is recognized in nn amount equal to the 
excess 
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Notes 'Io C'onsolidnted Finmcii~l Statriiients-(Continued) 
Years lintled Deceiiitter. 31.2006 and 2005 

Iitipnirinair of L.ong-L.iiwl :Issm, A~si.rs IIelrl for S d r  mid Discotitintid Opmuions-\Ve waluate whether the wrrying viilue of long-lived assets, cscluding goodwill, has been 
impaired when circumstances indicate the ciirrying value 01 those iisscts may not be recoverable The carrying amount is not recovcriible if i t  exceeds the undiscounted sum of cash flows 
expected to result from the use and m~entual disposition of the asset \Ve consider various factors when determining if these ase ts  should be evaluated for impairment, including but not limited 
to 

* 

. A significant adverse ch:\nge in legal factors or business climcite. 
A current period operating or cash llow loss combined with a history of nperating or cash flow losses, or a prnjection or forecast Uiat demonstrates cantiniring losses associated with 
the use of a long-lived asset: 
An ticcumulation of costs signilicantly in BSC~SS of the amount originally expected for the acquisition or construction of a long-lived asset; 
Sip i f i can t  adverse changes in the  extent or m:inner in which an asset is used, o r  in iLs physical condition; 
A significant adverse change in the market value of an asset; and 
A current cspzclation that. more Jikely than not, an  asset will be sold or otherwise disposed 01 belore the end 01 its cstimaled usciui iiie 

. 
* 

* 

. 
I f  tlie carrying value is not rcco\wable. tlic mpairmcnt loss is measured tis the csccss of the asset's carrying value over its fair value Management assesses the fair value 01 long-lived 

:isseLs using commonly acccpted techniques, and may use more than one method, mcluding, but not limited to, recent third party compiirable sales, internally developed discounted cash flow 
analysis and analysis from outside advisors Signlricant changes in market conditions resulting from events such as the condition of an asset or a change in manngernenl's intent to utilizc the 
asset would genciiilly require management to rcasscss thc cash flows rclalcd IO the long-lived assets 

\Ve use tlie criteria in SFAS No 1.14, ' ~ ~ C C O I I I T / I I ~ ~  Jbr /lie 111ipir1~1m/ 01 Dispo.sol ot 1 oii.q-Lived d ssc /~ ,"or  SFAS 144, to determine when an asset is clnssified a s  held ior sale Upon 
classification as held for sale, the long-lived asset is measured at the lowcr of its c m y i n g  amount or lair value less cost to sell, depreciation is ceased and the asset is separately presented on the 
consolidated balance sheets 

If  an asset held for sale or sold (1) has clearly clistinguish;iblc operations and cash $lows, gmcrally at the ptiint lad, ( 2 )  has direct cash ffows of the held for salc o r  sold compnent that 
will be eliminated (from the perspective of the  held for sale or sold component), and (3) if we are unable to esert significant influence over the disposed component, then the related results of 
operations for the cunenl and prior periods, including m y  related impairments and gains or losses on sales are reflected as income from discontinued operations in the consolidated statements 
of operations and comprehensive income li an 8 % ~  held for sale or sold does not have clearly distinguishable operations and cash flows, impairments and gains or losses on sales are recorded 
as gnin on  sale ofiissets in the consolidiitcd stiitemcnts oiopcrotions and comprchcnsivc income 

Unwiiorti;cdDcbt Prc~?iiitiii, Discoirirt oiid E.y~?nic--Premiums. discounts and expenses incurred with the issuance of long-term debt are amortized over tlie terms of the debt using the 
cilfective interest mcthod lliese premiums and discounts arc recorded on the consolidated balance sheets as an ofiset to long-term debt These expenses are recorded on the consolidated 
balance sheets as  other non-current assets 

Distrihtioiis-Under the terms 01 the L L  C Agreement, IYC are required to make quarterly distrihutions to Spectra Energy and ConocoPhillips based on nllocated tasable income The 
LLC Agreement provides for Lasable income to be allocated in accordance wiUi Internal Revenue Code Section 704(c) This Code Section accounts for thevariation between Uic adjusted tax 

b w s  and the lair market value of assets contributed to the joint venture 1 he  distribution IS based on the highest tasable income allocated to either member with a minimum of each members' 
tax, with the other member receivins a proportioncite amount to mnintain the ownership ciipital accounts at  50P6 Ior both Spectra Energy and ConocoPhillips Prior to January 2,  2007, the 
capital accounts were maintained at 5046 for both Duke Energy and ConocoPhillips, and prior to July I, 2005, the capital accounts were maintained at 69 7?C for Duke Energy and 30 3?4 for 
ConocoPhillips During the years ended December 31. 2IXlB and 2005, we paid distributions of 3.550 million and S3S9 million. respectively. based on estimated annual tosable income allocated 
to the members according to their rcspcctive ownership perccntagcc at thc dnte tlic distributions became due 

income, ciish lloiv or any other criteria deemed appropriate During the years mded December 31, 2006 and 2005, w e  paid tot11 dividends of $801 million and $1,925 million, respectively The 
$1,925 million paid during the year ended December 31. 2005, is compriscd of a disproportionate cash distribution of approximately $1.100 million to Duke Energy 

Our board of directors determines the amount IO[ the quarterly dividend to he paid to Slxctra Energy (or Duke Energy prior to January 2. 2007) and ConocoPhillips. by considering net 
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Notes 'To Consolidated finaiicid Stxiteiiien tu-(Continued) 
Years Ended Deceiiiber 31,2006 antl 2005 

using tlie proceeds from the sale ol our general partner interest in IEI'PCO as part of the 50-50 Transaction, it $245 million proportionate distribution to Duke Energy antl ConocoPliillips as 
piirt oftlie 50-50 Transaction, and $5HO million in proportionate distributions to Duke Energy ond ConocoPhillips, which were allocated in accordance with our partners' respective ownership 
percentages The  $SO1 million paid during the year ended December 31, 2006, is comprised of proportionate distributions to Duke Energy and ConocoPliillips, which were allocated in 

accordance with our partners' respective ownership percentages 1 he LLC Agreement restricts payment of dividends except !villi the approval of boUi members 
DCP Partners c o n s i d m  tlic paymcnt of a quartcrly distributioii to tlie holders of i t s  coiiimon unib  and subordinatcd units, to tlie cxtent D C P  Partncrs has sufficient cash from its 

operations after establishment nf cosh reserves and payment d ices and expenses, including pnymcnts to its general partner, a wholly-owned subsidiary of ours There is no guarantee. however, 
that ECP Parmers will pay the minimum quarterly distribution nn  the units in any quarter DCP Partners will he prohibited from making m y  distributions to unitholders i f i t  would cause aii 

event of default, or an event of dciault exists. under ILF credit agreement Our 4 14.0 limited panner interest in DCP Partners primarily consists of subordin;ited u&s The subordinated units are 
entitled to receive the minimum quiirterly distribution only ofler DCI' I'artnets' common unitholders haye received the minimum quarterly distribution plus tiny arrenrnges in the payment of the 
minimum quarterly distribution iroin prior quarters The subordination period wil l  end on December 31, 201 0 if certain distribution tests are met and earlier ifcertam more slringent tests are 
met At such time that the subrdination period ends, the subordin;tted units will he converted lo common units LXlrulg the year enrleii Uecember 3 I .  LiJIJO. ULI' f'artners paiJ dir- 
approximately $I 3 million to i t s  public unitholrlcrs \Vc hold gcncral partner incentive distribution righb. which entitlc u s  to receive an increasing share of available cash when pre-defmed 
distribution hirgets are schieved 

Revcnucs and c s p n s c s  iverc translated using ;iverage monthly cschangc rates during thc pcriocl, which approxirnatcs thc cschangc rates at  the timc ofeach  transaction during the period. 
Foreign c u m n c y  translation adjustments are included m the consolidated statements oicomprehensive income In July ZU05, as part of the 50-50 Transaction, w e  distributcd to Duke Energy 
substantially all of our Canadian business As a result, there ~verc no translation gains or Insses in AOCI at Eecemhcr 3 1 ,  2006 and 2005 

Rri~eiiueR~~cojitiiRoti-Wefenerate the ma]ixity 01 our revenues from natural gas gtithering, processing. compression. lransporlation ;tnd storage. and natural gas l iquid or NGI.. 

We obtain access to raw natural gas and provide our midstream natural gas sewices principally under contracts that contain a combinntion of one or more of the following arrangements 
* 

. .  . 

Foreigii Currency Trmislntinir-We vanslated iissets ond licibilities of our Canndi;in operations, where the Canadinn dollar was the l'unctional currency, ai Uie period-end ercliange rates 

iractionation, transportation. gothering, treating, processing and storage, a s  \vc/I as trading nnd marketing of natural gas and NG1.s 

~~c-bii.sedorrarigemeii/.r-Under fee-based arrangements, we receive a fee or fees f ix  one or more of tlie fillowing services: gathering. compressing, treating, processing, or 
transporting of naturnl gas Our iec-based arrangements include niiturnl giis purchiisc iirriingemcnts pursuunt to wliich we purchase raw natural gns nt the wellhead, or other receipt 
points, at an index related price at the delivery point less a specified amoun!, generally the same as the fees we would othenvise charge for gathering oi raw natural gas from the 
wellhead location to Uie delivery point The revenue IVC earn is directly related lo the volume of natural gas that llows through our systems and is not direclly dependent on 
commodity prices T o  the extent a sustiiincd decline in coimmodity prices results in '1 decline in vidumcs, however, our revenues from Uicsc arrangements would be rcduccd 

PercL.i i /-oJrp'nc'E~~ii i i~~e.~ o n  iiiisemenIr-Under percent;tge-of-proce~dsiindes arrangements. we generally purchase nalural gas fiom producers at the wellhead, gather the wellhead 
natural gas through our gathering system. treat and process lhc natural gas and  then sell the resulting residue natural gas and NGL s at  index prices based on published index market 
prices W e  remit to Uie produccrs eithcr on ngreed-upon percentage of the nctuiil Iprocceds that we rcccive from our sitles of the residue natural gas  and NGLs, or an agreed-upon 
percentage of the proceeds based on lndex related prices for the naturd gas and the NGLs. regardless of the actual amount ol-the siiles proceeds we receive Under these types of 
arrangements. our revenues correlate directly ivirh the price of natural gas and NG1.s 

Keep-wIioIe oimiiSenieiirr-Undcr the terms oi a keep-whole processing contract. we gather raw natural gas from the producer for processing, market the NGL.s end return to the 
producer residue natural gas with a Btu content equivalent to the Blu content of the raw niitural gas gathered This arrangement keeps the producer whole to the t he rma l  value of the 
raw natural gas received Under these types oi cimracts. w e  are esposcd to the "fmc spread " nie frac spread is tlie difference benveen the value of the NGLs extracted from 

- 

proccsving and t l iev~iIuc of tlie Btu cquivalent of the residue nnturitl gas We benefit in periods when NGL prices are higher rclntive to natural gas prices 

FF-I 0 
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(formerly Duke Energ) Field Servicei, I I C) 
Notes To C'onsolidtitecl Ihtincial Statc~t~ents-.(Continurcl) 

Years Ended Deceniber 31, ZOO6 antl ZOOS 

Our trading and marketing olnatural gas and NFLs, consists ol physical purchases and soles. as well as tlerivaiive instruments 
We rccognizc revenue for sales and services under tlic ibur rcvcnuc recognition criteria. iis hllows. 

Persltiisnv eiicleiice ofail itrraiigenieiit mnt\--Our customary /priictice is to enter into :I written contrack executed by both us and the customer 
D d i w n ~ D e l i v e i y  is dcemcd to havc occurred at the time custody is transicrrcd, or in t he  case 01 fee-bmxl arrangements, when the services arc rcndcred To the extent w e  retain product 

TJM J i e  i s  f i . 1 ~ ~ 1  ur detet niiiiublc-\Ve negotiate the Ice tilr our s m i c e s  ;at the outset of our fee-based ;irrangemcnts In these arrngements,  the Iixs are nonrefundable For other 

Colleclilhriih~ is]~,nbiihle--Collectnbil~ty is evaluated on a customer-by-customer biisis New and existing customers iire subject lo a credit rcview process, which evaluates tho customers' 

as inventory, delivery occurs when the inventoi)' is subsequently sold and custody is transferred to the third party purchaser 

arrangements. the amount of revenue, based on contractuiil terms. is determinable when the sale nf the applicable product has been completed upon delivery and transfer of custody 

\Vc generally report revenues gross in the consolidatcd statements of operatinns and cnmprchensivc income, a s  we t ypca l l y  act as the principal in thcsc transactions, take custody of the 

entered into in cnntemplation 01 one another, are reporled net as one wansaciion IVe recngnize revenues lor  our NGL and residueg;s derivative trading activities net in the consolidated 
stiitciricnts of opciiitioris and cornprchensive incomc as wading and marketing &?ins (losscsj Thcsc activities iiacludc mark-to-miiikct gains antl losses on energy trading contracts, arid the 
finnnciiil or pliysical settlement of energy trailing contracts 

Revenue ior goods snd services provided but not invoiced is cstimated each month and recorded along with related purchases of goods and services used but not invoiced These 
fiiimates are generally based on es!imatetl commodity prices, preliminav throughpu! meiisurcments ;ind nllociitions and contriict data There are no material din-erences between the actual 
amounts and the estimated amounts of revenues and purchases recorded iit December 3 I, 3JO6 and 2005 

recorded monlhly as other receivables or other payables using current market prices or the weighted average prices of niitural gas or NGLs at the plant or system These balances are sellled 
with deliveries oinatural gas or NFI. s, or with cash Included in thc consolidaled halance sheets tis accounls receivable-other as of December 3 I, 2006 and 2005 were imbalances totaling $45 
million and $59 million, r e s p e c t i d y  Included in thc consolidated balance sheets as accounts payable - other. os 01 December -31, 2006 and 2005 were imbalances totoling $242 million nt both 
periods 

mctliod investment, ChcvronPliillips Clicmical Company L 1.C. or CP Chcni, totaled approxiniotcly $2.677 million during 20(6 and $2,513 million during 2005 

Gns mrdNGL. inthnlarrce,lccon,th',rg-Quantities oi nntuml gas or NG1.s over-delivered or under-delivered related to imbalance agreements with customers, producers or pipelines are 

Sigiiijicnrrt Cusrni~rcrs-ConocoPh~llips, an afiiiliated company. was a significant customer in both of the past two years Sales lo ConocoPhillips. including its 50% owned equity 

Eni~irmiineirtnl ~a~7eitrlitur~~-Environmental espentlitures are espensed or capitalizeil as appropriate, depending upon the future economic benefit Expenditures that relate lo an 
tyisting condition caused by past operatinns, and t h a t  do not generate ciinent or hti ire revenue, are espenwd Liabilities for these espendilures are recorded on an undiscounted basis when 
environmental assessments and/or clean-ups are probable and the costs can be reasonably estimated Environmental liabilities as of December :l.201)6 and 7005, included in the consolidated 
balance sheets, totaled $6 million lo r  both periods recorded as other current liabilities. and totaled $6 million and $7 million, respectively. recorded as  other long-term liabilities 

Relative Perlormsnce Units, or RPU's. Strategic Performance Units, or SPUs. and Pliantom Unils Prior !o January 2. 2007. each of the above units constitutes a notional unit equal to the 
weighted average ialr value of a common share or unit o i  ConocoPhillips. Duke Energy and DCP Partners. weightcrl45?6.J5% and 10?b, rcspcctively Upon the Spectra spin, the 4596 
weighting atlributable to Duke Energy will be valued as one common share of Duke E,nergy and one-half of onc common sharc oi  Spectra Energy Thc 2006 Plan also provides for the grant of 
UCP Rirlnrrs' Phantom Units, which constitute n notional unit q u a l  to thc fair value ol D C P  Partners' common units Each unit provides lor the grant of' dividend or distribution equivalent 
rights The 2006 Plan is  administcrcd by thc compensation committee of our board 01 directors We first granted awards under the 20116 Plan during the second quarter of 2006 

Si~locli-Rmerl Coi,rp~,"sntiun-Under our 2006 Long Term Incenlive Plan. or 2006 Plan. equity instruments may be granted to our key employees l h e  2006 Plan provides lor  Uie g a n t  of 
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Notes '10 Consolidated l'iniincial Statciiientti(Continutc1) 
Years Ended Deorniber 31, 2006 and 2005 

Under DCP Parmers' Long Term Incentive Pltin. or DCP Partners' Plan, equity instruments may be granted to DCI' Partners' key employees DCP Midstream GP, L l  C adopted die DCP 
Pnrtncrs' Pitin for employees, consulttints and directors of DCP lvlirlstrcnm GP. L 1 C and its affiliates who perform scr~iccs for DCP Partners I he DCP Partners' Plan provides b r  the g n n t  of 
umcsted units. phantom units. unit options and substitute awards. and, with respect lo unit options :and phantom units, the grant of distribution cyuiv;ilent n g h b  Sul>Jwt to adjustment for 
certain evenLs, an  aggregate 01 SZo.i.Xiil common units may be delivered pursuant to awiirds under the DCP Parmers' Plan Awards that are canceled, forleiled or withheld to satisfy DCP 
lvlidstreain GP, L.LC's tax withhoiding nbligations ,ire available lor delivery pursuant to other awards 7 lie DCP Partners' Plan is administered by tlic compensation committee of DCP 
hlidstre;im GP. L.L C's bo;ird of directors DCP Partners first granted awards under this plan rluring the first quarter of 20U6 

'Ilirough July 1, XB5. w e  accounted lor stock-based compensation in accordance with the intrinsic viilue recognition and measurement principles ol Accounting Principles Board, or 
APB. Opinion N o  25. or APB 71 ':4ccuiiiiting / o r  Stodl.ssi~ed to ~ t i r ~ ~ l o ~ ~ e e s . " a n d  Fm;incinl Accounting Standards Uoard. or FASB, Interpretation No 44, or FIN U. "Accoiinting Jbr C e ~ l a i n  
Tnwismztiunr Imoh~rtig Stod  Contpens~it~oti--an l n l e tp re t~ l io i~  q/,.JPB Opitiion Nu 25 " Under that method. compensation expense was measured os die intnnsic value of an award at the 
meiisurement Jatcs. The intrinsic value of ;in a\v;ird is the amount by which the quoted market price of die underlying stock esccsds the amount, if any, an employee would be required to pay 

lins histnrically been recognizd  in the accompanying consolidatrd statcments ol operations and comprehensive income Compensation expense for phantom stock awards and other stock 
;nvards wiis rccordeil Irom the date of grant nver the required vcsting period based on  tlie niarliet v d u e  of the awards $11 the date of grant Compensation expense for stock-based performonce 
iwnrds !VIIS recorded over Uie required vesting period, and adjusted lor increases and decre;ises in miirkel value at e x h  reporting date up to the measurement dates 

Under i &  19% 1 nng-Tcrm Inccritivc Plan, or 1998 Plan, Duke Energy griirttcd ccrtain oI our key cmployces stock options, phantom stock awards, stock-based per fvmancc  awards and 
other stock iirvards to be settled in shares oi Duke Enerby*s common stock Upon execution of the 50-50 Tronsnction in luly 7005, certi~in of our employers rvlio hod been issued awards under 
tlie 199s Plan incurrcd ii change in status irom Duke Energy employees to non-employees As a result, a l l  outstanding stock-based awards were required to be renieasurcd as of luly 2005 under 
E ln ;  Issue No 96-1 8. or E I T F  96-1 S. ':~lcco~i~itiii~for-Bqliih~Itirtronreti~s Thnr.4r-e Irriicd IO Oilier Iltan Enrpl~)~ees  Io! .Acqiiiriiig, oi i n  Cotiji~tictro~i wIIi SeIIIiig. Gomi.$ 01 Sen~ices." using 
tlie fair value method prescribed in SFAS No 123, '!4ccuiii71~~ig/~i S~uc~-Bnrcr(Coriipen~rrtroi~."or SFhS I23 Compensation expense is rccognizcd prospectively beginning a t  the date o i t l i c  
cliange in status ol'er the remaining vesting pcriod based on the fair value o i e d i  award at  each reporting cl;ite The lair value o i  stnck options is determined using the Black-Scholes option 
pricing model and the fair viiliie of all other owiirds is determined based on the closing equity price :it each measurement date 

eschaneed ior employee nnd non-cmploycc services Accordingly, equity clussificd stock-biiscd compcns;ition cost i s  mcosurcd at grant date. based on thc fair viilue of the oward,  and is 
recognized as expense over Ihc requisite service period L.iabi1ity classified stock-based compensation cost is remeiisurcd a t  each reportiny date, and I S  recognized over dre requisite s e n w e  

griint, n o  compcns;iiion eXiTIl3c 

Eflecuve January I, 2iJilO. we adopted tlic provisions of SFAS No I23(R)  (Revised 2004) "Slime-Rirrerf Poinrmii."or SFAS 123R. which establishes accounting for stock-based awards 

ctcd IO adopt tlic modified prospective application mctliod as provided by SFAS 12311 and, accortliiiglp. linancial statement amounts Tor tlic prior periods presented in tli~sc 
1in;incial statements I i a ~ e  not been restated Compens;ltion espcnsc lor tiwards wi th  graded vesting provisions i s  recognized on a straight-line basis over the requisite service 

period 01 each separately vesting portion of the :iwnrtl 
\VI: recorded stock-based compensition espense for the years ended December 31. 2Lli16 and 2uO5 as Iollows. the components of which are further described in Note 13. 

Ycnr Eiiilcd 
Decciiibur 31, 

(mlllioiis) 

2005 - 2006 

Performance in 
l'hdntom .i\i arda 

1 Old1 
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Notes 'To Cuiisolidatrcl financial Stateeients-.(Continued) 
Years Entletl Decriiiber 31.2005 and 2005 

The following i d i l e  shows iv l iat  net income ~voultl have been I f  the fair value recognition provisions of SFAS I23 had been applied to all stock-based compensation nrvards ior the year 
cndcd Decemher 3 I ,  1005 

Year Eiided 
December 31, 

Net I sported 
Add: stock-based compLnsatinn expense uicluded in r c w r k d  net income 3 

c .) - Deduct totill .itocl.-bnsed compmmti 

Pro forma net income s 2,170 

~lccorrtrri,rg for Snlrs of Uirits bp n Srrbsiilinry-In December 2005. we iormed DCP Partners through the contribution o i  certain assets and investments in unconsolidated affiliates in 
exchange lor common units. sulmrdinated units and a 2% general partner interest Concurrent wiih the formation we sold approximately 589'6 ol I X P  Partners to tile public. Uliough an  initial 
public ofTcrinp, fbr proceeds of apprnsimately $21W million, net of offering costs We account lor sales ofunits by a subsidiary under StnfTAccounting Bulletin N o  51, or SAD S I .  
':.lccorrii~iri~/br Snlcs ofStod e[,-, Siibvrchon* "tinder SAR 51. compenies may elect, yia an accounting i'olicy dccision, to record a gnin or loss on the sale of common equity of 11 subsidiary 
equal io the e i n ~ u n t  of proceeds received in excess o i t h e  carrying value of the units sold t inder SAD 51, a gain on the sale of subsidiary equity cannot be recognized until multiple classes of 
outstanding securities convert to commnn equity As a result. w e  have deferred npprosimatcly $1 50 million of gain (in sale of common units in D C P  Partners as other long-term liabilities in the 
consolidatcd balance sheets We wi l l  recognize this gain in earnings uptin conversion of a11 of our subordinated units in DCP I'artncrs to common unils 

and  state corporate income tax returns Ilie income tns esjicnse related io this corporation is included in our income tax expense. along with state, local, franchise and margin ~RSIS 01 the 
limitcd li;ibility company and other subsidiaries In addiiion, until July 1, 2005, wc had Canadian subidiarics that were subject to Canadian income tases 

Iiicoine Tma-\Ve are structured as a limited liability company. which is ti p:iss"-through entity for ti S income tiis purposes W e  own a corporation that files its own federal, foreign 

et and liiibilily mcthod of accounting for income tnses Under the asset and linbility method. deferred income lases are recognized fnr the tas consequences of temporary 
difl-erences lxiween the financial xiatement carrying amounts and the tas bnsis of Uic assets and l ia l r i l i t ies  

h'mvilccoutrdirg Smirdnrils-SFAS No 159 "Tlrc Fair Vnhrc Option Jor Fiirnircinl .-Issets nnd Fiirnrrcinl L.inbil~rics-biclurliir~ nil nirienilimnt oJEU 115," or SFAS 15% In 
February 2IK17. the FASB issued SFAS 159. which allows entities to choosc, at specified clection dates, to measure eligible financial  assets and liabilities at fair value tliat are not otherwise 
required to be  measured ai i;iir value I f  a company elects the iairvalue option fix an  eligible item, changes in that item's fair value in subsequent reporting periods must he recognized in 

current earnings SFAS 139 also establishes presentntion and chsclosure requiremenis designed io draw comparison between entities that  elect diKwent measurement attributes for similar assets 
and liabilities SFAS IS!, IS cllcctivc Tor us  on January 1, 3008 W e  have not assessed the impact of SFAS 159 on our consolidatcd results of operations, cash llows or financial position 

for me:isiiring it. and r e q u i r s  ndditional disclosure about the use or fair viilue to measure assets and l iabilities SFAS 157 emphasiws that fair value is a market-based measuremen6 not an  
entity-specific measurement, and sets out ii fair \ d u e  hierarchy with thc highest priority being quoted prices in active markets IJnder SFAS 157. iair value measurements are disclosed by level 
within thzit hierarcliy SFAS 157 \vi11 apply whenever another standard requires (or permitsj asscis or liabilities to be measured at fair value SFAS 157 docs not expand the use of fair value to 
any new circumsttinces SFAS 157 is e i f e c t i ~ e  for us on January I, 2I)I)S Ute have not assessed the impact of SFAS I57  o n  our consolidated results of operations. cash flows or financial 
pnsition 

Chorges" imd SFAS No 3,  '~eportiii~,.lccoi~ritrri~ Cltoriger iriiritcrrni Firroriciol St i r te~~ci i t .~~  "Among other changes, SFAS 154 requires that n voluntary change in accounting principle he 
applied retrospectwely with all prior period financial statements presented under the new accounting principle, unless it is ~mpracticable to do so SFAS I54 also (1) provides that a change in 

deprcci;ition or amortimtion o i  a long-lived nonfinancial asset Lx accounted for as a cliange in estimate (prospectively) that was effected by a change in accounting principle. and ( 2 )  carries 
forward without change the guirlance within A P B  20 for relmrting the corrcction o i a n  crror in previously issued linancial statemmts and a change in accounting estimate The adoption of 
SFAS 154 on lnnuary 1. 2iIi6. did not have ii material impact on our consolidated results 01 operations. cash flows or linancinl position 

SPAS No 157"Fnir liilrrc J/cnsurer,rmrts," or SFAS 157. In September 2006, the FASB issued SFAS 157, which provides n single definition of fair value, iogetlicr with a framework 

SBAS No 15J"..lccmirrii1g Clrnngcs nirdErmr Corrmrioirs," or SFAS 1.54 In  June Z005, the FASB issued SFAS 154. a replacement of APB Opinion No 20, or A P B  ZU, 'Xccoiirrling 



DCP AlTDS R E A h l  ILLC 
(formerly Duke Energy Field Sen'ices. LI C) 

Notes To C'onsolidtitecl financial State~~lents-(Continue~) 
Years 15ndeil Deerniber. 31, 2006 :tiit1 2005 

FIN No 48"..lrrounriiig/n,. Uricwrningi in Income TNICJ-..III Inrerjircmtinri ofK.LSB Srremenr 109, " or GIN 48 In July 2006, the FASB issued FIN 48, which clarifies the 
accounting Tor uncertainly i n  income lasss recognized in financial statements in accordance ivitli FASB Statement No 109, ".~lcwiir i l iyg Jot lnconie Tases "FIN 4s prcscrihcs a recognition 
threshold and meiisurement attribute for the rmancial statement recognition and measurement oca tas position taken or expected to be taken in a tas return FIN 4s also pro\'idcs guidance on 
derccogniiion, classification. interest and penalties. accounting in interim perincis. disclosure and triinsition The provisions of FIN 4S are effective for us on January 1. ?lltl7 The adoption of 
FIN 4s is not espcctcd to have a material impact on lour conibined results of operations, cash flows or l i nanc ia l  position 

EITF Issuc N o  04-13 "..lcrouiitiirg for Rirclinsr~s niidSnles nflmeiirory ivirlr tlieSnnie Courrropnrty," or EITF 04-13, In September 2005, the FASB ratified the EITF's consensus 
on  Issue W.13, which requires an entity to trc;il siiles and purchases of inventory belween the entity and the same counterparly as one transaction ibr purpose  orapplying APB Opinion No 29 

when such transiictions are entered into in contemplation of each other When such transactions are legally contingent on each olher. they are considered to have been entered into in 
contemplation 0 1  each other The ElTF tilso agreed on other iaclors that should be considered in determining whether transactions have been entered into in contemplation a i  each other EITF 
04-13 w a s  applied to new .irrangementa tliai w e  entered into aiter M'ircli 31, 2006 The adoption ofElTF 04-13 did not have .I m.~terial impact on  our co~ol idated results ofoperalions, c s h  
ilows or financidl /position 

Stnf/ ..Iccoii,rting 13idIctin N o  10s: Cnrisirleririg the Fflccfs of Prior Ycnr Misstntcnictits iv11cn Qunirtijjiiig dlissta~enicnrs in Currciit Yenr Fiiinrrcinl Stntmireiits, or SAD 108-1n 
September ?0[16. the SEC issued SAD 10s to address diversity in practice in i ~ u a n t i f ~ ~ i n g  finiincial statement misstatements SAB 108 requires entities to quantiTy misstatements based on  their 
impact on each of their 1inanci;il statements and related disclosures SAB 108 is e lkc l ive  as  01 (he end (if our 2006 fiscal year, allowing a one-time transi1ion:ii cumiilnli\e elTect ndjuslrnenl Io 

retained ozirnings ;is of January 1, Zt'IlX l o r  eiiors t h a t  were not prcviously dccmcd m;itcrid, but arc material under the guidance in SAD 108 The adoption of SAB 108 did not have a material 
impact on our consolidated results 01 opcriitions, cash flows or iinoncinl position 

2. Acqirisilioris :incf Di.spnsilioiis 
;Icqit isitions 
Acqiiisrfroii orl 'mioi,~ GLi/liciiizg, Traii\iiii~s.sio~i ondPiocessirig ..isssfs-ln the h i n h  quarter oi2005, w e  entered into :in agreement to purchase cerhiin Federal Energy Regulatory 

Commission. or FERC, regulated pipeline and compressor station assets in Kansas. Oklaliomn and Tcsas Sar approximately $SO million We did not receive regulatory approvsl from the FERC 
to purchase tlie assets as non-jurisdictional gathering, but w e  itre proceeding to i i lc  with the FERC for a certificate to operatc lhese assets as intrastate pipeline This acquisition i s  espected to 
close in h e  second hiilf ol 2007 

..lcqiiisiiioii ~ / . . i ~ l ~ h l r o i r o l ~ ~ ~ i r i h ' l i i l c r ~ s l s - l n  December 2006, w e  acquired an additional 33 33 46 interest in I \ h n  Pass Oil Galhering Company, or hdnin k i ss ,  for approsunately $30 

In Novcnibcr 2t:IiX. w e  purchased tlie remaining 1646 minority interest in Dwphin  Island Gathering Partners, or DIGI', lor $7 millivn DIGP was owncd S4D'o by us prior to Uiis 

In Deccmixr ZOIIJ, we purchased an additional 6 67% interest in Discovery Producer Services. LLC, or Discovery, from Williams Energy, LL.C for a purchase price of $13 million 

million W e  now own 66 67% 01 Main Pass witli one other partner Main Pass I S  o joint venture whose primary operation is a crude oil gathering pipeline system in the Gull 01 lvlesico 

t r a n s d o n ,  and subsequent tn this !rans:~ction. is owned 10046 by us DIGP owns gathering and transmission assets in (he Gull Coast 

Discovery is an unconsolidated alliliate. which  Iprior to this transnction. w i s  3 3  3340 owned by us. :and suhsequent to this transaction is 40% owned by us Discovery owns and operates an 
interstate pipeline, 11 conllcnsiitc handling tncility. n cyogenic  giis processing plant iind o t h e r  gathering asscts in deepwater ol'fshore Louisiana 

Disposirioii L 
Dirjiositioii q/ l.'otioi,.s Gollier iii.2, T I  nrirniission oiirl Ploccr,siiiS b-ln December 2005. based upon management's asscssmcnt of the probable disposition of certain planf gathering 

and transmission assets, w e  classified certain of these ~ S S C L S  as hcld for sale, rccnrrled in otlier non-current asseLs, consisting primarily of property. plant and equipment totaling XSS million at 

December 3 I ,  2005 ilsscts at one  incatinn, totaling .US million as  of Decembcr 3 I. ZD1J5. were sold in the first quarter of ?MI6 Tor $16 million nnd w e  recognized a gain of $I? million Assets 

at anothcr location. toinlirig $9 million as of Deccrnbcr 31, 2CX)5. were sold i n  thc first quarter of2006 for $9 million and w e  recognized no gain or loss 

FF-I4 



1~:iI)le oi (,ontents 

In Augusi 21)1JS, w e  sold cenaiii gas gathering Iiicilities in Kiinsiis and Oklahoma for a sales price of approximately 61 I million No gain or loss was recognized 
In February 70t15, w e  cxclisngcd certain processing plant asscts in Wynming lor certiiin gathering nsscts and rclotcd gsthcring contracts in Okliihoms of equiviilent fair  value 
In February 2005, we sold certain gathering. compression, fractionation, processing plant and trnnrportation iissets in Wyoming for approsimalely $28 miillon 
Dirposiiio,, ~ j ~ ~ , ~ r r n ~ l ~ ~ r c , ~ s r s - I n  February 2Ciii5, we sold our general piirtner interest in 'TEPPCCj to Enterprise GP ltoldings L P ,  s n  unrelated third party for $1.1 00 million in cash and 

rccognizcd a gain of $1.1 37 niillion The cash prncccds Trtom this transaction wcre rcccivcd in Fchruery ?no5 and Ioancd 113 Duke h c r g y  and  ConocoPhillrps in amounts equal to thcir 
ownership percentages in the Compmy at h a t  time The toms were made under the lcrms of revolving credit focililies estahlished in February 2005 with Duke Capital 1..L.C, an afiiliate of 
Duke Energy, and ConocaPhillips in the amounts 01 U t i 7  million and $333 million. respectively ConncoPhillips repaid its outstanding borrotvings in full in March 2005 Duke Capital, LLC 
repaid its outstanding borrowings in full in Julv 2005 

comprised a component ofthe Company Tor purposes ofrclmrting disconlmucd opercitions The results o f q x r a t i o n s  imd c i lsh flows related to these assets have bcen reclassified lo 

Distnbrrfio17 OJ ConoJiir17 Bss i , re~s  to Diike Ei711r~)-ln July 2011. as part 01 the Z(l-5ti Ir;insaction. we distributed to Duke Energy subsinntially a l l  o l  our C;iniidian business These assets 

Gwdwill 

Dekmed income taxes 20 

c dl: 

We routinely sell iissets that comprise a component of the Company. and tire rccordcd ;IS discontinued operiitions. but are not individually signiliciint The results of operations and cash 

There were n o  assets accounted Tor as discontinued operattans for the year ended December 31 2006 The follo\\wng 1;ible seL? f d i  selected financial information associated wi th  assets 
fhws  related to h e s e  assets h a m  been reclassified to discontinued operations lor 1111 penods prmmted 

accounted for as discontinued operations for the year entlcd December 31. 2iK.15 
2005 

(millions> 

Income Srom discontmued operations 6 3 
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D ~ P A ~ S T R E ~ A ~ I  i (- 
(tnrmerlp Duke Energy Field Services L 1 C) 

Notes 1 o Consolidated finnncial St;itc~tients(('ontinue~) 
Years Ended Ileceniber 31, 2006 and 2005 

3 Agreernerrtr :mil ~r : i i~~ : i c l iom ~ 1 1 1 1  AIWaIe$ 
nie following table represent> the unrealized gain5 and unrciilizcd l o ~ s e 5  on mark-to-marhct and hedging in5lruincnh with i i l l i l iates 05 01 December i l  

2006 LO05 
(Illlllioln) 
-- 

ging tnmumt~ts-cu~~ent  
Iinrealivcd l o s ~ e ,  on marl-to marhct and hedging instruments-currcnt 

The following table summarize% the trani.ictions with Duhe Energy CnnocoPhillip\ and other unconaolidatcd ,itfiliiitci 115 ~ l e ~ ~ r i b e d  below for the ) cars ended December 31 
2006 2005 

(mlllionr) 

Spccha Eiiergy fld Dirke Energit 
Senicor,.lgrcoiici,/-Under a services ngrccment. Duke Energy and ccrmn 01 ik subsidiaries provided us with various stall and support services, including inlormation technology 

products and services. payroll, employee benelik,  properly tries, media relations. printing iind records management Additionally. we used other Duke Energy services subject to boiirly rates. 
including legal, insurance, internal audit. tax planning, human resources and security departments 

In connection with the Spectra spin. we will need to transfer responsibility for a11 scn'ices previously provided to us by Duke Energy to our corporiile operations. o r  transition these 
services either lo Spectra or to third party service providers 

Included on the consolidated balance sheets in other non-current assets-c1liliatr.s i ls 01 December 51, 2006. are insurance recovery receivables 01 $47 million, and included in nccounlr 
receivable-iirfiliates as of Dcc'mltcr 3 I ,  ?Oil6 and 2005. arc other receivables ol$8 million and $39 million, rcspcctively. l?om an insurance provider that is a subsidiary ofDulic Energy 
During the years ended December 31. 21106 and 7005, w e  recordcd liurricnne related business internrption insurance recwerics d $ l  million and $3 million, respectively, included in the 
consolida~ed statements of operations and comprehensive income :is sales of natural gas and petroleum products 

In the fourth quarter of 2006. an imurance provider that is a subsidiary o l  Duke Energy iigrccd tn settle a n  insurance cliiini. iclatccl t o n  diimaged undergountl storage Iacility, fnr 

approsimately $21 million We had recorded a receivable in 2005 related tn this cliiim fix opprosimiitcly $4 millioil Upon receipt 01 the ciisli in December 2006. we relieved the receiveble and 
recorded business interruption insurance recoveries ol~approsimalely $16 million included in the consnlirl;ited statemenh i f ~ y ~ e r a t i ~ ~ n s  and comprehensive income as triinsportation. storage 
and processing 
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DCI’ hlDSTRFAh1, L I (3  
(lormerly nuke Energy Field Services L 1 C j  

Notes To Consolidated Finnncinl Stateiiients-(Continucd) 
Years Ended Deceniber 31,2006 :ind 2005 

Coninrodrp Trnnsac/ioits-We sell a portion o f o u r  residue gas and NGLs to, purchase raw natural gas and other petroleum products from. and provide gathering iind trnnsportation 
services to Duke Energy and Spcctrii Energy nnd their subsidiaries blnnagement aoticipiitcs continuing to purc1io.x and sell thcsc commodities and providc tliesc services to Spectra Energy in 
tlie ordinary course of business 

CoriocoPliillips 
Lonpternr NGL.s P~~i-cliower Controcl and Trn17~raclio1ir-\Ve sell a portion of our residue gas and NG1.s to Conocol’hillips and CP Chem. a 5096 equity investment of ConocoPhillips 

(see Note 1 j In addition, we purchase raw natural gas from ConocaPhillips Under the NGL Output Purchase nnrl Sale Agreement. or the CP Chem NGL Agreement. between us and CI’ 
Chem. CP Chem has h e  right to purchase at indes-based prices substantiiilly all NGLs produced by our various processing plants located in the Mid-Continent and Permim Basin regions. and 
the Austin Chalk men, which include approximately 10% of our total NGI.. procluction Ilie CP Chcm NGI.. Agreement nlso grants CI’ Chem tlie right to purchase at  index-based prices cerlnin 

and CP Chcm in the ordinary course of business 

Transnctiom iidtlr other uiicotisolirlntcd offilintes 
In February 2005, we sold our general pnrtner interest in E P P C O  to Eittuprise GP I-Ioldings 1 P , an unrelated third pirty. for $1.1 iW million in cash and recognized ii gain of %1,137 

million The cash proceeds from this trnns:iction were receival in February 1U05 and loaned to Duke Energy and ConocoPhillips in amounts equal to their ownership percentages in the 
Company at that time The loiins were made under the terms of revolving credit ficilltics established in February ?OOS with Duke Capital LLC, an nffl iate 01 Duke h e r g y ,  nnd ConocoPhillips 
in the amounts of $767 million and S 3 3  million. respectively ConocoPRillips repaid their outstanding borrowings in full in hlarch 3105 Duke Capital L L C repaid their vutstanding 
borrowings in f u l l  in July 2005 

We sell a portion of our residue gas and NGL s to, purchase raw natural gas and other petroleum products from, and provide gntltering and  trmsporlation services to, tinconsolidated 
affiliates We anticipate continuing to purchase and sell these commodities ani1 provide these services to unconsolidated alliliatcs in the ordinary course o i  husiness 

Estimates relnteil to nffilintes 
Revenue for goods and services proviiled but not invoiced lo affiliates is estimated each month and recorded along wi th  relnled purchases of goods and services used but not invoiced 

These estimates are generally based on  estimated commodity prices. preliminary throughput mensuremen& and allocations and  contriict d,ita Actual invoices for the current month are issued in 

thc following month nnd d i K i c n c e s  from estimated amounts arc recorded There are no  material di l l i rc i ics  froin the nctual amounts invniccd subsequent tn year end relating to wtirnatcd 
revenues and purchases recorded at December 3 I ,  2006 and 2CX5 

4. Maikelnblc SecurIUcs 

as ava:lable-for-sale securities under SFAS 115 as management does not intend to hold tiiem to maturity nor are they bought and sold with the ohjccllve ofgenerating profits on short-term 
differences in price The carrying value ol t h s e  instruments approximates their fair value as the in te rs t  rates re-set on  a cloily, weekly or monthly basis 

restated L.LC Agreement, however, proceeds Crom this contribution were designated for the acqutsition or improvement oi  property. plant and equipment As this cash w a s  t o  be used to acquire 
non-current assets, we had $XI and $264 million, respectively, classified as a long-term assel. as restricted investments, on the consolidated balance sheets at December 31. 2N6 and 2005 At 

December 31, 2006 and 2005, we had restricted investments of $1 02 million and $100 million. respectively. consisting of collatcriil lor DCP Partners’ term loan 

Short-term a d  reslricled irn~estnrei~ts-At December 31, 2006 and 1005, we hod $137 million rind $627 million, respectively. of short-term investments These instruments are clnssified 

In July 100S, ConocoPhillips contributud cash of $398 million to our Compnny This cash was invcctcd in financial instruments ac rlcccrihcd above Undcr the terms of the amendcrl and 
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DCPhtIDSTREAAL LLC 
(lormerly Duke Energy Field Services. 1 L C) 

Notes To Consolidntctl financid Statcinents--(Continurd) 
Ycais ISntlccl Drceniber 31,2005 :ind 2005 

Inventories by catcgory \vert a5 iollows .is 0 1  Dcccmbcr 31 
20015 zoo5 

(iillllloll\) 

N 34 
NGLs 53 67 

G Piopei 11, PlniiC mid Equipiiieiit 

Dcprccisble 

Lil'c i nn6  2005 

(million\) 

.A ccumulsed depreciation (2,361) (1,079) 

Depreciation expense for 2CO6 and 2005 !vas %275 million and S27S million. respectively Interest capitaliu.rl on  consLruction projects in 2OUG :ind 3IIJ5, \vas approsimately %3 mtllian 
and $2 million. respcctivcly At December 31, 2006, we had non-cancelable purchase obligations of approsimately $27 million lor capital projects expected to be coinpletcd i n  21707 In 
addition, property, plant and equipment includes $10 million and $13 million of non-cnsh nrlditions for the years cndcd December 31. ?ti06 and ZOOS, respectively 

7 G o o d ~ i l l  :ind Otlicr Inlmgible\ 
The Ghongc? in the carrying amount of Soodwill ore as follow? for the ycnrs ended December 31 

2006 2005 

(niillloiis) 
C 
Purchase price adjustments (11)  

F j 
(18) Distribution o l  Canadian business to Duke Encrgy - 

dw1ll 71 

We perform an annual gooclwill impairment test, and update tlic test during interim pcriods if events or circumstances occur that wnuld more likely than not reduce the lair value of a 

reporting unit below its carrying nmount \Ve use a discounted cnsh flow analysis supportcd by market valuation multiples to perform the iissessrncnl Key assumptions in the analysis include 
the use of an appropriate discount rate, estimated future cash flows and an estimated run rate ofgeneral :md administrative costs In estimating cash Ilows. we incorporate current market 
insormatton. as well as historical and other factors, into our forecasted commodity prices 

\Yc completed ow annual goodwill impwment  test as of August 31, 2006 We nlso tested goodwill for impairment in July .?W5 upon thr: distribution of substnntinlly all 01 our Canodian 
business to Duke Energy, in conjunction with the 50.50 Transaction These goodtvill impnirment tests were performed by comparing our reporting units' erlimnlcd fair values to thcir carrying. 
or book. values lhese valuations indicated our reporting units' fair values were in excess oftheir carrying. or book. \v~lues; tlicreiore. rvc h x e  dclcrmined t h a r  therc is no iiidic;ition of 
impiirmcnt 1 litre were no iinpairments of goodwill Sor the years cndcd Dcccniber 3 1 ,  2006 and 2005 
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DCPLIIDS’IRE4hI.I  1 C 
(lormerly Duke Energv Field Scrvicea L L C )  

Notes ’I u Consolidatcd 14nancial Stateiiients(Continued) 
Ycars Ended December 31, Z00G ant1 2005 

During 2005. we recorded an adjurtment to properly xcoun t  for delerrcd La\= established as a r e su l t  of purLhase buciness combinations tha t  ouur red  dunng 7001 A s  a reiul t  01 th is 
ndjuriment, goodivill and defcrrcd income LJ\ Iiobil i t iu decrcoscd by nppro~imotcly $1 I million and $3 million, rcipcctivcly, and propcity, plnnt and cquipment, nct, i n c r c o d  by SS million 

In July 2005 ar part ofthe 50-511 Irsnsaction, we distnbuled to Duke Enagy  substantially all of our Canadian business Included in thc distribution w.is $ I S  million of goodwill, nhich 
w a s  determined ha%d on the relative Liir value of the Can.idian businas lo the fair value of the Natural Gar Scrvicc? reporling unit 

I h c  g r o s  carp ing amount and accumulated amortiation lor commodity sales and purchases c o n t m t s  are a\ iol loivs for tlie yearr cnrlcd Dcccinhcr 3 I 
2006 2005 

(iii illinn&) 

Con1m 130 
Accurnuloted amoriization 

Durinp the y a r s  ended December 31, 2006 and 2005, we recorded smortiziition expense associated with commodity sales and purchases contracts of $9 million The remaininp 

Estimated amoitizition for  [hese coniracts Tor the next five years and there;iIler is as follows 
amortization periods for these intangibles ranfie lrom less than one year to 20 years with a weiehted averiigc remaining period of approximately 7 years 

1Sstiiii:itcd A n  

(IIli l l iO 

Thereafter 

F 

8 InveillncnLs in Uiiconsolidiled ,\rlili:ite\ 

We have investmenls in the following unconaolidated af l i l iates accounted for using the equity method 
2006 Deccni ber 3 1, 

(IilIIIIoI1s) 

Owncr ship 2006 2005 

rota1 investments in unconsolidated af f i l ia tes I; 2cu s I69 

Discmvi~Piodiicei Seivices LLC-Discovery Producer S w i c e s  LLC, or Discovery, owns and operates a GOO MMcfid intersme pipeline. a condensate handling facility, a cryogenic gas 
processing plant, and ollier gatlicring assets in dccpwatcr offshore L.ouisiana In December 200.5. wc acquired an  additional 6 679.6 interest i n  Discovery froin \Villiams EncGy, L.LC for J 
purchase pr i ce  of $13 million, bringing our total iiwnership lo -10% The deficit between the carrying nmounl ofthe investment and the underlying equity dDiscove ry  01 $49 million at  
December 3 I, 2006, is associated with. and is being depreciated over the life of, the underlying long-lived asseLs of Discovery 
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DCP MIDSTREAhl, LLC 
(lormerly Duke Energy Field Senwes ,  LLC) 

Notes To Consolid ntrcl finnncid Sfiite~~~e~~ts-(Conti~iucd) 
Years Ended Decenibw 31,2006 mci 2005 

A I m i  E ' m  Oil Goflrei7iig Coiirimig*-ln December 2006. we acquired an additional 33 3306 interest in Main Pass a joint venture whose primary oj~criition is a crude oil galhering pipdine 
system in the blain Pass East iind Vioscn Knoll Block areas in the Gull of hlexico \Vc now own 66 67?4 of k l a i n  Pass with one other piirlner Since Main Pass is not a \~iiriable intere~t entity, 
and w e  do not have h e  ability to esercisr control. we continue 10 account for blain Pass under the equity method The excess o f the  carrying amounl of the investment over the underlying 
equity o i b l a i n  Pass of 61 2 million at December 31, Zix76. is associ;ited with. ;md is being depreciated over the life of, tlie underlying long-lived assets o lh la in  Pass 

gas gathering and compression system in Cxte r  Count!,, Olilalioma The excess o i  the carrying amount o f the  investment over the underlying equity of Sycamore of $9 million :tt December 31, 
7006, is associated ivitli,  and is being depreciated over the Iilk of, Uie underlying long-lived assets of Sycamore 

underlying equity of h b n t  Belvieu I o f  $1 1 million a t  December 31. ?0116, is associated with, and is being depreciated over the life of. the underlying long-lived assels of lvlont Belvieu I 

1 ouisiann The deficit betiveen the carrying ;imounr ol'the investment and the underlying equity 01 I ri-Slates of 53 million ai Uecemtier 31. LlltJD. is as~oc i i i l e l l  witn, anU is wing (iq1reci;iied 
over the life ol, the underlying long-lived assc~s  of Tn-S ta t e  \Vc own less tlian LO?h intcrat  in this Partnership, howcvcr, we exercise significant influcncc, therefore, chis investment is 
accounted for under the equity mcthod oi accounting in occord;ince wuitli APB Opinion No 1 S, 'The ~~~ii in~i \Ct i ior io/ i lccui i i i t i i i~  fo,.liii,esti~iL.i1t.~ iii Cuiiiinon Stock " 

rcceives NF1.s iiom a numbcr of gas plants in L ouisiana iintl Tcsas 'The NGLs arc transportcd to lvlont Belvicu friictionators The deficit between the carrying amount of the invcslmcnt and 
the underlying equity oi Black L nke io1 $7 million iit December 5 I ,  2006, is associated with, ond is being deprecintcd over the lilk of, the underlying long-lived assets oiBliick 1 nke 

gathering i~icility and  gas processing plant in Carter County. Oklahoma Subsequent to May 2006. Fos Plant, L.LC was accounted for as a consolidated suhsidiary Fox Plant. LL C is included in 
other unconsolidated aifiiiatcs in the above tablc as of December 31, 2005 

TEPPCO Portnere  L P --In February 3005, we sold our general partner interest in TEPPCO to Enterprise G P  Holdings L. P , an  unrelated third party, for $1 ,I 00 million in cash and 

Equity in earnings of uncimsolidatcd aililiates cmounted to the following [or the years cndcd December 31: 

S~'coniorc GNS &*stern Geiicrol PRrfiier,rliiy-Sycamorc Gas System General Partnership, or Sycamore, is a pirtncrsliip formed lor the purpose of constructing. oiuning and operating a 

A,Ioi~t Bcli~icti I-Mont Belvicu I owis a 150 hlBbl/tl iractionation facility in the Mom Belvieu, Texas Market Center Tlie delicit between the carrying amount 01 the i n v S m e n t  and !lie 

Tn'-Stc7tcs NGL Pipaliire, LLC-Tri-Statcs NGL Pipelme, L.LC, or Trl-SLlies, owns 169 miles ofNGL. pipelme, estending from a point new Mobile Bay, Alabama to a point near Kenner, 

Block Lake l'il~e L iiie Coni~mi.~~-BIack Lake Pipe Line Company, or Black Lake, owns a 31 1 mile long NGL pipeline. \vi01 a current capacity of approximately 40 MDblid The Ipipeline 

FmPlou!, LLC-In h h y  20116, we purchased the remaining 5046 interest in Fos Plant, LL.C, a limited liability company formed Sor tlie purpose of constructing, owning, and operating a 

recognized a gain of$l.l31 million 

200G zoos 
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DCPAIIDSTREAAL LLC 
(lormerlp Lhkc Energy Field Services, L L C )  

Notes 'lo Consolidntrcl financial Stnte~iients(C'ontinur~l) 
Vrars Entlecl Decriiiber 31. 2006 and 2005 

Die following wnmar ize \  combined financial information 01  unconmlidated aniliates lor the years ended and as of December 31 
2006 2005 

(iiiillion5) 

Current assets S 11s S 133 

Net assets 771 S 766 

9 E~Liiii.itcd Fiiir V:iluc ol Riixiiicinl Iii\truiiicni\ 
We have determined the folloinng fair  value amounts using available market inlormation dnd appropriatevaluation methodologies Considerable ~ u d g n e n t  IS required, however in 

interpreting marhct data to develop the estimates of l a i r  value Accordmgl) the estimates presented herein are not neccsrarily indicative of the amounts that w e  could realiu) in a current market 
exchange The use of difierent m,irket a~suiiiptinns andlor estimation mcthrxls may have a malerial eifect on the estimated fair value amounts 

December 31,2005 - Deccnibci 31,2006 - 
Cnrrjiiig Eitini,iled F.iir C:irrying E\iintnted W i r  
.%niouiit Volur Amount Vnlue 

(niillions) 
Sh 77 

term nature of these instruments ur the stated rates appro\imating market rates Unrealized gains anti unrealized losses on mark-to-marl.et and hedging inahmenis  are carried at  fau value 

obtalned from market quotes Thc c n r q  in6 value 01 DCP Partners' long-term rlebt appro\imntcs fnir value, a) the inter& rate is variable and reflects current market conditions 
The  estimated Lair values of current debt, including current maturiiieb 0 C  long-term debt, and long term debt, wilh the e\ception of D C P  Partners' long-term debt, are determmed by prices 

10 Asset Retireineiit Obligntloiis 

contractual leases for land use We recognize the lair value of a liability for an asscl retirement obligation in the period in which it is incurred, i fa  reasonable estimate of la i r  value can be made 
The fair value of the liability is added to the carrying amount of the associated asset This additional carrying amount IS then d q m c i a l u l  over the life of the asset The liability increases due to 
thc possagc of time bascrl on lhe time value of money until the ob1ig;ition is scitled 

We identified various assets a s  having an indeterminate life. for which there is no requirement to establish a fnirvnlue for future retirement obligations associated with such assets These 
assets include certain pipelines, gathering systems and processing f~icilities A liability for these asset retuemenl obligations w i l l  be  recorded only if and when a future retirement obligation 
with a determinable life is identified These assets have an  indeterminate life because they are owned and will operate for an  indeterminate future period when properly maintained 
Additionally, if the portion oi  an owned plant containing asbestos verc  to be modilied o r  dismantled, we would be lcpnlly 

Our asset retirement obligations relate primarily to the retirement of various gathering pipelincs and processing facilities, obligations related to right-of-way easement agrccmcnh, and 
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DCP MIDS rREAbl,  LLC 
( l o n e r l y  Duke Energy Field Services. L l  C)  

Notes To Consolid nted I;lnnnci;il Stateeients(C'ontinucc1) 
l'rars lintled Decenibrr 31. ZOOG and 2005 

required to remove the asbems \Ne currently lime no plans to take dctiim that would require the removal ol the asbestos in lliese asscts Accordingly. the fair value of the .isset retirement 
obligation related to this nrbectos cannot be eitimiiicd and no obligation has becn recorded 

lnlloiving table xmmxtrizes changes in the asset retirement oblig,ition, incliided in other long-term liabilities in the consolidmxi balance sheets. Cor llie years ended December 31 
The ascet retirement oblig,ition 15 adju'ted e.iLh ciu,irter for any liabilities incurred or settled during the period, accretion apense and any revisions made 10 the estimated cash flows The 

2006 2005 

Liabilities settled 

11. 1'iii:inciiig 
L.ong-term debt was  as follows a t  December 3 I 

1'1 inciprilDiscount 
1006 2005 

(niillions) 
- -- 

ayable saniannual ly,  

ble semiannually. Ju 

(300) - -- Current portion of long-term debt 

-- -- 
(0) See ~ o t e  12 ~ o r  fuiliier discucsion 

Debr Seciinlies-In October 2006, wc issucd 5300 million principal amount ol 6 4590 Senior Notes due 2036, or the 6 4596 Notes, lor proceeds of approvimntely $297 million (net of 
related offertng costs) The G 45% Notes mature and become due and payable on November 3, I036 We will pay intere5t semiannually on May 3 and November 3 of each year, commencing 
May 3 2007 The proceeds from !hie ortering were used io repay our 5 7 i 0 0  Senior Notes that matured on November 15, 2006 

In October 2005, we issued S20O million principal m o u n t  of 5 3 7 5 O o  Senior N o t a  Due 201 5. or 5 37545 Notes, for proceeds oiT197 million (net of related offering costs) The 5 37596 
Not= mature on October 15, 201 i We pay interest semiannually on April 15 and October 15 ol each yeor, commencmg April 15, 2006 The proceeds from this ofiering \\'ere used to repay the 
Augucl 2005 term loan facility di\cussed below 

commercial paper, and refinanced a poilion o1 th is  debt with the August 2005 term loan facility discussed below 

unsecured and .ire redeemable at  our oi~tioi i  

In AuguFt 2005. we repaid the $600 million 7 ('la Notes that  were due on August 16. 21105 We repaid a portion of this debt with available cash and proceeds from the issuance of 

The debt securities mature and become payable o n  the respectibe due d.ites and are not subject to any cinling fund provtsion\ Intere5t is payable Kxniannually The debt securities are 
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D r i ' w ~ s  IRFAAL L L C  
(tormerly Duke Energy Field Services. I 1 ( 2 )  

Notes 'I o Consolidatecl Finmcial Stateinen ts--(Continued) 
Years Enilecl December 31, 200G ant1 2005 

Ciedir ~ ~ 7 n l i t i c r  i i i r l i  ~ i i i ~ ~ ~ i c i ~ ~ l l i i ~ ~ i f i ~ ~ i o ~ i ~ - O n  April 39 Z( i0 i .  w e  entercd into ,I credit Iacility or the Fc~cility to r e p l a ~ e  a 57iO million 304-da) lacility that wds terrmndled on 
April 29, 2005 The r a c i l i t ~  ir used to support our commcrcilil paper progmm iind lor wnrhing capitol and other gcncr,il corporate purpores In l?cccmhcr 3i105 wc iimended the Fac i l i t y  to 
.imend the definition of consolidated capitaliwtion to include minority interest which 15 referred to in these financial rtatements a\ non-controlling in te rs t  In October 2006, we amended the 
Facilily to modify the change nf control ]irovisions to allow lor ilie Speclr.1 rpin to n t e n d  the maturity April 29 2Ul7  to m e n d  the pricing 10 remove the interest coverage covenant and to 

incnrporatc othcr minor revisions Any outstanding borroming~ under thc I acility at iii.iIurity may at  our option, be converted to an unrccured one-year term loan TIic lacility 15 a $450 million 

revol\ing credit fdcility ,111 of which c.in he used lor letten of credit The I acility requires u\ to  maintain at  all times a debt to total capilalization ratio of leab t h m  or equdl to GOO6 Draws on 

the Facililv hear interest at n nte equd to at  our option and b.ised on our current debt rating, either ( I  1 L IBOR plus 0 35% per year lor the inilinl 50". us.ige or LIBOR plus 0 45'0 per year If 
usage i s  greater than i O 0 o  tor (5) tlie higher of (a) die \V,ichiivin Bml, prime rate per i m r  and ib) the Federal Funds rate plus 0 3'0 per year The Facility incurs on annual Iactlity lee of U 1% 
basetl on our credit roring on the drunn and undr,n\n portion4 As 01 December 31 20(16, there were no  borrowings or commercial piipcr oulstonding and there wos nppro\imntely %i million in 

L oan r a c i l i t y  to repay a portion of our $600 million 7 So. Niiteb that maturcd on Augurt 16 Z U i I j  The Term 1 oan Faci l i ty  war  repaid in October 211114 with proceeds from the 5 374% Notes 

loan fncility The DCP P.irtners' Credit Agrcemcnt mature\ on December 7 2010 At December 31 2006 and 2005, there was % I G S  million and $1 10 million respectively oulstanding on the 
rrvolving credit I ac i l i t y  and $100 million out%inding on the term loan f.icilih nic terrn l ow Iaci l i ty 1) lully col latcrnl i ied by investments in high-gradc securitirs ivliich arc cl.issilicd as 
restrictcd inveatments on the accompan). ing consolidated balance >heel Outstonding letters ol credit on the DCP Partners' Credit Agrczmcnl were less than 61 million as ol December 31, 2006, 
and there were no letters ol cre011 out\tnnclmg dt  December :I, 200, The D('P Partners' Credit Agreement requires E l '  Partnerr lo maintain at  a l l  times (commencing with the quarter ending 
March 3 1  ?iIi)6) ,I leverage ratio (:lie ratio of DCP Pafinerr' consolidaieil indcbtednes\ 10 its conroliddted EBITDA in each ~ a s e  a', is delined by llie IXP Partners' Credit Agreement) of less 
than or equal to 4 75 to 1 0 (and on a temporap b,isis lor not morc than thrcc con\ccutivc quaficra lollowing thc acqui~ition of a s c h  in the midatreom e n e r g  buciness ol not morc than 5 25 to 
1 (I), mil m,iintain a t  the end of each fi9cal quarter an interert covcrage ratin (del met1 to be  the ratio ol adjusted EBITDA, a r  defined by tlie DCP Partners' Credit Agreement to be earnings 
before interest ~ ~ Y C S  and clepreiiation dnd amortizalinn and  othrr non-cash adiiistments for the four most recent qudrters lo interest e \pmsc  lor lhe same period) ai greater than or equal to 3 0 
to 1 0 Indebtedness under the revolving ~ r e i l i t  t , i c i l i t j  Liars intere~c, dt  our option, d1 either (1) the higher ol Wachovia Banh's prime ratc or the lcderal fiinds raie plus 0 5 0 ° 0  or (211 IBOR 
plus A n  applicable margin, ishich r m g a  Irom I 1  27O0 to 1 02io, dependent upon the Icvernge lcvel or credit riiting Ar of DcccmhLr 51 2006, the 61UO million term loan fncility hears interest 
.it LIBOR plus a r,ite per annum of 0 I ioo Ihe revolving credit i.icility incurr .in ~iniiual faciliiy fee oft) ii840 to 0 55O0 depending on the appliLahle leverage level or debt rating This fee is 

paid on dmwn and unilrci\vn portionr ol tlie revolving credit lacility 

On December 7, 20115, DCP Partner? entered into ,i 4 )e<ir credit ,igrcement or the IXT Pxtnerr '  Credit Agreement, with a FZW million revolving Lredil hcil ity m d  a $100 million term 

hpprol imate  future maturitic5 ol long tern? debt in llie year indicated arc as IoIIow\ a1 December 31, 71106 
Deb1 Akilui iIter 

Long-term debt -s 2,l I5 

12 Risk hlnii.igeiiieiit m d  Iiecigiiig Acln ilie,, Cicdii Risk and Fiiiaiici.il Inrtruiiieiih 

Conmrod~h~pIicL. nsl.--Our principal operations of gathering, procewng compres\ion tnnsport.ilion and storage of naturnl gas, and the xcompanying operations of fractionation, 
trmsporbtion, gathering treating procesring, rtorage and trading and marketing nl NGLs create commodity price rirb e\porure due to market lluctuatlnnr in commodity prices, primarily with 

rcspcd to the pricec of NGL 5 ,  
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DCI' AIIDSTREAAI, LLC 
(fi~rmerlp Duke Energy Field Senrice$, 11 C) 

Notes 'Io C'onsolidntecl 1;innncid Stateeient~(C'ontinurd) 
1'cat.s Ended December 31, 2006 ant1 2005 

natural gas and crude oil As an owner iintl operiitor oiii;itural gas processing and odier midstream assets. we have an inherent exposure to  market variables and c o m n i o d ~ y  price risk The 
amount and type 01 price risk is dependent on  tlic undcrlying natural gas contracts entered into to purchase and process raw natural gas Risk is also dependent on dic types and mechanisms for 
sales of natural gas and NGLs, and related products produced, processed, transimrted or stored 

Eiiergif rioihry (iir[rrkc?rJ nvt-Cert;iin 01 our subsidiaries iire engaged in the business oitrading energy related products and S ~ N I C C S .  including managing purchase and sales portfolios, 
storage contracts and ibcilitics, and transprtation commitincnLs f o r  products ihcsc energy trading operations are exposcd to market variables and commodity price risk with respect to diesc 
products and s m k s ,  and ive may enter into physical contracts nnd liiiancial instruments with lhe objective of realizing a positive margin irom liie purchase and sale 01 commodit~~-based 
instruments 

IiiIere,\I rm risk-\Vc enter into debt arrangcinsnts that have eitlier fised or floating rates, therefore we arc exposed to market risks related 10 changes in interest rates We perioclically 
use interest rate swaps to hedge interest rate risk associated with our debt Our primary gonls include (1) maintaining an appropriate riitio of fixed-rate debt to Iloiiting-rate debt; (7) reducing 
\mlatility of earnings resulting from interest rate fluctuations. and (;j locking in attractive interest rates based on historical rates 

CmAf risk-Our principal customers range from I ~ g e .  natural gas marketing SCNICCS to industrial end-users lor our niitural gas producs  and S I Z N I C ~ S .  iis  we^ iis iiirgc mufli-ii;itionai 
pctrnchemical iind relining companies, to small regional propane distributors Tor our NGL producls and scn,ices Substantially all of our natural gas and NGI. sales arc made at market-bascd 
prices Approximately -109e of our NGL production is committed to ConocoPhillips nnd CP Chem undcr an existing 15-year contract. which expires in Xii 5 This conccntration of credit risk 
may iil~t'ect our overall credit risk. in th;it these customers may he similarly affected by changes in economic, regulatory or other factors Where exposed Lo credit risk. IVC analyze the 
counterpartics' financial condition prior to entering into an agreenieni establish credit lirnits and monitor the appropriateness of these limits on an ongoing biisis \\'e may use miistcr collateral 
agreements to mitigtite credit csposure Collnteriil iigreements provide lor n counterparty to post cash or letters of credit for exposure in excess ol the estnblishetl Ihreshold 'The threshold 
iimount represents an open credit limit. determined in iiccordiince with our credit policy The collateral agreements also provide that the inability to post collateral is sufficient cause to 
terminate a contracl 2nd liquid;ile all posilions In addition. niir standard gas and NGI  siilrs contracts contain adequate assurance prnvisions, wliicli iillow us to suspend deliveries iind cancel 
agrecnicnts. or continue dcliverics 10 the buyer a l k r  the buycr provides security lbr payment in a satisfactory lorm 

As of December 3 I ,  20116. w e  held cash or lctters of credit of SH3 million lo secure iuture jmiormancc orlinancial or physical contracts, and had dcpnsited with counterparties $7 million 
of such collateral to secure our obligations to provide future services or to perlorm under linancial contracts Collateral amounts held or posted may be lived or may vary. depending on  the 
value of the underlying contriicts. nnd could cover normal purchases iind sales. wading and hedging contracts In many cases, we and our counterparties' publicly t l i~c lo~e  credit ratings, which 
mny impiict the amounts of colliitcrnl requirements 

l'iiysical forward contracts and financial derivatives are generally cash settled at the espiration ofthe contract term lhese  iransiiciirins are genernlly subject to specific credit provisions 
within the contracts that wouid allow the seller at  its discretion. to suspend cieliveries. cancel agreements or continue deliveries to the btiyer niter the buyer provides security fur payment 
satisiactnry tu tlic seller 

Co!nnrorhh~ I i ~ d g I i ~ ~  s l i - i ~ l~~ ies - l -~~s to r i c~ l l y ,  we hove used commlxlity cash now hedges, :is specifically defined in SFAS 133, to reduce the p e n t i d  negali\'C impact that commodity 

price chenges could have on our cxnings  ;and our ability lo adequately plan Ibr cash needed lor debt service, capiLnl expenditures and tns distribulions Our current strategy is to use cash flow 
hcdges only lor commodity price risk re1;ited t o  DCP Partners' operations Some of the assets operated by DCP Farmers generate cash flows that are subject to volatility lrom fluctuating 
comnioclity pnces A s  t i  publicly traded master limited partnership, ,in importtint component 01 the stmtegy of DCP Partners is to generate consistent cash ilmv irom its operiitions in order to 
pay distributions to its unitholders For operations other t1i:in those ofD1.P Partners. we dn not currently anlicipnte using cash flow hedges in the near fiiture, because management believes cash 
llows will he sufl'icient to fund our business 

Coi7inrodrh corh Jlow iie&c?s-We have executed a series 01 derivative linmcial instrumcnts, which havc been designated as cash flow hedges 01 the price risk associated with forecasted 
sales 0 1  natural gas, NGL s and condensate through 2OIO. and the price risk associ;ited with Ibrecasted sales ol condensate during 201 1, related to assets 01 DCP Partners Bectiuse of the strong 
conelation brt\vei.n NGL prices ;and cnide oil prices, ani1 the Inck o l  liquidity in !he MGl financial market, w e  have used crude 011 swaps to hedge NGL price risk 

\ d u e  of these hedge instruments were giiins of 54 million. ond omounLs recognized for the efiects of tiny ineffectiveness were insignificant for the year cndcd December 31, 2006 For the year 
ended December 3 I. 

For the year cndcd Deccmbcr 31, 7006. amounts recognized as coinprelicnsise income in the consolidated stiitcmcnb of operations and comprehensive income inr changes in the fair 
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DCP I\ILDSTREAM, LLC 
(lonnerly Duhe Bnergv Field Services. LLC) 

N otcs Io  Consolid atetl Fin iinciiil S tateiiien t s - (  Continued) 
Years Endecl 1)eceniber 31,2006 and 2005 

imounts recognized in the consolidated statemeiits of owrations and comprehensive income lor changes in the fair value ol tliese hedge instruments and lor the effects of any 
inclf-ectivcncss were not significant During the pcer cnded December 3 I ,  2IItl6. \vc rccliissilied SI million in net giiins (net of minority interest o l  $2 million) tn the consolidatcd statements of 
operations and comprehensive income as ii result of settlements No derivative gains cor losses were reclassified lrom AOCl 10 current period earnings as a result of a change in the probability 
nfforeciated transiictinns occurring. which would ciiusc us to discontinue liedge treiitment The deferred Lxilancc in AOCl \vas a gain of $3 million ill December 31. ?17(6, and \vas insignificant 
at Deccinbcr 3 1. 2CX)S As olDeccinber 31, 2006. $ 1  iiiilliiiii 01 clclerrcd net gains mi derivative iiistmmmits in AOCI arc expected to he rccliissifierl into csrnings during tlie next I 2  months as 
the hedged transactions impact earnings; however, due ti) thevol;itility of h e  commodities markets. the correspondins value in AOCI is subject to change prior to its reclassiiication into 

earnings 
Co~iiniodin~ Ibii- wi/iie Iied~c.r-\\'e use fair value hedges to hedge esposure tn changcs in tlie fair value of tin assel o r  a liability cor an  identified portion thcr 

fixed price risk W e  rniiy hedge Imxlucer price locks (fixed price gas purchases) and miirkct locks (fixed price gas soles) to reduce our exposure to fixed price risk 
risk lor ii floating price position [Tew York Mercantile Lxc1i;inge or index based) 

derivative's gain o r  loss arc included in the asscssmcnt of hedge cffectivencsu, unless othcnvisc noted We did not have any firm commitments that no longcr qiialilicd as lair value Iicdge items 

;md. therelore. did not recognize an associated &?in or loss 

fiseil riitc obligation. thcrcby reducing the cxposure tn markct i i i t c  Iluctuations All intcrest riitc s~vaps  cspirc oii Dcccmbcr 7. 2010 and rc-price prospcctivcly approximiitely cvcry 90 days Ilie 
dificrences to be paid or received under the interesl ri i te s\\'np ngreements are recognized os an iidjustment to interest expense The interesl rate swap agreements have been dcsignnted os  cash 
ilow hedges, and eifectivencss is determined by matching tlie principal halance and t e n s  with tliiit of the specified obligation The el'rective Iportions of clianges in fair value ate recognized in 

AOCJ in the iiccompanytng consolidaled balance sheets For the year ended December 3 I ,  2006. iimounts recognized in the consolitlaled statements ol iyxrations and comprehensive income 
tor changes in the jnir value of these hcdge instruments iverc not s ip i l i c ; in t .  a n d  there \vas no incfIkctiveno;s recorded for theyear ended Ijccembcr 31, 21106 At Decembcr 31, ?O06, the gains 
deferred in AOCl related to these swaps were insipil icant At December 31, 2006, the amount nf dder red  net gains on derivative instruments in AOCl t ha t  are expected 11) be rcclassificd into 
eamiigs <hiring the nest  12 monLhs 21s the hedged trnn~i~ctions occur are insignificant; however. due to lhe volatility o l t h e  interest rate markets. the corresponding value in AOCl IS subject to 
change prior to its reclassi1ic;ition into earnings 

issuiince The losses realized on these ;agreements. wh ich  were terininoted in XiiiU. are rlererred into AOCI and amorlizsd against in te ra t  expense over the life of  the respecltvc debt The 
amount iimorlizetl to interest expense during Lhe years ended December 31, 211116 and 201:15. was 61 million for both periods The deferred balance was a loss of87  million ant1 $8 million a t  
Dcccinhcr 3 I, 21106 arid 2005, rcspcctiycly ,\pprosimately $1 million of i l c i cncd iicl 1osse5 rclatcd tu these instrunicnts in AOCl are expected to k rcclassllicd into earnings during thc next I 2  
months iis the underlying hedged interest expense transaction occurs 

I i i l r i e ~ r  mille firir vdiie 1 i e d p - h  October Z l X l l ,  we entered into an  interest rate swap lo convert $250 million of k e d - r a t e  debt securities, which were issued in August 2flI)O. to Iloating 
rate debt 'The interest ntc Ciir value hedge was a t  a lloiiting rate based on a sis-month L BOR. which \\'as re-priced semiannually tluough the date ofmaturity. August 20115 

in August 7OiJ3. we entered into two iirlditioniil interest rate swaps t n  convert $ I l l 0  million of ilsed-nte debt Yecurities issued in August 2000 to llonting rate debt These interest rate fnir 
value hedges are at a floating rate based on  six-month L IDOR. which I S  rc-lmced semisnnually through 2020 The swaps meet conditions, which permit the assumption of no inelfectivencss, as 
defined by SFAS 133 As such. for the life 01 the srvops no ineffectiveness will be recognized As ol December 31, 21106 and 2005. the fair value ol the interest rate swaps \\'as a x.l million and 
$6 million asset. respectively. which is included in thc consolidatcd biilancc sli unrciilized gains or Iosscs on murk-to-market and hedging instruments with offsets to the underlying dcbt 
included in current maturities of long-term debt and long-term cleht 

and to maximize the V ~ U C  of certain storagc and transportation assets Certain of ow subsidiaries ;ire engaged in the business of trading energy related products rind scmiccs including 
miinaging purchase and snles 

For the years ended December 3 1. 21.Hi6 and 21105. the gains or losses representing tlie inellcctive ponion 01 our lair value hedges viere no1 slgnificiinl tiii c m  L . e*ic h 

Inrere>! mille cos11 flow herlger-During 2006, D(3P Pnriners entered into interest rate s w a p  agreements l o  convert $1 25 million of the indebterlness on their revolving credit facility to a 

Prior to issuing fixcd rate dcbt in August 2000, we entered into. and tcrminntcd, treasury locks and interest rate swaps to lock in the interest rate prior to it k i n g  fixed at thc time oidcbt  

Comnrr~clth~ ~ f ~ ~ ~ ~ i ~ ~ ~ r ~ ~ ~ e s - r r ~ r ~ l ~ ~ ~ ~  ~,~JJ~J,,I,IJI!s-O~~ trading and m:skcting program is designed to realize margins related to l1uctu:itions in commodity prices and basic dilf'crentials, 
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DCI' LIDS TREAAL L L  C 
ttormerly Duke Energy Field Senwcr .  LLC) 

Notes ' Io  Consoliclatetl Financial Stnteitients(Continued) 
Years Enilecl 1)cceniber. 31,2006 anti 2005 

porllolioa rtorpge contracts and facilities and tr,in,portation commitment\ for product5 niese energy trading operations are e\posed to marhet variables and commodity price risk with respect 
to these prorluct5 and ~ C N I C C S  nnd may enter into phymnl  contracts and finiinciol inrtrumcnls with the objccti~c of rcolizing a positive mnrgin from tlic purchax  and siilc 01 commodity-based 
instruments We manage our trading and  m.irleting portfolio with strict policies, w h i c h  limit e\posure to market risk. and require daily reporting to man.igement of polmtial financial e\posure 
The% policie5 include \!atistic,il nsh ioleraiice limitr using himrical price movement5 to calculate daily value a t  nrh 

13 Stock BJWI Conipri1s:ition 

performance period and n five year deferrd period The number of IU'W5 that \v i l l  uliimatelv vest range from 0% to 200% of the outslanding RFU's. depending on the achievement 01 y x c i f i e d  
perfnrmnnce tiirgets over a three year period ending on  Decemher 21, ?UOS 1 lie linnl performance payout i s  determined by the campensotion committee of our board 01 dircctor'I At the end of 
the performance pert04 b a x d  on the market value of the  RPU'5, w c  will cre'ite an account lor cach grantee in our deferred compensation plan Payment of the grantee's deferred compensation 
,iccount wil l  mcur  afier a live year dclerral period the value ol.ivhicli is based o n  the vdlue 01 the p.irticipnnt's investment electionr Ouring the delerial periou tfaLn Ki'u inctuoes d rriviueiiu or 
distribution equivalent right, xbhich will bc paid in cadi a t  tlic cnd ol tlic pcrlormancc ]period Expenre related to the RPUs lor the year ended December 31, 2006, was not significant At 
December 31, ?Ililb, there was .ippro\imntelp XI  million ol unrecognized compensation expense related to the W W 5 ,  which \vas calculated using an cstimatccl lorfeiture rate 01 bJOo, and i s  

e\pected to be rccognized over a rveiglited-average pcnod 01 7 0 years 1 lic following tables preLents inlbrm,ition related to IlPUs 

DCP hlrrlsti m w t ,  LLC Loi i~-Twi i i  Incciitiw Pliui. or ?006 Pliiii-Relrrln~c Po/oimaiicc Uiirli-RPU's generally clill vest at the end 01 eight years, consisting 01 n three y e ~ r  

Crdllt hlcalul C l I l C l l l  

D.ilC DdtC 

\Veiglttccl- \?Jclglltcd- 
A\ wage A\ CI age 

PI ice Pi ice 
unit\ Pel UIIIt Per Ulllt 

Decem 

nt D c c e m b a  31.200G 

E\pected to YS'A 15,860 s -I? 60 F so 76 

SI, , I I @ ~ I L  P~ i /o imv ic~ '  Uiz,/s-Sl'U's generolly clifl ve5t at the end ol three 1 ears The number 01 TPU'\ tIi.it will ultim.ite1) ve5t r m g e  from iP6 to I 5 0 ° 0  01 the outstanding SPll's. 
depending on the achievement o1 specified performdnce targels over a three ) e x  periml ending on December 31 700s l h e  final performance payout 15 clelermincri by ule compensation 
committee of our board of dircLiors Each SPU include5 n dividend or di5tribution cqiii\.ilent rigtiL R hich n ill  be p.iid ui cash at the ciid 01 the performance pcriod E\pcnre rclatcd to the SPlJs 
for the year  ended December 3 1 ,  2011b. was .ippioumtitel) X I  million At December :I 31Ob there \\<I> ,ippro\imnlsl) s i  million ol unrecognized compensation e\pense rel<itcd to the SPlJ'a 
which w a s  calculated using esiimatcd forfeiture r a t a  ranging from 1 2 O .  to :Yo and i s  e\pected to be recognized over a weighted-average period of I iJ years The following bibles presents 
infomintion relaitxl to SPUs 

Crntit hlenwreiiient 

I> 1 ie Date 
Weighted- Weiglitrd- 

Pnce Price 
,\I E l  Age 4\ CI Age 

Outsinnding 'it Deczi 

E\pected to i l b t  65949 s 4202  s 51) 7s 



urp ~ ~ I D S T R E A A L  L I  c 
(lonnerlp n u h e  Energy Field Services. 1 1  C) 

Notes 1 o Consolidntetl 1;lnanci;tl Statc~~ie~its(Continurcl) 
Yaws 15ntlrtl 1)ecenibr.r 31, 2006 wid 2005 

The estimate of RPU's and SPUs that are e x p c c ~ d  to vest is biised on highly subjective assumptions that  could potentially change over time. including the espected l'or~"eil:ire rate and 
achicvcmcnt of pcrfomonce targets ihere lnre  the amounts ol'unrccognized cornpensstion expense noted ebove docs not ncccssmly rcprescnt the value thnt will ullimiitely bc  realized in our 
consolidated statements of operations and comprehensive income 

Expense related t o  the Phantom Units for the year ended Dcccinhcr 31, ?lillG. was not significant At Decembcr 3 1, ZOU6 tlicre 
expense related to tile Phantom Units. which wiis calculated using ;in <stimated fijrfeiturc rate of 1906, and is e s p t c d  to be recognized over a weighted-avewge period or-l 0 years The 

i'~lilIilon1 Unrfv-Phantom Units generiilly cliiT vest at the end of live y e m  Each Phantom Unit includes a dividend or distribution equivalent right, which is paid quarterly in arrears 
pproximatcllr 61 million o i u i 1 r ~ c w i z e d  compensation 

following table presents intonnation related to Phantom Units. 

Ullll\ I'Cl Ullll Pcr unit 

s 
s 
s 
E 1205 F 50 76 

DCP Pn111iei~'Pli~intoiii [hillr-rhe DCP P.irtners' Phantom Units conatitule ,I notional unit equal to the h r  vdlue ol a Lnmmon unit of DCP Paiinen, which generdlly c l i l l  vest at 

December 3 1. 200s Each DCP Partners' Phmtom Unit include.; (I dirtribution equivalent righL which 15 paid qu'irlerly in arrears E\Tcn$e related to the DCP Pxtners '  Phantom Unit\ for the 
year ended December 31. 2lxJ6, W ~ I S  not significant At Dwernbcr 31, 20116 thcrc wcis dplxo'.imiltel) S I  million of unrecognized compcnsation mpcnse re la t rd  to the DCP Partners' Phantom 
Unit$, which was colculnted using eztimated forfeiture rates ranging lram I ? O o  to 3?Oo ,mrl is c\pectcd t o  be  recognized w e r  a \reighled-n\ ernge period of 2 0 yeor,  7 he  rollowing table 
present% information related to the DCP Partncra' Ph.iniom Unitr 

Grant 
Dale 

\\'eiglited- \Veiglilcd- 

~ v r i a g e  Avei nge 
Piicc PI ice 

0 -00 
Granted -17.750 E 28 51) 

ber 31,200 7,750 R 38 GO S 4 55 

Evpected to vwt 349211 $ 1s 611 F 3-1 55 

During the year ended December 31. 20ii(j, no awards under the l 0 O G  Plan were iorieited. ~ e s t c d  or settled 



DCP A l l D S  IREAAI. I LC 
(lormerly Duke Fnergv Field Senices  LLC) 

Notes 'lo C'onsolid iitctl Rnimcial Shteiiicnts(Contiriucd) 
Ycars Ended I~ccrnibcr 31.2006 ant1 2005 

DCP Poroicn'Lo,ig-Tciiii Inccnniv Phi ,  or DCP Pnrincr$' Pinti-PmJbrniiiiicc Uiiirr-Perlormance LJruls generally cliff ve5t at the end of a three year perform.lncc period T h e  
number of Perlormnnce linits that \viH ullimately v a t  range from U n o  to I i O o o  ofthc nutstiinding Pcrformiincc linit,, depending on the achie\wncnt 01 specified ]pcrtormnnce lagels over a 
three year period ending on  December 31, 2008 The final periormance percentage p,iyout 1s tlctermined by ihc compensation committee of DCP Partner\' hoard of director5 Each Performance 
IJnit includes a distribution equivalent right. which will  be pdid in ca5h a t  the end of the per lomance  period E\pen% related to the Periormancc lJnit5 tor the year ended December 31 2006, 
was not significant At December 31, 2006. there \ \a\  approumately SI inillion of unrccngnizcil compensation c\pcnie rclatcd to thc Pcrloniinncc linits, which is c\pcctecl to be recogni7ed 
over a weighted a\wage period of 2 0 y e a n  The tollowing t.iblcs presents information related to thc Perfixmdnce Units 

hIe.imrci:iciil 
Giiiiil Ildtc I h l C  

\Velgll(Pd- \\'rigllted- 
Average P I  ice ,\vel.;1ge PI Ice 

TPI Ulll l  
- - .  

ut i l r l r  

Oulstanding at December 31, 2006 2309l1 6 Z G ' K ,  6 3J 55 

696 x 34 55 

The estimate of Pcrformancc Unit.; that arc cxpected to vest is bilscd on highly S U ~ J C C ~ I V C  a a x ~ m p ~ i o n s  that could potentially changc over time, including the c\pcctetl forfeiture ratc and  
achievement of performance t.lrgel5 Therefore the amount of unrecognized compens,ition c\pcn\e noled d b m c  doe5 not ncces'aily reprc5ent tho v~iliie that will ultimately be  realized in our 
con.olidated statements of operations and comprehensive income 

n distribution equivnlenl right which IS paid quarterly in arrears E\pQl% related 10 tlie Phantom Units. lor tlle year ended 1hccmbr.r 31, .?OiIG, W ~ F  no1 rignilicdnt At December 31. ?OiUj, 

estimated unrecognized compensation e\pense related Lo tlie Pliantom Units tvah not significant l h e  following tables pre\cnt\ information related to thc Phantom Unit5 

Phoiiloni Urrrfs-01 the Phantom Units, 16,700 units ~ v i l l  vest upon the three gcdr  MI\ crsary of the grmt  date and 6.0l.10 units v c ~ t  ratably nvcr thrcc searb Each P h m t o m  Unit includes 

hle,lserctnent 
GI an1 Date D11r 
\\'elglilcd- \\'eiglited- 

1'ci Unit I'et Ulllt 

Avci age Pr ice  ,\\'el age 1'1 ice 

Granted Z J  05 

Oulstanding at December 31,2006 24,7011 S 3105 S 34 55 

E 05 x 34 55 

The estimate or Phantom tinits  that ore espccted to vest is bused on  highly su0jcctive assumptions t1i;it could potcntiiilly chiingc over time, including the expected iorfeiture rnte 
Therefore the amount of  unrecognized compensation espense noted above docs not necess:irily represent tlie value that will ultimately be re:ilizetl In our consolidated statements of  ojmations 
and comprehensive income 

All awards issucd undcr tlie 2006 Plan and the DCP Partners' Plan arc inltmled to be settled in cash upon vesting Compensation cxpcnsc is recognized ratably over cach \%sting period, 
and will be  remeasured quarterly for  all awards outstanding until the units are vested The fair value of all awards is determined based on the closing price 01 the relevant underlying securities 
at each measurement date During the year ended December 3 I .  2006, no awards were vested or settled 

a\rwmls to k settled in shores of Dukc Energy's common stock Upon execution o f t h e  S l S l  Trnnsiiction in July 2005, our employees incurrcrl a chiinge in status irom Dukc Enersy employees 
to non-employees As a result. we ceased accounting for Uiese awards under APB 25 ;and FIN 44, and began ;iccounting fix these awards in accordance with El 1.1; !X- I S. using the lair value 
method prescribed in SFAS 123 No awards have been and we do not expect to settle any awards granted under the 1998 Plon with cash 

Dukc Eiicrgp 1998 Pinn-Under its 199s Plan, Duke Energy granted certain of our key cmplnyees stock options. phantom stock awards, stock-based perfi~rmance awards and other stock 



DCP hIlI)STRL,4h4, 1.I.C 
(formerly Duke Energy Field Services, I.1.C) 

Notes To Consolid n t r t l  1;lniinciid Statcnicn t+-(Continucd) 
Years Ended Ueceniber 31,2006 and 2005 

Slack CJimon-Under the 19% Plan. the exercise price of each option granted could not be less tliiin tlic market price 01 Duke Energy's common stack o n  the date of grant Vesting 
periods range from immediate to four ywrs with a maximum option term vi I O  years Effective July I, ?(IU5, these options wcrc accounted ior in accordance \villi EITI; 96-1 8. using the fair 
value method prescribed in SFAS 12.; As a result, compensation e x p n s e  subsequent to July 1 ,  XKI5. is recvgnized based on the change in the fair value of-the stock options ill e:ich repofiing 
dale until vesting 

nie lollowing tables show information regarding optiviis to purchase Diikc Energy's commoii stock granted to nur omployces 
\Veigl~tccl-i\ver:~ge Aggregntc 

\Veightet l -~~~'eI;~gc lieinaiiiing Lire Itilrliisic Viilue 
Ewi circ 1'1 ice (Ilillllollr) 

0 ber 31,200 

0uist.inding at December 3 1 ,  2006 30 89 1 2  

The total i n t r w i c  value of options euerci\etl during the year ended December 31 ZCIOG and ?11115, uta5 apprn\imately $ 3  million .ind $2  million re\pectivcIy A s  of December 31 201J6, 

There were no options granted during the years ended D e c c m b a  3 I ,  7006 or 2005 
Slock-Boseci Perjoiniorice ,lwarcls--Stocl based performance awards outstanding under t h e  199s Plan vest over three year5 i i  certain performanic targets are achieved DuLe Energy 

The following table surnmat ize~  information about ?lock-based per lormmic  awards activity during the >ear endcrl December 31 7000 

all compensation expense related to tliese awards has been recognized 

.iwarded 160,910 share5 during the ycnr ended December 31,2W5 Ihcre were no  rtocl-baaed performance awards granted during the year ended December 31, ?[JOG 

Gr:inl nnle 
Weigllled- Welghtetl- 

ZT crngc Price A\er;igc Price 
SI1:11 cs Per Unit Per Uiiit 

0 2,453 

33 21 

E,xpected to vest 289.361 E 2390 S 3 3  ?I 

As of December 31, 2006, the e t imated  unrecognized compensation cspcnsc related to these awards was approximately SI million, which is e s p c c ~ d  to be recognized over a wcightcd- 

Pliaiiioni Stock ilti~wrlr-Phiintom stock awards outstanding under the 1998 Plan vesl over 1x"riods liom one  lo five years Duke EneGJ' ;wnrdcd 12S.150 s!)ares during the year ended 

The following table summarizes information nbout phantom stock awards activity during the yeor ended December 3 1, .?DOG 

average period of  less than 1 year No awards were granted, vested or canceled during the year ended December .?I, 2006 

December 31. 2005 There \\'ere no phantom stock awards grantcd during thcyear cnded December 31,2Cl06 

Gr:int Dnte klcasureiiiriit l h t e  
\Veiglitcd- \I'eightcd- 

Averngc I'rice A\'erage Price 
Per Ulllt Pel Uiiit 



DCP kllDS TREAhL LLC 
(lormerly Duhe Encrgy Field Services. LI  C )  

Notes To C'onsolidatccl Financial Stateiiients--(Continucd) 
Yrais Ended Decenibtr 31,200G and 2005 

Ihe total lair value of the phiintom stock awards thatvesled during the year ended December 31, 2006 and 2005 was approximately $2 million and less than $1 million. respectively As 
of Dcccmbcr 31, 2006, thc cstimatcd unrecognized compensation expensr: rclatcd lo these iiwiirds was approximately $1 million, which is expected to bc recognized over ii wcightcd-iivcrnpc 
period o f ?  7 years No awards were granted or canceled during thc year ended December 31, 20116 

Dcccmber 3 1, 20115 Tlicre were n o  olhicr slock awards granted during tlic ycar cnded Dcccmber 3 I ,  2006 
0fAi.r Sroclr.-lu~arcl~-Other stock awiirds outstanding under the 199s Plan vest over periods from one lo five years Duke Energy granled 3JSIXJ othcr s t x k  aw;ircls during the year ended 

nie following table summarizes inlormation about other stocl; awards activity durinp the year ended k c e m b e r  51, 20D6: 
Gr:lnt D i t e  
Weiglitcd- 

hlriisurciiicnt I h l e  
\\'cightcd- 

A w i  age Price Aver:ige 1'1 ice 
Slinrcs Fer Unit I'et Unit 

Vcited (10,600) % 

compenaation mpenrc  rclatcd to these a w r d s  \vas not significant, and is c ~ p ~ t e d  to be  recognimd over a wci&tcd-avcragc period of lcsa than I y a r  No awards \\ ere granted or cancclcd 
during theycar cnded December 31, NU6 

14. Benrlits 
All Company employees \vho nre 1 S years old and work at least 20 hours pcr week arc cligiblc for participation in our 401(k) ond retirement plan, to which n'c  cnnlriliuted 4O: 01 each 

cligible employee's quaiil-ied earnings. through December 31, 2006 Effective January 
on  years oi service Ailditionally. w e  match employees' contributions in the plan up to 

\Ve olfer certain eligible cxccutivci the opportunity to participate in the E P  Midstream LP's Non-Qualified Exccutive Dcfcncd Compcnsntion Plan This plan ollows participanls to  

defer current compensation on G pre-tax basis and to receive ins dei'crrcd earnings on such contributions The plan also has make-whole provisions for plan participants who may otherwise be 
limited in the nmounl that w e  can  conlribute to the 401 (k)  plan on the participant's h h a l f  Al l  anounts contributed io or enmed by the plan's invcslments are held in a lrust accounl for the 
benefit o l thc participants The trust and thc liability to the participants are part of our general assets and liabilities. respectively 

007, w e  began contributing :I range of490 to 796 of a c h  eligible employee's qualified earnings, based 
of qualilied earnings During 2006 and 2ilO5, we expensed plan contributions ol $15 milliiin 

15 Incl,n:e 1:ires 

corporatc incomc tax returns The  income tas cxpensc rclatcd to this corporation is included in our incomc tus e x p ~ m c ,  along wiili statc, local, franchise, and iiinrgin tiixcs 01 the limited 
liability company and other subsidiaries In addition, until July I ,  2005, w e  had Canadian subsidiaries that were subject to Canadian income taxes Taxes ossoci;ited with these subsidiaries have 
been reclassified to discontinued operations for year ended December it, 2005 

In klay 2006, the Statc of Texas enacted a nc\v margin-based franchise tax law that replaces the esisting franchise tax This new t i ts  is commonly referred to as the Texas m x g i n  ins 

A s  a result o f t h e  change in Texas franchise law,  our tax status in the state of Texas has changed from non-taxable to lasable The  t x  is considered nn income tax f i s  purposcs of 

We are structured as a limited liability company. which is n pass-through entity for United States incomc tax p u r p s e s  We own a corporation that f i l es  its own federal. foreign and  state 

Corporations. limited purtncrships, limitcd liability compnnies, limited liability partnerships end joint ventures are esamiiles o f t h e  types d e n t i t i e s  that are subjcct to the new 10s 

adjustments to the deferred tax liability The tax is determined by applying a tax rate to a base that considers both revenues and mpenss The  Texas margin tax kcomcs effective Tor franchise 
tax repoiis due on  o r  afler January I ,  2008 Thc 2008 tax will be based on revenues earned during thc 2007 fiscal ycar 
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DCPhllDSTRE4hl, LLC 
(formerly Duke Energy Field Sen~ices LL C j  

Notes To C'onsolid nted I h i n c i d  Stateiiients(C'onh'nurd) 
Years Enilecl Deceiiibei 31,2006 2nd 2005 

The Te\as margin ta \  is .ise$sed at  146 of taxable margin dpportioned to Texas W e  liwe computed ta\able margin as totlil revenue less COII 01 goods sold 13asecl on information 
Luncntly ovaiinblc we recorded 
and a\  a non-c,isIi oK%t to income la\ e\pense in the consolidated statements of operations .ind comprehensive income for the year ended December i l ,  2006 

dcferrcd t n ~  Iitibilit). of % I S  million in 2006 The dcfcncd In\ liability is rccordcd as non current in the con~olidnled baliince sheets os of December 31, 211U6. 

Income in\ e\pense consists of the lollowmg lor the years ended December 3 I 
3006 7005 

Tempnrary ddferences lor our go:is deferred tax assets of Si million primarily relate to basis differences between property, plant and equipment, and invcstmenLs in unconsolidnted 

Our effective t i is  rate differs from statutory rates. primarily due to our being structured as a limited liability company. which is a pass-through entity fix United States income tax 
afi l intes r e m p i i r q  differences for our gross deferred lax l iabilities of  $1 7 million primarily relate to basis differences between property, plant and equipment 

purposcs, wliilc being trcatcd as a tasable entity in certain states 

16 Coniinilniciits : i id  Cniilingcnl Lkibililics 
L ifigomli-The midstream industry has seen a number of class action laivsuits involving royalty disputes. misme.%urement and mispaymcnt allqations Although the industry has sccn 

these types oicases  before, Uiey were typicdly brought by n single plaintiff or small group of plaintiffs A number of these cases ore now being brought as class iictions We are currently 
named as defendants in some of these cases hilanagemenl believes we have meritorious defenses to these cases and, thercfore, ivill continue to defend them vigorously These class actions, 
however, can be costly and time consuming to defend We are nlso :I party to v a r i o u  legal, administrative and regulatory proceedings h a t  have arisen in the ordinary course of our busmess 

In December 2006, El I'aso ESP Company, L P , or El Paso, filed a lawsuit against one of our subsidiaries, DCP Assets Holding, i P and an aIYiliatc of DCP Midstrcnrn GP, 1.P, in 
District Court, 14arris County, Tes;is 1 he litigation stems lrom an ongoing commercial dispute involving DCP Midstream Partners' hlinden proce%mg plant tliat dates back to August 2000 El 
Paso claims damages. including interest. in the amount of SG million in Uie litigation, the bulk ofwhich stems IYom audit claims under our commercial contract I t  is not possible to predict 
whether we will incur any liability or to estimate the rl:imagcs, if any. we might incur in connection with this matter Management does not believe the ultimate resolution of this issue will have 
n mnieriol ndverse cfll.ct on our consolirloted results of operotions, financial position or cnsh lloivs 

array ol remedies, including a purchase of the plaintiffs lease righrs We conducted an investigation using a geotechnical consulting firm and believe that acid gas is migrating from llie storage 
formation inlo thc pmducing formation We could be liable for damages related to the diminution in market value to the Icascs, if any, caused by the migration of the acid gas At this tiinc, i t  IS 

not possible to predict the ultimate damages, if any, that we might incur in connection with this matter 
Management currently believes that these matters, taken as a whole, and alter consideration of amounts accrued, insurance coverage and other indemnification arrangements. iui i l  not 

have a material adverse eliect upon our consolidated r e s u l ~ ,  of operations, financial position or cash flows 
Go~emlI~~riircr~rce-In 7005, we carried all of our insurance coverage with on nffilinle of Duke Energy Beginning in 2006, we elected to carry only property nntl escess liability 

insurance coverage with an a l I i l i a t c  of Duke Energy and an  affiliate ofConocoPhillips, however, effective Augusl2006, we no longer carry insurance coverage with an affiliate of Duke 
Energy Our remaining insurance coverage is with an afiiliate of ConocoPhillips and a third pany insurer Our insurance coverage includes (I j commercial general public liability insurance for 
liabiliiics arising to third partics for bodily injury and property damage resulting from our operations; (2) workers' compensation liability coverage to required statutory liniits. (3) automobile 
liability insurance for a l l  o\vnetl. non-owned tind hired vchtcles covering 

In Novembw 2006, ive received a demand associated with the alleSed migration ofacid gas from a storage formation into a third iparly producing formation The plnintiKseeks a broad 
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DCP AIIDSTREAAI, LLC 
(lormerlp I > u k  Energy Field Services. I I C )  

Notes 'lo Consolidntetl 1hiinci;il Stateitient~((l'ontinucd) 
Years Ended December 31,2006 and 2005 

liiibilities to third parties io r  bodily injury and property damage, and (4) property insumnce covering the replacement value of all rail and personal property damage. including damages arising 
from boiler iind machincry brcakilo\vns, canhquakc, flood dnmagc nnd busincss intcrruptiodextro expense All coverages nrc subject to certain dcductibles, terms and conditions common for 
companies with similar types ofoperatianr I'roperty insurance ileductibles are currently $1 million for onshore or non-hurricane related incidents or up to $5 million per occurrence for 
hurricane rclatal incidents \\'e i i lso miiintiiin escess liability insurance coverage above the estiiblislied primary limits l'or commercial general liability and automobile liability insurance 
Casualty insurance cleiluctibles arc currently $1 niillitin per occurrcnct 'nie cost of our general insurance coverages incrcasd  over the past year reflecting the adverse coiiditions of l l ie 
insurance markets 

During the third quarter o1 2004, certiiin assets, located in the Gulf ConsL were damaged as II result of hurricane Ivan The resulling losses are expected to be covered by insurance, 
subject to applicable dcductibles for property and business interniption lnsunnce  recovcry receivables related to hurricane Ivan included on die consolidated balance sheets in otlicr non- 
current iissets-nifilintes as <If December 31, 7006. are $25 million, ond included in accounts receivable-nllilintes as of December 3 I, 7006 and 7005, are $3 million and $3 million. 
rcspectively, fiom an insurance provider that is a subsidiary o f n u k c  Energy 

During the lhird quartcr al'21.iU5. hurricanes hatrina nnd Rila  lorced us to temporarily shul down our openlions at cenain asseUj located in Wlauamn, Louisiana, 1 exas ami iueW%RXico. 
ho\vcvcr, substantially all of our facilities liiivc resumed prc-hurricane levels o i  capacity utilization Scvcral of our assets sustained property damage, includmg some of our operating equipment 
a n a  platlorn in tlie Gulf of Alexico A portion of the resulting lost revenues and property d:images are covered by our insurance, subject to applicable deductibles The linancial impnct of 
recent humicanes has increased market rates lor insurance coverage; however, these increases did not have a material adverse effect on our consolidated results 01 operations, financial position 
or cash flows Jnsurance rocovcry rcceivabies reln!cd to hurricnnc Katrino included on thc consolidated baiance sheets in other non-current assets-afliliates a s  of Dccember 31. 2006 are $21 
million, and included in a c c ~ ~ u n t s  receivable-nffiliates as of December ?I, 70OG nnd 2005, are $2 million nnd $5 million, respectively, from an insurance provider that is a subsidiary o i l3uke  
Lnergy included in other non-current ;issets--affili;ites as of December 31,2006, are insurance recovery receivables related to hurricane Rita of $1 million at Dccemlxr ? I ,  2006 The balance 
at December 3 1, 2W5, !vas not significant Based on recent negotiations, we have reclassified a portion of these hurricane insurance receivables as non-current at December 31, 2006 

During tlie years ended Dcccmbcr 3 I, 21lOG and 2005. w e  recorded business interruption insurance rccovcrits rclatcd to these hurricanes of S I  million and $3 million, respectively, in the 
comolidated statements oicperntions ;ind comprehensive income G S  sales 01 natural gas  and petroleum products 

Eiii,rroiinreiilal---The operation of pipelines. plants and oliier facilities for gathering, transporting, processing, treating, or sloring natural gas. NGL s and other products is suhject lo 

stringent and complex laws and regul:itions perlaining to health. salbty and tlie environment As an  owner or operator of these facilities. we must comply with United States laws and 
regulations nt the icdcrnl. state iind local l c ~ c l s  that relate to air and water quiility, hiizirdous and solid waste maniigemcnt and dispozal, and other environmcntnl matters Thc cost of planning, 
designing, constructing ;ind operating pipelines, plants. and other facilities must incorporate compliance with environmental laws and regulations and safety standards Failure to comply with 
these laws and regulations may t r i g e r  a wiriety of administrative. civil and potentially criminal enforcement measures, including citizen suits, which can include the assessment of monetary 
penalties, the imposition of remedial requircmcnts, tlie issuance of injunctions or restrictions on  operation lvlanagcment belicvcs that, based on curreiitly known inlormation, compliancc with 
these laws and regulations wil l  not have a materiiil adverse elfect on  our consolidated results of operations, financial position or cash flows 

operated facilities in New Adesicn The orders allege a number of violations related L o  e w e s  emissions from January 7001 to date and rurther rcquire us to inslall flares for smokeless 
operations and to use the flares only for emergency purposes The Complience Orders seek a civil penalty but did not request a specific amount We intend to contest these allegations 
hrlanagenient does no1 helieve tlus wil l  result in a material impact on our consolidated results ofoperations, cash flows or financial position 

On July 20, 7006. the SLite of New blexico Environment Department issued Compliance Orders to us that lis1 n u  quality violations during the past five years at  three of our owned o r  

Other Coniniitrireiih o r i d  Cotrfriigeticies-\Ve utilize asscls under operating leases in several areas of operations Consolidated rental expense. including leases with no continuing 
commitment, amounted to $37 millinn and $36 millinn in 7006 and 2005, respectively Rental cqxnse Ior lcascs with escalation clauses is rccognizcd on  a straight line basis over the initial 
lease term 
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Notes 'Io C'onsolidiitetl 1;inancixrl Stateincnts--(Continurd) 
l'cars Entlcd llrorniber 3 1 , Z U U G  and 2005 

ktinimum rental paymcnls under our various owrating leases in the year indicated (ire as IoIIows at  Ilecember -31, 21JI)G: 

Mttiiinutn RciiIA I'aynritu 
(millions) 

17. Gitiiriitiiees iind ltidetniiilicoiioiis 
In September ?OO5, we signed a corporate guaranty, which was amended in December ZOO5 upon our purchase of an  additional interest in the related unconsolidatul affiliate, pursuant to 

which we are the guarantor o fa  maximum of El 0 million o i  consiruction nbligations The original guaranty \vas E22 million as of December 31, 2005. and was reduced by construction 
paymcnts of $1 2 million during the yeor ended Dcccmbcr 3 I, 20116 The guaninty will expire upon completion and piiyment ior construction of a pipeline espected to be completed during 
2007 The fair value oi this guarantee is not significant to our consolidated rcsiiIts of operations, finaiicial position or cash Ilows 

We periodically enter into agreements ]"or the acquisition or divestiture of assets These agrecmenls contain indemnification provisions Uiat may provide indemnity for environmental, lax, 

cmploymcnt, outstanding litigation. breaches oi rcpracntatioiis, warranties and covenants, or other liabilitics related to thc assets being acquired or divested Claims may be mnde by third 
parties under these indemnification agreements lor various periods of time depending on the nature of the claim ?he effective periods on these indemnification provisions generally have tenns 
of one to ljve years. although some are longer Our maximum potential exposure under these indemnification agreements can vary depending on the  nature of the claim and the particular 
transaction \Ve are unable lo estimate the total maximum potenlial amount of luture payments under indemnification agrcements due to several factors. including uncertainty as to whether 
claims will be miidc under ihtsse indcmnitics At both December 31, 200G and 2005, w e  hnd a liability 01 approximately $1 million rccorrled for h o w n  liabilities rcloted to ouktnnding 
indemnification provisions 

S8 Subsequent Ewnts 

January 24, 2008, DCP Partners announced the ileclaralion o r a  cash distribution of SC 57 per unit, payable on Februciry 14, 2008, tn unitholderr; of record on February 7, ZOOS 

costs) The 6 7546 Notes malure and bccome duc and payeble on September 15, 2037 \Vc will pay intcrcst scmiannually on March 15 and September 15 of each year, commencing March IS, 
2008 The proceeds of this orrering were used to fund the Ailomentum F,nergp Group. Inc or kEG, actpisition 

On August 29. 2007, WE acquired the stock o i b E G  for approximately $635 million plus closing adjustments oi approsimatcly $8 million MEG owns assets in the Fort Wonh. P i c a n c e  
and Powder River producirig basins Concurrent with this transaction. DCP Partners acquired certain subsidiaries of IvEG from us for $165 million plus closing adjustments of approximately 
$10 million subject Lo final closins adjutmenlr,  These subsidiaries of bEG own assets in the Piceoncc Basin, including a 70% operated interest in the 31-mile Collbrnn Valley Gas Gothering 
joint venture in western Colorado, assets in the Powder River Basin. including the 1,3?Amile Douglas gas gathering system, and other facilities in Wyoming We ultimately funded our portion 

of this acquisition with the 6 759.6 Notes. :is well as cash on hand DCP Partners financed this transaction with $1 20 million of revolver and term loan borrowings under D C P  Fanners' 
Amended Credit Agreement, the issuance of approximately $1 (IO million oi common units through n private placement (described in the next sentence) with certain institutional inventors and 
cash on hand In August2rU,7, DCP Partners sold 2.3S0,952 cammon limited partner units in a private placemenl, pursuant to ii common unit purchase agreement with private owners of blEG 
o r  aiiiliates of such owners. ai WZ 00 per uni t .  o r  npprosimately St 00 million in [he aggregaie 

During the year ended December 31. 21.iO7, we distributed $1,364 million to Spectra Energy and ConocoPhillips. and DCP Partners distributed $24 million to its unitholders On 

In September 2007. we issued R5[1 million principal amount of 6 7% Senior Notes due 2037. or the 6 759.6 Notes, for proceeds ai approximately $ 4 4  million (net of related offering 
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Notes To C'onsolidnted 1;iniincinl Stateiiients(Continued) 
Yrars Ended Decrniber 31,2006 and 2005 

In July 2007, w e  contributed to DCP Ririners a 25% limited liability company interest in E P  East Tes;is Holdings. LLC. our 4046 limited liability company interest in Discoverj 
Producer Sewices LLC, and  a derivative instrument, for aggregate consiclcriition or $344 million in cash, including $1 million for net working capital and other ndjustments, $27 million in 
common units and $1 million in general partner equivalent units W e  own the remaining 7546 limited liability company interest in East Tesas Holdings, 1 LC, rvlule third parties s t i l l  own the 
other 6096 limited liability interest in Discovery Producer Services LAC DCP Partners financed tlie cadi portion o i th i s  transaction with borrowings under DCP Partners' existing credit 
agreement \Vc will continuc to operate t h a c  assets and thcsc assets will continue to be includcd in our financial statements, along witli LXP Partners 

price of $43 25 per unit, and received prnceeds ol $1 29 million. net oi offering costs DCP Partners used a portion of the net proceeds of this private placement to pay down a portion of the 
debt associated with the acquisition from Anadarko I'etroleum Co~poration of cissets in southern Oklahoma. and used the remaining portion of the net proceeds to fund future capital 
expenditures. including the h E G  acquisition 

In June 2007, DCP Partners entered into a private placement agreement with a group of inslitutionol investors for $130 million, representing 3,oC1.780 common limited partner units at  a 

In June 2007, DCP Partners entered into on Amended and Restated Credit Agreement, or DCP Partners' Amended Credit Ayr?ement, which amended DCI' Partners' Credit Agreement 

amendmcni slso improved pricing and certain other terms and conditions of DCP Partners' Crcdit Agreemcnt 
In klap  21007. DCP Partners acquired certain gathering and compression assets located in southcrn Oldahomn, a s  well as related cnmmodity purchase contracts, from Anadarko Petroleum 

On January 2.  2007. Duke Energy crcatcd two scpnrate publicly traded cornpanics by spinning oTf thcir n;itural gas businesses, including their 50% ownership intcrest in us, io Duke 
Coqnration Ibr  approsimntely $1 Si  millicln 

Energy shiireholrlers As  ti result o i  this transaction. we are no longer 509; owned by Duke Energy Duke E,nera 's  50% ownership interest in us  wns tronsferred to a new company, Spectro 
Energy We do not espect this triins:iction to hnve a m;iterial effect on our operations 

On January I .  2007. we changed our name lrom Duke Energy Field Services. 11 C to DCP Ivlidslrenm. L l  C. to coincide witli thc Spectra spin 



DCP AlII~STREAhL LLC 
(lormerly Duke Energy Field Services I LC) 

Y C P I . ~  15ntlecl Drceiiiber 31.2005 and 2005 
SCIIEDULE 11-CONSOLIDXTED VALU,ATION i \ N D  QUALIIYINC ACCOUNTS AND RESERVES 

nal;1occ :It Chwged Clinrgcd io Ihlnnce at  
thgiiming or io Otiicr End of 

PCI iod E\pell\e Accoull i \ (~)  Period 

x 28 s - R  

l h u i n b e r  31,2005 
Allownnc~ far doubltul nccounls - 5 ( I )  s -I 

s 37 R 18 s - 6  (27) x 
($,) I'rincipally cansists o l  other canlingency reserves. which are included in other current liabilities 

0,) 

(c) 

Consists of other concingency and litigation reserves reclnssiiied baween iiccounis 

Principally consists cash payments. collections. reserve reversals and liabilities settled 
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Separation nnd Distribution Agreement, diited ns o i  December 13, 7006, by and between Duke Energy Cnrpnr:ition and Spectra Energy Corp (filed with the Form S-K of 
Duke Energy Corporation. File No I-3ZS5.;. December 15, 20o(i. as Eshib i l2  1) 

Amcndcd and restated Ccrtificatc ol Incnrporation (filed with h e  Form 8-K. of Duke Energy Corpoiation. File Nn 1-37853. April 4, 2006, as Eshibit 3-1) 
Amended and 1last;itc.d By.l.niv.5 01 registrant (filed with tlie Form S-K of Duke Energy Corporotion, File No 1-32853, April 4. 2006, as Eshibit 3 2) 
Rights Agreement. doted as of December 17. 1998, between the registrant ;ind l h e  Bank ofNew York, :is Rights Agent (filed w i t h  the Form 8-F orDuke Energy Carolinas, 
LLC, dntcd Februory I I .  1999, File No 1-4928, as Eshibit 1-1) 
Amcndment No 1, dated a s  of May 8, 2005. t o  the Rights Agreemcnt, dated as of Deccmbcr 11, 1998, bctwcen 1111: registrant and The Bank ofNcw York. as rights agent 
(filed with the Form S-K ol Duke Energy Carolinas, 11 C, blay 17, 2005, File No 1-4928, iis Eshibit 4-1) 
Purchase a n d  Sale Agreement dated as of February 24, 2005, by and between Enterprise G P  Holdings L P  and Duke Energy Field Services. 1 LC (filed with Form 10-K of 
Duke Energy Carnlinas, 11°C for the year endcd December 31, 2004, 
Term Sheet Regarding the Restructuring 01 Duke Energy Field Sewices 1.L.C dated as of Februory 73, 2005, between Duke Energy Corporation and ConocoPlrillips (filed 
w i t h  Form IO-K of Duke Energy Carolinas. LLC fix the year ended December 3 I. 2004. File No I J928. as Eshibil 10-16) 

Reorganizition Agreemcnt by and ;irnong ConocoPhillips, Duke Capital 1.L.C and Duke Energy Field Services. 11 C dnted as of May 25, 2005 (filed w t h  Form 10-Q of 
Duke Energy Carolinas. 1 L C  lor thc quaner ended June 30,2005. 
First Amendment to Rearganiwtion Agreement by and among ConocoPhillips, Duke Capital LL(3  and Duke Energy Field Services, L . l  C dated as of lune 3 0 ,  2005 (filed 
w i U i  Form 1O.Q ol-Duke Energy C;irolinas, 11. C Ibr the quarter ended June 30, 2W5, File No 1-4928, a s  Erhibit 10-J 1) 

Second hmcntlment to Reorgiinimtion Agreement by and among ConocoPhillips, Duke Capital 1. LC and Duke Energy Field Services, 11 C dated as of  July 11, 2005 (filed 
with Fnrm IO- (2  < > I  l lukc.  Energy Cornlinii:;. L1.C [or the quarter ended lune 30, 2035, File No 14928, tis  Eshibit 10-4 2) 
Purchase and Sale Agreement rlated a s  of January 8 ,  2006, b), and among Duke Energy Americas, LLC, and LSP Bay I1 I-Iarbor I-lolding. LLC (filed with the Form 10-Q of 
the registrant lor the quartcr eniled March .TI, 2006. File No 1-32853, as Eshibit 10 2) 

File No 1-4928, a s  Ekllibit 10-25 

Filc No 1-4928, as h l i i b i t  104) 
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104 1 Amendment lo Purchase iind Sole Agreement, dated ins 01 A,loy 4, 3006, by and iimong Duke E.nergy Americas, L.LC, L S Power Generation, L L C (formerly known as L.SP Bay 

I I  Harbor Holding, L L C),  L SI' Gen Finance Co. 1 LC. 1 SP South Bay Holdings, 1 L C ,  I. SP C)akland Iloldings, I.L.C, and 1 SI' Morro Bay I-loldings, L L C ((filed with the Form 
IO-Q of the registrant fiw the quimer ended Ivlarch 3 I ,  3sO6. F i l e  No 1-37853. as Exhibit I O  2 I )  
Second Amended and licstatcd L imikd  Liability Compnny Agreement of Duke Energy Field Services, 1 L C  by and between ConocoPhillips Gas Company and I h k  Energy 
F.nteqirises Corporation. rlatcrl a s  o i  July 5, 2ifi5 (filed with the Form I C I - L  of Duke Energy Carolinas, LLC lor the year ended December 31, 7i105, File No 1.-1928, as 
Eshibit 10 5 )  
Limited I. iability Company i\preemcntol Gulistream Ivl;inagcment Sr Operating Services, L L C  dated as 01 February I .  2001 between Duke Energy Gas Iransmissian 
Corporation ond Williams Gas Pipeline Compiiny (filed with Form IO-I< of Duke Energy Carolinas. L.1. C for the year ended December 31, 2002, File No I192S, as Exhibit 

Fnrmation Agrcemcnt k t w e e n  PanEnergy l r a d m p  and Market Sen,ices, Inc ond A,lobil Natural Gas, Inc doted May 29, 1996 (Tiled with Form IIJ-Q of PanE.nergy Corp for 
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blaster Transaction Agrcemenl by a i i d  among Duke Energy Llarketing America, 1.L.C. Duke Energy North America. L LC. D t ~ k e  Energy Trading and Marketing, 1. L C , Duke 
Encrgy M;irkeling Limittd Partnership. Engage Energy Canada. L P and Barclay Bank PLC, dated as of November 17, 2M)5 (filed with the Form 10-K of Duke Energy 
Carolinas, L l  C for tlie ).car cniled Decemher i l .  2IWi. File No 1-4938, i l s  Exhibit iii S) 
EBOci,iKiCi,OOii .364-D:iy Credit Agreement deled as nf June 29, 2005, umnng Duke Cnpital LL C, tlie banks listed therein, JPhforgan Chose Bonk. N A , os Administrative 
,\gent, and Barclays D m k ,  PLC. :is Syndication Agent (filed with Form 10.Q of I h k e  Energy Carolinw, LL C for the quarter ended lune 30. 2005. File N o  1-4923, as Exhibit 

$6Ol~.OCi0,01)0 Amended and Rcstoted Credit Agreemcnt rlatcd a s  ol June 30, 2005, among Duke Capital 1.L C ,  the banks listed therein, JPblorgan Chase Bank, N A ,  as 
i\dministr;itive Agent. iintl Wacho\~i:i Bank, Mational Association. iis Syndication Agent (filed with Form I O - Q  of Duke Energy Carolinas, LLC lor the quarter ended June 30, 
2005, File No I - 4 9 2 8 , ~ s  Exhibit l(1-7) 

S500.000,00O Amended and Rcstiited (?redit t\grcement datcd as of June 30, 20115. among Duke E,ncigy Corporation. lhc banks listed tliuein, Citibank N A , as 
Administrtitive Agent, and Bonk of Americii. N A , tis Syndication Agent (filed with Form IO-Q of Duke Energy Carolinas, 1.1 C for tlie quiirter ended June 30, 2005, File No 
1.4938. as Exhibit IiU-I ) 

Amendment No 1 to Crcilit Agreement dated as of February 28. 2lJ06. by and among Duke Energy Carolinas. LLC (formerly known as Duke Energy Corporation). the banks 
listed therein, Citibank N A . as Administrative )\gent, and Bank 111 America. N A , as Syndication Agcnt ( f i l e d  with Form 9-1; of Duke Energy Carolinas, LLC, File No 
1.4928. l\larcIi SO, 2006. as Exhihit 11C I )  
Loan Agreement dated :is of F c b r u q  25. X U 5  between Duke Energy Field Services, LLC and Duke Ciipilal L1.C (filed will1 Form IO-Q of D k e  Energy Carolinas, L1.C far 
the quarter ended March 31 ?005. Filc No 1.4928. as Exhibit 10-3)  
,\ccelernted Share t\cquisition Plan (1;itcd hliircli 18. 2005, between registrant and lvlerrill Lynch lnternntionol (filed \villi Form IO-Q of Duke Energy Carolinas, 1 L.C for the 
quarter ended h.l;irch 3 1 ,  2005. File No 119?R, as Eshibit ICI-4) 

Directors' Charilable Giving Program [filed wi th  Form IO-K oiDuke Energy Carolinas. L L C for [he year ended December 3 I. fY91, File No 1-1928. as E.*!bit IO-P) 
Amciidmcnt to Dirwtors' Charitable Giving Program dated June 18, 1997 (filed with Form IO-K of Duke Energy Carolinas. L L  C for the year ended Dcccmbcr 31, 2003, File 
No 1 4 9 2 8 ,  nsL;.shibit 1 0 - 1  1 )  
Amendment to Directors' Charitablc Giving Program dated July ZS. 1997 (filed wilh Form 10-K oSDuke Energy Carolinas, LLC fix Uie year ended December 31, 2003, File 
No 1 -4928, as Eshibit 10-1 2) 
Amendment io Directors' Chiiritnhle Giving Program dated February 18, 199s (filed with Form I (ILK of Duke Energy Carolinas, LLC for the year ended December 31,1003, 
Fi leNo 1J9?S,  as Eshibit 10.1 3) 
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Duke Energy Corporation 1!?9S Long-lerm Incentive Plan. a s  amended (filed nsEshibit 1 to Schedule I-IA d D u k e  Energy Ciiroliniis. L l C ,  March 28, 3JU3, File No 
I A97Sj 

Duke Energy Corporation Isccutive Short-Term Incentive Plan (filed as Exhibit 2 to Schedule 14.4 of Duke E.nergy Carolinw L LC. March 28 .  Xi1J3, File No 14928) 
Duke Energy Corporation Esecutivc Savings Plan. ,is amended and restated (filed with Form 1 [I-K i d D u k e  Energy Corporation, dated October 31, 2007. File No 1-4928, as 
Exhibit Ill 1 j 
Duke Energy Corporation Esecutive Cash ILl;in~:e Pl;in (tiled with Form 10.1; of TEI’PCO Farmers, LP, File No I - IU - tU i ,  Tor the year ended December 3 I ,  1999, as 
Exhibit 1 0 3 j  
Amendment No I to the Duke Energy Corporiition Esecutive Cash Baliince Plan. dated August 26, 1999 (Tiled with Form IO-K ol Duke Energy Ciirolinos, I 1  C for the year 
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Amendment No .? t o  the Dukc Energy Coqioration E.secutive Cash Balance Plan. dated December 21. 21lIK:l (filed with Form IO-K of Duke E n e r g  Carolinas. L L C  for the 
year ended December 3 1 ,  ZIJOJ. File No 1-492S. tis Exhibit 10-7 3 )  
Amendmcni No 4 to the Duke E.ncrgy Corporation Executive Cash Balance Plan. dated Octobcr 27. 20~I-1. eflcctivc December 31, 21iO-I (lilcd with Form IO-K of Duke 
Energy Ciirolinas. LLC lbr the yeiir ended December 3 I, ? O O 4  File No 1-492s. tis Esliibit 1U-7 4) 
Amendment 10 the Duke Fnergy Cnrpor;ition Execuuvc C;ish Biilance Plan, erfiective December 1, 70Cl6 (filed wit11 Fnrm IO-K of Duke Enersy Corporation for the year 
ended D c c e m k r  31. 2t:ll:lG. File No 1-37853. as Esliibil IO 18 5 )  
i h e n d m c n t  to the Duke  Energy Corporation Executive Cash Balance Plan I SL E, ellcctivc D c c c m k r  31. 71106 (filed with Ihxm 10-K o f h k c  Energy Corporation for the 
year ended December .?I, 30116. File Nn 1-32853. a s  Exhibit I O  I S  6 )  
Form ofhey Employee Severance Agreement and Release between Duke Energy Corporation and certain key executives (filed wilh Farm IU-K olDuke Energy Carolinas. 
1 LC for the yair ended Dccembcr 3 1. 1‘999. Filc No 1.4928, as Exhibit IO-BB) 
First Amendment to Key Employee Severiince Agreement and General Release between Duke Energy Corporation and Richard 1 Osborne. dated August 21. 2004(filed 
with Form I C 1 4  of 13uke Energy C;irolinns. LLC for the quarter ended October 31. 700-1. File No I -197S, ns Eshibit IG7) 
Form of Change in Control Agreement between Duke Energy Corporation and ccrtiiin key executives dated as of luly I .  2005 (til& witli Form S-I( of Duke Energy 
Carolinas, LL.C rlaicd August 24, 2OiK File No 1-49?8. as Exhibit 10-1) 
Employment Agreement dated Nnvemher ?I.Xl.? between Paul M Anderson and Duke Energy Corpnration (filed with Form 10-K of Duke Energy Carolinas, LL.C for tlie 
year ended December 31, 2003. FileNo 1-4928. as Exhibit I O - I S )  
First Amendment to Employment Agrecmcnl dated h h c h  9. 7I)OJ between Paul Ad Anderson and Duke Energy Corporation (filed with Form IO-I( o i D u k c  Energy 
Carolinas, LLC lor the y w r  cnrled December . ;I ,  2003. File No 1-497S. os Eshibii 10-1 8 1) 
Second Amendment 10 Fmplopnient Agreement. dated i is of April 4, 2006, hy and  among Paul lvl Anderson. Duke Energy Molding Corp (subsequently renamed Duke 
Energy Corporation) and Duke Energy Corporation (suhsequentty ren;im& Duke Energy C;irolinas, Ll.C)(lilrd with Form 8-K ol-Duke Energy Corporalion. File No 
1.32953, April 6,  2006. as Exhibit I O  5 )  
Non-Qualilted Option Agreement dated as of Noiwnber 17, 21103 pursuant to Duke Energy Corporation I998 ILong-Term Incentive Pliin, by iind between Duke Energy 
Corporation and Paul kl Anderson (filed with Form Il1.K of Duke Energy Carolinas. LLC for the year ended December 31, 2001, File No 1-4928, as  Exhibit 10-1 S J) 

E-3 



PART I V  

Esliibil 
Nunibci 

1023** 
P 

1023 1”* 

10232** 

10 24** 

10 25*+ 

10.26** 

10 27** 

1028 
1029 
10 30** 

1030 I**  

10.30 2** 

10 30 3** 

1031** 

10 32** 
1033** 
10 34 

Supplemental Compensntion Agreement rliited June 17, 1997 between Duke Power Comptiny nnrl Dr R u t h  G Shnw (liled witli Form I ILK ol Duke Energy Carolinas, L.LC 
FortheyeorendedDecember~l ,  ZClO3. FileNo I-4978. asEshibit l0.19j 

Severance and Retention Agreement between Duke Energv Corporation ant1 Ruth Shaw. dated April 4, 21Jil6 ( f i led  wili Form S-K of Dukc Energy Corporalion. File No 
1-32853, April 6. 2006, as Eshibit 10 7) 
Severance and Consulting Agreement bclween Duke Energy Corporation mil Ruth Sh;iw, dated October 24. 3106 (filed with I;orm 8-F: 111 Iluke Energy Corporation, File 
No I.XY53, October 77. 2006. as Exhibit I L I  2)  
Form oil’haniorn Slock Awaril Agrecrncnt dated Fchruary 38 Z O O i ,  pursu;intto Duke Eriurgy Ccirporatiori 1998 Long-Term Iricentive Plan by iind bctween Duke Energy 
Corporation nnd each 01 Fred I I:owler. Diivid L I-lau:jer. limmy \V Mogg iind Ruth G Sli;mw (filed with the Form 8-K or Duke Energy Carolinas, L LC, File No 1-49?S, 
February 2s.  2005, as Exhibit I O - Z j  

Form 01 Phantom Stock Award Agreement claicd as of May 1 I .  210105. pursu;int to Duke Energy Corporation 19% l o n g - l e r m  Incentive Phn by :ind between Duke E.nerfy 

Form 01 Phantom Stock Aw:ird Agreement dated as o i h h y  I ? ,  20105. ~ ~ u r s u a n t  to Duke Energy Corporation 1!19S lnng-Term Incentive Plan by and between Duke Energy 
Corporation and nonemployee direciors (filed In Form S-h  of Duke Energy Carolinas. LLC. hlay 17.7005. Filc No I-J93S, as Eshibit 10-1) 

Agrecmenl bctwecn Duke Encrgy Carporation and Jimmy W Mogg ielating to ccrtniri lctircment bcnciits, consisting 01 lettcr agrecmcnls dated May 25 ,  1995, August 4, 
2001 and biarclr 29, 2 W I  (rilcd with Form IO-K $11 Duke tnergy Cnrolinas, LLC for the year ended December 31. 1004. File N o  1-49?S, as Eshibit IO-?.?) 
Form of Phantom Stock A ~ a r d  Agreement (filed with Fnrnm 8-h‘ of Duke Energy Corporation, File No 1.3?853. April 4,20106. as Itshihit 10 I )  
Form of Performance Sharc Aivartl Agreement (liied will1 Form S-K of Diikc Energy Corporiiiion. File No 1-32853, April 4. 2006.8s Esliibit 10 2) 
Employment Agrecmcmt bctwccn Dukc Energy Corporation antl Jamcs E Rogers, dated April 4, 2006 (filed wid1 Form 8-E: ol Dukc Energy Corporation, File No 1.32853, 
April 6, 2iXI6, as  Exhibit I O  I j 
Performance Award Agreement between Duke Encrgy Corporntion and James E Rogers, dated April 4, 200G (filed \villi I’orm S-K of Duke Energy Corporation, File No 

1-32853, April 6, 2006. as Esliibil 10 2 j  
Phnntom Stock Grant Agreement between Duke Energy Corporation ;and J;imc:i E Rogers, dnted April 1. 3ilil6 (filed with Form S-E: of Duke F,nergy Corporntion. File No 
1.32~55. Apnl 6, 2006, as ~ s h i b i t  i n  3 )  

Stock Option Grant Agreemcnt between Duke Energy Corporation and lames E Rogers dated April 4, ?(IO6 (filed ivitli Form S-K of Duke Energy Corporation. File No 
1-32853, April 6, ?OD6. nsEshibi1 104) 
Retention Award ngreement between Duke Energy Cor l )~a t ion  and David 1 l-I;iuser, dated April 4. 1006 (filed with Form 8-K of Duke Energy Corporation, File No 
1-33853, April 6. 7006. as Fxliibil 10 6) 

Summary ol Director Compcnsation (liiecl with Ihc Form IO-Q of Duke Energy Corporalinn lor the quarter ended Junc 30, 201i6, Fi le  No 1-31853, as Exhibit 10 13) 
Form Phon:om Stock Aiviird Agreement antl Election t o  Deicr (filed with Form 8-K of Duke Energy ( h p o r a t i m .  File No I -285.3. May 16. 71IIJ6, 8s Eshibit I O  I )  
Agreements with Piedmont Electric Llembcrship Corp~iration, RuthcrTord Electric I\.fcmbership Corporation and  Blue Ridge Electric I\*lembcrship Corporation to provide 
wholesale alectriciry and relatcd power scheduling services lrom Septemlxr I .  2006 through December 31. 2021 (iiled wid1 the I k m  IO-Q oi Duke Energy Corporation for 

-3ii ?iim 1:ikNo. 14928. as Eshibit 10-6). I n,,b,. I.~,.~~,, c ~ ~ , , I . ~ ~ ~  I , I  c t . -  

the quarter ended June 30, 21Wi. Fi lc No 1-32853, ns Eshibit I O  15) 
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Agreement with Dynegy Inc ;and Rockingham Power. L L C to aci~uire an approsimaloly S75 megiirviitt power plant located in Rockingham County, N C lor 
approsimately $195 million (filcd wi th  Form 8-K of D u k e  Energy Corporation, 
Purchase and Sale Agreement by and among Cinergy Capital S Trading. lnc tis Seller, and Fortis Danl;, S A IN V as Buyer. dated as ol lune 26, Zi1116 (filed with Form S- 
I; olDukeEnergy  Corporation, File No 1-37853, June 30. 2006. as  E,shibit IO I )  
Amended and Restated Credit Agreement, dated June 29, 2 0 W  among Cinwgy Corp , C G 9 E .  PSI, UL f1.W. f i e  Banks L isled Ilerein. Borclays Bank IXC, as 

Administrative Agent, and JPklorgan Chase Bonk. N A , :is Syndication A g m t  ( f i l ed  with h e  Porn, 1 0 4  of Duke Energ.y Corporation for Ihc quarter cnilcd June 50, 2006. 

Fi leNo 1-32S53,asExhibit 1 0  18) 
Amended and Restated Credit Agreement, diited lune 29, 2illi6, omong Duke Capitol LI  C. The Banks Listed I-lerein. JPhlorgan Chase Brink N I\ . a s  Adminirjtrative Agent, 
and Wachovia Rank, National Association, as Syndication Agent (filed with the Form Ill-(2 of Duke Energy Corporation l ix  the quarter ended June 30, 2006, File No 
1-32853. as Exhibit 10 19) 

File No 1 -3 lS53 .  h4;iy 75, 21lD6, as Exhibit IO 1 j 

I 

Bank of America, N A , as Syndication Agent (filed with the Form Ill-Q of Duke Energy Corporation lor the quarter ended June -31:). 70116, 1;ile No I-3lS5.3, as Eshibit 
10 20) 
Form of Amendment to Perforriiance Award Agrccmcnt and Phantom Slock Award Agrccmcnt (filed with Form 8-K of Duke Encrgp (?orporatiiin. File No 1-37853, August 
74, 2006, as Exhibit IO I )  
Form o f h e n d m c n t  to Phantom Slack Award Agreement (liled wiUi Form 8-K of Duke Energy Corporation, Fi le  No 1-3285.3. August 74, 211116. as Exhibit I O  2 )  
Formation and Sale Agreement by and ;among Duke Ventures. LLC. Crescent Resources. LLC. Ivlnrgan Stanley Real Estate Fund V Ll S I.. P , h,lorg;in Sttinley Real Estate 
Fund V Spccial Z i  S , 1. P I  bforgan S t a n l q  Real Estate lnvcstors V U S , L. 1'. blSP Real Estate Fund V, 1. P . snd Morgan Stanley Stratesic Invaslmcnts, Inc , dated as  ol 
September 7, 2006 (iiled with the Form I0.Q ol Duke Energy Corporation for the quarter ended September .30, l1:106. File No I .37853, as Eshibit lil 3 j  
Fifteenth Supplemental Indenture. dated as of April j, 2W6. among the regisvan5 Duke Energy and Fblorgan  Chase Bank, N A (as successor to Guaranty Trus t  Company 
o i  New York), as trustee (the 'Trustee''), supplementing the Senior Indenture, dated as ol  Septcmber I ,  1998. between Duke E n c r g  Carolinas. L L C  (formerly Duke Energy 
Corporation) nnd the Trustee (filed with the Form 1 0 4  o l  Duke Energy Corporntion for the quorter entlcd June 3i3. .?OW File No I -32S53. I:; Exhibit 10 1 j 
Amcndment No 1 to the Twrlilh Supplementai Indenture, dated as  of April 1, 2006 ("Amendment No I " ) ,  among the rqistrant.  Duke Energy and Uie Truslee, which 
amends the Twelfth Supplemental Indenture. dated as 01 May 7, 2iiO3, between the registrant and the 1 rustec. pursuant to which the Convenible Notes were issued (filed 
with the Form 10-(2 o i  Duke Energy Corporation lor the quarter cndcd June 31.1, 2006, File No I --32S53. as Exhibit I O  3) 
Duke Energy Corporation 2006 Long-Term incentive Plan (filed with Form 8-1; o f h k e  Energy Corporation, I ; i ie No 1-32153, October 27, 701i6. :is Exhibit I O  I j 
Tax Matters Agreemenl, dated as of December 13. 2006, by and between Duke Energy Corporation and SpecUa Energy Corp (liled with Form 8.K ol DukeEnergy 
Corporation. File No 1.31853, December 15, 2006, as Eshibit 1U I )  
Transition Services Agreement, dated illj of December I :. 2006. by and between Duke Encrgy Corporation and  S~iectra Energy (7orp ililed !vith Form %I; of Duke Energy 
Corporation, File No 1-32853. Dcccmber 15, 2OOG. as Eshibit 113 2 j  
Amendment No 1 to the Tranrition Services Agreement, daled as of l k c e m k r  13. ?O(JG. by and k t \ w e n  Duke Energy Corporation :mil Spcctra Energy Corp (iiled in Form 
IO-Q of Duke E n e r g  Corporation for thc quarter ended March 3 I. 2ii07, File No 1-32853. as Exhibit IO 4) 
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Amendment No 2 to the l~ramition Services AgrecmenL dilled as of Decembcr 13, 2006, by and between Duke Energy Corportilion imd Speclrii linergy Corp (filed in Form 
10-Q oSDuke Energy Corporation fix thequarter ended March 31, 2007, File No I-32S53. as Eshibit 10 Sj 
Amendment No 3 to tlic Transilion Services Agreement, dated as 01 December 13. 2006, by and lxlween Duke Energy ('orlmralion and Spectra I?nergy Corp (filed in Form 
IO-Q of Duke Energy Corporation for the quarter cnrlcd June 30, 21107, File No 1-3283, as Exhibit 10 3 j  
Amendment No 4 to the Transition Services Agreement, diiled iis 01 June 3 0 ,  2007, by and between Duke Encrgy Corporation :mil Spectra Fncrgy Cnrp (Iilcd in Form IO- 

Q or Duke Energy Corporalion Tor the quaner ended Seplember 50, 20U7. File No 1-3ZS53. as Eshibit 10 1 j 

Employee A h t t c r s  Agrccmenl, dated as of December 13. 2006, by and between Duke Energy Corporation arid Spectra E.riergy Coil? fiilcd with Fonn 8-F; nl Duke Energy 
Corporntian, ?ile No 1-32853. December 15, 2006, as Exhibit 117 3 )  
First Amendment to Employee blatlers Agreement, dated as of September 28. 2007 (filed in 1;orm I0-Q nSDukr Energy Coqx?riitinn for lhc quarter ended September 30, 
713137. ?iir No 1-32853. as Eshibit I O  3 )  
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December 22,2006, as Exhibit 11.1 I )  
Duke Energy Corporation Directors' Savings Plan 1 & 11, as amentletl and restated (filed with Form S - 6  of Duke Energy Corpor~uion. rlaled Ocloher 31. 2007. File No 
1-4298, as Exhibit 10 2) 
Amendment to the Cinergy Corp Escess Pension Plnn, eLXective Jiiniiiiry I ,  1007 (filed !villi Form I1:l-E; o f  Duke h e r g y  Corpnrntion l o r  die yciir ended Dccember 31. 20116, 
File No I-32S53, as Ediibil IO GJ) 
Amendment to the Cinergy Corp 401 (k) Esccsr; Plan. eCfective Dccember 1 8. 7006 (filed with Form IO-K of Duke Energy Coq>or;ition lor the year ended December 3 I .  
2006, FileNo 1-32853, as Exhibit 1065)  
Amendment to the Cinergy Corp Excess Profit Shirring Plan, eilective December 19, 2005 (liled with Form IO-F; 01 Duke Energy Corporation for the )'ear ended k c e m b e r  
31, 2006, Fi lcNo l.3ZS53, as Exhibil 10 66) 
Amendment to the Cincrgy Corp 401(k) Excess Plan, effective D c c e m k r  19. 2006 (filed with Form 10-E; of Duke Energy Corporation lor ttiv>'car cntlerl Dcccmbcr 31. 
2006. Fi leNo 1-32853,~s Exhibit 1067)  
Amentlment 10 the Cinergy Corp Directors' Dererred Compensation Pian, effeciive December 19. LOO6 (liled with Form 10-E; of Duke Energy Corporalion for Ihe year 
ended December 31, 2006, File No I-328.53, as Exhibit 10 6s )  
Form of Phantom Stock Award Agreement (filed in Form 8-K of Duke Energy Corporalion, March 8, 2(,[17, File No 1-32853, as  item I O  I l l  11 

Form of Performance Share Award Agreement (filed in Form S-E; of Duke Energy Corporation, March 8 .  2007, File No 1-32853. as item 10 117) 

Separation and Distribution Agreement, dalwl8s of D z c e m k r  13, 2006, by and lx'twren Duke Energy Corporation m d  Speclra Energy Corp ( l i l cd  in Form 8-E; of Duke 
Energy Corporation, Fi leNo 1.32853. December 15,1006, as item 2 I )  
Amendment No 1 to lhc Sepsration and Distribution Agreemenl, dated as of December 13, 7U(I6. by snd between Duke Energy Cnrporation and Spectra E,nergy Coq' (lilcil 
in Form 10-Q o f  Duke Energy Corporalion for the quarter ended March 31, 2007, ?ile No 1-32853, as Eshibil I O  3 )  
Amendment io Ihe Duke Ener&y Corporation 1998 I. ang-Term Incentive Plan, eficctive as of February 77. 2lJll7, by and  ixlelween Duke Energy Corpxation and Spectra 
Energy Corp (filed in Form 10-Q of Duke Energy Corporation for the quarter ended hdarcli 31, 2007, File No 1-32853, as Exhibit IIC 6 )  
Amendment 10 the Duke Energy Corporation 2006 Long-Term Incentive Plan. efi'ective as of February 27, 2007. by and Ix'tetween Duke Energy Cnrporation and Spectra 
Energy Corp (filed in Form 10-Q of Duke Energy Corporation for the quarter ended M;irch 3 1, 2007. File No 1.32853, as Exhibil I11 7 j 
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X2,650,000,0~IO Amended and Restiited Credit Agreement, duled as nT June 2S, 10117, ilmong Duke Energy Corpor#ition. Duke Energy Cnrolinns. LLC. Duke Energy Ohio, 
Inc , Duke Energy Indiimn, Inc and Duke Energy Kentucky, Inc . as Rorroivers, the banks lislcd therein. CVachovia Brink National Association as Administrative Agent, 
JPbiorgan Cliase Bank. National Association. Barclays Bank PLC. Bank of America. N A and Citibank, N A as Co-Syndicaiinn Agents and I11e Bank d l  okyo- 
Mitsubishi. L td  , New York Branch and Crcdit Suissc, as Co-Documentation Agsnts (filed in Form 6-I< 01 Duke Energy Corporation, luly 5, 2007. File No 1-32853, as 
E,rhibit 10 I ;  the agreement wiis executed June 2s) 
Summary of Director Compensation Program (Filed in Form 8-E: ofDuke  Energy Carporauon, May 13,7007, File No I -57S53, as Exhibit 10  1 )  

Engineering, Prucuremcnt and Construction Agrecmcn!, dated July 11. 2007. by ancl bctivecn Duke Energy Carolinas, 1.L.C arid Stone S Wubstci National Enginewing 
P C (portions ofthe c h i b i t  hove bean omitted ond filed separnlely with the Securilies :rnd Eschnngu Commission pursuonl lo n request for conlidsnlinl Ireatmen1 pumunnl 
to Rule 24b-2 under the Securities Exchangc Act of 1934, as amended) i f i l e d  in Form lo-Q of Duke Energy Corporation for the qutirter ended September 30,2i:l07, F i l e  

No 1-32653, asExhibit  I U  7) 

Change in Control Agreement by and between Duke Energy Corpxation and Jam= L Turner, dated April 4. 21106 
Amendment No 1 to Employment Agreement, dated D e c e m k r  17. 2003, by and between Cincrgy Corp and James L ruiner 
Amcndmco! No 2 to Employment Agreement, dated July 19, 70114, by and bctwccri Cinergy Corp and James I. Turner 
Amendment Nu 3 to Employment Agreement, dated May 9, 2IJ05, by and between Cinergy Corp and Jnmes L rurnw 

Amendment No J to  E.mploymen1 Agreement, dated Decemlm 14. 2005, by and between Cinergy Coq' and James L. ruiner 
Retention Award Agreement by and between Duke Energy Corporation and James Turner. dated April 4.2006 
Employment Agrcemcnt, dated November 15, 2002, by and bctwcen Cincrgy Corp and Marc E. blanly 
Change in Control Agreement by and between Duke Energy Corporation and Marc E blanlp,  dated April 4, 20116 
Amendment No 1 to Employmcnl Agreement, dated December 17, 2003, by and between Cinergy Corp ancl Marc E Manly 
Amendment No 2 to Employment Agrcemcnt, dated May 9. 2005, by and between Cincrgy Corp and Marc E, hdanly 
Amendment N o  3 to Employmenl Agreement, dilled D e c e m k r  1-1, 2005, by and between Cinergy Corp and Marc E hlonly 
Retention Award Agreemenl by and between Duke  Energy Corporation and Marc Manly, dated April 4, 2006 
Split Dollar Collateral Assignment Insurance Plan Agreement by and between Duke Energy Carolinas. LLC (formerly known as Duke Energy Ciirpor;illon) and Ilenry B 
Barron Jr ,dated October 1. 2997 
Restricted Stock Award Agreement by ;and between Duke Energy Carolinas, LLC (formerly known as Duke E.nergy Corporation) and Henry B Bermn Jr . clnted February 
1, 2006 
Amendment to the Cinergy Coil' Nonqunlificd Deferred lnccntive Compensation I'lnn eflectivc Dcccmber 19, 2llil7 
Amendmenl to the Cincrgp Corp 40l (k)  E x e s  Plan, elrective &cember 19, 2007 
Amendment to the Cinergy Corp E w e r s  Profit Sharing Plan, effective December 19, 2007 
Computation of Rolio of Earnings to Fixed Charges 
List of Subsidiaries 

Emnlnvmi.nlBlmment.rlatedSentcmbcr . , .  74.2002. bv and bctwcen Cineny Corn and James L .  rumcr .  
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Consent of Independent Registered Public Accounting Firm 
Consent of Independent Registered Public Accounting Firm 
Consent of Independent Audilors 
Power of attorncy authorizing David L Hauser and others to sign the annual report on behalf oi the regislranl and certain of its directors rind o l l cc r s  
Certified copy oiresolution of the Board oiDirectors oi the regislrnnt authorizing power of nttorney 
Certification oi rtie Chiei Executive Ollicer Pursuant to Section 302 of the Sarbancs-Osley Act of 2002 
Certilication oi the Chief Financiiil OLficer Pursuant to Section 307 of the Sarbancs-Oslcy Act of 2002 
Certification Pursuant lo IS U S C Section 1350, os  Adopted Pursuant to Seclion 906 of the Sarbnnes-Osley Act o f2002  
Certification Pursuani io IS U S  C Section 1350, as Adopted Pursuant to Seclion 906 of the Sarbnnes-Osley Act of2002 

- 1 *<I I ,  - . .  . . .  % .  - I  . * .  . .  I t l o b  ofrt1e torn1 

asscis o i  the registrant and its subsidiaries on n consolidated basis The rcgistrmt ogrces, upon rcqucst of thc Securities and Exchange Commission, to Ihrnish copies oi  any or 011 oisuch 
instruments to i t  
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EhlPLO1'ILlENT AGREERlENT 

l'liis EMPLOYMENT AGREEMENl is made and entered into as of tlie 24th day o i  September. 2002 (the "Effective Date"). by and between Cinergy 
and James L Turner (the "Executive") This Agrecnicnt replaces and supersedes any and all prior employment agreements between Ciiiergv arid the 
Esecutive The capitalized words and teniis used tliiougliout this Agreement are delined in Section 11 

Recitals 

A The Executive is curreiitly serving as Esecutive Vice President o i  tlie Company and Chief Esecutive Oilicer of the Regulated Businesses Business 
Unit of Cinergy, and Cinergy desires to secure the continued eniployinent of tlie Executive in  accordance with this Agreement 

B Tlie E,seciitive is willin_n to continue to reiliain i n  tlie employ of Cinergy oil the ternis and conditions set forth in  this Agreeinen1 

C Ilie parties intend that this Agreemen1 will replace and supersede any and a11 prior eniployiiieiit agieenienls between Cinergy (or any component 
company or business unit ofcinergy) and tlie Executive 

In consideration 01 the mutual promises, covcnants and agreeiiients set lbrtli below, the parties agree as follows 

1. Eiiiolo~nient and 'I'eiiii. 

a Cineigy agices to employ the Esecutive. and tlie Executive agrees to reniain i n  tlie employ o i  Cinergy, in accordance with tlie teniis and 
pmvisions o i  this Agieeiiient, for the Employment Period set forth in  Section I b  Tlie parties agree tlial tlie Conipany will be responsible for 
cnriying out all or ihe proniises, covenants. and agreenients of Cinergy set fort11 i n  this Agreement 

The Ciiiployineiit Period of tliis Agreement will coiiiniciice as of the EKective Date and continue until December 31. 2004; provided lliat, 
coiiiniencing on December 3 I ,  2002. and on each subsequent December .31, tlie Eniployinent Period will be exqendcd Cor one (1) additional year 
unless cither party gives tlie other party written notice 1101 to esteiid this Agreement at least ninety (90) days before tlie exTeiision would 
otherwise become effective 

b 

2. Duties and I'ovvers of Esecutive. 

a Position Tlie Executive will senw Cinergy as Executive Vice President oftlie Conipany and Chief Executive Oficer  of tlie Regulated Businesses 
Business Unit of Cinergy and lie will lime sucli respoiisibilitics, duties. and :iutjioiity as are 



customary for sonieone of that position and such additional duties, coiisistent with liis position. as niay be assigned to hiin t'roni time to time 
dining tlie Eniploynient Period by tlie Board of Directors or the Chief Executive Officer Executive shall devote siibstantially all oi Executive's 
business time, eflorts and attention to tlie periormance of Ilxecutive's duties under this Agreement: provided, however. that this requirement shall 
not preclude Executive t'roni reasonable participation i n  civic. charitable or prot'essioiial aclivities or the management oi  Executive's passive 
investnients, so long as such :ictivities do not niatcrially interfere with the perfomiance olExecutive's duties under this Agreement 

Place of Perfomiance I n  connection with the Execulive's eniploynient. tlie Executive will be based at the principal execulive oilices olCinergy, 
221 East Fourth Sti-cet, Cincinnati. Ohio Except for reqiiired business travel to an extent subslantially consistcnt with the present business travel 
obligations of Cinergy executives who Iiwe positions of authority comparable to that of the Executive, the Executive will not be required to 
relocate to a new principal place o i  business that is niore than thirty (30) miles from such location 

Coiiirwnsation. Tlie E.secutive will receive tlie following compensation I'oi liis services under this Agieemcnt 

a 

b 

X 

Tlie E,xecutive's Annual Base Salary. payable i n  pi0 rata installments not less ofien than semi-monthly, will be at the a n n ~ a 1  rate of not 
less than $346.500. Any increase i i i  tlie Annual 13ase Salon! will not senw to limit oi reduce any other obligation of Ciiicrgy under this 
Agreenient The Annual Base Salar). will not be reduced except for across-the-board salary reductions siniilarly affecting a11 Ciricrgy 
niaiiapeiiieiit persoiniel I1 Annual Base Salary is iiicreased or reduced during the Eniploynient Peiiod, then such adjusted sala~y will thereafter be 
tlie Annual Base Salary for a11 purposes under this Agieenient 

b Retirenient. Incentive. Welfaie Benefit Plans and Other Benefits 

(i) During tlie Employinent Period. the Executive will be eligible, and Cinergy will take all neccssaiy action to cause tlie Executive to 
become eligible. to participate iii short-temi and long-terni incentive. stock option, restricted stock perfoi niance unit savings: ietirenient 
and welfare plans. practices. policies and progranis applicable generally to other senior executives of Cinergy who are considered Tier II 
executives for compensation purposes. except with respect to any plan, practice, policy or program to which tlie Executive has waived bis 
rights i n  writing 

(ii) h.pIenicntal Retircmcnt Benefit 

( I )  Amount. Fomi. Timine and Method of Pnvnient I f  [he Executive letires Jroni Cinergy after reaching age 55, the Executive will be 
cntitled and fiilly vested i n  a siippleinental retiienient benefit in an aiiount whiclL when expressed as ai annual amount payable 

2 o l 3 3  



during tlie life oi the Executive. sliall q i i a l  tlie escess of(  1)  609,O 01 tlie E,xecutive’s Highest Average Earnings over (2 )  his total 
aggregate annual benelit, payable i n  tlie form of a single life annuity to tlie Lxccutive, d e r  all Executive I<etiremciit Plans 
Escepi as described below. the fonn (e g , tlie 10096 joint and survivor annuity fomi of benefit). timing. and inethod of payment ol 
the supplenietital retireinelit benefit payable under this Paragraph will be tlie sanie as those elected by tlie Executive under the 
Pension Plan, and tlie aiiioi~iit of such benefit sllall be calc~ilaled after taking into accotrnt the actuarial factors conbiiied in  t l~e  
I’cnsioii Plan, provided, however, that srrcli benefit sliall not be acl~~arially reduced for early coniiiieiiceiiieiit 

Death Benefit. If the Executive dies allcr reaching age 55 but prior to liis retirement from Cinergy, and if his Spouse, on the date of 
his death, is living on the date tlie first installnient of tlie suppleniental retirenieiit benefit would be payable under this Paragrapli, 
the Spouse will be entitled to receive tlie suppletnerital retireinent bcnefit as a Spouse’s beneiit. The form, timing. and method o i  
payment o i  any Spouse’s benefit under this Paragraph will be the saiiie as those applicable to tlie Spouse under tlie I’ension Plan, 
and the amount of such benefit sliall be calculated after iaking into account the actuarial factors contained in the Pension Plan. 
providcd, however. tliat such benefit sliall iiot Lx actuarially reduced for early coiiiiiienceiiieiit 

Special l’anynient Election Effective Upon a Clianze i n  Control. Not~vith~taiiding the foiegoing: tlie Executive may make a special 
payment election with respect to liis suppleinenla1 retireinenl benefit (if any) in  accordance with tlie following provisions: 

(A) The Executive niay elect, on a fmii provided by Cinergy, to receive a single Iomp sum cash payiiicnt i n  an a~nouiit equal to 
the Actitaria1 Equivalent (as defined below) oi  his si~ppleniental retiretnent benefit (or the Actuarial Eqiiivnlent of tlie 

(2) 

( . 3 )  

. .  . . .  _ .  
re11 ‘ , .  
s l l p ~  of a 
Change i n  Control or tlie date of his tenninatioii of cmployincnt 

Such special payment election shall bccomc operative only upon the occiirrcncc of a Change in  Control and only if tlic 
I~xeciitive’s temiiiiation of cmployiiient occurs either ( 1 )  prior to the occiirrciice o i a  Change in Control or (2) during tlie 24- 
month period coniinencinp upon tlie occurimce o ia  

(B)  
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Ch:inge iii Control Once operative. such special payment election shall override any other payinent election inade by the 
Executive with respect to his supplemental retirciirent benefit. 

i n  order to be efkctivc. a special paynient election (01 \vitlidra\\d of that election) i l l l ist  be made either prior to the 
occiirreiice of a Potential Change in Control or. with the consent of Cinergy, during tile 30-day period conlmeiicing upon the 
occiirrence o i  a Potential Cliange i n  Control I n  the event tliat a Potential Cliaiige i n  Control occurs and subsequently ceases 
to exist, other tliaii as a result of a Cliange i n  Control. such Potential Cliaiige i n  Control shall Ix disregarded for purposes of 
this Section 

In tlie event that tlie Eseciitive niokes a special payment election and pursuant to that electioii lie becomes entitled to receive 
a single lump siiiii cash paymciit pursuant to this Section payable to the ~onin ienc~nie i~ t  of his supplemental retirement 
betiefit i n  aiiotlier form of payment. the Actiiarial Equivalent o i  his supplen1eiitnl retirement benefit sliall be calculated based 
on the following assuiiiptioiis: 

(I) 

( C )  

(D) 

The ioriii of paynierit for each of the Executive's retirenient bcriefits tinder tlic Executive Rctireinent Plans and the 
Executive's supplemental retirement benefit sliall be a single life annuity, 

Tlic ~oiiinien~eiiient date ior each oftlie Executive's retirement benefils wider tlie Executive Retirement Plans and 
tlie Executive's stipplemental retircnient benefit shall be the Gist day of the calendar month coincident with or next 

(111) The term "Actuarial Equivalent" lias the meaning given to that t c m  in tlic Pension Plan with respect to l i m p  sum 
pay ni en ts: and 

( IV)  Ilie amount oi the lisecotive's supplemental ietitenient benefit sliall not be actuxially reduced for early 
coni iiieiiceiiieiit 

I n  l l ie eveiil t1mt the Esecutive ni&es a special paymeiil elecljon and pursuant to that election lie is entitled to receive a 
single lump sun1 casli paynient payable .lier the 

(11) 

(I:) 



c[)iiiiiienceiiient of liis supplemental retireiiient belielit in another form o i  paymeiit. his luiiip suiii cash payment sliall be 
equal to the Acti~tarial Equivalent (as that terni is used i n  tlic Petision Plan with respect to ltiinp sum payments) of the 
ieniniiiing pnyiiieiits to be made i i i  connection with his suppleinental reiirement belielit 

( i i i )  Upoii liis retireiiient on or after llaving attained age 50, tlie Executive will be eligible for conipreliensive medical and dental benefits 
wliich are not iiiatei i d l y  different from the benefits provided to retirees undei the Ciilergy Corp Welfare Benefits Prograln or an)' sirnilar 
prograin or st~ccessor to that progmm For purposes oi  detem~it~ing tlie aiiiotiiit oi the niontlily premiuiiis due from the Executive. the 
Executive will receive Iiom Cinergy tlic maxiniuni subsidy available as of the date of his retirement to an active Cinergy employee witli 
tlie same medical benefits classilicatioii/eligibility as tlie Executive's medical benefits classilicotio~l/eligibility on the date of his 
retirement 

Tlie Execulive will be a pt ic ipant  i n  the Annual Incentive Plan a i d  will be paid p~irsuatit to tlie terms and conditiolis of that plm: 
sub.jcct to tlie followiiig: (1) The niaximuin annual bonus sliall be not less tliaii onc hundred livc percent ( lO5?/,) of tlic Executive's 
Annual Base Salary (tlie "Maxiiiium Aiin~ial Bonus"); aiid (2) 7lic target annual boniis shall be not less than sixty percent (60%) 01 the 
Executive's Annual Base Salaiy (the "Ta~get Annual Bonus") 

Tlie Executive will be a participant i n  tlie L.ong-Temi Incentive Plan (tlie "L.TIP"), and the Executive's aiinualized target award 
oppoi-tunitv uiidci, tlic LTlP will be equal to iio less than ninety pei-cent (9096) of liis Aiinual Basc Salary (tlie "Targel LTlP Bonus") 

any Noiielective Erriployer Contributions niade on beliall of the Executive during such calendar year under the JOl(k) Excess Plan 

( iv )  

(v)  

I \ I )  1 <+i>d-Ehdhh? - >  . 1  ' I  ' .  tor ativ calendar year sliall be increased by the amount of 

1;iinae Bciiclits and Pernuisites During the Einploynient Peiiod, the Executive will be entitled to the following additional fringe benefits in 
accordaiice witli !lie ternis and coiiditioiis of Ciiiergy's policies aiid practices I'or such fringe benefits: 

( i )  

. .  . _  

c 

Cinergy will iuriiish to tlie Executive an :iotoiiiobile appropriate for tlie Execufve's level of position, or, at Ciiicrgy's discletion. a c:di 
allowaiicc of equivalent valiie" Ciiicigy will also pay all of the iclated cxpeiises for gasoline. insurance, mainlcnancc. and repairs, or 
provide foi sucli expenses within Ihe cash allowance All benelits provided pursuant to this Section 3c(i) sliall be provided 111 accordatice 
witli geiierally applicable procedures established froiii time to time by Cinergy i i i  its sole discretion 
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(ii) Cinergy will pay tlic initiation fee and tlie annual dues. assessinents. and other membership cliarges of tlie Executive f o ~  nieinbcrsliip i n  a 
cotintry cliib selected by tlie Executive 

Cinergy will provide paid vacation for four (4) weeks per year (or such longer period for wliicli Executive is otherwise eligible under 
Ci nergy’s pol icy 1 
Cinergy will furnish to the Executive annual liiiancial planning and tax preparation services> provided. Iiowever. that the cost to Cinergy 
of such services sliall not exceed $1 5.000 duriny any tliirt>l-six (36) consecutive nronth period Not\vitlistaIiding the preceding sentence. 
in  the event any payment to t i le Executive pwsilant to this Section 3c(iv) is subject to any federal, state. or local incon~e o r  employment 
taxes. Cinergy sliall provide to the Exectltive an additiorlal pyiiiciit in an aniotrnt necess3rj‘ silcli tliat after payment by the Execiitive of 
a11 siicli taxes (calculated after assunling that the Executive paps such taxes for the year in which the benefit occlws at tlie highest 
tnarginnl tax rate applicable), including tlie tnxes imposed 011 the additional pavment, the Executive retains an amot~nl equal to the benefit 
proyided pursuant to this Section 3c(iv) 

Cinerg!; \\,ill provide othcr fiioge benelits in accoldance with Cinergy plans. practices. progranis. and po!icies i n  cfl’ecl lioiii h 1 C  to time, 
coniiiieiistirate \villi liis position and at  least comparable to those received by otlier Cinergy Tier I1 executives 

( i i i )  

( i v )  

( v )  

Expenses Ciiiergv agrees to reimburse tlie Executive lor a11 expenses, including tliose for tmvcl and entertainment, properly incurred by Iiiin i n  
the pcrfomiance of his duties under this Agreemenl i n  accordance with the policies established from time to time b)’ the Board of Directors 

reinibursciiieiit lroiii Cinergy for the ieasonable costs of iclocatiiig from tlie Cincinnati. Ohio, area to a new priniary rcsidence i n  a inaiiiier that is 
consistent with tlic tcrins ol tlie I?elocation Prograln Notwitlistonding the foregoing. il llie Executive becomes eniploycd by another employer 
and is eligible IO I eceive relocation h e f i t s  tinder another employel -provided plan, any benefits provided to tlie Executive under this Section 3e 
will be secondary to those provided under the otlier cmploycr-provided relocation plan 7he Executive mlist report to Cinergy any such relocation 
benefits h i t  lie actually receives under anotlier eiiiploycr-provided plan 

Stock Optioiis and Stock Appreciatioli Ridits. Notwithstanding Section 5d. upon tlie occiirreiice of a ClioiiSe i n  Conllol, any stock options or 
stock appreciation rights then held by tlie E.sccutive pursuant to tlie LTIP or Cinergy Corp Stock Option 1’1an shall, to tlie extent not otherwise 
provided i i i  the applicable Stock 

d 

1 
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Related ~ocuniciils. bccomc imnicdiately escrcisablc I i  tlic Fxccutivc tcnninatcs eiiiplovnient for any rcason during the twenty-four (24) month 
period commciiciiig iipon the occtii-rcnce of a Clrruige i n  Control. notwitlistanding Section jd .  any stock options or stock appreciation rights then 
held by the Esccutir.e piirsnant to Ihe LTJP or Ciiiergy Corp Stock Option Plan sliall. to the extent not otherwise provided in the applicable Stock 
Related Dociinients. iemain escrcis:ible i n  accordance wit11 their tcriiis but i i i  no cvcnt for a pciiod less Ilia11 the lesser of (i) three nionths 
following such tcrmiriation of eniploynient 01 (ii) the rem:iining teim o i  s i d i  stock option or  stock appreciation right (~vliich rctnaining tcrni sllall 
be detcriiiined rvithout regard to strcli teniiinatioii of cniploynieiit) 

4.. Teniiination of Emnlovineiit. 

a 

b 

Tlic Esecutive's etnploymcnt will tcrn1in:ite auto~natically upon the Exccutive's dcatli during the I?niployment Period 

Bv Ciiiernv for Cause Cincrgy niay tcrniinate the 
Einploynicnt Agrcciiient, "Causc" iiicaiis tlic I'ollo\ving: 

(i) 

wutive's eniploynient duiing the Eiiiploytiieiit I'criod Tor Calm For pilrposes of  this 

Thc williiil and continued iailtlrc by the Esccutivc to substantially ~icifoi-iii tlic Esccutivc's dutics with Cincrgy (othcr than any such 
iailure resulting Iroiii tlie Executive's incnpacity due to physical or mental illness) that, i f  curablc. 113s not been cured within 30 days otter 
the Board of Directors or the Cliief Esccutive Olliccr lins delivered to the E.secutive a written demand Tor substantial perforniaiice, which 
demand spccificolly idcntilies tlie maiine~ in ~vliicli the Esecutivc Iias riot strbstaiitially perfornicd his dutics This cvcnt will constitute 

> Section 4d a h  the Board of Directors or Cliief Louse eveii iTiiic L c  t( 
Executive Officer delivcis a written dcinaiid fcir substantial performance 

The breach by the Executive o i  tlic conlidentiality provisions set forth i n  Section 9 

T h e  convictioii o i  the E,xccutivc for the coniinissioii o i  a felony, including the entry of'a guilty (11 nolo coiitendcrc plca, or suiy willful or 
grossly ncgligciit action or inaction by the Esccirtive that has a niatciially itdvcise effect on Ciiicrgy For purposes of this defiiiition of 
Cause. no act. or fnilurc to a c t  on the Executive's part will be dcenied "willfitl" tinlcss i t  is done, or omitted to be done, by the Executive 
i n  bad faith and witlioiit reasonable belief that the E.sccutivc's act. or failiirc to act, was i n  the best interest of Cincrgy. 

Notwithstandiiig tlic foregoing. Cineigy shall bc dcenicd to have not tcrminotcd tlic eniploynient of the Esccutive for Cause unless and 
until therc shall Iicivc been delivered to thc Eseciitivc a copy ~ ~ l a  rcsoltrtion 

. .  . . .  

(ii) 

(iii) 

(iv) 
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duly adopted by tlie aflirinative vote of not less tliaii a majority 01 the Boaid tliFn i n  office at a meeting oitlie Board called and held for 
such purpose (atter reasonable notice to tlic Execiitivc and an oppol-tunity for tlie Executive. togetlier wit11 liis counsel, to be lieard by the 
Boaid). finding tliat. in the good hit11 opinioli o i  tlie Donid. tlie Executivc had committed an act set forth above i n  this Section 4b and 
specifying tlie p a  ticulars tlicreoi in  detail 

c By Cinerey Without Cause Ciiiergy may. upon at least 30 days advnnce \VI iiten rioiice to the Fxecutive, terininate the E.xecutive's employment 
during the Eiiiploynierit Period foi a reason otlier tiiaii Cause. but the obligations placed upon Cinergy iii Section 5 will apply 

Bv tlie Executive for Good Reason The Esecutivc may terminatc liis eiiiployment during the Employmcnl Period for Good Reason For purposes 
of this Agreeiiient. "Good Reason" means the following: 

( i )  (1) A reduction i n  tlie Executive's Annual Base Salary. except fbr  across-the-board salaiy reductions similarly nlIccting all Cinergy 
maiiageniciit peisoiinel. (2) a rediiciiotl in tlie aiiiotiiit oi  tlie Excctitive's Maxiintiin Annual Bonus under the Annual Incentive Plan. 
except for across-tlie-board Maximuin Annual Botitis icductions similal ly affecting a11 Cinergy ninnagenietit personnel, or ( 3 )  a reduction 
iii any otlier Imiefit or paynicnt dcscri bed in Sectioii 3 of this Agreement. csccpt for cliangcs to tlic cinploycc Lxiiefits progranis generally 
affecting Ciiiergy moiiagernent personnel. provided tliat tliose choiiges, in the aggregate, will not icsult i n  a material adverse clinnge with 
respect to tlie bciiefits to ivliicli ilie Ikeciliive \vas entitled 3s oi tlie Elfcctive Date 

(1) Tlie mateiial reduction without his coiiseiit oi tlie Esecutivc's title. autliority, duties. o r  responsibilities from tllose i n  effect 
. I  D .iod. immediately prior to tile mduciion, ( 2 )  i i i  p - 1  Pct 

tlie failtile by Ciiiergy without the consent of tlie Lxecutive to nominate the Executive Tor re-election to the Board. or ( 3 )  a material 
adverse cliange i n  the Executive's repoi ling responsi bilities 

Any bIeocli by Cinergy of any other inaterial provision oi  this Agteenient (including but not limited to tlie place of perforniance as 
specified i n  Scctioii 2b) 

The Executive's disability due to pliysical or mental illness or iriiiiry h t  prccludcs the Executive liorii pcrfoniiing any job for which lie is 
qualified and able to pcrforiii based upon liis education. training 01 experici~ce 

d 

(ii) . .  , . .  

(iii) 

(iv) 

8 of 33 



(1)) A failuie by tlie Company to require any successor entity to tlic Coiiipariy specifically to assuiiie i n  wiiting all of tlic Conipany's 
obligations to tlie Escciitive under this Agieemcnt 

For piiiposes oldetcrmiiiiiig wlictlier Good Reasoii exists with respect to a Qualiljging Tcrmi~iatio~i ciccurnng o n  or within 24 iiiontlis followiiig a 
Changc i i i  Control. any claim by Ihc Escctrtive that Good Ileason exists shall be prcslimed to be corrcct u~ilcss tlic Conipony establishes to ilie Board by clcai 
and coiivincing evidence that Good Reasoii does not exist 

e Bv tlie Executive Without Good Reason T h e  Executive may terminate liis ciiiployiiieiit witliout Good Rensoii upon prioi written notice to tlie 
Cor11 pany 

f Notice of Teniiinadoii Any terniination ofthe Executive's eniploymeiit by Cinergy or by h e  E.sccutivc during tlie Employiiieiit Period (other 
than a termination due to tlie Eseciitivc's death) will be communicated by a ~ r i t t c ~ l  Notice of Ter niination to tlic other party to this Agreeiiici~l in 
accordance with Scclioti 12b For purposes of tliis Agreement a "Notice of Icmiii~atioii" iiieans a writlei1 notice that specifies tlie particular 
provisioii of this Agrcemciit relied upon and that sets forth in  reasonable detail tlie facts and c i r c ~ ~ ~ i i s ~ a ~ i c c s  claiiiied lo provide a basis for 
tcmiinating the Executive's employnieiit under tlie specified provisiori Tlie failore by tlic Executive or Cinergv to set I'ortli i n  the Notice of  
Terminatioii any fact or circumstance that contribules to a showing of Good Rcasoii or Cause will not waive any light of the Lxecutivc or 
Cinergy tinder this Agreeiiient or prcclude tlie Executive or Ciiiergy from assciting that iact o r  ciicuinstaiice in eriforciiig iiglils irtider lliis 
Agrcenient 

Tlie Eseciitivc acknowledges and agrees that lie shall not sell 01 otlierwlse dlspose olany shares 01 C ' O I ~ ~ X I I I ) ~  stock I L C I I I I I C C ~  
exercise of a stock option. oilier than sliarcs sold 111 older to pay ai l  opf~on ~xeicisc  price 01 the rclatcd tau tvitlilioldlng obligation, unl11 90 days 

g iliu 

after tlie llale of Termiiiatioii Notwitlistniidiiig the Iorcgoing, Cincrgy, i n  its sole discret~on, may waive the restiiciions contaiiied i n  llie previous 
selltellce. 

5 Obligntions of Cinerm Upon Telmination. 

a Certain Terminations 

(i) 1fa Qualilving Termiiiation occurs during tlie Employiiieiit Period. Ciiiclgy will pay to the Lsecutivc a lump sui11 a~iio~inl, i n  cash, equal 
to tile sum of tlie I~llowing Accrued Obligatioris: 

(1) tlic pia-rated porlioii of tlic Executive's Annual Base Salaiy pavalilc tlirougli tlic Datc of l~erinination, to the exleiit not t)~cvio~isly 
paid 

any amount payable to tlic Executive iindcr tlic Annual Incenfivc Plan ill respect 0 1  tlic most iccentlv coniplctcd fiscal war,  t o  llle 
csterit not theretofore paid 

(2) 



( 3 )  ai1 aniouiit cqual to tlic AII' Benefit for tlic liscal year tliat includes tlic Date of Tcrniinatioii iiiirl~iplicd bv a fraction. tlie nunicrator 
of rvliicli is tlic nunibcr oi days from the beginning oftliat fiscal pear to and iiicluding the Date of ~ferminatioii and tlic denoniinator 
of wliicli is tlirec hundred and sixty-live ( 3 6 5 )  Tlic AIP Benefit coiiiponciit of the calculutio~i will be equal to tlic nn~iiial bonus tliat 
would have been earned by llic Executive pursuaiit to 311)' n i i u a l  bonus or incciitivc plaii niaintaincd by Cincrgy iii respect of tlic 
fiscal pear i n  which D ~ C U I S  tlie Date of Tciininotion, dctcrmincd by projecting Ciiicigv's perfoi-niaiicc and other applicable goals 
and objcctivcs for the entire fiscal ycai based on Cincrgy's pcrforinancc during tlic period o i  sticli liscal ycar occui~ing prior to tlic 
Date of Tcrminatioii, and based on such otlicr assumptions and rates as Ciiicrgy dccins rcasonablc 

(4) the Accnicd Obligations described in this Section sa(;) will bc paid within thirty (30) days after tlie Date or Icniii~ialioii Tlicsc 
Accnied Obligations aie payable to the Executive regardless ofwlictlicr a Cliaiigc i i i  Control lias occuncd 

I n  tlic event ora Qualifying Termination either pi-ior to llic occurrence ora  Change iii Control. or more than tivcnty-four (24) iiioiichs 

follo~viiig tlic occurrc~icc of a Change ii i  Control, Ciiicrgy will pay tlie Acciucd Obligations, and Ciiicrgy will Iiavc tlic following 
additional obligations dcscribcd in this Section 5a(ii); provided. however, tliat eacli of the bcnclits described below i n  this Section 5a(ii) 
sliall only be provided to the Executive if, upon prcsciitatioii to tlic Exccutivc Ihllowing a Qualif>4ig Tcrniinatioii, the Esccutivc tiiiicly 
cscctites and does not tinrely rcvoke tlic Waiver and Relcase 

(1) Ciiicrgy will pay to tlic Esccutivc a luiiip sum amount, in  cash, cqual to tlircc ( 3 )  tinics tlic siiiii of tlic Aiiiiual Base Salary and tlic 
Aiiiiual Bonus. For this purpose, tlie Annual Base Salary will be at the rate in  clTcct at tlic t ime Notice of Tciniiiiation is givcii 
(witiiout giviiig ellcct to any reduction 111 Annual Base Salaiy, I I  any, prior to tlic t c n n i ~ ~ a l ~ o ~ i .  otlicr 1113ii across-the-board 
reductions), and sliall iiicludc the amount of any Nonclcctivc Einploycr Coiitributions iiiadc on belialf of the Executive undcr the 
401(1c) Exccss Plan during tlic fiscal year in which tlic Exccutivc's Qualifying Tcrniinatioii occurs. and the Aiinual Bonus will be 
tlic Iiiglicr of (A) the niiniial bonus canted by the Executive pursuant to any aiiiiual boiius OI iiicciitivc plan maintained by Cincigy 
i n  respect oltlie year ending iniincdiatcly prior to the fiscal year in  wliicli occtiis the Date of Tcriiiiiiatioii. and (13) llic aiiiiual bonus 
that would have becn cariicd by the Executivc pursuant to any annual bonus o r  incentivc plan inaintaincd by Cinergy i n  rcspcct of 
tlie fiscal year iii which occurs the Date of Teniiiiiatioik calculated 

(ii) 
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by projectirig Ciiiergy's perforniance and otlier applicable goals and o+tives for tlie entire fiscal veor based on Cinergy's 
pcrfomiance during tlie period oi  sucli liscal yrar occurring prior to tlie Date o i  Termination. and based on sucli otlier assumptions 
and rates as Cinergy deems reasonable; provided, liowever tliat for purposes of this Sectioii Sa(ii)( I )(B), !lie Annual Bonus shall 
not be less tliaii the Target Annual Bonus. nor gieater tliaii tlie Maxiniiini Annual Bonus for the year i n  wliicli tlie Date of 
Termination occurs This lunip suiii will be paid witliin thirty (30) days aftei. tlie expir:ition oftlie revocation period contained i n  
the Waiver and Release 

Subject to Clauscs (A). (0) and (C) bclow, Cinergy will provide, until tlie end of the Eniploynicnt Pcriod. medical and dental 
benefits to the Executive and/or tlie Executive's dependents at least equal to those tliat would liave h e n  piovided ii tlie Executive's 
eiiiployment liad not been teriiiinated (excluding benefits to wliich tlie Executive lias waived his rights i n  \VI iting). The benefits 
described i n  the preceding sentence will be i n  accordance with Uie medical and welfare benefit plans. practices, programs. or 
policies of Cinergy (the "MBW Plans") as then currently iii effect and applicable generally to otlier Cinergy sciiior executives and 
their families 111 the event tliat any medical or dental benefits or paynients provided pursuant to this Section ja(ii)(2XB) are sullject 
to federal, state. or local income or employiiient taxes, Cinergy shall provide tlie Execiilivc with 311 additional payiiieiit in tlie 
amount necessary sue11 that affer payment by the Executive of a11 such taxes (calculated after assuiiiing h i t  tlie Executive pays 
sucli taxes ioi tlie year i n  wliicli tlie payment oi benefit occurs at tlie highest iiiargiiial tax late applicable). including the taxes 
imposed on die additional payment. tlie Executive retains an amount equal to tlie medical or dental bciielits or payments provided 
pursuant to this Section 5a(ii)(Z)(B). 

(A) If, as ol-tlic Executive's Date of Terniination, tlie Executive nieets tlie eligibility requircments foi Cinergy's retiree medical 
and welfare benefit plans, tlie provision ot tliose retiiec medical and welfare beiiefit plans to flie Executive will salisfy 
Ciiiergy's obligation under this Section 5a(ii)(2) 

IC. as o i  the Ikectitive's Date of Termination, the provision to the E~xecutive of tlie M&W Plan beiiefits described in Uiis 
Section 5a(ii)(2) would either (1) violate the ternis of the MBW Plans (or any related insurance policics) or (2) violate any o i  
tlie Code's iiondiscriiiiiiintion requireiiients applicable to tlie MBW Plans. then Cinergy. iii its sole 

(2) 

(B) 
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discietion, iiiay elect to pay tlie Executive. i n  lieu of the M&W Plan benelits described under this Section 5a(ii)( 2): a lulnp 
suiii cas11 payment equal to tlie total niontlily premiiniis (or i n  tlie case o f a  self funded plan. tlie cost olCOBRA cont intdon 
coverage) tliat would liave been paid by Cinergy for t l~e  Execiltive under tlie M&W Plans fi om the Date of Terniinntioii 
tlirougli tlic eiid o l  (lie Eiiiployment Period Nothing in  this Clause will aifect the Executive's right to elect COBRA 
coiitinuatioii coverage under a MLQW Plan i n  accordance wich applicable law. and Ciiiergy will make the 
i n  this Claiise wlietlicr. 01 not the I~secutive elects COBRA continuation coverage, and whether or not the 
Iiealth coverage front aiiotlicr employer. 

I l  tlie Executive becomes employed by another employer and is eligible to receive medical or other welfaie benefts under 
aiotlier employer-piovided plan, any benefits provided lo the Executive uiider the MRrW Plans will be secondaq! to tliose 
provided under tlic otlier employer-provided plan during the Executive's applicable period of eligibility 

(C) 

(.3) Cinergy will pay the Executive a l i m p  sum amount i n  cash, equal to $1 5,000 in order to covei tax couilseling services tlirougli an 
agency selected by tlie Executive I n  the event any payment to the Executive pursuant to this Section 5n(ii)(3) is subject to any 
federal, state. or local iiiconie or employment taxes. Cinergy shall provide to the Executive an additional paynient i n  an anio~nit 
necessary sucli that after payment by the Executive of all sucl~ taxes (calculated after assuniiiig tlat the Executive pays such taxes 
for tlic year in wliicli his Date of Teriiiiriation occurs at tlic highest niarginal tax mtc applicablc), including tlic taxes imposed on 
tlie additional paynicnt. tlie Executive retains an amount equal to tlie payment provided pursuant to this Section 5a(ii)(3), Such 

0) ) i n  ihe 
Waivei and Release 

. .  . .  

(iii) 111 tlic cvciit of a Qitalilying Termination during the twenty-four (24) ~nooth period beginning upon the occurrence o l  a Chruigc i n  
Contiol. Cinergy will pay tlie Accrued Obligations listed i n  Sections 5a(i)(l) and (2), Cinergy will pay tlic Accrued Obligations listed in 
Section j:i(i)(3) (but only if sucli Qualilying l'erminatioii occurs after tlie calendar y ~ 3 r  i n  wliicli occurs sucli Change in Control) and 
Ciiicrgy \vi11 liave the following additional obligations described ill this Section 5a(iii), provided. however. that each of the benefits 
described below i n  this Section Sn(iii) 
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sIia11 only be provided to tlic l~.xecutive if. iipoii presentation to the Executive followiiig a Qttalifying lerniination. tlic Executive timely 
cxcciites and does not timely revoke tlie Waiver and I<elcasc 

( 1 )  Cincrgy will pay to tlic Executive a lump sum sevcniicc payment, i n  casli. equal to tliiee ( . 3 )  times tlie higher of (x) the sum oftlie 
Executive's current Aniiual Base Salary and Target Annual Bonus and (y) the stun of the Executive's Annual Base Salary i n  effect 
immediately prior to tlie Change i n  Control and tlie Change i n  Control Bonus For purposes of tlie preceding sentence, tlie 
Executive's Aiuiual Base Salary on any given date shall include the an~oiint of any Nonelective Eniployer Contributions made 011 

behall oftlie Executive under tlie 401 (k)  Excess Plan during tlie fiscal year in  wliicli such date occurs Foi purposes olthis 
Agreenient, tlie Change ill Conlrol Bonus sIia11 iiieaii tlie liiglier of (A) the annual bonus earned by tlie Executive pursuant to any 
annual boiius or incentivc plan maintained by Cinergy i n  respect of the year ending iiiiinediately prior to the fiscal year i n  which 
occurs tlic LMe o l  Tcrmination or, if higher. immediately prior to tlie fiscal year i n  which occurs tlic Change in Control, and 
(B) tlic aiiiiual boiius tliat would Iiaw bceii earned by the Executive piirsuaiit to any oniiual bonus or incentive plan maintnined by 
Cinergy i n  respect o i  tlic year i n  wliicli occurs tlic Date of Terininatioii, calculated by projecting Cinergy's perforinnnee and other 
applicable goals and objective for tlie entiie liscal year based on Cinergy's perfoimance during the period of such fiscal year 
occurring pi ior to the Date oiTcnnination. and based 011 such otlicr asstimptioiis arid rates as Cincrgy deenis reasonable, provided, 
Iiowever, tliat lor purposes of this Section Sa(iii)( l)(B), such Cliange i n  Control Bonus shall not be less than the Target Annual 
Bonus, nor greater than tlie Maximum Annual Bonus This Iuiiip SUIII will be paid witliiii tliirty (.30) days of tlie espiration of tlie 
icvocatioii period contained i i i  the Waiver and Rclease. Notliing in tliis Sectioii ja(iii)(l) shall preclude tlie Esecutive from 
receiving tlie amount. i f '  any, to wliicli he is entitled i n  accordance with tlie temis of tlie Annual Iiicentive Plan for tlie IiscaI year 
that includes tlie Dale o i  Termination 

Ciiiergy will pay to tlie Executive tlie lump sun1 present value of any benefits tinder tlie Executive Supplemental L.ife Program 
under tlie terms o i  tlte applicable plan or pmgrarn as oftlie Datc oiTernmination, calculated as i i  the Executive was fully vcstcd as 
of tlie Date oi Teiniination Tlie Iiimp sum present value, assuniing coiiiiiiencenient at age 50 or tlie Esecutive's age as of the Date 
of Termination ii later, will be determined tising tlie interest rate applicable to lump sum payments i n  tlic Cinergy Corp. Non-Union 
Fniployees' Pension Plan or any successor to that plan for tlie plan 

( 2 )  
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year that includes tlie Date oi'feniiinatioii l o  tlic emmt no such inteicst rate is provided therein. lite annual interest rate applicable 
under Section 4 17(c)(.3) of tlie Code. or any successor provision tliereto. for tlie second Mi calendar inoiitli preceding tlie first day 
ol the calendar year that includes the Date oTTcrniiriation will be used This lunip suni will be paid witliiii tlrirty (.30) days of the 
expilation oftlic ievocation period contained i i i  tlie Waiver and I<elense 

The Executive shall be fnlly vested i n  liis accrued benelits as of the Date of rerniination under the E.secutive Retitement Plans, and 
liis aggregate accrued beiiefits iliereuiider and urider Section 3b(ii) of this Agieeinent will be calculated, and he will be treated foi 
all purposes. as i l  he \vas credited with thee ( 3 )  additional ycars of age and service as of tlie Date o l  Termination, p& 
Iiowvever, that to the extent a calciilotion is niade regarding the actuarial equivalent amount of any a1tei nate fomi of benelit. the 
Executive will not be credited with three additional years of age for purposes of such calculation I-Iowever, Cinergy will not 
coniinence payment of sucli benefits prior to the date that tlie Executive 113s attained, or is treated ( a h  taking into account the 
preceding sentence) as if lie had attained, age 50 

For a thirtysix (36) month period after tile Date of Teiniiiiation, Cinergy will allonge to provide to the Esecutive and/or the 
E.secutive's dependents life. disability, accident. and Iiealtli insurance benefits subsinntially similar to those that tlie Executive and/ 
or tlie Executive's dependents arc receiving iinmediately prior to the Notice of Tenniiiation at a substantially similar cost to the 
Executive (without giving efkct to any reduction i n  those lmicfits subsequent to a Cliange in Control that constitutes Good 
Reason), except for any benefits that weie waived by LIie Executive in  writing. I C  Cincrgy aimnges lo provide the Executive and/or 

-e& will be reduced to the e?;tent 
coniparablc benefits are actually received by or macle available to tlie Esccutive and/or the Esecutive's dependents during the 
thirty-six (36) montli period followirig the Executive's Date of Tennination l-lie Executive nitrst report to Cinergy any such 
benefits that lie or his dependents actually receives or that are made available to liini or his dependents In lieu of the benefits 
described i n  the preccding sentences, Ciiicrgy. in i ts  sole discretion. may elect to pay to tlie Executive a lump suni cash payment 
equal to thirty-six (36) t imes  the montlily preniiunis (or i n  tlie case o l  a self finided plan, tlie cost of COBRA continuation 
coverage) that would have been paid by Cinergy to provide those benefits to tlie Executive and/or the Executive's dependents 

( . 3 )  

(4) 
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Notliiiig i n  this Section 5a(iii)(4) will affect tlie E,xecutive's riglit to elect COBRA continuation covcrape i n  accordance with 
applicable law. and Cineigy will provide the benefits or make the paynieiit described i n  this Clause wlictlier or not tlie Executive 
elects COBRA contiiiuation coverage, and vvlietlier or not the Executive receives liealtli coveruge froiii another employer In the 
event that any beneiits or poyiiients provided pursuant to this Sectioii 5a(iii)(4) are subject to federal, state, or local income or 
employment tases. Cinergy sIia11 provide the E,xecutive with : I I ~  ndditional paymcnt i n  the amount necess:uy such tliat alter 
payment by tlie Executive of all sucli taxes (calciilated after assuming that the Esccutive pays such tases foi tlie year in  which tlic 
payment or benefit occurs at tlie highest morginal tax rate applicable), including tlie tases imposed oil the additional pnyme~it, tlie 
E,secutive retains an amount equal to the benefits 01- payments provided pursuant to this Section 5a(iii)(4) 

I n  lieu olaiiy and all other rights with respect to tlie autoniobile assigiied by Ciiiergy to tlie Executive. Ciriergy will provide tlie 
Executive with a lump sum payment in  tlic amount 01 $50.000 In tlie event any paymelit to the Executive pursuant to this 
Section 5n(iii)(5) is subject to any Iederal, state. or local iiiconie or employmerit taxes, Cinergy sliall provide to tlie Esecutive an 
additional payment iii an amount necessary such that after payment by tlie E,xecutive o i  a11 sucli taxes (calculated after assuming 
that tlie Fsccutive paps siicli t a m s  foi tlie ycar ill wliicli his Date of Temiinalion occurs a1 h e  Iiigliest iiiaiginal tax rate applicable), 
including tlie taxes imposed on the additional payment. the Executive retains an amount cqllal to tlie payniciit providcd piirsuant to 
this Section 5a(iii)(5)" Such payment will be transferred to ilie Executive within thirty (30) days of tlie expilatioil of tlie revocatioii 
period contained i n  tlic Waiver and Release 

y r.o\11, seliiie setvices through a11 
agency selected by tlic Esecutisc In tlie event any paymcni to tlie Esccutivc pursuant to this Section 5a(iii)(6) is subjcct to any 
fedeial, state, or local income or cniploynient loses. Cinergy sliall provide to the Esecutive an additional paynieiit in an nmount 
iiecessaiy such iliat after paynient by tlie Executive 01 all sucli tases (calculated after assuiiiiiip t l iat tlic E.xccutive pays such taxes 
for tlic ycar iri rvliicli his Date of lerr~iiiiation occurs at the lligliest riiarginal tax mtc applicable). iricltrdii~g the imes jinposed 011 

the additional payment, tlie Executive retains an amount equal to tlic payment provided pursuant to this Scction 5a(iii)(6), Sucli 
paynieiit will be transferred to the Executive within thirty (30) days of tlie expiration of tlie revocatioii peiiod contained i n  tlie 
Waiver and Release 

( 5 )  

t" co\,er 
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( 7 )  Ciiicrgy will provide aii1iu:il dues and asscssiiieiits of tlie Executive for riiernbersliip i n  a coiiiiliy club selected by the Executive 
i i i i t i l  tlie end o i  tlic Eiiiployiiieiit Period 

Ciiicrgy will provide outplaccnicnt services suitable to tlie Executive's position unt i l  tlic end of tlic Eiiiployiiicnt Period or, ii 
earlier, unt i l  tlic lirst acceptance by the Executive of an offer ofeiiiployiiient At tlie Executive's discretion. 15Db o l  Anritd Base 
Salary niay be paid iii lieu of outplacement services, wliicli payment will be trailsfel red to llie E.xecutive within tliirty (.30) days of 
tlie expiration of the revocation period coiitained i n  the Waiver and Release 

(8) 

For purposes oi  this Section 5a(iii). tlie Executive will be deemed to have incurred a Qualifying 1-ennination iipoii a Cliange in  Control i f  the 
Executive's eniployiiieiit is tcnninatcd prior to :I Cliange in Control. witliout Cause at tlie direction of a Peison wlio 113s entered into an agreement witli 
Cinergy, ihe coiisuniiiiation of wliicli will constitute 3 Cliange in  Control, or ii the Executive tcriiiiiiatcs his cniploymcnt for Good Reason prior to a Change in 
Control i l  tlie circniiistaiices 01 event that constitutes Good Reason occurs at the direction of sucli a Person 

b 1 eriiiinatioii bv Cinernv for Cause or bv tlie Lxecutive Otlier Tliaii for Good Reason Subject to tlic provisions of Section 7. arid notwithstniiding 
aiiv otlier provisions of this Agrcenieiit if tlic Executive's eniployment is terminated for Cause duling the Emplo,yiIicrit Period. or if the Executive 
teniiinates eniployment during tlic Eiiiploymciit Period otlicr than a tcnnination Cor Good Reason, Cinergy will Iia\gc no fiirtlier obligations to the 
Esccuiive under this Agreement otlier Ilia11 tlie obligation to pay to tlie 1:xccutive tlie Accrued Obligations. plus any otlier earned but unpaid 
compensation, in  each c:ise to the estent not previously paid 

c Certain Tax Coiisequciices 

(i) I n  tlie event 11131 any benelits paid oi payable to tlie Executive or lor his benefit pursuant to tlie teinis of this Agiecment or any other plan 
or aimiipcnient i n  connection witlL or arising out 01 his employment with C,inergy or a cliange in  ownersliip or effective control of 
Cincrgy 01 of a substantial poilion oi its assets (a "Paynient" or "Payments") would be subject to any Escise Tax. tlieii Ilic l~xectitivc will 
be entitled to ieceivc an additional payment (a "Gioss-Up Paynient") in  an amount sucli that after payment by the Executive of all taxes 
(including any interest penalties. additional 13s. or similar itenis imposed with respect tliereto and the Excise Tax), including any E.scise 
Tax imposed upon tlie Gross-1Jp l'ayineiit. tlic Executive retains ai1 amount oi  tlie Gross-Up l?wmenl equal to tlie Excise Tax imposed 
upon or assessablc against tlie Executive due to tile I'aymcnts. 



( i i )  Subject to tile provisiolis of Section 5c, a11 determinations reqllired to be made under this Section 5c. including \vl~ctlier and when a 
GI-oss-Up Payiient is required aiid the ariiouiit of sucll Gross-Up Payment and the assuniptioiis to be utilized i n  arriving at such 
deterniiiiation. sliall be made by tlie Accouiiting Finn. wliicli shall provide detailed supporting calculations both to the Conipnny and the 
Excut ive within Iittecn (15) business days oitlie receipt of notice h i i i  tlie Executive that tliere has been a Payinent or such earlier time 
as is requested by tlie Conip:~ny If tlie Accourifng Firm detcrinines that no Excise Tax is payable by tile E.xccutive. it sl~all. at the same 
timc as it niakes such dcterniination, furnish tlic Executive with an opinion that lie has substantial authority not to report an 
on his federal income tax return A11 fees and expenses of tlie Accounting Firm shall be borne solcly by tlie Conlpany Any Gross-Up 
Paynient. as detcmiined pinsuant to this Scction jc: shall be paid by Cinergy to the E,xecutivc within five (5) days of t l~e  receipt of the 
Accounting Firm's detern1ination Any dctermination by !lie Accounting Firm shall bc binding upon Cincrgy and LIE Executive As a 
iesult oi tlie uncertainty in  tlie application of Section 4999 ol the Code at the time of the initial deterinination by the Acco~inting Firm 
liereunder. i t  is possible tliat Gross-Up Pa)ments whicli will not Iiavc been made by Ciiiergy should Iiavc been niade ("tliidcrpnyment"). 
consistent \villi tlie calculations required to be made hereunder I n  llie event of any Underpayment. the Accounting Firm sliall deterniiue 
the aino~iiit o l  the Ilnderpayment dint Iias occuried and any sucli Undcrpay~ne~~t  sliall be proiiiptly paid by Cincrgy to or l'or the bcncfit of 
the Executive, and Cinergy shall indcninil'y and hold Iiarmless tlie Executive for any such Ilnderpaymeiit, on an after-tax basis. including 
interest and penalties with respect tlieieto I n  tire event that the Excise Tax is sobseqoe~~tly deterinined to bc less than the aniount taken 
into accoiiiit liereunder at the time of tcrnriiiatioii o i  the Executive's eniployincnt. (lie Executive shall rcpay to the Company. at the time 
that the nniount of such reduction in Excise Tas i s  finally dctcnnincd, $lie poi tion oi t l~e Gross-Up l'aymcnt attiibutablc to such reduction 
(plus tliat portion ot'the Grossup  h y n i c n t  a t t i i~~utabte  IO rile T.T f w  

imposed on the Gross-Up P:iymcnt being repaid by the Executive to t l ie extent tliat such repaynient results i n  a icduction in Excise Tax 
and/or a l'cderal, state or local inconic 01 employnient tax dcduction) plus interest on the amount ol  sucli repaymcnt at tlic iatc provided i n  
Code Section 1274(b)(2)(13) 

Ilie valiie of any non-cash benefits or any dcl'errcd paynient o r  benefit paid or payable to the Executive will be determined i n  accordance 
wit11 tlie principles oiCode Sections 280G(d)(3) and (4) For purposes oidetermining the amount of tlic Gross4Jp Payment the 
Executive will bc dccnied to pay kderal incoine taxes at thc Iiiglicst marginal rate of fcderal inconic tnsiltion i n  tlic calendar year in 
which tlie Gross-Up I'nynieiit is to be made and applicable shtc  and local incoii~e taxes at the highest 

(iii) 
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uiargiiial rate of taxation i u  tlie state aud locality d the Esccutive's resideiice 0 1 1  the Date of Temiination, net ol tlie ~iiaximuiii reduction 
i i i  federal iiicoiiie taxes tliat \voiild be obtained Ironi dcductioii o i  tliose state and local taxes 

Notwitlistoiidiiig aiiytliiiig contained i n  this Agrceiiieiit to the coiitraiy, i n  the evcnt that, acco~.ding to the Accounting Firm's 
deteniiiuation. on Excise 1-as will be inlposed on any I'aynieiit or Paynieiits. Cioergy will pay to the applicable governnient t~ii11g 
autliorities as I;.scise 13s withlioldinp. tlie amount of tlie E,scise -1 3s that Cinergy has actually withheld fiom the Pay~nent or Fayriierits in 
accordance with law 

Value Creation I'lan and Stock Onlions Upon the Esccutive's termination ofemployiiient for any  reason, the Executive's entitlement to restricted 
sliares aiid perfixiiiance sliares ~ n d e r  tlic Value Creation Plan and aiiy stock options granted under the Cinergy Carp Stock Option Plari, tlie LTIP 
oi any otlier stock optioii plan will be detcrmiiied under tlie ternis of tlie appropliate plan and any applicable administrative guidelilies and wrilleii 
agreements. provided. however. t1i:it !'ollo\ving the occi~r~ciice of a Cliange iti  Conuol the leriiis of any such plan, administrative guideline or 
\vritIcn agreement sliall not be aineiidcd i i i  a iiiaiiiicr that would adversely afi'ect the Executive with rcspect to awards granted to the Executive 
prior to the Cliangc in  Contiol 

Weiie!jt Plans i i i  Geneial Upon tlic Esecutive's termination 01 employiiieiit for any reason, the Executive's entitlements, if  any. under a11 benefit 
plans of Cinergy. iiicluding but 1101 liriiitcd to the Deicned Conipensation Plan. 401(k) E.scess PIa11, Cinelgy C o ~ p  St~ppleme~ital Esecutive 
Retircnicot Plan and any vacation policy, shall be dctermiucd uiidei the t c m s  ot such plans, policies and any applicable administrative guidelines 

applicable adrninistntive glrideliiics and written ag1 cements shall not be amended i n  a nianne~ tliat would adveisely affect the 1;xecutive wltli 
respect to benefits earlied by tlie Iisccutive prioi- to the Change i n  Control 

Other Fees and I~,srieiises Cinergy will also reimburse tlie Excciitiwz Tor a11 reasonable legal fees arid espe~~ses incuncd by the Executive ( i )  i n  
successfiilly disputing a Qualifying I cri~iinatioii tliot eiititlcs tlie Executive to Severance Benefits or (ii) i n  reasoilably disputing whether or not 
Ciriergy has tcniiinated liis eiiiployiiicnt Ib r  Cause I'ayiiient will be made withirl five ( 5 )  business days after deliveiy o i  the Executive's vvritlen 
request for payriient accon1p:inicd by such evidence of k e s  and expeiises illcurred as Cinergy reasonably may require 

(iv) 

d 

e 

i l l lU \ \~LC&EWGC .- ' 0  of a Clianeo in Control the teniis of such plans and policies and any 

f 

6. Non-Erclusivitv ot'llicrhts. Nothing i l l  this Agieement will prevent o r  limit tlie Executive's continuing or hittire pnrlicipntion i u  any benefit, plan; 
piograiii. policy, 01 practice provided by Cinergy and foi \vliicli tlic Ilsccutive may qualify, except with iespect to any benefit to \vhicIi the Executive 
lias waived liis rights i n  w~iting or any plan. 



prograin. policy. 01- practice tliai expressly excludes Uie Executive fioiii participation In addition. notliiiig i n  this Ag~eeiiiciit will l i i i i i t  or otlienvise 
affect the iiglits tlic Executive may have under any otlicr contract or agreeinent with Cinergy ciitered into afiei- the Effective Date Aiiiouiits that are 
vested benefits or that the Executive is otheiwise entitled to receive d e r  any benefit. plan. program. policy. or practice of. or any contract or 
agreement entered into alter the ElTcctive Date with Ciiiergy, a1 o r  subsequent to the Date of Termination. will be payable i n  accordance wit11 that 
benefit, plan. piograni, policy or practice. or tliat contract o r  agrccinetit. except as explicitly iiiodilied by this Agreement Notwitlistanding the above, in 
the event that the Executive receives Severance Benefits iindcr Section ja(ii) or 5a(iii). ( a )  the Eseciitivc sliall not be entitled to any benefits under any 
severmice plan of Cineigy. including but not limited to tlie Se\wance Opportunity Plan for Noli-Union Eriiployees of Cinergy Corp. and (b) i f -  the 
Executive receives such Severance Benefits as a result of his termination for Good Reason, as 11131 term is dclincd in Section 4d(iv), Cinergy's 
obligations under Sections 5a(ii) and Sa(iii) shall be reduced by tlie anioiint 01 anv benefits payable to the 13sccutivc under any sliort-term or long-term 
disability plan of Cinergy, the aniount of wliich shall be detei niiiied by Ciiiergy i n  good faith 

Full Srttlenicnt: hlitiention. Except as otlierwise provided herein. Ciiiergy's obligotioii io make the payments provided for i n  t h i s  Agreement and 
ollieiwise lo pcrfomi its obligations under this Agrecmeiit will not be niiected by any set-011-. counterclaini, recoupment. defciise~ 01 otlicr claim, riglit. 
or action that Cincrgy may liave against tlic Eseciitive or others In no event will the I?scciitivc be obligated to seek otlier employment or take any otlier 
action by tvay oi iiiitigation o i  tlic aniounts (including anioiints for datnages for brwcli) payable to tlic E.secutivc wider any of the provisions o l  this 
Agrceiiient and. except as provided i n  Sections 3e. Sa(ii)(2) and h(iii)(4). tliosc aniounls will not be reduced siiiiplv because the Executive obtains 
otlier employineiit I f  tlie E,xecutivc linally prevails on tlie substantial claims brought with respect to anv dispute between Cincrgy and the Esecuiive as 

7 .  

to tlic intewirctation. terms. validity, or enforceabilitv 01 (including any dispute about tlic anioiint 01 any payment pursuant to) this Agreement, Cinergy 
agrees to pay all leasonable legal fees and e~penses  that the I \ecutive nias iensoiioblv incur as a iesult oi  tiint dispute 

8. Arbitlmtion. Tlic parties agree that any dispute, claiiii. o r  controversy based oil coninion law: equity, or any fcdeial, state. or local statute, ordinance, or 
regulation (other than workers' coiiipeiisation c l a i m )  arising 0111 o i  oi ielatiiig in any way to the Executive's eniploynient. tlie terms, benefits, and 
coiiditioiis of emplopiiient, or concerning this Agrceirieiit or its tcniiiiiaiion a i d  any resulting tennir~alioi~ of ciiiployiimit, ilicllidirig \vliether such a 
dispute is arbitrable, sltall be settled bv arbitralioii Tliis agreement to  arbitratc includes but is not linlitcd to a11 claims for any form olillegol 
disciiinination, improper or tinlair treatment or disniissol, and all tort claims l-lle Executive will still have a light to file a discriniinatioii charge with a 
Cederel or state agency. but llie l i d  resoliition ofai~~~discririiinatio~i claim will be subiiiirted 10 arbitration iiistead of3  couri orjunt The arbitration 
proceeding will be conducted under tlic employment dispute resolution arbitration rules of tlic American Arbitration Association in effect at the tinie a 
demand for nrbitratioii under the rules i s  made, a i d  sucli pioceeding will be adjudicated i n  the state of Ohio i n  accordance with the lavvs of the state of 
Ohio Tlie decision oi  tlie 



arbitrator(s). including detcmiinatioii oitlie aiiiouiit of any daiii:lges sulleied. will be csclusive, linal. and binding oii a11 parrties, their heirs. esecutors. 
adininistrators. successors and assigiis Each paily will bear its ~ N I I  expe~iscs iii h e  arbitration Cor arbitiatol-s' Zces and atlonieys' fees. for its witnesses, 
and for otlier expenses of piesentiiig its case Other arbitration costs. includiiig ndiniriistrutive fees and fees ior records or transcripts. will be boriie 
equally by the parties Notwithslaiidiiig anything iii this Section to tlie coiitiaiy. iitlie Esecutive prevails with respect to aiiv dispirte subniitted to 
arbitration under this Section. Ciiiergy will ieiiiiburse or pay all legal fees :ind expenses tliat tlic Esecutive m y  reasoilably incur as a result oitlie 
dispute 3s required by Section 7 

Confidentid Infointation. The Esecutive will hold i n  a fiduciary capacity for  tlic benefit o i  Cincrgy. as well as all o i  Cinergy's siicccssors and assigns, 
all secret, conlidential infoimatioii. knowledge. or data relating to Cineigy, and its afliliated busiiicsses. that tlie Esecutive obtains during tlie 
Esecirtive's emplo)~iiietit by Cinergy or any of its alfiliated coinpanies, and that lias not becii or subsequentl\~ becoiiies public knowledge (otlier than by 
acts by the Esecutive or representatives of the Esccutivc in violation o l  Illis Agreement) Lhring the Eniploymenl Period and thereafter, the Esccutive 
will not, without Cinergy's prioi written consent or as iiiny otlienvise by iequired by law or legal piocess, comtiillnicote or divulge any sucli 
itilbriiiotior~, knowledge, or data to anyone other tliaii Ciiiergy and t h e  designated by i t  1 lie Esecutive understands that duriiig tlie Emplopnient 
Period, Cinergy may be required from lime IO time to make public disclosure of the lertiis or esislcnce of tlie Executive's einplopnieiit relationsliip to 
coiriplv with various laws and legal requirciiients 111 addition to all otlier ienicdies available to Ciliergv i n  law and equity, this Agrccnicnt is subject to 
teiniiiiotion by Cjiiergy for Cause uiidei Section 4b in  the event tlie Esecutive violates any piovision of this Section 

9. 

a This Agrceiiicnt is pcisonal to tlic Exccutive and, witliout Cincrgy" prior writ~eii colisciit. callnot be assigned by tlic Executive otlier than 
Esectitive's designation of a beneficiary of an)' aniounts payable Iicrewdcr after the Executive's death This Agreemelit will intire to tlie benefit 
oiand be enfoiceable by the Executive's legal representatives 

This Agreemetit will inure to the benefit ofaiid be biiiding iipoii Cinetgs and its successors and assigns 

Cinergy will require any successor (wliethcr direct o r  indirecL bv purchase. tileigel. consolidation 01 otlieiwise) to all or substaliliallv all of the 
business and/or assets oICinergy to nsslinic esp~essly and agrce to perfoitti this Agieeiiicnt in  [lie sanic manner and to the saiiie exlcnt Illat 
Cinergy would be required to perfonn 11 i t  no successioii had taken place Cineigp's Ihiluie to obtain sucli an ossuniption and agi,eenient prior to 
the effective date of a succession will be a breach oi  this Agreement and will entitle the Esecutive to conipensatioii rrom Cineigy in tlie same 
amount and on tlie sanie tcnns as il the Esecutive were to 

b 

e 
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terniinate lis eniployment for Good Reison upon a Cliaiige in Control. except tliat for purposes oi iniplementiiig the Ibregoiiig. ilie date on 
whicli any sucli succession beconies cllkctive will be deemed tlie Date ol'lcrn~ination 

11.  1)rlinitions. As used i n  this Agreeincnt. tlic following terms. wlien capitalized. will Iiavc tlic following nieaiiings. 

a 

b 

c 

d 

c 

Accouiitiiie Finn "Accounting Finn" nieaiis Cineigy's independent auditors 

Accrued Obligations. "Accrued Obligations" incans the accrued obligations dcscribcd i n  Section ja( i )  

Agreement "Agreement" means this Employment Aprecnient bctweeii Ciiiergy and tlie Executive 

All' Benefit "AIP Benefit" nieans tlic Annual Incentive Plan benefit described i n  Section ja(i). 

Annual Base Selarv "Annual Base Salary" iiieaiis, except where otherwise specified herein. tlie miiiiial bnse salary payable to tlie Executive 
pursuant to Section 3a 

Annual Bonus "h i i iua l  Bonus" has the mwninp set forth i n  Section Sa(ii)( 1) 

Annual Incentive I'hl "Annual Incentive Plaii" rileatis tlie Ciiieigy Corp Aiinual Incentive Plan or any similar plan or successor to the Aniiual 
Incentive Plan 

f 

g. 

11 

I 

Doard 01 Ihectore or Boaid "Board of Diiectors" or "Boaid" nicaiis tlie boaid 01 direct015 of tlic Company 

CO13RA "COBRA" m a i n  the Consolidated Oiiinibiir, Budget Reconciliation Act of 1985. as anicnded 

j 
k 

C m  "Cause" has tlie meaning set forth i n  Scction 4 b  

Clionee i n  Control. A "Cliaiige in  Control" will be deemed to linve occuned il any of the following events occur. nftei tlie Effective Date: 

( I )  Any I'erson is or beconics the beneficial owner (as defined i n  Rule 13d-3 under tlie Securities Exchange Act of 1934. as anieiided ("193.1 
Act")), directly or indirectly, of securities of the Company (not including i n  the secuiities beneficially owned by siicli Person any 
securities acquired directly froin the Company or its affiliates) representing iiiore tliaii twenty percent (2031) oftlie conibined voting 
power o i  the Company's then outstanding securities, excluding any Pel son wlio becomes sncli a bciieficial owner i i i  coniiectioii witli a 
transaction described in Clause ( 1 )  of Paragraph ( i i )  below; or 
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(ii) There is coiisiiiiiiiiated a merger or consolidatioii of tlie Conipany or any direct or indirect subsidiary oi the Conqmly with any other 
corporation. pllrtnership or otlier entity, otlier tliari (1 ) a mei-gcr 01- consolidation tliat would result in  the voting sccui-ities oi  tllc C o ~ i i p ~ r ~ y  
outstanding iiiiiiiediately prior to that merger or consolidation continuing to represeiit (either by rciiiniiiing outstanding or by being 
converted into voting securities oi  the surviving entity or its parent) at least sixty percent (600/0) ol  tlic combined voting power of the 
securities of the Conipany or the suiviviiig entity or its parent outstandi~~g im~nediately after tlie iiieiger or consolidation. or (2) a nierger 
or consolidaiion effected to implciiiciit a recapitalization of the Company (or similar transaction) i n  wliicli no Person is or becomes the 
beneficial owner, directly or indirectly, of securities of the Coiiipaiiy (not including iii  the securities benelicially owned by such a Person 
any securities acquired directly from the Company or its affiliates otlier than in  coniiectioii with the acquisition by the Co~iipany or its 
affiliates o i  a businesy) representing twenty percent (200:) or inore of the combined voting power of tlic Company's tlicn outstanding 
securities: or 

During any period oftwo (2) consecutive years. individuals who at tlie beginning of dint period constitute the Board ot Directors and any 
new director (otlier than a director whose initial assumptioii o l  office is iii coiinection with a11 actual or tliieatened election contest. 
including but not limited to a consent solicitation, relating to tllc election of directors o i  tlie Coinpaiiy) whose appointnicnt 01 elcction by 
tlic Company's stockliolders was approved or rcconiiiiciidcd by a vote o i  at least two-thirds (213) ofthe directors tlieii still in oflice wlio 
either were diiectors at the begirining of that period or whose appointnient, election, or noininatioii for electioii was previously so 
approved or iecommended cease for any reason to constitute a majority o i  the Board oi Directors: or 

The stockholders of the Company approve a plan ol complete liquidation or dissolution o i  tlie Company oi there is co i~s~~i~~i i ia ted  a sale 
or disposition by tlie Coiiipany of all or substantially all oillie Company's assets, other than a sale or disposition by the Coinpany of all or 
substantially all of the Company's assets to an  eiitity, at least sixty percent (60%) of tlie conibiiied voting power of tlie votiiig securities of 
wliich are owned by stockliolders of the Company i n  substaiitially tlie same proportion 
prior to the sale 

(iii) 

(iv) 

tlicir ownelship of [lie Coinpan!! inmediately 

I Chanee i n  Control Bonus "Clinngc i n  Control Bonus" has the meaning set forth in Scction 5a(iii)(l) 

111. Chief Executive Olliccr "Cliicf Executive Officer" means tlic individual who, at any relevant tiiiic, is tlicii scntiiig as tlic cliiefesccutivc ollicci 
of the Company 
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11 

ci. 

p 

q 

Ciiiernv "Ciiicrgy" incans the Coinpony. its subsidiaries. and/or its aililiates. and any successors io the foregoing 

C& "Code" iiicaiis tlie Internal Revenue Code of 1986, as amended. and interpretive rules and regulations 

Comp:inv "Conipaiiy" nieans Cinergy Corp 

Date of Terniination "Dale of Terniination" nicans: 

( i )  

(ii) 

ii tlic Executive's employnient is terminated by Cinei-gy for Cause. or by tlic Executive with Good Reason. tlic date of rcceipt of tlic 
Notice ol l'eriiiinaiion or oily later date spccilicd i n  tlie nolice. as the case may be: 

if tlie Executive's employiiient is teriiiinated by the Esecutive without Good Reason, tliii-ty (30) days after the date oil which the 
li xeciitive nolilies Cinei gy of tlie tcrininaiioii: 

if tlie E.xccutive's employment is icrminated by Cinergy otlier illan for Cause, thirty (30) days aner tlie date on wliicli Cinergv notifies tlie 
Executive of ilie termination; and 

if the Executive's enip1oynieiit is teiiiiinated by reason of dcatli. the date of death 

(iii) 

(iv) 

Defcried Coiiipciisation Plan "Dcfencd Compensation Plan" incans ilic Cinergy Coip Non-Qualified Deferred Incentive Coinpetisation Plan or 
any similar plan or successor to ilia1 plan 

r 

. .  . .  
c c  

.. . s L l l e L L ! ? ! .  

t 

ti 

I3iiplovment Period "Employment Period" has the nieaiiing set forth i n  Section I b  

Excise lax  "Excise Tax" iiieaiis any excise tax iiiiposed by Code section 4999, together with any intcresf penalties, additional tax o r  similar 
iieiiis that arc inclined by the Executive with respect to the excise Ins iinposed by Code section 4999 

Executive "ExecuLive" 113s tlie meaning given to that terni ill tlie lirsi paragraph of this Agreement 

Escciitive Retirenicnt Plans "Executive Retirement Plans" iiieaiis the Pension Plan, llic Cinergy Corp. Supplcmenial Executive Retirenicnt Plan 
and the Cinergy Coip. Excess I'ension Plan or any similar plans or siiccessors to those plans. 

v 

\v 
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x Ikcut ivc  Supoler~~crital Lifc Prograni "Excccitive Siipplemcntal Life 13rograrii1' nieaiis the Cinergy Coi.p Executive Supplen~cntal Life Insurance 
Prograni or any similar prograni or successor to tlic Esecutivc Supplcmcntal 1,iie I'rograni 

cc 

4 O l ( k l  Lscess Plan "401(k) Excess Plan" means the Cincrgy Corp 40l(k) Excess Plan, oi any siitiilar plan oi'sticcessor to that plan 

Good Reason "Good Reason" 113s tlic nicaning set forth ii i  Section 4d 

Gross-Un Pavnien~ "Gioss-Up Paynienl" has the nieaning set forth iii Section 5c 

I-Iioliesl Average Earllitins "I-Iigliest Average Earnings" sliall liuve the nieariing given lo sucli terin in the Cinergy Corp Supplenienfnl Esecutive 
Reiirenient Plan For purposes ofclarity. the parties lierelo achiowledge and agree that the Executive's I-Iigliest Avetage Earnings for any year 
slinll not include any beneiits received by tlie E,xecutive pursuant to Section 5 of this Agreement, other than pursuant to Section %(i) of this 
Agrcciiicnt 

Long-Tcrni Incentivc Plan o r  1,TlP "Long-Terni Incentive Plan" or "Ll'IP" illeatis the long-tcnn incentive plan iniplcnicnted under the Cinergy 
Corp 1996 Long-^rei ni Iiicentive Compensation Plaii or any S ~ ~ C C ~ S S O I  lo 11131 plan 

M&W Plans "MBW Plaiis" has tlie tiicaning set forth in Section 5a(ii)(2) 

Maximum Annual Bonus. "Maxiniuni Aniiual 13onus" has tlie nieaning sel forth iii Sectioii 3b 

Nonelective Emplover Contribution. "Nonelective Eniployer Contribution" has the meaning set forth in tlie 401(k) Excess Flail 

Notice of Termination "Notice of Termination" 113s tlie meaning set forth i n  Section 41 

Payment or Paymeiits "Paynient" or "Payments" 1i:is the nieaning set forth i n  Section 5c 

Pension PI:in "Pciision Plan" nieans the Cincrgy Corp Non-Union Employees' Pension I'lan or any  successor to that plan 

Pelsoll. "Person" 113s tlie meaning set forth in  paragraph 3(a)(9) of tlie 1934 Act. as tiiodilied and used i n  subsections I3(d) and 14(d) of tlie 19.34 
Act; however. a Person will not iiiclude tlic foliowi~ig: 

( i )  Cinergy or any o i  i t s  subsidiaries or nffliates: 

( i i )  A trustee or otlicr fiduciary Iioldiiig seciiiities uiider an employee beliefit plan of Ciiiergy or i t s  subsidiaries or affiliates; 
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(iii) 

(iv) 

Potential Cliariee iii Control A "Potcrttial Cliangc iii Control" iiieaiis any period diiring whicli any of {lie I~ollowing cii cumstances exist: 

( i )  

,411 uiiderwriier tenipoi wily Iioldiiig securities pursuant to an oKcring of iliose securities: oi 

A corporation owned. directly or indirecily. by tlie stockholders or the Coinpaiiy i n  substantially h e  sane propoitions as their ownership 
oi  stock 01 tile ~ o t 1 1 p a t ~  

kk 

TIic Coinpaiiy enters into an agreement, the co~isuniniation of whicli would result i n  the o c c i ~ i ~ c ~ i c c  ofa  Cliange in  Control; piovided that 
a Potential Cliaiige in  Control sliall cease to exist upon tlie expiration or other termiiintion oi  sucli agreeiiieiit; or 

The Company or any Peison publicly ai~i~oii~ices 311 intention to take or to consider taking actions which, i fcons~tnn~ated,  would 
constituie a Change in Control, provided that a Potential Cliange iii Control sliall cease to exist wlieii the Coinpany or such Persoil 
publicly aiiiioiiiices that it no longer has siich an intention; or 

A n y  Persoii wlio is or becotiics the kiiclicial owner (as dcfincd i n  Rule 13d-3 under the 1934 Act), directly or indirectly, of securities of 
tlie Coinpaiiy representing ten percent ( 10?/0) or inore of the coinbined voting power of tlie Company's then oiitstaiidiiig .securities, 
increases such Persoii's beiieficial owneisliip of sucli securiiies by an aiiiouiii equal to live percent (5'3'0) or inore of the coinbined voting 
power o i  the Coinpany's thcn outstanding securities: or 

(iv) The Board oiDircctors adopts a resolution to tlic clTect that. for piiiposcs liereol, a Potciitial Change i n  Control lias occurrcd. 

Not~vitli.steiiding anytlirng tiereiii to tile contraq~. a Foicriiiai Cjiaiige ii i  fl of 
Directors detemiities tliat the Poteiitiol Change iii Control no longer exists, or (ii) a Cl~ange i n  Control occurs 

QualiIvinz Tcmiiiiotion "Qualifying Tciiiiiiiation" inems (i) the telniiiration by Cinergy of tlie Excciitive's e~nployment \villi Citiergy during tlie 
Eniployinetit Period other tliaii a terniination for Caiise or ( i i )  the terminaiion by the Eseciitive oT tlie Executive's eniployment with Cinergy 
duiiiig llic Eiiiploytnerit Period Ibr Good Reason 

Relocation Piograiii "Rclocatioii Prograin" nicais the Ciiicrgy COT. Relocation PI ograin, or any similar prograin or successor to that program, 
as i n  eKect 0 1 1  tlie date of the Executive's termination of employment 

(ii) 

(iii) 

I I  

niin 
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nii  

oo 

Scveraircc J3cncfits "Seveiarice Dericfits" iiieans the pynieiils and bericfils payable i n  llie E.scciitive pili suant to Seclion 5 

"Spouse" nicans the E,secutivc's lawfully niarried spouse For this purpose. coninion law imiriagc or a siinilar arrangenicnt will not bc 
recognized unless otlieiwisc required by fedcral law 

Stock Relatcd Docunieiits "Stock Rclaied Docuinents" nieans the LTII', tlic Cincigy Corp  Stock Optioii Plan, and the Valuc Creation Plan and 
any applicable administrative guidelines and written agreements relating to those plans 

Tarsst Annual Bonus "Target Annual Bonus" lias the nieoning sei fbrlli i n  Scctiori 3b 

Target LTIP Uoniis. "Target LTIP Bonus" has the meaning set forth i n  Section 3b. 

Value Creation Plan "Valirc Crealion Plan" nieans the Value Creation Plan or any similar plan, or succcssnr pl311 01 the LTIP 

Waiver and Release. "Waiver and Rclease" nicans a waiver and ielcase. i n  siibstantially the h r n i  atlaclied to this Agreement as Esliibit A 

pp 

qq 
rr 

ss. 

tt 

12. hliscellnneous. 

a This Agreenient will be governed by and constiwed i n  accordance with the law5 of the Stale of Ohio. witliout reference to principles of conflict of 
l3 lV.5  The captioiis 01 tlns Agicemeiit are lint part of Its provisions and wll hnve no force oi eilect T h s  Agleement niay not be amended. 

oii beliall 01 Cineigy to agree to amend. modily. repeal, waive, edend, or discliorgc any piovi~ion of 1111% Agieeiiient 

All notices and otlicr CoiiIiiiiiiiicatioiis ondci this Agreement w i l l  be in  writing and w i l l  bc givcn by hand delivery to tlic other party 01 by Federal 
Eupic\s or other conipamble national or iiiternational oveiniglit deliveiy service, addiessed in !lie nanic 01 wcli party at the following address, 

I t  to the F~ccl l l l \~c 

Ciiiergy Corp 
221 East I ; O l l l t h  Street 
Clnclnn~tl, ohlo 45201 -0960 

b 

\vlllchcl~el I F  applrcoblc 
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i f  to Ciiieiev: 

Ciiiergy Corp 
221 East Folrll11 Street 
Ciriciiiriati. Oliio 45201 -0960 
Alln: Chief Executive Officer 

or to such otlier address as either paiiy 113s fiiriiislied to tlie otlier i n  wiiting i n  accordance with this Agreement All notices and comniunications 
will be effective wlieii acttially received bv (lie addiessee 

The invalidity or uiic~if~~rcenbilit~~ of any provision of this Agreement will not affect tlie validity or cnforccabilitv of a n v  otlier provision of this 
Agr cenient 

Cinergy may witlihold Goiii niip aiiiouiits payable under this Agreeliient stlcli federal. state. or local taxes as are required to be witlilield piirsuant 
to any applicable law or iegulatioii 

The Executive's or Cirielp./'s failure 10 insist irpoli strict co~iipliaiice with any provisiou oiiliis Aprcetnent or llie iailure to assert any riglit the 
Executive or Cinergy iiiav liilve under this Agreement, including without limitation the riglit o i  the Executive to terminate employment for Good 
Reason pursuant to Section 4d or the right of Ciiiergy to terminnte tlie Executive's employment for Cause pursuant to Section 4b. will not be 
deeiiied to be a waivei ol lliat provisioii or right or  any otlier provision or nglit of this Agreement 

Refereiices i n  this Agreement lo tlie masculine include the feminine unless tlie coiitexq clearly indicates otherwise 

This iiistrumeiit contains h e  entile agreement o l  tlic Execulive and Ciiiei gy with respect to tlie subject matter of this Agreenieiit: and subject lo 
any agrecments evidencing stock option or restricted stock grants described iii  Section 3b and the Stock Related r)ocriments. all promises, 
representations. ttriderstandings. arrangements, and prior agreements are Inerged into this Agreeinciit and accordingly superseded 

This Agreciiieiit may be executed i n  counterparts, each of whicl~ will be deemed to be ai1 oiiginnl but all o l  \vliicli together will constitute one and 
tlie saiiie iiistrutnent 

Cineigy and the E,xecutivc agree that Cinergy Services, Inc will h nutlionzed to act for Cinergy with respect lo all aspects pertaining lo Uie 
administration and intcrprctntion of this Agreement 

c 

d 

e 

I 

g 

11. 

i 
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.~ 
IN WIlNESS WIIEIZEOI;. the Executive aiid the Cotiipaiiy liave caused this Agreeinetit lo be executed a?  01 the Flfective Date 

CINERGY SERVICES. INC. 
By: \s\ Jaiiies E. Rogers 

.James E Rogers 
Ctiaimiati and Chief Esccirtivc Officer 

\s\ James L. ruriiei 

lames L Turiiei 

EXECLJTIVE 
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ISS11IUIT A 
* * * * *  

WAIVER ANI) RELEASE AGREISh,lLiNT 

TI-11s WAIVER AND REI,IShSE, AGREEMENT (this "Wiiver and Release") is entered into by and bctween James L. 'luriier (Ilic "Executive") and 
Cincrgy Corp ("Cirieigy") (collecfivcly. the "l'arties") 

IW EREAS. tlie Parties Iiaw eiiiered into the E.mployineiit Agrceineiit dated 

\\'IIHREAS. t l ie Executive's eniplovnieril 1x1s been terniiiiated i n  accordance with tlic tciiiis of the Employmctil Ag~eenie~it; 

\\WERE.-iS, tlie Isccutive is required t o  sign this Waiver oiid Rclease i i i  order to receive the paynieiit or certain coiiipciisation under the Etnploymeiil 

(the "E.mploynient Agreeiiiciit"): 

Agreetiient followiiig temiination o i  ciiiployiiicnl: and 

\VIIEREAS, Ciiiergy has agiced lo sign this Waiver and Relcasc. 

NO\!', TI-IEREI~ORE. i n  coiisideiation of t l ie promises and agreeiiients contained herein and otlier good and valuable consideration2 the sufficiency 

This Waiver :iiid Releose is cil'ective on tlic date liereof and will contiiiue i n  efTect as provided lierciii 

In considei:ition oitlie paytncnis I O  be made and the Ixncfirs to be received by the Executive piirsuanl to Section 5 oT tlie Emplopnient Agreenient (the 
"Scvcraiicc Bcnclils"). ivliich !he Esccotivc acktiowlcdgcs a x  i n  addition to poyineiit and benefits to ~ l i i c l i  the Exccutivc would be ciititled lo but for 
the Eiiiployiiient Agieemciit. the Executive. on bclialfol' Iiiniselt his heirs, representatives, agents and assigns licreby COVENANTS NOT TO SUE 
OR OTI-IE,RWISE. VOLUNTARILY FARTICIPATE. IN ANY LAWSIJIT AGAINST, FIJL.L.Y RE.LEASES, INDEMNIFIES, I-IOI..DS I-IARML.E.SS, 
and OTI-IERWISE FOREVER DISCIIAIZGES ( i )  Ciiicrg>i, (ii) its subsidiary o r  affiliated cntitics. (iii) all o l  their present or former directors. officers, 
e~nployees. sliaielioldeis, mid ageills as well as ( i v )  all pi-cdecessois. successors and assigns tliercol (the persons listed in clauses (i) throng11 (iv) hereof 
sliall be refcrred to collectively as the "Company") iioin any and a11 actions, charges, claiins, dcinands, damages or liabilities of any kind or character 
\vliatsoever. hiowii or unknown, wliicli Esecilii\Je no\\' l ias or may have had through the effective date of this Waiver and Release E,xccutive 
acknowledges and undcrstands 11131 Iic is not Iicrcb\, prcvcntcd from liling a cliargc of discriiiiiiiation with the Equal Eniploymciil Opportunity 
Coiiiniissioii o r  any state-equivalent agciicy or otlierwise paiticipate i i i  any proceedings behrc such Coininissio~is Executive also aclcnorvledges and 
understands fliat iii tlie event he does file sucli a charge. he shall be entitled to no reiiiune~alioii. daniages. back pay, kont pay. or compensation 
\\~iiatsocvcr from thc Company as a result of such cliargc 

a id  receipt of rvliicli are licreby ackiiowledged, and inter~l i~ig to be legally bouiicl. the I'ailies agree as ioiio\vs: 

1 

2 
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3 Without limiting the generality of tlie Ibicgoiiig relea~e. i t  sliall include: (i) a11 claims or potential claims arising under any federal. state or local laws 
relating to tlie Par-ties' cniploynicnt relationship. irlcluding any claiins Executive may liave u ~ ~ d e r  the Civil Rights Acts of I866 and 1964. as amended 
42 IJ S C @ 1981 and 2000(e)g= : the Civil Rights Act of 1991; the Age Discrimitintion i n  E~iiploynnent Act, as amended, 29 U S C $9 621 @t ; 
tlie Aiiiericaiis \villi Disnbilities Act of 1990, as amended. 42 li S C $3 12:101 @ M  : the Fair labor. Standards Act. 29 IJ S C $ 4  201 et=.: the 
Worker Adjustment and Retraining Notilication Act. 29 U S C 9s 2101. am ; the Ohio Civil Rights Act. Cl~aptcr 41 12 a s  ; a i d  any other federal, 
state or local Iaw governing the Parties' cinployment relationship, (ii) any claims on account of, arising out of or i n  any way connected with Esecutive's 
eiiiployinent with the Coinpnny or leaving orthat eniployment; (iii) any claiiiis alleged oi wliicli could have bccii alleged i n  any charge or complaint 
against the Coiiipaiiy: (iv) any claiiiis relating to the conduct of any employee, officer. directoi. agent or other representative of the Company; (v) any 
clainis of discrimination or Iiarassment on any basis: (vi) any claims arising from any legal restrictions on an employer's right to separate i ts  employees; 
(vii) any claims [or personal injury, compensatory or punitive damages or other forins of reliel: and (viii) a11 otl~er cat~ses of action sounding i n  contract, 
tort or other coiiiiiion law basis. incltrding: (a) h e  brencli of :my alleged w:11 or written contract: (b) negligent or intentional misrepresentations, 
(c) wrongfUl discharge. (d) iiist cause disniissal: (e) defaiiiatioii. (0  interference with coiitlact or br~siness relationship, or (g) negligent or intentional 
infliction o i  cniotional distress 

The Parties acknoivlcdgc that i t  is their mutual and specific iiitent that the above waiver t i~ l lp  complies with the requirements of the Oider Workers 
Benelit Protection Act (29 IJ S C $ 626) and aiiy siniilai law governing rclease of claims Accordingly, Executive liercby aclcliowledges that: 

(a) 

4 

I-Ie has carefully read and liilly tinderstands all octlie provisions of this Waiver and Release and tliat Iic 11as eiilered into this Waiver and Release 

The Severaiice Benefits offered iii  excliange for Execiitive's release of clainis escccd in  kind and scope that to wliicli lie would have otherwise 
been leg:illy entitled; 

Piior to signing this Waive1 and Rclcasc. Isecutivc had becii advised i n  writing by this Woive~-and Release as well as othcr writings to seek 
counsel froin. and 113s i n  fact had 311 opportunity to coiislllt with. an attoniey of his clioice concerning its Lertm and conditions; and 

He has been oilered 31 least twenty-one (21) days witl~iii wliich to review and consider this Waiver and Release 

.II . . .  
. , ~  . . .  . .  

Kllo\vlllgly and ' -  ! 

(b) 

(c) 

(d) 
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5 The Parties agi-ee that this Waiver and Release shall not beconic eii'eciive and enforceable until tlie date tliis Waiver and Re1e:lse is signed by both 
Parties 01 seven (7) calendar days aftci- its cscciitioii by Executive. whichever is later Executive may revoke this Waiver and Rclease lor any reasoli by 
providing written notice ol such intent to Cineigy within seven (7) days after he has signed this W a i ~ e r  and Release. thereby forfeiting Executive's right 
to receive any Severance Benelits provided liereunder and rendering this Waiver and Relense null and void iii its entirety 

The Executive hereby aifiiins and acknowledges his continued obligations to comply witli tlie posbtermination covenants contained i n  his E.niploynieiit 
Agreement iiicludiiig but not lirnited Lo, llie Contidenhl Irifoiinatioii provisions of  Sectioii 9 of tlie Eniployineiit Agreement Executive acknowledges 
that the restrictions contained therein aic valid and reasonable iii  every respcct are necessary to ptotect tlic Company's legitimate business interests and 
liereby allirinntively waives any claini or defense to tlie contiary 

Executive specilically agrees and understands that the existence and tcniis o i  this Waiver a i d  Release ai e strictly CONFIDENTIAL arid that such 
conlidcntiality is 3 material term o l  this Waiver and Release Accordingly. except as required b~ Inw or unless authorized to do so by Ciriergy i n  
writing, Execiitivc agrees that he sliall not coniinuiiicatc. displas or otherwise rcveal any of the contents oi this Waiver and Release to anyone other 
than his spouse, primary legal counsel or linaiicial advisoi, pruvided. however. that they arc liist advised 01 the confideiitial nature of this Waiver and 
Release and Executive obtains their agreemelit t o  be bound by the sanie Cinergy agrees that Executive niay respond to legitiniate inquiiies regarding 
his employment with Cinergy by stating that lic voliintarily resigiicd to pursue other opportunities. that the Parties terminated their relationship on 311 
amicable basis and that the Parties have entci ed into a conlidentinl Waiver and Rclcase that prohibits h i m  lioni fiirllier discussing the specifics of his 
separation Nothing contained herein shall be construed to prevent Lxecutive koni discussing or otherwise advising subseqtient eiiiployers o i  the 

restrict tlic Company's ability to disclose the temis and conditions of this Waivct and Release as niay Ix required by business iiecessity 

i n  the event that Executive breaches or tlireatens to bieacli any provisioii o i  this Waivci and Release. lic agrees that Cinergy shall be entitled to seek any 
and a11 eqiiilnble and legal ieliel provided by Ia\v. specilicall~ iiicluding iniinediate and pcrnianent injunctive relief Executive hereby waives miy claim 
that Cinergy has an adequate reniedy 31 1:iw I n  :iddition. and to tlie extent not prohibited by law, E.xecutive agrees that Cinclgy s1i:ill be entitled to an 
award of all costs and atloriicys' fees incurred by Ciiicrgy i n  any successful effort to enforce the terms o l  this Waiver and Release Esccutive agrees that 
tlie foregoiiig relief shall not be construed to limit or otlicnvise restrict Ciiicrgy's ability to pursue any other remedy provided by law. including tlie 
recovery o l any  actual, compensatoty or punitive daiiiages Moreover, if Executive pursues any claiiiis agaiiist tlie Company subject to the foregoing 
Waiver and Release. Executive agrees to immediately reimbuise tlic Coinpony for the value of all benefits received under this WGuver and Release to 
the fullest e?;tent pemiitted by law 

6 .  
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Cinergy liercby releases the E,secutive, his Iieirs. represeiitatives. agents and assigns from 311)' and a11 klio\vil claims, causcs of  action, grievances. 
daniages and demands of aiiy kind or nature based oii acts or omissions coniniitted bv the Exccutive during and in the course o i  liis employnielit with 
Cinergy provided such act or omission was coniniitted i n  good faith aiid occurred within the scope ol his iiornial duties and responsibilities 

The I'arties aclcliowledgc that this Waiver and Release is entered into solely for the purpose of ending tlieir eniploynient relationsliip on an amicable 
basis and shall not be constnied as an admission of liability o r  wrongdoing by either Party and that both Cinergy and Executive have expressly denied 
any such liability or wrongdoing 

Each of the promises aiid obligations shall be binding upon and shall inure to ilie benefit of [lie Iicirs. executors. admiiiistrators. assigns and siicccssors 
i n  inteiest o i  each oi  tlie Parties 

The Partiesagree tliat each and every paragraph, sentence. clause. temi and provision of this Waiver and Release is severable and that, i f  any portion of 
this Waiver and Release should be deemed not enforceable for any leasoil. such portion sliall be strickeii and the remaining portion or portions tliereol 
should continue to be enforced to the fullest extent permitted bv applicable law 

This Waiver and Release sliall be governed by arid interpreted i n  accordance with tlie laws of the State of Ohio \vitliout regard to any applicable stnte's 
choice oi  law provisions 

Executive represents and aclinowledgcs that i n  signing this Waivei aiid Release lie does not rely, and has not relied. upon any representation 01 

staienmit niade by Ciiiergy or by any of Ciiiergy's employees, oilieers. agents. stockliolde~s, directors or attorneys will1 regard lo llie subject niatter. 
basis or effect of this Waivei and Release other 11ian those specliicallv contallied lierein 

Tliis Waiver and Release rcprescnls the entire agreement between tlie Parties conceriiing the subject matter Iiereoi. sllall supercede any and a11 prior 
agreements which niay o~lierwise exist between tlicni concei-tiing tlic subject matter liercoi (spccilically escluding. Iionwcr. tlic post-tcrniination 
obligations contained in  any existing Liiiploynieiit Agreement oi otlier legally-binding document). and sIia11 lint be altered. aiiiended. modilied o r  
otlierwise changed except by a writing executed by b t l i  Parties 

Cinergy Corp and ihe Executive agrce that Cinergy Services. Inc will be autliorized to act for Cinergy Corp wiih tcspect to all aspects pertaining to 
tlie adiiiinistration and interpretation of this Waiver and Release 
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PLEASE READ CAREFULLY. \\’ITH IIESPECT TO TI115 ESI<C‘I.ITI\’I<, -1-111s 

WAIVER AND RELEASE INCLUDES A COR.Il’LL7E RELEASE OF ALL KNOWN 

ANI) UNKNOWN CLAIMS. 

IN WITNESS W1-f EREOF: the Parties have themselves signed or caused a duly authoiized agent tliereoi to sign this Waiver and Release 011 their 
belialf and tliereby acknowledge their intent to be bound by its temls and conditions 

lXE,CUl-lVE 
Signed: 
I’rinted: 
Dated: 

CINERGY SERVICES, INC 

Title: 
Dated: 

By: 
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CHANGE IN CONTROL AGREEMENT 

TI-IIS AGREE.ME.NT. dated as of April 4, 2006. is made by and bctweeii Duke Inergy Corporation. fbrmerly known as Duke Energy Iioldiiig Corp . a 
Delaware corporation (the "Company"). arid James L Turner (the "Esccutivc") 

WHEREAS, the Conipatiy considers it essential io tlie best interests of its shareholders to foster tlie continued employiiiciit of key iiiniiageinent 
personnel; and 

WHEREAS. tlic Board recognizes that. as is t i le case with many publicly held corporations. the possibility of a Changc i n  Control exists and that such 
possibility. and tlic uiicertainty and questions wliich it niay raise atnoiig riianagcmcrit, niap result i n  the dcparlurc or distraction of ~iiatiagcnienl pelsonriel to 
tlie detriment of tlie Company and its sliareliolders; and 

WI-1EKEAS. the Board has dctcrinined that appropriate sfeps should he tal;eii to reinforce and ericourage tlie contiiiued attentioil and dedicatioli of 
inenibcrs o i  tlie Company's manageinent, iiicludiiig tlie Executive, to their assigned duties without distraction i n  the face of poteiitially disturbing 
circumstances arising from tlic possibility of a Cliangc i n  Control 

NOW. THEREFORE,, in  consideration o i  the premises and tlie niutiial covenants lierein contained, tlie Coiiipany :uid the Executive. intending to be 
lcgally bound, do hereby agrec as follows: 

below: 

(A) "Accrued Rights" shall liave the meaning set forth i i i  Section 3 liereof. 

(B)  "Affiliate" shall have the meaning set forth in Rule 12b-2 promulgated under Section 12 of the Exchange Act 

(C) "Auditor" sliall liave tlie meaning set forth i n  Section 4 2 hereof 

(D) "Base Amount" sliall liave tlie iiicaning set forth i n  section 280G(bX3) of the Code 

(E,) "Benefjcial Ownership" shall have the iiieaning set forth i n  Rule 1 3 d 4  under tlie Exchange Act 

(I:) "Board" shall nieaii tlie Boaid of Directors of tlie Conipnny 

(G) "Cause" lor terniiiiatioii by tlie Company of the Executive's employiiient shall iiiemi (i) a inaterial iailure by {lie Executive to caiiy out. or 
iiialfeasaiice or gross insubordination i n  cariyiiig out, reasonably assigned duties or instrttctions consistent with tlie Executive's positioii. (ii) the final 
conviction oi  the Executive of a felony or crime involving moral tuipitudc, (iii) aii cgiegious act oldislionesty by the Executive (iiicludiiig. witlioiit 



liniitation. tliefi or enibezzlemeiit) in  connection wit11 employnien~ or a ~nalicioi~s action by tlie bxecutive toward the ciistoniers or employees of tlie 
Company or a ~ i y  Alliliate, (iv) a inaterial bieacli by the Executive o f  tlie Coinpnny's Code of Busine 
fully with go\wnriiental in~rcstigations involving tlic Company 01 its Affiliates; provided. Iiowcvcr. that the Company sliall liot have reason to terininate the 
Excciitive's employinent for Cause pursuaiit to this Agreenient u i i l e ~ ~  the Executtve receives written notice froin !lie Company idciitiTying the acts or 
omissions constituting Cause and gives tlie Executive a 30-day opportt~nit>/ to cure. if sucli acts or oinissioiis arc capable of cure 

tliics, ot (11) the failure o i  tlic Executive to cooperate 

(1-1) A "Cliange in  Control" s11a11 be deerncd 10 liave occurred if tlie eveii~ set fort11 i n  any one o i  tlie following paragraphs sliall Iiave occurred 
(but- iot tlie avoidance of doubt. excluding any trans3ctioiis conteiiiplated by tlie Merger Agreenient): 

(a) :in acquisition subsequent to the date liereof by any Person of Beneficial Ownersliip of thirty percent (30%) or more oieillier (A) the 
theti outstanding sliares of coiiinioii stock of tlie Company o r  (B) the combined voting power of the Ilicn outstanding voting secuiities of tlie Coinpony entitled 
to vote geiierally in tile election of directors: excluding, Iiorvevcr, the following: ( 1  )ally acqiiisition diiectly from tlie Coiiipany. other than a11 acquisition by 
vii-tue of ilic exercise of a conversicin privilege unless the security being so converted was itself acquired directly from tlie Company, (2) any acquisition by 
tlie Companv and ( . 3 )  any acqtrisilioii by an emplovcc benefit plan (or rclatcd tnlst) sponsored or maintained by the Company or any Subsidiar). 

(b) during any pcriod of two (2) consecutive years (not iiicliiding any period prior to tlie date liereof), individuals who at the beginning of 
sucli pcriod constitute thc Board (and any new directors whose clcction by tlic Board or nomination for clectioii by the Co~iipany's shareholdcis was approved 

-m two-thirds (213) of the directors tlien still in oflice who citlicr were directors at the beginning of Uie period or wliose election or 
nomination for election was so approved) cease for any reason (except lor dcatli. disability or voli~ntary retrrenietit) to constitute a riiajorily rilereoil 

(c) tlie corisii~iiniation of a tiierger. coiisolidatio~~ reorganimtion or similar corporate transactioii wliich lias been approved 11y tlie 
sliarelioldcrs of the Coiiipnnji, ivliedier or not llie Conipany is the surviving corporation in  such trnns3ction, other than a merger, consolidatioii. or 
rcorgatiization that would result i n  tlic voting sccurities ofthc Coinpany outstanding immediately prior thereto continuing to rcprescnt (citlicr by remaining 
outstanding o r  by being convei~ed into voting securities o i  tlie surviving entity) at least fifty percent (50%) of the combined voting power of the voting 
securities of the Conipany (or such siiivivitig entity) outsta~iding iiniiiediatcly after such merger, consolidation, or reorganization: 

(d) tlie consuiiimation of (A) tlie sale or otlier disposition of all or substantially all o i  tlie assets oi tlie Conipaiip or (U) a coniplete 
liqiiidatiori or dissolutioii of the Company, which lins beeti appioved by tlic slinrclioldets of [lie Company ( ~ I I  each case. exclusive of m y  trans3ctions or events 
rcsiilting from tlic separation of the Company's gas atid elcctric businesses); or 
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(e) adoption by tlie Board of a resolt~tion to the effect t1i:it any peison has acqitircd efl'ective control o i  the business and alki is  of tlie 
Colllpally 

( I )  "Cineigy Eiiiployiient Agieemenl" sIia11 iiieaii the Iliiiploynient Agreeiiieiit between Cinergy Corp , its subsidiaries aiid/or its affiliates and the 
Executive dated Sepleinber 24. 2002. as amended froin time to time. including pursuant to Section 21 hereof and Eshibit B hereto 

( J )  "Code" sliall iiie:iii the Internal Revenue Code o l  1986. as amended l'roiii time to time 

( K  j "Coinpany" sliall iiiemi Duke E.iiergy Corporation, Ibrnicrly known as L>ute Energy I-lolding Corp . a Delaware corporation, and except iii 
detei-iiiining under Section 1 1-1 l l c r~o i  \\,hetller or not any Cliaiige i n  Coiitiol of tlie Company 1x1s occurred. sliall include any successor to its business aiidor 
assets wliich assiiiiies and agrees to perforiii this Agieeiiient by operation of law. or otherwise 

(L) "Coiitideiitial Irtforiiiation" sIia11 Iiave tlic ~iieaiiing set fo~-th i n  Scclioii 8 hereof 

( M )  "DB I'cnsioii Plan" shall incaii any tas-qualified. supplcniental or excess dcfined benefit pension plan niaititained by the Company and any 
other deliiicd benefit plan or agreeiiicnt entered into between tlie Executive and the Coiiipany which is designed to provide the Executive with supplemental 
retirement benefits 

(N) "DC Pension I'laii" sliall ineaii any tax-qualified. suppleinental or  excess defined contribution plan maintained by the Coiiipany n n d  any other 
defined coiilribution plan or agreenient entered into between the Executive and tlie Coiiipaiiy wliich is designed to provide the esecutive with supplemental 
retirement benefits 

(0) "Date ol  Tcriiiiiiatioii" with respect to :1ny purported leiinination o i  tlie Executive's eniployment alier a Change in  Control a i d  during tlie 
Term. shall nieaii ( i )  ii the Esccutive's employment is terniiiiated h r  Llisabilitv. thirty (30) days afier Notice of7'cmiinatiori is given [provided that the 
Executive shall not hnve returned to tlie full-time perforniance of the Executive's duties diiriiig such t h i i t y  (30) day period), and (ii) if the Executive's 

iiient is 1eriiiiiiated foi any other reason. llie date specified i n  tlie Notice oiTerniinotion (which, in  the case of a termination by the Colnpany, shall not 
tliaii thirty (30) days (except i n  the case of a terniinntion for Cause) and, i n  the case of n tenniiiation by tlie Executive. shall not he less than fifteen 

( 1  5 )  days nor (without tlic coiiseiit of tlic Coiiipaiiy) iiiorc than sk?y (60) days. respectively, froiii the date such Notice of Temiination is given) 

(P) "Disability" shall be deemed the reason for the termination by the Company of the Executive's einployiiient, if. as a result oi the Esecutivc's 
incapacity due to physical or rnen~al illriess, the Executive sliall liave been absent from the fiill-tiine p e ~ f ~ r n ~ a n c e  of tlie Executive's duties with the Coiiipany 
for a period of six (6) consecutive iiionths, tlie Company shall have given the Executive a Notice of Termination for Disability: and, withiii thirty (30) days 
alier such Notice of lemiinntion is given, the Fxecutive shall not have returned to t l~e  MI-time peiforinaiice ol ilie Executive's duties 
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(Q) "Eiiective 'I'inie" sliall have the iiicaiiiiig given to such tern1 i n  the Merger Agreeinciit 

(R) "Excliatige Act" sliall mean llie Securilies Excli:iiige Act 01 1934. as oiiiended lroni lime to time 

(S) "Excise l-ax" shall iiieaii any excise tax imposed under scctioii 4999 o l  the Code 

(T) "Escctitivc" sliall mean the individual named i n  the first paragraph of this Agrcenicnt 

(U)  "Good Rwsoii" I'or teriiiinatioii by tlie Executive of the Executive's einployinent sliall iiicaii the occurrence (without the Executive's espress 
written consent which specifically references this Agreement) after any Cliaiige in Contiol of any oiic of the followiiig acts by the Conipany, or failtires by the 
Company to act. unless such act or iailul? to act is corrected prior to the Date of Termination specilied in the Notice of Teiiiiination given i n  respect tliereok 
( i )  a reduction in  the Executive's annual base salary as iii elTect iniliicdiatcly prior to the Clinnge iii Control (exclusive of any across the board reduction 
siniilnrly alkcting all oi substantially all similarly situated employees detemiiiicd witliout icgald to wlietlier or 1101 an otlierwisc siniilarly situated employee's 
eiiiploymcrit \vas with tlie Coinpaiiy piio~ to tlie Change i n  Control), (ii) a reduction i n  tlie Executive's targcl annual bonus as i n  ellect imtnediately prior to 
tlic Change i n  Coiitiol (exclusive oiatiy across tlie board reduction silnilaily alrectiiig a11 or subslalitially a11 siinilarly situated employees deteniiined witl~ouf 
regard to ivhetlier or not an otlierwise silnilarly situaled employec's eniployment was with tlie Company prior to the Chaiige i n  Control). or (iii) the 
assignment to tlic Execiitive of a job position with a total point value under tlie I-Iay Point Factor lob ISvaluation Systcm that is less than scvetity percent 

by the F,xecutive iiiiniediotcly befbre the Change ill  Control; provided, Iiowever, tliol iii tlie eveiit there 
is :I claim by the Executive that there has been such ai assignment and the Colnpaiiy disputes sucli claiin. wlietlier there has becii such a11 assiginnent shall be 
coiiclusively dcfeitiiincd by tlie I-IayGioup (01 any successor tlicreto) or i f  such entity (01 any successor) is 110 longer iii existence or will not scirve, a 
consulting lii 111 mutnully selected by tlie Company and tlie Executive or. il 11011c. a consulting lirni drnwii by lot from two nationally recognized consulting 
linns that agree to serve and that are noliiiiiated b\t llie Conipaiiy and tlie Escctltivc. respectively (such consulting fimi, the "Consulting Firm") under such 
procedures as the Consulting Finn shall in its sole discretion establisli; provided fiirtlici- that sucli procedures shall aKord both the Company and tlie Executive 
a11 opportunity to be heard; a i d  fiirtlier provided, ho\vever, that the Coinpony a id  tlie lixecutive sliall use tlicir best elTorts to enable and cause the Consulting 
Fimi to make such dcteiniination witliiii thirty (30) days oi tlie Executive's claim of such a11 assigiiineiit 

. .  . .  

The Executive's contintied employment sliall not constitute coilsent to, 01 a waiver or riglits with respect to, any act or failure to act constitutiiig Good 
Reason liereiinder 

(V)  "Merger Agieement" shall iiieaii the Agreeinen1 and Plaii 01 Merger dated as o i  May 8. 2005 by and aniong the Dike Energy Corporation, 
Ciriergy Corp , Deer I-folding Corp. Deer Acquisition Corp and Cougar Acquisition Corp . 3s it niay be amended 
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(W)  "Notice of Tciniination" sliall lime tlie meaning set fortli i l l  Sectioii 5 Iieteoi 

(X) "Person" sliall liave Uie meaning given i n  section 3(a)(O) ofthe Exchange Act. as modified and used in  sections 13(d) and 14(d) thereof. 
except ilia1 such temi sliall not include (i) the Company 01 any of its subsidiaiies. ( i i )  a inistee or otlier liduciary Iiolding securities under an employee benefit 
plan of the Company or any o l  its Afiilintes, (iii) an underwriter temporarily l~olding securities pursuant to 311 o l k i n g  of siicli securities, or (iv) a corporation 
owned. directly or iiidirectly. by the shareholders of tlie Company i n  substantially tlie same pioportions as tlieir owiiersliip oistock of tlie Company 

( Y )  "Ticpayment Aniount" shall lime the iiieaning sct forth i n  Section 7 3 licrcol 

(Z) "Restricted Period" sliall linve tlie memiiiig set l'orlli i n  Scctioii 7 2 Iieieof 

(M) "Seveiance Paynieiits" shall liave tlie Ineaning set foidi in Section 4 I liereoi 

(BB) "Severaiice I'eriod" shall liave tlie ineaiiing set fortli ill Sectiori 4 I(C) Iieieoi 

(CC) "Subsidiaiy" nieans an entity that is wliolly owned, directly or indirectly, by tlie Conipany. or any otlier alliliate of tlie Company tliat i s  so 
designated froin time to time by the Company 

(DD) "Term" shall mean tlie period of time descrikd i n  Section 2 liereol(inc1udiiig any extension. conttliuatmii or terniinakion described 
therein) 

(El!.) '* 1-oul Paynienis" shall mean those paynients so desciibed i n  Seckioti 4 2 liereoi 

2 Tcrni of Acreenient Tlie Tenii o i  this Agieement shall coniiiiencc on tlie date liereof and sliall continue in  eifecl tlirougli tlie second aniiiversaly of 
[lie date liereof. piovided. however, illat coniniencing on the date tliat is t\venty-four (24) months following tl~e date hereof and each subsequent niontlily 
annivcrsaiy, tlie 'rei 111 sIia11 automatically be extendcd for one additional nionth; furtlier provided, Iiowever, tlie Company or the Executive may terniinate this 
Agieetiient elfective at any time following tlie second anniversary of tlie date liereof only with six ( 6 )  niontlis advance wrillen notice (which such notice niay 
be givcii before such second annivenary); and further provided, however, t h a t  notwitlistanding tlie above, i f  a Clionge i n  Control sliall liave occurred during 
tlie Tcmi,  lie Tcrni shall i n  no case expire earlier than twcnty-four (24) months bevond tlic month in wliich such Change in Control occurred 
Notwithstanding the preceding sentence, if tlie Executive's employment is terminated under circunistances tlint constitute a "Qualifying Terniinotioo" (as 
defined i n  tlic Cineigy liniploynient Agreement) during tlie twenty-four (24) nionlli period begiiining on the Effective Time, then (i) the Tenii of  this 
Agreement shall expirc imnicdiately prior to such "Qunlifying Teriiiination." without furlher action by tlie parties Iiereto, and except as otlieiwise provided i n  
Section 21, this Agrcenient shall be of no fui-tlier force or eikct; and (ii) the Conipany sliall provide lo tlic Executive tlie an~ouiits payable wider, ivliicli 
aniounts shall be detcriiiiiied and payable i n  accordance with tlie terms and procedures ol, the Cinergy Eniploylnent Agreement. 
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3 Coiiiimisation Other 7 liaii Scveiance Pnvments I i  tlie Executive's cniploynient shall be tenninnted for any reason follo\\ing a Change in  Control a i d  
during tlie Term. the Company shall pay the Executive tlic salaiy amounts payable i n  the nornial couise for service through the Date oi Termination and any 
lights 01 payments that Iiavc beconic vested or that are othcrwisc due iii accordance with tlie teniis of any emplopee benefit, incentivc. oi compensation plan 
or iirrangenient niaintaincd by the Company that the Eseciitivc pailicipated i n  at the time of his or her telminatioli of employinent (together, the "Acctued 
Rights") 

4 Se\:eraiice Pnviiients 

4 1 Subjcct to Section 4 2 hereof. and fui-iher subject to the Executive executing and not revoking a release of claims substantially i n  the forni set 
foorth as Exhibit A lo this Agreciiietit, i f  the Ikecutive's euiploynient is terminatcd following a Change i n  Control and duiing the Tern1 (but in any event not 
later than twenty-four (24) nioiitlis following a Change in  Control). other than (A) by the Company for Cause. (B) by reason of death or Disability. or (C) by 
tlie Esecutive without Good Reason. then. i n  either such case, i n  :iddition to tlie paynients and benefits representing the Executive's Accrued Rights? tlie 
Company sliall pay tlie Executive the aniotmts. and piovide the Executive the bcnelits. desciibed i n  this Section 4 I ("Severance Paynients") 

(A) A luriip-siini payment equal to (i) the Executive's annunl bonus payment earned lor any conipleted bonus year piior to temiination of 
ernployriient, il not previously paid, plus ( i i )  a pro-rata aiiio~~nt or the Executive's target bonus under any perforniance-based bonus plan, PI ogram. or 
arrangcinent i n  wliicli the Esecutive participates for the year iil which the tennination occun. determined as if a11 program goals had been nict pro-rated 
~ S C O  011 iiic i iuniozr 01 o ! ? l z  . .  . .  . .  . . .  

(B)  I11 lieu olaiiv ~everance benefit otherwise payable to the Executive, the Company shall pay to tlie Executive, no later than fifteen 
s following the Date ot Teniiination. ii lump sun1 severance pnynient, in  cash. equal to two (or, if less, the ~iuiiiber of years (iilcluding partial 
xxutive reaches tlie Company's inandatoiy retircnwit age, plovided that rhe Conipan>i adopts a mandatory retirenierit age pursuant to 29 

USC $631(c)) times the siiiii of ( i j  tlie Escciitive's base salary as in cllect imniediatcly prior to the Date of Tennination or. i f  higher. i n  eliect immediately 
prior to the first occurreiicc of an event or ciicunistancc constituting Good Reason, and ( i i j  the Escctitivc's target slioi t-terin incentive h i l u s  opprtunitp for 
the fiscnl year i n  wliieli tlie Date o i  Terinination occurs or, i I  higher, the fiscal pear iii which the first event 01 circuinslance constitutiiig Good Reason occiirs 

(C) For a period 01 two years immediately follo\ving tlie Date oiTennination (01, i f  less, tlie peiiod until the Executive reaches the 
Conipany's mandatoiy retiretnent age. piovided that tlie Company adopts a mandatoiy retirement age p11rsua11t to 29 IJSC $6.3 1 (e)) (the "Severance Period"), 
tlie Coinpaiiv shall arrange to pinvide tlie Executive and 
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liis 0 1  licr dcpcndciits nicdical, dciital. and basic life iiisurance benefits substantially siinilar to tliose piovidcd to the IZxccutive and his or her dependents 
imniedi:itely prioi to ilie Date of Tcniiiiiatioii 01. ii more f:~voiable to the E.xecutive, those provided to tlie Executive aiid liis or Iiei depcndents imniediatelv 
prioi to tlie first occurrelice of an event or ciic~in~stancc coiistituting Good Rcason, at no greater nftcr tax cost to llic Executive t l ian the after tax cost to the 
Executive iiiiniediately prior to sucli date or occurrence: provided, liowever, tliat, i i i  lieu of providing sucli Ixiieftls. tlie Conipany niay choose to ( I )  provide 
sucli bcnelits tlirougli a third-party insurer, (ii) make a Itinip-suin cash payment to tlie Executive iii an aiiiount equal to the aggregate cost o i  siicli coverage for 
tlic Scvcrancc Period, based oii the premium costs being utilized for such coveragc to iiormcr employces undcr "COBRA" at the Date of Tcrniiiiation. or 
(iii) iiiake a lunip-sum cash payment to tlie Executi~e i n  an amount equal to t l ie anticipatcd cost o i  such coverage for tlie Severance Period. based 011 the 
Coiiipiny's assumed costs f o ~  such coverage for ii~tcrnal accounting purposes at Uie Date oC lerminatio~i Benefits othcrwise receivable by tlie Executive 
p i ~ r s ~ ~ a ~ i t  Lo this Sectioii 4 1 (C) s l id l  be reduced lo the extent benefits of tlic saine type are received by or made available to the Executive di~ring tlic 
Severance Period as a result of subscqucnt cniploymcnt (and any sucli bcnelits received by or inadc available to the Executive sliall lx icportcd to tlie 
Company by tlic Executive) 

(11) 111 addition to the beiielits to wliicli the Eseciitivc is entitlcd under tlie DC Pension Plan, the Company shal l  pay tlie Executive il lulnp 
sum anioiint. i n  cash. equal to tlie sitiii of ( i )  tlic aniount that would have been contributed tliereto by the Conipaoy on the Eseculive's behalf during tlie 
Scverancc I'eriod, deteniiined (x) :IS i f  the Eseciitive niade the ~~iaxiiiiuiii perinissiblc contributions thereto duriiig such period, (y)  as i i  die Execurive earned 
conipensatioii during sucli peiiod eqi~al to tlie suin of tlic Executive's base s d a ~  and target bonus as i n  effect iiiiincdiatcly piior to the Date of Termination, 
or. i1- Iiiglier. as in effect iiitnicdialely piior to t l ie occ~irrcnce of tlic firs1 event or circuiiistaiice constituting Good Reason, and (z) \vitliout regard to any 
anicndnici~t lo llic 1.K l'cnsloii I'lan ii1adc subsequc~it 10 a 
i n  any niannei- tlic cornpiit:itioii of bciiefits tliere~~ndcr, and ( i i )  the tinvested portion. ii aiiv. of thc Executive's account balance undcr the DC Pensioii Plan as 
of tlie l h t e  of 'rei iiiiiiotioii h a t  ivoiild lime vested liad Executive rcniairied eniploycd by tlie Conipany [or the re~naindcr of [lie Term 

r . ,  
. . .  

(E) In addition to tlic bciiclits to wliicli tlic Execiihc is cntitlcd under tlie Dl3 I'eiision Plan. tlic Company shall pay tlie Executive a lump 
sum aiiiouiit. i n  cosli. equal to tlie suiii o f ( ; )  Uic amount that would have bccn allocated tl~eieuiider by the Coinpany in respect of llic Executive during tlic 
Sevei ancc Period. detennincd (s) as ii the Executive earned compensation during sucli period equal to the sum oi  tlie Executive's base salaiy and target bonus 
as i i i  ell'ect ininiediateiy piior to tlie Date oTTcrmi~ration, or, if iiigl~cr, as in cfTcct iininediately prior to tlie occurrence of tile first event or circumstance 
constituting Good Rcason. and (y) without regaid to m y  aiiicndnient to llic LIB Pciision Plan inode subsequent to a Change i n  Cont~ol and on or prior to tlie 
Date o i  I ei miiialion. wliicli anieiidnient adversely aifects iii any iiiaiiiier tlie coiiiputatioii o i  beliefits tliereunder. and (ii) tlie Executive's unvestcd accnied 
beiiefit ii any. undcr tlie DB Pensioii Plaii as o l  tlic Date o i  l~criiiination 11mt would lia\re vested k i d  Executive ieni:iined employed by t l ie Coinpany for the 
iciiiainder o f t l i e  lertn 



(F) Notwitlistaiiding tlie tei iiis oi aiiy award agreeiiieiit o r  plan documeiit to tlie coiitrary, the Executive shall be entitled to receive 
continued vesting 01 aiiy long tciin incentive awards. including auwds 01 stock options but excluding awards of restricted stock. held by the E.xecutivc at the 
time olhis  or her tcriniiiatioii 01 cniployineiit that are not vested o r  exercimblc on such datc. i n  accordance with their terins as if  the Executive's eniploynient 
liad not tenninnted. for tlie duration ofthe Severance Period. with any options or similar rights to remain exercisable (to the cxtent exercisable at the end of 
tlie Severance Peiiod) 1'01 a peiiod 01 90 days i"ollowiiig the close o i  the Severance Period. but n o t  beyond the iiiaxini~iiii original teiiii of such options or 
rights 

4 2(A)Not\vitlistnndiiig any other piovisions ofthis Agreement. i n  the event that any payiiient or berielit received or to be received by the 
Executive (including any paytneiit or benefit received i n  connectioii with a Change i n  Con~iul or the termination of the Eseclitivc's emplowieni, whether 
pursuant to the temis of this Agreernent or any othei plan. arrangement o r  agreement) (a11 such paynients and benefits, including llie Severance Payments, 
bciiig hereinalier referred to as the "I'otal Payments") would be sulject ( in  d o l e  or part), to tlie Pscise Tax. then. after taking into account any reduction in 
the Total Payments provided by reason LA section 280G of tlie Code i n  slich other plan. arrangcinent or agrccnicnt. thc cash Se\wance Payncnts shall first be 
reduced. and the noncash Severance I'aynients shall thereafter be rediiced. to t l ie extent necessaiy so that no portion of the Total Payments is subject to the 
Excise 'Tax but only if ( i )  the net ainount of siich Total Papniciils. as  so reduced (aid n l k r  subtracting tlie net aniourii of federal, slate and local income taxes 
on such rediiced Total Payinents and afier taking into accoun~ tlie phase out of iteiiiized deductions and personal exemptions atlributable to such reduced Total 
I'aynicnis) is grcatei than 01 equal to ( i i )  the net amount of such Total Paymeiits without such leduction (but after subtracting the net amount of federal, state 
and local incorne taxes oil such Iota1 Payments and the aiiouiit 01 Excise Tax to which the Executive would be subject in respect o f  such unieduced Total 

provided. however. that the Erecutive may elect to have the iioncash Severance Payrnents rcduced (or elin~inatcd) piior to arry reduciion of the cash Severance 
I'nynien ts 

.. . 
I'aynients and alter ta1;mg into ~ C C Q I I I ~ I  [he pilase ! p t c !  . & '  

( D )  For piirposcs ol detci mining whether and the cxtent to \vliich the Total Payinents will be subject to the Excise Tax, (i) 110 poi tion of 
tlie Totul Payments llie ieccipt or eiijoynierit oi  which the Executive shall Iiwc waived at such time and in such nianner as not to constitute a "pay~iient" 
within the tneaniiig of .section 280G(b) of tlie Code shall k laken into nccociiit. ( i i )  rio portion of the Toral I'ayriieiits shall be t:iken into accoimt which, i n  the 
opinion oftax counsel ("Tax Couiisel") who is reasonably acceptable io the Executive arid selected by the accounting lirm (thc "Auditor") which \vas. 
iinmediately prior to tlie Change i n  Control. !he Coinpany's independent auditor, does not constitute a "parachute payincllt" \vVithin the incaning o t  section 
280G(b)(2) of the Code (including by reason of sectioii 280G(b)(4)(A) oi  the Code) and. i i i  calculating the Excise Tax. no portioii o l  such Total Paytnents 
shall be taken into :iccount \vhich. in the opinion of  Tax Counsel. constitutes rcasonnble compensation foi services actually rendered, within the meaning of 
section 280G(b)(4)(B) of the Code. i i i  excess of the Base Anioirrit allocable to such reasonable coiiipeiisatioii, and (iii) the value of any non-cash beiicfit or 
any deferred payment or benelit iiicliidcd in the Total Paynients shall be delennined by the Auditor i n  accoi-dance with the principles of sections 280G(d)(3) 
and (4) of the Code 
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(C) At the tinic 11x11 payments are made under this Agreciiient. tlie Conipany sliall provide the Executive with a written statenlent setting 
foiili the niaiiiiei i n  wliicli such p:iymeiits were calculated and the basis l'or sue11 calculations iiicluding. \vithout limitation, :iny opinions or other advice the 
Company has received Iroiii Tax Counsel. the Auditor or otlier advisors oi coiisultants (and any sucli opinions or advice wliicli are i n  writing shall be attached 
to the stalenient) 

5. Notice of Termination Al'ter a Cliange in Control and during tlic Tenn, any puiprted teniiiiiation oithe Executive's employment (otlier tlian by 
reason of dealli) shall be communicated by written Notice of Temiiiiatioti from one parly liereto to the other party hereto i n  accordance with Section 12 
Iiereof Foi purposes oilhis Agreement. a "Notice oi'rerniiiiotion" sliall mean a notice which shall indicate !lie specilic temiinalion provision i n  this 
Agieeiiient I-clied upon 

6 No Mitieation The Company agrees that. if the Executive's cinplo\weiit with tlic Companv terminates dnring the Tenn. the Esecutive is not required 
to seek otlier eiiiploynicnt oi to attempt i n  any way to reduce any aiiiounts payable to tlie Executive by the Company pursuant to Section 4 liereof. Furtlier. 
except as  specifically provided in  Section 4 l (C)  hercot: no papinetit or betielit provided lor in  this (\greenient sIia11 be reduced by any conipensntion earned 
by tlie Executive as the result of eiiiploynient by another employel. by retirenicnt benefits. by offset against :uiy oniount claimed to be owed by the Executive 
to the Company, 01 otlicrwise 

7. Restrictive Covenants. 

7 1 Nonconipctitioii niid Nonsolicitatioii Duiing the Restricted Peiiod (as deliiied below). the Executive agrees h a t  he or she sliall not, without 
the Company's prior written consent. l'or any reason directly or indiiectlv. eitliei as principal, agciit iiianager. employee. partner, sliarelioldei, director, 
officer, consultant or otherwise (A) become engaged or involved i n  any business (other tlian as a less-tlian three percent (3%) equity owner o f  any corporation 
traded on any national, intenintiorial or regional stock cxcliange o r  i n  tlie over-the-counter marl~et) tliat coiiipevx with the Company or any of its Affiliates iii 
tlie business of production. tmismission. dishibution, or retail or \vliolesale niarl;eting or selling oi  clcctricity: gatllcring. processing or transmission of natural 
gas, resale or arranging for the purcliase or for tlic resale. brokci iiig, niarkcting. or tiading o i  natural gas. clcctricity or derivatives tliereoc energy 
ninnagenient and the piovision of energy solutions: gatliering: coiiipression. treating. processing, frnctioiiation, transportation, trading. marketing of natural 
gas coiiipoiients. including natural gas liquids: iii:inagenient of land Iioldings and  developnient of coiiiniercial. residential and multi-family real estate projects; 
development and management of f i k r  optic coniiii unication. 'tciiis; developiiieiit and operation o l  po\ver generation facilities, and sales and niar1;cting o i  
electric power and iiattiral gas, doniesticslly and abroad; and any otlier busiticss in wliicli the Company, including Affiliates. is engaged at the teniiinatioii of 
the E,secutive's continuous eniploynient by the Company, including Affiliates: or (B)  induce 01 attenipt to induce any custonier, client, supplier, employee, 
agent or independent contractor oi  tlie Companv or any of its Affiliates to reduce. termiiiatc. lestrict or otlienvise alter its business relationship \villi the 
Coriipany or its Affiliates TIE provisions oitliis Section 7 1 sliall be limited i n  s c o p  and eKcctive only witliin tlic following geographical areas: (i) any 
country in  the world wliere the Company. ineliidiiig Alliliates. has at least US325 million i i i  capital deployed as of teniiiiiation 

-9- 



of tlie Executive's continuous eiiiployment by Conipany. including Aftiliates: ( i i )  t l ic coiitinent 01 North Anierica; ( i i i )  the IJniled States of Aiiicrico and 
Caiiad:i; (iv) tlie United States o l  Anierica: (v )  tlie states o l  North C:iroliii:L Soutll C;irolina Virginia. Georgia. Florid:{. Tesns California. M:issachosetts, 
Illinois, Michigan, New Yorlc, Coloiado, Oklalioiiia and Lotiisinno; (v i )  the statcs of Nortli Caioliiia. South Cniolina. Texas and Colorado: (vii) following 
coasiioi~iiation of tlie traiisnctiotis cotilemplated by tlie Merger Agreeiiient. the states 01 Oliio. Colorado. Kcntucb. and Indiana. and (vii) any state or states 
with respect to wliicli \vas conducted n busiiiess ol tlie Company, includiiig AUliliatcs. wliicli business constituted a substantinl portion of the E,xecirtive's 
employment The parties intend tlic above geographical areas to Ix: complctely severable :ind independent. arid am' invalidity or uneiilitrccability of this 
Agreement with respect to any one area sliall ]tot render tliis Agreeineiit u~ienforcenble as applied to any oiie 01 irioie of the otlier areas Notliiiig in Section 7 1 
sliall be construed to prohibit tlie Executive being retained during tlie Restricted I'eiiod i n  a capacity as an attoniey licensed to practice law, or to restrict tlie 
Executive providing advice and coi~iisel i n  such capacity. in any Juiisdiclio~i where siicli proliibitioii or restriction is coiitraiy to law 

7 2 Restricted Period. For purposes of tllis Agrectiient, "Resti icted Period" sIia11 niem the peiiod of the Executive's employnieiit during tlie Tern1 
and, in the event of a ternrination of tlic E?;ecutive's employment following a Cliaiigc i n  Control tlmt erititlcs Executive to Severcuicc Payments covered bv 
Section 4 hereof, tlie twelve (12) month period following such tc~niination o i  eniploynient. comnicnciiig h i i i  tlie Date oiTcmiinntioit 

7 3 Forfeiture and Renavmcnts Tlie Executive agrccs that. i n  tlie cvciit lie or slic violates tlie pruvisions 01 Section 7 Iieicof during the Restricted 
Period, lie or slie will forfeit and not be entitled to nny Severalice I'ayiiieiits or any 11011-cash benefits or riglits under this Agrceinent (incl tiding, without 
Ii~iiita!ioii~ stock option riglits). oilier than tlie payinents prox'ided under Section 3 hereof Tlie Eseciitive furtlicr agiecs that, i n  the event lie or slie violates the 
p 1 - p ~  . ,... . , ,  ( A )  I l c  w e i t  and not be entitled to any 
fuitlier Severance Paynicnts. and (B) lie or slie will k obligated to repay to tlie Cmiipaiiy nii nmourit i n  respect of tlic Scvemiicc Payiiients previously made to 
him or her under Section 4 licreoi(tlie "Repayment Aiiioiiiit") l l i e  Rep\~nieiit Amount sliall Ix: deteniiiiied by aggreg:lting the cas11 Severance Poynients 
made to tlie Ekecutive and iiiultiplying the ~esulting aiiiouiit by a hct ion.  the nunicr:ltor of whicli is tlie number of lul l  and parti:ll calendar inontlis reiiiaining 
i n  tlie Scvcrancc Pciiod at the time of tlie violation (rounded to the nearest quaiter o i  a i i ioiit l i) ,  and tlie dcnomiiiator of wllicli is twciitv-four (24) The 
Repayment Amount sliall be paid to llie Conipany i n  cesli i n  a single sun1 within ten (10) business days nUter tlie ljrst dale of tlic violation. whether 01 not tlie 
Company lias knowledge of tlie violation or lias made a denialid for paymeiit Any sucli payiiieiit made following such date sliall bear interest at a mte equal to 
the prime lending rate of Citibaiik. N A (as pcriodicall\~ set) plus I O 4  Fiirtlieniiorc. i n  tlie event !lie Executive violates the provisions of Section 7 hereof, and 
~iotwitlistnnding tlie terms of any a\vard ngreeiiient or plaii docunient to tlie coiitiaiy (wliicli slid1 bc coiisidei ed to be aiiiendcd to the cstent nccessary to 
reflect tlie terms hereof), the Executive sliall iininediately foi reit tlie riglit to cseicisc any stock option or similar riglits that a x  oiitstaiiding at tlie time of the 
violation, and tlie Repayment Amount. c:ilcul:ited as provided above. s1i:lll be increased by tlie a~iiouiit o i  : ~ n y  g:iins (me:isured. if applicable. by the difierence 
bet~vcen tlie aggregate fair market value on tlie date of exercise 01 shares u~idcrlving tlie stock option or sitnilar right and tlic agg~cgate exercise piice of such 
stock option or siiiiilar 

. .  
s. 
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right) realized by tlic Executivc iipoii tlie exercise of stock optioiis or similar riglits o r  vesting of restiicted stock or oilier equity conipcnsation witliiii tlie one- 
year period prior to the lirst date oitlie violation 

7 4 I'eimissive Release Tlie Ekxxitive may request tliat tlie Conipany ielcasc liini o r  her iioni Uie restrictive covenants of Section 7 1 Iiereof 
upon the condition that the Esecutive forfeit and repay all terniination bcncfits and rights provided for in Scction 4 I hcrcof 1-k Conipanv mav. i n  its sole 
discretion, grant sticli a ielease i n  wliole or in  pail oi niay reject such request and continue to etiforce its rights under this Section 7 

7.5 Coiisideratioii: Suivival l'lie Executive acknowledges and agrees tliat tlic coiii~~iisation and benefits provided i n  this Agrcenient coiistitiite 
adequate and suflicicnt coilsideration for tlic co \~nants  made by the Executive in  this Sectioii 7 and i n  the re~iiainder 01 thts Agreement As fill-tlier 
consideration for tlie covenants made by the Exccutive i n  this Section 7 and i n  t l ie reinaindei O i  this Agreenient. llie Conipany Iias provided and will provide 
tlic Executive certain proprielan, and other confidential information about tlic Companv. including. but not liniited to. biisiness plans and strategies budgets 
and budgetary projections, incoine and enrnings projections and statements. cost analyses and assessnients, and/or business assessments of legal and 
regulatory issues Tlie Executive's obligations under this Section 7 sliall stnvivc any tci niinatioii oi his or lie1 cinployinent as spccilied Iiereiii. 

8 Confidentialitv Tlie Executive acknowledges that during the Executive's employiiient with the Coiiipaii~ 01 any 01 its Afliliotes. tlie Eseciifive will 
acquire, be exposed to and have access to. non-public material. data and inlbrniation of the Coiiip:~n)~ and its Affiliates and/or their cust~niers or clients that is 
confidential. proprietary. and/oi- a trade secret ("Coiifideiitial Inforination") At  ;ill times. both duiing and a h  tltc Temi. the Executive sliall 1;eep and relain i n  

any peison, lirm or corporation, or use for his or her o\vii piirposes, any Conlidential Iniorniation For puiposes ofthis Agreenient. such Conlidential 
information sliall include, but sliall not be limited to: sales methods. info~niation conccnii~ig p~incipals o r  ctIstunicrs. :idvertising nietliods. financial afhirs or 
nietliods of piocurcment, niai ketiiig and business plans, strategies (including risk sti atcgies). projections, biisiness opporhrnitics, invcntions. designs. 
drawings, researcli and developnicnt plans. client lists, sales and cost inlomiation and linancial results and perlomionce Nottvrtlistonding llie lbi egoing. 
"Confidential Information" shall not include any infannation known geneidly to t l ie public (other tlian as a iesiiit oT cni:wtliorized disclosure by the Eseciitive 
or by the Company or its Afliliotes) Tlie Executive ncknowledges that tlie obligations pci-toiniiig to the confidential it^ and non-disclosure of Confidential 
Inforination shall rcniairi i n  effect for a peiiod of'live (S) years after terniiiiatioir ofeniployiienl, or unt i l  the Coinpany or its Nl'iliates lias leleased any sucli 
inl'ormation into the public domain, in which case t l ie Executive's obligation liereunder sliall cease wit11 respect only to sucli infoi ni:ttion so released into tlie 
public doni:iin Tlie E,secutive's obligations under this Seclion 8 slinll survive aiiy tcrniiiiation oi lis 01 Iier eniployt~ient I f  the E,secutive receives a subpoena 
or other judicial process requiring that he or die  produce, provide or testify about Confidential Infoniiation. tlic Ilxccutivc shall iiotiIjt the Conipanv and 
cooperate fiilly with the Company in  resisting disclosure of the Confidential I~ilbr~iiation 7.11~ Executive aclm>ruledgcs tliat tlie Company Iias tlie I iglit eitlier 
i n  tlie name of tlie Executive or i n  its own name to oppose o r  niove to qwis l i  any subpoena or other legal process 

LU Executive's emolosnient with tlic Coinpan); or any its Aifiliates, to 
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directed to the Executive rcgardiiig Cotiiidential lnloiiiiation Not~\litlistanding any otlier ptovision o i  this Agrcenient the Executive ieiiiains free to report or 
otlienvise communicate any nuc1e:lr safety concern. any workplace sdety concern. or any public safcly concern to llie Nucleoi l?egulatory Coinmission. 
United States Department of L abor, or any otlier appropi iatc federal or state govei1iinerital agency, and the Esecutivc remains lrce to participate i i i  any federal 
or state administrative, judicial. o r  legislative proceeding or investigation with respect to any claims and niatiers not rcsolved and terminated pursuant to this 
Agreement With respect to any claims and iiiatters iesolvcd and terminated pursuant to this Agreenient, the E,secutive is iree to plticipatc i n  a n y  federal or 
state administrative. judicial. or legislative proceeding or investigation if subpoenaed Tlic Esccutive shall give tlic Cornpanu. Lhrough its legal counsel. 
notice, including a copy of tlie subpoena. within twenty-four (24) hours of receipt tliereof 

9 Return of Comoanv Propcrtv All r-ccords. files, lists, including, comp~rtcr geiierated lists. drawings, docunicrits. equipnicnt and  similar itcms rclatiiig 
to tlie business of tlie Compny and its Affiliates whicli tile Executive shall piepaic or receive froin the Company or its Aflilintes shall rcniain the sole and 
exclusive properiy of Company and its Affiliates Upon termination of the Executive's cmployment for any reason. tlie Executive shall proiiiptly return a11 
property olCoiiipanv or any its Affliatcs i n  his or her possession Tlic Executive further reprcseiits that lic or she will not copy or causc to be copied. print out 
or cause to be printed out any softwaie, docunients or otlicr materials originating with or belonging to tlie Conip:lny or ally 01 its Afliliates 

10 Acki~owledeeineiit aiid Eiifotcenient Tlie Executive acknowledges that tlic rcstrictions contained i n  this Agrccnient witli rcgards to tlic Exccutive's 
use of Confidential Information and liis or her future business activities are fair. reasonable and necessary to plotect tlie Conipaiis's legitinlate protectable 
interests, pai-ticularly given tlie competitive nature and broad scope o i  the Company's business aiid that of its Affiliates, as well as tlic Executive's position 

its rielits under this Agreement otlier tlian wiiii h]--ntect 
by securing an injunction (a court order proliibitirig tlie Eseccitivc frorn violating this Agrccnicnt). The Executive therefore agrees that the Company. in 
addition to any otlier right or remedy i t  may Iiave, shall be entitled to enforce this Agreenient by obtaining a preliniinaiy and pcrniaiient injunction and any 
otlier appropriate equitable reliei i n  any court o i  competent jurisdiction Tlic Executive aclaiowledges tliat llie recovciy o i  dain:igcs wiil not be an adequate 
nieaiis to icdicss a bleach of this Agrceincnt but nothing i n  this Section 10 shall pidiibit tlic Coiiiprui)~ from piiisuiiig any iciiicdics in a d d i h i  Lo injunctive 
relief. including recover)' of daiiiages andlor any forfeiture or repayment obligations provided for iierein 

. .  . . - . ,  

11 Successors: Binding Agreement 

11.1 I n  addition to any obligations imposed by l a w  upon any successor to the Company, the Coriipa~iy will rcqoiic a11y S I I C C ~ W J ~  (wlicther direct 
or indirect, by puicliase. nierger, consolidation or otherwise) to all or substantially a11 of the business and/or assets of tlie Company to expressly assume and 
agree to perfomi this Agieement in tlie sonic iiiaiiner and to tlic sanic extent that tlie Company would be required to pcrl'onn it  ii no such succession had talmi 
place 
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11 2 This Agieenieiit slia11 int~re to tlie benelit 01 and be eiiforceable by tlie Eseciilive's personal or legal representatives. executors. 
administrators. st~cccssors, heirs dishibtrtees, devisees and legatees I i  the E.secutive slid1 die wliile any niount  would still k payable to the Esecutive 
Iiereundcr (other than aniounts which, by tlicir tcmis, terminate upon tlie death of the Executive) if tlie Esecutive had continued to live. all S U C ~ I  aiiioti~~ts, 
unless otlierwise provided lielein, shall be paid i n  accordance with the terms of tliis Agreernent to l l~e  esecutors. personal representatives or administrators ol' 
the Esecutive's estate: provided, however. such aniounts shall be offset by any aniotints owed by tlie Executive to tlie Company. 

12 Notices All notices or oilier co~niii\inications Iiereiinder sl~all be i n  writing and shall be deemed lo have been duly given (a) ~ l ~ e n  delivered 
personally, (b) upon coiifiniiatioii of receipt when such notice or oilier coninit~~iicatio~i is sent by Cacsi~nile~ (c) one day after tiniely delivery to an overnight 
dclivery coiiricr, or (d)  when delivered or mailed by United States registered mail, return receipt requested, postagc prepaid Tlie addresses for sucli notices 
sliall be as follows: 

To tlie Company 

Duke Energy Coiporation 
Post Office Box 1006. EC3X13 
Charlotte, Noith Carolina 28201-1006 
Attention. Mr Paul Anderson 

With a Copy to: 

Dulte Energy Corporation 
526 Soiitli Church Street 
Chailotte, North Carolina 28202 
Attention. Mr Cliristoplier C Rolfe 

Group Executive and CliieiI-IR Officer 

To the Esecutive: At the most recent address on file i n  the rccords of tlie Company 

Either party liereto may, by notice to tlie otlier. change its address for receipt of notices hereonder 

13 It is tlie intention of the Coinpany and tlie Executive that this Agreement not result i n  unfavoiable tax consequences to tlie Executive tinder 
Section 409A of tlie Code Accoidingly, tlie Executive con~enls to any aiietidinent of this Agreement as the Conipany may reasonably iiiake i n  fhlierance of 
such intention, and tlie Company sliall proniptly provide, or make available to, the Esecutive a copy of such aniendniciit. 
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14 Miscellancous Except as otlierwise provided i n  Section 1 3 liercol, no provision o i  this Agreement map be inodilied. waived or discliarged unless 
sucli waiver. niodificatioii or discliaigc is agieed to i n  writing and signed by tlic Executive 311d the Cliainnan 01 tlic l3o:ird (or sucli offccr as niay be 
specifically designated by tlic Cliairinaii o l  tlie Board) No \vaiver by eitlicr party hereto at any time of m y  bicacli by tlic other party liereto o i  or of any lack 
of compliance with. any condition or provision of tliis Agreetiient to be pcrforined by siicli other party sliall be deemed a walvcr of similar or dissiniilar 
provisions or conditions at tlie same or at any prior or subsequent time Subject to Sections 2 and 21 hcteol, this Agreement supersedes any other agieenicnts 
or representations, oral or otlicrwise. express or implied, with respect to the subject matter Iicreofwhich have becn made by eitlicr party: providcd lio~vcver. 
tlint th is Agieenicnt sliall supersede any agreement setting forth [lie teniis and conditions of tlie Executive's employniciit with tlie Company only i n  the event 
t11at tlic Executive's employment with tlie Company is temiinated during tlie Terni and on or vvitliin two years following a Change i n  Control. by tlie Coiiiperiy 
otlier than for Caiise or Iiy 11ie Escculivc for Good Reason The validity, iiiteipret:~tion. coiisttiictioii and performance of this Agreement sliall be govenicd by 
the laws of tlic State of North Carolina All rcfcicnccs to sections of the Excbangc Act or tile Code sliall be dccmcd also to rcfcr to any SUCCCSS~I  provisions to 
sucli sections Any paynients pnwided lor l icre~~~ider  sliall be paid net of any applicable witliliolding required under federal, state or local law aiid any 
additional ~vitliliolding 10 which the Executive 113s agreed and no si~cli payments sliall be treated as cieditable conipcnsatioii under any otlier employee benefit 
plan. prograin. arrangement or agrccmcnt of or with tlic Conipany or its alliliates The obligations of the Company and the Executive under this Agreement 
which by their iiature niay Iequire eitlicr partial or total perfonliance after h e  expiraiion oftlic Tcrm (including, williout limitation. tliosc under Sections 4 and 
2 1 licreol) sliall suivive sucli expiration 

15 Certaiii L e d  Fees. To provide the Executive with reasonable a s s ~ r a ~ i c e  tltat tlic purposes oftliis Agiceinent will 110i be hstrated by the cost of 
I 

2 b  . . .  !J the 
. . . . .  cn~orcciiie~it, iiic w i i i  

Executive as a result of a claini that tlie Company Iias breached or otiierwisc Piled to pcrfomi its obligations wider this Agrecincnt or any provision Iicreof. 
regardlcss of wliicli poiiy. ii any, prevails i n  the contest: provided. however, that Company shall not be responsible for such fees aiid expenses to tlie ehbnt 
incuned i n  coiincction with a claiiii niade by tlie Executive tliat tlie trier o l  fact in atiy such contesi fnds  to be fi-ivolous or if the Executive is detcnnined to 
liavc breached his or lier obligations under Sections 7; 8, 9. 16. or 17 of lliis Agreenieiit, and provided liirtlier. Iiowevcr. tlie Coiiipmiy sliall not be responsible 
lor such fees or cspciises i n  cxcess of $50,000 iii tlic aggregate 

16 Coonemtion The Executive agIecs t l~a t  lie or she will [ullp cooperate in  any litigation, procecdirig, investigation or inquiry i n  whicli tlie Company 
or its Affiliates may be or bcconic involved Tlie Executive also R ~ I C C S  to cooperate fully with any intenial invcstigntion or inquiiy conducted by or oii bclialf 
of the Cooipaiiy Such cooperation sIia11 include tlie Executive making Iiiniself or hersdl available, upon tlie request of tlie Compeny or its counsel, for 
depositions, coui'l appcaranccs and interviews by Company's counsel The Company shall reiinburse tlic Executive for a11 I casonable and documented out-of- 
pocket expcnses incurred by him or her ii i  con~icction with such cooperation To the rnaxiinum cstcnt pcrinitlcd by law, the Exectitivc agrecs that lie or she 
will notify tlie Board if  lie o r  slic is contacted by any governiiient agency or any otlier person contemplating or maintaining any claim 01 legal action against 
the 
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Company or its Affiliates or by any agent or atlonicy of such peisoii Nothing contaiiicd i n  this Section I6 shall preclude the Executive lion1 providing 
truthful testimony i n  response to a valid subpoena, court order. iegulatory request or as  nay be required by 1:iw 

17 Noli-Disparagenicnt The l?xecutive agrees that lie or she will not niake or  publish, or cause to be made or published, any stateiiient wliicli is, or may 
reasoilably be considered to be, disparaging of the Company or its Affiliates. or dircctors. officers or eniployecs of tlic businesses of the Company or its 
Affiliates. Nothing contained i n  this Section 17 shall preclude the Executive froni providing truthful testimony in  iespiise to a valid subpoena, court order. 
regulatory request or as may be required by law 

18 Validitv: Severabilih The invalidity or unenforceability of any provision of any Sectioii or sub-Section of this Agieement including, but not 
liniited to, any provision contained i n  Sectio1.r 7 hereof. shall not a i k t  the validity or enforceability of any otlier provisioli ofthis Agreement, whicli sliall 
remain in full force and effect. If any provision of this Agreement is held to be unenforceable because of the scope. activity or duration of such provision, or 
the are3 covered thereby? tlie parties hereto agree to niodifp such provision. or that tlie court making such determination shall liavc tlie power to iiiodify such 
provision, to reduce tlie scope, activity. duration and/or area of such provision. or to delete specific words or plirascs tlieieironi, and iii its reduced or nioditied 
fonii, such provision shall then be enforceable arid shall be enl'oiced to the ni:lsini~rm extent pemiitted by applicable law 

19. Counterparts. This Agreement may be executed i n  several counterparts. each of ivliich shall be deenied 10 be an original bul all of wliicli together 
will constitute one and tlie same instrument 

20 Settlement of Disautes All clainis by tlie Evecutwe for betielits under this Agreenient shall be directed to and detcrmned by the Cliainnan ofthe 
Board and shall be i n  wiitinq Any denial by the Clialrnian 01 tlie Board 01 a clarm for bcncfits under t h l s  Agreement shall be delivcied to tlie Executive I n  
wiling and shall set foilh the speciIic provisions of this Agreeiiient relied upon 

2 1 I Aniendineiit to Cincrev Em~lo\wcnt  Agrecnient Tlic Ciiicrgy Eniploynient Agreeinent is hereby amciided, effective as of April 4, 2006, as 
provided on the attached Exhibit I3 This Sectioii 21, Exhibit B and the Cinergy Eniploynient Agreeiiient sliall suwive tlie termination of this Agreenient 
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DUKE E,NE.RGY CORPORATION 
By: \s\ Paul M. Riidersoii 
Name. Paul M Anderson 
Title: Cliairinaii of the Bonid 

\s\ J a m s  L. Turtier 
lames L Turner 
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bXl111311 A 

RFI FASF OF CLAIMS 

1 his RELEASE OF CLAIMS (the "Release") is executed and deliyeled by James I, Turner (the "Eniployce") to DUKE. ENERGY CORPORATION 
(iogeihei with iis siiccessois, "Duke") 

I n  consideration 0 1  the agreement by Duke to provide the Eniployee witli tlie rights, payincnts and benelits under the Change in Contlol Agreenient 
between the Pniplopee and Duke dated (the "Severance Agreement"). the Employee liereby agrees as follows: 

Section 1 Relcase and Covenant The Employec. of his or her own iiec will. voluntarily aiid unconditionally releases and forever discharges Duke, its 
subsidiaries. parents. atliliuies. tfieii diiectors. oflicers, employees, agents. stocldlolders. successors atid assigiis (both iiidividdly and i n  their official 
capacities with Duke) (the "Dike Releasees") lroni. any and all past o r  prescnl causes of action. suits. agicenients or other claims which the Employee, his or 
licr depeiidents, rel:itives, heirs, executors, adnii~iistIaiors. successors and assigns I u s  or may liereafiei liave from the beginning of time to the date hereof 
against Duke oi tlie Duke Releasees upon or by reason of any matter, cause o r  thing \vhatsoever, including, but not limited to, any matters arising out of his or 
her eniploynient by Duke and the cessation ol said employment and including, but not liniited to, any alleged violation of the Civil Rights Acts of 1964 and 
1991, the Equal Pay Act of 1963. ilie Age Discriiiiinaiion i n  E.niploynient Aci of 1967, the Rehabiliiaiion Aci of 1973. ilie Older Workers Benefit Protection 
Act of 1990. the Americans with Disabilities Act of 1990. the North Carolina Eqiid Employnieiit I'roteclion Act and any oilier federal. state or  local law, 

eniployinent This Release sliall not, Iiowever, constitute a waiver of any 0 1  tlie Eiiiployee's 1 ights wider tlie Severance Agreement 
on of 

Section 2 Due Care Tlie Employee ackiiowledges that lie or she lius r-eceived a copy ol tllis Release prior to its eseciition and has been odvised lieieby 
of his oi her oplioriunity to ieview and consider ihis IZelcasc for 21 days piior to its execution The E.niployec fiicllier acknowledges ihat lie or she 113s been 
advised hereby to consult wviili aii ationicy piior to execnting this Release Tlic Eniployce ciiters into tliis Release having freely and knowingly elected, a h  
due consideiation, to execute this Release and to fiilfill the pioniises sei forth liciein Tliis lielease sliall be revocable by the Eniployee duiiiig the 7-day period 
lollowing its execution, and sliall not beconie elfective or entoiceable until the expiration of such 7-day period In the event of such a revocation, t l ie 
Iriiiplo\,ee sliall not be eiititled to the consideration fbr iliis Release set forth above 

Section 3 Nonnssignment of Claims, Proceedings Tlic E.tiiplo)~ee represents and warrants th:it there 113s been no assignniei~t o r  other transfer a i  any 
inteicst i n  any claiiii ~vliicli the Employee inay linve against Duke or anv of tlie Ihke  Releasees The Employee represeiits that lie oi she lias not commenced 
orjoiiicd i n  any claini, cliargc, action or  proceeding \vliatsoevcr against Duke or any ofihe Duke Releasees arising out of or relating to any of tlie matlcrs set 
iorlli i n  this Release Tlie Employee 1Iirtlier agrees that lie or  she will not seek or be entitled to any personal recovery i n  any claini. cliarge. actioii o r  
proceeding wliatsoevei against Diike or any cii the Duke Releasees for any o l  the niatters set forili i n  this Release 
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Section 4 Rcliaiice bv Eiiiplovee Tlie Employee achiowledges tliat. in his cx her decision to enter into this Release. he o r  slie bas not relied on any 
~epieseiit:itioiis. promises or agrcenients of any kind. including oral stateiiieiits by representatives of Duke or any of the I h k e  Rele:~sees. except as set forth in  
this Release and the Severance Agrecnient 

Section 5 Nonodmission Nothing contained in  this Release will Ix: deemed or construed as an admission oiwrongdoing or liability o n  the part of  Dtkc 
or any o i  tlie Duke Releasees 

Section 6 Conimunication of Safety Concerns Notwitlistanding any other provision o l  this Agiccment, tlie Employee rcniains free to report or 
otlienvise coiiiniiiiiicate oily niiclear safety coiicerii. any wor1;place safety coiicenh or any public safety concern to the Nuclear Regulatoiy Coiiiiiiissioii, 
United States Depai-tiiierit oi Labor, or any other appropriate federal 01 state governmental agency, and tlie E~niployee remains free to participate in any federal 
or state odniinis!rative, judicial. or lcgislative proceeding or investigation with respect to any clainis and matters not resolved and terminated pursuant to this 
Agreement With respect to any clainis and niatters resolved and terminated piiistiait to this Agreement, tlie Eniployee is free to participate ii i  any federal or 
stale adiiiinistrative. ,judicial. or legislative piuceediiig 01' investigation i f  subpoeilaed Tlie Employee sIia11 give lluke. tlirough its legal counsel, notice, 
iiicluding a copy of tlie subpoein, williin twenty-bur (24) Iioirrs of reccipl tJici-cof 

Section 7 Goveininrr L a w  'This Release shall be interpieted, construed and governed according to the laws of the State oiNorth Carolina, witliout 
reference to conllicts of iaiv priiiciples tlrereoi 

This RELEASE, OF CL.AlMS AND is executed by tlie Employee aid delivered to Duke on 

E MPI. OY EII- 

Iaiiies L Timer 
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TXlIIBIl I3 

AMENDMEN1 I O  EMPl OYMENT AGREEMENT 

The Eniploynieiit Agreeiiieiit betnwxi Cirieigy Corp . itr subsidiancs and/or its nfiiltates ("Cinergy") and James L Tumer (the "Lxecutive") dated as of 
September 24. 2002, as amended as 01 December 17, 2003 July 19. 2004 and May 9 2005 (the "Cinergy Eiiiploynient Agreement") IS liereby ameiided 
clfective a\ of April 4. 2006 

Recitals 

A Cinergy Corp is pafly to an Agreemeiil arid Dlari o l  Merger by arid ornorig Duke Energy Corporation, Ciiiergy Coip . DCCJ I-Ioldiiig Corp.. Deer 
Acquisition Coqi and Cougai Acquisition Corp , dated as of May 8. 2005 (as amended, the "Mergei Agreenieiit") 

13 Pu~wrarit lo  llie Merger Agreeiiieiit. eKective as oftlie "ElTcctive Tiiiic" (as siich le im is defined in  the Merger Agreement, tlie "Effective Time"). 
Ciiiergy Corp becaiiie a wholly-owied subsidiary of Duke Emigy  Coipxation. foiiiierly known as L>uke Energy Holding Corp , a Delaware corporation 
("Dllh-e Encrf?.") 

- -. 
L 1111: . i r  1 c n f r o c r  Avumum&&lective as 

. .  
... 

. .  
oitilc E l f e c t i v ~  

Y C  

D Duke Energy and/or its al l i l iatcs desire to employ the ~ixeciitivc as of \lie Effective Tiine, and the Executive desires to accept a position with Dulie 
Energy and/or its alliliates 

E Duke Fiicrgy and tlic Executive desire to arncnd tlic Ciiiergy Employnieiit Agreeiiient to reilcct the coiisuiiiiiiatioii o l  tlie mergers coiitciiiplated in 
the Merger Agreenieiit and the parties' agreeiiiciit regarding the continued eiiiployiiient ol the Executive 

Alii cnilni en t 

1 Sectioii l b  oitlie Cinergy Einployment Agreeinent is liereby superseded and ieplaced i n  its entiiety as set forth below: 

"b The E,mploymetit Period of' this Agreeinent will coiiiiiieiice as o i  the Effective Date arid continue until tl~e second miiwrs:iry of tlie Effective 
Time 'I 

2 The first seriteiice of Section 2a of' [lie Ciiiergy E.niployriiei11 Agreenieiit is liereby superseded and replaced as set faith below. 

"Tlie Executive will serve Duke Energy and its affiliates as Group Executive and Chief Coniniercial Officer U S Franchised Electric & Gas ol Duke 
Energy and lie will liave sucli responsibilities, duties, and autlioritv as arc customarp for soilleone of that position and such additional duties, consistent 
with his position. as way be assigned to him from tiriie to time during the Eiiiploynierit Period by Duke Energy's Board o f  Directors or Chief Executive 
Officer *I 
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3 Tlic first senteiice ofScction 2b 01 tlie Ciiiergl, Eniploynient Agreeiiient is hereby siipeiscdcd and replaced as set hrth below: 

"In coiiiiectioii with the E.xecutive's eiiiploviiicii~ the Exccutivc will be bnscd at the priiieipal executive oilices of Duke Eiiergy in  Charlotte. North 
Carolina 'I 

4 Section 3a of the Cineigv E,iiiploymcnt Agreement is liereby anierided by substituting tlie base salary aiiiouiit or"$346,500" with the amount ol "$561.600" 

5 "  Section 3b(i) o i  tlie Ciiiergy Eiiiployment Agreement is liereby superseded and i-eplaced in i ts  entirety as set forth below: 

"(i)  (1) Welfare Benefits During the Employiiient Period. the Executive sliall be eligible for participation iii and sliall receive all benefits under 
welfare benefit plans. practices, policies and progranis provided by Duke Eiicrgy arid its afliliates to the esteiit applicable gcrierally to other peer 
executives of Duke Energy and its affiliates 

(2) Retirciiient Benelits Duiine (lie 'Iraiisitioii Period Duiirig tlie l'miisitioii Per-iod. tlie Executive sliall Irx: entitled to participate in Ciiiergy's 
savings and retirement plans. practices. policies and progranis on the same ternis and conditions as ivere i n  cn'ect immediately piior to tlie 
Elt'ective 1-iine. as sucli plans. practices, policies and program may be amended from time to tiine for legal compliance and adminisCrative 
purposes. Duiing tlie Tmnsitioii Period, tlie Executive sIia11 coiiiiniie to accriic a ietireiiicnt bendit  under tlie Cincrgy Coip Excess Pension Plan, 
tile Senior Executive Suppleiiicnt portion of the Cincrgy Coq7 Supplemental E.xccutive Retirement P h i  (the "SERP') and Sectioii 3b(ii) of this 
Agreenieiit (collectively, the "Ciiiergy Nonqunlified DB Benefii Plans") piir~iiarit to iliose existing plmis and the Ciiiergy Eniployiiient 
Agreement 

( 3 )  Conversion of SERI'aiid Rclated Betielits At the end of the Tiaiisitioii Peiiod, in cancellation ofthe Executive's iiglit to the benefit that lie 
113.5 accrued (piioi to and diiriiig the Iransition Period) under the Ciiiergy Notiqualified DB Benefit Plans. Duke Energy will ciedii ( i n  a nianner 
that results i n  no constructive receipt and continues to peniiit tax dei'en-al) an aniouiit (the "L uriip Sum Credit") equal to the actuarial present 
value of sucli benetit to a noiiqualilied retircnicnt plan niaiiitaincd by Ihh-e Energy. wliicli actuarial present value sl~all be calculated based on tlie 
saiiie terms and conditions as tliose applicable to otlicr peel executives o i  Duke Encrg\~ and its aililiates who wcre previously employed by 
Cinergy The aiiioiiiit credited lo tlic uonqiialified ietirciiient plan maintained bv L>uke IInergy pursuant to this paragiapli sliall be payable in 
accoidance with the teniis o l  sucli plan. povided. however. tliat iii a11 events tlie Executive shall be entitled to elect (in accordance with 
pmcedures established by Duke Energy and its alliliates) to receive liis wsted benefit iiiidei such plan i n  a single lump sum 

n-2 



papble  within tliirty days lollotviiig his teiniiriatioii ofeinplo\mcnt with Duke Eneigy and its affiliates Tlic portion oi tlie Lutnp Sum Credit that 
is equal to the actuaiial present value of the vesrcd beiielit to \vliich tlie Executive \vas entitled as of tlie end o i  tlie Tnnsitioii Peiiod shall be fully 
vested at  a11 iiiiics, aiid tlie remaining portion of tlic 1,uiiip Sun1 Credit sliall vest. subject to tlie Executive's coiltintling eniploymenl, t ~ p o n  the 
en1 liest to occur of'(i) the second annivei sal? of'tlie Eflecti~~e l-iiiic. (ii) the Executive's death (iii) the E,xecutivc's voluntary teriiiiiiation for 
Good Reason or (iv) the Executive's involunian' tenilii,ation witliorlt Cause 

(4) Retirement Benefits Followine tlie l~nnsition Peiiod During the portion of the E.mploynient Period that follows the Ii:lnsition Period, the 
Execiitivc shall be entitled to participate i n  a11 savings and retirement plans, practices, policies aiid programs applicable gencrallu to other peer 
excctitives of Duke Energy and its affiliates, on coniparable ternis aiid conditions 

6 Sections 3b(v) - (vi)  of tlie Cinergp Eniploynieiit Agreement are liereby superseded and replaced i n  tlicir entirety as set ioith bciow: 

"(v) The Executive shall be gianted, during tlie Employnient Period. cash-based and equity-based awards representing the oppoitunity to earn incentive 
coiiipeiisation on terms and conditions no less iavorable to the Lsecutive. i n  the aggregate. than those provided generally to oilier peer executives of 
Duke Energy and its affiliates In determining wliether the Execi~~ive's inceniive coiiipciisalioii opportunities during the Employnient Period meet the 
~-equircnicnis of the picceding senteiicc, tlicie shall be taken into accoiint all relevant temis aiid conditions, including. without limitation and to the 
elctent applicable, tlie potential value of such awards at niiniiiiuni. target and niariiiiom pel-hnialice levels. and tlie difficulty oi achieving the 
applicable perforniance goals 

(vi) As sooii as administratively practicable lollowing tlie lilfective I m e ,  U u t e  I:.iiergy wiii cause a r e t e ~ m p .  
which awm-d will be evidciiccd by an awxd agieeiiicnt containing custoniaiy terms not otherwise inconsistent witli those described hcrein The 
retentioii award shall pmvide n casli paynient to the Executive. i n  an amount equal to $000,000~ subject to the Esecuiive's continued employment with 
Duke Energy and its allilintes until. and payable upon. tile earlier of tlie second anniversary of tlic Eiiective 1 inie or the dale of the Esecutive's 
Qual i fyi 11% Temi i nation 'I 

7 Section 3c of the Cinergy Einployment Agreement is liereby stiperseded and replaced i n  its eiitiret\I 3s sei lortli below: 

"c. Frinee Benefits. Percluisites and Relocation to Charlotte Duriiig tlic Eniplopnient I'eiiod, tlie Executive shall be entitled to fringe benefits, if any, 
applicable generally to other peer executives of Duke Energy and its affiliates. on coinpiliable tei i i is  and conditio~~s Until the second anniversary ofthe 
Effective Time, Dd;e Eiiergy will reimburse the Executive for costs incurled on account of liis relocation to Charlotte. North Carolina i n  accordance 
with the Dulx Energy relocntioii policies and procedure 
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i i i  effect with respect to otlier peer execiltives o i l l ike  Eneigy aiid its aifiliates wlio u w e  previousl\' employed by Cincrgy. \vIiich policies aiid 
procedures in 110 event will be less favorable than the Relocation I'rograni maiiitaiiied by Ciiiergy iininediatcly prior to tlie Effective 'Time Tlie 
Executivc shall be eligible to reccivc installincnt payments. ii i  the aggrcgate a~no~iiit 01 $1 50.000. iii  consideration for tlie eliininatiori ofthe perquisites 
previously provided by Cinergy, wliicli payiiictits sliall be made over a three-year period i n  accordance with procedures established by Duke Energy 
fioiii time to tinie " 

8 Sectioii 3e ofthe Ciiiergy Employment Agreement is Iicreby ainended by deleting the refeience to "Cincinnati. Oliio" and substituting tlierefore a reference 
to "Cliarlotte, Noitli Carolilia or Cioci~i~tati, Ohio" 

9 Sections 49, ja(ii) and 5a(iii)(7) o l  tlie Cinergy E.tiiployinent Agreement are liereby deleted 

10 Section ja(iii)(3) ot tlie Cinerpy Eiiiployiiieiit Agreement is liereby ameiided bv adding tlie bllowing at tlie end tliereoi: 

"Notwitlistaiidiiig ilie foregoing, the beiieljt that otherwise iwxild be provided under this Sectioii ja(iiiX3) sliall be ieduced. but not below $0, by tlie 
Actuarial Eqiiivaleni oftlie increiiieiitd benefit. if any. provided by Duke Eneigy. pursiiaii~ to Section 3b(i)(3), in  consideration Cool tlie beliefits 
otlicrwise payable to the Executive under this Section 5a(iii)(.3) 'I 

11 Section 11 o l  tlic Ciiicrgy Einployinent Agreement is liereby ainended by adding tlie iollo~ving new siibsectioiis at tlie end tliereol: 

"(uu) Duke Encrey "Duke Energy" nieaiis Duke Energy Corporarion, a Delawarc Corpot-ation. 1;lrinerly known as L)uke tiicrgy I-lolding i o r p  

(vv) Effective Time "ElTective lhiie" has tlie incaning given to tliat tcmi i n  tlie Agieemciit and Plan oi  Meigei, dated as of May 8. 2005, by and ainong 
Dike Energy Corporation. Ciiiergy Corp , Duke I-Ioldlng C o ~ p  . Dike Acquisition Coip . and Cinergy Acqiiisition Corp 

(\v\v) Transition Period "Tiansition Peiiod" ineatis tlie period beginning on the ETiective 1 iine o ~ ~ d  ending oil a date desigiiated by the CliiefExecutive 
Oficer, but 110 later than January 1, 2007 

(1;s) To tlie extent applicable and unless tlie contest cleaily indicates otherwise, (i) any refererice i n  this Agreement to a plan. practice, policy or 
program of Cinergy Corp or its afliliatcs shall iiicludc a w  s~iccesso~ or substihitc plan, practice. policy or program inaintained bv Duke 1,nclgy and its 
aftiliates and (ii) "Duke Eiiergy" sliall be substituted lor cadi iefcrence lierein to "Ciiiergy Corp " or "Cinergy" 
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12 Scction 12 of tlic Cincrgy Eniploynicnt Agreement is hereby aniciidcd by adding the following new Section (i) at tllc end tlicreoi: 

"(J') To the extent applicable. tlie parties intend that tliis Agreement coniply with tlic provisions of Section 409A of llic Codc This Agreement sliall be 
constritcd, administered. and governed in  a nianner cowistent with this intent Any provision tliat would ca~ise any amount payable or bcriefit provided 
under this Agrccnicnt to be includable in  tlic gloss inconic oftlic Executive under Section 409A(a)(l) of the Code shall have no force and effect nnless 
and initil amended to cause such amount 01 benefit to not be so inclt~dable (Lvliicli amendnieiit shall be negotiated i n  good laitli by the parties and sl~all 
iiiaintain. to the masiminn extent practicable. tlie original intent of the applicable provision without violating the requiicments of Section 409A of the 
Codc) Notwithstanding any provision of this Agreement to the contrarp. il the Executive is a "specilied eniploycc" at the time of his "separation from 
scivice" (in each case within the meaning of Section 409A ofthe Code), then any benefits hcrcundcr snbject to Section 409A of the Code that would 
otlietwise be paid or provided during tlie Iirst six months follotving si~cli separation froni service sliall be accimnlated tlirougli and paid on tlic first 
business day following the six month aniiiveaary of such separation ol seivice (or if earlier. the date ofthe Executive's death) " 

I 3 Except as explicitly set forth herein, tlic Cincrgy Eiiiploynieiit Agrecnicnt will remain in  i i i l l  lhrcc and elrcct 
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DUKE 1-NtRGY CORPOMTION 
BY \s\ James E Rogers 
Name lames E Rogers 
Title Chief Executive Ofliccr 

\s\ Jaines L. Turner 
Iaines 1." Turiier 
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Exhibit 10.6J.2 

AblENDR.IENT TO EMPLOYRIISNT AGREERIENT 

I lie I~niploynient Agreenient betweeii Cincigy Corp . its stibsidiaries and/or its aIXliates ("Cinergy") arid Janies L Tumer ( h e  "Eseculivc") h ied  as  01 
Scpteiiiber 24. 2002 (the "Agreeincnt") is liereby amended elkctivc :IS of December 17,2003 

A MEND MENTS 

1 Section 3b(ii) of the Agreement is liereby amended by adding the following new subsection (4) at tlie end tliereol: 

"(4) Special Pavnient Election Withotit a Clianee i n  Control Notwithstanding tlie foregoing, the Executive may iiiake an election, oii a foi i n  provided 
by Ciiiergy. to ieceive a single lunip siini cash payment i n  an amount equal to one-half ofthe Actuarial Eqiiivalent (as defined above i n  Sectioii 3b(ii) 
(3)(D)) of his suppleniciital ietirenient benelit paynble no Inter thar 30 days after tlie date of his terniination of eniploynient In ordet to be effective, tlic 
special paynicnt clcction undcr this Section 3b(iiX4) must be made citlier (A) at least one year prior to the termination oi the Executive's ciiiploynicii~ 
with Ciiiergy or (I)) duiing 2003 and at least six months prior to the terniination or the Executive's employment with Cinergy The lunip stini amoiint 
payable ptiisumit to this Section 3b(ii)(J) sliall be calciilated i n  accordance with tlie provisions of Section 3I$ii)(3)(D) I n  the event an anioiint is paid to 
or 011 bcliali of the Executive pursuant to this Section 3b(ii)(4). siicli payiiicnt shall discharge any liability under this Agrecnicnt to or on bchali of tlie 
Execulivc with respect to one-liall'of the Actiinrial Equivalent (as defined above i n  Section 3b(ii)(3)(D)) of his supplemental retirement benefit 'I 

above 

CINERGY S m m x s .  INC 
By: \s\ Janies E. Rogers 

Jaiiies E. Rogers 
Cliniriiian a i d  Chiel Eseculive Ollicer 

EXECIITIVE 
\s\ Janies L. Turner 
Janies L Turner 

1 



Exhibit 10.64.3 

A MEND ILI E N T  7.0 IS hll'1,O I' R.1 E N T  AC. 1U3 E R.1 E N T  

This Aiiieiidnieiit to tlie l3nployiiient Agreenient ("Aiiiciidiiieiit") is enteied iiitrt by and between lames I.. Tuiner (the "Executive") and Ciiiergy dated 
Ids 19. 2004 

\\'I-lEREAS. Executive and Cinergy entered into an Employnient Agreement dated September 24, 2002 ("Eniployment Agreeiiient"); 

\\'HEREAS, fbi purposes oi successioii plaiining and in order to pi ovide Executive witli broadel experience and eaieec developmenial oppoi-twiities. 
tlic parties believe tliat a reassignment of responsibilities is appropriate and inutiially beneficial. 

N O\V TI I ERISFORE, 

1 Recital A and Section 2(a) or the Einploynient Agreenient is heieby aiiieiided by substituting the plirase "Executive Vice President and Chief 
Financial Ollicer of the Coiiipaiiy" for "Executive Vice President of tlic Company and Chief Executive Officer of the Rcgulated Businesses Unit of Cinergy" 
socli that tlie position held by Lxecutivc sliall be Executive Vice President atid Chief Financial Officer of the Company 

2 This Amendment sliall ievise the specific duties of tlie Executive only, and shall not otlierwise affect the validity or enforceability of the Eniployment 
Agreeinen1 

3 T P - a i i d  . .. . will coiitinue i n  eKect ns provided i n  tlic Employment hgreeineiit. 

4 Capitalized words or terms i i s e d  ~ I I  this Ainendment that are not lieiein defined shall Imve the meaning given to such teriii ~ I I  the Employment 
Agi eciiieiit 

IN WITNESS \\WEREOF. tlie Executive and Ciiiergy linve caused this .4nieiidiiient to be executed as o l  the Effective Date 

CINERGY SERVICES. INC 
BY -- - \s\ James E Rogei s 

Jnines E Rogeis 
Chaimian and Chief Ewcutive Olficer 

EXECUTIVE 
\s\ Jnines L Turner 
laiiies L Turner 



Eshibi t 10.64.4 

A R*IENI)R.JEN'I' TO L; AII'I,OYR3ENT A G M  I31LIENT 

The E~iiiploymciit Agreeinciit between Ciiiei-gy Corp , its subsidiaries aiidior its alliliatcs ("Cinergy") and Iaines L. Tumer (the "Executive") dated 
as o i  September 24. 2002 (the "Agrceinent") is hereby amended pursuant to this aniendnient (the "Ariiendnient") cffcctivc as of tlic completion of tlie Mergcr 
(as defined in  Uie Agreenieiit and Plan of Merger. dated as of May 9. 2005. by and niiioitg Duke Energy Corpolation, Cinergy Corp . Duke Moldiiig Corp , 
I h k e  Acquisition Coip. and Cinergy Acquisition Corp ) In  tlie event h a t  tlie Merger does not occiii, tliis Aiiieiidiiient shall be void ob ini/io and of no 
fiiitlier force and elfect 

r\RIEND RIEN'I' 

1 Section 4(d)(j) oftlic Agrceniciit is hcrcby aniended by substituting tlie word "Cincigy" with tlie wolds "Dtike Holding Corp " 

2 Section 4(d)(ii) of tlic Agreenient is liereby superseded and replaced in its entirety as set rortli below: 

"(ii) (1) l h e  iiiatcrial reduction without liis/lier conscnt of the Executive's authority, duties or rcsponsibilities from tliose in  effect on Map 9, 2005 uiiless 
such reduction is not a niaterial reduction i n  authority. duties or responsibilities from those in effect at any time witliiii the 12 iiioittlis prior to May 9, 
2005 or (2) a niaterial adverse change i i i  the Executive's reporting responsibilities from those in  ekTect on May 9$ 2005 unless such ch3ilge is not a 
iiiaterial adverse cluiige in reporting responsibilities froiii tliose in  effect at any tiiiic witliin tlie 12 montlis prior to May 9. 2005, provided that if 1lie 

rcsptisibilities or a new reporting relationship. the Executive sliall be deemed to liave irrevocably waived tlie riglit to claim Good Reasoii in respect of 
such new autliority, duties 01 responsibilities oi repofling relatioiisliip " 

r..,. . . .  . . . .  t t l i i r t v  . .  (30)  daw of tlic coiiiiiieiiceiiiciit of iicw authorities, duties or . . .  

3 Sectioii 4(d)(iii) oitlie Agreement is hereby siipeiseded and replaced in its entirety as sct lbrtli below 

"(iii) Any breach bu Cinergy or 1 h k e  Holding Corp oi any otlier material piovision of this Agreement: provided, however. tliat if the place of 
perforinonce is cliarigcd to Chailoite, Nortli Carolina or IHoiiston. Texas. no brencli of Section 2b hereof sliall be deemed to liave occurred to the extent 
relating to the place of pcrfoimaiicc " 



4 Scction 4(d) of ilie Agreenicnt is liereby anicnded by adding tlic following new subsection (vi) after Scction 4(d)(v): 

"(vi) 1 lie iailure oi  James E Rogers to continue to seive as Chief Executive Ollicer o i  Lhkc Holding Corp (other ilian as a result of tlie death, 
disability 01 temiinaiion ior cause of lanies E Rogers or his voluiitaiy resignation willlout good reasoii under Iiis employnicnt agreeincnt)." 

5 Secijon 8 oftlie Agreement is hereby amended by adding the following new sentelice as ilic penultiniate sentence o i  Seclioii 8: 

"Notvvitlistanding the foregoing provisions of this Section 8, :my dispute that would otlicrwise be subniittcd to nibitration under ihis Section 8 arising i n  
conncciioii with Sectioii 4(d)(ii) sliall be arbitrated under this Section 8 b s  an indcpcndent natiolially-recogllizcd Iiunian rcsot~rccs consulting f i lm 

mutually selected by the Company and ilie Esectltive within 30 days iollowing tlie Company's receipt of a Notice of Terminatioii froni Ihe Executive; 
provided that if tlie Coinpiny and tlie E.xecuiive do not agree oii a consulting firiii to arbitrate within such 30-day period, the American Arbitration 
Association sliall select a Iiuniaii rcsi3urccs consulting f i r m  to arbitrate and any issue submitted for arbitration pursuant to this Scctioii 8 shall be 
adjudicated in tlic slate in which the Esecuiive is employed by tlie Company or was  employed by the Company iriimediaiely preceding sucli claini. OS 

the case may be I' 

6" Escept as explicitly set forth herein, the Agreelnent will reniain i n  lid1 force and eiicct 

2 



IN WIlNESS WIIEREOF, the Ewcutlve a id  Ciiiergy have cntised this Ameiidnient to the Agreement to be executed 3s 01 the date lirst specified 
above 

CINERGY SERVICES, INC. 
By: is\ Jaliies E. Rogers ~ 

James E Rogers 
Cliairmnn and Chiel Executive OUicer 

\s\ Jnnies L. Tiiriier 

EXECU'I'IVE 

3 



EsIii bi t 10.64.5 

AMENJ3R;IENT TO ER4l'I,OYMENT AGItE.T?A,lENT 

Tlie liniployiiieiit Agreement between Ciiiergy Corp , its subsidiaries and/or its affiliates ("Cinergy") and J:mies L Turner (tlie "E.secutive") dated 
as o i  Septeinbcr 24. 2002. as amended (the "Agrceiiient") is liercby amended clfectivc as of Dccembcr 14, 2005 

Section 3b(ii) of tlie Agieenient is liercby amended by adding the following new subsection (5) at llie end tliereoi. 

"(5) SDecial Clianee i n  Coiitrol Pnvment Election With Resnect to Ainounts Earned and Vested After 2004 Notwitlistnnding anything herein to tlie 
contiary. the Esecutivc may niake an clection duiing 2005, on a Corm provided by Cinergy, to receive a singlc lump sun1 cash payment in an amount 
equal to tlie Actuaiial Equivalent (as defined above i n  Section 3b(iiX3)(D)) of his supplemental retirement benefit (01 tlie reinaining portion thereof if 
payment o i  sucli beiielit 113s alieady coiiiinenced) payable after tlie later of !lie occurrence of a Cliange in Control or his termination of employment If 
ilic E,sccutivc's temiination of employrnent occiii s prior to a Cliaiige i n  Control. paynicnt undei this Subsection sliall be made on tlie fifth business day 
niter tlie occiii rencc o i  a Clionge i n  Control. If tlie Executive's termination of eniployment occurs after the Change i n  Control. payment under this 
Subsection shall occur on tlie litlli business day after sucli termination, or if necessary to comply with Code Section 400A, on tlie first business day 
after the sistli niontli anniversary o i  11ic tcrniiiiation of ciiiploynicnt Notwitllstanding ariytliing to tlic contrars. this Subsection sliall only apply with 
rcspcct to the poi-tion of tlic Esecutive's bciiclit. ii any, wliicli is ticated as "deferred" d'ter Decenibcr 31. 2004 (witliiii tlic mcaiiing oiSection 400.4 of 
the Code (the "Post-2004 LMeriaIs")). and sliall be interpreted accordingly Notwithstanding any otlier provisioii to tlic coiitraiy, {lie Post-2004 
Deferrals sIia11 be administered i n  a iiiaiiiicr that coinplies with the provisions of Section 409A ol  the Code, so as to prevent tlie inclusion in gross 
income of any amount in a tasable )'car that is prior to tlic tasablc year or years in \vhicli such aniount would otherwise actually be distributed or made 
avalluUle IO t l lC L x e c u l l c  nf 3 
Change i n  Control and only i i  llie E.sccutive's leriiiination oi eniployiiiciit occurs either (1) prior to tlie occurrence of a Cliarige iii Control or (2) during 
tlie 24-niontli period coninicncing upoii the occurrence o l  a Cliaiige i n  Control Once operative. siicli special papnierii clectiori slidl override m y  otlicr 
paymii t  elcction niatlc by tlie Esccutive with rcspcct to liis I'ost-2004 I)cicrrals In tlie cvciit an amount is paid to or on bclinlf o i  tlic Executive 
pursuant to th is Subsection. such pasinetit sliall discliargc any liability undei this Agreement to or on bcliall 01 t l~e  Executive with respect io his 
Post-2004 Ileierials I' 

- I . .  



IN WII'NESS WI-IEXEOF, the Esectttive sild Ciiiergy lime co~~scd this Arneiid~~~eitt to the Agrecnieiit to be executed os of the dale lirst spccilied 
above 

CR.II':RGY SERVICES. INC 
By: \s\ James E. Rogers 

.Tomes E Rogers 
Chnirnian a i d  Chief Executive Ollicer 

EXECUTIVE, 
\s\ J~I I ICS L. T I I ~ I I C ~  ~- 
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Exhibit 10.65 

RETIINTION AWXIU, AGREERIEN'I' 

TI-IIS RE.'TENTION AWARD AGREEMENI (the "Agrcc~iic~it"). elfcctive as of April 4, 2006 ( h e  "Date oi Graiit"). is made by and between Dulte 
Energy Corporation ("Duke Energy"). a Delaware coqx>ration, and lanies Turner (tlie "Emplovec"). an employee of Duke Energy Corporation or one of its 
directly or indirectly held inajority oi greater-onwxl subsidiaries or affiliates (collectively relened to Iiereiii as the "Coiiipony") 

1 "  Continaent Aa.;1I"cl 

(a) 

(b) 

Gtnnt of Retention A w a d  I n  consideratioii o i  1Sniploycc's s e n k c  for tlic Company. Lhke Energy lierebv grants to tlic E,mployec tlie 
opportunity to earn a retentioii award (the "Reteiition Award") pursuant to tlie terms of tliis Agrceinent 

Vestiiip Schcclule Subject to earlier loiiiciture as described below, the Retention Award shall become ~ i i l l l ~ ~  vested iri its entirety if the Employee 
is coiitinuously employed by tlie Company from the Ilate oi Grant uiit i l  llic earliest to occur oftlie following dates (i) April 4. 2008. (ii) tlie date 
of tlie Employee's death. (iii) tlie date 011 ivliicli tlic Coiiipaiiy terminates tlie Eniplovcc's cniploynient otlier h i  for C:iuse, irsucli termination 
occurs dui ing tlic two-year period following tlic occurrence of a Cliaiige iii  Conti 01. (iv) llic date oii wliicli the Employee voluntaiilp temiiiiales 
eiiiployment for Good Reason: if such teriiiination occurs dwiiig tlie two-year period following tlie occutieiice o r a  Change i n  Control Where 
used Iierein. the teniis "Cmse." "Good Ileason" and "Change in  Control" shall liaw tlie ineaniiigs given to such ternis i n  Scctioii 9 liereof 

Forfeiture of Retention Awrrrl The 13iiployec s11a11 forfeit his or licr Retention Award iii  its eiiliieiy ii lie oi she cases to remain continuously (c) ~~~~ ~ 

eiiipioyed by tlic Company unt i l  tlic date on whicli tlie Retcntlon Award vests i i i  accoidancc w i t l i  Section I(b) licieof 1 he Eiiiployee also shall 
lbrfeitli15 or liei Retention Award i f  lie oi slie ( I )  reccives severance betielits under oily agreeiiieiit other than this Agieeiiient as a resiiii oC 
tenniiiatioii of employnieiit following the Date of Grant and prior lo tlie applicable vesting dale described i n  Section I(b) liereof or (ii) does not 
tiiiiely execute any waiver of claims i l l  accordarice with tlie Coiiipanv's request :IS a condition to icceiviiig payiiieiit Cor his or lief Retention 
Award. 

w i e n t  of Earned Retention Award Except as ollicrwisc provided herein. i n  tlic event that the Retention Awald becomes fully vested i n  accordance 
witli Section 1 (b). tlie Employee shall be entitled to receive a lump suiii cash paynlent equal to $900.000 Such pa\'mcnt slia11 be made as .so011 as 
administratively pi acficablc followiiig the date oii rvliicli llic Reterifioii A w i d  becomes verkxl 

2. 



3. 

4. 

5 

6. 

I. 

8. 

The Compaiiy shall have the right to deduct iron1 a11 payinelits inatle to tlie Eiiiployee pursuant to this Agreenient such federal. state. local or otlier taxes 
as me. i n  tlic reasonable opinion of the Coiiipmy. rcqiiii-ed to be witlilicld by tlic Coiiipany with respect to such p~wiieiit 

Tr-:itisfi.1-;lhilit\lvxbi!ity The contingeiil riglils set forth in this Agrcemcnl arc not ira~isicrablc othenvisc than by will o r  llic laws ol  descent and distribution. 
N o  Ridit to Continued 13ninlo\.ntent Solely for purposes ofthis Agrcemcnt Employee shall be decincd to be employed by tlie Conipany during all 
periods in which lie or she is receiving benefits under any Conipany-sponsored sliort-tern1 or long-term disability plan or program: provided, however. 
that nothing in this Agieement shall restiict the right o l  the Company to tenilinate the Eiiiployee's emplopiiient at any time rvitl i  or willlout came 

Successors. Tlie teniis of this Agieement shall be binding upon and iiii~re to the benefit of Duke Energy Corporation, its sitccessors and assigns. and the 
Employee and the Eniployee's beneficiaries. cxecntors. adminis~rators. heirs and siicccssors 

Nfisccllancous. Tlie invalidity or inicnforccability of any particular provision of tliis Agreement sliall not affect the otlier provisions of this Agreement 
and this Agreement shall be construed i n  all respects as if siicli invalid or t~ne~iforccoble provision has been omitted Tlic Iieadings ofthe Sections of 
this Agreement are provided Tor convenience only and are not lo serve as a basis lor interpretation or coiistructioii. and s11a11 not conslit~ite a part of Il ik 
Agieement Except to the e?tleiit pre-cmpted by federal law, this Agreement and tlie Eiiiployce's rights wider it shnll be construed and determined in 
accordance with the laws of the Statc oi L>elaware This Agrcenient and tlic Plaii contain tlic entire agreen~cnt and undeistandiiig of llic parties with 
respect to the subject inaner contained i n  this Agieeiiient. and siipersede all prior corririiiriiic~tioiis. representations and ~iegoliatioris i n  respect lliereto. 
Tliis Agreement may be executed i n  counterparts. each of whicli sliall be deeined an original. but all of wliicli togetlier sliall constitute one and the same 

make any and all dcteniiinafions tliercundcr. and its decision sliall bc binding and conclusive upon the Etnployec and his or her legal represcnlative i n  
iespect oi any qiiestioiis aiising under this A, orceiiient 

Wlodifications No change, modification or waivci of any provision of this Agreciiient sliall be valid unless tlic same be iii witiiig and signed by the 
parties 

Source of I'ayincnt Any payments to Employee under this Agrecniciit shall be paid ironi the Company's general assets, and Employee shall liave tlie 
status of a general unscciiied creditor with respect to llie Coiripariy's obligations to nialtc payments 11iider this Agrcciiieiit Employee acknowledges that 
the Company sliall Iiave no obligation to set aside any assets to iund its obligations iiiidcr this Agreement 

Illis Agreement and lo 



9. Cert:iin Definitions 

(a) Cause "Cause" sliall nieaii ( i )  a ninterial failure by tlie E,niployce to CBIT\I out. or nialltasance or gross insubo~dination i n  carrying out, 
reasonably assigned duties or i i is t r~~ct io~~s consistcnt with tlic Einploycc's position. (ii) tlic linal conviction of tlie Employee of a felony or crinie 
involving moral turpitude, (iii) an egregiotts act of dishoncsty by tlic Eniployee (including. witliout limitation, theft or eiiibezzlement) in 
connection with eiiiployiiient, or a malicious action by tlie Eiiiployee to\\& the ciistoniers o r  employees oi  tlie Coiiipany. (iv) a material breach 
by the Eniployee oftlie Duke Energy's Code of B ~ s i ~ ~ e s s  Elhics. or (v) tlic fililure of tlic Eniployee to cooperate iully with governmental 
investigations involviog the Company; pmvidcd, Iio\vevci; that the Coinpaw sliall not have I easoli to terminate tlic Eniplovce's cniployment fol 
Cause pursuant to this Agreement unless the Employee receives wiitten notice from the Conipaiiy identifying the acts or o~iiissio~is constitutiiig 
Cause and gives tlie Employee a .30-day oppoilunity to cwe. if sucli acts or omissions are capable of cuir 

Good Reason. "Good Reason" sliall iiieaii tlie occurrelice (without the Employee's espress Lvritten consent which specilkdly rei'erences this 
Agrecnient) of any one o i  the following acts by Uic Company, or failures by tlie Conipanv to act, unless such act or failure to act i s  corrected 
witliin 30 days following written notice given i n  respect tliereot: ( i )  o reduction iii the Eniployec's annual base solar); (esclusive o i  any across the 
board reductioii siniilarly all'ecting all or substantially all similarly situated einployees). (ii) a reduction in  the Employee's target aniiual bonus 
(esclusive of any across klie board reduction siiiiilarly affecting all or substantially dl similarly situated employees), 01 (iii) tlie assigiiinent to Uie 
Employee ol a job position with a total point value undci the Hay Point Factor Job Evaluation Systcni that is less tlian seventy pcrcciit (7096) of 
tlie total point value of the job position lield by the Executive on the Date oTGrant: provided. ho\vcver, Ilia1 ill the event tliere is a claini by tlie 

concliisively determined by tlie I-iayCroup (or any siiccessoi- diereto) or i i  such entity (01- any successor) is no loiiger i n  existence or will not 
serve, a consulting fimi mutually selected by the Compaiiy and the Eniployee or. i f  none, a cons~~lting fimi drawn by lot lioni t ~ o  notionally 
recognized consulling fimis that agree to serve and that are nominated by the Compaiiy and the Employee, respectively (such coiisultiiig lirm, the 
"Consulting Firm") under sucli procedures as the Consulting Fimi sliall in  its sole d i s c d o i i  cstablislt. provided 1'ui.tliei that such piocedures shall 
alTord both thc Company and tlic Eniploycc a11 opportunity to be Iicard: 

(b) 

bniptoyec inai i n f l  I .  8 ' "  he 



arid l'iirllier ptovided, Iiowever. tliat the Coinpaiiy and the Einployee slia11 use their best el'iorts to enable and canse the Coiisulting Fimi to ti~ake 
such dcterminatiori witliiii tliirty (30) days of the Employee's claim of such an assignmcnt The Eniployec's continued employnient slid1 not 
constitute consent to, or a waiver of rights wit11 respect to, any act or faiinre to act constituting Good Reason herennder 

Change in Control "Cliange in Control" shall have the nietiriirig giveii to such temi in the I h k e  Energy Corporatiori IO98 Loiig-Term Inceiilive 
Plan. provided. ho\vever, that for purposes of clarity, no Change i n  Control shall be deenied to liave occurred i n  connection wit11 any transactions 
or eveiits resnlting froin the separation of the Conipany's gas and electric businesses or iii  connection with the tTansactions occnrring p ~ r s n a ~ i t  to 
the Agreeiiicnt and Plan of Merger dated as ol May 8. 2005 by and aiiioiig Duke Energy Corporation. Cinergy Corp , Deer I-loldiiig Corp . Deer 
Acquisition Corp and Cougar Acquisition Corp , as it may be aniended 

(c) 

IN WITNESS WI-IEREOF, this Agreenicnt has been cxccnted by the parties ell'cctive as of the date sct forth iiereiii 

EMPLOYEE DUKE ENERGY CORPORATION 
Signature: \s\ James L. T imer  -- \s\ Karen It. Feld .__ By. 



Eshibit 10.66 

E kl PLOY M EN ?' A GRli E RI ENT 

This EMPLOYMENT AGREEMENT is  made and entered in lo  as oftlie 15th day oi November, 2002 (the "Effective Date"). by and between Cinergp 
and Marc E Manly (tlie "Esecuti\d') This Agreement rcpiaces and supersedes any and all prior employment agreements between Cincrgy and the Executive 
The capitalized words and ternis used t1~rougliout this Agreement are defined i n  Section 1 1  I 

Recitals 

A Tlie Executive is cunently seiviiig as Executive Vice 1)resident and Cliief Legal Ollicer of tlie Company, and Cinergy desires to secure tlie continued 
einployinent ofthe I-xecutive i n  accordance with this Agreenient 

13 The E.xecutive is willing to continue to leniain i n  tlie employ orCiiieigy oii the ternis and conditions set forlli i n  tliis Agreenient 

C Tlie parties intend that this Agi cement will I eplace and supersede any and all prior eniploynient agreements between Cinergy (01 any eompooent 
conipatiy or business unit 01 Cinergy) and tlie Executive 

A weement 

I n  con~ideration ol the inutultl promises, covenants and agreements set forth below, the parties agree as lollows 

1. I h p l o ~ w i e n t  and TeIni. 

a Cincrgy agrees to eniploy tlie Executive. and the Executive agrees to reiiinin i n  tlie employ of Cinergy, in accoidnnce with tlie temis and 
piuvisions of this Agrcement, for tlie Employtnent Period set forth in  Section l b  7 he parties agree that the Company will be responsible for 
ca~rying 0111 all o i  the promises, cove~iants, and agreements of Cinergy set ioidi i n  this Agieement 

Tlie Employment Period o i  this Agreement will coninience as oltlie Effective Date and continue until December 3 1 .  2005. prnvided tliat. 
coiiinicncing on Deceiiiber 31, 2003, and on each subsequent December 31. the Employment I'eriod will be eh~cnded for one (1 )  additional year 
unless either paify gives the otliei parly writfen notice not to extend this Agreenient at least ninety (90) days belore tlie extensioil would 
d i e 1  wise become eiiective 

b 
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2. Duties and Powers of Executive. 

3 Position The Executive will serve Cinergy as Executive Vice I'iesident and Chief I..cgal Ol'licer of the Compaiiy :uid lie will have such 
responsibilities. duties, and authority as we customary for soiiieonc of that position and such additional duties, consistcnt with his position. as 
may be assigned to him from time to time during tlie Employment Period by tlie Board ol Directors or the Chief Executive Officer. Executive 
sljall devote strbstantiall,y all o i  E.xcciitive's business time, efhrts and attention to the performance of Executive's duties under this Agreeiiient; 
provided. Iioivever, that this rcquirenienl shall not preclude Executive froni reasonable participation i n  civic, charitable or professional activities 
or tlie management of Executive's passive iiivcstnicnts. so long :IS sucli activities do not materially intcrfei= with tlic performancc of Executive's 
duties tinder this Agreement 

Place of Perfomiance 111 connection with tlie Executive's employiient, the Executive will be based at tlie principal executive oilices of Cinergy. 
221 East Fourth S t i w t ,  Cincinnati. Ohio ept for required busincss travel to an extent substantially consistent with the presciit business travel 
obligations of Cinergp cxccutives who liavc positions oi  autliority comparable to that of tlic Executive, tlie Exccittivc will iiot be required to 
ielocate to a new principal place oi  business that is more tlian thirty (30) miles froni such location 

b 

3. Coiii~e~isatio~i. Tlic Exccutive will reccivc the following compensation for his services undcr tliis Agreement 

a & Tlic Executive's Annual Base Salary. yayable i n  pro rata installments not less often than semi-monthly, will be at the annual rate of not 
' 1 - M  serve to limit or reduce BUY other obliaation of Cinergy under this 
Agreement The Annual I3ase Sal31y will not be reduced except io1 across-the-board salary reductions similarly affecting a11 Cinergy 
manapeirient liersoriiiel I i  Ariniial Base Salaiy is iticreascd or reduced during rlie Eniploynieii~ Period, tlieii such adjusted salary will tliereaiter lie 
tlic Annual Base Salary for all purposcs undcr tliis Agrccnieiit 

Rctilcnicnt. Iiiccntive. WclCae Bciiclit Plans and Otlicr Bencfits 

(i) 

b 

During the Eiiiployment Period, tlic Executive will be eligible, and Ciriclgy will take a11 necessary acfioii to came (he Executive to 
bcconie eligible. to participate i n  short-temi and long-term incentive. stock option, restricted stock, pcrforiiiancc u n i t  savings, retirement 
aiid welfare plans, practices. policies and progr:inis applicable geiierally to other senior executives of Cinergy who are considered Tier I1 
cxcctrtives for conipcnsation purposes, cxcept with respect to any plan, practice, policy or progiani to wliicli tlic Executive lias waived his 
iiglits iii writing 'The Executive will be a participant i n  the Senior Executive Supplenient portion of the Cinergy Corp Suppleniental 
Executive Retircnient Plan (die 
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"SERI'") and tlie Excutive will ieceive a supplcmental retil-entent benefit liereunder in an amount eqnal to the excess of the amount that 
lie would be entitled to receive under the ternis 01 the SE.RP i f  his "Total l'ay Replacement Percentage" tlieieunder were equal to the 
product oflive percent (5%) and tlie n u n i l w  of liis years of "Senior Executive Service" not i n  excess of 15 ( i n  wliole years) as of thc 
applicable date over the mount to wllicli the E.xecutive is actually entitled pursuant to tlie t e r m  of the SERP as oftlie applicable 
date The supplenienul retircnlent benefit described iii tlie preceding sentence sliall be payable i n  accordance with the leiins of the S6RP 
(including any applicable vesting scliedule) and shall be treated liereunder (including for purposes of Section 5a(iii)(3)) as if it were 
payable under tlie SE,RP Notwithstanding the foregoing. i n  no event sliall tlie snm ofthe supplemental retirement benefit described in 
this Section 3 q i )  and the Execolive's total aggiegate :iiiiiual benefit under the SERP exceed 60?/0 of tlie Executive's I-lighest Average 
Earnings 

(ii) Suoi~lernental Retircment Benefit 

( I )  Amount. Foiiii.  Tiiiiinr! and Method of Pavnient. If the Executive retires from Cincrgy after reaclling age 62, tlie Executive will be 
entitled and fiilly vested i n  a suppleinental retirenient benefit in  an amount wliicli. when espiessed as mi arinual aniount payable 
during tlie life ofthe E,xecutive, sliall equal llie excess of ( I )  60% of the E,xecutive's Highest Average Earnings over (2) his total 
aggregate annual benctit, payable i n  tlie form o i  a single life annuity to tlie Executive, under Section .3b(i) liereof and under all 
Executive Retircnicnt Plaits Except as described below, the form ( e  g . the 100% joint and survivor aiiiiuity form of benefit), 
timing, and nietliod of payment oftlie supplcnieiital retircnient benefit payable under this Paragraph will be the same as those 
GI aCCOll1lt tl1e 
actuarial t'actors contained i n  tlie Pension Plan, provided, Iiolvevcr, that such benefit sliall not be actuarially icduced for early 
CollllllellCelllellt 

Death Benelit If tlie Executive dies alkr reacliiiig ape 62 but prior to his retirenient fiom Cinergy, and if liis Spouse. on the date of 
his death. is living on the date die first inst:dlnient oftlie silpplemental retirement benefit would be payable under this I'aragrapli, 
the Spouse will be entitled to receive tlie suppleiimital retirement benefit as a Spot~se's benefit. Tiic forni. timing, and method of 
pnynieiit o i  any Spouse's beneljt under this Paragr:ipli will be tlie mnie as those applicable to the Spouse under tlie Pension Plan, 
and the amount of such benefit sliall be calculated after taking into account tlie actuarial factors contained i n  the Pension Plan. 
provided. however. that such benefit sliall not lx actuarially reduced for eaily coiiiiiieiiceiiieiit. 

(2 )  
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( 3 )  Special I'awneiit Election Effective Upon a Clianne i n  Contiol Notwithstanding the foregoing. tlie Executive may make a special 
payment election with respect to liis supplemcntal retircnient benefit ( i f  any) i n  accordance with tlie following provisions: 

(A) Tlic Eseciitive may elcct. on a form provided by Cinergy. to ieceivc a single lump suiii cash payinent i n  an amotint equal to 
the Actuarial Equivalent (as defined below) 01 his supplcmental retireiiieiit benefit (or tlie Actuarial Equivalent of the 
iemaiiiiiig paynieiits to be made i n  connection witli liis supplciiiental retirement benefit i n  the event that payment of his 
supplemental rctiienient beiielir has alrendv comnicnced) payable no Inter than .30 days after [lie Inter of the occcirrence of a 
Change i n  Control or tlie date of liis tcniiination of cniploymeiit 

Such special pnynient election shall beconie operative only upon tlie occurrence of a Cliailge i n  Control and only if the 
Esecir[ive's terniinatiori o f  eniploynienl occitis eitlier (1) prior io the occurrence of a Change in  Control or (2) during tile 24- 
iiiontli period coniniencing upon tlie occurimice o i a  Cliange in  Control Once operative, such special payinent election slid1 
override any other paynient elcctioii made by the Executive with respect to his siippleinentnl retirement benefit 

I n  order to be eifcdve, a special paynieiit election (or withdrawal of that election) must be made either piior to tlie 
occurrence ot a Potential Cliange i n  Contiol or, witli tlie consent oi Cineigy, during tlie 30-day period coniniencing upon the 
occurrence oca Potential Cliaiige i i i  Control In  the event tliat a Potential Change i n  Control occurs and subscqueiitly ceases 
to exist, othei, h i  as a resrilt o r a  Cliaiige i n  Coiitiol, sucli Potential Change in Control shall be disregaidcd for purposes of 
this Section. 

In the event that tlie Executive makes a special payment election and pursuant to tlint election he becomes entitled to receive 
a single lump suiii cash payment pursuant to this Section payable & to tlie coiiiiiieiicenieiit of liis supplemental retirenieiit 
beticlit in another iorni of payriicnt. tlie Actuarial Eqitivaleiil of his siippleinental retireiiieiit benefit sIia11 be cdculatcd based 
0 1 1  tlie following assuniptions: 

(13) 

( C )  

(D) 
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( I )  The form of paynieiit for each of flie Executive's refirenienf benelifs wider Section 3b(i) licreof and under the 
Executive Retirenicnt Plans and the Executive's supplemental rctirenient benefit sliall bc a single life annuity, 

Thc coniniencciiient date for cach of the Executive's retiicnicnt benefits under Section 3b(i) hercof and wider tlic 
Executive Retirenicnt Plans and the Esccutive's supplemental retirement benefit shall be tlic first day of the calendar 
niontli coincident with or next iollowiiig his temiinatioii o i  eniploymcnt: 

The tcnn "hctiiarial E,qiiivalent" 113s the meaning given to that term in tlie Pension Plan with respect to lump st1111 

payments. and 

(IV) The amount ofthe Esccutivc's siipplcmcntal retirement benefit shall iiot bc actuarially reduced for early 
coninieiicenieiit 

111 the event that the Executive makes a special payment election and purstiaiit to that election lie is entitled to receive a 
single lump siini cash payment payable & tlic coninienceiiieiit o i  his siippleniental retirement benefit i n  aiiotlier forin of 
payiiieiit liis lump siini cash pnynient sliall be cqiial to tlic Actiiai-ial Equivalent (as that tcrni is used i n  tlic Pension Plan with 
respect to Iiinip siiiii paynicnts) of the rciiiainiiig paynicnts to be madc in coniicction with his supplemental retirement 
benclit 

(11) 

(111) 

( E )  

( in )  IJpon 111s retircnicnt on or after having become fiilly vested 111 Ins benefit under tlie Pension Plan. the Fxecufive w ~ l l  be eligible for 
coniprclicn~i~e nredrcal and dental bcricfils wliicli are not niatcnally difkrent Iroin tlic bcnclh provided to retiree5 iinder thc Cmergy 
Coip Wclfaie 13cnefits Program or any siniilni prograni or sticcessor to tlint program I or purposes of detcrmnitng tlic amount of the 
nioiithly picniiunis due Iiom tlie Executive. the Executive w i l l  receive Iron1 Cinergy the i i i a x ~ n i ~ ~ ~ i i  subs 1 available as of the date of Ills 

retilenient to an active Cincrgy employee with tlie sniiie nicdical benefits clnssilicatioii/eligibility a\ the wutive's niedical benelits 
classilicatioii/cl~gibilit~~ on the date of h i s  ietircinciit 
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( iv )  The 'L;secvtive will be a piticipaiit in tlie Annual I i icentive Plan and will be paid puisuant to the teriiis and conditions of that plati. 
sub.ject to the lollowing: (1) Tile niaxiiiiuiii aiinual bonus shall be not less than one hundi-ed five percent ( l O j ? h )  of the Ikcut ive 's  
A~iiiual Base Salary (the "Maxiriiiini Aiiriual Bonus"): atid ( 2 )  The target aiiiiiial bonus slinll be i ~ o l  less than sixty percent (60010) of the 
Executive's Aiinual Base Salary (tlie "Target Annual Bonus"). 

The E,xeculive will be a par~icipaiit iii the l.ong-Temi lncelltive Plan (the "L.TIP"),  and the E.xecutive's aiinualized target award 
opportunity under tlie LTIP will be equal to no less tliau ninety percent (9046) o i  his Aiiiiual Base Salary (the "Target L.TII' Bonus") 

For purposes of Sections 3b(iv) and 3b(v). the Executive's Annual Base Salary for any calendar ycar shall be increased by the aniount of 
any Nonelective Etnployer Contiibutions mode on belioli of tlie Executive during siicli calendar year under tlie 401(k) Excess Plan 

( v )  

(v i )  

Fringe Benefits and Perquisites Doiiiig the Employment I'criod, the Esecutive will be elititled to the lollowing additional fringe benefits i n  
accordance with the teniis and conditiolis 01 Cinergy's policies and practices for such fringe be~lefits: 

(i) 

c 

Cinergy will iuriiisli to the Executive a11 automobile appropriate for tlie Executive's level of position. 01, at Citiergy's discretion, a cas11 
allowaiicc of equivalent value Ciitergv will also pay all of tlie related expenses Cor gasoline. insurance, maintenance. and repairs. or 
provide foi such cspciiscs within the wsh allowance All benefits provided pursuant to h i s  Sectioii 3c(i) shall be provided i n  accordance 
with geiierally applicable pi-ocedures established irom t ime to t ime by Cinergy in its sole discrction 

(11) Cinergy wil l  pay tlie ~nit iat ioi t  fee and !lie annual duer. assessments. and other ~iieiiibersliip charge.; of the Executive for niembersliip 111 a 
coirntry cl~rbselcctcd by thc F\ccutive 

(iii) Cinergy will provide paid vacation for four (4) weeks per year (or such longer per-iod for wliicli E.xecutivc is othenvise eligible under 
C i iiergy's pol icy) 

Cinergy will iuriiisli to the Executive ~ I I I I I I U I  liilancial planniiig and tax preparation scnrices. piovided. Ironwer, that the cost to Ciiiergy 
o i  siicli services shall not exceed $1 5.000 during any thirtysix ( 3 6 )  consecutive nionlli peiiod Notwitlistanding the preceding sentence, 
in  tlie event any pnyment to tlie Executive puisu:lnt to this Section 3c(iv) i s  subject to any federal, state, or local income or eiiiployriient 
taxes. Ciiicrgv shall provide to tlic lixccutivc an additional payment i n  an amount necessary such tliat after paynient by the Esecutive of 
all such faxes (calculated after assui~iirig that the Executive pays siicli taxes fcx the year in  which Il,e benefit occurs at the highest 
iiiaiginal t:ix rate applicable), including tlic taxes imposed on the additional paynient. the Executive retains an aiiiount equal to the belielit 
provided pursitaiit to this Section 3c(iv) 

(i!*) 
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( v )  Cinergy will pay to relocate the Executive and his iniiiiediate ianiily to the Cincinnati, Ohio area under the teiiiis oi tlie Relocation 
Program 

Cinergy will provide othci fringe benetits in accoidancc with Cincigp plans, practices, progrclms. and policies i n  effect from time to time. 
coniiiietisiirate with his position and at least compamblc to those received by otlier Ciiiergy Tier I1 executives. 

(vi) 

Expenses Cinergy agrees to reimburse the Execiitive for all expenses, including those for travel and eiitertainmeiit, properly incuned by liini i n  
the perfonnaiicc of liis duties under this Agreement i n  accordance \villi tlie policies establislied from time to time by tlie Board of Directors. 

Relocation Beiielits Following terniiiintion of tlie E.xecutive’s criiploymeiit for any reason (otlier Illan death), the E,xecutive will be entitled to 
reimburscment froin Cinergy for the reasonable costs o l  relocating from the Cincinnati. Ohio, area to a new primary residence in  a nianticr that is 
consistent with the ternis of the Relocation I’rograiii Notwithstanding the foregoing, if the Executive becotnes elnployed by another employer 
and is eligiblc to I eceive relocation benefits under another eriiployer-provided plan. any benefits provided to the Executive under this Seclioii 3e 
will be seeondanl to tliixe provided under the otlier employer-provided lelocation plan The E.secutive must report to Cinergy any such relocation 
bciicfits that lie actually reccivcs under aiiotlicr cmployer-provided plan. 

Stock Options and Stock Apprcciatioii Rielits Notwithstanding Section 5d. upon the occui I eiice of a Changc in Control. any stock options or 
stock appreciation riglits tlien licld bv the Executive pirrsunn~ to the LTII’ or Cinergy Corp Stock Option Plali shall. to the extent not otherwise 
provided i n  the applicable Stock IWatcd Documents, become ininiediately exercisable I f  the Executive terminates employment for any reason 

options or stock appreciation rights tlien held by tlie Executive pursuant to tlie LTlP or Cinergy Corp Stock Option I’lati shall, to the estent not 
otlierwise provided i n  \lie applicable Stock Related l~ocunierits. reinnin exercisable i n  accordaiice with their ternis but i n  no event for a period 
less tliilii the lesser of( i )  tlii-ccc inoiitlis following sucli termination o i  eiiiplovment or (ii) the reniairiing tertii of such stock option or stock 
appreciation right (wliicli I ciiiaiiiing tcrin shall bc dctcrmiiicd witliout regard to such teniiiiiation of eiiiployinc~it) 

d 

c 

f 

'sot? 
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4. 7'etinin:ition of E ~ i ~ p l o v ~ ~ i c n f .  

:I 

b 

Tlie Executive's employment will terminate autoiiiatically upon ilie Executive's death during tlie Fiiiploymeiit Period 

Bv Ciiierev for Cause Cinergy may terininate the Executive's eniploynieiit duiing tlie Employment Period for Cause For purposes of this 
Einplovineiit Agieeiiicnt, "Cousc" means tlie following: 

(i) The willful and continued lailurc by the Executive to substantially p c r f o n  the Executive's duties with Cinergy (other than any sucli 
failure resulting fiom the Executive's incapacity due to physical 01 mental illness) tliat, i f  curable, lias not been cured within 30 days after 
tlie Board of Directors oi tlie Clliei E,secutive Oflicei 113s delivered to tlie Executive n wiitten deinand for subs1anha1 performance, wliicli 
demand specilically idcntifies the iiiaiiiicr in wliicli tlie Esccutive lias not si1bsta1itia11~~ performed his duties. This event will constitute 
Cause even if tlie Executive issues a Notice of Teriiiiiiation for Good Reason pursuant to Section 4d after the Board of Directors or Chef 
I!.xecutive Oflicer delivers a written demand for substantial pertbriiiance. 

'I lie breach by tlie E.xecutive of tlie coillidentinliiy provisions set Ibrili iii Section 9 

The convictioii oT the E.secutive for ilie coinrriissioii o fa  I'elony, includiiiy the entry of a guilty or nolo conleiidere plea, or any willful or 
grossly negligent action or inaction by tlie Executive that lias 3 niaterially adverse effect on Cinergy. For purposes of this defiiiition o l  
Cause. no act, or failure to a c t  on tlie Executive's port will be deemed "will id" unless i t  is done, or omitted to be done. by the Executive 
in bad faitli and witliout reasoliable beliei that ilie Executive's act. or i>ilure to act, was in  tlie best interest of Ciiiergy. 

Notwithstandiiig tlie foregoing. Cincrg>! sliall be deemed to have not terminated tlie employment o i  tlie Executive for Cause unless and 
unt i l  there sliall Iiave been delivered to llie Eseculivc a copv of a rcsolittion duly adopted by tlie affirmative vote of not less than a 
nia,jority of the 13oaid tlwi iii olIicc at a meeting o i  the Board called and held for sucli purpose ( a h  reasonable iiotice to the Executive 
and an opportuiiity for the Executive, together with liis counsel. lo be lieaid by tlic Boaid). finding that, in the good faith opinion of the 
Board, the E,xecutive liad coinniitted an act set forth :ibove in this Section 4b and specifying the particulars thereof iii detail 

(ii) 

(iii) 

(iv) 
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c. B\i Ciiierw Without Cause Cinergy may. upon at least 30 days advance written notice io the Esecutive, terniinate the Execuiivc's eniployniei~l 
duiing tlic Employincnt Period [or a reason otlier tlian Cause. but tlie obligntioiis placed tipoii Ciiiergy i n  Section 5 will apply 

By tlie Executive fool Good Reason Tlic Esecutivc inay terniiiiatc his eiiiployincnt during tlic Etnploytiicnt Pcliod for Good Ileason For piirposcs 
oi  this Agrceiiieiit, "Good Reason" iiieniis tlic I'ollowing: 

(i) (1) A reduction i n  tlie Esccutive's Anntial Base Salary. except for across-the-board snlary reductions similarly afl'ectiiig all Cinergy 
~iiaiiagenieiit personnel, ( 2 )  a rediiction i n  the amount oi the Executive's Masimum Annual Bonos tinder the Annual Incentive Plan: 
except for across-tlic-board Maxiininn Annual Bonus reductions similarly alYccting a11 Ciiicrgy nianagciiicnt personnel. or (3) n rcdiiction 
i n  any otlier knclit or payment described in Section 3 oi this Agreement. except I'or changes to the eniployee benefits programs generally 
affecting Ciiiergy nianagenient person~ici. provided tliat tliosc cliangcs. in the aggreg:tte. will not res1111 in  a ni:iterial adveise cliange with 
respect to tlie benefits io which the Esecntivc was cntitled as of the Eli'ectivc Date 

(1) Tlie mateiial rcdtictioii withoui his consent 0 1  tiic ilxecuiive's title. 3uIIiority, dillies. or respoiisibilities from ll~ose i n  effect 
imniediatcly prior to tlic icduction. (2) i n  the event tlie Executive is or beconies 3 nicnibcr oi the Board dining tlic Employincnt Period, 
the hilure by Cinergy witlioui tlie coiisent oTtlie Executive to no~iiin:~ic tlie 15secuti\~e loi re-electioii to the Board. or  (3 )  a material 
adverse change i n  tlic Esecuiive's reporting responsibilities 

Any breach by Cinergy o l  any otlier inaterial provision ol  this Agieeiiient (including but riot Iiniiicd to the place of perforinnnce as 

The Executive's disability due io physical or nicntal illness or injuiy that piccludcs tlic Escctitivc lrom perfoniiiiig aiiy job for uvliich ]IC i s  
qualified and able to pel Torin based iipoii his education. training o r  experience 

A lailure by tlie Company to rcquirc any successor ciitit\i to the Conipmi\~ specilicalls to assiinie i n  writing a11 of the Colnporiy's 
obligations to the lisecntivc tnider this Agreenicnt 

d 

(ii) 

(iii) 

(iv) 

I _  . b}'GintrcctmSctttsrr;1';). 

(v) 

For pinposes of deterniiiiing \vhetlicr Good Rcasoii exists with respect lo a Qualifying Teriiiination occurling on or within 24 tnonths following a 
Cliarige in  Control, any claiin by h e  Executive tlint Good Reason exisls sliall be piesuiiicd to be correct unless tl1e Con1p:lnv establislies to the 13o:lrd bv clear 
and convincing evidence tliat Good Rcasoii does not cxist 

e By tlie Exectitive Witliout Good Reason Tlie Execiiti~c riioy terminate his eniployiiient witliont Good Reason upon prior wiitten notice to the 
Company 
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i Notice of Terniiiiation Any teiniinatioii of the Executive's eniploynient by Cinergy or by the Executive during tlie Eiiiplovnient Period (oilier 
tlian a lei-iiiiiiation due to tlie Executive's death) will be coiiiniuiiicatcd by a written Noiice olTermimtioii to tlie other party to this Agreement in 
accordance with Section 12b Foi piirposcs of this Agreeiiiciif a "Notice oi7emiinaiion" iieans a wriiieii notice that specifies tlie particolar 
provision of this Agreement relied upon and t11at sets foi-tli i n  reasonable detail the facts and circui~~siaiices claiiiied to provide a basis for 
temiinating tlie Executive's employmeiit under tlie specified provision Tlic failmr: by the Executive or Cinergy to set fbrtli in  the Notice of 
Termination any lac1 or circtimsiance that contiibutcs to a showing of Good Reason or Cause will not \vaivc any iiglii of tlic Executive or 
Ciiieigy tinder this Agrceinent or pieclude tlie Executive or Cinergy froiii asseiliiig that fact or circumstance i i i  eiilorciiig iigltts under this 
Agreement. 

Sale of Companv Stock Tlie Executive acknowledges and agrees tliat IIC shall 1101 scll or otlierwise dispose of any sliares of Colnpnny stock 
acquired pursuant to tlie exercise of a stock option. other than sliares sold i n  order to pay an option exercise price or the related ias witliliolding 
obligation, until 90 days alter tlie I h t e  of Tenninatioti Notwithstanding the foregoing. Cinelgs. i i i  its sole discretion, may waive the restiictions 
contained iii tlie previous sentence 

g. 

5. 0bli~;itions of Cinerw Upon Terniination. 

a Certain Terminations. 
I : \  14- >el?>! . .  . ,  . .  . .  . .  ,, > ' . will pa\$ to the Esecutive a l u n ~ p  sun1 atiiowi1, in  casli, eqliol 

to tlie siitii of the following Accrued Obligations: 

(1)  tlie pro-rated portion o i  tlie E,xecutive's Aniiu:il Base Salniy payable tliiougli tlie Date ol'Termination. io the extent not prwiotislp 
paid 

any amoiint payable to tlie Exxiiiivc under the Annual Inccntivc Plan in rcspcci o l  tlie most recclitl\; completed liscal yea ,  l o  ilic 
extent not therelocale paid 

an amount equal to tlie AIP Benefit for the liscal year tliat includes ilie Dale of Termination iiiuliiplied by a fraction, tlie nuiiiernlor 
of Ivliicli is tlie nuniber of days fioiii tlie beginning of t11at fiscal year to and including tlie Date of 'I'erniination and tlie denominator 
of wliicli is tlirec liundred and sixiy-five (365) Tlic All' Benefit component of ilic calculation will be equal to ilie anntlal bonos Illat 
would have been earned by ilie Executive pursuant to any minual bonus or incentive plaii niaiiitained by Cinergy in respect of the 
fiscal year in which occiiis tlie Date of Temiinntion. determined by pro,jectirig Cineigy's peifoiii1ance and otlier applicable goals 
and objeciives for tlie entire f isca l  year based on Ciiiergy's perforinonce during the period of sucli liscal year occurring piior to llie 
Date of Terniiiialioii, and based on sucli other assumptioils and rates as Cinergy dccliis reasonable 

(2) 

(3) 
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(4) tlie Acciued Obligations desciibed i n  this Section h ( i )  will be paid within thirty (30) days after the Date 01 ~l~erniinalioii 'These 
Accnied Obligations are payable to tlic Executive regardless of whether a Change i n  Control has occurred 

111 tlie event of a Qualifying Termination eitlicl piioi to the occurrence o f a  Cliangc ill Control, 01 niore than twenty-four (24) nionths 
iollowing the occurrelice of a Change iii Control, Cinergy will pay t l ic Accrued Obligations. a i d  Cincigy will have the following 
additional obligations described i n  this Section 5a(ii); provided, however. that each ofthe beiielits tiescribed below i n  this Section Sa(ii) 
shall only be provided 10 the Esecutive if, upon presentation io the Executive following a Qualifving lerniinatioii. tlie I~secut i \~e tiinelv 
executes and does not timely revoke tlie Waive! and Release 

(1 )  Cinergy will pay to tlie Executive a lunip siuii amount i n  cash, equal to three ( 3 )  times the sum olthe Annual Base Saloty and tlie 
Annual Boiius For this purpose. the Annual Base Salary will be at tlie rate i n  efiect at the tiiiie Notice of Tern>inalion is given 
(ivitliout givirig effect to aiy reduction in Annual Base Salary. ii any. prior to the teiminalion, other th:ln across-the-board 
reductions), and shall include the amount of any Nonelective Eiiiplowr Coiitributioiis niatle on behalf o l  tlie Executive undel tlie 
401 (k) Excess Plan during the fiscal year iii which tlie Executive's Qualifying Termination occnrs. and die Anllual 13ol10s will be 
the higher of (A) tlie annual bonus earned by the Executive pursuant to aiiy aunud bonus incentive plan iiiainlained by Cinergy 
i n  respect o l  the year ending ininicdiately prior to tlie fiscal year in  whicli occurs tlic LMe of Tcrminatioii. and (B) the annual bonus 
tliat would have bcen earned by the Executive pursuant to any annual bonus or inccntive plaii maintained by Cincrgy i n  respect of 
the fiscal year i n  which occurs the Date oiTeiiiiination, calculated by piujecting Ciiieigy's perforniance and other applicable goals 

1 w a r  o=r.illg nt-ior to the 
Date of Termination. and based on such other ssuniptions and rates as Cincrgy d e e m  reasonable: PI ovided, Iio\vcvcr that fbr 
purposes of Ulis Sectioii Sa(ii)( I)(B). tlie Annual Bonus shall not be less tliati the Target Annual Bonus. iior greater than the 
Masimum Annual Bonus for the year in  which the Date ol Tennination occurs This luilip sum will be paid williin tliirly (30) days 
alier the expiration of the revocation period contained in tlie Waiver and Release 

(ii) 
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( 2 )  Subject to Clauses (A), (B) and (C) below. Cinergy will provide, until the end oftlie Employiiient Period, medical and dental 
benefits to tlie Executive and/or the Executive's dependents at least equal to tliose that would liave been provided if tlie Executive's 
employment Iiad not h e n  terminated (excluding benefits to wliicli the Executive lias waived liis rights i n  writing) The beliefits 
described i n  the preceding sentence will be in  accordance with the medical and welfare benciil plans, practices. progranis, or 
policies of Cinergy (tlie "M&W Plans") as then currently in effcct and applicable generally to other Cinergy senior executives and 
their families In tlie event tliat any niedical or dental benefits or payinents provided pursuant to tliis Section 5a(ii)(2)(B) are subject 
to federal, state, or local income or employment taxes, Cinergy slid1 provide tlie Executive with an additional payment in  the 
aniouiit necessary sucli that ailer pyment by the Executive of a11 siicli taxes (calculated after assuming that the Execiitive pays 
such taxes for the year in wliicli tlie payment or benefit occurs at tlie highest margiiial tax rate applicable). ir1cluding the taxes 
iniposed on tlie additional payment, tlie Executive retains an amount equal to the medical oi dental benefits or payments provided 
piirsumt to this Section 5a(ii)(2)(B) 

(A) If. as oi  the Executive's Date of TeniiinatioiL tlie Executive meets tlie eligibility ~eqr~irenients for Cinergy's retiree niedical 
and welfare benefit plans, tlie provision oftliose retiree medical and welfare beiiefit plans to the Executive \vi11 satisfy 
Cinergy's obligation under this Section 5a(ii)(2) 

I[. as of tlic Executive's Date of Termination, the provision to the Executive of tlic MWW Plan hnefits described in this 
Section ja(ii)(2) would eitlier (1 )  violate tlie terms of tlie MCW Plans (or any related insurance policies) or (2) violate any of 

Q snip rl,-\, elect to 
pay the Executive, in  lieu of llic M&W Plan beiiefits describcd unda this Scctioii ja(ii)(Z), a l imp suiii cadi payincot equal 
to tlie total nioiitlily premiiniis (or i n  tlie case of a self funded plan. the cost of COBlZA continuatioil coverage) that would 
lime been paid by Cinergy for tlie Executive under tlie M&W Plans lion1 the Date of Terniinatioii tliioiigh tlie end o i  t l~e  
Employiiient Period Nothing i n  this Clause will afkct tlie Executive's right to elect COBRA continuation coverage 

(13) 
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tiiider a M&W Plan iii  accordance with opplicable law, and Cirtergy will iiiake tlie paynieiit described i n  t11is C l a ~ ~ s e  wlietlicr 
or not tlie Executive elects COBRA coiitiriuation coverage, and whether or not the Executive receives Iiealth coverage from 
ariotlier cniploycr 

I f  the Executive becomes employed by another employer and is eligible to lcceive medical or other welfare benelits under 
another employer-provided plan, any benefits provided to the Executive under the M&W Plans will be secondary to those 
piovided under tlie other employer-provided p h i  during the Executive’s applicable period o l  eligibility 

(C) 

(.3) Cincrgy will pay the Exccutive a lump sum amount in  cash, equal to $15,000 in  order to cover tax counseling services tliroiigh an 
agency selected by tlie Executive I n  tlie event any payment to the Executive pursuant to this Section 5n(ii)(3) i s  subject to any 
federal. state, oi local income or en~ployment laxes, Ciiiergy sliall provide to the Executive an additional paynieiil i n  an amount 
necessary such that after payiiient by tlie Executive of all such taxes (calculated after assumi~ig that the Exccutive pays such taxes 
for the yea1 in  wliicli his Date of Tcriiiinatioii occuis at the highest marginal tax n te  applicable), including the taxes iinposed 011 

the additional paynient, the Executive retains an amount equal to the payment provided pursuant to this Section h( i i ) (3)  Such 
payment will be transferred to tlie Executive tvitliin thirty (30) days of the expiration of the revocation period contained in  (he 
Waivcr and Relcase 

( i i i )  In the event ofa Oual ng Tciniiiiation duiiiig the twenty-four (24) month peiiod beginning upon the occuireiice of a Change i n  
Control. Cineigy w i l l  pay i i e  Accrued O b l i g a t k i  listed i n  Sections %(i)(l) mid (2), Cinergy wi l l  pay tlie Accrued Obligations listed i n  

Section Sa(1)(3) (but only if wcli Qualifying Tcnninatron occurs alter tlie calendar year i n  which occurs such c,iiange in C o n t i w i d  
Cincrgy will have tlie following additional obligatiolis described i n  this Section 5a(iii), provided. however, tllat each of the bciiefits 
described below in  tlus Section 5a(iii) shall only be provided to tlie Executive if, upon presentation to tlic Executive following a 
Qualifying Teriiiinatioii. the Executive liniely executes and does not timely revoke the Waiver and Release 

( I )  Cinergy will pay to the Executive a lump swii sevetnnce payment, i n  cash, c q d  to iliree (3) tiiiies the higher o l (x )  the sun1 oftlie 
E.xecutive’s cunent Annual Base Sal:lry atid Target Annual Bonus and (y) the sum of  the Executive’s Aiinual Base Salary i n  effect 
immediately prior to tlie Change i n  Control and the Change i n  
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Control Bonus For purposes of tlie prcccdiiig scnteiice tlic Ewcutivc's Annual Base Snlaiy on any givcii date slid1 include the 
aiiiount ot any Nonelective Eiiiployer Coiilributlons made oil beliall of the Fvecutive under tlie 401(L) Excess Plan dunng the 
fiscal year i n  wliicli such date occur\ Tor purpose? of this Agrecnlent, the Change in Control Boilus sliall incaii ilic lirglier of 
(A)  ilie aiinual bonus eairicd by tlie Lxeciitive pursuant to any annual bonus or Incentwe plan iiiaiiitaiiied by Cinergy 111 respect o f  
the year ending iiiiinediately pnor to tlie fiscal year i n  which occurs the Date of kriiiination or, i f  Iiigliei, ininiedlately prior to tlie 
fiscal year i i i  which occiirj tlie Change 111 Control, and (B) the annual bonus tliat would have been earned by ilic Executrvc 
pursuant io any aiiiiuol bonus or incentive plan maintained by Ciiiergy In respect of the year 111 whicli occur$ the Dote of 
7 er~ni~iation, calculated by projecting Ctnergy's pel forniance and otliei applicable goals and objective for the entire fiscal year 
bnsed oii Ciiicrgy's perforniance dunng Uie perlod 01 such fiscal year occuriiiig prior to tlie Date oiTeiniciiation and baqed on such 
other arsuiiiptions and rates as Ciiiergy deems rcasoiiablc, provided, Iiowevcr. that for puiposcs 01 this Section 5a( i~)( lXB),  such 
Cliuiige i n  Control Won~rs sliall 1101 be less tliaii tlie Target Annual Bonus. nor greater than the Maumuni Annual Boiius This lunip 
suiii w i l l  be paid witliiii  l l i i i t y  (30) days 01 tlie c\pimtioii ol the ievocation period contained 111 the Waiver and Release Notlilng i n  

this Scction 5a(ii i)(I)  \Ira11 precludc the Cvccutive from receiving the amount. 11 any. to which he i s  entitled i i i  accordance with the 
ternis of the Annual Incentive Plaii [or ilte fiscal year tliai includcr the Date of 1 eniiiiiniioir 

Cinergy wil l  pay to tlie Excut ive  tlie lump sun1 present value ol any benefits under the Executive Suppleiiiciital Life Program 
wider tlie tenii? 01 llie applicable plan or program as ol tlie Date of Termination, calculated as i i  tlie Executive \vas fully vested as 

of Teiniiiiatioii 11 latei, will be deterinined using tlie intciest rnte applicable to luinp sun1 payments ui the Ciiiergy Corp Non-Union 
~niployecs' Pension P h i  or any wccessor to tlint p h i  for tlie plaii year that iiicludes the Date of Termination To tlie extent no 
such iriteiest rate is provided tlicrein. tlic annual interest rate applicablc under Section 417(c)(3) 01 tlic Codc, or any successor 
provision tlieicto, lor tlie second full calendar month prcccdiiig the lirst day of the calendar yeai h a t  iiicludcs ilic Date 01 
Teriiiinatioii will be wed Tlirs liuiip wiii w i l l  be paid wrtli i i i  tlirriy (30) days of the expiration oftlie revocation penod contained I I I  

the W:iivcr and Release 

( 2 )  

nl ihc n n t e i i i i n a t i o n  l l i e  liirno suiii picseiit value, assuiiiing conin~enccn~e~ii at age 50 or the Cxecutivc's age as of tlie Date 
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(3) The Executive shall be illlly vested i n  Iiis acciiied benefits as oi  tlie Date o i  Termination under tlie Executive Retiiement Plans and 
tlie last tlirce sentcnccs of Section 3b(i) of this Agi-eeiiient and. and liis aggregate accrued beliefits tlicreilnder and under 
Section 3b(ii) of this Agreenicnt will be calciilated, and lie will lx treated for all plrrposes, as if he 1vns el-edited wit11 tliree 
(3) additional years of age and service as of the Date of Tennination. provided. Iiowever, tltat to the extent a calculntioii is niade 
regarding tlie actuarial equivalent aiiiouiit of any alternate form o i  benefit tlie E,xecutive will not be credited with Uiree additional 
years o i  age for purposes O i  such calculation Ilowevcr, Cinergy will not coiiiiiience paynient of such benefits prior to the date that 
the Esecutive lias attained. or is ticated ( a h  taking into account tlie preceding sentence) as il lie had attained, age 50 

For a thirty-six (36 )  niontli period niter the Dale oi Tern~inatioti, Ciiiergy will ormiige to  provide to the Executive and/or tlie 
Executive's dependents life. disability, accident. and Iiealtli insc~rance benefits substantially siiiiilar to tliose that tlie Executive and/ 
or tlie Esccutive's dependents arc receiving irnmediatcly prior to tlie Notice of Tennination at a substantially similar cost to the 
Executive (without giving effect to any reduction i n  tliose benefits subsequent to a Cl~arige in Control that constitutes Good 
Ileason), except for any benefits tliat were waived by the Esecutive in  \vi iting IiCinergy ananges to provide tlie Executive atidior 
tlie E.xecutive's dependents with life, disability. accident and liealili insurance benefits, tliose benelits will be reduced to the eSent 
coinparable benefits are actually received by or niade available to the Esecutive and/or the Executive's dependents during the 
tliirty-six (36 )  month peiiod following the Executive's Date of Teniiinntion The Executive niust report to Cinergy any such 
benefits that he or his dependents actually receives or that are made available to him or liis dependents In  lieii of the benefits 

(4) 

deswhr$ i n  tlic nieLedine sciitciiccs. Cinergy, in i ts sole discretion. may elect to pay to the Lxecutive a lump sum cash payment 
equal to thirty-51s ( 3 6 )  times the niontlily piemiums (or in tlie case of n d l  funded plan. the cost 01 COUlW continuation 
coverage) that would liave been paid by Cinergy to provide those lJciielit5 to tlie Executive and/or the Execiitive's dependents 
Notliiiig i n  tl i in Scctioii 5a(iii)(4) will alfect the Lvmitive's riglit to elect COBRA cont~n~~at ion coverage 111 accoidance with 
applicable law, and Cineigy will ptovide tlie beticfits or niahe the payment descnbcd in  tlits Claosc whether or not the Executwe 
elect$ COBRA continuation cot crage. and wlietlier or no! !lie Execut~ve ieccives liealtli coverage from nnotlier employer In the 
event t1iat any benefits 01 paymenls provided pursunnt to thir Seelion 5a(iii)(4) are subject to fedeid, state, 01 local iiicoiiie or 



einployiiient taxes. Cinergy sliall provide the Executive with an additional payment iii tlie aniount necessaiy such that after 
payniciit by tlic Excciitive o l  all sucli taxes (calculated after assuming that the Executive pays sucli taxes for tlic year i n  wliicli the 
paynieiit or beriefit occurs at the liigliest niargirial tm rate applicable), iiicluding the taxes imposed on tlie additional payment. the 
Executive retains an aniount equal to tlie beiielils or payments provided pursuant to this Sectioii 5a(iii)(4) 

In lieu of any and a11 otliei rights with r'espect to tlie automobile assigned by Cinergy to tlie Executive, Cinergy will provide the 
Executive with a lunip sum payiiient i n  the aillolint ol S50,OOO In  tlie event any paynieiit to the Lxecutive pursuant to tlus 
Section 5a(iii)(5) is subject to any federal. slate. oi locd iiicome or cmployiiient taxes, Cinergy sliall provide to tlie Executive an 
additional payment iii an aniount iiccessaiy siicli tliat alter payment by tlie Exewtive of a11 sucli taxes (calculated d t e r  assuniiiig 
th3l tlie Executive paps sucli taxes foi tlie pear in  which his Date of Teixiination occurs at the highest marginal tax rate applicable), 
including !lie taxes imposed on tlie additional payment. the Executive retains an aniouni equal to the payment provided pursuant to 
this Section 5a(iii)(5) Sucli payment will be transferred to tlie Executive within thirty (30) days of the expiration of the revocation 
period contained i n  tlic Waivei- and Release 

Cinergy will pay tlie E,secutive a lump sun1 aniount. iii casli, equal to % I  5,000 i n  order to cover tax counseling services through an 
agency selected by tlie Executive I n  tlie event any payment to tlie Executive pursuant to this Section 5a(iii)(6) is subject to any 
fcderal. state, or local iiiconie or employmetit faxcs. Cinergy sliall provide to the Executive an additional payment in an amount 
necessaiy such tliat after payment by tlic Executive oi all sucli taxes (calculated aller assuniiiig that tlie Executive pays sucli taxes 

n 11 

tlie addilional paynient. tlic Executive retains an amount cqtral to tlic payment provided pursuant to this Section 5a(iii)(6)" Such 
payment will be bansferred to llie Executive within tliirty (30) days oftlie expiration oftlie revocation period contained in  the 
Waiver and Release 

Cinergy will provide annual dues and assessrnerits of the Executive for inembership i n  a countiy club selected by the Executive 
until tlic end o i  the Employment Period 

(5) 

(6) 

(7)  
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(8) Ciiierg) will provide outplacenicnt s e n k e s  suitable to the Ii.xecutive's position unt i l  tlie end o i  tlie I<mpIoyniciit Period or. if 
earlier. unt i l  tlie first acceptance by tlic Executive of a11 offer ofemployment At tlic Executive's discretioii. l5")o of Annual Base 
Salary may be paid i n  lieu o i  oiitplaceiiie~it services, which payment will be translei red to tlic Executive witliin thirty (30) days of 
tlie expiration oi  llie revocation period contained i t 1  the Waiver and Release 

For purposes of this Section Sa(iii), llie Executive will be deenied to liave incurred a Qualifying Tenninutio~i upon a Cliange in Control if the 
Executive's eniploynicnt is lem~inatcd prior to a Change i n  Control, williout Cause at the direction o f a  Person who has entered inio a11 agreement with 
Cinergy, the consu~iinintioi~ of which will constitute n Cliaiigc i n  Con~rol. or ii the E.xecutivc tcrmiiiates his eniployniciit for Good Reasoil prior to a Change i n  
Control if the circu~iista~iccs or cvent tliat coiistitutcs Good Reasoil o c c ~ r s  at tlie dircction of sucli a Person 

b l~erminntion b y  Ciiieir?v for Cnuse or bs  the Esecutivc Other Than for Good Reason Sub.iect to tlic provisions of Section 7, and iiot\~~itlistaiidiiig 
any other provisions ofthis agree men^ i T  the Executive's employmeiit is terminated for Cause during the E~iiploynie~it Period. or if  the E~xecutive 
tcnninatcs etiiplo\~tnciil diiriiig I l ie E~nploynienl I'eriod otlier llian a lcnninalio~i for Good Reason, Ciiicrgy will liave 110 fiiillier obligations to the 
Exccutivc iinder tliis Agcciiient other tlian tlic obligation to pay to the Exccutive thc Accrued Obligations. plus any otlicr canicd but unpaid 
coinpensation, in  each case to tlic extent not previously paid 

c Certain '1.35 Coiiscquences 

( i )  In llie ci~eiit that any beliefits paid or payable to tlic Exec~~tivc or for l i i s  benefit pulsuant to thc te~nis of tliis Agreement or any otlicr plan 
or arratigciiient iii connection with, or arising out o$ liis employment with Cinergy or a change ui owiierstiip or eiiective mimi of 
Cinergy or of a substanlial portion of its assets (a "Pnynicnt" or "Payments") would be subject to any Excise Tax, then lhc Exccutive will 
be entitled to receive a11 additional payiiient (a "Gross-Up Paynieiit") in an aniount sucli that after paynient by the Executive of a11 taxes 
(including any interest. penalties. additio~ial 13s. or siniilar items imposed with respect tliereto and tlie Excise 'lax), incl~ding any E.xcisc 
Tax imposed upon tlic Gross-Up Payment, tlic Executivc retains a11 amount of the Gross-Up I'aynicnt equal to tlic rixcisc Tax imposcd 
upon or assessable ngainst the Executive due to tile Payments 

Subject to the provisio~is of Sectiori 5c. all determiriations required to be iiiadc iriider tliis Section 5c. ii~cludiiip whctlier and when a 
Gross-Up I'a)~nieiit is required and the ainount of sucli Gross-1Jp I'aynieiit 311d the assuuiptions to be utilized i n  arriving at such 
dctenninatioii. sliall be rnadc by tlie Accountiug Fimi. \~,liicli sliall provide detailed suppoiling calculations both to tlic Conipany and the 
Esecuiive witliiii fifteen (15) 

( I ; )  



busiiiess days o i  tlie receipt of notice iron1 the Execl~tive that tliere has beeii a Payment. or such wrlier time as is requested by the 
Coiiipany lftlie Accouiiting Finn dctemiities tliat 110 Escise'rax is payable by the Executive. i t  shall. a! tlie same time as i t  makes such 
detenniiiation. fumisli the Executive with a11 opinion that lie has substantial authority no! to report any Excise ?-ax on his federal income 
tax return N1 ices and expenses oi tlie Accounting Firm shall be bonie solely by tlie Company Any Gross-Up Paynient. as determined 
pursuant to Ihis Sectioii jc ,  shall be paid by Cinergy to the Executive within live ( 5 )  days of the receipt oitlie Accouii~ing Finn's 
detenniiiation Any deterniination by tlie Accounting Firm shall be binding upon Cinergy and the Executive As a result of the 
uncertainty in the application o i  Section 4999 of tlie Code at tlie time of tlie initial determinatioii by tlie Accounting F~rrii hereunder, i t  is 
possible that Gloss-Up Payments which will not have been made by Cinergy should have been made ("Uiiderpaynie~i~"), consistent with 
tlie calculations rcquircd to be made hereunder I n  tlic event of any Ilnderpayment. tlie Accounting Firni shall deternline the amount or  
tlie Iliiderpuyiiient that has occurled and any such Underpayment sliall bo proinplly paid by Cinergy to or for the beiieGt oitlle Executive. 
and Cinergy shall iiideinnify and hold liarmless tlie Execulive ior any such Underpaynient. 011 an after-tax basis, incl~ding interest and 
penalties with respect thereto I n  tlic event that the Excise Tax is subsequently dcterniiiied to be less than tlie aiiiount taken into account 
liereunder at tlic lime of lcrininatioii 01 the Erccutivc's ciiiployinent, the Execulivc shall repay to the Company, at the time that the 
aiiiouiit 01 sucli reduction i n  Excise Tax is finally detennined, tlie portion of [lie Gross-Up I'aynierit attributable to stlclr reductioli (plus 
that portion of the Gross-Up Payment atti ibutablc to the Excise 'fax and iedeial, state and local iiicoiiie and employment tax iiiipsed on 
tlic Gross-Up Payment being repaid by the Executive to tlie extent that such repayment results i n  a reduction i n  Excise Tax and/or a 
federal, slate or local incoiiic or employment tax deduction) plus inkiest on tlie ainount of sucli repayinent at tlie rate provided i n  Code 

'Tile value of any noli-cash benefits or any det'er~ed payiiicnt or benefit p i d  or payable lo tlie Executive will be deteriniiied in accordance 
wit11 tlie principles oiCode Sections 280G(d)(3) and (4) For purposes of determining the aniount of tlie Gross-Up Paynient. tlie 
Execiitivc \vi11 be dceiiicd to pay federal iiicoine taxes at tlic highest marginal rate of fedeial inconie taxation i n  tlie calendar year i n  
which the Gross-Up l'aymeiit is to be inode and applicable slate and local inconic taxes at the highest inarginal rate of taxalion in the state 
and locality o i  the Executive's residciice on the Date of Tcrtiiinatioti. net of tlie niasiinuni reduction in federal iiicoiiie taxes that would be 
obtained from dcduction of those state and local taxes. 

;D) 

(iii) 



(iv) Notwithstanding aiiytliiiig contained iii this hgreeniciit to tlie contiaiy. i n  tlie event tliat. according to the Accounting Firni’s 
detennination. ail Excise Tax will be imposed on any Payineiit or Paynients, Cincrgy will pap to the applicable govenin~ent taxing 

accordance with law 
e Tax witlilioldiiig. tlie oniount of the Excise Tax that Cineigy lias actually withheld froin tlie I’oyiiient or Payiiients in  

Value Creatioii Plan and Stocl; Options iJpoii the llsecutive’s tcrinination of eiiiployiiient for any reason. tlie E,xeclttive’s elltitleliieiit to restricted 
sliares and perlormance shares under the Value Creation Plan and any stock options gianted under the Cineigv Corp Stock Optioii Plait. the LTIP 
or any oilier stock optioii plan will be determined under tlic terms of the appropriate plan and any applicable administrative guidelines a i d  writlen 
agreements. provided. however, that lollowing tlie occurrence of a Change iii Contiol tile terins of any such plan, administrative guideline or 
written agreement sliall not be amended iii a niaiiiier tliat would adversely affect the Executive with respect to awards granted to the Executive 
prior to the Clionge i n  Control 

Benefit l’laiis i n  Gcncial Upon the Executive’s termination o i  eniploymeiit for any reason, the Executive’s entitlcnients, ii any. under all benefit 
plans or C i ~ ~ ~ r g y .  iiicluding but noi limited to tlic Deleired Coiiipensation Plan, 4Ol(lc) Excess Plan, Cinelgy Corp Supplemental Executive 
Retiicnient Plan. Cinergy Corp Excess Profit Sharing Plan and any vacation policy. sliall be deterinined under the teniis of such plans. policies 
and any applicable adniiiiistrativc guidelines and writ~en agreements. provided. Iiowever. tliat following the occurrence of a Clialige i n  Control 
tlie tcmis a i  such p h i s  and policies and any applicablc administrative guidelines and written agreements sliall not be amended in  a niaiiiier that 
would adversely affect the Executive with respect to benefits earned by tlie Executive prior to the Change i n  Coiitiol 

Ollier Fees and Esneiises Cinergp will also rciiiiburse the Executive hi all reasonable legal lees and cspenses incurred by the l!.xecutive ( i )  in  
successfully disputing a Qualifving Icriiiination that entitles tlic Executive to Severance Benefits or (ii) i n  reasonably disputing whether or not 
Ciiicrgy lias tcniiinaicd liis ciiiployiiieiit fix Cause I’nyment will be made withiti five ( 5 )  busincss days aftel dclivcry ol  the lixccutive’s writlen 
request for. paynient ncconipaiiicd by sucli evidence of fees a i d  expe~iscs hiciirred as Cinergy reasonably may require 

d 

e 

I 

6. Non-llsclusivitv of Ridits. Nothing i n  this Agreemeill \vi11 pievent o r  lilnit tlic Executive’s continuing 01 hture participation i n  any benefit. plan. 
prograiii. policy. o r  practice provided by Cinergs and for \\:liicli the Executive may qualiCy, except wit11 respect to any benefit to whicli the Executive 
lins waived liis lights i n  witing oi any plan. progiaiii, policy, 01 practice that cxpicssly cxcludcs the Executive iioiii participation In addition, nothing 
i n  this Agiecnient will l imit  or otherwise affect the rights tlie Executive may linve under any other contract or nglcemcnt \rith Cinergy entered into after 
tlie Effective Date Ariiourits 11131 are vested kiielits or that tlie Executiw is otlierwise entitled to receive under any benefit, plan. progiani. policy. or 
practice oi. or any contract 
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or agicement entered into alier the IIft'ectivc Date wit11 Ciiiergs. :it or subsequent to tlie Date ofl-eniiiiiation. will be payable i n  acco~dar~ce with that 
beiicfiL plan. prograni. policy or practice. or that contract or agreement. except as explicitly iiiodified by this Agreement Notwitlistoiidilig the above, in 
the event that the Executive receives Severance Ucnelits under Section ja(ii) or ja(iii), (a) tlie Executive shall not be entitled to any benefits under any 
seveimcc plan of Cincigy. including but not limited to the Seveiance Opportunity Plan foi Noli-Union Employees of Ciiiergy Corp aiid (b) i f  the 
E,secutivc ieceives such Severance 13enclits as a result or his terminntioil for Good Reason, as Uint term is defined iii Section ild(iv). Cinergy's 
obligations under Sections ja(ii) and ja(iii) shall be reduced by tlic ariionnt o i  any benefits payable to tlic Exccntive under any short-term or long-tcrni 
disability plan of Cinergy. the aiiiouiii ofwliich sliall be deteiniiiied by Ciiiergy in  good faith 

Full Settlenient: Mitigntion. Except as otlicrwise piovided herein, Ciiieigy's obligation to make the paynients provided for 111 this Agreenieiil and 
otlierwise to pcrfonii its obligatioiis wider this Agreenienl will not be affccted by any set-011.. countei claim. recoupnient, defense, or other claim, riglit, 
or action that Cincrgy may have against the Esccuiivc or otllcrs I n  no evciii will the Esecutive be obligated to seek other eiiiploynieiit or take any other 
action by way of iiiitigatioii o i  the niiioiiiits (including amoiints foi dainages for breach) payable to tlic Esecutive under any of the provisions o l  this 
Agreenient and. except as provided in Sections 3e. ja(ii)(2) aiid ja(iii)(d). those anionnts will not be reduced simply because the Executive obtains 
othci employiiieiit I C  tlic Esecirtivc finally prcvails on the sul~statitial claiiiis brought with respect to any dispute between Cinergy and the Executive as 
to the intcipietation. tcmis. validity. or cnforccability of (incliiding any dispute about tlic aniotrrit of any payriicnt ptrrsuarit to) iliis Agreenient, Cincrgy 
agrees to pay all reasonable legal fccs and expenses Uiat Uie Executive niay leusonably iiicnr as a result of tliat dispute 

Arbitration. Tlic pr t ics  agiec that any dispute, claim. or controversy based oii common law, equity, or any federal, state. or local slalutc, ordinonce, or 
reg~lat lo~i  (other t1ya11 workers c u i i i p e ~ ~ ~  atid 
conditions of cmploynicnt. or concerning this Agreerimit or its icmiinalioii and any resulting ~cniiination of cni~~loyinent, including wliether such a 
dispute is arbitrable, sliall be settled by arbitration This agicemeiit to arbitrate includes but is not liiiiited to all claims for a n y  foriii of illegal 
disciiiniiiation. iniproper 01 i d a i r  tre~itnieiit or disniissal. aiid all loit claims Tlic Execntive will still have a light to file 3 discrimination charge with a 
federal or state agency. but the f ina l  icsolution oi any discriinination claiin \vi l l  be subniitted to arbitlation instead o i  a couil or jury Tlie arbitration 
proceeding will be coiiductcd under tlic ciiiployiiicnt dispute resolution arbitration rules of tlic Aiiicncaii Arbitration Association i i i  efrect at tlic tinic o 
demand lor arbitration under the rules is made. and such pioceeding will be adjudicated i n  the stale of OIiio in  accordance with the 1a1vs of the state oT 
Ohio The decision of the arbitratnr(s). including determination o f  the aniwnit of any damages suffered. will be exclusive, final. and binding 011 a11 
parties. thcir heirs. cxccutors, administrators. siicccssors and iissigils Each party \vi11 bear its o ~ v n  espcnscs i n  the arbitration for arbitrators' fccs and 
attorneys' fees. for its witnesses. and 101 oilier expenses of presciiting its case Otliei aibitration costs, iiicli~ding adniinistrotive kes and fees for records 
or  

7 .  
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transcripts, will be borne equally by tlie parties Notwithstanding ansthing i n  this Scctioc to the contrary. if  tlic E.xecntive prevails wit11 respect to any 
dispute submitled to arbitration under this Section. Cinei-gy will rciniburse or pay a11 legal fees a i d  espenses that tlie Executive may reasonably incur as 
a result of the dispute as required by Section 7 

Conliclential Infoinintion. The Esecutive will hold in a fidiiciary capacity for [lie benelit olCinergy. RS well as all of Cinergy's succcssois and assigns. 
a11 seci et, confidential infomiation, knowledge. or data relating to Cinergy, and its affiliated businesses. 11131 the Executive oblaiiis during llie 
Executive's eiiiploynient by Cinergy or any of its atliliated companies, and that 112s no1 been or sobsequently beconies public knowledge (otlier tlinn by 
acts by the Executive or representatives of the Executive in  violation ol this Agreciiient) During tlic Emp1o)mcnt Period and thereafter. the Esecutive 
will not, willlotit Cinergy's prior written consent or as may othenvise be required by law 01 legal process, conimunicate or divulge any such 
iiii'ormation knowledge, or data to anyone other tlian Cinergy and tliose designated by i t  l l ie  E,xecutivc understands that during tlie E~mp1o)~ment 
Period. Cinergy may be required Goni lime to time to make public disclosure oi tlie terms or existence o i  tlie Executive's cniplo~ment relationship to 
comply with various laws and legal requilements I n  addition to all otlier remedies nvailable to Cincrgy in  law and equity. h i s  Agreement is subject to 
termination by Cinergy for Cause under Section J b  i n  tlie event the Executive violates any provision ofthis Section 

9. 

IO. Successors. 

a This Agreement is personal to the Executive and, without Cinergy's prior writtell consent. carinot be assigned by tlic Executive otlier tlinn 
Executive's designation of a beneficiary of any ariiounts payable heieundcr after tlie Executive's death This Agreenierit will iiiuie to tlie benefit 
of and be enfoiceable by the Executive's legal representattves 

This Agreement will inure to tlie benefit of and be binding upon Cinergs and its successors and assigns 

Ciiiergy will require aiiy sticcesmr (whether direct or indirect. bv purchase, merger. consolidation or otliei-wise) to a11 01- substantially all of the 
business and/or asscts oECincrgy to assniiie cspresslp and agree to perf~xni this Agrceinent i i i  tlic same niaiiiier and to tlic same extent lliat 
Ciiiergy would be required to perform i t  ii no successioii had taken place. Cincrgy's failure to obtain such an assumption and agreement prior lo 
the eflkctive date of a succession will be :I breacli of this Agreenicni and wvill entitle the Executive to conipensatioii from Cineigy i n  tlie snnie 
amount and on the sanic tcmis as i f  tlie Executive weie to tei-minalc liis cinployincnt foi Good Reason u p 1  a Cliangc i n  Conttol, except that, fog 
purposes of impleniciitiiig tlie foregoing. tlie date 011 wliicli aiiy sucli succession beconies elfective will be deemed the Date of Terniination 

b 

c 



11.  Definitions. As iised ii i  this Agreement. tlie following terms, wheii capitalized. will /lave the following nieailiiigs: 

a 

b 

c 

d 

e 

Accountinr! Finn "Accoutitiiig Finn" iiicaiis Cinergy's independent auditors 

Accrued Oblieatioiis "Accrued Obligntioiis" iiieaiis tlie acci l ied obligations described iri Section 5:i( i )  

Ae,reeiiieiit "Agreeiiient" iiieaiis tliis Etnployiilenl Agreement betweeii Cinergy and Ihe Executive 

AIP Betielit. "AlP Reirelit" tileans tlic Aiiriual Incentive Plm beiiefir described i n  Sectioii 5a(i) 

Annual Base Salary "Aniiual Base Salary" ineaiis. except wliere otherwise specified hereiii. tllc annual base salary payable to the Executive 
pursuniit to Section .30 

Aniiual Boiius. "hiriual Bonus" has tlie meaning set forth iii Section Sa[ii)( 1 )  

Aiinual Iiicentive Plan. "Aiinuol Incentive Plan" iiieaiis the Cinergy Coqi Atii~uol Inceritive Plori or any similar plari or siiccessor lo the Ami11a1 
Inceiitive Flail 

Board o f  Directors or Board "Board of Directors" or "Board" riiearis [lie boaid of directors of the Coiiipa~iy 

COBRA "COBRA" m a n s  the Consolidated Omnibus Budget Ilecoiiciliation Act of 1985. as oinetidcd 

ri i isr  ~ "Cniiw" h s  M q  set forth iii Section 4b. 

Clianee i n  Control A "Climigc in Control" will be deenicd to have O C ~ W T C ~  if any of the following events occur. after tlie Effective Date: 

(i) Any Person i s  or becomes tlic beiiclicial owner (as dclined i n  Rule 13d-3 under the Securities Exchange Act of 1934. as aniendcd ("1934 
Act")), directly or indirectly: of securities of tlie Company (not including i n  the securities bencficially owned by such Persoil any 
securities acquired directly fro111 tlie Coiiipniiy or its afliliates) represeritiiig more I l ia t i  frvenly percent (2094) ofllie coriibiiied volilig 
power oi tlie Company's tlien outstanding securiries, excluding any Person wllo beconics such a be11elicial owner i n  connection with a 
transaction described in  Clause ( 1 )  of Paragraph ( i i )  below; or 

TIlctc is constimniatcd a merger or consolidatioii oitlic Conipany or any dircct or indirect subsidialy oitlic Company with any otlicr 
corporation, pai-tiiersliip or otlier entity. otlter tliaii (1  ) a merger oi consolidation that would result il l  tlie \noting securities of tlie Company 
outstanding 

f 

g 

I1 

i 

k 
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iinnicdiately prioi to that nierger or consolidation continuing to represent (either by I eniaiiiing outstanding or by being converted into 
voting securities of the surviving entity or its parent) at lcast sixty percent (60%) of the conibined voting power oi  the securities o l  the 
Company or the sunliving entity or its parent outstanding imniediately after tlie nierger or consolidation. o r  (2) a merger or consolidation 
effected to iinplement a recapitalization of the Company (or siniilar tiansaction) i n  uhicli no Person is or bccoines the benetkid owner. 
directly or indirectly. of securities of tlie Company (not including i n  the secmities beneficiallv owned by such a Peison any securities 
acquired directly from tlie Company or its affiliates otlier tlian i n  connection will1 tlic acquisitioii by the Company or its affiliates of a 
business) representing twenty percent (20?6) or more of tlie conibincd voting power of the Company's llieii otltstruiding secw ities: or 

During any period oi two (2) consecutive years, individuals who at the lxpinning of that period constitute the Board of Directors and any 
new director (otlier tlioti a director ivliose initial assumption of office is in connection with an actual 01 Ilireatcncd election contest, 
including but not limited to a consent solicitation, relating to tlic election of directors of tlie Company) whose appointment or elcction by 
tlie Conipany's stocldiolders was approved or recommended by a vote of at least two-thirds (21.3) of the directors then still i n  office wlio 
either tvcre directors at  the beginning of that peiiod or wliose appointment, election. or nomination foi election was picviously so 
approved or reconin~ended cease for any reason to constitute a majority oC the Bonrd of Directors; 01. 

The stockholders o i  tlie Company approve a plan o i  complete liquidation or dissolution of the Coinpaw or tllcre is consummated a sale 
or disposition by the Company of all or substantially all of tlic Conipany's assets. otlicr than a sale or disposition 1)). tlic Cortipanp of a11 or 
substantially all of the Company's assets to an entity, at least sixty percent (60?,6) of the conibined voting power oftlie voting securities of 
wii 1 v 
prioi to the sale 

(iii) 

(iv) 

1 Clianm i n  Control Boiins "Change i n  Control Bonus" 113s the meaning set foi-tli in Scctioii ja(iii)( I ) 

111 Chief Executive Olliccr "Chief Executive Ofiicer" means tlic individual w110, at any relevant liinc. is tlieii ,serving as llrc cliiel esccittivc ollicer 
of the Company 

Cirierey "Cincrgy" nieans the Company, its subsidiaries, and/or its affiliates, and any successors to the foregoing 11 
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Code "Code" nieans the 1nterii:il Revenue Code o i  1986. 3s oniended. and inlerpretive rules and regulations 

Company "Company" nicaiis Cinergy C o p  

Date oilermination "Date of Terniination" iiieans: 

( I )  

(ii) 

i l the  Executive's ciiiploynient is teriiiinated by Ciriergp for Cause, or L J ~  the Executive with Good Reason. tlie dale of receipt of the 
Notice o i  Terniination or any later date spccilied i n  the notice, as the case may bc: 

i f  the Executive's eiiiploynicnt is terminated by tlic Executive without Good Reason. thirty (30) days after the date 011 \vliich the 
Executive notifies Cincrgy oi  tlie termination: 

ii the Executive's employment is terminated by Cinergy other tlian for Cause, thirty (30) days after the date 011 wliich Cinergy notilies the 
Executive ol the termination; and 

ii the Executive's eniplopnicnt is terniinated by ieasoii of death. tlie date o! death 

( i i i )  

(iv) 
Deferred Corni~iis3tion Plan "Deferred Compensation Plan" means the Cincrgy Corp Non-Qualified Deferred Incentive Compensation Plan or 
any similar plan or successoi to tlint plan. 

Elrective Date "Effective Date" tins tlie rnenniiig given to that term i n  tlie lirst pragrupli  of this Agreeiiient 

Emplo~~iiieiit I'eriod "C~nployiiieiil Perb- ? L. 

Excise Tax "Excise Tax" iiimiis any excise tax imposed by Code section 4999, together with any inteiest, penalties, additional tax or siiiiilai 
itenis that are incurred by the Executive with respect to tlie excise tax imposed by Code section 4999 

Executive "Executive" has ilie nieaning given to tliat term in the first paragraph of this Agreement 

Executive Retircineiit PIaiis "Executive Retirenieiit Pla~ts" iiica~is tlie Palsion Plan, the Cincrgy Corp Supplemental Executive Re~iremciit Plan 
and the Cinergy Corp Excess Pcnsioii Plan or any similar plans or S U C C ~ S S O ~ S  to those plans 

Executive Su~l~leiiieiitnl Liie Proeiarn "Executive Suppleiiieiitol Life Piograin" ~iieaiis tlie Cinergp CoJp Executive Suppleiiientnl Life lnsur~iice 
Program or any similar program or sticcessor to tlie Executive Supplemental Life Program 

r 

s 

t 
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101(k) Excess Plan "4Ol(k) l k e s s  Plan" iiicaiis tlie Cinergy Corp 40I(li) Excess Plan. or any similar plan or successor to that plan 

Good Reason "Good Reason" IKIS the nieailing set Ibrtli in Section 4d 

Gross-Up I'a\weiit "Gross-Up Payment" has tlie iiicaiiing set forth in  Section j c  

I-linhest Average Earnings "I-Iigliest A w l  age Earnings" sliall have llie nieaning given to sucli term iri the Cinergy Coip S~tpplenieiiial Executive 
Retirement Plan For pi~rposes of clai ity, the parties hereto acknowledge and agree that the Executive's Highest Average Earnings for any year 
shall not include any benefits received by the Executive puisuaiit to Section 5 ol this Agreeiiient, other tlian puisunnt to Section 5a(i) of this 
Agreenieiit 

Long-Teim Iiicentive I'laii or LTIP "L.oiig-Term Incentive Plan" or "LTIP" iiicans the long-tenn iiicentive plan implemented under the Cinergy 
Corp. 1996 Long-Tern1 Incentive Compensotioo P h i  or any successor lo that plan 

M&W Plans. "MBW Plaiis" has tlie meaning set forth i n  Section 5a(ii)(2) 

Maxiiiiiini Ann~ial Donus "Maximum Annual Bonus" has the meaning set forth i i i  Section 31. 
Nonelective Emplover Contribution "Nonelective Employer Contribution" lias tlie moiling set forth i n  the 401(1;) Excess Plan 

Notice of Termination "Notice of Terminntion" lias the meaning set forth i n  Section 41 

"t'aymeiit" or .'raynienis'' iiw -1 X. 

Pension Plan "Pension Plan" nicaiis the Cinergy Corp. Noli-Union Employees' Pension Plan or any successor to tliat plan. 

-. "Person" has tlie ineoiiing set lhrlli i n  paragraph .3(a)(9) ofilie 1934 Act, as modified and used i n  subsections 13(d) and 14(d) oitlie 1934 
Act; however. o Person will not include llie following: 

( i )  Cinergy or any oi i ts  subsidiaries or nlliliates; 

(ii) A tnistce or other fiduciary holding securities under an employee benefit plan of Cinergy or its subsidiaries or al'filiatcs. 

( i i i )  An underwriter teniporarily holding securities pursuant to an o f h i n g  ol' those securities; 01 

cc 

dd 

ee 

ff 

gg 
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(iv) 

Potential Cliange in Control A "l'oiential Cliangc i n  Control" nica~is any period during which any of the following circuinstanccs exist: 

(i) 

A corporation owned. directly or ilidilectly. by tlie stockliolders of the Conipaiiy i n  substantially tlie sane proportions as their ownership 
of stock o i  the con~panv 

Itk 

The Conipany cntci s into an agiccment, the consuniiiiatioii of which would result i n  llie occurreiice of a Cliange i n  Control; provided Illat 
a Potential Change i n  Coiiti ol sliall cease to exist upon the expiration or other teimination of such agreement: 01 

Tlie Conipany or any Person publicly annot~nces an intention to take oi to consider taking actions wliicli. if  consummated, would 
constitute a Cliaiige i n  Contiol: provided that a Potential Change i n  Control sliall cease to esist when tlie Company or sucli Person 
publicly announces tlial i t  no longer 1x1s such an intention: or 

A n y  Person who is or bccoincs the bcneficinl owiicr (as dciiiicd i n  Rule 13d-3 under tlie 1934 Act), directly or indirectly, of securities of 
tlie Conipaiiy representing ten percent ( 10%) or more of the combined voting power of the Company's tlien outstanding secuiities, 
increases such I'erson's bcneficinl ownership of sucli securities by an ainounf equal to Live percerit (5%) or inore of tl~e combined voting 
power o i  tlic Company's tlien outstanding securities: or 

(iv) The Board of Directors adopts a resolution to the effect that  for purposcs hereof, a Potential Cliange in Control has occurred 

Notwitlistanding anytliing lierein to the contrary. a Potential Cliange in Control sliall cease to exist not later than the date that ( i )  tlie Board of 

Qualifviiip Temiination "Qualifying Tciniiiiation" nieans (I) the termination by Cinergy ofthe Executive's eniployment wit11 Cinergy during tlie 
Emplo~wient Period otliei tlian a tenniiiation for Cause or (ii) the teiinination by the E,secutive ol the Executive's eniployment with Cinergy 
during the Eniplovmcnt Period for Good Reason 

Relocation I'iograni "lielocatiori Prograin" i i iean~ the Cinergy Co~p. Relocation Program, or any similar- piograni or SUCCCSSOI to that plognm, 
as in elfcct ou tlie date o l  tlie Executive's termination of employment 

Severance Benefits "Severance Benefits" nieans the pyments  and benefits payable to the Executive pursuant to Seclioii 5. 

(ii) 

(iii) 

I1  

niin 

iiii 
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oo Saollse "Spouse" iiieaits tlie Executive's lawftilly iitmried spouse For this purpose. coniinot~ law marriage or D siniilar arraiigeiirent will not be 
recognized uiiless otlienvise requircd by federal law 

Stock Related Docuinciits "Stock Related l~ocuiiieiits" iiieans the LTIl', tlie Cinergy Corp Stock Option I'lali, and the Value Creation Plan and 
any applicable adininistrative guidelines and written agreeiiients relating to those plans 

lareet  Aiiiiual Bonus "Target Aniiual Bonus" lias the ~neaning set forth i n  Section 3b 

Target LTIP Boiius. "Target LTIP Bonus" lias the meaning set forth i n  Section 3b 

Value Creation Plan "Value Creation Plan" means the Value Creation Plan or any siiiiilar plan, or successor plan 01 the LTIP 

Waiver and Release "Waiver and Release" iiieaiis a waiver and release, in s~bstantially the foini attnclied to this Agreement as Exhibit A 

pp 

qq 
1'1 

ss 

tt. 

12. J&scrllmcous 

a This Agreement will be governed by and consti-ued 111 nccorda~ice w t h  the Ia\w of the State of Ohlo, w~tliout ieference to pr~nc~ples  of confl~ct of 
laws The captions 01 tliis Agieement are not pait 01 i ts  provis~ons and \vi11 have no force or eifect l h s  Agreement niay not he amended, 
iiiodilied repealed \valved eutentied or discharged except by an ag~ecnie~it i n  wnting s~gned by the pal ty against whom enforcement of the 

b AI1 notrces arid other co t i i~ i~~i r i ica t~o~i~  iiiidei this Agreeinerit w i l l  be 111 writing 31id w i l l  be given by hand dellvery to tlie other party or by Federal 
Express or otlier conipnrable ii~t1011nl or ~nter~tat~o~ial  ovemight dehvery sen~ice, addressed 111 the nanie of such p:irty at the follow~~ig address, 
whichever I S  applicable 

I t  to tlie I-~ecutivc 
Cinergy Corp 
221 East Fourtli Street 
C ~ n c ~ ~ i n a t ~  Ohio 45201-0960 

11 to Cinerev 
Cinergy Corp 
221 East Fourth Stieet 
C ~ n c ~ n ~ i a t ~ .  Ohm 45201 -0960 
Attn Chic1 E'rccutive Officer 
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or to sticli otlier address as either paily 113s furnislied to tlie otlier in  \viiting i n  accoidance wit11 tliis Agreenienl All notices and coiiiniliiiications 
will be effkctive wlicn acttially received by tlie addressee 

Tlic invalidity or unenforceability oiany provision of this Agiecnient will not affect the validity or enforceability of any otlicr provision of this 
Agreement 

Cinergy may williliold Goni any aniounts payable under tliis Agreenient sncli federal, state, or local taxes as are required to be witlilield p~irsuant 
to any applicable law or regtilation 

The Esectilive's or Cineigy's failore to insist upon strict coiiipliance with any provision oitliis Agreement o r  tlie failure Io assell any riglit the 
Executive or Cinergy may iiave tinder this Agreement, including witliout limitation the right of the Executive to terminate cmplovnient for Good 
Reason pursuant to Section 4d or the riglit of Cinergy to terminate tlie Executive's eiiiployiiient for Cause pursuant to Section 4b. will not be 
deenied to be a waiver of that piovision 01 riglit 01 any otlier p~-ovision or light o i  tliis Agreement. 

References i n  this Agieement to the masculine include tlie Ieminine unless tlie coiited clearlp indicaies otlierwise 

Tliis insti iniieiit contains tlie entiie agreement o l  the Esecutive and Cinergy with respect to the subject matter of this Agreement; and subject to 
any agreements evidencing stock option or restricted stock grants described i n  Section 3b and the Stock Related Documents, all promises. 
represcntations, iniderstnndings, anangements, and prior agreenients are merged into this Agreenient and accordingly siiperseded. 

c 

d 

e. 

f 

g 

11. mt all of wliicli toeether will constitute one and 
the same instrtniient 

Cinergy and the Esecutive agree tliat Cinergy Seivices. Inc. will lx ai~tlioiized to act for Cinelgy with respect to all aspects pertaining to the 
administration and inicyrctation of this Agreement 

i 
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IN WITNESS WIIEREOF. tlie Ewculive and the Coiiipaiiy liave caused I I I IE  Agreetnent lo be execuled 3 9  01 Ilie Efl ixl~ve Dale 

CINERGY SLRVICES, INC 
13 Y \$\ Jeiiies E Rogers 

lame\ E Rogers 
Chairman and Chiel Executive Olficer 

~ 

EXECUTIVE 
\s\ M a c  E Mmly 
M a c  E Manly 

29 of 34 



I?XH I B I T  A 
* * * * e  

\VAIVER AND RELEASE AGREENlENT 

'11-IIS \VAI\'ER AND RELlJASlS AGIIIIEMENT (this "Waiver and Release") is entered into by and betxveeii Marc E Manly (the "Executive") and 
Cinergy Corp ("Cinergy") (collectively. tlie "Parties") 

\VIIERF.AS, the Parties liave entered into tlie E.niploynient Agreenient dated 

\VIIISRE,AS. the Executive's eniploynient Iias been teiniinated in accordance with (lie teniis 01 the Employment Agieenient: 

\\'IIEREAS, the Executive is required to sign this Waivcr iind llelease in  older to rcceive the payment o l  certain conipeiisation under tlie Ihiployinent 

(the "Eiiiploynieiit Agreement"); 

Agieeineiil I'olloiving leniiination or einploynieiit: and 

WHEREAS. Cinergy 110s agreed to sign this Waiver and Rclense 

NO\\', 1'1-IEREI;ORE, i n  corisidcrafioii of llie p~oniiscs and ngreeiiients contained lierein and other good and valuable consideration, tlie sufficiency 

l-liis W:iivei and Release is effective 011 tlic date liereol :ind will coiitiii~~e i n  el'rect as provided herein 

I n  consideration of the payinents to be niadc and the Ixnelits to be received by tlie Executive pursuant to Section 5 oftlie Eiiiploynienl Agreement (the 
"Sc\,erance Benefits"). \vliicli the Executive aclaio~vlcdgcs arc i n  addition to payment and bcnefits to wliich thc Executive would be eiititlcd to but for 
tlie Einploynicnt Agieeiiient tlie Executive. on bellall of himself, his heirs, representatives, agents and assigns liereby COVLNANTS NOT 7 0 SIJE 
OR OTHERWISE VOLlJNTARIL Y I~ARTICIPATE IN ANY LAWSIJIT AGAINST, FIJL.1.Y R ASES, INllE~MNllrlES. I-IOL.DS HARMLE.SS, 
and OTI-IEIIWISE FOREVER DISCI-IARGES (i) Cincrgy. (ii) its subsidiary o r  aK11iated entities, all of their present or former directors. officcrs, 
employees sliarclioldcrs, and agents as well as (iv) all predecessors, siiccessors and assigns tliereol (the persons listed iii  claiiscs (i ) tliroiigli (iv) hereof 
~ 1 ~ 1 1 1  be refericd to colleclively 3s the "Coriipariy") liOJii  any and a11 actions, charges, claims. demands, daniages or liabilities of any kiiid or character 
wliatsocvcr. hiowii 01 uiiknown. which Executive now lias 01 niay liave Iiad through the effective date of this Waiver and Release Executive 
acknowledges and understands that Iic is not Iicicbv prevcntcd Goni filing a cliargc of discrimination with the Equal Einploynient Opprtiinity 
Coiiimission or any state-equivalent agcnc\. or otlierwise participate in  any proceedings before such Commissions Executive also achiowledges and 
understands that in h e  event lie docs file such a charge. lie sliall be entitled to no reniiitieration. damages. back pay. front pay. or compensation 
whatsoever from the Conipanv as a rcsult oi such cliargc 

a i d  ieceipt of wliicli :Ire lieieby achiowledged. :tnd intending to be legally bound, tlie I-'arties agree as tollows: 

1 

2 
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3 Without limiting tlie genetality of the foiegoing release. i t  shall include: ( i )  a11 claims or potential claims arising under any federal. state or local laws 
relatiny to tlie Partics' eiiiploynient rclationsliip, including any clain~s Executive niay liave wider tlic Civil Rights Acts of I866 and 1964. as aniended 
42 IJ S C $5 1981 and 2000(c)gct: tlie Civil Rights Act of 1991: tlie Age Iliscriinination in  Eniplopment Act, as aniended, 29 U.S C $$ 621 st : 
the Aniericans with Disabilities Act oi  1990,as amended. 42 IJ.S.C $5 12,101 et a ; the Fair Labor Standards Act, 29 U S C $9 201 e t a . ;  tlie 
Worker Adjustriierit and Retraining Noi i l ica~io~~ Act. 29 U S C $9  2101. e(= , the Ohio Civil Rights Act, Cliapter 41 12 ; and any other federal. 
state or local law goveniing tlie Partics' employment relationship, ( i i )  any claims on account oi, arising out oi  or in any way connected with Executive's 
employment witli the Compaiiy or leaving of that eniployiiient; (iii) any clainis alleged or which could have been alleged i n  any charge or complaint 
against tlie Company: (iv) any claims relating to the conduct of any employee, oflicer: director, agent or other representative of the Company: (v)  any 
claims of discriniinntion or  harassmcnt on any basis. (v i )  any claims arising from any legal restrictions on an employer's right to separatc its employees: 
(vii) any claims for personal injury. conipensatory or punitive damages or other foiins of relieE and (viii) all otlier causes of action sounding i n  contract, 
tort or otlier coniiiioii law basis. including: (a) the breach o i  any alleged oral or written conlract: (b) negligent or intentional n~isrepresentations; 
(c) wrongfill discliarge; (d)  jiist caiise dismissd, (e) defaniotioii: (I) interference with contract or biisiness relntionsliip; or (g)  negligent or intentional 
inlliction of cmotional distrcss 

The Parties aclino\vlcdge tliat i t  is their niutual and specific intent that tlie above waiver fully conlplics with the requirements ol the Older Workers 
Benefit Protection Act (29 U S C $ 626) and any similar i a w  governing ielease of claiiiis Accordingly. Executive liereby acklio\vledges tliat: 

(a) 

4 

I-Ie has carefully read and fully understands all of tlie provisions of this Waiver and Release and tliat lie 113s entered into this Waiver and Release 

Tlie Severance Benefits offered i n  cxcliangc for Executive's release of claims exceed i n  kind and scope that to \shicli lie would 1i:cve otherwise 
bcen legally entitlcd; 

Piior to signing this Waiver and Rclcasc. Execulivc l i d  been advised ii i  ~vriting by this Waiver orid Release as ~vcll as ollicr \vritings to seek 
counsel from, and lias i n  fact had ai1 opportunity to consult witli. an attoniey ol'liis clioice coiicerniiig its ternis and conditions. and 

I-fe has been offered at leost trveiity-one (21 )days within rv11icl1 to review and consider this Waiver and Release 

hl 

(b) 

( e )  

(d) 
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j Tlie I'arties agree tlial this Waiver aiid Release sliall not become cft'ectivc and enforceable until the date this Waiver and Release is signed by both 
Parties 01- sevcii (7) calendar days d t e r  its execution by Executive, wliicliever is later Executive may revoke this Waiver and Release for any reason by 
providing written notice of such intent to Cinergy within sevcii (7) days aiiter lie Itas signed this Waiver and Release. thereby fbrfcitiiip Executive's riglit 
to receive any Severance Beiielits provided lieretirider arid rerideriiig this Waiver and Release mrll and void iii its entirety 

'The E.xeculive lieieby afliiins and ackno\vledges his continued obligations to coinply with the post-terniination covenants eon~ained i n  liis Employmen1 
Agreeiiien~ including bill no1 liiniled io. the Confideritial Itifoniiatioit provisions of Sectiori 9 of the Einplovirieiit Ag~eeinent Executive acknowledges 
that the restrictions contained tlicreiti are valid and reasonable in  every respect. arc necessary to piotcct the Company's legitinialc business interests and 
liereby aihiiatively waives any claim or defense to tlie contrary 

Executive specifically agrees and iinderstaiids that tile edstciice and terms of this Waiver aiid Release ale strictly CONFIDI;,NTIAI, and that such 
confidentiality is a iiiateiial term of this Waivei.and Release Accordiiigly. except as required by law or tinless antliorized to do so by Cinergy i n  
writing, Executive agrees that lie shall not conimuiiicate, display or otlierwise reveal any of the contents of this Waiver and Release to anyone otlicr 
than his spouse, priinaiy legal counsel or financial advisor: provided. liowever. that they ai e first advised 01 the confidential nature of this Waiver and 
Release and Executive obtaiiis llieir agreenieiii to be bound by the sanie Cinergy agrees that Executive may respond to legitiiiiate inquiries regarding 
liis eniployment witli Cinergy by stating that lie voluntarily resigiied to pursue other oppoitunitics. that the Parties terminated their relationship on an 
amicable basis and that the Parties Iiave eiitcred into a confidential Waiver and Release that prohibits him fi.0111 liirtlier discussing the specifics of his 
separation. Nothing contained lierein shall be construed to prevenl Executive froiii discussing 01 ollielwise advising subsequent employei-s o f  tlie 

or otherwise 
iestrict the Coinpans's ability to disclose the ieniis arid coiiditiotis o f  his Waiveraiid Release as iimy Ix: rcqililcd bs business iiccessih, 

I n  the event that E,xeciitive breaches oi tliieatens to breach an); provision oi tliis Waivci and Release. he agrees that Ciiicrgy shall be entitled to seck any 
and 011 equitable aiid legal reliei'provided bv law. spccilically iiiclirdirip inirncdiale and peni~aneiit i~!junctive relief Executive hereby waives m y  claim 
that Cinergy lias nn adequate ieiiiedy al 1:)w 111 :>ddition. :lnd to h e  extent no1 prohibited by h t v .  E,xecuti\!e agrees that Cinergy shall be entitled to an 
award of all cosls and attorneys' fees incurred by Cincrgv iii  any succcssfi~l efiiort to enforce tlic terms of this Waiver and Release Executive agrees that 
the foregoing relief sliall not be construed to limit or otheiwise restrict Ciiiergy's nbility to pursue any other reniedy provided by law. including file 
iecovery of any actual, compensatory or puiiitive damages. Moreover. if E,secutive pursues any claims against the Conipany subject to the foregoing 
Waiver and Release. Executive agrees to irriritediately reiniburse llie Coii)paiiy for Ilic v3Iiie of all benefits recei\cd under this Waiver and Release to 
the fullest estcnt pcmiittcd by law 

6 

7 
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Cinergy liereby ~elcascs tlie Executive. liis heirs. representatives. :Igents mid assigns fioni a ~ i y  and a11 known claims, causes of action. grievances, 
damages and demands of any kind or nature based on acts or omissioiis conimitted bv the Executive during and ii i  tlie course of liis cniploynient witli 
Cincrgy provided sucli act or oniission was coniniitted in  good faith arid occurred within tlie scope olliis iioniial duties and responsibilities 

1.1~ Parties acliliowledgc that this Waiver and Release is entered into solely for the purpose of endinz tlieir cmployiiieiit relatioiisllip 011 a n  amicable 
basis and sliall iiot be constnied as an ndiiiission of liability or \vrongdoing by either Party and Illat both Cinergy and Executive liave expressly denied 
any sucli liability or wrongdoing. 

Each of thc promises and obligations shall be binding upon and sliall inure to the benefit of tlic heirs, executors. administrators. assigns and successors 
i n  interest of each oi the Parties 

The Parties agree that each and every paragraph, sentence, clause. tenn and provision of this Waiver and Relcase is sc\wable and 11131. if'any poi lion of 
this Waiver and Release should be decnicd not eirfoi ceablc for any reason. such portion sl~all be stricken aiid tlie reniaining portion or portions thereof 
sliould contitiiie to be enforced to tlie f~illest extent perlnilted by applicable Ia~v 

This Waiver and Release shall be goveriicd by and interpreted i n  accordance wit11 tlie laws ol  tlie State of Ollio without regard to any :ipplicablc statc's 
choice oi  law provisions 

Executive rcprcseiits and ncliliowledgcs that i n  signing this Waiver and Release lie docs not rely, and has not 1 elied, upon any representation or 
stateineiit made by Cinergy or by any o i  Cinergy's employees, oi'iicers: agents, stockliolders. directors 01 attorneys witli regard to the subject iiiatkr. 
basis or effect of this Waiver aiid Keleasc other Uiaii those speciilcaiiy coniaiiied iiercin 
This Waiver arid Release represents the entire agreement between tlie Parties coiiccrning tlic sihjcct inatter liereol. sliall supcrccdc aiiy and all prior 
agrcciiicnts which may otlieiwisc exist between tlicni coiiccniing tlic subject matter licreol (specifically excluding, Iio~vcver. the post-tci miiiation 
obligations coritaincd i r i  any existing Emp1o)went Agleenient 01 ollier legally-binding docament). and sIia11 iiot be altered. amended. modified or 
otherwise changed except by a writing executed by both Parties 

Cinergy Corp and the Executive agree tliat Cinergy Services. l i i c  \vi11 he aulliorized to act for Cinergy Corp with icspcct to all aspects pcttaining to 
the adiiiinistration and interpretation o i  this Waiver and Release 
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PLEASE READ CAREFULLY. WIT11 RESI'FC'7 TO 1 I l E  ESEC'III N I L ,  7 Ills 

W A I \ ~ E R  AND RELEASE INCLUDES A CORIPLETE RELEASE OF ALL KNOWN 

AND UNKNOWN C'LtllRIS. 

IN WITNESS WI-IEREOF, the Parties liave theinselves sigiicd, or  caused a duly authorized agent tlierc~f to sign this Waiver and Release on he i r  
behalland thereby ackiiowledge tlieii intent to be boiiiid by its !ems and condItIoiis~ 

EXECUTIVE CINERGY SERVICES. INC 
Signed: By: 
I'rintcd: Marc E Manly Title: 
Ilatcd. Dated: 
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Eslii bit 10.66" 1 

CHANGE IN CONTROIL AGREEMENT 

-11-IIS AGREEMENT. dated eifective as of April 4, 2006, is made by and between Duke E,nergy Corporation. forinerly Iinown as Duke Energv Ilolding 
Corp . a Delaware corporation (tlic "Company"). aiid Marc E Manly (tlie "Executive") 

WI-EREAS, tlie Compniiy considers it essential to the best inlerests of its sliarcliolders to foster the continued eniployrneril of key nioriagenienl 
personnel; and 

WHEREAS, tlic Board recognizes tliat, as i s  tlie case with maiiy publicly lield corporations. tlic possibility of a Cliange i n  Control exists and that such 
possibility, and tlic uncertainty aiid qucstions which it may iaise among ~~iaiiagenient, may result i n  tlie departure or distraction of managcnient peison~iel to 
the detriment oi tlie Company and its shareholders; arid 

WHEREAS. tlie Board 113s determined that appropriate steps should be talm to reinforce and encoilrage the continued attention and dedication o i  
~neiiibers o i  tlie Company's iiionagement, including the E.xecutive, to their assigned duties without distractioii i n  the iacc oi  potenfially dislur-bing 
circumstances arising ironi tlie possibility of a Cliaiige i n  Control 

NOW, TI-IE,REFORE,. i n  corisider:ttion of the premises and tlie mutual covenants lierein co~itnined, the Company and tlie Ifxecutive. intending to be 
legally bound, do lieicby a g ~ c c  as follows: 

. . .  -ated below: 

(A) "Acci-ued Rights" shdl  have tlie ineaning set forth i n  Section .3 hereof 

(B) "Afliliatc" sliall liave tlie meaiing set forth i n  Rule 12b-2 promulgated under Section 12 of tlic Exchange Act 

(C) "Auditor" sliall liave tlie nieaning set foitli in Section 4 2 liereol 

(D) "Basc Amount" sliall have the iiieaniiig set forth in  section 280G(bX3) of the Code 

( E )  "Beneficial Ownership" shall have tlie nieaiiiiig set forth i n  Rule 13d-3 under tlie Excliange Act 

(1;) "Boaid" sIia11 niem tlie Board of Directors of tlic Company 

(G) "Cause" for temiiiiation by tlie Company of tlic Executive's eiiiployti~eiit shall iiiean (i) a inaterial failure by the Executive to carty out. or 
~nalfeasance or gross insubordination i n  carrying out, reasonably assigned duties or instructions consistent with the Executive's position. ( i i )  the Gnal 
conviction of the E,xecutive oi  a ielony or crime involving moral tuipitude, (iii) an egregious act oldislioncsty by tlie Executive (iricludinp. without liiiiitation. 
t l d t  or enibczzleinent) in coniicction with ctnployinent, or a iiialicioiis action by the Executive toward tlie custoniers or cmplovces oltlic Coiiiimiiy or any 
Afi l iate. (iv) a matenal 



breach by the Executive of tlie Company's Code of Busiiiess Ethics, o r  (v) the failitre of tlie Executive to cooperate Uully with govcmtncntol investigations 
iiivolving tlie Company or its Alliliates. piovidccl. however, that tlie Compali\~ shall not liave reason to teniiinnte the E,xecutive's cinploymelit lbr Cause 
pursuant to this Agrcenicnt iiiilcss the E,secutive reccivcs written iioticc lroni the Company ident 
Executive a 30-day opportunity to cure. if such acts or omissions are capable o l  cure 

ng the acts or omissions constitilting C ~ I I S C  and gives the 

(1-1) A "Change i n  Control" sliall be decmed to have occurred il the event set forth in any one of tlie following paragraphs sliall have occurred 
(but. for tlie avoidance of doubt, excluding any transactions contemplated by the Meigei Agreement): 

(a) an acquisition sul>sequcnt to the date hereof by any Person of Beneficial Ownership of tliil-ty percent (30%) or more of either (A) the 
then otitstandiiig shares of coiiiiiioii stock of tlie Company or (B) die coiiibiiicd voting powcr of tlie tlien otitstnnditig voting securities oi tlie Conipany entitled 
to vote gciicrally i n  the electioii of dircctois; excliiding. however, the following: ( I  ) any acquisition directly from tlie Coiiipany, other than an acquisition by 
vil-iuc of tlie exeicise of a conversion privilege unless the security being so converted was itselfacqtiii ed directly from tlie Compariy, (2) any acquisition by 
the Coiiipaiiy and ( 3 )  any ocquisitioii bv an employee benefit plan (or related tnlst) sponsored or maintained by the Coliipany or any Subsidiary; 

(b) during m y  period of two (2) consectltive years (not including any period prior to the date hereof), individuals who at the beginiiilig of 
siicli period constituie tlie Board (and any new dircctors whose election by tlie Ronrd 01 noininatioii for election by the Company's sliaieliolders \vas approved 
by a vote of at least two-thirds (2/.3) oi tlie directors thcn still in office who either were directors at the beginning ofllie period or tvliose clcctiori or 
nomination lor election was 50 approved) cease lor any reason (except lor death. disability or voluntary retireiiient) to constitute a riiajoiity theicol. 

(c) the coiisuiiiiiintion of a merger. consolidation. reorgaiiimtioii or similar corporate transaction which has been approved by tlic 
shareholders of the Coinpony. wlletlier or not the Company is tlie surviving corporation in  sitcli transaction, other tlian a merger, cotisolidation. 01' 

reorganization that would result i n  tlie voting securities oftlie Company outst:inding immediately prior thereto continuing to represent (eitlier by remainitlg 
outstanding or by bcing converted into voting securities of the siiiviving entity) at lcast fifty percent (50%) of the conibined voting powcr of tlic votiiig 
securities of tlie Company (or sucli sunjiving entily) outstanding immediately after sucli merger, consolidation. or reorganization; 

(d) the coii~iininintioii of (A) the sale or other disposition of all or substantially all of the assets of the Company or (13) a complete 
liqiiidation or dissolutioii of the Company, which has beeii appiovcd by the shareholders of tlie Company ( i n  each case, cxclusive of an)' transactions or events 
resulting froni the scporation of the Company's gas and electric businesses). or 

(e) adoption by tlie Boaid of a resolution to the effect that any person has acquired elTective control ofthe busiiicss and affairs of the 
Company 
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( I )  "Ciiiergy Eiiiployiiient Agieeiiient" sliall iiicaii tlie Eiiiployinent Agleenicnt between Cincrgy C o ~ p  , its subsidinlies and/or its affiliates mid the 
15ecutive dared Noveiiiber 15. 2002, as  anicndcd froin time to time, including pursuant to Section 21 liereof and Esliibit B Iiereto 

( J )  "Code" slinll iiiemi tlie Iiiteinal Revenue Code of 1986. as amended froin time to time 

( K )  "Coiiipaiiy" shall iiiemi Duke Energy Corpoiation. t'oi nierly known as Duke Energy Holding Corp., a Delaware corporation, and except in  
deterniiiiiiig under Section 1 1-1 liereof wlietller or not any Cliaiige in Control of tlie Company 1i:is occurred. shall include any successor to its business and/or 
asscts wliicli ass~~iiics and agrees to pcrlonii tliis Agreement by operation of law, or otliciwisc 

(L)  "Coiifidential Iiii'ormation" slid1 liave tlic inconing set forth i n  Section 8 liereof 

( M )  "Dl3 Pelision Plait" sIia11 nicaii any tax-qualilied. suppleniental or excess defined benelit pension plan maint:iiiied by tlie C o i n p i y  and any 
other dcliiied bciiefrt plan 0 1  agrecmciit entered into Ixtrvecii tlie Executive and the Coiiipaiiy which is designed to provide the Executive with supplemental 
retireiiieiit benefits 

(N) "DC Pension Plan" shall ineaii any tax-qualified. supplcinciital or csccss dclined contribution plan maintained by tlic Company and any other 
defined contribution plaii or agieenicnt entered into between tlie Executive and tlie Coiiipany wliicli is designed to provide the executive with supplemental 
ietirenient benefits. 

(0) "Date of"leriiiinatioii" with respect to any purported teniiinatioli of tlie Executive's eiiiployiiient after a Chmige in Control and during the 
Term. sliall iiieaii ( i )  ii the Executive's employiiient i s  tcriiiiiiatcd for Disability. thirty (.30) days after Notice of Temriiration is given (provided that tlie 
Executive shall not have rctuincd to tlie full-time peiIbriiiaiicc of h e  Executive's duties duriiig such thirty (30) day period), and ( i i )  if ll~e Executive's 
employriieiit is terminated Ior any otliei reason. tlie date specified in  tlie Notice o l  Termination (which, in tlie case of a termination by tlie Coiiipany. shall not 
be less tlian tliiily (30) days (except i n  tlie case of a termination io1 Cause) and, i n  tlie case of a teniiination by the 
days nor (without tlic consent o i  tlie Company) inore than sixty (60) days. respectivcly. froin tlie date such Notice 

(P) "Disability" shall be deemed tlie reason foi tlic terniination by the Compaiiy of tlie Executive's employment, ii. as a rcsult of Ilie Executive's 
physical 01 iiiciital illness. tlic Executive sliall have h c n  absent froin the fdl-time performance of the Executive's duties with the Colnpany 
' (0) consecutive iiiontlis. tlie Coiiipany sliall Iiave given the Executive a Notice 01 Teniiiiiation for Disability, and, within thirty (30) days 

after sucli Notice of Teniiiiiation is given. tlie Executive shall not have returiied to tlie full-time perforinonce of die Executive's duties 

(Q) "Eilective Tiiiie" sIia11 have tlie iiieaniiig given to such teriii iii tlie Merger Agreement 
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( R )  "Excliange Act" sliall iiieaii tlie Securities Excliange Act o i  1934, as aiiieiided from tiiiie lo lime 

(S) "Excise Tax" shall nicaii any excise tax imposed under section 4999 of the Code 

(1.) "Executi~e" sliall iiieaii tlie individual naiiicd i n  the lirst pai:~giapli o l  tliis Agreenient 

( U )  "Good Reason" for terniination by tlie Executive 01 tile Executive's employmcnt shall nican tlic occurrence (without the Executive's express 
wiitten consent wliicli specifically refei eiices tliis Agrcemeiit) after any Cliange in Control of any one of the followiiig acts by the Co~npa~iy. or failures by the 
Company to act, uiilcss such act or failure to act is corrected prior to the Date of Teiniination specified in the Notice o1Termiiiation given i n  respect tliereof 
(;)a reduction in  tlie Executive's annual base salaiy as in en'ect iniincdiately prior to the Cllange ill  Control (esclusive of any across tlie board reduction 
sitnilarly alYecting all or sttbstaiitially all siiiiilarly situated employees detemiined witliout regard to \vlietlier or not an oilletwise similarly situated employee's 
employinent was witli tlie Coiiipany prior to tlie Change i n  Control), (ii) a reduction i n  the Executive's target aii~iual bonus as i n  effect immediately prior to 
the Change in Coiilrol (excliisivc of any across tlie board rcduction siiiiilarly aKecting a11 01 substantially :ill sirnilarly situated eiiiployees detennined wiiliout 
regard to w~icthcr 01- not an otlierwise siiiiilarlv situated eiiiployce's cnip~oytiicnt \\'as wit11 the Conipa~iv priol to the Clia~ige ji i  Co~ilrol), or (iii) the 
assignment to tlie Executive of a job position with a total p i n t  value under tlie I-lay Point Factor Job Evaluatioil System that is less tllan seventy percent 
(70%) o i  the total point value of the job position held by the E.xecutive iiiiniediately before the Change ili  Control; provided, Iiowever, that i n  the event there 
is a claim by tlie Executive tliat tliere 1x1s been sucli an assignment and tlie Coinpany disputes such clailii, whetlier tlierc Ius been such an assignment shall be 

consulting lii ni niuhiall')~ selected by tlie Company and tlie Executive or. if none. a consulliiig finii draw11 by lot from two ~iationally recognized consulting 
finns that agree to serve and tliat :ire nomiiiated by the Conip:iny and the Executive. respectively (such consulting finii, the "Consulting Firm") under such 
piocedures as tlie Consultiiig Finn shall in its sole discretion establish; provided fiirtlier that sucli procedures shall afrord both the Conipaiiy and tlie Exccutive 
an opportunity to be 1ie:ird; and lurtlier provided. Iiowever, that tlic Coiiipany and the Executive shall use tlieir best eflorls to eiiable and cause the Consultiiig 
Finn to make such detcimiiiation witliiii thirty (,30) days of the E.xecutive's claim of sucli an assigiimeiit 

by ilir. I -In? -iV successor tliereto) or if such entity (or any successor) is no longer in existence or will not sene, a 

The Executive's contintied eriiployiiien~ slinll tiot coiistitiile ~ o i i ~ e t i t  lo. or a waiver oirights with respect to, any act or failure to act constituting Good 
Reasoii lieretinder 

(V) "Merger Agieeiiient" shnll niean the Agreenient and I'laii of Merger dated as of May 8. 2005 by and among tlie I h k e  Energy Corporation, 
Cinergy Coip,  Deer I-loldiiig Corp. Deer Acquisition Coip arid Cougar.Acq~~isitioii Corp. as i t  nia)' be aiiiended 
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(W) "Notice of Tcrniiiiation" sliall liave tlie nieaniiig set forth i n  Scction 5 heleof 

(X)  "Person" sliall liave tlie nieaning given i n  section 3(a)(9) 01 tlie Escliange Act. as modified and used i n  sections 13(d) and 14(d) tliereof. 
except tliat sucli tenii sliall not include (i) tlie Company or any of its siibsidiaries, (ii) a trustee or otlier fiduciary Iiolding secuiities under a11 eniployce benefit 
plan o i  the Company or anv of its Afiiliatcs. (iii) an undcnvriter temporarily Iiolding securities pursuant to an offering ofsucli securities, or (iv) a corporation 
owned, directly or indirectly. by the shareholders of tlic Company in  substantially thc sanic proporlions as tlicir owrlcrsliip olstock oi tlic Coinpaliy 

( Y )  "Rcpasmcnt Aniount" slialI liavc tlic meaning set forth i n  Section 7 3 licieof 

(Z) "Restricted Period" sliall Iiave tlie nic3ning set fort11 in Section 7 2 I~crcoi 

(M) "Sevei-ance Pnyiiients" slid1 Iiave tlic nieaniiig set fort11 i n  Section 4 I liereof 

(BB) "Severance Period" shall Iiave llie ineaiiing set forth ill Section 4 l (C)  liereof 

(CC) "Subsidiary" nieans an entity that is wliolly owned, diiectly or indirectly. by the Company. or any other ai1ili:lte of tlie Conip:iny tliat is so 
designated rrom time to time by tlic Company 

. .  . .  (DD) "Term" sIia11 mean tlie period oltiine dcscrikd i n  Section 2 liercol (inciuding any cslcnsion, culii-ud 
thcrei n) 

(EE) "Tot11 I'aynienis" shall incan tliose paynients so desciibed i n  Section 4 2 liereof 

2 Jerni oi Aereenicr~l Tlie Tenii of this Agreenient sliall coniniencc on the date licreol and sliall continue in  effect tlirougli the second anniversary of 
the date h c r c o ~  piovided, howevci, tliat coninieiicing on tlie date tlint is tiveiity-foul (24) nioiillis following the date liereof and each subsequent montlily 
anniversais, tlic Tertii sliall autoniaticall\~ be extciided foi one additional niontli; further provided, l~o~vcvcr, tlie Conipany 01 tlie Esccutive iiiay tenninate this 
Agreement efl'ectivc at any time following the second anniversaly of tlie date liereof only wit11 six ( 6 )  niontl~s advance \witten notice (which sucli notice rimy 
be given before sucli second anniveisary); and further provided, Iiowevei, that. nohvitlistaiiding the above: if a Cliange i n  Control shsll liave occuned during 
the Tenii. tlic Tcrni shall i n  no case expire carlicr than twenty-four (24) niontlis beyond tlie niontli in \vliicli s ~ c h  Change i n  Control occurred. 
Notwithstanding the preceding sentcnce, if tlie Executive's einployiiient is terniinated under circumstances tliat constitute a "Qualifying TemiinatioiI" (as 
deiitied in  the Ciiiergy Einploynient Agreenient) during the twenty-foul (24) niontl~ period beginning on the Eflective Time, then (i) the Tertii oftlus 
Agreetnciit s1i:ill cspirc iniinediatelp prior to such "Qi~alifyi~ig Teriiiination," \vitliout li~rtlier action by the parties hereto, and except as otherwise provided in 
Section 21, this Agiccnient shall be of no fi~itlicr force or cflcct; and (ii) the Company sIia11 provide to tlic Executive tlie ainounts payable undcr, ~vliicli 
amounts sliall be detcniiiiicd and payable i n  accordance witli the terms and pioccduies or. tlie Ciiiergy Employnient Agreement 
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3 Coiiineiisation Other I h:m Severance I'avrnciits If  the Executive's eniplo)~ineiit sliall be teniiiiiated for any reason following a Change i n  Conti 01 and 
during the Tcrni. the Company shall pay the Executive the salaiy aiiiouiits payable i n  tlie nornial couise for service through the Date of Terniiiiation and any 
rights or poymciits that have bccoiiic vested or that arc otherwise due i n  accoidaiice with tlie tenns oi aiiy employee benefit. incentive, oi compcnsation plan 
or arraiigcnicnt niaiiitained by tlic Coiiipany tlial tlie Esecirtivc parlicipated i n  at the tinic of his or her leimination of cmployiiieiit (togetlicr. the "Accrued 
I? iglits") 

4 Seveitincc Paviiients 

4 1 Sthject to Section 4 2 hereof. and fuithei subject to tlie Executive esccutiiig and not revoldng a release of claims substantially in  the foiiii set 
foitli as Exhibit A to this Agreeiiieiit. if the E.secutive's employnieiit is terminated following a Cliange i n  Control and during the I en11 (but i n  any event not 
later than twenty-four (24) months following a Changc in  Control). other than (A) by the Company for Cause. (B) by reason of death or Disability. or (C)  by 
tlie Executive without Good Rcason. then. i n  either such case: i n  addition to tlie payniciits and benefits representing the Executive's Accrued Rights. the 
Company shall poy tlie Execiiiivc the ainounts. and pinvide the Executive tlie kiiefits. dcscribed i n  this Section 4. I ("Severance I'ayiiients") 

(A) A lunipsiim paynieiit equal to ( i )  tlie Executive's annual bonus payiiieiit ea1 lied for aiiy completed bonus year piior to teniiination of 
einploymcnt, i f  not previously paid, plus (ii) a pro-rata aiiiotiiit o l  the E.sccutive's target bonus wider any performance-based bonus plan. program, or 
arranyciiicnt in rvliicli tlic Executive poiticipatcs [or the year in  rvliicli tlic teniijiialioii occuis, dctcrniiiicd as if all program goals liad been met, pro-rated 
L & + & & + ~  ,. .. I -nn . .  o r to tcmi i inti oii of eiii pl o yiii e ii 1; 

. .  

(U) I n  lieu ofany severance benefit otlierwise payablc to tlic Esecutive, the Compaiiy shall pay to the Esecutivc. no later than fifteen (15) 
business days following the Date of Teiniiiiatioii. a lump sum severance payment. in cadi. equal lo two (or7 i f  less, tlie number o i  years (including partial 
years) until tlie Esecutiw reaches the Compmiy's iiiaiida~oiy retirement age, provided that the Company adopts a mandatory retireineiit age pursuant to 29 
IJSC $631 (c)) times the suin o i  ( i )  tlie Executive's base salaiy as in efl'ect iniiiiediatcly prior to tlie Date of Tcnniiiatiori or. i f  Iiiglicr. in cfkct immediately 
prior to tlic lirst occiirrcncc of ai1 cvcnt or circumstance constituting Good Reason, and (ii) the Exccutive's targct short-tcriii incentive hnus opportunity for 
the fiscal year i n  whicli the Date olieriiiiiiatioii occurs or. i f  higher, the tiseal year i i i  which the first event or circuinstance constituting Good Rcason occtirs 

(C) For a period of two years iinmcdintely following tlie Date of lenninntion (or. i f  less, the period until the Esecutive reaches the 
Coiiipaiiy's inandatoiy retireiiiciit age. piovidcd that the Company adopts a iiiandatoiy retirement age purs~iant lo 29 USC 9631 (c)) (the "Severance Period"), 
the Coiiipaiiy sliall anange to piovidc tlie Executive and 
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liis or lier dependents niedical. dent:il. aiid basic lile iiisurance benefits siibstantially similar to tliosc provided to the Executive and his or lier dependents 
iiiiincdiately prioi lo tlie Date of Temiination or. if more i:ivorable to tlie Executive, those provided to the Executive a ~ i d  his or lier dependents itnmediately 
prior to tlic first occiirrciice o i  an event or circuinstance constituting Good Reason, at no grcatci after tax cost to tlie Esecutive lli3ll the after tax cost to tlie 
Executive ininiediately prior to siicli date oi occiirrence: provided. however. that. in lieu of providing such bcnclits. Uie Company inay choose lo ( 1 )  provide 
such beliefits through a tliiid-party insurer, (ii) iliakc a lump-sum cash paynienl to h e  Esccutivc in  an aniount equal to tlie aggiegate cost o i  sticli coverage for 
tlie Severance Period, h s e d  on (lie prerniuin costs being utilized for such coverage lo former employees undcr "COBRA" at the Date of Teniiinntion, or (iii) 
niake a Iiniip-sum cash payriieiit to tlie Executive i n  an aiiiount equal to tlie anticipated cost of sucli coverage for the Severance Peiiod based on the 
Company's assumed costs for sucli coveiage for internal accounting purposes at Uie Date o i  lerniination Beiielits otlierwise receivable by the Executive 
pursuant to this Section 4 1(C) shall be reduced to tlie extent benefits of tlie same type are received by or made available to the Esecutive during the 
Severance Period as a rcsiilt of subsequent emplovment (and any such benefits received by or made available to tlie Executive sliall be reported to the 
Company by tlie Eseculive) 

(D) In addition to the benetits to wliicli tlie Executive is entitled undei tlie DC Pension Plan, tlic Company shall pay tlie Executive 5 lump 
sum aiiiouiit. in casli. equal to tlie stint 01 (i) the aniount that would have been contributed tliereto by tlie Company on 11 
Severance Period, deteniiined (s) as if tlic Executive made tlie niasimiim perinissible contributions thereto during such 
compensation during such peiiod equal to tlic sitin 0 1  tlic Executive's base salary and target bonus as i n  elfcct iirrriiediatelv piior to tlie Date of Teiriiination. 
or. ifliiglier, as in  efiect ininiediately prior to tlie occuiieiice ol tlie first event or circunistance constituting Good Reason, and (2) witliout regard to any 

, ,  verselv affects 
in  any niaiincr tlte computation of benefits tliercuiider, and (ii) tlie unvcsted portion. ii any. o l  the Esecutive's account balance under tlie DC Pension Plan as 
oi  tlie Date 01 Tcrniitiatioii tliat ivoiild 1i:ive vested liad Executive reniniiied employed by tlie Conipaiiy h r  tlie remaindei o i  the Term 

wutive's belial f during tile 
XI, (y) as if the Executive earned 

. .  
an1eI1ulIlel1t 10 tlle U L L t  ad 

(E) I n  additioii to tlie benefits to wliicli tlic Ereciitive is cntitled under tlie DB Pension Plan. tlic Company shall pay the Executive a lump 
s u i 1  aiiioitnt. 111 casli. equal to tlie s u m  ol (i) tlic ariioiiiit Ilia1 would liave been allocated t1ieir;uiider by the Company i n  respect of the Executive duling tlie 
Severance Period. detcniiined (s) :IS ii tlie E.sccutive earned compensation during such pel iod equal to the sum of the Executive's base salaty and target bonus 
as i n  efCect imiiicdiatcly prior- to the Date oiTerniination. or, if higher, as in  ctTect immediately prior to [lie occurrence o i  tlie first event or cin;tiiiistance 
constituting Good Reason. mid (y) without iegard to any ameridnient to tlie DB Pension Plan iiiade subsequeilt t o o  Cliange iii Control and on or prior to tlie 
Date o i  Termiiiation. wliich anieiidnieiil adversely aifccts in  any iiiaiiiier tlie computation oi  beneiik Iliereuiider. and (ii) tlie Executive's unvested accrued 
belielit, i i n n y .  under the IIB Pcnsioii I'1:in as of the Date of Teriiiinatioo tliat would Iiave vested had Executive ieiiiaiiied eriiployecl by tlie Company for tlie 
remainder of tlie Term 
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coniinued vcsting 
time 01 liis or lier 

(F)  Notwitlisiaiiding ilie ternis o l  any awaid agreeinent o r  plan document to ilie contrary. ilic Executive sIia11 be entitled io receive 
of :my long ieini incentive a\vaids. including awards ol~siock options but excluding awards oiresiricted stock, lield by tlic Executive ai tlic 
tcrinination ofcmployincnt that arc not vested or escrcimble on sucli date, i n  nccordancc with their ternis as if  t l~c  Executive's cmploynient 

had riot terniinoicd. for ilie dnration 01 tlie Severance Period. with any options or siniilar rights to reiiiain exercisable (to tlie extent exercisable at tlie end of 
{lie Sevciaiice Period) for a period of90 days following tlie close of tlie Severaice Peiiod, but not lxyond tlie iiiaxi~iitini original term of such options or 
rights 

4 2(A) Noi\vitlisianding any oilier provisioiis of this Agreement, i n  the event that any paymeni or bellelit received or io be received by the 
Executive (including any poyiiicnt or bciiefit icceived i n  connection with a Cliaiige i i i  Control or the termi~iation of the Executive's employment, wlictliet 
ptirsuaiit i o  tlie ternis of this Agreenient or any other plan, arrangeiiieiit or agreement) (all such paynients and benefits. including the Severance Payments, 
being Iiereinafier referred to :IS ilic "Total Payniciits") would be subject (in wliole or part), to tlie Excise Tax, then. afier taking into account any reduction i n  
the Total I'aynicnts provided by reasoii olsection 280G of the Code in sitcli oilier plan. arrangement or agrcciiicnt. tlie cash Severance Payments shall first be 
reduced, and ilie noncnsli Severance I'aynicnts slinll tliereafter be reduced. to tlie extent nccessaq~ so that no poriion o i  the Total Payinenis is subject to tlie 
Excise Tax but only if (i) tlie net aniount o l  such 1-otal I'aynieiits. as so reduced (and after subtracting tlie net amount of federal, state and local income taxes 
on sucli reduced Toial Papmcnrs and oflei taking inlo accoiini the pliase out ofiteinized dedtictions and pe~soiial exenipiions attriblitablc to sucl~ reduced Total 
Payments) is gicaicr ihan or equal to ( i i )  tlie net amount of such Total Pavnieiits without such ieduction (bui after subtracting tlie nct amount of federal, state 
and local incoine taxes on siicli Toial Paynients and tlie aiiiount of Excise Tax to which the Execuiive would bc subject i n  respcci of such unreduced Total 

provided. Iiowcver. that tlic Esecutive niay elect to Iiavc tlic noncash Severance Payiiients reduced (or cliininated) prior to any reduction of the cash Severance 
l'ayiiients 

tn uubmmkd T d  Pavnientsl: 

(13) For ptiiposes oidciei niiniiig wlietlicr arid iltc extent to wliicli ilic Total Paymcnts will be subject to ilic Excise 1-ax, (i) no portion of 
tlie Total Paynienis tlic receipt or eiijoynieiit of which tlic Esecuiive shall liave waived at stich time and in siicli manner as not to constitute a "payment" 
witliiti tlie meaning of section 280G(b) ol the Code shall lx lalten into accouiii. (ii) no portion of t l~e  Total Paynents sIia11 be iaken into accouiit which, i n  !lie 
opiiiioii o i  tax couiisel ("Tax Couriscl") who is reasonably acccpiable io ilie Esecuiive and selected by tlie accouniing lirm (tlic "Auditor") wliicli was. 
immediaielp prioi to the Change i n  Control. tlie Company's independent auditoi, does not constitute a "puracliule pnymcnt" wilhin tlie nieaning of  section 
280G(b)(2) of tlie Code (including by reason of section 280G(b)(4)(A) of llie Code) and, i n  cnlculaiing tlie Excise Tax. no portion o i  sucli Toto1 Payments 
sliall be taken inio :!ccotnit ~vliicli. in  tlic opinion oi ?-as Counsel; constitutes reasonablc compcnsation for services actually rendered. witl~iii [lie ii~eaniiig of 
section 280G(b)(4)(B) of the Code. i n  excess of tlic Base Amount allocable to such reasonablc compciisation, and ( i i i )  the value of any non-cas11 benefit or 
any deferred paynicnt oi beneiit included in  tlic I - O l R l  Paynienis slinll be detemiined by tlie Auditor i n  accordance with the principles of sections 280G(d)(3) 
and (4) of ilie Code 
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(C) At tlie time Ilia! pynieiits ale niade under this Agreenient. llie Company sliall provide the Executive with a \witten statement setting 
forth tlic iiianiier i n  wliicb such p:iyments were calculated and the basis for such calculations including, without limitation. aiiy opinions or other advice the 
Company has received froni Tax Counsel. !lie Auditor or other advisors or consultants (and any such opinions or advice which arc i n  writing shall be attached 
to tlie statenient) 

5 Notice o i  Termination After u Change i n  Control and during tlie Tenn, any purported teniiination of the Executive's employment (otlier !lion by 
reason o i  death) sh:ill be cominuiiicated by written Notice o i  'Ieniiilietion from one party hereto to the other party hereto i n  accordance with Section 12 
liereof For puq~oses of lliis Agreement, a "Notice of Terniinatiori" sliall nieaii 3 notice ivliicli shall indicate tlie specific temiination piovision i i i  this 
Agreement iclicd tipon 

6 No Milieidtion I h e  Company agrees that. i l  the Esecutive's cmploynieiit with !lie Conipany terminates during the Tenn. the Executive is not required 
to seek otlier employnieiit or to attempt i n  any way io reduce any uniounts payable to the Executive by the Coiiipaiiy pursuant to Section 4 hereof Further, 
except as speciiically provided in Section 4 1(C) liereof. no paynicnt or benelit provided ioi i n  this Agieemeiit sliall be reduced by any coinpensation earned 
by the Executive as the iesdi of eiiiployiiieiit by anotlier employer. by retirenient benelits. by cClset against aiy aniotiiit claiiiicd to be owed I-ty tlie Executive 
to the Coinpan): o r  otlicrwisc 

7. Restrictive Covenants 

7 1 Noricompetrtion :uid Norisolicltatioii Dunng tlie Restncted Penod (as deliiied k l o ~ ) .  tlle Fuecutive agrees that lie or .;lie shall not wlthout 
the Coinpany's piioi written consent, for any ieasoi~. directly or indirectly. eithci as principal, agent inaiiagcr, eiiiploscc, partner, shaieholder, director. 
officer. consultaiit or otherwise (A) beconic engaged or involved i n  any business (otlier than as a less-that1 tliree pcicent (3?/0) equity owner of any corporation 
ti aded on any national, inlernational 01- regioiial slack escliange or i n  the ovei-ll)e-cotrriter iiiarkcl) that competes with the Company or any of its Affiliates in 
the business o i  production. transmission. distribution. o r  retail or wliolesde marketiitg or selling o i  electricity. gatliering. processing or tmnsmissioii of natural 
gas, resale or arranging for the purcliase oi for !lie iesalc. brokering. marketing. or trading o i  natural gas, electricity or derivatives tlicreot energy 
inaiiagenieiit and the provision 01 energy solutions: gathering, compression. treating. processing. iractioiiatioii, transportation, trading, niarketirig of natural 
gas coinpoiients. including natural gas liquids: managenient of land holdings and developnient of cominerci:il. residential and niulti-family real estate projects; 
development and management oi  film optic coniniunications systems; development and operation of powci generation facilities, and sales and marketing of 
electric power and natural gas, doinesticnlly and abroad; und aiiy other business in wliicli the Compaiqf, iiicluding Afliliotes, is engaged at the lerniination of 
the Executive's contiiiuotis employment by the Company, including Affiliates: o r  (B)  induce or attempt to iiiduce any customer. client, supplier, employee, 
agent or independent coii~iac~oi of the Conipariy or arir of its Affiliates to reduce. teiniinate, iestrici 01 otlienvise alter its btisiiiess relationship with the 
Company 01 its Alfiliatcs The provisions oltliis Section 7 1 shall be limited i l l  scope and cKectivc only within the following geographical areas: (i) any 
countiy in  the world where !lie Company. inclllding Aliiliates, lias at last US$25 tnillion in  capital deployed as o i  teniiiiiation 
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o i  the Executive's continuous etiiployii~eiit by Conipanv. including hlliliates: ( i i )  the continent of North Ainc~ica: ( i i i )  the United States of Anierica and 
Canadn, (iv) tlie United States o i  America: (11) tlie states of North Carolina Soiitli Ci~roliiia. Virgini:~. Georgia. Florida, Tex:is C:~lilor~ii:~. Mnssacliuset~s, 
Illinois, Michigan, New York. Colondo. Oklalioiiia and I,ouisiana; (vi) tlie states oiNort1i Carolina. Sorttli Cnrolitia. l~csas  and Colorado: (vii) I'ollowing 
consiininiation of tlie transactioiis conteinplated by tlie Mergei Agreeiiieiit tlie states of Ohio. Coloindo, Kentucl;.;, and Indiana. and (vii) any state or slates 
with respect to which \vas conducted a business o i  tlie Coinpany, includiitg Alfiliates. wliicli business constituted a substantial portion of the E.xecutive's 
employnicnt Tlie parties intend tlie above geographical areas to be complctely scvcrablc and independent. and anY invalidity or uncnI'orc~~l~iIity of this 
Agreement with respect to any one area sliall not render tliis Agieemeiit unenforceable as applied to any one or more of tlie otller areas Nothing in Section 7.1 
sliall be construed to prohibit the Executive k i n g  retained duiing the Restiicted Period i n  a capacity as an attorney licensed to practice law, 01 to restrict the 
Executive providing advice aiid coiinsel i n  such cnpacity. i n  any itlrisdictioli \vheie sucli piollibitio~i 01 restriction is coiitraw to l aw 

7 2 Restricted Period For purposes 01 tliis Agreeiiicnt, "Restlicted I'eiiod" sliall nieati the peiiod o l  the Executive's eniplo~~ment during tlie Tenii 
and. in  the event o f a  terniination of tlie Executivc's eiiiployment I"ol1o~viiig a Cliaiigc in Control that eiititlcs E,xccutivc to Severance Paymcnts covered by 
Sectioii 4 liereof. tlie twelve (12) month period following sucli tcrniination oi employment. coinniencing from tlie Date of l~enni~iation 

7 3 Forfeiture and l?ennvments. Tlie Executive agrees tliat. iii tlic c ~ ~ c n t  lie oi slie violaics tlie piwisions of Section I liercol duiiiig tlie Restricted 
Period, he or slie will forfeit and not be entitled to any Severaiice I'oyineiits o r  any non-casli I>eiiefits or iiglits tinder this Aprcenieiit (including, without 
liniitation, stock option rights). otlier t1131i the paynierits provided rrridei Section .3 lieieof The Executive furtl~er agrees that. i n  tlic event lie or she violates the 

and not be entitled to any 
ftirther Sevcraiicc Paynicnts, aiid (B) lie oi she will be obligated to repay to tlic Cornpany an amount in respect oi the Scveiance Paynieiits previously niade to 
him or her under Section 4 hereof (the "Repayment Anioi~nt") Tlie Repnyii~eiit Aiiiount sliall IE deteniiined by aggiegatiq Ilie cash Severance Payments 
made to tlie Esectitive and multiplyiiig the resulting :uiiount by a fraction. the nuii~erator of wliicli is the nuinbet of l u l l  and p:irtial calendar montlis remaining 
i n  tlic Severance Period at the time oftlic violation (iounded to tlie nearest quartel o i  a iiiontli),  arid the dctioniinator oiwliicli is twcnts-rout. (24) Tlic 
Repayment Amount sliall be paid to the Company i n  cash in  a single sui11 within ten (10) business days after l l ie first dele oftlie rk~lation. ~vlietlieror not the 
Company has hiowledge o i  tlic violation or lias niade a deinaiid lor payment Any such pa~~iiieiit niade following sucli date sliall bear interest at a mte equal to 
tlie prime lending rate of Citibank. N A (as peiiodicallv set) plus 1Yo Furtlvmnore. i n  tlie event tlie Executive violates the provisioiis oiSection I liereof. and 
~iotwitlistnnding the terms of any award agreernetit or plan dociiment to tlie contrnq~ (which sliall be considered to be amended to tlie extent necessary to 
reflect the ternis hereof), tlie Executive sliall inimediately loifeit the riglit lo exeicise any stock option or similar rights tliat arc outstanding at the time of the 
violation, and tlie Repayment An~oiiiit~ calculated as provided above. sli:111 be increased by tlie amount of any gains (inensitred. il app1ic:ible. by tlie difference 
between tlie aggregate fair market value on tlie date of exercise of shares underlying tlic stock option oi siiiiilai light and tlie aggregate exercise price of such 
stock option or siiiiilai 

Pl--'q (A !  hr! , I /  . . . ,  . .  
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right) realized by tlie Executive tipoii  tlic exercise oi  stock options or siinilai- rights o r  vesting oi restiictcd stock or otlier equity coii~pe~~sation witliin the one. 
year period prior to tlie first date of tlie violation 

7 4 Permissive Release Tlie 
upon tlie condition tliat tlic Escciitive fori 
discretion, grant sucli a release in wliole or in paid or inay reject such request and continue to enforce its rights under this Section 7 

cciitive may ieqtiest that tlie Coiiipaiiy ielease Iiiiii or lici Iroii i  tlic restrictive coveiiants o i  Section 7 1 hereof 
and repay a11 termination bendits and rights pmvidcd Cor i n  Section 4 1 Iicreof llic Coiiipnii~ mav. in its sole 

7 5 Consideratioli: Stirviva1 Tlie Executive ackno~vlcdgcs and agrees that tlic conipeiisation and benefits provided in  this Agrcciiient constitute 
adequate niid sufficient consideration for tlie coveiiaiits made by tlie Executive i n  tliis Section 7 and in tlie reinainder of t h i s  Agreement As liiillier 
consideration for tlie covenants made by tlie Executive in this Sectiort 7 and i n  the reinainder of this Agreenient. tlie Cotnpanv lias provided and will provide 
tlie Executive certain proprictary and otlier conlideiitial information about tlie Companv. including. but not limited 10. lmsiiicss plans and stratcgics budgets 
and budgetary projections. incoine and earnings projections and statements. cost analyses and assessments. and/or business assessiiieiits o l  legal and 
regulatory issues Tlie Executive's obligatio~~s wider this Section 7 shall suivivc any tetminatioii of his o r  her eniployineni as spccificd lieiein 

8. Confidciitialitv The Executive acknowledges tliat during tlie ISxccutive's cinployment with tlic Coiiipaiiy oi any of its Afliliotes, tlic Executive will 
acquire. be exposed to aiid Iiavc access to. non-public inaterial. data and inlb~n~atioii oftlie Co111pan~' and its Alljliatcs and/or tlieii ct~~toiiicrs or clients that is 
confidential, proprietary. and/or a trade secret ("Confidential Iiilbi-ination") At all tinies, bot11 during and after tlic Tcnn. tlic Executive sliall keep and retain in 

any person, f i r m  or corporatioii, or use for his or  her owii purposes, any Conlidciitial InCornmation For p ~ p o s c s  of this Agreement. such Confidential 
Infoimation shall include. but sIia11 not be liniited to: sales niethods. iiiforniatioii conce~ning p~incipals or customcis. advertising n~ctiiods. financial alTaiis or 
metliods of procureiiient, iiiaiketing and business plans. strategies (incliiding risk stiatcgies). p~ojectiom, busiiicss opporttinitics. i~~veritions, designs. 
drawings, researcli and development plaiis, client lists. sales and cosf iiifoni~atioii aiid linarrcial rcstrlls arid pcrfomiance Nol\~~rtlistai~di~ig the hregoing, 
"Cocltidential Infoilnation" shall not include any infoniiation known generally to tlie public (otlier tliaii as a rcs1111 o i  uiiautliorizcd disclosuic by the Executive 
or by the Company or its Alliliates) The Executive acknowledges that tlie obligations pertaining to the confidentiality and ilon-disclosui-e of Confidentinl 
Information shall remain in effect for a period of five (5) years ol'tcr tertiiination oiemployment. 01 until the Coiiipany or its AIljliates 110s released any srrcll 
iiifoimniioii into tlie public dotnoin, in which case the Executive's obligation Iiercuiider sliall ccase wit11 rcspcct only to such i~iiormation so released into the 
public doniai~i Tlie Fsecoiive's obligations under this Section 8 shall survive any terinination 01 Iiis or Iier cinployment I i  the E,xecutivc receives a subpoena 
or otlier judicial process requiring that lie or slic produce, provide or testify about Confidential Infomiation, tl~c E.xecutive sliall notilj, tllc Coinpany and 
cooperate fully with tlie Company in  resisting disclosure of tlie Confidential lnfot.111ati011 l'lic E,xecutivc ac1;nowlcdps h a t  the Compnnv IYJS tlie riglit eitl~er 
in the name of the Executive or i n  its own iiniiie to oppose or iiiovc to q~iasli aiw sirbpocna or otlier legal pioccss 

e of the Executive's eniolo\~nicnt wit11 the Coiiipany or any its Aifiliatcs. to 
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directed to the Executive iegardiiig Conlidcntial Information Notwithstanding any otlicr piovision oftliis Aglcenient the E.secutive ieiiiains lree to report or 
otlierwisc communicatc any nuclear sdety concern. any workplace sd‘cty concern, or :my public salety coiiceril io the Nuclear Rcgulatoly Commission. 
United States Departiiicnt or Labor, 01 any other appropriate federal or state govemniental agency, and the Executivc rcniaiiis lrcc to participate in  any federal 
or state administrative, judicial. or  legislative procecding or investigation wit11 icspect to any ciainis and niatlers 1 1 0 1  tcsolved and terminated pursuant to this 
Agreement With respect to any ciainis and iiiaiters resolved and terminated pursumit to this Agreement, tlie Executive is lice to participate i n  any federal or 
state administrative, judicial. or legislative proceeding or investigation if  subpoenaed Tlie Executive shall give the Conipan),. tllrrrugh its legal counsel. 
notice, including a copy ol tlie subpoena. within twenty-four (24) hours of receipt thereof 

9 Return of Coiii~ariv I’ropcrtv All records, files, lists, including, coinputcr generated lists. drawings, docunients, equipiiicnt and similar items relating 
to the business of the Compmiy and its Affiliates whicli the Executive shall prepare or receive from the Conipany or its Affiliates shall remain tlie sole and 
exclusive property of Conipany and its Affiliates Upon terniination of the Esecutive’s employment for any reason, the Executive shall promptly return a11 
property of Conipany or any of its N’filiates in liis or her possession Tlie Executive ftirthcr represents that lie or she will not copy or cause to be copied. print 
out or cause to be printed out any softwnie. documents or otlier niaterinls oiiginating with or belonging to the Coinpany or any of its Affiliates 

10 Acknowledgement and Enfoi ceiiient The Executive acknowledges tliat tlic restrictions contained i n  this Agreement with regards to tlie Executive’s 
use of Confidential Infoimatioii and liis or her Cuttire business activities are fair, reasonable and necessary to piotect tlie Company’s legitimate piotectable 
interests, pailicularly given the competitive i iatt i ie and broad scope oithe Coinpany’s business and that o i i is  Afl?liates. as  tvell a s  the Fxeculive’s psitioil 

by securing an irijiinction (a court order prohibiting ilic Executive froiii violating this Agreenicnt) T11c Executive tlicrcfore agiecs tliat the Company, i n  
addition to any other riglit or remedy i t  may Iiave, shall be entitled to enforce this Agreement by obtaining a prelinlinaiy and peinianent injunction and any 
otlier appropriate eqtiitable reliei i n  any court of competent jurisdiction l’lie Exectilive achiowledgcs that the recoven! of dniiiages will iiot be a11 adequate 
means to icdress a breach of this Agicciiienf but nothing i n  this Section I0 shall pinhibit tlic Compmiy from pursuing any remedies in  addition to irijirrictivc 
relid. including recovery of‘ damages and/or any forfeiture 01 repayment obligations provided for lieieiii 

, v . .  lllnv h:,ve m d q u a t e  means to orotect its rights under th is  Agreement other tliaii 

1 1  Successors. Binding Aerccnient 

1 1 1 111 addition to any obligations imposed by law upon any successor to die Company, the Conipany will require any succes3or (wlietlicr diiect 
or indirect, by purchase, merger, consolidation or otlierwise) to all or substantially all of the business and/or assets 01 tlie Company to expressly assuine and 
agree to perfoiiii this Agreement i n  the same iiiatiiier and to tlie same extent that the Company would be required to perforni ii i f  no such succession had taken 
place 
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11 2 'Illis Agreemerit sliall inuie to tlie benefit o i  and be enforceable by tlie Executive's peisonal or legal ieprescntalivcs, executors. 
adiiiinistrators. successors, heirs distributees, devisees nnd legatees I f  the E,xecutive slx~ll die while any amount would still be payable 10 the Executive 
Ilcrcundcr (other than amounts which, by their tcniis, tcrminatc upon the d e d i  of the Executive) if tlic Exccutivc had coiitiiiued to live. a11 such aiiioiints, 
liilless otlicrwise provided lierein, sliall be paid i n  accordance witli the terms of this Agrecrnenl to the executors, personal represeiilativcs or administrators of 
tlie E.secutive's estate; provided. however, sucli nnio~nts shall he offset by any aiiiounts owed by the E.seclitive 10 the Company 

12 Notices All notices or other coinmuiiicatio~is lieretirider shall be i n  writiiig and shall be deemed to have been duly give~i (a) \\'lien delivered 
pcrsoii:iIIy, (b) upon coniimiatioii oireceipt when such notice or olher co~nniunication is sent by facsiinile, (c) one dap after liiiiely delivery to 311 ovemiglit 
delivery coiiricr, or (d) when dclivcred or mailed by United States registcrcd mail, return receipt requeslcd, postage prepaid l l ie addrcsscs For stich notices 
slinll be as iollows: 

To the Company: 

Duke Eiiergy Coipoi atioii 
Post Office Box 1006. E.C3XB 
Charlotie, North Caroliiia 2820 1 - IO06 
Attention: Mr Jruiies E Rogers 

Chief Esecutive Offcer 

With a Copy to: 

Duke Eiieigy Corporatioil 
526 Soiilli Church Street 
Charlotte, North Carolina 28202 
Atienlioii: Mr Cliristopher C. Rolfe 

Gioup Executive and ChieiI-IR Officer 

To the Executive: 

At 9200 Old Iiidian I-lill Road, Ciiiciniinti, Ohio, 45243. or the most recent address oii file i n  the records oi tlie Coinpaiiy 

Either party lieicto may, by notice to tlie other, chongc its address for receipt of notices liercunder 

13 It  is the iiiteiition of tlie Company and tlie Executive that this Agreeiiient not result i n  ~nfavorable i n s  consequences to the Executive under 
Section 409A of tlie Code Accordingly. tlie Executive coiisenis to any amendment of this Agreciiieiit as the Coiiipany inay reasonably iiiake i n  lurtlicraiice ol 
siicli intention. :ind the Company slid1 proniptly provide, or make available to, the Executive a copy of sucli ameiidnient 
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14 Miscellaneous Except as otlierwise provided i n  Sectioii 13 liereof. no provision oftliis Agreement may be niodilied, u~aivetl oi discliarged unless 
such waiver, niodificalioii or disclialge is agreed to i n  writing and signed by the Executive md die Cliainnan of tlie Board (or sucli officer as niay be 
specilicallp designated by the Chairinan of tlic Board) N o  waiver by either party liereto at any time of any breach by tlie otliei party lieicto of, or oiany lack 
of compliance with, any condition or provision of this Agreement to be perforiiied by sue11 otlier pnc-ty shall be deemed a waiver of sinulal or dissimilar 
provisions or conditions at tile sanie or at any prior or subsequen1 time Snbject to Sections 2 and 21  liereoi, this Agreement stipeisedes any oilier agreements 
or reprcscntations, oral or otherwise. express or implied, with respect to the subject matter liereof wliicli lime been made by either party. provided, lio\vever, 
that this Agreeiiient sliall siipeisede any agreement setting Ibrlli tlie teniis and conditions ofthe Executive's eniploynient with tlie Company only i n  tlie event 
tliat tlic Executive's eiiiployment with the Company is temiinated during the Tern1 and on or within two years following a Change i n  Control. by the Company 
otlier tlian for Cause or by the Excclitive for Good Reason The validity. interpretation, constrnction a i d  perforniance of tliis Agreement sliall be governed by 
tlic laws of tlic State of Nortli Carolina All rcferences to sections ol  tlie Escliange Act or the Code sliall be dcenicd also to refer to any SLICC~SSOI provisions to 
sucli sections Any payments provided for Iiereniider sliall be paid net of any applicable witliliolding iequired wider federal, state or local law and any 
additional witliliolding to whicli [lie Executive 113s agreed and no s11c11 payrnetiis sliall be treated as creditable compensation initler any other eniployee beiiefit 
plan. prograin. clrrangcmcnt or agreement of or with tlie Company or its aililiates The obligations of tlie Company and tlie Executive under tliis Agreement 
wliicli by their nature may require either partial or total perfoniiance after tlie expiration of the Term (including. widiout limitation. those under Sections 4 and 
21 liereof) sliall suntive sncli expiration 

15 Certain Legal Fees To provide tlie Executive with reasonable asmanee that tlie purposes of this Agreement will not be f iust ia led by the cost of 
p v s '  fees and expenses incurred by tlie , . .  

Executive as a result o i a  claim that the Company lias breaclled or otlienvise failed to perl'onn its obligations under this Agreement or any provision Iiereol: 
regaidless of which party. ilnny. prevails in  the contest: provided, Iio\vever, tliat Company shall not be responsible for sucli fees and expenses to the extent 
incurred i n  connection with a claim made by tlie Executive that tlie tiier of fact i n  a i y  such contest finds to be frivolous 01 if tlie Executive is deteniiined to 
liave brenclied liis or liei obligations under Sections 7, 8. 9, 16, or I7 of tliis Agreenient; and piovided further, Iiowver. the Conipaiiy sIia11 not be responsible 
for siicli fees or expciiscs i n  excess of $50,000 i n  tlic aggregate 

16. Cooperation. The Executive agrees tlmt lie or she will fully cooperate in any litigaiion, proceeding. investigation or inquiry in  whicli tlie Company 
or its Affiliates may be or become involved The Executive also agrees to cooperate fully with any intenial investigation or inquily conducted by or on bellall 
o i  tlie Conipany Such coopelation sliall include the Executive niaking Iiimself or herself available, upon tlie request of tlie Company or its counsel, for 
depositions, court appearances and interviews by Company's counsel The Company shall reimburse tlie Executive for all reasonable and docuinented out-of- 
pocket cxpcnscs incurred by liini or her in  connection with sucli Cooperation 'To tlie niaximiini extent permitted by law, the Executive agrees that lie 01 slie 
will notify tlie Board i f  lie o r  d i e  is contacted by ony government agency or any other person contemplating or maintaining any clnini oi legal action against 
llle 
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Coiiipaiiy or its Al‘liliates or by any agent or attonley of siicli persoil Nothing contaiiied i n  this Section 16 sliall precli~de the Executive from providing 
t iuthful  testimony iii response to n valid stibpoeiia court order. regtdatory request or as inay be required by law 

17 Noii-Disparaeeiiient 1-lie Executive agrees that lie or she will not make or publisli. or caiise to be iiiade or published, any stateriieiit wliicli is, or 1iiay 

reasonably be considered to be, disparaging of the Company or its Affiliates. or directors. officers or employees oftllc businesses oftlie Company or its 
Alliliates Notliirig contained i n  this Section I7 sliall preclude the Execiitive from providing truthfiil testimony in  response lo a valid subpoena, court order, 
regulatoiy request or as may be required by law 

18 Validitv. Seveiabilitv The invalidity or wienforcenbility of any provision of any Sectioii or sub-Sectioti of tllis Agreemerit. iiicluding. but not 
liniited to. any provision contaiiied i n  Section 7 liereof. slioll not all’ect the validity or enforceability of any other provision of this Agreement, tvhicli shall 
remain in  fu l l  force and effect If any provision o l  tliis Agrecinent is held to bc unenforceable kcause of tlic scope. activity or duration of such provision. or 
the niea covered thereby, the parties lieieto agree to modify such provision. o r  that tlie court making si~cli deterininntion sliall have the power to modify such 
provision. to redtice tlie scope, activity. duration and/or area of s i~ch provision, or to delete specific words or phmses theretiom, and in  its reduced or modified 
fonn, siich piovisioii shall 11ieii be enforceable and sliall be eiiforced to the niasiiiiuni extent peniiitted by applicable law 

19 Counterpaits. This Agreeinen[ i nay  be eseciried in several counteiparts. each of ~~Iiic11 shall be deenied to be ai1 oiigiiial but 311 of wliicli togellier 
will cons~itiite one and the s;liiic instroment 

20 Settleinent of Disputes All claims by the Euecutive for benefits under th is  Agreement shall be diiected lo and deteriiiined by the Cliainnan ot tlie 
Boaid and .ilia11 be i n  wiitine Any demal by the Chairtiiaii 01 the Board o f a  c la~m for benefits under thls Agreeincnt shall be delivered to the Exctitlve 111 - .  
writing and sliall set forth tlie sixcific piovisioiis of this Agreemerit relied t ~ p o r ~  

2 1 ~~iieiidiiieiit to Ciiieiev Eiiiployment Aereenient Tlic Ciiicrgy Employment Agreemeiit is liereby amendcd, effective as of Apiil 4, 2006, 3s 
provided oii tlie attaclied Exhibit B This Sectioii 21. Exhibit B and llie Ciiiergy Eniploynient Agreeiiieiit sliall st~rvive the termination of this Agreement. 
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IN WITNESS WIIEREOF. the parties lime executed this Agreeincnt as 01 lhe date liist above written 

DUKE ENERGY CORPOMTION 
By: k\ James E. Rogers 
Name. lames E Rogers 
Title: Chief Execulive Officer 
\s\ More E. Matily 
Mnrc E Manly 
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EXI-llBl1 A 

RFL E.ASE 01; CI AIMS 

1 liis RE,L.EASE OF CLAIMS (the "Release") is executed and delivered by (the "Eniployee") to DUKE ENERGY 
CORPORATION (togetlier with its successors. "Duke") 

111 corisidei:ition of tlie agreenienl by Duke lo provide the Employee with the rights, paynients and benefits under the Change i n  Control Agreement 
between tlie Eniployee and Duke dated 

Section I Release :ind Coveiiarrt TIic Employee. of his or her oivn Iree will. voluntarily and i~ncoriditioiially releases and forever discharges Duke. its 
subsidiaries. parents. aflilintes. tlieir directors, officers. employees, agents. stockholders, successors and assigns (both individually and in  their official 
capacities with Duke) (tlie "Duke Releasees") fioiii. any and all past or piesent caiises of action. suits, agreements or other claims which the Employee, his or 
lier depeiidents. relatives, heirs, execiitors, administrators successors and assigns 113s or niap liereaftei liave froill the beginning of tiiiie lo the date hereol 
against Duke oi tlic Dokc Releasees upon 01 by reason o l a n s  mnttei-. ca~tse or thing whatsoever, including, but not limited to, any matters arising 0111 of his or 
her eniployment by Ihke  aiid the cessation of said employment. and including, but not liniited to: any alleged violation of tlic Civil Riglits Acts of 1964 a i d  
1991. the Equal Pav Act of 196.3. tlie Age Discrimination i n  E,mploymeiit Act of 1967, tlic Rehabilitotioii Act of 1973, the Older Workers Benefit Protection 
Act of 1990. tlie Americans with Disabilities Act o l  1990. t l ie Norlli Carolina Equal Ernployriieiit Protection Act and any other federal. slate or local law. 

C l l l p l ~ \ ~ l ~ l e l l t  -1.liis Release sliall riot, however. conslitiite 3 waiver of wiy of tile Employee's rights tnider the Severance Agreeiiient. 

(tlie "Severance Agreenient"). tlie Eiiiployee liereby agrees 3s follows. 

lcgl I , ,  a id  conditions of emolovnient or tcmiination of . .  . .  

Section 2 Due Caie 'Tlie Eiiiployee ackiiowledges tliat he or she has received a copy of this lielease prior to its execution aiid has been advised liereby 
of liis oi liei opportunity to review and consider this Release for 21 days prioi to its execution flie Eniployee fiu-tlier ac!aiowledges that lie or she 113s been 
advised liei-ehy to coiisult wit11 an attorney prior to executing this Release The Eiiiploycc enters into this Release having freely and knowingly elected, after 
due considelation. to execute this Release and to fullill llic pioiiiiscs set forfll lierein This Rcleclsc sliall bc ievocable by the E~iiployee during llie 7-day period 
lollowing its execution, and sliall not become eflective or eiifoiccable until tlic expiration of such 7-day period In tlie event of such a revocation. the 
E,niplovee s11a11 not be entitled to !lie consideration for this Release set f~r t l i  above 

Section 3 Nonassionnient of Claims: Proceedines The Employee represents and wtrrants that there lias beeti no assign~nent or other transfer of any 
intetest i n  any claim wliicli tlie Eiiiployee may liave against Duke o r  any oftlie Duke Releasees The Einployee represents that lie or she lias not coninleiiced 
orjoined i n  an); claim. charge, action or proceeding whatsoever against Duke or any oftlic Lhkc Releasees aiising out of or nlating to any of  tlie matters set 
Ioltli i n  this Release Tlie Eniployee luitlier agiees that lie or she will not seek or be entitled to any personal recovery i n  m y  claiin. cliarge, action or 
proceeding wlmtsoever against Duke or any of tlie Duke Releasees for any of the matters set fort11 i n  this Release 
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Sectioii 4 12eliance bv Emplovee The Employee achiowledgcs that, in his or her decision to enter into this Release. lie or she has not relied on any 
icprcseiitations. promises or agreements of' any kind, including oral stntciiieiits by represenbtives of Duke or any of the Duke Releasees, except as set forth i n  
this I~elease and the Scvcrance Agreenient 

Section 5 Nonadmission Notliing contained in this Release will be deemed or construcd 3s an admission olwrongdoing or liability on the part of' Duke 
or any o i  the Diike Releasees 

Section 6 Co~iirtiu~iicatio~i of Safety Coiicenis Not\vitlistanding any otlicr provjsioii of this Agrecnient, the Employee remains free to report or 
otlienvise comniunicate any nuclear safety concern, any workplace safety coiiccrn. or any public safety concern to the Nuclear Rcgtilatoiy Coinmission, 
1Jtdted States Depai tinent ol  L abor, or aiiy otlicr appropi iate federal or state govemlnental agency, and the hiployee reniains free to participate i n  any federal 
or state adiiiinistrcltive, judicial, or legislative proceeding or investigation wit11 respect to any clainis and matters riot resolved and terminated porsiiant to this 
hgreeiiieiit Witli respect to any clninis and matters resolved and terniin:ited pursumit to this Agreenient, the Enlployee is free to participate i n  any federal or 
state adiiiiiiistrntive.jlldici:ll. or legislative proceeding or investigation i f  subpoenaed 1 lie Employee shall give Duke. tlirotlgli its legal cowisel. notice. 
including a copy 01 the subpoena, within twenty-four (24) hours of receipt tlieieof' 

Section 7 Governine Law This Release shall be interpreted, construed and governed according to the laws of the State or North Carolina witliout 
refcrence to coiillicts of law principles tliereol 

1 tiis R17L17ASE OF C1 AIMS AND IS executed by the Employee mid delivered to Dike on 

EMPI OYEE 
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EXI-111311 B 

AME.NDME.NT TO E.MI'L.OYMENT AGRE.FMEN-I 

The Eniploynient Agreenicnt bet\vceii Cinergy Corp . its subsidiaries and/or its afliliates ("Ciiiergy") and Male E Manly (the "Executive") dated as of 
Noveriiher 15. 2002. as aiiiended as of December 17. 2003 and May 9, 2005 (the "Cinergy l~~mployment Agreeniciit") is Iiereby amended elkctive :is of 
April 4, 2006 

Ilecitals 

A Ciiicrgy Corp is  party to a n  Agreeiiieiit aiid Plan of Merger by and a~noiig Duke Energy Corporation. Cinergy Corp , Deer Holding Corp . Deer 
Acquisition Corp :ind Cougar Acquisilion Corp , dated as of May 8. 2005 (as aineiided. the "Merge1 Agreenient") 

B I'ursuant to tlic Merger Agrcciiient. ell'ectiw as of the "EKecljve Time'' (as such tei iii is defined in the Merger Agreement, die "Effective Tinie"). 
Ciiiergy Corp becanie a wliolly-owied subsidi:ini of Duke Emrgy Colporation. formerly known as Duke E.nergy 1-loldiiig Corp . a Delawai e corporation 
("Duke Energv") 

(if the Mercer Agreenient elfective as 
of tlic Effective Time. I)iilte Eiicigy is the successor to Cincrgy under the Ciiieigy Einployment Agreement 

1) Duke Eiicrgy and/or its dXliatcs desire to eiirploy the Executive as of the Effective Time. and the Executive desires to accept a position with Duke 
Eiiergy and/or its :illiliates 

E Duke Eneigy and tlie Executive desiic to aiiicnd tlic Cincrgy Eniploymciit Agreement to reflect tlic consummation of die mergers contemplated i n  
the Merpcr Agicenient and tlie parties' agreement regarding the continued eiiiploynienl of the Executive 

Aii~endnient 

1 Section l b  of the Ciiieigy i~iiiploymeiit Agreenient is Iiereby superseded aiid replaccd in its entirety as set forth below: 

"b Tlic Eniplov~ncnt Period oftliis Agreement will co~ii~iiciice as of the Effective Date and continue tiiitil the second aiiiiiversa~y of Uie Effective 
Time I' 

2 Ilic first seiitetice of Sectioii 22 of !lie Cincrgy Fniploy~iie~il Agreenient is hereby superseded aiid ieplaced as set forth below. 

"The Executive will serve Duke Energy aiid its affiliates as Gioup Executive and Chief Legal Officer a i  Duke Energy and lie will liave SLICII  
responsibilities. duties. and aiitlioiity as are customan' for soiiieo~ie of tliat position and sucli additional duties, consistent wit11 Itis position, as may be 
assigned to Iiiiii 11oiii t ime to time duiing the Eiiiployrnciit Period by Dike Energy's Board of Directors or Chief Executive Oflicer " 
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3 The lirst senleiice oiSeciioii 213 oi the Cinergy I~niplo~~nient  Agreement is heieby supeiseded and icplaced as set forth below: 

"In connection with the Eseciitive's cniploynient. the Esecutive will be based at the piincipal execuhje onices of LMte Energy i n  Charlollc. North 
Caroliw " 

4 Section .3a oitlle Cinergy Eniploynient Agieement is liereby aniended by substituting the base salary aniount oi"$475,008" with the anioont o i  "$537.204" 

5 Sectioii 3b(i)  a i  the Ciriergy Eri iployni~n~ Agiceiiwit is liereby siiperscded and replaced i i i  ~ t s  en1iiel-j as set Iortli below: 

"( i )  ( 1 )  Welfare Denelits During tlic E.niployment Period. the Esecutive sliall be eligible for paiiicipation i n  and sliall receive a11 beiielits under 
welfare benetil plans. practices, policies and programs provided by Duke Energy a i d  ils affiliates 10 the extent applicable generally to other peer 
cxeciitivcs of Duke Eiieigs and its affiliakx 

(2) IZetiicineiit Denelits I h i i n t !  the Tiansition Pciiod I h i i i g  the 'Transition Period, the Executive sliall lx entitled to participate i n  Cinergy's 
savings and retircnient plans. practices. policies and programs on llie same terms and conditions as were i n  exec1 iniiiiediately prior to the 
EfTective Tinic. as such plans. practices, policies and progranis may be aniendcd lion1 time to time for legal compliance and adrninistntive 
purposes L h i n g  the 'Traiisition Period. the Esccuti\~e sliall contint~e to accrue a re t i~e~nent  benefit tinder the Cinergy C o p  Excess Pension Plan, 
the Senior Esecntivc Supplenient portion o l  tlie Cinerg): Coip Supplc~i~eiital Escct~tivc Rctircinent Plan (ilie "SERP") and tliis Section 3b(i)(2) 

Cineigy Eniplo~~nicnt Agieement Dnring the Tiansition Period. the Esecutive will continne to acciue a suppleniental retirement benefit 
licieuiider i n  an aiiiouiit equal to tlic excess ol the amount that lie would be entitled to receive itndei the terms oftlie SERP if his "Total Pay 
Replacciiicnt Pel centage" tliereunder were equal to the pioduct of five percent ( 5 % )  and the number olliis years of "Senior Executive SenTice" 
not i n  excess o i  15 ( i n  whole years) as oi  !lie apjilicable date over the aiiioiint to \vliicli the Executive is actually entitled ~ I I I S I I D I I ~  to tlie tcnns of 
the SERI' as of tlic applicable date l k  suppleineiital retirement bcnelit described in  tlic picceding sentence shall be payable i n  accordance 
with the temis o i  tlie SERP (including any applicable vesting schedule) and sliall be trcated Iieictnidci (including for purposes oi  Section 5a(iii) 
(3)) as  iT i t  n w e  payable tinder the SERP. Notwitlistanding the loregoing. in  no event s11a11 the siiiii 01 the supplemental retilenient benelit 
described i n  the t \ ~ o  preceding sentences a i d  tlie Executive's total aggregate aniiu:~l benelit under tlie SE,RP excecd 60% o l  the Ikcut ive 's  
I-Iiglicst Average Earnings 

( 3 )  Conversion of SERP and Related Bcnclits At the end of tlic 'Transition Period. i n  cancellation of the Executive's riglit to the benefit that lie 
lias ncci tied 

1 id fhic , Aor emnmLQxIcollectivdv, flie "Cinerev Noriqunlihd DB Denefil I'lans") p~rrsuant lo Uiose existirig plans mid tlie 
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(prior to and duiing the ~Trarisitiori Period) undci tlie Cinergy Nonqualilicd D13 Deiielit Plans. Duke Energy  ill credit (in a iiianiier that lesults i n  
no constructive receipt and continues to permit tax deferral) an aniouiit (the "I..unip Suni Credit") equd to the :ictuarial present value of such 
benefit to a nonqualified ictirenicnt plaii niaiiitained by Dtike Energy, which actuaiial present value sliall bc calculated based on based on the 
same terms and coriditions as Iliose applicable to otlier peer eseculives of I1ul;e E,nergy and its alliliates wlio were pieviously employed by 
Cinergy The m w n t  credited to tlie nonqualilied reliienieiit plan niaintained by Dulx h e r g y  pursuant lo this palagmph sliall be payable i n  
accordance with the ternis of such plan. provided. however. that i n  all events the Esccutive shall be entitled to elect (in accordance with 
procedures establislied by Duke Energy and its affiliates) to receive his vested benefit wider such plan i n  a single lump stmi payable within thirty 
days Ihllowing his termination oi  eiiiployrnent with Duke Energy and its affiliates The portion of tlie Lump Suni Credit tliat is equal to the 
actuarial present valiie of tlie vested bciiclit to wliicli the Executive was entitled 3s ol  the end of the Transition Period slid1 be fully vested at dl 
times. and the remaining portion of the Limp Sum Ci-edit sliall vest, subject to the Executive's continuing cinploymcnt, upon the earliest to occiir 
of (i) tlie second anniversary 01 tlie Ei'fective Time, (ii) tlie Executive's death, ( i i i )  tlie Executive's voluntaiy terininalioii for Good Reason or 
(iv) the I!.secutive's involtiiitaiy tcmiination without Cause 

(4) Re!irenient Bciielits Following tlie Tmnsitioii I'eriod During the portion of ilic E,iiiployiiient Period Illat follows tlie Transition Period, the 
Executive sliall be entitled to participate il l  all savings and retircnicnt plans, practices, policies and progranis applicable generally to rttliel peer 
executives of Duke Eneigy and its affiliates. on comparable teinis and conditions 'I 

6. Sections 3b(v) - (vi) oi  tlic Ciiiergy Employment Agreement arc licieby siipcisedcd and icplaced i n  tlieir entirety as set ioiili below: 

"(v) The Executive sIia11 be granted. during tlic Eniployincnt Pcriod. cash-based and equity-based awards rcprcsenting the opportunity to ea111 iiicentive 
coinpensation on lei nis and coiiditioris no less favoiable to llie tisewtive. iii the aggregate. tliaii tliose provided generally to otlier pecr executives of 
Duke E,nergy and its affiliates In deterniining whether the Executive's incentive conipeiisatioii opportunities during the Eiiiployinent Period meet the 
requirements of the picceding sentence, tlieic sliall be taken into account a11 relevant tciiiis and conditions, including. witliout limitation and to tllc 
extent applicable: the potential value of siicli awards at niininiuni. taigel and niaxiniiini perforinatice levels. and the difficulty of achieving the 
applicable petformanee go:ils 

(vi) As sooii as  adniinistrativcly practicable Coilowing the Eifective finie, Duke Eiieigy will causc a retentioil award to be granted to the Executive, 
which award will be evidenced by an award agrcemcnt containing c~~stoniary terms nut otlierwise inconsistent with those descrilxd herein The 
retention award sliall piovide a cash paynient to the Executive. i n  1x1 amount equal to $860,000. subject to tlie Executive's continued employment with 
Duke Energy and its afliliates until.  and payable upon. the earlier of tlie sccond aiini\~ersary of tlie Eifective Tinic or the dale of tlie Executive's 
Qual ilvi ng Temi i iialion " 
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7 Sectioii 3c of the Cinergy Employment Agreement is hereby superseded and replaced i n  its eiitiietv as set forth below: 

"c Frinne Benefits. Perquisites :uid Relocation to Chnrlotte During the Fniployiiient Period, the E.xecutive shall be entitled to fringe benelits. if any, 
applicable generally to other peer executives of Duke Energy and its afllliatcs. on co~~~parable  ternis and coiiditioiis Until the second anniversary of the 
EKective Tinie, Iluke Energy will reimburse the Executive for costs incurrcd on account oi his relocation to Charlotte, North Carolina i n  accordance 
rvitli the Duke Energy ielocatioi~ policies and procedures as i n  effect with respect to other peer executives o inuke  Energy and its affiliates wlio were 
previously employed by Cinergy, which policies and procedures i n  no event will be less lavorable tlian the Relocation Progr:un maintained by Cineigy 
immediately prior to the Effective Time The Executive shall be eligible to receive installiiient pasments. in the aggregate amount of $1 50.000, in 
coiiside~olion for the eliniinntioii of die perquisites previously provided by Ciiiergy, ~vliicli payiiients sliell be made over a three-year period i n  
accordance ivitli procedures establislied by D U ~ C  Energy from tiine to t i ine " 

8 Section 3e ofthe Cinelgy Eliiployment Agreement is hereby amended by deleting the reference to "Cincinriati. Oliio" and  substiluting tlierclore a rcfeience 
to "Cincinnati, Ohio or Charlotte: North Carolina" 

9. Sections 4g, ja(ii) arid ja(iii)(7) oithe Cinergy Employment Agreeinent ale liereby deleted 

10. Section 5a(iii)(3) oftlie Ciiiergy Employnient Agreement is hereby nineiided by adding the following at tlie end tlicreof: 

p r i  otiEl wise would be orovided under this Section 5a(iii)(3) slid1 be ieduced, but not below $0, by the . .  
' 0  I! ' 

Actuarial E,quivalent of the increinentll benefit, if any, provided by Duke Energy. pursuan1 lo Section 3b(i)(3), i n  consideration for the beiielits 
otlierwise payable to tlic Executive under this Section 5a(iii)[3) 'I 

1 1 Section 11 of  the Cinergy Employment Agrecnicnt is Ilcreby aineiided by adding the follotving ncw subsections at the end t l~e~-co f :  

"(uti) Duke Enerey "Duke Energy" nicans Duke Energy Corporation. a Delaw:lre Coiporation. formerly kiiinvn as Duke Energy Holding Corp 

(vv) Effective Time 'Wfectivc Time" has the meaning given 10 that term i n  the Agreement and 1'1:ul o i  Merger. dated as o l  May 8, 2005. by and among 
Duke Energy Corpoiation, Cinergy Corp , Duke I-loldilig Corp , Duke Acquisition Corp , and Citicrgy Acquisition Corp 
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( w v )  Traiisitioti Period "'Transition Period" iiieaiis the period beginning on tlie Effective fiiiie and aiding cxl a date designated by the CliiefExecutive 
Otlker, but no later than Januaq~ 1, 2007 

(m) To the extent applicable a i d  uiiless tlic context clearly iridicates otl~cnvise, (i) any refcicncc in  this Agrceinent to a plan. practice. policy or 
program of Cincrgy Corp or its affiliates shall iiiclude any S L I C C ~ S S O ~  or substitutc plan, pmcticc, policy or progtani Inointaiticd by Duke Energy and its 
affiliates and ( i i )  "Duke Energy" shall be substituted lor each reierence lierein to "Cinergy Corp " 01' "Ciiwgy" " 

12 Section 12 of the Cinergy Employiient Agreemeiit is liereby ameiided by adding the following new Section Q )  at the elid thereoi: 

"(j) 1.0 tlie extent applicable. tlie parties intend that this Agreement coniply with llie provisions of Section 409A of the Code This Agreement shall be 
construed. adiiiinisteied, and governed in  a iiiaiiiier consistent with this intent Aiiy provisiori tliat would cmse any ailmulit payable or benefit provided 
under this Agreement to be includable in  the gross income of tlie Executive under Section 409A(a)(l) of tlic Codc sliall have no force and effect unless 
and uiitil amended to cause siicli aniount or benefit to not be so includable (whicli ruiiendiiient sliall be negotiated i n  good faith by the parties and sl~all 
maintain, to the maxiiiiuni extent pi-acticable, tlie original intent of the applicable provisiorl witllout violating the requirclnents of Section 409A oftlie 
Code) Notwitlistatidiiig any provision oftliis Agreement to the contrary, if tlie E.xccutive is a "specified eniployee" at Uie time of his "se11aratioii from 
seivicc" ( in  each case witliin the meaning of Section 409A oi the Code), tlien any benefits liercundc~ subject to Section J09A oi  tlic Code that would 
otherwise be paid or provided during tlie first six months following such separatio~i fro111 service sl~all be nccu~ii~ilated tliro~igliand paid on tlie first 
business day following the six montl~ aiiniveisary of suc11 separation of seivice (or il earlier. the date of the Executive's death) 'I 

13 Except as explicitly set fort11 Iiereiri. llie Cinergy Emplop~nent Agrecr~~crit will reit~aii~ iri full force and elTec1 
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IN WITNCSS WIIEREOI.. the parties liave executed tlii?A~reeri1ei11 as of llie date first above LV~IIICII 

DUKE ENERGY CORl-’Ol?ATION 

Nnme James F Rogei s 
Title Chief Executive Officer 
\5\ Marc E Manly 
Marc E Maiily 

BY \s\ James E Rogers - 

B-6 



13shibit 10.66.2 

AkIENDhlENT TO EklI'LOYMENT AGREERIEN'I' 

The 13iiploymeiit Agreeiiieiit between Cinersy Corp . its subsidiaries and/or iis aililiates ("Ciiiergy") 3iid Marc E Marily (tlic "Executive") h i e d  3s of 
November 15,2002 (ihc "Agrceiiicni") is Iiercbv amended effective as of December 17,2003 

A MEND ME NTS 

1 Section 3b(ii)(J) of the Agreenieiit IS hereby amended and restated to read, i n  its entirety, xi follows: 

"Except as piovided iii Sections 3b(ii)(3) arid .3b(ii)(5), Llie snppleiiiental retireiiicnt benefit shall not be payable i i i  the ion11 of a single lunip sitiii " 

Section 3b(ii) 01 tlie Agreeiiieiit is hereby aiiiended by adding tlie following new subsection ( 5 )  at the end thereof: 

" ( 5 )  Snecinl Payment Election Without a Clraiiw in  Control. Notwithstanding tlie foregoing, the Executive may niake an election, on a loin, piovided 
by Ciiiergy, to teceive 3 single lump sinii cash payment i n  ai1 aiiioiiii~ equal to one-half ofthe Actiiaiial Equivalent (as defined above in  Section 3b(ii) 
(.3)(D)) of his supplemcnial rctircmcnt knefi t  payable no later than 30 days after the date of his termination o i  eniplovnient In order to be effective. tlic 
special pnyiiieiit election under this Section 3b((iiX5) inust be made either (A) at lemt one year prior to the termination oftlie Executive's eniploynieiit 
with Cinergy or (B) during 2003 nnd at least six months prior to the ternmination of the Executive's eiiiploymeiil with Ciiiergy The lonip sum anioiini 

payable piirsua~it to this Section 3b(ii)(5) shall be calculated in accordaoce with the provisions oiSectio~i 3&ii)(3)(D) I n  tlie eveiit an ariioiiiii is paid to 

E x ~ " e  i n  Section 3Wii)(3)(D)) of his siipplemcntal retirement benefit." 

IN WITNESS WI-IEREOF: the Executive and Ciiiergy liavc caiised this Amendment to tlie Agreement to be eseciited as of the date first specified 

2 

" I  . .  shall discharee anv liability iuidcr this Agreeinent to or on behalf of the . .  - . 

above 

CINERGY SERVICES, INC 
BY. \s\ Janies E. Rogers 

James E Rogers 
Chairman and Chief Executive Officer 

EXECIJTIVE 
\s\ Marc E. Manly 
Marc E Manly 

.- 
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Exhibit 10.66.3 

A MI! ND ILI E N 'I- TO E MP LOY h.1 E N'T AGREE kl E NT 

l'lie Eniploynieiit Agreeineiit beliveen Ciiiergy Corp , its subsidiaries and/or its afliliates ("Cinergy") and Marc E. Manly (the "E.sectttive") dated 
as olNovcmbcr 15, 2002 (the "Agreement") is liereby amended pursuant to this amendment (the "Anicndnicnt") effective as of the completion ofthe Merger 
(as defined in  the Agreeineiit and Plan of Merger. duted as of May 9.2005. by and among Duke Energy Corporation. Cinergy Corp , Duke Holding Corp.. 
Duke Acquisition Coil'.. and Cinergy Acquisition Corp ) I n  the event that tlie Merger does not occur, this Amendnieiit shall be void ob CWo and of no 
fiirtliei force and elTect 

AMENDMENT 

1 Section 4(d)(i) o i  the Agreement is hereby ainended by substituting the word "Ciiicrgy" with the words "1)uke flolding Coil) " 

2 Section 4(d)(ii) of the Agreeinent is hereby supersedcd and replaced i n  its entirety as  set fortli below: 

"(ii) ( 1 )  The material reduction without liisllier consent of the Executive's authority, duties or responsibilities from those in eifect on May 9, 2005 unless 
such ieduction is not a material reduction i n  autliority, duties or responsibilities from those in effect at any time witliiii the 12 iimnths prioi to May 3, 
2005 or (2) 3 inaterial adverse change iii the Executive's reporting responsibilities from those in  etfect on May 9, 2005 unless such cliange is not a 
materid adverse change i n  reporting responsibilities from those in effect at any time within the 12 inonths prior to May 9, 2005, provided that if the 

iespoiisibilities or a new rcportinp relationship, the Executive sliall be deenied to liave irrevocably waived the light to claim Good Reason i n  respect of 
siicli new autliority, duties or responsibilities or repofling relatioiisliip " 

illnflnnnsscrfinp C,ond Reas on within thirty (30) days of the coniiiieiiceiiieiit of new authorities duties or 

3 Section J(d)(iii) of tlie Agreenieut is heieby superseded and replaced in its entirety as set forth below: 

"(iii) Any breach by Cinergy or Duke Ilolding Corp o l  any other inaterial provision of this Agreement provided. however, that if the place of 
peiforiiiaiice is changed to Charlotte. North Carolina or I-louston, Texas, no breach o i  Section 2b licreoi sliall be deenied to have occurred to tlie extent 
relating to tlie place of pcrforiiiance " 



4 Section 4(d) of the Agreeiiient is liereby amended by adding the following new subsection (vi) alter Secliot~ 4(d)(v): 

"(vi)Tlie Philure o l  Jaiiies E, Rogeis to continue to serve as Chief Executive Officer of Duke Holding Corp. (other than as a result ofthe death, 
disability or teniiinolion for CBUSC of laines E. Rogers or his voluntary resignation wvitliout good reason under his employment agrcetneiit) " 

5 Section 8 of the Agreemcnt is liereby aiiiended by adding the following new sentence as the penultiiiiate sentence of Section 8: 

"Not\vitlistatiding the foregoing provisions of this Section 8, any dispute that would otlierwise be submitled to aIbitratio11 under tllis Section 8 arising i n  
coiincciioii with Sectioii 4(d)(ii) sliall be arbitrated under this Section 8 by an independent natioiially-rccogliizcd liutiinn resouices consulting f i r m  
mutually selected by tlie Compnny and the Executive within 30 days following the Company's receipt of a Notice of Teimination froill tile Executive; 
provided that if the Company and the Esecutive do riot agree oii a consulting firiii to arbitrate within such .W-day period. the Anierican Arbitration 
Association shall select a iiumaii rcsources colisultitig f i rm to arbitrate and any issue submitted for arbitration pursuant to this Section 8 shall be 
adjudicated iii tlie strite in wliich the Executive is employed by tlie Compnny or was employed by the Company ininicdiatcly preceding such claim, as 
the case may be " 

6 Escept as esplicitly set forth hereiti. the Agreement will remain in fill1 force and effect 
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-~ 
IN WITNESS WIIEREOI,, tile Executive and Ciiiergy 1iave cailsed tliis Aiiiei~dinei~t to the Agreenlent to be executed as of the date first specified 

above 

CMERGY SERVICES, INC. 
By: \s\ James E. Rogers 

James E Rogers 
Chairiiian and Chief Execiitive Ol'licer 
\s\ Marc E. Mailp 
E.XECl.JTIVE 
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Esliibit 1O.GG.J 

Ah3ENDM13NT TO EMPLOYMENT AGIZEEblENT 

Tlie Eniploymciit Agreement between Cinergy Corp . its subsidiaries and/or its afiiliates ("Ciiicigzr") and Marc E Manly (tlic "Excciitive") dated 
as oiNovenibcr 15, 2002. as amended (the "Agrecment") i s  licrcby amcnded effective as of Dcceinlxr 14. 2005 

Section 3b(ii) ol tlie Agreeiiient is Iiereliy amcnded by adding tlie following new subsection (6) at tlie cnd tlieicol: 

"(6) Specinl Clianee i n  Control Paviiient Eleclion With Resoect lo Amounts Earned and Vested After 2004 Notv~itlist~iding anything Iiereiii to the 
contrary. tlie Executive niny iiiake a11 election during 2005. 011 a forni provided by Cincrgy, to receive a singlc lump siini cash payiiicnt in a11 aniouiil 
equal to tlie Actiioiial Equivalent (as delitied above i n  Section 3b(ii)(3)(D)) of liis supplemental rctireiiient benefit (or tlie rciiioining portion tliereof if 
payment o i  such benefit 113s already commenced) payable alier tlie later of tlie occiirreiice of a Cliange i n  Control or his termination of eniployiiient If 
the Executive's leiinination of employment occurs prior to a Change in  Control. payment undcr this Subsection .shall be made on tlie fifth biisiiiess day 
after the occurrence of a Change i n  Coiitrol I i  the Executive's tcrniiiiation of employment occurs after the Change i n  Control. payment tinder this 
Subscc~ioii shall occur on the filth business day after such termination, or ii necessary to comply with Code Section 409A. on the first business day 
after the sixth niontli aimivcrsaiy of  the termination o i  emplopmcnt Notwitlistanding anything to tlie contrary. this Subsection sliall only npply with 
iespcct to tlic portion of tlic Exccutive's benefit. ii any, wliicli is treated 3s "deferred" d i e r  December 31, 2004 (witliiii tlic meaning of Section 409A of 
the Code (tlie "Post-2004 Deferrals")), and shall be inteipreted accordingly Notwithstanding any otlier provisioii lo the contraiy. the Post-20011 
Deferrals shall be administered in  a nianiier that complies with the piovisions of Sectioii 409A ofllic Code, so as io prevent the inclusion in gross 
income of any aiiiouiit in a taxable year that is prior to the taxable year or pears in .rvIiich such aiiioiirit ivotrld ollierwisc actually be distributed or made 
available to the Esecutive or his beneliciories An electron niade pursiiuni IU i i i l  n f n  
Cliaiige i n  Control and only ii the Ekcutive's termination of employment occurs cither ( 1 )  prior to tlie occurrence of n Cliange i n  Control or (2) during 
the 24-montli period conin~enciiig upon the occiirrencc of a Cliniige in  Control. Once operative, such special payineni cleciion slid1 override m y  other 
payniciit clection made by the Escciitive with respect to his Post-2004 Deferrals I11 tlic event 311 aniount i s  piid to or 011 behall of the Executive 
piirsiiaiit to this Section 3b(ii)(6), sucli payment sliall discliarge any liability under this Agreeiiient to or on beliall of the Executive with respect to liis 
Post-2004 Deferrals " 

1 



I N  WITNESS WIIERIJOI:, tlie Execut~ve and Cinergy liave causcd tliis Ainciidrnent to the Agreement to be executed as 01 the dalc lirst specllied 
3 bov e 

CINERGY SERVICES, INC -_- By: \s\ Jaiiies E. Ropeis - 
lames E Rogers 
Chairinan and Chief Executive Ollicer 

EXE.CUTIVE 
\s\ Marc E. Manly - 
Marc E Marilv 
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Exhibit 10.67 

RET EN TI ON .A\I'AIW AGREE h,l ENT 

TI-IIS RIXE,NTION AWARD AGRE.I!MENT (tlie "Agreciiient"). effective as of April 4. 2006 (the "Date o i  Grant"). is made by and between Duke 
Energy Corporation ("L>ulie Ciiergy"), a Delaware coq>oration, and Marc Manly (the "Eiirployce"), an ciiiployce of Duke Energy Corporation or one o l  its 
directly or iridirectly held majority or greater-owned subsidiaries or altiliaies (collectively iefened to liereiii as the "Coinpony") 

1 .  Contin~cnt AJVVol tl 

(a) Gwnt of Retention iiwartl In  consideration oiEn1ployc's senlice for the Company, Duke Energy liereby grarits to the Employec the 
opportuiiity to earn a retention award (the "Retention Award") pursuant to ihe terms of this Agreeinelit 

Vestinn Sclicclule. Subject to earlicr forfeiture as described below. tlie Retention Award shall beconie fully vested in its entirety il t l ie Employee 
is contiiiuously employed by tlie Coinpony fioni tlie Date of Grant until the earliest to occtir o i  tlie follo\vitig dates ( i )  April 4, 2008, (ii) the date 
o i  tlie Eiiiployec's death. ( i i i )  tlie date on which the Coiiipaiiy tcnninaies ilie Employee's employnicnt other than for Caose, if such tcrinination 
occurs during the two-yea period fc>llo\viiig tlic occuriciicc of a Cliange i n  Control. (iv) tlie date on \vliich tlie Employee voluntarily icniiinaks 
employtiwit foi Good Reason, i T  such leriiiination occurs during the two-year period followiiig the occurrelice of a Clisngc i i i  Coiitrol Wllere 
used herein. the teniis "Cause," "Good Reason" and "Clinnge in Control" sliall linve tlie nieanings given to strch teriiis i n  Section 9 hereof 

ITorfriture ollletention AuiaId The Eiiiplo)'ee sliall forfeit his or her Retention Award i n  its entiiety i f  lie 0 1  slie ceases to remain cot~tinuously 

forfeit his or her Retention Award ilk or slie ( i )  receives sevcraiicc benefits under any agrceliient other thsn t h s  Agreenient as a result ot 
terrnination of eniployment li,llowing the Date of Grani and prior to the applicable vesting date described i n  Section I(b) liereoi or (ii) does 1101 
iimclv execute any waiver of claims i n  accordance with ilic Company's request as a conditioii to rcceiving paynierit for 11;s or 11cr Retcntion 
Awn d 

1';iyaicnt of Ealnetl Rrteiitio~i Avviird Erccpi as otIier\visc piovidcd heicin. i n  tlie cvcnt that the Rctcntioii Award becomes fully vcstcd i n  accordance 
with Section l(b), tlie Eniployce shall be elititled to reccive a Iuiiip suiii cash payment equal to $860,000 Such paynieiit sliall be iiiade as soon as 
adniinistintively practicable follo.iviiig ilie date on wliicli tlie Retciilion Atvard hcoines vested 

(b) 

(c) 
L, ~ i i i o i i  . .  Award vests i n  accordaiice with Section I(b) hereof. The Employee also sl~all 

2. 



Tlic Company shall liavc tlie iiglit to deduct from all pnyiiicnts iiiadc to tlic Eiiiployce pursuant to this Agreement such federal, state. local or other taxes 
as arc. i n  tlic reasonable opinion of thc Conipany. required to be withheld by tlie Coiiipany with rcspect to such payniciil 

Transfer oliility The contingcnt rights sct forth i n  this Agrccmcnt are not transferable otlicnvisc than by will or tlic lows ol descent and d is t r ibhm 

N o  Ridit to Continued Emnlovnlent Solely for pwposcs ol this Agrccmcnt Employee shall be deemed to bc cniploycd by the Company during all 
pcriods i n  wliicli lie or sl~e is receiving bcilcfits under any Conipany-sponsored short-tern1 or long-tcriii disabiliQ plan or program; provided, however, 
that nothing i n  this Agrcemenl shall restrict tlic right of tlie Company lo temiinate tlie Einployce’s cmploynicot at any timc with or without came 

3. 

4 

5. Successors. Tlie tcnlis oithis Agleement shall be binding upon and inure 10 tlie benefit of Duke Energy Corporation, its successors and assigns, and the 
Employee and tlie Eniploycc’s bcneliciarics. excc~tors. admiiiistratoi s. heirs and successors 

5. Miscellaneous The invalidity or uncnrorccability o l  any particular provision ol this Agreeriicnt sliall not affect the ollier provisions of this Agreement 
aiid this Agreement slinll bc construed i n  a11 iespccts as ii sncli invalid or uiienforccable provision has been omitted. The licadings of the Sections of 
this Agrccniciit are provided lor convenience only and are not to SCIVC as a basis for interpretation or construclion, and shall not constitute a p x t  ofthis 
hgrcenicnt Escept to tlic exlciit prc-cnipted by federal law, this Agrccment and tlic Eiiiployec’s rights under i t  shall be constmcd and dctcrniined i n  
accordance with tlie laws of tlic State ofDcla\vare This Agicenicnt aiid the l’laii contain the cntiic agrccniciit and undcrstandiiig of \lie pallies with 
respect to the subject matlei contained i n  this Agi-ecmeiit. and supersede all prior cominiiiiicotioiis, representations and negotiations in  respect thereto 

makc any and all dctcmiiiiotions tlicrcundcr. and its dccision sliall bc biiiding and conclusive upon tlic Einployec and his or her lcgal rcprcscntative in  
rcspcct o l  any questions arising under tliis Agrccmeiit 

7. Rilodifications No cllange, inodification or waiver of any piovision of this Agrecinent shall be valid unless the x inc  be i l l  writing and signed bv the 
parties 

8. Source o1I)aynient Any payiilents to Employee uiidcr illis Agreenieiil sliall be paid h n i  the Campatis’s general assets, and Eiiiployce shall have the 
status of a gciicral unsecured creditor with rcspcct to tlic Coinpaiiy’s obligations to iiialcc payments under this Agreemcnt Einploycc achiowlcdges that 
the Company sliall have no obligation to set aside any assets to lund ~ t s  obligations under this Agrceiiicnl 



3. Certain 1)elinitions 

(a) w. "Cause" sliall mean (i) a inaterial failure by h e  Employee to cany out. oi iiialfcnsonce or gross irisubordiiiatioii i n  carrying out, 
reasonably assigned duties or instructions consistent with the Employee's position. (ii) the final conviction of the Eniployee of a felony or crime 
involving morn1 turpitude, (iii) an egregious act o i  dishonesty by the Employee (including. without limitation, theft or embezzlemerit) in 
coiinection with etnployineiit, or a ~ i ta l ic io~s  actiou by the Employee toward tlie customers or employees of the Company, ( iv)  a material breach 
by the Eniployee oftlie Duke Energy's Code oEBusiness IZthics, or ( v )  Ihe failure of the Eniployee to coopelate fully with goovcrnmental 
investigations involving the Cotnpariy; providcd, lio\vevcr. tlint the Company shall not liave I C ~ S O I I  lo tciniinatc the Emplovee's employiiienl for 
Cause pursuant to this Agreement unless tlic Employec receives wiitten notice Crom the Company identifying the acts or oinissions constituting 
Cause aiid gives the Einployec a .30-day opportunity to ctire. if such acts or oinissions are capable of cuie 

Good Re:ison "Good Reason" shall iiicaii the occurrence (without tlie E,mployee's express \vi.itten COIISCII~ which specifically refeiences this 
Agreement) oC any one of the following acts by tlic Conipany. or hilures by tlie Company to act. unless such act or lailurc to :IC( is corrccted 
within 30 days following writ1cri notice given in respect thcreol: (i) a reduction in the Einployee's a n n ~ ~ a l  base snlary (exclusive of any across the 
board reduction siniilarly alfecting all or substantially all siinilarly situated employees). (ii) a reduclioii in  the Employee's target annual bonus 
(exclusive of any across the board reduction siinilarly affecting all or substantially all siinilnrly situated emplopees), 01 (iii) the assignment lo the 
Employee of a job position with 3 total point valuc undcr tlic Hay Point Factor Job Evaluation System that is less tlian scventy percent (70%) of 
ule total noitit value of tlie job position lield by tlie Executive oti tllc Dalc of Grntit; provided. Iiowever. tliat In the event there is a claim by the 

conclusively detcr~niiied by the I-IayGroup (or any successor tlicreto) or if  such ciitity (or any successor) is no lorigcr i n  existerrce or will not 
s a w ,  a consulting linn inutually selected by the Conipaiiy and the Employee or. i T  none, a consulting fimi dlawn by lot fro~n two nationally 
recognized consulling limis that ngrce to serve and tliat are i~oiiiinated by the Coinpaiiy and the Eniployee. respectively (such consulting f i rm,  the 
"Consultiiig Firm") under such procedures :IS the Coiisultiiig Fiiin sIia11 i n  its sole discretion establisl~: provided fiiiilier 11131 such procedures shall 
afford both the Company and h e  Eniployec a11 oppoltunity to be Ilcard: 

(b) 

Employee that there has been such an assignnient aiid tlie Cciitipany disputes such ciarin. ~iiel i ier  rliere i- : - 



and further piovidcd, Iiowever, that tlie Coiiipaiiy and tlie E.iiiployee sliall use their best eKorts lo enable and cause tile Consulting Finn to make 
siicli de~cmiination witl i in tliirty (SO) days of the Eiiiployee's claim 01 siicli an assignment The Employee's continued employment shall not 
constitute consent to, or a waiver of rights with respect to, any act or tailuie to act constituting Good Reason hcleundcr 

Chanee in Control "Clinnge i n  Control" slinll have the meaning given to sticli ter-tn i n  tlte Duke Energy Corporation 1998 1,ong-Teriii Incentive 
Plan, provided, however, that for purposes of clality, iio Cliaiige i n  Control shall be deemed to llave occurred i n  connection with any transactions 
or events resulting from the separation of the Company's gas and electric businesses or in comeclion \villi tlie tla~~sactions occ~rrririp purstiaiil to 
the Agreement and Plan of Merger dated as of May 8, 2005 by and among Duke Energy Corporation. Ciiiergy Corp . Deer Molding Corp . Deer 
Acquisition Corp and Cougar Acquisition Corp , as it may be amended 

( c )  

IN WITNESS WHEREOF, this Agreement has been executed by tlic parties ellcctive as oftlic date set forth herein 

EMPLOY EE DUKE ENERGY CORPORATION 
Signaliiie: \s\ Man: E. Manly By: \s\ Karen R. Feld 



Eshibit 10.68 

SI'LI'T DOLLAR COI,LATEIt.4L ASSIGNRIENT INSl.!I<ANCE PLAN AGREER115N7 

AND 

SUMRJARY P I A N  DI<SCllF"TION 

TI-IIS AGREEMENT made as oftlie f i~st  day o t  October, 1997. bjr and betivecn Duke Energy Corporation, a North Carolina corporation having its 
principal place of business in Charlotte, North Caroliila ( L e  "Company"), and I-lenrv B. Barroii. Jr. (the "Employee") 

WITNESSETH 

WHEREAS, the Employee is a valued employee o l  tlie Company; and 

WHEREAS, the Eiiiployee lias puicliased, with the assistatice of the Company, oi the Company may have porchased 011 beliall of tlic Employee. an 
insunncc policy (the "lnsuraiice Policy") 011 the Employee's life as rellected iri Scl~edule A hereto. includitig a11 siippleiiiental ridcls and eiidorsemeiits to sucli 
Insurance Policy, whicli Insurance Policy the Eiiiployee and !he Company wish to makc subject to a life iiisiiraiice plan pursuant to llie t e r m  and condilions 
oi  this Agreeiiiciit. 

).T 1"  

Sollow 

ARTICLIS 1 

Drlini tions 

1 1 Coiupni,yDetr/h Bene-$/ The term "Company Death Benefit" shall incan tliat portion or tlie death beliefit under the Insurmce Policy upon the death of 
the employee equal to the Company Interest 

Coitipoi?)'If7/eres/ The temi "Company Interest" shall mean an amount. cnlculntcd in accordance with the Priority of Intercsts. equal lo the slim of 
(i) the aggregate amount of nil premiums paid by or 011 behalf of tlie Conipnny net o i  any loans received by tlie Company; ( i i )  the aggregate niiiount of 
Tax Gross-up, and (iii) the excess, if any, of tlie Value of the Itisiiraice Policy over and above the aggregale of ( A )  Section 1 2(i), (B) Section 1 "2(ii), 
and (C) the Fiiiployee Interest 

CoiwedPlom The tenn "Covered Plans" shall iiieaii those nonqoalified, unluiicled plans of tlic Campally listed on Schedule I3. which schedule the 
Company and the Employcc iiiav amend from h i e  to time by mutual consent 

Empbjm D e d i  Bet&/. The term "Employee Death Benefit" shall nican h a t  portion of Ihc death benefit iiiidcr tlie Insurance l'olicv upon tlic death 
of the Employee eqiial to thc Employee Interest, except that tlic Employee Death Benefit sliall be zero prior to lanuory I, 1998 

1.2 

I 3 

I 4 



1 5 Einpkyec h i ~ e r e s ~  The term "Employee lnteiest" shall iiieaii a11 aiioiiiit, calculated in  accordance with the I'rioiity oi Interests. equol to the prcscnt 
iialire of llie Eiiiplowe's Re~uaiiiing Unpaid Accnied Benelits under tlie Company's Covered Plans at tlic datc of the event requiiing the calculation 
Tlie discouiit late used to calculate tlie present value of the accnied beiiefit shall be the immediate aiin~iity discollnt rate i n  eriect at the dote requiring 
tlie calculation as established by tlie Pension Benefit Guaranty Corporation to compute the present value of accriictf liabilities for qualitied peiision 

Et7p/o,vet?'3 Rentnining U~/~,tridilccr/iL.dBe/?L.J/ Tile term "Employee's Reitiaining Unpaid Accrued Benefit" sllall 11ica11: 

(i) 

plans 

1 6 

i i i  tlie cvent of the Employee's deatli bcfore retirement payments lime commenced. a11 annuity amount representiiig the Employee's accrued 
bciiefit (payable in the for111 of a 5-year certain and contiiiuous annuity) calculated imiiicdiatcly prior to the Eniploycc's dcatli 

i n  the event of the Employee's death afier retirenient payments liave coiiiiiienced, aii aiiiiuity amount represeiititig the benefit wliich \wold 
liave ken payable to the Eniployee's berieliciarp alter the Eniployee's death under the retirement payment option the liniployee elects. 

i n  a11 othei events, an aiinuity amount represeiitiiig the Etnployee's accrued benefit (based 011 the payment option elected by the eiiiployee. i C  
retired. otlici\vise. based on a 5-year ceitaiii arid coiitirtt~ous payriieiit option) imniediately prior io llie date ol the event rcquiiing the 
calculation. 

ModiJedC'onrpig~ Zn/eres/ T-he tei 111 "Modified Company interest" slioll iiieaii ail amount. iiany, equal to the Vali~c of the Itistimiice Policy less tlic 
a111o11111 01 lile CII 

Pi-iori/y qflr~/srcs/. The term "Priority of Interests" sl~all iiieaii whenever a calculation of the Company Ititerest and the Employee Iiilerest is lo h 
made and the Value of the Insurance Policy sliall be insuflicieot to fully provide for both. tlie calculation shall be made i i i  tlie following order o l  
priority: 

(ii) 

(iii) 

1 7 - 
1 8 

First - 
Second - 
Third - 

that portion of the Cooipony Interest icpicsentcd by the aggregate amount ol all premiums the Coinpaiiy pays: 
that portion oi  the Coiiipany Interest repiesented by the aggregate aiiiouiit of Tax Gross-up, 
tlie E.iiiployee Interest represented by the present value of the hmployee's remaiiiing unpaid a c c ~  lied betietit undei the Company's Covered 
Plans: 

2 



Fonrtli - 
1 9 

tliat portion of tlie Coiiipany Interest represented by the excess oi tlie Value of tlie Insurance Policy i n  ~ S C C S S  of tlic liist tlircc itenis 

7'0s Gross-iip The tenn "Tax Gross-up" sliall Iiave tlie saiiie meaning as "Gross-Up Payment" as defined i n  tlic Duke Energy C o r p r d o n  Grantor 
Irost Agiecmcnt dated Octobei 1. 1997, as amended 

I'hlrir q f h  J I I S I ~ F ~ C ~  Policy. Tlic tcl-ni "Value oi tlic Iiisuraiice Policy" slid1 iiieaii (i) if tlie Eniployee is living, the cash surrender value oi the 
Insurance Policy. or ( i i )  i f  tlie Employee dies, the death benefit of the Insurance Policy. iii each case detcniiined at tlie date requiring the calculation 

I 10 

AIITICLE 2 

Ownership of the Insurance Policy 

2 1 Einp/o~we ns Oivricr The E,mployee sliall be the owner of the Insurance Policy and niay exercisc all ownership rights granted to the owiier thereof by 
tlie ternis of the Insurance Policy. except as inay otlierwise be provided herein I f  the Employee transfers liis or her ownei-ship interest in tile lnsumncc 
Policy to a Trustee ofn Tnist or otlier third party owner, the word Tnistee or Owner sliall be substituted Ibr tlie word Employee tllrougliout tliis 
Agreeinciit wlicte appi opriate 

il ss ipnie / i /  Tlie Employee agrees to execute an assignment (the "Assignment") to the Company to sectire the Company's rights under this 
Aprcmerit .  in the I'onn acceotable to the issuer ofthe Insniaiice Policy (the "Insuier"), a form oiwliicli is attached hereto as Sclicdule A Tlie 
Assigniiicnt shall set lbrtli the rights of the Company in  and with rcspcct to tlie Insurance I'olicy pursuant to tlic tcrnis and codllrons ol' tlns 
Agrcenient Tlic Employec and tlie Compmiy agree to tx: bound by tlie terms of Uie Assignment and subject to Section 2 2(c), the Employee may not 
rescind, revoke or aniend tlic Assigninent without the written authorization of the Company 

(a)  

2 2 

Conipany's Riglits The Coinpony's iigl~ts (the "Company's Rights") with respect to tlie Insurance Policy shall be limited to: 

( i )  Tlie riglit to obtain: directly or indirectly. one or more loans or advances against the cash surrender value ofthe Insurance Policy, to 
tlie extent of, but not in  C X C ~ S S  of, tlie Company Iiitcicst, and the iiglit to pledge oI assign the Company lnteiest as security for such 
loans or advances; 

Tlie riglil to realize up to the Company Interest i n  tlie cash stineoder value of tlie Insurance Policy on tlie fhll or partial suirender of 
tlie Insurance Policy: 

Tlie riglit to realize from tlie proceeds oftlic Insurance Policy tlie Company Interest, in die event of the death of the Employee: 

( i i )  

( i i i )  

3 



( iv)  

( v )  

llie obligation to release tlic Assigniiient tipon receipt 01 ilie etitirc Conipany Intcrcst: and 

'Tlie rig111 to coiiseiit to any proposed termination or surrender of tlie lnsurnnce I'olicy by the Employee prior io tlie later of (A) the 
Eiiiployce's termination of cniploynieiit from tlic Company for any reason. 01 (B) tlic Conlpaiiy's release of the Assigiiiiient (it being 
agreed arid understood tlic Employee sliall Iiave no riglit to tenninatc or surrender tlie Insiirmce Policy prior to !lie o ~ ~ i i r r e n ~ e  of the 
later oi (A)  or (B)) 

I n  tlie event tlie Company assigns tlie Company Rights to a ti tist. tlic Company Rights tnay only be exercised by tlie tnistee or the Coinpnny. as the case may 
be. i n  accordaiice with ilie terins o i  the Trusi Agreenient 

(b)  Eiiiployee's I?igliis 'The E,mployee slinll retiin all otlicr rights (tlic "Employee's Riglits") as owner oi  tlic Iiisuraice Policy, subject to tlie 
Conipany's Rights. including, but not liiniied to, the following: 

( i )  
(ii) 

7 h  riglit to cxercisc all nonforieiture o r  lapse option lights pci.niittcd by tlic terms of tlie Insurance Policy; mid 

Tlic riglit to dcsigiiatc and to change the bciicliciary or beneficiaries o i  ilie Eiiiployec Death Bcricfit portion of the proceeds of tlic 
insttrance Policy; and 

The riglit io assign the Etiiployee's riglits i n  and with respect to tlie Insurance Policy; and 

Tlie riglit Lo elect any optional form of settlement available with respect to ilie Employee's Death Benefit 

( i i i ) ,  

(iv). 
E.~nployee's Right 011 Company's Failure to Pay Benefits Under Covered Plans. Notwitlistanding anytliing contained lierein to the contrary, in  
tlie event tlie Company directly or indirectly rails to pay the Employee or liis or lier beneficiary benefits owed to tlie Employee or his or lier 
beneficiary tinder a Covered Plan witliiti ten (IO) days of tlie date due. tlie Modilied Company Interest sliall be paid to the Company 
Tlicreal'ter. the Assigiinienl shall temiiiiate and tlie Lniployce or liis or lier bencficiaqi sIia11 be entitled to full ownership of the Insurance 
Policy witlioiit restriction under this Agrecinent 

(c) 



. ~ \ l u l c l ~ E  3 

1':iviiient of I'rrriiiunis 

3 1 Premiwtr As used herein, the term "preniiuni" sliall iiieaii tlic planned yea1 l y  amount that the Company deterinines 3s the contribution toward the 
Iiisiirance Policy lor any year, provided. Iioivevcr. that sucli anioiiiit sIia11 never be less than tlie Insurance Policy's ~ninimum required premium for 
such ycar "Prcniiuiii" slid1 also iiichidc a11 costs associatcd with all supplemental rideis and endor-scments to thc Iiisuiance Policy 

Plenri7riirPtr)s~rerit: Tinring The Company sliall pap the premium on tlie Ins~riance Policy to tlie Issuer 011 or bcfoie the due date of each premium 
payment. and i n  m y  event, not Inter tliaii the expiration of tlie grace period under the Insurance Policy for such preiiiituii payment 

Pnytirui?/ to //re Eni/>/oyec The Company shall, if necessary. make a Gross-Up Pa)mient 3s defined in  the Duke Energy Coipoiation Grantor Trust 
Agreement dated October 1. 1997. 3s aniended 

3 2 

3 . 3  

ARTICLE 4 
Ridits  Upon 1)r:itli of 13111~lovre 

- I  2 Compoti~'r D ~ w h  Bcm$/ Upori Ilic death of tlie Employee, the Coiiipaiiy shall be cntitled to ieceive the Company Death Benefit from the Issuer 

ARTICLE 5 

Rinlits Upon TeIinination of Aaer~i ient  

5 1 T e m h ~ n / i o ~  Notv~itlistaiiding anything i n  this Agreement to the coiitrar~~. the Agreeoieiit shall teniiiiinte upon the occurrence o i  any oEthe following 
cvcnts: 

(a) 

(b) 

(c) 

(d) 

Lapsc oi coveiagc undci the liisuraiicc Policy Cor any reason incloding, but not limited to; nonpayment of premium; 

Full satisfaction of all o l  thc obligations by the parties under the Agreemcnt; 

The written agreement ol the Company and tlic Eniploycc; or 

Terminutioii oieiiiployiiient of the Eniployee from tlie Cornpany unless tlie Eiiiployee is then entitled to benefits under the Covered Plans 

5 



5 2 RigIi/\ Qoii Tei77iiiio/ioii 1Jpon tlie teimrnation 01 this Agrecinent as provided i n  Article 5. tlic Company sliall be entitled to receive and the 
Coinpaiiy and tlic Eniployec sliall use tlieir bcTt efforts to cause tlie lssticr to pay to the Conipany the Company Interest Upon receipt of SIICII amount 
Cram tlie Issnei, the Conipany rhall taLe a11 steps ncceswy to iclease tlic Awgnnlerit 50 that tlic Eniployec shall own tlie lnruiance Pol~cy free of a11 
encuinbiances tlicreon i n  favor ofthe Conipany required by this Agreenient 

CoitipmiyZi~/eri~\/ The Company shall be entitled lo receive the Company Interest Ironi the cash sui-render value of the Insuiance I'ol~cy 5 'I 

RliTlCLE 6 

Covn.ctl Plms Olfset I'rovisions 

6 1 JVa;iw qf.4ccrrrct-l I'drre I n  considcration of the Company participating i n  this Agrccnicnt. the Cniployee hereby agrees to a reduction of nccnied 
bcnclits nndcr the Covered Plans to the cstciit and only to the extcnt, the Einployec or liis or her beneficiary actually rcccivc tlie Eiiiployce Interest i n  
the cash surrender value or tlie deatli bcnelit i n  the Iiisitrance Policy 

.~\IrrlcLE 7 

w s t r a t i v c  Provisions 

7 1 1rsirer'sRerl~oii.sihilih~ 'The Issuer shall not be consideied a par~y to this Agreement arid sliall not be bound hereby No piovision of this Agreeinent, 01 

any amendmcnt hereoi. shall i n  any \vav enlarge. change. vary or aKect tlie obligations of tlic Issuer as espressly providcd i n  the Insorancc Policy. 
except as the same niay kconie a part of the Insurance Policy by acceptance by tlie Issuer of t l ie Assignment 

Fiditrcinry Tlie person senling from time to time us tlie Vice President, Coiporate I-Iumaii Resources of the Coinpony sliall serve as tlie named 
fiduciary and adniinistrator (the "17iducinry") of the split-dollar arrangement establislicd pursuant to this Agreeinent unless the Ernployee has such 
position. i n  wliicli event tlie Fiduciary sliall be [lie person serving froin time to time as the Secretary oftlie Company The Fiduciary shall liave full 
power and exclusive right to administer and interpret this Agreement. and tlie Fiduciary's actions with respect liereto shall be binding and conclosive 
upon a11 persons for a11 purposes The Fiduciary can establisli procedures and adopt niles lor tlie administratioil of the Agreement, can liire persons to 
assist Iiiin with tlie administration of this Agreeiiient and charge the Comp:iny for I'ees and expenses or  such persons, shall oversee to preparation and 
filing oi  all reports and rcttii ns 11131 tlic puicliase or tlic Insurance Policy iiiay necessitate tinder explicable law, shall oversee the maintenance of 
records relating to tlie Insurance Policy, and shall liave dl ollier riglits and power needed to administer tlie Agreement The Fiduciav shall not be 
liable to any pcison for any action taken or omitted i n  connection witli his 

7 2 



responsibili~ies. riglits and duties under this Agreeiiient unless attributable to willf1d misconduct or lack oi  good iaitli or breach of Fiduciary 
responsibility under ERISA Tlie Company sliall indemnify and hold liainiless tlic Fiduciary against any cost. expense or liability arising out oftlie 
Fiduciary's exercise of its riglits and powers under tlie Agreement so long as tlie Fiduciary lias not coiiimitted tlie acts prescribed i n  tlie preceding 
sentence 

ClniniuProcen'rtre Any controversy or claini arising out o i  or relating to this Agreeiiient shall be filed with tlie Fiduciaiy wlio sliall makc a11 
detemiinatioiis concerning siicli claiiii. Any decision by the Fiduciary denying such claiiii shall be iii writilig and shall be delivered to all parties in 
interest i n  accordance with tlie notice provisions of Scctioii 7 5 liereof Such decision shall set forth ?lie reasons for denial i n  plaiii language Pertinent 
provisions of the A~reeiiieiit and any of tlie applicable documents shall be cited and, wliere appropriate, an explanation as to how the Employee can 
perfect tlie claiiii will be provided This notice of denial of benelits will be provided within 90 days oitlie Fiduciary's receipt of the EJnployee's claim 
for benefits If tlic Fiduciary fails to notify the Employee oltlie Fiduciary's decision regarding the Employee's claim, tlic claim shall be considered 
denied. and the Employee sliall then be permitted to proceed with an appeal as provided in tliis Section 

Ail Employee sliall be entitled to appeal this denial oi ?lie clairii by iiling a writicii statement o l  his or lier position witli tlic Fiduciary no later than 
sixty (60) days alier receipt oftlie written notification of sucli claiiii denial The Fiduciary shall schedule an opportunity lor 3 full and fair review of 
tlie issue with tliiily (30) days of receipt oi tlie appeal 

Following tlie Fiduciaiy's review oiaiiy additioiid infor~nation oi tlic Fniployee subinits, either tliIougli tlic Iiearing process or otherwise, the 
Fiduciary sliall render a decision on his or lier review of the denied claim in  the l'ollowing iwiincr: 

(a) 

7 3 

1-lie Fiduciary sliall make his decision regarding tlie merits of tlic denied claim tvithin 60 days following his  receipt 01 ~iiateriul from tlie 
E.iiiployee (oi within I20 days after such receipt, in  a case w l ~ e ~ e  tliere are special circwistances req~iring extension of time for reviewing the 
appealed claim) The Fiduciary sliall deliver tlie decision to tlie Employee i i i  writing I f  an extension of time for reviewing the appealed claini 
is required because of special circiiiiistances. the Fiduciary shall furnish written notice of the extension to the Employee piior to tlre 
c~~iiiiiieiiceiiieiit of tlie extension I i  the decision on review is not furnislied witliin tlie prescribed time. the claiiii shall be deemed denied on 
ievievv 

Tlie decision on ieview sliall set forth specific reasons for tlie decision, and shall cite specific references to the pertiiient provisions of tlie 
Agreement and a n y  otlicr applicable documents on  wliicli tlic decision is based 

(b) 

7 



7 4 ..lnrerrifiirlw/ This Agreeiiicnt may be ariiended only by espress wi itten Agreement signed by both tlic Eniployee and a duly authorized representative 

iVo/ice Any and a11 noticcs requilcd to be given under the tcrins of this Agreement sliall be givcii i n  \VI iting and sigiied by tlic appropriate party. and 
shall be deliveied in  person or sent by air courier or ccrtilied moil. postage prepaid, to tlic appropriate address set forth below (or to such otlier address 
as citlier party may notify the otliei): 

(a) to tlic Fniployec at: 

of the ColllpanY 

7 5 

7 - h  kist kiiowii :~ddicss as conveyed to tlie Company 
1111 o1 oll behali O i  ~ I I C  E I I I ~ I ~ ~  

(b)  to the Company at: 
Benefits Director 
Duke E.iicrgy Corpoiation. PI301 K 
P 0 130s 1244 
Charlotte. Nortli Carolina 28201 -1244 

7 6 Heirs, Sriccasor.~ mid .*fs.vigris TIiis Agreement sliall be binding upon and shall inure to the benefit o l  tlie Employee. his or her successors, heirs and 
the esecutors or administrators of tlic cstote of the E.niployee. and to the Coiiipaiiy and its successor or successors. wliether by nicrger or otherwise 
1-lie F.1- tlie C12oqrany wrce that. siibiect to Section 2.2. either party niay assikn its interest under this Agrcement witliont the prior written 
consent of tlie otlier party hereto. and any assignee slid1 be bound by \lie terms and conditions oitliis Agreement as if an original party hereto 

7 7  

7 8  

7 9  

7 10 

Ernp/oj~r?iem Rights This Agieeiiient sliall not give tlie Employee the iiglit to continued employinent with llie Company or restrict tlie riglit o l  the 
Conipany to tcmiinate tlic einpliwiiiciit of [lie Employee 

I3etdiiigs Any lieadiiigs or captions i n  t h i s  Agreement :lie fix reiicrence purposes only, arid sliall not expand. l i~i i i t .  change or affect the meariirig oi  
any provision of this Agrecmcnt 

Coirri/erpnr/~ l l i is  Agrcciiieiit niny be escctitcd i n  any numbel of countciparts, cacli of which sliall be deemed a n  oiiginal. and all o i  whicli together 
slinll constitute one and tlic same Agreeineiit 

Iri/erpre/n/ion trird J,hrrrru This Agrcenient and tlie interests of tlie Eniployee and tlie Company hereunder sliall be govei lied by and construed i n  
accordance with the laws of tlie State of North Carolina with iespcct to agreements made and to be periomied i n  the State of North Carolina 
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ARlICLE 8 

Suiiiiiiiin’ I’lan Description Infomation 

A’cnire u f P h  Tlie name o i  tlie plan is the Dike E.riergy Corporation Split Dollar Collateral Assignlnent Insurance Plan 

l[~c/,r!~cn/ior/M/I//IBP~s Tlie employer ideiitilication n ~ ~ m b e r  of Duke Energy Coiporation is 56-0205520 and the Plan Number is 527 

T ~ p e  OfP/cnr Tlie Plan is a \veliare plaii that pro~idcs benefits i n  tlic event of deatli under llle circtinistniices described i n  t l~e  Agreement 

;fJi//ii/isfrn./iorr Tlie Plan Administlator together with the insurance company described i n  Schedule A adniinister the Plm 

Pln/zilu‘,i~i/risrt-ci/ot- Tlie Plan Adiiiinistrator is the Vice I’rcsident Coiporate Hunian Resources of Duke Bnergy Corporation 

dgmr/ fbrLegdPr0~(3~.s TIle agent for seivice o i  legal process is tlie Corporate Secretaiy, Iluke Energy Corpo~atio~i. PDOjE .  422 South Cliiircli 
Street, Charlotte, North Carolina 28202-1 ‘904 

E/igibi/i/y Only tiiosc ciiiployecs o i  h k c  knergy Corporati~xi or its affiliates that Duke Energy Corporation dcsigilates arc eligible for prticipation 
i n  tlie Plan 

For&i/we clJTlcnc:/i/r Any circiinistaiiccs tliat could result i n  disqualilication, ineligibility. deinand, loss. foi fciture or suspension of any benefits are 
described in tlie Aeree~iicnt o r  i n  aiiy I~ is~~rancc  l’olicv Dike E,iiergy Corpoiatioli inay have purcliased 

8 1  

8 2  

8 3  

8 4  

8 5  

8 6  

8 7  

8 8  

8 9  

8 10 

Pnjrmerit qjPlrmirmrr Duke Energy Corporation or its afiiliate wliicli eniploys a participating Fniplovee p y s  tire premiIlnis 0 1 1  any Insurance Policy 
purcliased to provide tlie kneiits available undci tlic Plan I’hc insurance coiiipanv identified i n  Schedule A receives the preiniuiiis and makes 
payinents piii-suaiit to tlic teiiiis 01 tlie Insuiance Policy and t l~e Agreement 

EfUS.4 Righ/s As a pailicipaiit i i i  tlie Split L7ollar Collateral Assignment Insurance Plan Agreement, t l~e  Eiiiployee is entitled to certain rights and 
protections undei the Employee Retirenieiit Iiicome Sccuriw Act oi  1974 E.RlSA provides that a11 plan participants shall be entitled to: 

1 

2 

Esaniiiie. witliout charge. at tlie P1:in Adiiiinistrator’s ollice a11 plan docuiiients, including insur:lnce cimtracts 

Obtain copies of a11 plan dociinients and other plan infor~natio~i upon writlen request to Ihe I‘la~i Administrator llie Administiator niay make 
a reasonable cliaigc i’or [lie copies 
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3 File suit i n  a federal court. if any niateiials requested arc not received witliiii 30 days ofthe paiticipant's request. unless tlie niateiials were not 
sent because of matters beyond the control of tlie Administrator The court n i a ~  require tlie Plan Administrator to pay lip to $100 for each 
day's delay iintil tlie niatenals are received 

In addition to creating riglits for plan participants: ERISA imposes obligations upon 111c persons rvlio are responsiblc for llic opcratioii 01 the employee 
benefit plan 

Tliese person arc referred to as "fiduciaries" i n  tlie law Fiduciaries iiiiist act solely i n  the interest of the plan pnilicipants and tliey must exercise 
prndeiice i n  the perfoniiance ol tlieir plan duties Fiduciaries wlio violate ERISA niay be ienioved and required lo make good any losses they Iiave 
cawed the Plan 

The Company may not liie tlic Einployce o r  discriminale against hini to prcvcnt the Employee f~om obtaining a welfare kiiefit or exercising his 
riglits under ERISA 

11 tlie Eiiiploycc is  iiiiproperly denied a wcllare bciiclii i n  h i l l  or in  pait. lie 113s a riglit to lile suit in a federal or a stale court Ifplan liduciaries are 
niisusing tlie plan's iiioiie\~. the Employee lias a riglit to lile snit i n  a federal cotiri or request assistance fm1n h e  IJ S Depnrtnient of h b o r  I f  the 
Employee is siiccessful iii tlie lawsnit. the court may, ii i t  so decides lequirc tlic otlier paity to pay tlie Ic_eal costs, including attorney's fees 

If the Employee 113s any questions about this statcnicnt 01 111s riglits undci ERISA, Iic sliould contact tlic Plan hdiiiinistratoi or the nearest Area Office 
of tlie U S L.abor-Manageiiient Service Adininistiation. Departiiienf of Labor 
P l m  Y e w  Tlie Plan's record5 are maintained on tlie twelve-inontli period bginiiitig October 1 and ending Septeinber 30 8 11 

n\l WITNESS WHEREOF. tlie parties Iieieto Iiave Iieieto set tlieir Iiaiids and seals as of tlie day atid year first above written 

By: \s\ Cliristoplier C. Roll'c 
Its: Vice President 
The Employee 
\s\ I-leniy B. Barroil- Jr. 
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I!iIiibit IO 69 

RESTRICTED SI'OCK A\\'AIID .AGRISERlENT 

This Restricted Stock Award Agrrenierlt (the "Agieeiiieiit") 113s been made as o i  Febiuary 1,2006. (the "Date of Award") between DIJKE 
ENERGY CORPOIWTION. a North Carolina corporation. tvith its principal ofilccs i n  Charlotte. North Carolina (the "Corparation"), and Ifenry U. Unrron, 
Jr (the "Grantee") 

RECIT.4LS 

Under the Lhke Energy Corporation 1998 Long-Term Incentive Plan as amended. and as i t  may, from tiine to time. be furtlier amended (tlie "Plan"), the 
Coriipensation Committee of the Board of Directors oitlie Coipolntioii (the "Cor~iniit~ec"). o r  its delegatee. has deterriiined the foriii oithis Agreement and 
selected the Grantee, as an Employee, to receive the Award evidenced by this Agreement (the "Award") and thc s h e s  of Duke Eiieigy Corporation Coninion 
Stocl; ("Coninion Stock") tliat are subject lieieto .Ilie applicable provisions of the Plan are incorporated ill  th is Apreemcnt by reference. including the 
definitions of terms contained iii llie Plan 

RESTRICTED STOCK A\\'ARI) 

111 accordance wi th  tlie ternis of the Plan. the Corporation has inade this Award and concurrently has issued or transferled to the Grantee shares of 

Sec/iorz 1. N7rr,rbe,.u~S~mr-(?.~ The niiiiiber of shales of Coninion Stock issued or transfcried undei this Award and stibiect to that Agieciiient is foity 

. .  . .  
~~ol l~ l l lon  SIOCk,  cc;. t .  

thoiisaiid (40,000) 

Sec/iorz 2, Ri.dr/s ofrlie Grrni/ee ( i s  S/mre/ro/dcr The Grantee. as the owiei of record of the shares o i  Coninion Stock subject to this Agieenient, is 
entitled to a11 the rights o f a  sliareholder oi  the Coipoiation, including the right to vote, the right to receive cash or stock dividends. and the riglit to receive 
shares in any recapitalization oillie Corporation, subject. however. to the restrictions stated i n  this Agreeniciit and to the resiiictioiis referred to i n  the legeiid, 
iimy, illat appcars on the back of cadi certificate rcprcscnting s h e s  of Coninion Stock subject to this Agrecniciit If tlie Grantee receives any additional 
shares by reason ol being the owner of record of the sliares of Common Stock subject to this Agreemcnt or of such additional shares pieviowly distributed to 
the Grantee, a11 the additional sliaies shall be subject to tliis Agreeiiieiit 

Section 3. Period ufRcr/ricrioti. The "Period o i  Rest1 iction" under this Award with respect lo any share ol  Coninion Stock subject to this Agreement 
sliall coiniiieiice on tlie Date of Award and expire upon the vcsting of such sliare as provided in Section 4 



StxVion 4. lfu/itte of Sjiores 

a Pi-ovided Grantee's continuous cmploynient by t l ie C,orpoi:itioii, including Subsidiaries. 113s not temiinated, 1 OOJb of the sllaies of Coliinion Stock 
subjcct to this Agrecmcnt sliall become vested on February 1. 201 1 

I n  tlic cvciit that, prior to tlie date for vesting spccificd in Section 4 a , tlie Grantec's continuous cniplovnient by tlie Corporation, including 
Subsidiaries, teririinates, the sliares oT Coniriioii Stock subject lo tliis Agrccnieiit arc Ilicrcupori forfeited, except Ilial i Y  such ci~iplov~nc~it 
temiinatcs (i) as the result of tlie Grantee's dcatli. (ii) as tlic result oltlie Grantee's permanent and total disability within tlie nicaning of Code 
Section 22(c)(3), or (iii) as the result of the terniination of such employment by tlic Corporation. or employing Subsidiary. unless sucli 
teniiination is for cause, as deteniiincd by the Corporation or cniployiiig Siibsidiaqi. i n  its solc discretion, the slinies olComnion Stock subject to 
this Agreement shall vest upon sucli teriiiination, at such vesting peiccntage deterniined by tlic Coiiiniittee. o r  its delegatee, i n  its sole discretion, 
by prorating on tlic basis of tlie portion of tlie period coninicncing on tlie Date of Award and ending on llie ditc for vesting specified i n  
Scction 4.3 , duiing wliicli such eniploynient continued wliilc Grantee was entitled to payment of salaw 111 sucli event, aiiv shares of Coninion 
Stock subject to this Rgrecnicnt tlint do not beconic vested pursuant to llic preceding sentence sliall be forfeited 

b 

Srcliorr 5. Conditioiis Drrrim Pel-iodo~Re.i/l-ic/iorr. During tlic Peiiod of Rcstriction the following conditions must continue to be satisfied: 

a tlic employinent of tlic Grantee wit11 tlie Corpoiutlon, includuig Subsid~nt~cs. inust not tcriiiinatc I'm any rcasoii. except as otherwise piovidcd 111 

Section 4, 

the Grantee niust not, voluntarily or involuntarily. sell o r  otlienvise tiamfer, assign. 01 'itlbject to  any cncunibionce. pledge. or cliatge t l lc 
nonvcsted shares of Corninoil Stock subject to this Agrccnicnt. and 

b 

c tlie Grantee must not exercise any dissenter's rights with respect to tlie slinres o l  Coninion Stock sibject to this Agrccmcnt that arc otlicnvisc 
available under any piovisioiis of the North Carolina Business Corporation Act 

S d o n  6 Corisemrerices ofFaihrre /o So/ishi Corin'i/ioii.s l l i e  following shall be tlic consequences of Gnntce's Iailurc to satisfy tlie conditions in  
Section 5 during the Petiod of Restriction: 

a I f  tlie condition of Section 5 a is not salisfied eitlicr by act of the Grantee or otlierwisc. (i) the Giantee will iorleit tlie noiivested sliares of 
Common Stock subject to this Agreement, ( i i )  tlie Grantee will assign and traiisfei tlie 
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certificates evidencing or\wxsliip oisucli iioiivcstcd sliarcs to tlie Corporation. (iii) a11 interest of tlic Grantcc i n  sucli non\:cstcd sliares shall 
tcmiinatc, and (iv) tlic Grantee sliall cease to be a sliarelioldci- with respect to sucli nonvestcd sliarcs 

Any attemplcd salc or otlieiwisc tiansfcr, assigiinient encuiiibiancc, plcdgc, or cliargc ol  tlic nonvcsted sliaics of Coniiiioti Stock subject to this 
Agreement i n  violntioii of tlie condition i n  Section 5 b . whetlier voluntary of iiivoluntaiy, sliall be ineffective and tlie Corporation sliall not be 
required to transfer the nonvested shares 

Any aitcmpkd esercisc of dissentcis rights i n  violation of ilie condition i n  Section 5 c shall bc ineffective and tlic Corporation may disieganl 
any purported notice of escrcisc of dissentcis riglits bv tlic Grantcc during tlic Period of Restriction with rcspect to tlie nonvcsted sltares of 
Common Stock subject to this Agrecnient 

b 

c 

Secfion 7 Lome ofRestriclior7.s At the end of tlie Period of Restriction iitlie condition spccified i n  Section 5 a Iias bceii satisfied during the Period of 
Restriction. a11 rcstiictions sliall terminate, and tlie Grantee sliall be entitled to escliangc tlie ccrtificatcs conhining the legend prescribed ill Scction 8 for 
certificates without tlic legend, provided, that if !lie Grantee lias atteniptcd to violate tlie condition specified i n  Section 5 b . tlie Corporation shall have no 
obligation to deliver nnlcgended ceilificates to anyone oilier iliati the Grantee I-lowever, i n  the event of ai1 atleniptcd violation of the condition spccilied iii 

Scction 5 b., the Corporation shall bc cntitlcd to withhold delivciy of any of thc cei-lificatcs if, and for so long as, in tlic judgcincnt of tlic Corporation's 
counsel. tlie Corporation would incur a risk of liability to any party ivlioni sucli shares weie purported to be sold or otlicrwisc transferred, assigned. 
ciicunibcrcd, pledged or charged 

Section S Le~e~ido17 Cer/ificdes. Each certilicatc evidciicing ownership of sliarcs of Coiiimon Stock subject to Iliis Agrccnient dui-ing the Period of 

"Tliese sliares have been issned or transferred subject to a Restricted Stock Award Agreenicnt and arc suIi,~ect lo siibslonlial restrictions. 
including, but not liniitcd to, a prohibition against tiansfcr. citlier volnntary or involuntary, a waiver of any appraisal riglils. and a piovision 
requiring transfer of thcsc sliarcs to Duke Energy Corporation (the "Corporation"), rvitliout any paymcnt therefore. i n  llie event of lcrniinalion of 
tlie eniployineiit of tlic regislered owner, a11 as niore parlict11arly set fortli i n  a Restricted Stock Award Agrecnieiit: a copy o l  which is on file with 
the Corporation 'I 

Restriction sliall bear tlie following Icgend on tlie back side oftlie certificate. 
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I lie Corpoiatioii sliall liold tlie sliares 01 Coninion Stock subject to this Agirenient i n  escrow during tlic Period of Restriction 

Sedioiz P Specific Perforwnrice o f / h  Grm/ee's Coiwrrrr?/.s By accepting tliis ltestricted Stock Award and tlie issuance and delivery o[ tlie sliares of 
Comniori Stock s[rbject to this Agreement, the Giantee acknowledges that tlie Corpoiation does not liave an adequate I cniedy i n  daiiiages fbr tlie breach by llie 
Grantee of the conditions and covenants set forth i n  this Agreement and agrees that tlie Corporation is entitled to and niay obtain an order or a decree of 
specific perf'oriiiance against the Grantee issued by any court Iiaving jurisdiction 

Scc/iori 10. G~~nr/ee'.sDi~drleridReam~~t,rer~/ Oblieotiotr Should tlic circunistaiices of tlie termination of Grantee's contiiiuous employincnt by tlic 
Corporation, including Subsidinries. before tlie date lbr  vesting specified i n  Section 4 a .  not result in  the vesting of any of tlie sliai-es of Coninion Stock 
subject to tliis Agreenicnt i n  accordmice with Section 4 b .  tlien, to tlie exteiit deterniiiied by counsel to llie Corporation not to be proliibited b\r Section 402 of 
the Sarbanes-Oxley Act ol2002, or sticcessor legislation. Grantee shall be obligated to pay to the Corporation. promptly following its written dcinand 
tlierecoi,. an anioiint equal to the accunitilated anioiint of cash dividends on tlie shares o l  Coninion Stock subject to tliis Agreement. including any nniount 
witlilield lor the paynient ol taxes tliereon, paid to, or foi the benelit of. Grantee by reason of being the owner oi record ol sucli sliares 

Sec/iort I 1  No Rich/ lo Corrtiri~rc.n'Grrril~trt~~rr/. Nothing in this Agreement or i n  tlie Plan sliall confer tipon tlie Grantee tlie riglit lo continued 
einploynieiit with tlie Corporation or any Subsidiary. or alrect tlie right of tlie Corpoiation 01 any Subsidiary to teiiiiinate tlie employnient or service of the 
GI-antee at any time or for any reason 

Sectiorz 12 Sec~iori 83(/1) Ekclioii It' the Grantee niakes :I Code Section X3( b) election witti respect lo iliis A1vard. tlie Grantee shah proniptiy fiie :I 

copy of such election with tlie Corpoiation to the atleiition or Executive Compensation and Benefits 

Sec/ioiz 13 Wif/r/iokfiri~ l'm Before a certificate. without the legend prescribed i n  Section 7. for shares of Coninioii Stock is issued. Iransl'errcd or 
delivered to Grantee pursiiant to this Agreement or, if tlie Grantee makes the election permitted by Code Section 83(b). tllc Corpoiatioii may, by notice to tlic 
Giantee. require that tlie Grantee pay to tlie Corporation tlie amount of lederal. state, or local taws, i i  any. required bv law to be witlilield l h  Corporalion 
may satisf}! tlie witliliolding reqiiirenient i n  whole or i n  part, by \vitlilioldiiig sliares of Conimon Stock having :I Pair Market Value equal to the witliliolding 
tas 

Sectiorz Id  i\iotice.c. Any notice to be given by the Grantee tinder this Agreenient sliall be i n  writing and sliall be deenied to linve been givcii only upon 
receipt by Executive Compcnsation and Beneiits-Restricted Stock Award (ST-OjF), Duke Encrgy Corporation, P 0 Box 1007. Cliarlottc. North Carolina 
28201-1007. or nt sucli address 
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101 sitch pnrpose as niay be co~iiiiiti~iicated i n  writing to the Grantee Imm time to time Any notice or communication by the Corporatioii to tlie Grantee tinder 
this Agieenient sh:ill be i n  wiiting and shall be deemed to have been given if mailed or delivered to the Grantee :lt the address listed i n  tlie rccoids of tlie 
Corporation 01 at such addiess as spccilied ii i  writing to tlie Corporation by tlie Grantee 

S c d m  1.5 The waiver by the Corporation of any provision oi this Agreement shall not operate as, or be construed lo be. a waiver o l  the same 
or any other provision of this Agreement at any subsequent tinie or for any other purpose. 

,ycc/iorr 16. Tcm/im/iofr o~‘J\~otiifico/iorl 0rlhi.s .~iersa7re1i/, Cotiflicls wi /h  Pkn? o!rdCor-racliotr ofErrorS .l-his Agreement shall be irrevocable except 
that the Corporation shall have tlie right under Section 14 5 oftlie Plnii to revoke this Agreeiiieiit at any time during the Period of Restriction if it is contrary to 
law or modify this Agreement to bring it into compliance with any valid and inandatory law or goverrirnerlt regulation In the even! ofrevocatioii of this 
Agreement pursuant to the foregoing. the Corporation may give notice to the Grantee that the nonvested shares of Coininon Stock arc to be assigned, 
tr:inslerred, and delivered to the Corporation as though the Grantee’s employment with the Corporation. including Subsidiarics, terminated 011 the date of the 
notice Notwithstanding the loregoing. i n  tlie event that any piovisioii o i  this Agreement conflicts i n  any way with a provision 01 the Plan, siicli Plan provision 
sliall be coiitiolling and tlie applicable piuvision of this Agrecineiit shall be without force and e l k t  to the exten! necessary to caiisc such Plan provision to be 
controlling 111 the event that, due to administintive error, this Agreement does not accurately rellect an Awald properly glantcd to the Glantee piirsiiant to the 
Plaii, the Corporation. acting tliiuugli Execiitive Compensation and Benefits. reseives the right to cancel any erroneot~s shore certificate or other document 
and, ii appropriate, to replace the cancelled docuinent with a coi rected docuinent 

Sediort 17 De/erni~m/ron 6v Conma//er Detcr~n~nat~ons by the Committee. or its delegatee, shall be linal arid conclusive wrlli respect to the 
intei pretatioii 01 tlie Plan and this Agreenieiit 

Scc/im I S  Go~?f7~i1i.q LOIS This Agreenient slinll be governed. constnied and enforced i n  accordance with the laws of tlie State of North Caioliiia 
applicable to tnnsactions that td;e place entirely within that state 

Noh\2ithstending the foregoing. this Award is subject to cancellation by tlie Corporation iii  its sole discretion unless tlie Grantee, by no later than 
Api il  7,2006, has signed a duplicate of this Agreement, in the space provided below, and returned the signed duplicate to Executive Compcnsation and 
Benefits-Restricted Stock Awoid (S1--05F), Dtilw Energy Corporation, P 0 Box 1007, Charlotte, North Carolina 28201-1007. which, if, and to tlie extent. 
permitted by E.seciitive Compensation and Benefits, maybe acconiplished by electronic nieai~s 
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IN WITNESS WI-IEREOF, tlie Corporation 113s caused tliis Agieement to be executed and granted iii Charlotte, North Caioliiia, to be effective as of the 
Date oi Award 

ATT E,ST: DUICE ENERGY COlU'ORATlON 
\s\ B. Keith Trent 
Corpuratc Secretary Its: Chairman and CliiefEsecutive Officer 

n,,: \s\ Paul M.  Anderson - 

Acceptonce of Rcstrictccl Stock Awarcl 

IN WITNESS OF Grantee's acccptaiice of this Restricted Stock Award and Grantee's agreement to be bound by the piovisions of this Agreenient, 
iiicludiiig. but not limited to. "Grantee's Dividend Repayiiieiit Obligation" imposed upon tlie Grantee by Section 10. and the Plant Grantee 1x1s signed this 
Agreement t h i s  3rd day oTApiil, 2006 

Ginntee's Signature 

(print name) 

(social security number) 

(address) 
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Eshibit 10.70 

The Cinergy Corp Noiiqualificd Deferred Incentive CoiiipcnWion Plan, a5 amended and restated clfective as 01 December 1,  1996. as amcndcd (the 
"Plan"), I S  liereby amended cfCective :IS 01 Deceinber 19. 2007 

(1) Esp1;in;ition of ihienrlnirnt 

Tlie Plan is amended to provide that certain anioiints that are sribject to Section 409A of the Code sl~all be distributed in 3 single lump sum as soon as 
adiiiinistratively practicable followiiig a participant's separation from seisicc 

(2) Anieiiclnicnt 

(a) Article V oi tlic Plan is heieby aniendcd by adding tlic following new paragraph at the end tliereol 

"I lie Coinmittee may. i n  it5 sole discretion. rcqiiire a niaiidaiorv lump xiin payment ot anioiints deferred under the I'ian that arc subject to 
Section 409A of the Code and 11131 do not evcecd tlie applicable dollar aiiiouiil tinder Section -l02(gXI)(B) of the Code. which payment shall be 
made as soon 3s admitiistratively practicable following the Pmticipaiit's separatioii from service ( w i t h i i i  the ~iieoiiing ot Section 409A ot tlie 
Code), provided 11131 tlie payiiieiit resiilts i n  the terininniion 01 the entirety of the Participant's interest under llie Plan, including all agreements, 

nonqualified delened compensation plan under Seclion 409A of tlie Code No payments sliall be made under this poingmpli to ail indiv~d~ial who 
is n "specifred eniployee" willirn llie meaning of Section 409A 01 ilie Code prior to the first business day of the seventh inoiilli following his or 
her separation l iom service ( w i t l i i n  tlic nicanrng 01 Section 409A of the Code) or i f  earlier. upon the I'articipant's dcatli I' 

111 eiits with resoect to whicli delciTals of co~iipeiisation are treated as Iiaviiig been deferred under a single 

IN WI INESS WJJERFOI; Ciiieigy Coip 113s cairsed this Aiiieiidiiient to be cvxliicd a i d  approved by 11s duly auiliorized officer as of December 19, 
2007 

I3 Y \s\ Kaicii R Feld 
Karen R Feld 
Vice Piesident, Corporate I Iuiiian Resources 



ISxliibit 10.71 

AhlENDhlEN'T 'I 0 THE 
C'INERGY C'ORI'. JOl[l<) EXCESS I'I,i\N 

I he Cincrgy Corp 40 l (h )  Excess Plan (the "Plan") is hereby amended clfective as 01 Deceinber 19, 2007 

(1) Erp1an:ition of Aniendiiient 

The Plaii is ainended to provide that certain aiiiouiits that are subject to Section 409A of tlie Code shall be distributed iii a single lump sum as soon as 
adiniiiistratively practicable following a participant's separation from senlice. 

(2) 2niendiiient 

(a) Article V 01 the Plaii I F  lieieby aniendcd by adding the lollowiiig ne\v paingraph at tlie end thereol 

"Tlie Cotiiniittee may, i n  its sole disciet~on, reqiure a 11i3iidatolv lump sui11 payment of aiiiouiit~ delericd under the Plan that are subJect to 
Section 409h of tlic Code and that do not exceed the applicable dolldr amount under Section 402(g)( 1)(B) 01 the Code. which payment shall be 
made as so011 as adiiiiiiistrativcly practicable following the Pai ticipaiit's qn ra t io i i  fro111 wrvice (wit l i i i i  the iiieaiiiiig 01 Sectioii 409A of the 
Code). piovided that the payiiient results i n  tlie terininatioi~ oi tlie entirety of the Participant's iiiteiest under tlie P h i  including all agreements, 
iiietliods, progimis, or otlier arrangements w i t h  iespect to wliicli detei~als ot eoiiipeiisalion are treated as linviiig been deferred under 3 single 

is a "specilied eniployee" within the ineantng of Section 409A of tlic Code prtor to the first busiiiess day of tlie seveiitli inoiitli lollowiiig Ius or 
Iier separation Froin service ( w i t l i i i i  the iiieaiiiiig ot Section J09A 01 tlie Code), or 11 eailier. upoii the Participant's death " 

I1 -mn\atioii plan under Section 409A 01 the Code No payincnts shall bc made under this paiagnph to ai1 individual wlio 

IN W11NCSS WIICREOT, Ciiiergy Coip 1135 caused this Aiiiendinent to be executed and approved by its duly aufliorized olficei 3s of Deceinber 19 
2007 

13 v \s\ Karen R Feld 
Karen R Feld 
Vice I'rcsidciit. Corporate I Iuiiiaii Resources 



Exhibit 10.72 

The Cinergy Corp I h e s s  I'rolit Sharing Plan (the "l'lan") is liereby amended elTective as of December 19. 2007 

(I)  Espl:~nation ol"\mentlriient 

The Plan is amended lo provide that certain amounts that are subject to Seclion 409A of the Code shall be distributed i n  a single lump swi as soon as 
admiiiistrativelv practicable I'ollowing a participant's separation front service 

(2) Aniendinent 

(a) Article V oi tlie P1:iii is hereby aiiiended by adding tlie fo11o~ving new paragraph at tlie end thereof. 

"Tlie Coiiiniittee may, i n  its sole discretion, require a niandatory lonip siini payment oi anioiiii1s deferred under the Plan that are subject to 
Section 409A of the Code and that do not exceed the applicable dollar amount tinder Section 402(g)(l)(B) of the Code, which pay~nent sliall be 
mnde as soon as adniiiiistratively practicable follo\ving the Pru-ticipant's separation l'rom service (within tlie meaning of Section 409A of the 
Code). pi ovided 11131 tlie paynient results i n  tlie t e r~~i ina t io~~ oftlie entirety of the Participant's interest tinder tlie Plan. inclitding all agreenients, 
nicthods, progmtns, oi other arraiigenients with respect IO wliicli defeirals of coinpelisation are treated 3s Iiaving been deferred under a single 

is a "specilied eniployee" ~ I t l i i n  llie meuiiing of Section 409A 01 1l1e Code prior to the lirst business day oftlie seventh niontli following his or 
lier reparation l ioi i i  service (within tlie nieaiiing of Sectioii 409h of tlie Code). or ii earlier. upon the Participant's death " 

-s sliall be made under this paragraph to an individual who 

IN WIT NESS WI-IEREOF, Ciiieigy Corp has caused this Aniendnienl lo be executed arid upproved by its duly autliorizcd o r h e r  as of l>eccmber 19. 
2007 

By. \s\ Karen R. Fcld 
Karen R I'eld 
Vice President. Corporate Ilumaii Resources 



CORlPll'fA'I'ION OF RITIO OF IiARh'INGS 'I'O FISED C'I-IARCIZS 

'The ratio 01 c;irnings to t i x d  charges is calculoted using the Securities and Eschiinge Commission guidel~nes 

Year Ended neceinher 31, 

2007 2006 ZOO5 ZOOJ 2003 
P __P___ - _l_i__ 

defined for filed charges cnlculation 
Add 

?I S 1,109 5 723 R (81?) 

bulcd mcome ~i cqu 

----_I- 

97 $ 1,362 S 1,159 S 1 otnl fived chnrges 

( a )  

(b) 
(c) 

(d) 

Amount lor 31116 hiis becn ntljmtctl lor tlic s),nthctic Iucl busincss reclnssilicd to discontmucd npemlions rlurinp 3007 

I:lsclutles minority jntcre:;t cspen!;e and income o r  loss from equiiy invceteei 
Escludes equity costs rel;ited to Allow;ince for Funds Used During Comtruclion tha! are includell in Other Income and Expenses in the Consolidatcd StatemenLs oSOperalions 
Earnings w m  in;idcqu;i~e 111 cover iised chcirgcs by $746 million lor thc year ended December 51. XI113 



ESIIIBlT 21 

LIST 01; SliBSIDIARlES 

n1e following is a list o f  certiim subsdimes (greater than Xi'?b owned) oithe registriint and their respective states or ciiuntries of incorporation: 

138836S Onlario Inc (Ontario) 
30.36243 No\," Scotiii Compmy (Crin;rJri-Nov;i Scot io )  

Advmce SC 11 C (South C;irolinaj 
Aguaytia Linergy del Peru S R 1 Ida O'eru) 
Aguaytio Energy, L L  C (Delaware) 
Antelope Ridge Gas Processing Plant 
Attiki Denmark ApS (Denmnrk) 
Bison Insurance Company Limited (Bermutliij 
Brown County I. rindlill Giis Associiiles. L. I' (Delnwiircj 
Brownsville Power 5 1.1 C (Del:m.arej 
BSPE General. LLC(Tcsiis) 
BSPE Holdings, 1.1 C <Dela\v,ircj 

BSPE. L P (Delaivarej  

Cadcncc Network. Inc iDclawarcj 
Coldwell Power Cornpan], (North Card innj  
Cat:iwb;i M;iniiiacturing and Elcctric 1'owi.r Company (North Cariolin:~) 
Centra Gas Tolucn S dc 11 I. de C \' (Mestco) 
CGP Global Greece I-loldingb. SA (Grccccj 
Cinergy Ciilitnl & Iroding. Inc ( Ind i snn j  
Cinerby Climate Change Inveslmenh, LLC ( D c l w a r e )  
Cinergy Corp (Delaware) 
Cinergy Generril I-Ioldings. Ll. C (Dclnwiirej 
Cinergy Global (Caymanj I-loldings, lnc (Cayman Islands) 
Cinergy Global Ely. Inc (Delaware) 
Cincrgy Global I-Iclles S A  (Greece) 
Cinergy Glohal 13oldings. Inc (Delaware) 
Cincrgy Global Power (LIK j Limitcd (1ingl;indj 
Cinergy Global Power Africa (Proprietary) I..tmiled (South hf r ica j  
Cinergy Global Power borio.  S A (Spain) 
Cinergy Global Power Services Limiled u.ondon. ingland) 
Cinergy Glohal Power. lnc (Deliiwire) 
Cinergy Glohnl Resource$, lnc (Dcln\wrc) 
Cincrgy Global Trading Limited ( I ;n~l i ind j  
Cinergy Global Tsavo Power (Caym;in Lslands) 
Cinergy Ihldings BV metherlands) 
Cincrgy Investments. Inc (Dclorviirej 
Cinergy L.imited I-loldings. 1 LC ( D e l a r v m j  
Cincrgy Mesico General. L 1 . C  (Delaware) 
Cincrgy h k s i c o  Holdings. 1.J' (Delaware) 
Cinergy Mesico Limited, LI.  C (Delawnrej 

w e d .  LLC (Delaware> . * . .  

Cinergy Mexico lvlarketing 6 1 rading, 1 L.C (Delaware) 
Cincrgy Origintition & Trade. 1I.C (Delowarc) 
Cinergy Power Generation Senmes ,  1.LC (Dclawarc) 

Cinergy Power Investments, Inc (Ohio) 
Cinergy Rcceivnbles Company 11 C (L>claivarej 
Cinergy Retail Power General. Inc (Tesns) 
Cinergy Retail Power I.imited. Inc (Delaware) 
Cinergy Retail Powr, I. P fDelaware) 
Cincrgy Risk Solutions Lld (Vermont) 
Cinergy Solutions-Utility, Inc (Delawzire) 
Cinergy Solutions 1 imiied Pannersliip (Ontario) 
Cinmgy Solutions Partners. 11 C (Delnwarc) 
Cinergy 1-cciinology, Inc (Indiana) 
Cinergy Two, Inc (Dclawire) 
Cincrby IJK, Inc (Dclawiiic) 

Cinergy LVholesnle Energy, Inc (Ohia) 
Ciner~ly-Centrus Communications, Inc (Delaware) 
Cinergy.Centrus. Inc (Delaware) 
CinFucl Rcsourccs. liic (Dclii\varcj 
CinPower I, 1L.C (Dela\vore) 
Claihnme E n e r g  Services, Inc (Lnuisianaj 
Comerci;iliixlor;i Duke Energy de Centro America. Linlitada (Guatemala) 
Commercial Elcctricily Supplies L imitetl (England) 
Cornpanin de Senwios de Compresion de Campeche, S A de C V (lvle~ico) 
Counvpside L ;indlill Gasco. L L  C (Delarvarej 
CRE, LLC @cl;iwarcj 
CSCC I-lolrlings 1.imisc.d Partnership (Canada - British Columbia) 
CSGP General. LLC (Tesx) 
CSGP 1 irnited, L L C  (Delawnre) 
CSGP of Southenst Testis, L 1 C (Delti\v:irej 
CSGP S ~ N I C ~ S ,  I. P (Delaware) 
CST General, 1.l.C (1es;is) 
CST Grccn Po\ver, L P (Delaware) 
CST L.imited, LLC fl3elnware) 
C 7 P  Petrochemicals Company (Cayman Islands) 
D@D Foreign Sales Corpnrarion (Barbtidos) 
DIFD Holdings, 1l.C (Di.lowrirc) 
DIFD lnternntional Services U r d  Ltda (Brazil) 
D/FD Operating Services LLC (Delaware) 
D E  Fossil-Hydro Engineering. Inc (North Carolina) 
DE hzlnrketing Cnnrida L td (Canadian Federal) 



DE Nuclear Engineering. Inc (North Cnrolina) 
DE Opvrating Services. LLC (Dclaware) 
DE Power Generating, L.I. C iDeloware) 
DEGS Biogas, Inc (Delawore) 
DEGS E.PCOlvl College Park. I. L C  (Delawnre) 
DEGS GASCO, 11.C (Delaware) 
DEGS O&bI, LLC (Delaware) 
DEGS of Boca Raton. LLC (Delaware) 
DEGS of Cincinnali, LIC (Ohio) 
DEGS of Deltri Township. L1.C (Deln\viire) 
DEGS o i l a n s i n g ,  LL.C (Delaware) 
DEGS of Monaco. L L C (Deloware) 
DEGS oiNarrows, L 1.C (Delaware) 
DEGS of Oklahoma, 1.L.C (DeIa\vare) 
DEGS ol Parlin, LLC (Delaware) 
DEGS of Philadelphia, L1.C (Delaware) 

DEGS of Shreveport. LLC K?&ware) 
DEGS of South Charleston. I LC (Delaware) 
DEGS of St Bernard, LL.C (Delarvare) 
DEGS of St Paul. 1 LC (Delaware) 
DEGS of l~uscola,  Inc (Dcl;nvarcj 
Delta Iownship Utilities, 1.LC (Dc1:iwnrc) 
DE.NA Asset Parlners, I. P (Delaware) 
DENA Partners Holding, L LC 03cio\sare) 
DETM Marketing Northeast, 1LL.C (Delaware) 
DETMI Management, Inc (Colorado) 
Disilyn-Field (Nigeria) L imiretl (Nigeria j 
Disilyn-Field Drilling Company (Delaware) 

Disilyn-Field International Drilling Company. S A (Panamti) 
DTMSl Management Ltd (Alkr la .  Canada) 
Duke Broadband, LLC (Delaware) 
Dukc Canada L t d  (Albeiia, Canada) 

Duke Capital Parlners. LLC Kklaiwarcj 
Duke Communication Services Caribbean L td (Bermtitla) 

Duke Communication Services. Inc (North Carolina) 
Duke Communications Holdings, Inc (Delaware) 
Duke Energy Allowance Management, 11 C [DcIa\varc) 
Duke Energy Americas, L L C  &>ela\varc) 
Duke Energy Business Scrviccs LLC (Deliiwzm) 

Duke Energy Carolinas Plmt Operations. 1.1. C (Delaware) 
Duke Energy C;oolinas. I 1.C Worlti Carolina) 
Duke Energy Development Pty Ltd (Austrnliiii 
Duke Energy Fgenor S en C pori\  (Peru) 
Duke Energy Electrnquil P;irtners (Delawarej 
Duke Encrgy Enginccring. Inc (Oliio) 
Duke Energy Fin;incc Canada 1 imited Partnership (Albcrla, Canada) 
Duke Energy Fossil-Hydro Califnrnia. Inc (Delaware) 
Duke Energy I;ossil-I-Iydro, LLC (Dclawarc) 
Duke Energy Generating S A (Argcnlinii) 
Duke Energy Generation Services I-loldm~ Company, Inc (Delaware) 
L7ukc Energy Generation Scrvices. Inc (Delaware) 
13ukc Energy Global h,larkcLs. Inc (Ncvadaj 
Duke E n e r g  Grcenleal, LL C (Del;iwnre) 
Duke Energy Group I-loldings, LLC (Delaware) 
Duke Energy Group I ILC (Dela\wrej 
Duke Energy I-lydrocarbons Conad;i L imitcd Partnership (Canada) 

Duke Energy Indiana. Inc (Indiana) 
Duke Energy Industrial Salcs, L L C  (Dclawarc) 
Duke Energy lnteramcrican 1-loliling Company L.D€ (Cayman Islands) 
Duke Energy 1nti.rnation;il fEuropej I-Ioldings ApS (Denmark) 
Dukc Encrgy 1ntcrn;ition:il (E.uiopc) I. imitcd (United Kingdom) 
Duke Energy lnterniitioniil Argentinti I-loldings (Cayman Islands) 

Duke Energy Intcrn;itionnl Argentina I\~lorkcting/Trading (Bemurlo) L.ld (Bermuda) 
Duke lincrgy International Asia Fncific Ltd CDcmutla) 
Dukc Energy International Bolivia I-loldinSs No 1. L.LC Delarvore) 
Duke Energy 1ntern;itionol Bolivia ln\sestments No 1 Limited (Cayman Islands) 

Duke Energy Inrernalionol Bolivia Investments Nu 2 Limited (Cayman Islands) 
Duke Energy International Brusil Cornmercial. Ltda (Brazil) 
Duke Energy Interniitionnl Brasil I-lolrlings 1.1 C (Dcl;iwarej 
Duke Energy Internationnl I3nzi l  I-loldings Ltd (8ermud:ij 
Duke Energy Intcm;itional del Ecuador Ci;i 1 Ida (Ecuador) 
Duke Energy Iii(cm~itioniil El Salvador Cclmcrcinliz~~dora d e  El Salvorlor, S A de C V (El 

. T  --? . .  

Salvador) 
Duke Energy 1nrern;ilional El Salvailor Investments No 1 Ltd F3ermuda) 
13uke Energy Intcrn;~tional El Salvador lnvestmenls No 1 y Cia S en(: de C V (El 

Salviidor) 
Duke E,nergy 1ntcrn:itional El Salvador, S en C de CV @.I Salvarlor) 
Duke Energy Inrern;itional13lectroquil l4oldings. L.1 C ( B i n w a r e )  
Duke Energy Internetionnl Espnna I-loldings. S 1 U (Spmn) 
Duke Energy 1ntern;ition;il Finance (UK) L imited (United Kingdom) 
Duke Energy 1ntcrn:itional Gua1emal:t I-loldings No 1, Ltd <Bermuda) 



Duke Energy lnternational Gua1emiil;i Iloldings No 2 ,  Ltd. (Bermuda) 

Duke EncrSy 1ntcrriiition;il Guatcmala I-loldings No 3 (Caymiin Islands) 
Duke Energy lnternationiil Guatemnlii I . irnit i idn (Fuiitemiilo) 
Duke Energy lnternatianal Guatcmnla y Compania Sociedad en Comandita [poi Accinnes 

Duke Energy International Investments No 2 L,td (Bermuda) 
Duke Energy International L atin America, Ltd (Bermuda) 
Duke Energy International Ivlexico, S A rle C V (Mer ico j  
Duke Energy International Nctlicrlands Financial Sewices B V (Netherlands) 
Duke Energy lnternolionnl Operiiciones Guntemnln L.imitnda (Guntemnlii) 
Duke Encrgy lnternatianal Peru lnversioncs No 1.  S R L (Peru) 
Duke Encrgy Intcrnatiuniil Peru Investments No 1 ,  L.ld (Dermudnj 
Duke Energy Internntianal PJP Holdings (h,lauritius) L.td mepublic of blauritiusj 
Duke Energy International PJP I-loldings, L id (Bermuda) 
Duke Enerey International Ply Ltrl (Australia) 
Duke Energy lntcrnntional Services (UK) 1 imitcd (United Kingdom) 

(Guatemala) 

Duke Energy Internntionnl Southern Cone SRL (Argentine) 
Duke Energy Internationnl Trading and L,larketing (UK) L imited (United K ingdom) 

Duke Energy International Transmision Guatemala L irnitada (Guatemala) 
Duke Energy international IJriiguay Iloldings, LLC K?elawarc) 

Duke Energy International Uruguay Investments, S R L. (Uruguay) 
Duke Energy International, Draril Ltda (Drozilj 
Duke Energy Inlcrnational. Ferncao Paran:ipancma S A (Brazil) 
Duke Energy Internatianiil, L1.C (Dolnrvnre) 
Duke Energy Kcniucky, Inc ( K e n t u c b )  
Duke Encrgy L.anlana LLC (De lawmj  
Duke Energy Ivlarkeling America, L L.C (Delaware) 
Duke Energy Marketing Canada Corp (Delnwarc) 
Duke Ener iy  Marketing Corp @Jevadaj 
Duke Encrey Marketing L imiled Partnership (Alberta, Canada) 
Duke Energy Merchant Finiince, LL.C (Delnwnrej 
Duke Energy Merchant5 Investments (UK) Limited (England and \Vales) 
Duke Energy Merchnnls Trading and Markcling RJK) L.imrtcd (England) 
Duke EnerLy Merchants 117; L 1. P &gland and \Vales) 
Duke Energ)’ blerchnnts, L.LC (Delaware) 
Duke Energy Ivloapa, LL C ( l k laware)  

Duke Enerby blurray Operating. L . l  C (Delaware) 
Duke Energy North America, L.L C (Delawnre) 
Duke Energy Ohio, Inc (Ohio) 
Duke E,ncrey One, Inc (Delaware) 
Duke Energy Peru H o l d i n g  S R I. (I’cN) 
Duke Energy Power Assets I-lolding, Inc (Colordo)  

Duke Energy 1’rnvidc.nce. I 1.C (Delaware) 
Duke Energy Rccovablcs Finaricc Conipany, L.1.C (Dclaivorcj 
Duke Energy Regi:itration Services, Inc (Delnwore) 
Duke Energy Retail Sales. 1.112 (Delau.arcj 

Duke Energy Roynl. 11. (1 (Dclawiire) 
Duke Energy Services Camida Ltd (Allxrta, Canada) 
Duke Energy S e n i c a  Ireland Limited (Republic of lielanil) 

I)ukc Energy Serviccs, Inc (Delaware) 
Duke Energy Shared Sen,ices. Inc (Deliiwiire) 
Duke Energy St Frnncis. ILLC pe laware)  

Duke Energy Supply Chnin Services, I. 1.C (Delaware) 
Duke Energy lrading mrl hlarketing. LLC (Dclawarc) 
Duke Energy 1 railing Frchiinge. L L C  (1)elawarej 
Diike Engineerinn & Services (Europe) Inc (Delawnre! 

Duke Engineering s: Services International, Inc (Cayman Islands) 
Duke Investments, L I  C (Delawnre) 

Duke Project Scrvices Australia Pty L td (Australia) 
Dukc Prolcct Scnwcs. Inc (79ortIi Carolina) 
Duke Supply Network. 1.1. 1: (Delaware) 
Duke i‘echnologiss. Inc (Dela~v:ircj 
DukeIrad ing  Do Brasil Ltdo (l31azilj 
Duke Ventures 11, L l  12 (Dcltiwirej 
Duke Ventures. 11 C (Nevads) 

Duke&loor Dinid (North Caralin:i) 
Dukcflluor Daniel Caribbean. S E (Pucrto R i m )  
Dukefllunr Daniel El Salvador S A de C V (El Sal \w lor j  

DukeiFluor Daniel International ll\levada:l 
DukclFluor Doiiicl International Services (Ncvadaj 
DukeCluor Dnniel lnternationiil Senices  (Trinidad) I. id (Trinidad a n d  lobago)  
Duke/Louis Dreyfus LLC @4evatla:i 

Duke-Cadence. 1nc (Indiana) 
DukcNct Communication Scnuxs. L IC @elaware) 
DukeNet Communications. LLC (Delaware) 
Duke-Reliant Resources Inc iDd: iwimj  
DultcTec I. L LC (Delaivnre) 
DukeTec 11. L1.C (Delii\vare) 
DukeTec. 1.L C (Delaware) 
Eastman \Vhipstock do Brnsil L tcln (Brazil) 
Eastman \Vhipstock. S A (Argentina) 
Eastover 1L:ind Cmnpany (Iicntuckv) 



Eastover Mining Company (Kentucky) 
Electroguayas, lnc (Cayman Islnnds) 

E,lectroquil, S A (Guayiiquii, Ecuiidorj 
Empresa l!hztrica Corani. S A (Bolivia) 
Energy Pipelines Interna[ioniil Company (Delaware) 
EnerVmt Olanta. L.1.C ( I c x a s j  
Environmental Wood Supply, LLC (Minnesota) 
Eteselvn S R I. P e r u )  
even t  Resources Holdings L.1.C (Dclaware) 
event  Resources 1 L1.C fDela\vnre) 
Fiber Link, LLC (Indiana) 
Fort Drum Cogenco. h c  (New York) 
Gas Integral S R L. @xu) 
Gcncradora L a Laguna Duke Energy Interniltional Guatemala y C i a ,  S C A (Guatemala) 
GNF I-Ioldings, LLC (Delaware) 
Green Power G P ,  LLC (Texas) 
Green Power I-loldings, LLC (Delnware) 
Green Power L imited, LL.C (Delarvarc) 

Greenville Gas and Electric L iglit and Power Company (South Carolin;i) 
IIidroclcctrica Ccnos Coloredos, S A  (Argentina) 
IGC Agu;iylia Partners, 1 .L  C (Cayman Islands) 
I1 Tryon Investment Trading Society wor th  Csrolina) 
Invcrsiones Duke Bolivia S A (Bolivia) 
KO Transmission Compnny Ol;entucliy) 
L tinsing Grand River Uti l i t ies,  LLC (Dclawarc) 
L H l .  LLC (Delaware) 
L,izncorp S A (Ecuodor) 
MCP,LLC (South Carolina) 
p v l i m i  Power Corporation (Indiana) 

bljdlands I-lydrocarhns (Bangladesh) Limited (England) 
btorris Gnsco, L.LC @eliirvarej 
bP Supply, Inc (North Carolinn) 

N:itional Llcthnnol Company (1BN SIN?\) (Saudi Ar2bia) 
NorthSouth Insurance Company L irnitcd (Bcrrnudaj 
00% Mountain Products. L.1.C (Deliiwore) 
Ohio Rwcr Valley Propane, I.1.C (Del;iw:ire) 

Panhe rgp  Corp (Dzlawarc) 
Peru Energy I-IoI~lings. LLC (Delaware) 
Power Constructinn Services Pty L t d  (\Vestern Austrzilia) 
Reliant Services, L.1.K (lndiansj  
Seahorse do Brssil Services hlaritimos I.td;i <Brazil) 
South Construction Company. Inc (Indiana) 

Southern Power Company (North Carolina) 
Spruce Mounlain Investmcnls. LLC (Delswnrc.) 
Spmce hlountain Producu, LLC (Delaware) 
SI I-’aul (-‘ogencration, L LT(A~linncs~l1aj 

SUEZIV\VNAIDE.GS ol I anring. I ILC (Dcliiwire) 
SUEZ-DEGS ol Lansing. LLC (Dclawarc) 
SUIIZ-DEGS U T  Orlando, L ILC iDe lo ivmj  
SUEZ-DBGS, 1.I.C (Delawire) 
SYNCAP 11, I.LC (Del:iwnrcj 
TEC Aguaytin. L Id (Bermudii) 
Termoselva S R L (Peru) 
Tesas Eastern il3ermud;i) I td (Bermuda) 
Texas Eastern Arabian Ltd (Bcrmuila) 
Tri-State lmprovcment Company (Ohio) 
UI: Elecuic Power L imited (Enfilanil! 
Waterce Power Company (South Carolina! 
Western Ciirolinii Power Compiiny @Jorth Carolina) 



EYIIIBIT 23 1 

CONSEN I' OF INI)EI'ENDENT IIEGIST ERISI~ I'UBLIC ACCOUNTING FIRIV 

We conscnl to  the incorporation by r e h e n c e  in Registration Statements No 333.146483.333.132996 and 333-132991 on Form S-3 and RegisIralion Stntcmenls No 3.?3-l 32933 
(including Post-cfiectivi: Amendmcnt No I therclo), 333-134080, 333-1-11023 and 333-1471 3 2  on Form S-8 of our rcport dated I;cbruaiy 29, 2006, relating to tlic l inmcial  statemcnls and 
financial statement schedule o fnukc  Energy Corporation and subsidiaries (the "Company") and the effectiveness oithe Company's internal control over financial reporting (which report 
expresses an unqoalilied opinion and includes an  esplanatoiy paragraph relating lo the January 2, 2007 spin-on 01 the Company's natural gas busincsnf. appearing in this Annua l  lieport on 
Form IO-I i  oiDuke Enerby Corporation ior the year ended December 31. 2007 

/a/DElOlTTE S TOUCHELIP 
Charlotte. North Carolina 
February 29, 2008 



ESI1IBIT 23.2 

CONSEN I' O F  1NI)EPENDIINl REGISTERED PlJI%LIC ACCOUNTING PlRA1 

The Partners of 
l-EPPCO Partners. L. P 

LVe consent to lhe incorporation by reference in Lhe registration statements on Form S-3 (No 333.132996, 333-1 32992, wd 333-146JS3) and on  Form S-8 (No 333.1 34080, j33-152935. 
33.147132. and 333-I-Ll0'3) oi  Duke Energy Corporation d o u r  report dated February 2s. 2006. except for the eEects oi discontinued operations, as discussed in Note 1, which is as of June 
I, .?(N6, with respect to the consolidated balance sheets o i  TEPPCO Pnrtners. I .  P ;lnd suhsidiarics as of December 31, 70Cl5 ond 2004, ond h e  relilted consolidnted statcments of income, 
partners' capital and comprehenmve income, and cash flows for each of the ye:irs In the three-ycar period ended December 3 1 ,  2005. which recpon appmrs  in !he December 2 I ,  2007, annual 
report on  Form 10-K ol  Duke E.nergy Corporation 

Our report dated February 2S,  2006, escept for tho effects oi  discontinued operations, as discuswd in Note 5 ,  which is os o i  June 1, 2006. contains a separatc par:igraph that stoles tho! as 

discursed in Note 20 to h e  consolidated finoncial statements, the Partnership has rzrtatcd 11s consolidated balance sheet as ol December 21, 2004, and the related consnlidnted statements of 
income, partners' capital and cumprehensivc Income, ant1 cash flows lor the yznrs ended December 31. 2004 and 3003 

\b\ FPMG 11 P 
Howton, T e u s  
I~co,uclly " i ,  - - .  --. 



Exhibit 23.3 

CONSENT OF INDEI’ISNDEN’I AUD17 ORS 

Wc conscnt to the incorporation by reicrence in Registration Statements No 333-146-3133. 333-1 32996 and 333-13299? on Form S-3 and Registration Statements No 33.3-1 32933, 
333-1 34080. 333-141023 and 333-1471 32 on Form 5-8 oi Duke Encrgy Corpomtion a i  our report dated March 14, 3007 O;ebruary 5 ,  2008 as to Nolc I8), relating to !lit consolidated financial 
st;itemsnls and financial statement schedule olDCPhiidstrcam. 1.I.C and subsidiaries as orand Tor the years endcd December 31. 2006 and 2005, appearing in this Annual Report on Form IO-  
K of Duke Energy Corporation lor thc year ended December j l .  2007 

\s\ DEL,OITTE S TOUCHE L.1.P 
Denver, Colorado 
February 29.200s 



Eshihit 24.1 

DUKE ENERGY CORPORATION 

FORM 10-K 
Aiiriual Report Pursuikrli to Section 13 or 15(d) 

of the Securities Eschitnge Act of 1934 
For the fiscill year ended December. 31,2007 

(Annual Report) 

Tlic undersigned Duke Enrrg)  Corporniion. ii Delaware corporation and certain of its olliccrs andlor dirccton, do  each hereby constitute and appoint David L I-lauscr, David S klaltz 
and Steven X Young. and each of them, to act as attorneys-in-iact Ibr and in the respective nnmcs, places and stead of the undersigned, to execute, s ed ,  sign and file with the Securities nnd 
Exchnngc Commission the Annual Report oi said Duke Energy Corporation on Form IO-K and  m y  and all nmcndments thereto. hereby granting to said attorneys-in-Wct. and each of lhem, full 

power and authority lo do and periorm all and ever), act and thing whatsoever requisite. nccessnry or proper to he done in and about the p rmiscs ,  as fully to al l  intents anrl purposes as the 
underuianed, or any of tliem, might or could do d personiilly prment. heraby ratifying and approving the iicts af said attorneys-in-fact 

E\ecuted as of the 26'l day of Febiuaw 2008 

DUKE ENERGY COlU'ORlTION 
/sl IAMCSG ROGCIIS BY 

.A_ .I - _. I __ 
Chairman, Prcsidcnt and 

Chief E\cLutive Olficcr 

(Corporate S e d )  

ATTEST 

/ s /  S I E C  I-IARRINGTON 

David L Hnuser 
/S /  SIJ3ENK YOIJNG 

Steven K Young 
/ S I  WILLIM4 BARNlT. I11 

Chairman, President and 

Cliicf Executive Ofliccr 
(Principal Executive Officer and Director) 
Group Executive and 

Chief Fhmcia l  Officer 
(Principal Financial On-icer) 
Senior Vice President and 

Controller 
(Principal Accounling Officer) 
(Director) 

William Barnet, Ill 
/S/ G ALES BERM-iARDT. S R  p i r ec to r )  

G Ales BernhnrdC Sr 
i s /  MICHAEL G BROWNING (Director) 

(Director) 

(Director! 

Daniel R Dihlicco 



-- - 
/SI A N N M  GK4Y (Director) 

-..~ 1 - I_*.-. ., ___1.11_. . .- 

AnnM Gray 
is/ IAMLS I1 IIANCE, JR (Director) 

Philip R Shnrp 
/s/ DUDLEYS TAF’I (Director) 

I ~ 

Dudley S Tali 



Eshibit 24.2 

DUKE ENERGY CORPORATION 

CERTIFIED RESOLUTIONS 

~-0rtll 1 0 4  r l l z l l l l d  Repoll I~e.YolIrriorh5. 

FIJRTIlEK RESOLVED, That each officer and director wlio iiiay be iequired to csccute such 2007 Form 10-K or any ai~icndi i i~i i t~ 
Illerelo (wlietlier on behalf oftlic Corporation or as an officer or director tl~ereofor by attesting the seal of tlie Corporation or otherwise) be and 
lieieby is authorized to execute 3 Power of Attorney appointing David I.. I-Iaiiser. David S Mal& and Steven K Young, and each o i  them, as true 
and la\vful attorneys and agents to execute iii his or her iiame. place and slcad (in any such capacity) such 2007 Foriii 10-K. as may be dcenled 
nccessrtry and proper by such oflicei s, and any and all anieiidnients thereto and all instrumenls ncccssarp or advisable i n  co~i~iection tlicrewilh, to 
attest the seal of tlie Corporation tliercoii and to life the saine with the Securities and Exciiat~ge Conmission, each o i  said attorneys and agents to 
liave power to act with o r  without tlie otlieis and to liavc full potvei and aulliority to do and perform i n  the name and 1x1 bchalf of each of such 
officers and dircctois. or both, as the case inay be. every act whatsoever iiccessctiy or advisable to bc done i n  t l~c  preniiscs as fully and to all 
intents and purposes as any such orfccr or director migllt or could do i n  person 

b c * (I* I, d *, 

1. JUl1A S IANSON, Senior Vice President, Ethics and Cornp1i;ince and Corporate Secretary of Duke Energy Corporation. do hereby cerlify thnt Ihe foregoing is a full. true and 
cnrnpleic extract from the Minutes a1 the regular meeling of the Board of Directors of said Corporation held on February 26, 2iIfl8, i l l  which meeting a citiorurn w a s  presenl 

IN \!'I rNESS \\~l.Il?,RZOli, I liave hereunto set my hand find olfised the Corpomk Sa11 oi soid Duke Energy Corpornlion, ihis ]he 26"' dily of February, ?OOB 

/ s i  J U L I A  S JANSON 
-1 - . ~ .  - _____I__.____--_- ------ I_ ______. -.___ I...I_ ~ ..._._- -- .~ ...__ - ....... -.- ._.-._- ~ -....--- _.&.---I_- 
Julia S Janson. Senior \'ice Prcsidenl. Ethics and Compliance and Corporate Sccrclar), 



ISIIIBIT 31.1 

I. lames E Rogers. ccrtify that: 

1 )  
1) 

3) 

I Iiave reviewed th is annual report on Form 10-h' ofDukc Energy Corporation, 
Based on my ~ o w l e i l g e ,  tliis report does not contain ;my untrue statement o i a  material fact or omit to state a material fact necessary 10 make the statements made, in light oi the 
circumstiinccs unilcr which such statemen& were mndc, not mislending with respect to the period covered by this report; 
Based on my knowledge. tlie financial statements, and other financial miormatron included in  this repori fauly present in all malerinl respec& t h e  fin:incial condition, results of operations 
;and cash lloivs of the registrant ;is oi. and for llie periods prcsentctl in this report; 
The rcpislriint's other ccrtif>,ing olliccr(sj and I are responsible for  establishing and maintaining disclosure controls and procedurcs (as dclined i n  E,schange Act Rulcs 135- I.S(c) and 
I ( d - l j ( e ) j  ood internal control over financial reporting (as defined in Eschange Act Rules 132.1 5(0 and 15d-I5(fj j  lor Ihe registrant and have. 

a) 

J j  

Designed such disclosure controls and procedures, or caused such disclosiire controls and procedures lo be designed under our  supervision, to ensure that malerl~il  information 
relating ro the registrant. including its consolidated subsidiaries. is made known to us by otlien within those entities. par'iicularly during the period in wluch this report is being 
prepiired, 
Designed such internal control over financaal reporting, or caused such internal control over financial reporting to be  designed under our supervision, to provide reasonable 
assurance regarding the reli;1l?ilily of linnncial reponing and the preparation of financial statemen& for external Imposes in accordance with generally accepted accounting 
principlcs: 

prixedures, as of the end of the period covered by this repnrt based on such waluation; and 
Disclosed in this report any change in the registrant's inlcrnal control over financial rcporting that occurred during the registrant's most recent Iiscal quartcr (the registrant's fourth 
fiscal quarter in the cnse 01 ;in niiniliil report) tbnt has rnateriiilly "Uccted, or is reasonably likely IO mnterially iiffecr. the rsgislr<int's internal control over Iinnncii~l reporting. and 

b j  

- .  -dented I . .  . .  . _.  in this report our conclusions about the erfcctivencss 01 the disclosure controls and 
e' " '  .,* 

. .  
") i : \ ~ a I c L  

rlj 

I l i e  repistranr's other certifying oiliicer(s) and I Iiave disclosed based on our most recent evaluation of interniil cnntrol over financial reporting, to the registrant's auditors and the :iudit 
committee of the registrant's board ol dircctnrs (or persons performing rlie equivelent functions). 

a) 

5) 

All siynlficant dcficiencics and material weaknesses in the design or operation 01 internal control over financial reporting which arc reasonably l ikely to advcrscly aflect tlic 

rogi:itront's ability tO record, process, summarize and report i inancial  information and 
Any i?:iud, whether or not material. that involves management or other employees who l u v e  a si$pificant role in !he regislranl's internal control over tinancial reporting h) 

___ -. ... .... .~~ . ~. .~ ~ 

JamesE Rogers 

Chairman, President and 
Chiel Executive Officer 



ESIIIBIT 31.2 

I, D w i d  L Flauscr. cmlify that 

1)  
2) 

-3 j 

I have revierveil this annual report on Fom I U-f; of Duke Enercy Corporation: 
Biised on my knowledge. this report does not contain any untrue statement of a material i;ict or omil to state a material fact necessary to make the statements miide, in light of the 
circumstiinces under which such statcmcnb were mndc, not misloeding with respect t o  thc period covered by this rcpon: 
Based on my I;nowlcdge. the fin;incial stiitements, and other financial infixination inclutled in this reporf fairly present in a l l  material respects the rmancial condition, results of operations 
and cash flows 01 lhe rtgislrant as of, and lor. the periods presented in this report: 
The rcgistrant's other certifying ofliccr(s) and I are responsible for establishing and maintaining disclosurc controls and procedures (as dcfincd i i i  Exchiinge Act Rules 13a-1 5(e) and 
I5d-I5(e)j  and internal control over 1in;incial reporting (as defined In Exchange Act Rides 1 3 a - I  5 ( f )  and I Sd-lS(0) for the registrant and have. 

a)  

4) 

Designed such disclosure controls and procedures, o r  caused such disclosure controls and procedures to be d e r i p x J  under our  supervision, to ensure thal material information 
relating to the rqistrant.  including its consolidated subsidiaries, is made known to  us by otliers withm those entities. particularly during the period in which this report is being 
prepred ,  
Designed such internal control over Tinmcinl reporting, or c;iused such internal control over financial reporting to be designed under our su]~c~vis ion ,  to provide rcasonable 
assurance regarding the reliability of financial rcporting and the preparation oflinancial  statements for external purposes in accordance wilh generally accepted accounting 
principles. 

ocedures and uresented in this report our conclusions about the effectiveness oithe disclosure controls and 
procedures, as oCthe end oTt)ie period covered by this report based o n  such evalu;itton; and 
Disclosed in this rcpmt any cliangc in thc registrant's intcrniil control over iin;incial reporting that occurred during h e  registrarit's mOSt recent fiscal quarter (lhc rcgistrant's Sourth 
fiscal quarter in the case 01 on  nnnunl report) tha t  110s motcri;illy ,ifrected. or is reasoriiibly likely to mntcrinlly nffect, the registrant's internal control over finnncinl reporting, and 

h) 

ES n"[l 
- .  

P 

d )  

rhc registrant's other certifying oflicer(sj  ;and I harv disclosed, hased on our most recent ev;ilu;ition 01 internal control over linoncinl reporting. io the registrant's auc l i t~ rs  and the audit 

committee of the registrmt's hoard of directors (or persons perlbrming the equivalent iunclions) 

a )  

5 )  

A l l  signLCwnt dclicicncies oiid matcrinl wc;ihncsscs 111 tlic design nr operation o i  intcnial control over linanciol reporting which arc reasonably l ikely to advcrscly afficl Ihc 

registrant's tibility to record. proccss. summerize and report iinnncial information; and 
,Any ir;iud, whether or not m:iterial. that involvils management or other employees who have a significant role in Uie registrant's internal control over financial reporting h j  

Date Fehrucuy 79, 7OilS 

is /  DAVID L I-IAtISER 

David L Hauser 

Group Esecut iw and 
Chief Financial Oflicer 



ESIJIB17~ 32.1 

In connection with :he Annual Report o i  Duke Energy Corporation ('Dtkc Energy") on Form 10-K Tor the period ending December 3 1 ,  7007 as filed with the Securities and Exchange 
Commission on the date hereoi (the "Report"), 1. James E Rogers, Cliaiman, President and ChiciEsecutive Officer of Duke Energy, certify, pursuant to IS U S C section 1350. as adopted 
jiursusnt to section 906 or the Snrbnncs-Oslcy Act oi 2002, thot 

(1)  
( 3 )  

The Report fully complies \villi tlie requirements nisection 1 ?(a) or l5(d) oi the Securities Eschange Act of 1934; and 
l h c  informalion contained in tlic Report h r l y  prcsmts. in all niakrial respects, the financial condition and rcsuIIs of operations oi Dukc Energy 

/ s i  JAMES E ROGERS 
..". .. . . .. . -.. . . . . .. ..- - , , .. .I. ~ ... ~ . . . , . .. .. 

lnmcs F. Rogers 

Clmrrman. President and Chid Executive Officer 
Februaiy 29, ZWJR 



C'ERTIFIC'~YT1ON 1'tIltSU.ANT TO 
18 t1.S C. SISCI ION 1350, 

AS AUOI'TED PURSUANT TO 
SECTION 906 OF TIIE S.-\RB,\NES-OSLEY A C I  OF 2002 

In connection with the Annual Report oSDuke Energ,y Corporalion ("Duke Energy") on Form IO-E: Tor h e  period ending December 3 1 .  2007 as  f i led with the Securities mnd Exchange 
Commission on the date hereol (the "Report"). 1. David L IHauscr. Group Esccutive and Chief Financial Ollicer o i  Duke Energy, certi@. pursuant to 18 U S C section 1350, as ndopled 
pursutint to section 906 of the Sarboncs-Osky Act of 2002. tlint: 

(1) 

( 2 )  

The Repopon iully complies with the rcquiremenls of section 1 ;(a) or 1Xd) of the Securilies Eschangc Act oi 1934, and 

The information contained in the Report fairly presents, in all material respects, the financial conrlition and results of operations of Duke E,nergy 

Is1 DAVID 1.. I-IALISER 

David 1 1-lauser 

Group Esecutive and Chief Financial Officer 
1;ebru;iiy 29, 2008  
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CAUTIONARY S I  A I E I V E N I  REGARDING FORWARD-LOOKING lNFORI\.LATION 

Ihis document includes ionvnrd-looking statements within the meaning oi Section 27A of the Securities Act of 1953 and Section 21E o i  the Securities Exchange Act of 1934 Fonvard- 
looking statcments arc b;iscd on management's belicCs and assumptions Thue forward-looking statements arc identified by terms and phrases such as "anticipite." "believe." "intend,' 
"cstimiite." "espect," "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 difierent irom the results predicted Factors that could cause iictual results to diflkr materially irom those indicated in any 
lnrward-looking statement include, but arc not limited to. 

State. rederal and Ibreign legislative and regulatnry initiatives, including cosls ofcamplinnce with existing and future environmental requirements: 
State, fetlcr:il and foreign Iegislau\~e ;and regulatory initiatives and rulings tliat aflect cost and tnvestment recovery or have ;in impiict on rate structures 
Costs tinil elfects oi lcgal iind administrative proceedings, settlements, invcstigntions and claims; 
lndustri:il, commercial and residential grou~lh in Duke Energy Coqmration's (Duke Energy) service territories; 
.hdditional competition in electric markets and continual intlusrry consolidation, 
Polilical oiid regul;itor). unccrtainty in other cnuiitrics in wliicli Duke h e r g y  conducts business; 
n,e inlluencr olwe,ither snd  other natural phenomenii nn Duke linergy's operation:;, including the economic. opantioniil and other eflects 01 !itorm:i, hurricnncs, droughts end 
tornados. 
The tuning and extent of changes in commodity prices. interest rates and  foreign currency eschange rates: 
Linscheduled gcnerotion outages. unusual maintcnnnce or repairs and electric transmission system constminis; 
llie perinnnonce of electric generation and of [projects undertaken by Dukc Energy's non-regulated businesses; 
The results of financing efforrs. including Duke E.nergy's abiliiy to obtain financing on iavorable terms. which can be affected by viirious factors. including Duke Energy's credit 
ratings and general economic conditions, 
Declines in the market prices oi equity securities iind resultiint cash funding requirements for Duke Energy's defined beneiit pension plans. 
l h e  l e ~ e l  ol'credit worthiness of counterparlies to Duke Energy's iransactions; 
Employee workforce iactors. including the poteniiol inability ti) ~ t t r a c t  and retain key personnel; 
Growth in opportunities for Duke Encrgl's business units, including the timing and succcss of ciforts to dcvclop domestic and international power and other projcc'5. 

* 

. 

* 

* 

* 

* 

. 



* Construction :and rleveinpnient risk nciated with the completion o l ~ D u k e  Energy's capital investment projects in existing :and new gsner:itian facilities, including risks related to 
financing. obtaining mil cnmplying with terms of permits. meeting consuuction budgca mil sciiedules. and satisf:Ying operating and environmental psrlnnnancc sl;indards, as wel l  as 
the ability to r r ~ ~ i v c r  costs l i o n  ratcpdyors in a timely nianncr. 
f i e  elftxt of accounting pronouncements issued periodically by accounting standard-setting bodies, ;md 
rile ability to successfully comjikte merger acquisition or divestiture plans 

* 

* 

In light of these risks, uncertainties and assumptions. the events described in the forward-lwking stntemmts miglit not occur or might occur lo a rliliereni extent or at  a different time than 

Duhc Energy has describctl Dukc Energy undertakcs no obligation to publicly updatc or rcvisc any iorwnrd-looking stalernonts. whethcr as a result of new inlbrrnation, future events or 

otherwise 



PART 1 

Item 1.  13usincss. 

GENERAL 
Ovewlew~ Duke Energy Corporatton (collectively wttll its subsidtarics. Duke Energy) is iin energy company located primarily in the Americas that  pro\'ides 11s scn'tccs through the 

In [lie secnnd quarter of ?iW Duke Energy and Cinergy C q  (Cinergyj consummtited ii merger which combined the Duke Energy and Cinergy regulated franchises, :is well as 

Duke 1:ncrgy Ilolding Corp (Dukc lincrgy I%:) w a s  iiicorporatcd iii Delaware on May 3. 21105 as Deer Holding Corp , a rvliolly-owiicil subsidiary of Dukc Energy Corporation (<)Id 

business units dcscribcil hclow 

ilcregulnted generiition in tlie Midwestern United States 

Duke Energy. lo r  p u r p s e s  nf this discussion regording the merger) On April 3,211116. in nccordance with the merger agreement. Old Duke Energy and Cinergy merged into wholly-owned 
subsidiaries or Duke Energy IIC. resulting in Duke Energy I-IC becoming h e  parent entity In connection with the closing OS t l ie merger transactions. Duke Energy HC changed i ts  name to 
Duke Energ), (?orparotton (New Duke Energv or Dukc. Energ) iind Old Duke Energy converted in to  ii limited liability company named Duke I'nwer Company L L C (suhsequenrly renamed 
Duke Energy Carolinns, L LC [Duke Energy Carolinns) effective October 1. 2006) A s  ti result ol the merger triinsnction, eiich outstanding share of Cinergy common stock W G S  convertcd into 
1 56 shares ofcommon stock o f n u k e  Energy. which resulted in the issuiince of approximately .?I 3 million shares of Duke Energy common stock. Adilitionally, each share of common stock n l  
vi 
financiiii statement liling I hsrcforu, thc accompanying Consol ida td  I-inancinl Statements rellcct the results of operations of Old Duke Encrgy Cor the tliree months cndcd March 31, 2OM 
New Duke Energy had separate operatinns io r  the period beginning with the effective date of tlie Cinergy merger, and references to amounts lor periods afler the closing of the merger relate to 

New Duke Energy IIinergy's results have becn included in the accomp;mying Consolidated Skltemenls of Operations from Uie elfective dale of acquisition and thereafter (see '"Cinergy 
hkrgcr" in Note 3 to the Cnnsolidatcd Financial St;itcmcnts. "Actluisitioris ;ind Dispositions of Businesses and Siilcs of Othcr Assets") Both Old Duke Energy arid New Dukc Energy nrc 
reierred to as Duke Energy liereiniilter 

On I;inuan/ 2 ,  2007. Duke Energy completed the spin-off ol i t s  natural gas businesses, n:mcd Spectra E,nergy Corli (Spectra Energy), including its wholly-owned subsidiary Spectra 
Energy C;ipital. L L  C (Spectra Energy Capital. formerly Duke Capital I..L.C) The niituriil gas businesses spim off primarily consisted o i  Duke E,nergy's Natural Gas Transmission business 
segment and Dukc Energy's SO?b ownciship intcrcst in DCP blidstrcam, 1.L.C (DCP lilidstrcom. fi~rmcrly Duke Energy Field Services, I..l.Cj, which was p r t  of the Field Services business 
segment The resulls of operations of these liusinesses are presented zs discontinued operations in the accompanying Consolidated Statements of Operations lor n l l  periods prior to the spin-ofi  
See Note I lo tlie Consolidated Financial Stalemcnls, "Summary 01 Signilicanl Accounting Policies " 

North Rmcricn's W E N A j  rcmiiining iisscts iinJ contracts outside the Midwestern United Stntes and cerlnin contriictunl positions related lo the bfididrvcstern assets The cxit plan was completed 
in the second quarter of 21lii6 Certain assets of the fbrmer D 6 N A  business were transferred to the Commercial Power business segment and certain operations that Duke Energy continues to 
wind-down ore in  OUier I he results of operations ofthe former DE.NA businesses which Duke Energy exited liilve lieen rellscled as discontinued operations in the accompanying Consolidated 
Stataments 01 Operations lo r  a11 pcrinds prior to tlie completion of the cxit activities 

Accounting Standards Board (FASB) Statement ( 3 1  Financial Accounting Stand:irds (SFAS) No I .<I ,  "Dirclmnto~ ilho111 Sc$nieiifr 01 miBiile,pnse o,i~lRclaledIi~/brrirorroii," U S Franchised 
Electric and Gas. Commercial Power and ln~ernational Enepzy Prior to h e  iounh quarter oiZOO8. Crescent was a reportable business segment of Duke h c r g y .  however. beginning in the 
Iourth quarter of 200s. Crescent is no  longer considered an opernting segment 01 Duke Energy tis Duke Energ hiel operating decision maker no  longer reviews Crescent's operotins results 
in order to make rssourcc iilleciition decisinns and evaluiite its lperf~irmance Accordingly, the results ol-Crescent hnve been included in Other for all periods presented Prior to Duke E,nergy's 
w l e  of an effective X l ? b  ownership interest in Crescent in September 2i:IIK, (see below). tlie tlien Crescent segment represented Duke Energy's 10Ph ownership of Crescent Resources. 1.L.C 
Duke Energy's chief ojxrating dccision mnker regularly rcvie\vs financial information aboul c a d i  of these business scgmcnts in deciding how to allocate resources and evaluate pcriormancc 
For addition;il information on each of these business segments. includtng liniincial ;ind geographic inlormation nhout each repartable business segmenL see Note 2 to tlie Consolidated Financinl 
Stiitcments. 'Business Segments " 

During the third quitrter of 301:15, Duke Enerm's Board of Directors authorized ;and directed miinagemeiit to esecute the sale or disposition of substantially all ol former Duke Energ)' 

Businass Scgiiwiii5 At December j I ,  2t.iOS. Duke Energy operntcd the iollowing business segments, all of which are considered reportiible sepmenlr under the proiisions of Financial 



P.4Rl I 

nic following is a brit1 &scriptinn o i  the nature oi openitinns 01 each nf Duke Energy's reportable business segments, as wel l  as Othcr 
I1 9 ~rf l~ i c l i i re~ l~ l ' l ec /~?~  mrlGni U S Fr;inchised Electric and G a s  generates. transmits. ilistribuies and sells electricity in centriil and western North Carolina, western South Carolina, 

souliiweslern Ohio, central. norlh central antl southern 1ndi;ina. and nortlicm Kentuck?, U S Franchised Electsic and Gas also lransporls and sells natural gas in southwestern Ohia :ind northern 
Kentucky It conducts operations primarily through Duke Energy C;irolinas. 1.1 C (Duke Energy Caro1in;is). Duke llncrgp Ohio, lnc (Duke E.nergy Ohio) .  Duke Energy Indiana, Inc m u k e  
Energy Indiimn) iind Duke E,nergy KentucLy, Inc iDukc Energy Kentucky) 13 
Commission (FERC). the North Cerolina Uti l i t ies Commission (NCUC) tlie Public S e n w e  Commission of South Cari?lina (PSCSCj, the Public Ulililies Commission o r O h i o  (PUCOj, the 
Indiiina IJtility Regulaton! i h n m i s s i o n  (IURC) ;ind tlic KcntucLT Puhlic Se i~ ' ice  Commissinn O;PSl?) Substantialls iill oi U S Franchised Electric and Gas' operations arc regulated antl 
accordingly, these opcrationb Eire accounted fix under tlie provisions o f  SFI\S bin 71. ':Iccoriritiii,~./;pr tlrc E@xtr oJ Ccrrmrr Tiper OfRcgi~ln~iori." (SFAS No 71) 

iillowances related to these plants as well as other cnntraclunl positinns Cnmmercinl I'o\vefs generation ;isset lleel consists of Duke Energy Ohio's non-regulated gener;ition in Ohio, acquired 
from Cinergy in April 11)116, and llic live bliitwestern gas-liretl non-regulated gsncrarion iisscts that \sere ii pnrlinn of tlie iormcr DENA oper;itinns Commercial Power's ;issets. excluding wind 

ctric and gas opcrntions arc Suhjccl to the rules and reguialions o r t h  

Contnrern'ol Ponw. Commerciiil Power owns, operates ;ind manages power lplants and engages in tlie whnlcsiile m;irketinS and procuremenl oi electric power. iuel and emissiim 

Dcccmber 31, 261 1 r\s a rc5uIt of tlic approviil of tlic ESP. ce r ta in  of (?ommcrcial Power's opcr,itions arc accountcil lor under SFAS No 71 cifectrvcDcccmbcr 17, ?008 For more information 
on tlie RSP and ESP, as ivell ;is the reapplication 01 S 
its affiliates (DEGS). Commercial Poiver develops. o 

6,360 MW OS power gcncratian ;it 2 I i;icilitics Lhroug 
over 5,000 M V  oi  wind energy projecLs in the de ie lqmient  pipeline w i t h  iipprmimaiely 37111 net M\V of wind generating ciipncily in operation a s  01 December -31, 3108 In 200s. DEGS 
initiated ii joint venture with Areva Inc named ADAGE. I 1.C. t n  develop, design. build. ;ind roperate wood hurning binmoss power plants in the LJ S 

It conducts opcrations primarily thrcougli Duke Energy Inlcrndliond, I. L C (DFI) and its activities targct pnu'er generation in [.atin America Addilionally, 1ntcrnational Enerby owns equity 
investments in Saudi Arabia and Greece 

No 71 to certain oi its opcrations. see the " ihnmerc i ; i l  Power" section below Through Duke Energy Generation Services, Inc and 
ind opcr:itl"j electric yener;ition lor 1;irge energy cnnsiinicrs. municip:ilities, utilities nnd industrial lacilitics DEGS currently manages 

thc U S In addition, I X G S  cngagcs in the dcvclopment. construction and operation 01 wind energy projects Currently. DEGS has 

ltiteuifltiomil E i ~ e r ~ i ~ ~  In~ernatinnal Energy owiis. operates and miinages power generiition 1;icilities. ;ind engages in siiles and markcling oielectric power and natural gas ou~side the LJ S 

Other- The remainder of Duke Encrg)i's operations is presenlcrl as Other \Vliile it is no1 considered ;I business scgmenL Otlier primarily includes certain unallocated corponte  costs, 

Crescent. DukeNet Communications. I. 1.C iDukul\ierj and relaled telecrini businesses and Bison Insurancc Compiiny 1. imited (Bison), Duke Energy's wholly-owned. c;lptive insurance 
subsidiary Additionnlly. Other incluila the remaining portion o i  Duke Energy's business formerly known ns DENA that was not esitctl or transSencd to Commercial Power. primarily Duke 
Energy Trading and i\,larkeling, L L C  (DE.lkl), wiiich nianagemcnt is currently in the prnccss oTwinding down Un~illocateil corporate costs include certain costs not allocable to Duke Energy's 
reportablc business segments. primwily governance cnsls. costs to achicve mergers and ilivestitiires !such i is  the CineRy merger and sliin-olToi Spectra Energy) and costs ;i=,socialed with 
certain corpmatc swerancc programs Crescent :levclops mil m a n o p a  high-quality commercial. rcsidcntiiil and multi-family real estate projects primarily in  tlic Southeastern antl Southwestern 
LJ S Some oflhese projects are developed and managed through joint ventures Crescent iilso manages "legitcy" kind holdings in North ;ind South Carolina DukeNet develops, owns and 

operates a fiber optic cominunicatinns networli p r immly in the Ciirnliniis. nen'ing 1virelcss. local and long-diitance cnrnmuniCations compnnies. internet service providers and other businesses 
and organizations Bison's principal act iv i t ies iis ii ciiptive insurance entity include the insiiriince ;and rance io1 viirious business risks and losses. such i i s  workers compensation, propcity. 
business interruption and general liability o i  subsidiaries nnd a1)iIiatcs of Duke Energy On a Iimitetl Bison alsio prticipntes in reinsurance nctivities with certnin third parties 

Geiier:il. Duke Energy is ;I Del;iwnre corporiilinn lis princip;il csecutivc oITices :ire located t i t  526 Soulh Church Street. Chnrlolle. North Carolina ?S?O7-I 80.3 The telephone number is 

70-1-594-6200 Duke Energy elecvoniciilly files repons with the Securities and Exchange Commission (SEC). including iinnual reporis on Form IO-K, quarterly reports on Form IO-Q. current 
reports on  Form %E;, proxics antl nmcndrnenls to siicli reports The public may read ant1 copy any materials that Duke EneGy files with tlie SEC a t  tlic S I X 3  Public 
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Room a t  Ill0 F Street, N E ,  \Vasliington, D C 20-549 lhc public may obtain inionnation on the opcratlon oi the Puhlic Rcfcrcncc Room by calling the SEC at I -800-SGC-0330 
Iso maintains an internet site that contains reports, prosy and inliirm;ition stiitcmeiits. and other information regarding issuers that lile elcctriinic~illy with the SGC at hUp:// 
01' Additionally. information about Duke Energy. including its reports filed with ole SEC. is avnilable Uirough Duke EnerLy's web site at h t f p  //k hka-c i ier -p  coni Such reports 

are accessible at no  charge tlirough Duke Energy's web site and are made available as soon as reasonahly practicable aller such material is filed with or furnished to the SEC 

GLOSSARY OF TERMS 

T e r m  or Acronynm Delinition 
AAC Annually Adjusted Component 
AFUDC 
AOCl Accumulated Other Comprdicnsivo Income 
APB Accounting Principles Board 
A X 0  Asset Retirement Obligation 

The following terms or acronyms used in this Form 10-K are delined helow 

-- 
Allowance for Funds Used During Consuucuon 

' i % L l . , l  

Bison 
BPM 
BREDL 
Bridgcport 
CAA 
CAlR 
Campeche 
CAbIR 
C C  
CMT 
CT 
Cinergy 
CO? 

COL 
CPCN 
Crescent 
D B  
D C P  Midstieam 
DEGS 
DE 1 
DE M 
DENA 
DENR 
DETM 
DOE 
DOJ 

. ... ,,\. ",.> '. 
Bison Insurance Company Limitcd 
Bull; Power Marketing 
Blue Ridge Environmcntnl Del'ense League 
Bridgeport Energy L1.C 
Clenn Air Act 
Clenn Air lnterstntc Rule 
Compaiiia de Senricios (le Compre~iljn (le Campeche. S A (le C \' 
Clem Air Mercury Rule 
Combined Cycle 
Ctnergy Marketing and  Trading. 1 I' a n d  Cinergy Canaikl. Inc 
Combustion Turbine 
Cinergy Corp 
Carbon Diosicle 

Combined Construction and Operating License 
Certificate oi Public Convenience and Necessity 
Crescent Resources, 11. C 
Defined Bcneiit Pomion Plan 
DCP Midstream. L.1.C (formerly Duke Energy Field Services. 1 1 C! 
Duke Energy Gcneration Services. lnc 
Duke Energy international, L.L,C 
Duke Energy blerchanls, LL C 
Dukc Energy Nonh America 
Department of Fiivironmont and Natural Resources 
Duke Energy l rad ing  and Marketing. L L C  
Depanment of Energy 
Dcpirtrnent of Justice 

, 
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T c i  m or Act onyni 
DSM 
Duke Energy 
Dukc Energy Carolinas 
Duke Energy Indiiine 
Duke Energy Kentucky 
IMie Energy Ohio 
ElTF 
EPA 
PI’S 
ESP 
E’VVG 
FASB 

Deiiiiition 

Demand Side hkinagement 
Duke Energy Corporation (collectively with its subsidiaries) 
Dukc Energy Carolinas, LLC 
Duke Energy Indiana, Inc 
Duke Energy Kentucky, Inc 
Duke Energy Ohio. Inc 
Emusing Issues Task Force 
Environmental Protection Agency 
Earnings Per Share 
Electric Security Plan 
Exempt Wholesale Generetor 
Financial Accounting Standards Board 

. --- 
FERC 
FIN 
FPP 
FSP 
FTC 
GAAP 
GCSA 
IGCC 
IRS 
IS0 
IURC 
KPSC 
L IBOR 
L S Power 
A4ACT 
misso 
Mcf 
A M B l u  

h b o d  y’s 
Evlodernizalion Act 
MRO 
A4SREF 
blKBE 
M V  
NCUC 
NE rI; 

Federal Encrgy Rcgulntoiy Commission 
Financial Accounting Standards Board Interpretation 
Fuel and Purchosed Power 
Financi;il Accounting Standards Board Stall Position 
Federal rrade Commission 
IJnited Stales Generally Accepted Accounting Principles 
Gas Compression Services Agreement 
lntcgriited Gasification Combined Cyclc 
Internal Revenue Service 
Independent Transmission System Operator 
Indiana Utility Rcgulato~y Commission 
Kentucky Public Service Commission 
London Interbank Offered Rate 
1,s Power E,quity Partners 
Maximum nchicvnblc control technology 
Market-Based Standard Scrvice Olier 
Thousand cubic feet 

Million British l i c r m a l  
bloody’s Investor Services 
Medicare Prescription Drug Improvement and A4odcrnization Act 
Market Rate Option 
Morgan Stanley Real Estotc Fund V U S , 1. P 
Methyl tertiary butyl ether 
Megawatt 
North Carolina Utilities Commission 
Nuclear Decommissioning Trust Funds 

6 
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Twin o r  hci-oii\,ni Dclinitiun 

NEIL. 
NE,RC 
NbIC 
NOs 
NRC 
OCC 
OIL 
ORS 
OUCC 
PE.AEX 
PSCSC 
PUCO 

Nuclear Electric Insurance L.imited 
Nonii American Electric Reliability Council 
National kkthariol Compiiriy 
Nitrogen oxide 
Nuclear Regulator). Commission 
Ollice of the Ohio Consumers' Counsel 
Oil lnsurancc L imitcd 
Sou& Carolina Office of Regulatory Skill' 

Indiana Ofiice of Utility Consumer Counselor 
Mexican National Oil Company 
Public Service Commission of South Corolina 
Public Utilities Commission oSOhio 

c. 
" , A b , >  

PV Photnvoltouc 
RSP Rate St.ibilization Plan 
I?TO Regional Tranmission Orgmzat ion 
SAB 
SB 221 
sEnergy ,Energy Insurance Limited 
SEC Securities and Ewhange  Commission 
SFAS 
SO? Sulfur duoude 

SPE Special Purpose Entity 

Securities m d  Exchange Cominissiun Stof? Accounting Bulletin 
Ohio Senate Bill 221 

Stotcmcnt of Financial AccountinS Stnndards 

S~iectra Energy 
Spectra Capital 
SR r 
SSrP 
Synfuel 
TEPPCO GI' 
TEPPCO LP 
UUE 
VIE 
\YARN 
\Yestcoast 

Spectra Energy Corp 
Spectra Energy Capital, LLC (formerly Duke Capital L.LC) 
System Relinbility Tracker 
Standard &Poor's 
Synlfiaic Fuel 
rems Eastern Products Pipelinc Compnny, L LC 
TEPPCO Partners, L P 
United Bridgeport Energy LLC 
Vnriablc Interest Entity 
N o h  Carolina Wiiste Awareness Rerluction Network 
\Vestcoast E.nergy, Inc 

I h e  following sections describc the business and operations of each of W e  Energy's reportable business segments, as well ius Other (For more inSorrnelion on Uie operating outlook 01 

Duke Energy and its reportable segments, see "Management's Discussion and Analysis of Financial Condition and Rcsulrs of Operations. Introduction-Esecutivl: Ovcrview and Economic 
Factors for Duke Energy's Business" For financial information on Duke Energy's reportable busincss segments, scc Note 2 to the Consolidated Fmancinl Statements. "Business SegmcnLs " )  
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Service Arc:i i ~ i i t l  C i ~ s t i ~ i ~ i c i  s 

U S  Franchised Electric and Gas generates. transmits, distribuies and sells electricity ;and transports and  sells natural gas I t  conilucts oper;itions primarily thrnugh Duke Energy 
Ciirolinus. Dukc Energy Ohio, Duke E,nergy Indianii and Dulic Energy Kentucky ( W e  Energy Ohio. Duke lincrgy Indiana and Duke Encrgy K.cntucky collccti~cly referred to ns Duke Encrgy 
Ivlidwest) Its se-ce area covers about -18.000 s ipare  miles with ;in estimated pqula t ion  of I I million in central and rvestem North Carolina, western South Carolina, southwestern Ohio, 
central. north central and southern Indiana, and northern Kentucky U S Franchised E,lectric and Gas supplies electric SSNIC~ to approsimately 4 million residcnu;il. cnmmerciiil iind industrial 
customers ovcr 150,900 i i i i lcs 01 distribution Iiiics and a Xi,900 mile transmission system IJ S Franchised Electric and Gas provides domestic regulatcd ~ r i i n s ~ n i s s i ~ ~ ~ i  ond distribution services 
lbr nntural gas to approximat 
source of supply for more than one senrice l ine) and s e n m e  linuS Electricity is illso sold wholesale to incorporated munrcipslities and to public and private l i t i l i t i e ~  In ;Iddltion, muruclpa~ and 

cooperative customers who purcliascd portions oi  the power generated by the Catawba Nuclear Station may also buy power k o m  a variety of suppliers ~ncluding Duke Energy (3arolrnas. 
through contractual agreemcnts For more i~dormiition on the Ciitnwba Nuclear Station joint ownership, see Note 5 to the Consolidoted Finonciiil Statements, "Joint Ownership 01 Generating 
and Transmission Facilities ' 

sectors such as finance, insurance, real estate scn,iccs. and local govcrnmcnt also constitute kcy componenb of the slates' gross domestic product Chemicals, lwd. electronics and motor 
vehicle manufacturing industries were the most significant contributors to the area's manufacturing output In contrast, the mqority of Duke Energy Carolinas' industrial and commercial 
electric sales revenue for 2008 came f rom tlie textiles indusUy, which continues to decline, real a l i i t e  and education sewices sectors 

Duke Encrgy Cnrolinas hi is  business dcvelopnient stiategies to leverage thc conipctitive advantagcs OS its service ten itoiy to attract and esp;ind advanced manufacturing and data 
intensive businesses These competitive ndvanloges, including (I quality wor!dorce, strong educutioniii institulions, superior transportation infrastructure and conlpetitiYe electric rntes 
approximately :Il?b below the nati~nii l average were key factors in attracting new businesses The success in attracting new companies, as well :IS expanding the operations ol existing 
customers, ipnrtiallp oft'set the sales declincs in the industries like apparel. textile and furniture in 2008 

a t z t e  and rentill leasing,  holes sale trade. financi:il and imuriince services. retail trade, educ:ition. hcalthcnre and p r o ~ e s s i o n ~ ~ l l h u s i n ~ s  services 

Ohio's and Duke Energy Kentucky's industrial sales revenue for ?0u8 Food and beverage manuiacturing, lahricated met;tls, and electronics also haven  strong impact on the area's eci-inomic 
growth and the rcgion's industriiil mles 

advanced manuiacturing iind l i fe sciences sectors The av;iilabrlity oi a highly skilled workiorce, superior highway access. Io\v cost ol living, and proximity to markets and raw miiteriuis tire 
kcy factors in ;ittracting new customers in tlie aerospace, transportation, food manufiicturing, chemical manufacturing, plastics and Infomiation technology industries 

Industries of major economic signdicance in Duke Energy Indiana's service territory include fbod producls. stone, clay :ind glass, primary metals. and tr:insponiition Other s igndhant  
industries operating in the area include chemicals, fahric;ited metal, and other manuSactoring hey sectors among general service customers include cduc;ition and retiiil trade 

Duke Energy Indiana has business dwelopment str;itegies to leverage the competitive advant;iga of the Indiana region to illtract new advanced manuiacturing. logistics, life sciences and 
tlittii center business to Duke Energy Indiiinii's s e r ~ i c e  territory 1 hese iidvontoges, including competitive electric r a t a ,  a strong transportation network. excellent institutions of higher learning. 
and a quality workforce, are key in attrxting new customcrs and encouraging existing customer expansions Th is  ability to attract business in\'estment in tbs s e n w e  Ierritnry helped balance 
the decline in sales in the stone. clay and glass. primary metals and other manufacturing and transportation equipment sector in 2008 

IiC101)11 customers in southwestem Ohio and norihcrn Kentucky via approxim;itely 7,200 miles ol gas mains (gas distribution l ina that swve  as a common 

Duke Energy Ohio's and Duke Energy Kentucky's scrvicc area both have a cliversliied commercial and industrial presence b l a p r  components of the economy include manufacturing. real 

The primary metals inclustty transportation equipment. chemicals, and Ipaper and plastics were the most significant contrilxlors to the area's manuhcturing output and Duke Energ), 

Duke Energy Ohio and Duke Energy Kentucky  ha\^ business devclopnient strategies to leverage the compelitive advantages of the  Greater Cincinnati R e g o n  to attract ;and expmd 
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The number of residential and gcncritl service customers within the 1J S Franchised Electric and Ci rvicc territory continues to increase As ii result, sales L o  tliesl: customers ore 
increasing due to the growth in these sectors, although near-term growtli is being hiimpered by die current economic conditions As sales to residential and commercial customers are expected 
to incrense over the coming years, the level of sales to industrial customers becomes o smallcr. yet st i l l  signiticant. portion of U S Franchised Electric and Gas sales 

U S Fronchised Electric and Gas' cnsts iintl revenucs ore influenced by seasonill patterns Peak sales or electricily occur during die summer and winter months, resulting in higher revenue 
and casli flows during those Ipcriods By cnntrnst. fewer snlcs oi  clcctricity occur during thc spring and fall. allowing for scheduled plnnl maintenance during thosc period? Pcnk gas sdes occur 
during the  inter montlis 

The following maps show the U S Friincliised Electric and Gas' service territories and operating fiicilities 



Duke Energy Midwest Power Generation 

Energy Cop:icily ned Resoiri C E S  

Electric energy for IJ S Franchised Electric and Gns' customers is generiited by tlirec nuclmr generating stations wid1 a combined net capacity of S , i  73 MW (including Duke Energy's 
approsunale 1'396 ownership in lhe Catnivba Nuclear St:ilionj, fifteen coal-fired stations with a combined net capacity o f  13,-17? bnV (mcluding Duke Energy's 69% ownership in the East Bend 
Steam Station and SO 05% ownership in Unit 5 01 tlie Gibson Steam Station). t lh ty-one  liydroelectric stations (including two pumpecl-storage lacilities) with n combined net capacity of 3,263 
M V ,  fifteen combustion turbine (CT) statinns burning natural gas. oil or other iuels with a combined net capacity of5,245 h,lW and one combined cycle (CC) station burning natural gas with a 
net capacity o i2SS h4iV Energy and cap:icity arc also supplied through contrzicts with other generators and purchased on the opcn market Factors that could cause IJ S Franchised Electric and 
Gas Io purchase power fbr its customers include generating plant outages, estreme weather conditions, summer relinbility. grow& and price U S  Franclused Electric and Gas has 
i!itcrconnections and arrangcmenls with its neighboring utilities to iaci1it;itc p1;inning. cmeigency assistance. sale and purch.lsc of capacity and cnergy, and rcliability of power supply 

U S Franchiscd Electric and Gas' generiition portfolio is a bnlanced mis of energy resources h a i n s  ditTerent operating chnrncteristics and  fuel sources designed to provide energy at the 
lowest possible cost to meet its obligation to senw native-load customerS All options, including owned generation resources and purchased power opportunities, ore continually evaluated on a 
real-time basis to select and d!sp:itch [lie lowest-cost resources available to meet system load requirements The vast majority of customer energy needs are met by large. low-energy- 
production-cost nuclear and coal-fired generating units that operate iilmost continuously (or at bascload Icvcls) In 2008, approsimatcly 99 096 of the total generatcd energy came from L1 S 
Franchiscd Electric and Gas' low-cost, efiicient nuclear and coal units (66 996 coal and 32 1 4 6  nuclear) l l ie  remaining energy needs were supplied by hydroelectric, CT and CC generation or 
economic purchases from the wholesale market 

periods (at peaking Icvcls) when customer loads iire rapidly changing CT's and CC's produce cncrgy u t  highcr production costs than either nuclear or coal, but arc less exl'cnsive to build and 
mnintain, and can lx rnpidly started or stopped as ncecled to meet changing cuslomcr loads I-lydroelectric umL? produce low-cost energy, but their operations are limited by the availability of 
water now 

liydroelecWic (both conventional and pumped storage) in the Carolinas and gasfiiil C T  and C C  stations in both the Carolinas and Midwest operate primarily during the peak-hour load 
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U S  Franchised Electric and Gas' m s p r  pumped-storage liyrlroclcctric facilities ot'lkr tlic added flrsibility of using l\ow-cost oil-peak cncrgy to pump wiitcr tha t  ivill be  stored lor latcr 
generation use during times of higher-cost on-peak generation Iperiods These Iacilities allow U S Franchised Electric and Gas to m:isimize the value spreads between din'erent high- and low- 

cost generation periods 
U S  Franchised Electric and Gas is engaged iii planning ell ixts to meet pnyected load growth in its service territories Long-term projections indicate a need lor significant capacity 

additions. wliicli may include ncw nuclear. intcgritcd gasification combincil cycle (IGCC). coal facilities or piis-fired generotinn units Bcc~iusc of the long lead times requircd to develop such 
;issek U S Franchised Electric end Gas is taking steps now ti) ensure those options are avai1:ible Significant cument or potential future c;ipit:il projects are discussed below 

IVilliniii Smtcs Lee 111 iUtclenr Srnn'oir On December 1 2 .  2007, Duke Energy Carolinas liled an opplicatinn with the Nuclear Rcgulato~y Commission (NRC) fix a combined 
consliuction ancl upcrating liccnsc (COL) for t w i  \Vcslingliousc AI ' IMJ (advaiiccrl pnssive) rcdctors for the proposed William Statcz I ee 111 Nucicx  Station at ii sitc iii Clierokcc County. 
Soutli Carolina Each reactor is capable of producing approsimately 1.1 17 M V  Submitting the COL. application does not commit Duke Encrgy Carolinas to build nuclear units On 
February 2 5 ,  2008, Duke Energy Carolinas received confirmation from Uie NRC that its COL application has been accepted and docketed lor tlic nest sLige of review On June 27. ZOOB. the 
Blue Ridgc Environmental Defense League ( B E D L  ) filed a pctition to intervene in the COL procccdtng before the NRC O n  Septcniber 77. 2OiJS. tlie Atomic Safety ancl I icensing Board 
issued a decision denying BRED1 Is Petition to Intervene and Request for Ilearing BREDL did not appeal tlie decision On December 7. zO07, Duke Energy Ciirolinss iiled applications with 
the NCUC and the PSCSC for approval of Duke Energy Carolinas' decision to incur development co. 

UI' to 5230 million in prc-construction dcvelopmcnt cnsLs through 20119, which is comprised o f  570 millinii incurred through Dcccmher 31, 111107 plus an addiiional $160 million of anticipated 
costs in 200s and 2009 The PSCSC approved Duke line%) Carolinas' I ee Nuclear project dcvelnpment cost application on June!>, 2iKiS. and tlie NCUC issued its approval order on June 11, 
200s On July 24,20llS, environmental intewenars liled mntioiis to rescind or amend lhe q y ~ o v a l  orders issued by tlie NCUC and tlie PSCSC, :ind Duke Energy C;irolinas subsequently filed 
responses in opposition to dic motions 011 August I 3  and August Z5,2008, tlic PSCSC and NCLlC dciiicd tlic ciiviionrncntiil intcmcnor mulions 1 lie IL7IC rcvicw ol the COZ application is 
ongoing and the current schedule concludes the COI. may be granted in ciirly 31 1 2  

ClifJs~rlc Uiiit 6. On lune 2, 2 0 0 5 ,  Duke Encrgy Carolinas filed an ;ipplication with the NCUC for a Certificate oiPublic Convenience ant1 Necessity (CPCN) to construct two SO0 bnV 
state of the art  coal generation units nt its csisting Cliffside Steam Station in Nordi Carolitxi On blarch ?I. 7i:107, the NCUC issued an Order allowing Duke Energy Carolinas to build one 800 
IvnV unit The NCLJC's Order csplaincd thc basis for its decision to approve construction of one unit, with ;in approved cost estimate of 51 93 billion (including allowance for t'unds used during 
construction (AJUnC)), and included certain conditions including providing lor updates on construction cost estimates On February 29. 7008. Duke Energy Carolinas filed its updated cost 
estimiite of $1 Y billion (excluding approrimately %(ill(l million ol iUWDCj for Uie approved new CIilTside Unit 6 Duke Energy Carolinas believes that the oiwnll cost of Clitl'side Unit 5 will 
be  reduced by approsimately 61 25 million in federal ad\,;inced clean coal tas credits On February 20. 2008, Duke Energy Carolinas entered into an amended and ra ta ted  engineering. 
/procurement, construction and commissioning strviccs agreement, viilucd zit iipproximiitelp $1 3 billion. with an i i i f i l i a t c  of The Shniv Group. Inc . of which approximately $950 million rclntcs 

to participation in the construction oTCiifrside Unit 6 .  with tlie remainder rel2tc.d to a flue gas desull'urization system on an existing unit at Cl i t 'hde  

b q u n  In Ivlarch 20OS, four contested casc petitions were filed iipptoling the f inal  air permit Duke Energy JIBS intcrvnied in a l l  lnur cases, which have been consolidated A lhwring is not 

espected hefore the end of 2009 
Dnit Riwr iutdl3iiclr Stcnnt Stntioirs On June 29. 2007, Duke Energy Cnrolinas filed wilh tlie NCUC prel iminnr)i CPCN information to construct a 620 IvlW combined cycle natural sass- 

1-ired generoting lhcility a t  its existing Dan River Steam Station. as wel l  as updated preliminary CPCN information to construct a 620 MW combinetl cycle niitural gas-fired generating facility 
at its esisting Buck Steam Station On December 14, 2(107. Duke Energy Carolinas filed CM:N applications lor the two combined cycle facilitie!! The NCUC consolidated i ts  consideration of 
the two CPCN applications and l i e l i l  an evidentiary hearing on the applications on March 1 I, 2UCiS The NCUC issued its order approving the CPCN applications for the Buck and Dan River 
combined cycle projecis on lune  5 ,  2008 On May I;. 2W8.  Duke Energy Carolinas enlered into an engineering, construction and commissioning services agreement for the Buck combined 
cycle project, valued at  approximately $275 million. with Shaw North Carolina, lnc On November 5, 2NJ8, Duke Energy Carolinas notified the NCUC that since the issuance of the CPCN 
Order, recent economic factors have caused increased uncertainty wid1 regard to forecasted load and near-term capital espcnditures, \vliich has resulted in a modification ol the construction 
schedule Under the revised schedule. the Buck Project is 

w c i a t e d  with the proposed William Stales Lee 111 Nuclear Station The NCIK had 
- .  e -- . .  . .  

-. 
. -  
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On January 29. ?00Y. the Norlli Carolina Dep;inmentol Environmciit and Natural Resources JDENR) issued a i innl air ] ~ c r m i t  lor the new Clilisidc Unit 6 and on-site construction has 
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e q x c t c d  to be delayed for a pcriorl of up to one year and is currently anticiliated to bcgin operation in simple cyclc mode in summer 21:lIl and is cspccted to convert to combined cycle mode in 
summer 201 2 The Dan River Project is expected to begin operation in combined cycle mode in 201 2 as originally plonned. but without a phased-in simple cycle commercial operation 

E ~ I i v f l r d ~ p r t  IGCC On September 7. 2006. Duke Energy Indiana and Southern Indiana Cas and Electric Company Uhh Vectren Energy L ie l i \wy  orIndiana (Vectren) filed a joint 
petition with the KJRC seeking i t  C I T N  for the construction o f a  630 M\N IOCC power plant a t  Duke Energy Indiana's Edwardspon Generating Station in Knox County, Indiana The  petition 
describes the applicants' need for additional biisc !oad generating capacity and requests timely recovcry of iill construction and opcroting costs rclsted to the proposed generating StutioR 
including fin:incing costs. together with certain incentive ratemaking treatmcnt In April Ltl07, Duke Energy Indima and Vcctren filed a Front End Engineering and Design (FEED) Study 
Repiin which inclutled an  updated estinialcd cost for the IGCC project of approsimately $2 billion (including apprnsimately SI20 million of AFUDC) In June 2007. Vecuen decided not to 
proceed ivitli the CPCN pctition. and in August 2007. Vecucn iormally withdrew its participation in tlie IGCC plant In Junc 20117, a hearing \vas conducted oii the CPCN petition b a d  on 
Duke Energy Indiiina owning IOUob 01 the iproject Oil November 20, 2Cl07. the IURC issued an order granting Duke Energy Indima a CMlN for the proposed IOCC project, approved the cost 
s t i m a t e  of $1 985 billion and ;ipproved tlie timely recovery of costs related to Uie project 

November 2007, which approved the IGCC I'rojcct In i ts  filing, Duke Energy Indiana requested npprovol of a new cost citimole ior the IGCC Project of $2 35 billion (including npprosimalely 
SI25 ml l ion  oTAFUDC) and for approval or plans to study carbon capnire as required by the IURC's November 2003 CPCN Order An evidcntiuy lienring w a s  conducted on August 25,?00S 

Novcmbcr 3. 21108, Duke Incrgy  Indiana iiled its second semi-annual IGCC rider and ongoing review proceeding with thc IURC Dukc Energy lnrliana was also rcquirerl to filc its plans for 
studying carbon storage reloted to die projcct within 6iJ days ol.the order 7Jnder the CPCN order and statutory provisions, Duke Energy Indiana is entitled to recover the costs reasonably 
incurred in reliiince on the CPCN Order Duke Energy Inrliana tias begun constniction on the Edwardsport IGCC plant ;ind entered into a S700 million engineering, procuremrnt and  
construction management agreement with Bechtcl I'owcr (3oiporation in Dcccmbcr 3008 in conncction with the construction ofthc pliint 

On May 1. X O S .  Duke Energy Indiana filed its first semi-annu:il IGCC Rider and ongoing review proceeding wi th  the KJRC as required under tlie CPCN order issued by the IURC in 

See Note 4 to the Consolidated Finnnciol Statements, "Regulator). Motters," for further discussion oii the above in-process or Ipotentiiil constructii~n projects 

Puel Supply 

power and l i i e l  costs for  the three yews  ended December 3 1 ,  2008 
U S Franchised Eleclric and Gas relies principally on coal and nuclear iucl for ib generation of clcctric energy The following table lists l l  S Franchised E.lcctric and Gas'sourccs of 

Genei.ilion by Source  Co3t 01 Deli\~crccl Wicl per Net 
Kilo\!att-l,our Gcnei iitcd (Cents) ( P C l  cen1) 

2008 2007 2008 2007 ?OO6@) 

1no.n 100.1i l00.0 -- 
Statistics rclatcd to cool generation and all fuels reflect IJ S Franchised Electric and Gas' 699.0 ownership interest in the East Bend Steam Station and 50 0586 owncrship interest in Unit 5 
of the Gibson Ste:rm Station. 

st, dtihtics ' .  

apprusimnte 1996 nwncrship intcrcst i n  t l ic  Catawba Nuclcar Stnlion from October I ,  XI08  througi December 31, 2008 
Cost statistics include iimounts lor light-oii fuel at U S Franchised Electric and Gas' coal-fired stations 
Generating iigures are net nl output required to replenish pumped storage facilities during ofi-peak periods 
Includes legacy Cinergy regulated oper:itions from the date of acquisition (April 3. 2006) and thereitlter 

Cod U S Franchised 1:lecrric and Gas meets ici coal demand in the Carolinas and Midwest through a portfolio of purchase supply contracts and spot agreements I arge amounts of coal 

relatcd to nuclear generation and all fuels rellcct U S Franchised Electric and Gas' I ?  546 inters1 in thc Catiiwba Nuclear Station through September 30. 2008 and an 

.~ 

tire purchused under supply contracts with mining operators who mine h t h  underground and a t  t l ie surliice 1J S Franchised Electric iind Gas uses spot-market purchases to meet coal 
requirements not met by supply contracts E,spiration dales for ils supply contracts, which have various price adjustment provisions and market re-openers, range from ?01Q to 2013 U S 
I~ranchisetl Electric and Gas e s p e c b  to renew these contracts or enter into similar contracts ivilh other 
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suppliers f ix  the quantities and quality id coal required i is existing cnntracLs expire. tliough prices ivill fluctuate over time as coiil markets change The coal purcliascd for  tlic Carolinas is 
primarily prnduced from mines in enstern Kentucky, \Vest Virgmi;i and southwestern Virginia The coal purchased for llie regulated Midwest entitics i s  primarily produced in Indiana, Illinois, 
and Kentucky U S 1;mnchiscd Elec:ric and Gas  liiis ;in adequate supply ol coal to fuel its prqiectecl 2009 operalions and a signi1ic:int portion ol'supply to fuel iLs projecled 2010 operations 

Ihc current oiwoge sulfur content of cnnl purchnscd by U S Friinchised Electric and Gas for the Cnroliniis is opproximutcly I ? &  however. ns Carolinns c o d  plants continue to bring on 
scrubbers over the next scvcral years. the sulfur  content (of c w ~ l  purclioscd could incrcasc as liiglicr sulfur coal optinns arc consiilcrcd llic current average sullur content of coal purchased by 
U S Franchised Electric antl Gas fix tlie h'lid\\.est is npprosimately 2:; Coupled w l h  the use ol available sulfur dioxide (SOzj emission alloivances mn [lie open market, this satislies tlie 
current cmission Iimitalions lix SO2 for 

Gas U S  Franchiscd Electric and 

ling liicilitws in the Cwnlinas and Midwest 

i s  responsible lor the purcliiisc nnd the suhscqueni rlclivcty of natural &is to iiiitivc Ioiid custioiners in its Oliio and KentucQ scrvicc territories IJ S 
Fronchiscil Electric iind Gus' noturd g!; procurement strategy iii to buy f i rm nntural gw supplies (nsturiil gas intended to be avsilable til all time!;) and lirm interstate pipeline transportation 
capacity during thc winter season (November through March) and during the nnn-heating season (April through October) through a cnmbination n1 lirm supply and tr;insporl;ilion capacity 
along ~ 1 ~ 1 1  spot supply and interruptible transportation cnpacir)' This strategy alIo\~s U S 1:rancliised Electric and Gas lo assure reliable niituriil gas supply lor its high priority (non-curtailable) 
lirm customers during pcok winter conditions iind Imwidcs U S Friinchised Ucctric and Gas the flexibility to reduce its contract commilments if firm customers chnosc nllcrnntc gos suppliers 
under U S Franchised E,lectric and Gas' customer choice/g;is tr;insportation programs In ?IXJS, firm supply purchase commitment agreements provided appriisimately 80% oi the natural gas 
s ~cIheremnlnlncsnurchiisec1 nn tlie stiot market niese firm S U P O ~ V  aarecments feature two levels of pas S U ~ D I Y .  s~iec i f ica l l~  (I 1 haseload. wliicli IS n continuous supply to meet . .  

normal rlannnd rcquircniciits. ani1 (2) sir ing load. which is gas available on a doily basis to acconimodatc changes in demand due primarily Io changing weather conditions 
o owns tivo underground casemi; with a toh1 sloragc capxi ty  of approxim;itely 16 million gallons of liquid propane In addition, U S Francliised 

Electric and Gas has access to S 5 millinn gallons nf~liquid propane storage nnd product loan through a commercial services agresment with a Uiird party This liquid propane is used in the 
three prnpnne/;iir peak shaving plants located in C)ho and Kentucky Propanel;iir peak shaving plants vaporize tlie propane and mix with niitural gas to supplement the niitural gas supply during 
pciik demand periods rind emergencies 

LJ S Fr;inchi.serl Eluctric and G 

hised Electric and Gas manages naturiil gas procurcment-price vo1;itility mitigation programs for Duke Energy Ohio and Duke Energy K.entucky These programs pre-arrange 
b ofiotal winter heziling season 2,as requirzmcnts ror Duke Energy Ohio between 10-3596 of tala1 winter henling season 8"s requirements for Duke Energy Kentucky and 

between 10-50?0 nl total summer scasoii gas requirements for boUi Duke Enmgy Ohio antl Duke Energy Kentucky for up to tlircc years in advance o f t h e  delivery month Duke Energy Ohio 
iind Duke Energy Kentucky use primarily fixed-price fonvord contracts and contracts with a ceiling and floor on the price As of December 31, 2008, Duke E,ni'rgy Ohio nnd Duke Energy 
Kentucky, combined, had locked in pricing for ;ipprnximately ZJYb oftheir  winter 200Si2009 system load requirements 

Energy Carolinus. Duks Energy Indinno ond Duke Encrgy Lcntucliy service territories The nntural gas procurement s t r o t e 9  IS to contrnct \villi one or scvcral suppliers who buy spot market 
naturiil gas supplies along with finn or intmruptible interstate pipeline tr;insportatinn capacity for deliveries to tlic site This strategy aIlo\\'s for compctitivc pricing. flexibility of delivery, and 
reliablc natural gas  suppiit5 to mcli of the naturiil gas plants Many o1 tlie natiirill gas plants can be served by several supply zones and multiple pipelines 

gas futures 

uranium concentrates to uranium hesalluorids. the services io enricli the uranium licsafluoride. and the services to fabricate !lie enrich& uranium hesalluorids into usable Itel assemblies 

services and enrichment services are primnrily met thraugh :I diversified portfolio ol long-term supply contracts Tlie contracts are diversilied by supplier, country of origin and pricing Duke 
Energy Carolinas staggers its contmctmg so that its portfolio of long-term contracts covers the majority of its fuel requirements a t  Oconec. bicGu!ro and Catatvbn in !lie near-term and 
decreasing poitions o i  its luc l  rcquircinents over timc theicniter Due to tlie technical complexities of changing suppliers of 

U S Franchiscd E,lectric and Gas is responsible for tlie purchase and the subsequent delivety 01 natural gas to the gas  turbine generators to serve native electric load customers in the Duke 

Duke Energy Indiana licdgcs a percentage of its winter ,ind suniincr expected natiYc gas burn from Indiana gas turbine imib  using 1-inancial swaps tied to the NYA1E.Y-Henry Hub natural 

Niiclrm The industrinl processes for producing nuclear generaling fuel generally involve the mining and milling of urnnium ore to produce ur ; in im conccntrates. the services lo convert 

Duke Encrgy Coroliniis hiis cnntriictetl for uranium miiteriiils imd scrviccs to fusl the Oconec, McGuirc and Catmvbn Nuclear Stations in !lie Cnrolinos Uranium concentrntes, conversion 

13 



PARI I 

es. Duke Energy Carolinas generally sources these sen'iccs t o  ,I single tlomestic supplier on a plant-by-plant basis using multi-year contracts 
arolinas has entered into fuel contracts that. based on its current need projections, cover IOO?;o of the uranium concentriites. conversion scmices. and enrichmcnt services 

requirements 01 (lie Oconee, hlcGuire and  Cat;iwba Nuclear Stations thrnug.h a t  least 201 1 and cover fabrication services requiremenls fix these plants lhroiiCJi ;it least 2016 For subsequent 
ye;lrs, ii ponion o i  the fuci requiremenls iit Oconee. A'lcGuire and Catnwba arc covered by long-term conlritcts For future requirernenls not alrciidy covered under long-tcrm contracts, Duke 
Energy Ciiroliniis belic\xs i t  will be able to rciiciv contriicts tis they expire, or enter into similiir contractual nrrengcmcnts with other suppliers oi nuclear iuel matcniils and s c n ~ ~ c c s  Nenr-tcrrn 
requirements not met by lang-term supply contracts h:ivc becn iintl arc espectcil t o  be fu l f i l led with uranium spot market purchases 

In 1999. Duke Energy Ciirolin;is entered intii a contract \villi Show A W V A  AfOX S ~ N I C ~ S  (MOY Services, iormerly Duke COGEIvlA Stone & Welister. 1.I.C) to purchase mixed-oxide 
fuel fnr use i n  the A,lcGuirc and  (>it:iwha nuclear reactors l indcr this contract. beginning i i i  ?ii(17, IvlOY Services mould iabricatc batches of mixed-osidc fuel irom stockpiles of plutonium 
derived from surplus weapons a t  a i;icility under consttuction at the U S Department olEnergy (DOE,j Savannah River site m Aiken. South Carolina h 
conventional uranium fuel 1:ollowing re 
Unit 1 of the Catawba Nuclear Station In ?IIiIS. I l i ike Energ), Carolinas nnd MOX Services engaged in discussions to renegotiate the tenns o i  the contract prior to 11s expiration on 
December I .  ?oils 1 he piiflies were unable to reach agreement and the contract outomnticollp termincited on December I .  300s Duke Energy Ciirolinns liiis cnmmunicnted to MOX Services 
that it continues to support the objectives of the surplus weapons disposition progrsm and is interested in receiving a future proposal from IvlC)S Scrviccs fix the use ofMOS fuel 

new rcgulatory rccnvcry model and Q rate rider T h i :  plan recognizes energy ell-iciency tis a reli;iblc. valuablc resounc that is a "fifth fuel." that should he ]part of the portfolio available to mect 

customers' growing need fix clectricity along witli coal, nucle;ir, rt:itural gm.  or renewable energy The plan would compensate Duke Ilncrgy Carolinas Ibr verilied reductions in e n q y  use end 
be ;ivailable to al l  customer groups The plan contains proimsals lor several dinerent energy elliciency pragrams Customers would pay for energy efXciency programs with an energy 
cfiicimcy ridcr that wnuld be included in their power bill and adjiistccl iinnuiilly Ihc proposed energy cll-icicncy rider would bc based on 91:% of tlic avnidcd czipcity ;aid energy cost of 
generiition not needed iis ii result of the success o i  Duke Energy Carnlina!;' energy efticiency efforts The plan is consistent wilh Duke Energy Carolinas' public commitment to invest I %  of its 

annual retail revenues lrom the sale OS electricity in energy cfliciency programs sul>Ject to the appropriate regulatory treatment of Duke Energy Carolinas' energy eiiiciency investments 
Piedmont Natural Gas Company ;ind Public Senice Company if North Carolina. lnc raised cenain concerns regarding the incentives ofiercd 10 Duke Energy Carolinas' customers under iL? 

proposed portfolio o i  energy cilicicncy programs In June ?11il8, Duke Energy Carolinas iilcd settlement agrccmcnts resolving a11 issues with these parties Duke Energy Carolinas has not 
reached settlement w i l h  any ofthe nthcr in(ervenori llie evidenti;iry hcoring occurred the wcek of lu l l  28, 200s and concluded on August IS, 3OOS Duke Energy Carolinas ivas unable to 
reach a settlement with m y  party to the proceeding On Octobcr 7. 2008 Duke Energy Carolinas filed its proposed order and  legal brief with the NCUC Dukc Energy Carolinas is awaiting a 
decision froin the NCUC 

On February 16. ?11119. the NCUC issucd tin order iipproving the jirnposcd m w g y  clficicncy programs as new programs eligible lor incentives under North Carolinn's 2009 energy 
legislation The NCIJC requested additional information regarding the earnings pntent i ; i l  under its proposed Save-A-\Vatt recovery mech:inism before ruling on this issue. however, it 

authorized Duke Energy C;irolmiis to  implement its propossil energy ellicicncy rider pending linal resolution and suhject to refund 

and approval by the NRC, lour MOX fuel k;id ;issemblies, flihricated in France, were irradiated fbr two fuel cycles (approximately three years) in 

On February 25. ?ill19 tlic I'SCSC issucd a directive rejecting Duke Encrg)' Crirolin 
On July I 1, 2007, !lie P L C O  ;ip~iroved Duke Energy C)Rio's Demand Side Almogement' Energy En'iciency Program (DShdj The DShl programs were ins1 propo.sed in 2006 and were 

ve-A-Wait energy cfiicicncy plan, wliich \vas f i led with thc PSCSC on Septombcr I S ,  2007 

endorsed by the Duke Energy Community Partnership. which is a collabnr;itive group made u p  01 represenlatives oforganizit ions interested in energy conservation, ell-iciency and assistance lo 

lowincome customers I h e  program cnsts will be recouped through a cost recovery mechiinism lli i t t  w i l l  be adjusted annually to rellect the previous year's activity Duke Energy Ohio is 
permitted to recover lost revenues. program costs and shared snvings (once the programs reach 65% of the tnrgetcd s n v i n g  level) through the cost recovery mechiinism bnsed upon impact 
studies to be provided to the Staffoftlie I'UCO Duke Energy Ohio lilcd t h e  Ssve-A.Walt h e r g y  IXiciency Plan as part ofiLs ESP filed with PClCO on July 3 1 ,  ? W S  (see "Commercial 
Power" seclion below) A Sttpirla~ion and Rccommendaliix for  consideration by the PUCO regarding Duke Energy Ohio's FSP Siling. including implemcntatiiin of Sove-A-\Vatt was filed !n 
October 2008 The ESP licaring occurred on Novcinkr  IO,  2Oil8 On Deccmhcr 17. 2ili:lS, 
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the PIJCO detcmiincd that certain non-rc*irlcntial custnmers mav opt out 01 L?ukc Energy Ohio's energy clficiency initiiitivc Applications for rehearing ol this dmision have been filed by 
environmental groups and a residential custnmer advoc;itc group On Februar). I 1, 2C1159 the PUCO issued an Entry denying the rehearing requests 

tlie plans tn North Carolina and South Carolina, Duke Energy Indiana seeks iipproval 01 a plan tliiit \vi11 be available to all customer groups iind will compensate Duke E,nergy Indiana for 
verified reductions in energy usage Under Ihc pliin. customers would p y  Sor energy elficiency progriiins through on energy eilicicncy rider that would be included in their [power bill and 

adjusted :innually throu& a proceeding hefore the IURC Ehe energy sKicicncy niler ~ ~ r n p o s a l  is based on  the avoided cost oigeneration not needed as a result nStl ie success nf Duke Energy 
Indiana's energ>, efficimcy progr;ims /\ number of patties have tntenwied in the proceedmg On May 29. 2iit:i8, Duke Energy and Vectren Energy Deli\wy of Indiana, lnc filed a stipulation 
and settlement agrccmcnt in the procccding O n  :\ugust 1, 2tiUS. Duke Energy lndiona rcachcd a scttlcinciit aprccmcnl ivilh Uic OUCC resolving all issues in the proceeding The scttlcmciit 
agreement was iiletl with tlie IURC nn August 15. 2WS On October 3 I .  2008. Duke Energy Indi;ino reached a settlement agreement with Nucor Corporation, Steel Dynamics, Inc and the 
Kroger Company resolving :ill issues in Uie prnceeding I he settlement agreement w;is filed with the ILJRC on Nnvemher S. 21J08 On January 15, 2009, Duke Energy hdiana entered into a 
settlement b a t  amended the October 3 I ,  31118 settlement. adding two additional intenwmrs to the settlement - the Indiana Industrial Group and WaI-M;irt Stores lnc Duke Energy lndinna has 
riot reached a settlement with m e  intervenor in tlie proceeding, the Citizens Actinn Coalition o i  Indiana, Inc An evidentiary hewing with the ILRC is scheduled lo ncciir in the first quarter of 
'Olj9 

industrial programs. and  to true-up its gas ,ind electric tracking mcchanlsm <or recovery ol lost rwenucs.  program costs end shared swings On February 11, 2008. Duke Energy I<cntucky filed 
a motion to ;imend iLs energy efliciency prngrmm ;and applied t o  reinstitute a low income I-lonie l:.nergy Assistance Program The U S C  biiurcated the proposed Home E.nergy Assistance 
Program l?nm the other energy clliciency programs On Mi), 14. ZIIIIS, the KPSC .ippr<mw! the energy clliciency programs Cln September 25, ZOOS, the KPSC approved Duke Energy 
Kentucky's Home Bncrgy Rssisltiiicc progiam. making it ;iv;iilablc fin customers at  or lxlow 19i lnb of the lcdcral povcrty lcvel On December I .  ?01)8, Duke Encrby Kcntucky lilcd an 

applicotion for n S~i\~e-A-Wott Energy Efficiency Plan lhe application seeks a new energy cfliciency recovery meclionism siinilor to what was  proposed in Ohio end Indiana 

iecler;il and stiite l eve l  1% example. the new energy 1egisl;ition p;isscd in North C;irolina in XK17 establishes a renewiible portfolio st;intlard lor  elecuic utilities at  5% of  output by 2012, rising 
gradually to 12 5?b by 2021 In 2008, tlic State of Ohio also passed IC 
Duke Energy Indiana have issued Request Tor Proposals susking bids for pnwer generated from renewable energy sources, including sun, wind, water, organic matter and odier sources 

percentage, beginning in 2009 with 0 ? j o b  non-solar and ii C i l i J O h  solar. increascs to 12 5 %  non-solar and 0 E46 solar by 202-1 Of these percentages, 509% o i  the resources must come from 
within the statc of Ohio T o  addrcss this Icpislntinn Duke Energy Ohio initiated ii cnmprclicnsive rene\\~ahlc Rcqucst for Proposals (RFP) in June 2008 Duke Encrgy Ohio c\dunlecl the bids 
and selected both solar and non-solar bids to begin negolielions aimed ln\\'nrd iin;il cnnlriict eseculions Initial objectives arc Socuscd on meeting the specific near term 2009 and 7010 
requirements Duke Energy Ohio is also working with regulators IO seek clarifications on points o i  the SI3 221 renewable guidelines Duke Energy Ohio will continue its renewable ell-orts with 
bidders, supplicrs and the community in Ohio to meet tlic increiising rcncwahlc obligatinns 

lVith tlie passoge ol Senate Bill 3 in North C;irdina in ?i107. Duke Energ-, Carolinas \viis required to include an increasing percentage of renewables ;is part ol its generation portfolio 
Senate Bill 3 requires solar compliance ;it 0 0290 ol retail sales beginning in 2010 and 396 of t n ta l  portlblio to comply with solar, swine and poultry requirements beginning 201 2 rota1 North 
Carolina renewahlc energy resource compliance increases to I 2  5% by 21121 l o  addrcss this legislation, Duke Energy Carolintis initiated ii comprehensive renewable RI'P in Aprrl 2007 to 
address the 2010 through 2014 renewable portfolio stnnrlnrds requirements A s  a result ol the 20117 renewable energy RFI'. Duke Energy Carolinas has executed ii contrnct with n solnr bidder 
and several landfill gas contracts which will LK. added to the hydro iacilitics portrolio to meet iuture compliance requirements Duke Energy Carolinas is working with regulators lo seek 

clarifications on points o i  the Senate Bill .; renewable guidelines Duke Energy Caroliniis \v111 continue ih growing renewable tll~ons with bidders. suppliers and the community in the Carolinas 
to meet the incrcasing rcnewoble obligations 

In October 7007, Duke Energy Int1i;in;i lilrtl i ts p'lition wilh ihe 1l.JllC requesling appro\>al 01 ;in altcmative regulatoty plan lo incrlilse 11s energy efficiency ellbrh In Uie slate Suni lar  Io 

r... v 1 1  

R W L ~ I ~ R ~ ~ C  Etrcr.gy (3lim;ite change concerns. as wel l  as tlie oil price volatility. have sparked rising government support in driving increasing renewable energy legislation ill both the 

tinn that includcrl rcnewahlc energy and xlvilnccd energy targcLs Duke E,nerg), Carolinas, Dukc E n u g y  Ohio and 

WiUi h e  passage of  Senate Bill 221 (SB 221 ) In Ohio in  2008. Duke Gnergy Ohio is required lo include an increasing percentage of renewables as port ol i ts  generation portfolio The 
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Duke Energy Indiana issued a comprehensive renewablu RFP in October 2007 Due t o  the uncertainty in tlic financial markcts, Duke Energy Indiana has extended its timclinc for rcvimv 
01 the proposals received irom the October 2t:it:i7 renewable RFP Duke Energ), Indiana wil l  continue its renewable efforls with bidder;, suppliers and the community in Indiana to stay involved 
in developing renewable energy elTorts in the state oi Indiana 

Iiiveiilory 

generating facilities and reliable delivery to customers As oi December 51, I l X I X ,  Ihe inventory balance for LJ S Franchised l3ectric and Gas was approsimntely S9l4 million See Note 1 10 
tlic Cnnsolidatcd Financial Statements. "Summary d Signdicant Accnuiiting Policics " l o r  additional infomiation 

Generation of electricity is capital-intensive U S Francliised Electric and Gas must maintain ;in adeqiiate stock of-fuel. materials iind supplies in oriler to ensure continuous operation of 

Niiclesr 1iisiil;ince :itid Decoiiiiiiissioiiiiip 

Duke E,nergy owns and operates the McGuire and Oconee Nuclear Stations and opemtes and has a p i i r t i a l  ownership interest in the Catiiwbo Nuclear Station The McGuire and the 
Catawba Nuclear Slalions each have two nuclear reactors and Uie Oconee Nuclear Statinn has three Nuclear insurance includes: liability covdrage, properly, decontamination and premature 

associated with nuclear insurance premiums The Price-Anderson Act rtcluires Duke Energy to provide Tor public liability claims resulting irom nuclear inciilents to Ihe maximum total 
financial projection liability, which is approsimately $ 1  2 5 billion See Note I S  to the Coiisolidaterl Financial Statements, "Commitments and Contingencies-Nuclear Insurance," lor more 
information 

In 2005, the NCUC and PSCSC approved ii $48 million arinuiil amount fni contributions i irii l espcrisc levels fbi ilccommissioriing In each of the years cndcd Dccembcr 3 I _  2008, 2007 
iind 200G. Duke Energy espensed approsimately S-IS million and  contributed cash o i  approsimately S-IS million to the Nuclear Decommissioning Trust Funcls (NDTI;) for decommissioning 
costs The entire amount of these contributions were to the funds resenred for contaniinated co. contributions to the funds resewccl for non-contaminatcil costs have been discontinued 
since the current estimates indicate a i r l i n g  funds to be sufficient to cover ]projected iiiture costs The balance oi the external NDTF. w a s  approsimately Sl.436 million as or December 31, 
2008 and $1,929 million as  oi Deccmbcr 31, ,2007 

Estimated site-specific nuclear decommissioning costs. including the cost o i  decommissioning plant components not sul?ject to radioactive contamination, total ap]mximatelp $2 3 billion 
in 2003 dollnrs. based on a clecommissioning study completed in 2llO? This includes costs related lo Duke Energy's proportionate ownership in Cataivba Nuclear Station at the lime, which ivas 
12 5% The other joint owners of Catawba Nuclear Station iire responsible ior dccommissioiiing costs related to their ownership interests in the station Both the NCUC and the PSCSC have 
nllo\vcd Duke Energy to recover estimated decommissioning costs througli retai l  rates over the expected rcmnin in~ service periods of Duke Inergy's nucleiir stiitions Duke Energy believes thnt 

the decommissiorung costs being recovered through rates. ivlien coupled wi th  expected fund comings, will be sufficient to provide for the cost of future decommissioning 
As the NCLIC and the PSCSC require thnt Duke Energy update its cost cstimiite lor decommissioning its nuclear plants every live years. new sile-spcciiic nuclear decommissioning cost 

studies were completed in January ZOO9 that showed total cst i i i iatc l l  nucleiir dccoininissioning ~1x1s. includ!ng tlic cost to clccommissioii plant coniponcnls not subject to radioactive 
contamination, oiapprosimately $3 billion in 2CIt:iS dollar; This estimate includes Duke Energy's I? 25% ownership iiiterest in the Cataivba Nuclear Stntion Duke Energy will file these site- 

specitic nuclear decommissioning cost studies with the NCUC and the PSCSC later this ya i r  in addition to the decommissioning cost studies. a new funding study is underway to determine 
the appropriateness of the annual amounts currently k i n g  contributed to tlie NDTI: The NCIJC and the PSCSC will cowider the results of the iunrling study. ivliicli could potentially increase 
the annunl required contributions to the NDTF, in the latter part oi 30VJ 

contracted with the DOE for the disposil of used nuclear iuel The D O E  lailed to begin accepting used nuclear fuel on January 3 1. 1998, the dote specified by the N u c l a r  Waste Policy Act and 
in Duke Energy's contract with the DOE Duke Energy will conlinue to saicly manage its u s 4  nuclear fuel until the DOE accepts it In 1998. Duke  Energy Jikd a claim with the 'LJ S Court of 
Federal Claims against tlie DOE related to t h e  WE's failure to accept commsrcial useil nuclenr Iuel by the required date Damages claimed in the l a ~ s u i t  were based upon Duke Energy's costs 
incurred as a result of tlie DOE'S partial material breach of its contract. including the cost nisecuring ncldition;il used hiel storage capacity On March 5, ZM17. Duke Energy Carolinas nnd the 
U S Department of Justice (DOI) reached a scttlcment resolving Duke Energy's used r i ucka r  fuel litigation against the DOE The agrcemciit prnvidcd lor an initial payment to Duke E,ncrgy of 
npprosimatciy $5G million for certain storage costs incurred through July 3 I ,  7005, with ndditioniil amounts reimbursed annually lor fiiture storage costs 

iuter used fuel is removed irom a nuclear reactor. i t  is cooled in a spent-fuel pool at tlie nuclear station Under provisions o i t h e  Nuclear \Waste Policy Act o i  1982, Duke Energ  
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Asbestos Iiclated Iii,jories iiiid Diiiiinges Claims 

oi  asbestos in connection wiUi construction and maintenance act iv i t ies conducted by Duke Energy C;irolinas on its electric generiition plants prior to 19S5 

million Reserves recorded on Duke Energy's Consolidated Balance Shcets tire bosed upon Uic minimum amount in  Duke Energy's best estimate of tlic range af 10s hi current and iuturc 
asbestos claims through 2021 Management believes that i t  is possible there \vi11 he ;idditinnnl claims filed against Duke Energy C;irolin;is aller ?0?7 In light nf~tlie uncertainties inlierent in a 
longer-term forecast. management does not believe they c.m reasonably eslimate the indemnity antl medical costs tliat might be incurrcd alter 2027 reliitetl to such potential claims Asbestos- 
related loss cstimiites incorporate anticipated idlation, il applicablc, and arc rccordcd on an undiscounted basis Ihcsa reserves arc Inscil upon current cstimatcs and are subject In grcatsr 
uncertainty .1s the projection period lengthens A significant upward o r  downwxd trend in the number i i l c la ims filed, tlie nature o f t h e  alleged in ju iy  and llie average cost 01 resolving each 
such claim could change management's estimated liability, as could any sul~stantial iidverse i i r  favorabl rdict a t  t in1 h feder:il legisl;iti\~e solution. further state tnrt reli3nn or suuchired 
settlement uansactions could also change the es1im;ired linbiliry Given the uncertainties associated wit l i  projecting matters into l l ie iulilre and numerous other lactors outside Duke Energy's 
conlrol. mnnngement believes i t  is reasonably possible that Duke Energy Ciirolinns ma) incur nsbestns liabilities in escess IJI its recorded resen'es 

Duke Energy has experienced numerous claims fix indemnification and medical reimbursements relating to damages for bodily injuries alleged to have arisen from the exposure lo or use 

Duke Energy has third-party insurance to cover certain losses related ro Duke Energy C;uolin;is' iishestos-relaced injuries ;ind damages above ;in aggregate sell insured retention of $476 

Duke h e r g y  Indiana and Duke Encrgy Ohio have also been named as  defendants or co-defendants in IowsuiLs related to asbestos at their electric generating stations I h e  impact on Duke 

uncertainties, such as, among others: (i)  the number of contractors potentially exposcd to asbestos during construction or maintenance of Duke Energy Indiana and Duke Ensrgy Ohio 
generating plants; (ii) the possible incidence ol'various illnesses among cspnsed workers and (111) the potentiill settlement cwLS without Iedcriil or oiher legislalion that ;irIdresscs asbestos tort 
actions. Duke Energy estimates h i t  Lhe range of re;ison;ibly possible exposure in eusting and luture suits inver tlie lbrcscenhle future is nn t  ma1eri:ll This estiniiited range of exposure may 

changc as additional settlemen& occur and claims are made end moic casc l aw is cit;iblisliccl 

See Note IS to the Consolidiited Finonciiil Statements, "Commitments iind Contingencies-L itigaIion-t\sbcstos Related Injuries nnil Damage!; Claims," Ibr mare inlonnation 

Com~Jetllion 
U S Franchised Electric and Gas competes in some areas with government-owned Ipowcr systems. municipally o\vned electric systcms, rural electric cnoperatives dnd othcr privatc 

utilities By statute, the NCUC and the PSCSC assign service areas oulside municipalities in North Carolina and South ( h o l i n n .  resjwctrwly, lo regu1;itcd electric utilities nnd rural elecuic 
cooperativcs Substantially a l l  of the territory comprising Duke Energy Carolinas' sewice areal has been assignal in Uiis manner In unassigned areas, Duke Energy Cnrolinns' business remains 
subjcct to competition A decision o f t h e  North Carolina Supreme Court IimiLs. in some instances. the right of Nonh Carolina municipalities to S C N ~  customers oulside their corporate limits In 
South Carolina, compctilion continues bclwccn municipnlities and  other electric suppliers outside the municipalities' corporate limits, suhject to tlic regulation 01 the PSCSC In h n t u c k y .  the 
right of municipalities to serve customers outside corporilte limits is subject lo court approval In  Ohio, certified suppliers may offer retail electric generation sen'ice 10 residcnti;il. commercial 
and industrial customers In Indiana. the slate is divided into certiiied electric service areas for municipal utilities. rural coolwalives and investor owned utilities Iliere are limited 
circumstances where die certified elcitric scn'icc areas can bc modified, wid1 approval oI tlic IURC U S Franchised E,lectric and Gas also cnmpctcr with otlicr utilities antl mark 
wholesale electric business In addition, U S Fr;inchised Electric and Gas continues to compete with natural gns providers 

Regulnlioll 

Slot0 

I h e  NCUC. the PSCSC. the PUCO. the KlRC and tlie KPSC (collectively. the State Utility Commissions) approve riites for retail eleclric senJice within their respeclive states In 
addition. the PUCO and the KPSC approve rates for retail gas distribution scrvicc within tlicir rcspcctivc states The FERC approves IJ S Franchised Electric and Gas' cost-based rates foi 

electric sales to certain wholesale customers The State Utility Commissions, e.xcept for the PUCO, also have d i w i t y  over the construction and opar;ilion of U S Frmchiscrl Elcc- 
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tric and Gas' iacilities CPCNs issued by the Statc Utility Commissions, as applicohle. authorize U S Franchised Electric and Gas to construct eiiil operate its clcctric iacilities, and to sell 
electricity to retai l  and wholes;ile customer; Prior approval from the relevant State Utility Commission is required for Duke Energy's regulated operating campanics to issue securities 

DukoEncrgl, Cnrolinns Rntc Cnsc In June 2007. Duke Energy Carolin;is filed ;in application with the NCliC seeking auihority to incr~?iise its rates and char&?s Tor electnc service in 
North Carolina effective ianuary 1, 2008 This application complied with a condition imposed by the NCUC in approving the Cinergy merger On October 5. ?11117, Duke Energy Carolinas 
filed [in Agreement and Stipulation 01 Piirthl Settlement (Piirliiil Settlement) among Duke Energy Czirolinas, the North Carolina Public Stall, the North Carolina Attorney General's OIlicc. 
Carolina Utiliiy Customers Association Inc , Carolina 1ndustri;il Group for Fair Utility Rates 111 antl \Val-blart Stores E ~ s t  LP, for cnnsider;ition by the NCUC The P;irti:il Settlement. which 
includes Duke Energy Carolinas and all intervening parties to the rate case. reflected agreements ion t i l l  but a iew issues in these matters. including two signiiicant issues 'I he two significsnt 
issues rclatcd to the treatment oi ongoing merger cost savings resulting imm the Cincrgy iiiergc7 sild the proposed ainoiti7.~iti11n of Duke Energy Carolinas' do~clopiiiciil cnsts rclatcd to 
GridSouth rransco. 1. L.C (GridSouth), ti Regional Transmission Organiz;ition (R IO) planned by Duke Energy Carolinas a n d  lither utility companies tis a result niprevinus FERC rulemakings, 
which was suspended in ZOO2 and discontinued in 2005 as a result of-regulatory uncertainty The Partial Settlement and the remaining disputed issues \ \we presented t n  tlie NCUC for ii ruling 

nie Pariial Settlement rellccted an agreed to reduction in net revenues and pre-tax cash llows oinpprosimntely % Z l l i  million and corresponding rate reductions of 1 2  700 to thc industrial 
class, 5 OW---7 3 9 6  to the general clnss iind 5 85% to the residential cli iss o1 customers wi th  en eiieclive diite ni  l a n u a v  I .  7OOS Under the I ' iatial Settlement. e l f e c t i ~ e  Jiinuiiry 1, 2008. 
Duke Energy Cxol inas  discontinued the amoitimtion of !he environmental compliance cnsts Ixmuant to North Ctirolina clean air legislation discussed above anrl began capitalizing al l  

$210 million Thc Partial Settlement \vas designed to enable Duke Ensrgy Carolinas to cam ii rate n i  return of S i 7 ? b  on ii Nonli Carolina rctai l  jurisdictional rote basc anrl an I I ? o  return on the 
common equity component 01 die approved capital structure, which consists ol 479'0 debt and S?'Q common equity As pa r t  nl die settlement, Duke Energy Carnlinns agreed to alter the then 
existing bulk power marketing (BPbl) profit sharing arrangement that included ii provision to share 5tl?b of the North Carnlina reliiil iillocatiiin of the profits from certiiin wholesale siiles of 

bulk power from Duke E,riergy Carolinas' generating units at  market bascd rates  The Partial Scttlcment providccl that Duke Eriergv Camlintis shiuc 90°0 01 the North Cxolinii retail allocation 
n i  the profits from BPM transactions beginning January 1, ZOOS 

merger savings rider antl GridSouth cost matters are discussed in tletail below For the remaining non-settled issues the NCUC decided in Duke Energy Camlintis' favor \Vitli respect to the 
merger savings rider and GridSouth cost mattcrs, the Order required that Duke Energy Carolinas' test period operating costs reflect an annualized ICYCI of the merger cost savinga actually 
espericnced in the test  period in keeping with traditional principles of ratemaking The NCUC csplained that because rates should be designed to recover ii reasonable :ind lirudent l e \ d  of 
onzoing espcnscs. Duke Energy Carolinas' annual cost of service and revenue requirement should reflect, as closely as possible. Duke Energy Carolinas' actual cosls I - Io \v~~ver .  Ihe N(?UUC 
recognized that  its treatment afincrger savings would not produce a fair result Therelore, the NCUC preliminarily concluded that it would reconsiilcr certain Innguagbe !n its ZOO6 merger order 
in order to allow i t  to authorizz il I I-month lncrcmcnt rider, &ginning Jnnunry ZOOS, of oliprosimatcly %6il million designed to prnvide 11 more equi t~hIe  sharing or the iictual merger swings  
achieved on an ongoing basis Additionally, the NCUC concluded that approximately $30 million d c o s t s  incurred through June 200? in cnnnection with GridSouth and dererred by Duke 
Energy Carolinas. were rensonable and prudent and approved a ten-year amorlizatiim retroactiw to June 2002 A s  a result nf the retroiictive Im/)act 01 the  Order. Duke Energ)! (~aro l inas  
recorded an approsimatc $1 7 million charge to write-oif a portion ol the GridSouth costs in the fourth quiirtcr nfZCi1.17 nie NCUC did i int  iilloiv Duke Enm 
GridSouth investments As a result d i t s  decision on the non-settled issues. the NCUC ordered an additional reduction in annual revenues 01 ;ipprosimately 

preliminary a~thor i7~i t ion  oi a ]?-month, $80 million increment rider, as discussed ahove nie Order ultimately resulted in :in overiill ;ivcr;ige rate i lccrem of 5 9 0  in ZOtlS. increasing to 7 O o  

upon expiration 01 tlirs one-time rate rider O n  February 1 S. X O S .  the NCUC issued an order conlirming tlieu preliminary conclusion regarding the merger savings rider ,ind tlie $ S O  million 
increment rider Duke Energy Cnrolinns implemented the rate rider enective January I, 2ifIS 

The NCUC iswed its Order Approving Stipulation and Deciding Non-Settled Issues (Order) on December 21J 2007 The NCUC :ip1)roveiI the Partial Settlement in its entirety The 

Drrliu Enmgir Oliin Electric Rntf Wlitig Pnor to the passage or S B  221 in April ZOK3. as discussed below. electric generation supply senice had been dercgul;ited in Ohin Accordingly, 
Duke E.nergy Ohio's electric generation had been deregulated and Duke Energy Ohio was in a competitive retail electric service market in the stale 0 1  Ohin l lnder ;tpplicable legislation 
governing thc deregulation oigLncration, Duke Energy Ohio implcmcntcd a RSI", including a markct based standard scrvicc oficr approved by the I'IJCC 1 hc RSP. among ntlicr things. 
allowed Duke Energy Ohio to recover increased costs associated with environmenlsl expenditures ton its deregulated generating fleet. c;rpacity resen'es :ind provided l o r n  rue1 end  emission 
allowance cost recovery mechanism through 2008 
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SB 331 was pnsscd on April 23.1008 and sign& by thc Governur o i  Ohio on h.l;iy 1. 2008 The new law codifies the I'llCO'a authority to iipprnve an electric utility's standard scrvicc 
on'er through ;in ESP. which would allow for pricing structures similar to the current RSP Electric utilities arc required to lile an  ESP and may also file iiii application for a market rate option 
( M R O )  at Uie same time The h,RO is ii p r im determined through a compctitivc bidding process I i  a MRO price is approved, the utility would blend in the RSP or ESP price with the MRO 
price over a sis- to ten-year period, subjccl to the I'UCo's discretion SB 221 provides Cor the PUCO to approve non-by-passiible charges lhr new generation, including construction rvork-in- 
progress Crom the niitsei oi construction. as  pari of iin ESP The neiv lwi grants the PUCO discretion to approve single issuc rate adjustments to distribution and transmission rates and 
establishes neiv allemalive encrgy resources (including renewable energy) portfolio standards. such that  the utility's portfolio must consist nf at  least LS0.b of these resources by 2025 SI3 ?? 1 

also provides ii separate requirement lor energy eflicicncy. which mandates ii reduction 01 2246 through irnnuill encrgy savings by 3075 n1e utilit),~s earnings undw the ESP IS sub~ect  to an 
annual carnings test and the PUCO must order a refund if it finds that thc utility's e a r n i n g  significantly cscecd the earnings of benchmark conlpanim with siniilnr business and  financial risks 
.I lie comings test acts as ii cap to lhe ESP price SB 211 also limits the ability of ii utility to transfer its designated generating asset lo ;in Exempt \Vholesale Generator (E\VG) absont I'UCO 
;ipprov:il Duke Energy Ohio filed an  ESP on  July 31, 2008, and a settlement with intervening parties was ;approved by lhe PUCO on December 17, 2001: 

For more tnform;ltion on rate matters. see Note 4 to the Consolidatul Financial Statements. "Regulatoiy Matters-U S Franchised Electric and Oils *' 

Fedelern/ 

regulated and non-regulatetl cncrgy affiliates Thcsr: regulations al'lect the activities of non-rcplatcd afliliates with LJ S Franchised E.lcctric and Gas 
The Energy Pnlicy 4 c t  of2005 was signed into law in August Xi05 The legislation directs specified agencies to conduct n significant numbcr of studies on  ~ i i r io i i s  zispects of l hc  encrgy 

industry and to imidement other provisions througli rule makings Among the key provisions, the Energy Policy Act ol ZrUS repealed the I'uhlic Utility I-lidding Company Act (PlJl-ICAj ol 
1935, direcicd FEIIC to establish a self-rqulatirig electric reliability organitiit~on governed by an indepcndcnl board with FER(: o v c r s i ~ i t ,  cstcridcd the Price f\ndcrson Act for 311 years (until 
303Sj, provided loan guurantes ,  standby support and production tns credits lor new nuclear reactors. gnve FERC enhanced merger npprov,il authority, provided FERC new biickstop authority 
For tlie !siting ol certain electric transmission projecis, streamlined the processes for approval and permitting of interstate pipelines, iind relormed hydropower relicensing In ?OiOS and 7t:Kl6, 
FERC initiated several rule matkings as directed by the Energy Policy Act of 2005 These rulemakings have now k e n  complelcd. subject to certain ;ippciils and further prixeeding Duke 
Energy does not k l i c v e  that these rulemakings or the appcnls will have a material advcrse effect on its consolidated results of operations, cash llows or liniincial position 

I l e  Energy Policy Act of  1993 and subsequmt rulemakings and evenis initiated the opening of wholcsile energy markets to competition Open acce!;s transmission ior wholnnle  
transmission provides encrgy suppliers and load senring entities. including U S Franchised Electric and Gas and wholesale customers located in the LI S Franchiscil Electric and Gas sewice 
area, with opponunitics in purchase, sell and deliver capacity and energy at market-based prices. which can lower overall costs to retail customers 

System Operator. Inc (blidwest ISC)), a non-profil organiiillion which maintains fiinctional control over the combined t ransmiss i~n  systems of its members In 21J115. the h~lidwcst I S 0  began 
administering an energy market rviihin its footprint 

199s O n  June I ,  2(105. the IURC authorized Duke E,nergy Indiana to transier control area opemtions tasks and responsibilities and transfer dispatch and Day 2 energy markets tasks and 
re~pnn~ih i l i l i es  to the Midwest I S 0  On August 1 i, 2008, lhe IURC authorized Duke Energy Indiana to transfer additional balencing authority liinctions to the lvlidwcst IS0 t o  lpermil Duke 
Energy lndinna to participate in the Midwest ISo's ancillaty services markei 

The Midwest I S 0  is the provider of transmission service requested on the transmission facilities under it5 tariff It is responsible lor the reliable o ~ r t i l i o n  of thosc transmission lncilitics 

and the regional planning of new transmission racil~ties The h4iclwest I S 0  administers energy markets utilizing 1.ocational Marginal Pricing ( I  e .  the energy price Tor the next hl\V may 1 . a ~  

throughout the Midwest I S 0  market based on transmission congestion and energy losses) as the methodology for relieving congestion on the Lrilnsmission lacililies under its I'unclional COntlOI 

Duke Energy Ohio, Duke Energy Kcntuchy and L>uke Energy Indiana arc transmission owners i n n  regional transmission organization operntetl by O x  hhdwcst Independent Transmission 

On Dcccmbcr I ? .  20iJ1 the IURC approved tlic transfcr u i  functional control o f t h c  operation o i  tlie Duke Energy Indinna transmission system to the Midwest ISO, a n  Rl-0 cstahlishcd m 
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RC approved a plan liled by Duke Encrgy Carolinas to establish an "lnd~qx%dent E,ntity" (IEj to S C N C  as  D coordinator of ccrtain 1rnnsmi.ssion functions 
and an 'Independent h,lonitor" ( h l j  to monitor tlie transparency and fairness of the operation 01 Duke Energy Carolinas' transmission system Duke Energy Carolinas remains the owner m i  
operator of the transmission system, with responsibility for the provision ol transmission service under Duke Energy Carolinas' Open Access Transmission Tarill Duke Energy Carolinas 
reiained the Midwest I S 0  to act as tlie E and Potomac Economics, 1 td to act as the 114 The IE and I M  began operations on November I, 2006 Duke Energy Carolinas is not currently 
seeking adjustments to ILS transmission rates to rcflcct the incremental cost ofthe proposal. which is not projeclcd tn have n mnterial adverse elTcct on Duke Encrgy's fiiture consolidntcd results 
dopera t ions .  casli flows or financid piosition 

Ofher 
U S Franchised Electric and Gas i s  subject to the jurisdiction of the NIIC for the design, construction and operation of its nuclear genwating facilities In 2000. the NRC renewed the 

nperating license for Duke Energy's three Oconee nuclear units through 2033 for Units I and 2 and through 7034 for Unit 3 In 2003, the NRC renewed the operating licenses for all units at 

Duke Energy's McGuire and Catawba staiions The two McGuire units are licensed through 2041 and 2043. respectively. while the two Catawba units are licensed through 3043 A11 but one 01 
U S Frnncliiscd Electric iinrl Gas' hydroelectric generating facilities are licensed by the FERC under Part I of the Federal Power Act, with license terms espiring from 3005 to 1036 The FERC 
h. <ib . .iuthority . to issue new hydroelectric generating licenses Hydroelectric facilities whose licenses expired in 2005 are operating under annual extensions ofthe current license until FERC 
ISSUW: a new license t.Jlller hpclroeleclric i i i ~ i t i t i e s  wiiosc i i c c n s L L , a  
hpdroclectric facilities with the csccption of the Dillsboro Project. for which Duke Energy has filed an application to surrender the license Duke Energy expects to remove this project's dam 
;and powerhouse, as part o f  the multi-stakelrolder licensing agreement 

U S Franchised Electric and Gas is subject to Uie Juriwlrctinn of the U S Environmental Protection Agency (EPA) m d  stale and local environmental z1gencie.s (i'or :I discussion of 
environmental regulation, see "Erivironmental t\*fatters" in this section ) 

.. . .  . .  

COMhIERCIAL POWER 
Conunercial Power ioivns, operates and manages power plants and engages in the wvholesale marketing and procurement o i  electric power. fuel and emission allowances related to these 

plants as well as other contractual positions Commcrcial Powcfs generation asset Ileet consists of Duke Energy Ohio's non-rcgulaied gcnaalion in Ohio, acquired from Cincrgy in April 2006 
and the live htidiveslern gas-fired non-regulated generation assets that were a portion of lormer  DENA Commercial Power's assets, excluding wind energy generation assets, are comprised of 
approrimately 7.550 net lLlW OS power generation primarily Iecatetl in the Midwtstern United Slates The asset portfolio has a diversified Iuel mix with baseload and mid-merit coal-fired units 
as well as combined cycle and peaking natural gas-fired units Most or the generation asset output in Ohio  has been contracted through the RSP, which espired on December 31. 2017s 
E,ft'ective lonunry I .  11:109, Commercinl Power began operating under :in ESP, which expires on December 51, 201 1, and is described belo\\, 
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Through DEGS. Commercial Power is an on-site encrgy s~Autions and utility scrvices providcr Primarily thrnugh joint \'ciiturcs. DEGS cngagcs in  utility systems construclion, operation 
and maintenance of utility facilities, as well as cogeneration Cogeneration is tlie simultaneous ~)roduction 01 two or more Iorms of usable energy fiom a single source In support of a strategy 
to i n c r a s e  its renewable energy porU~olio, DEGS ocquired the wind ]power developmcnl asscls 01 Energy Inwslor Funds f rom l~isrra Energy in lvlay ?On7 and. in September 200s. acquired 
Catamount Energy Corporalion (Ciitamount) Crom Diamond Castlc Partners DEGS currently has npprosimalely 570 net M\V of wind energy in operation and over 5.000 MW of wind energy 
I X O J ~ C I S  in tlic development pipeline 

In October 2006, Dukc Energy coinplctud tlic salc of Commercial Powcr's energy marketing and trading activities, which W C ~ C  acquired in tlie Cincrgy mcrgcr In December 2006, Dukc 
Energy completed the siilc of Caledonia Power 1, LL C, which is the project company that oper;ited and managed the Caletlonio peaking generation lacility in blississippi Addilionally, Duke 
Energy completed tlie sale of Commercial power's Rrownsville, T c n n m e e  pcahing generation facility in April 2008 

Conipctilioii 

services. along with the quality and  reliability o isewices  provided drive competition in the energy marketing business Commercial Power's main compelilors include other non-regulated 
gcncrators in the lvlidwcstem U S wliolcsalc power, coal and natural gas marketers, raiewablc energy companies and linnncial institutions and hedge funds cngagcd in cnergy comrnodily 
marketing and trading 

charge has been updated in conjunction with the ESP. which is en'ective January 1 ZOO?. and consis& of the following discrele c h a m s .  

Commercial Power primarily competes for wholesale contracts for tlie purchase and sale 01 electricity, coal. natural gas and emission allowances The markel price of commodities and 

Rntes mid Rqulntioit Duke Energy Ohio has been chargmg h e  RSP Lo non-residenlial customers sincc Janunry I ,  2OU5 and to residential customers since January I ,  2006 The RSP 

Annually Adjusted Component (AAC) Rider- This  rider 3s mtended lo provide cost recovery prim;irily for environmenlal compliance cslxnditures Ths component IS avoidable (or 
by-passable) by all customers hot switch to on alternative electric service provrcler 
Fuel and Purchased Power (FPP)Ricler - This rider is intcndcd to provide c~)sI  i r c o v ~ r y  for fuel, purcliascd powcr and emission iillowancc espcnses (including carbon or cnergy 
taxes) incurred to gcneratc or procure clectrlcity far retail ra tepyers  that iire 
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provided s e n k  by Duke E,nergy Ohio This component is a\widable (or by-p:issable) by ;ill customers that switch to a n  alternative electric S C N I C ~  provider 
Capacity Dedication Rider - rhis rider is intended to provide cost recovery lor m;iintaining h e  generation lleet t o  serve the retail rate payers This com]mnenl is not avoidable (or 
non-bypassable) by customers that switch to an alternative electric service provider 
System Reliability Tracker - This tracker is inlendcd to provide ac1u;il cost recovery for capacity purchases mndc to maintain adequate reServe margin rllis component is not 
avoidable (or non-by-passable) by a11 customers that switch 11) an altemat ive electric s e n w e  Iprovider 
Base Generation Charge - This component reflects a market Ipricc for retail generation service and is not ii cost-btised rate n 1 i s  com1mneni is avoidable (or by-passable) by all 
custnmcrs that switch to an altc'rnative electric service provider 
Transmission Cost Recovery Ridcr - I hc gcncration p x t i m  of th is  rider is rlcsigned to permit Dike Energy Ohio to reco\'cr certiiin klid\ccst IS0 chargcs iintl i l l1  FERC approved 
transmission costs allocable to  retail ratepayers that are provided service by Duke Energy Ohio This component is avoidable (or by.passable) by all customers that switch to an 

alternative electric service provider 

* 

* 

* 

Cummerciel Power's generation operations in tlie bltd\vcst include gentvation assets located in Ohio that iirc dedic;ited IO S C N ~  Ohio native load customers These assets, as excess 
capncity allo\vs, also generate revenues through sales outside the native load customer blrsc. and such rcvcnuc is tcrmcd non-native 

Prior to December 17, 3008, Commercial Power did not apply the provisions of SFAS No 71 to any of its operations due to the comprehensive electric dereguliition legislotion passed by 
I 

theslotc 01 Unio in I Y Y Y  A s uescribeil lurtner bemi,, rticctive uwemurr  i 1 .  1 1 1  c < , L .  . , c, , 7 :  iu 

certain portions of Commercial J'o~ver's operations as of thiit date 

certain trackcis that enli;inced the potential lor cost recoveg., there was no assurance oistnnded cost recovery ulmn the expiration of the RSP on December 31, 2008 since it was initially 
anticipated h a t  upon the expiration ol h e  RSI'. there would be a move to full competitive markets Accordingly, Commercial Power did not apply the provisions oiSPAS No 71 to any of its 
generation operations prior to December 17. 200s As discusscd firthcr in Item 1 -Business -U S Franchised Electric and Gas-Rcguliition. in April 2008, SB 221 was possed in Ohio and 
!signed by tlie Governor of Ohio on h h y  1, 2iNX nie new l a w  codified the PUCO's authority to approve an electric uLility's stnndorcl !iervice offer either through an  ESP or a MRO The LfRO 
is a price determined through :I competitive bidding process On July 31, 2OrlS, Duke Energy Ohio filed an ESP, and with certain amendments, the ESP was approved by the PIJCO on 
December 17. 2008 The E.SP became effective on January I .  2009 

In conncctiun with the iipproval oftlie ESP, Duke Energy Ohio reassessed tlic appliciibility of SFAS No 7 I to Ciimmerciiil Power's generation operotions as SB 221 substnntinlly 
increased t h e  I'UCO's oversight authority over generation in the stiite o i  Ohio, including giving the PUCO complete approval of generation rates and the establishment of an  earnings test to 
determine ii 3 utility 1x1s earned significantly excessive oarnings Duke Fnc.r&>r Ohio determined that certain costs and relifted rifles (riders) of Commercial Power's operations related lo 

gcncration serving native load rncct 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 olccrtiiin costs of its generation serving ntitive load and increased the likelihood thot these opertitions will remain under a cost recovery model for certain costs for the foreseeable 
future 

From January 1 ,  2005 through llcccmbcr 3 I. 2006, Commercial Power had Ocm operating under n RSP. which is a market-based atandard scrsice olYcr Althoudi the RSP contained 

Under the ESP. Commercial Power wi l l  bill for its native load generation via numerous riders SB 221 and tlie ESP resulted in the approval of the aulomatic recovery ofcertain of these 
riders, which includes, but is not limited to, a FPP rider and ccrtain portions o f a  cost ol an ACC rider Accordingly, Commercial Power began applying SFAS No 71 to the concsponding RSP 
riders granting automatic recovery under the ESP on December 17, 300s The rcninining portions of Commercial Power's Ohio native load generation operations, revenues horn which are 
reflected in rate riders lor which the ESP does not specilically allow automatic cost recovery. as well a s  all  generation operations associated with nun-native customers, including Commercial 
I'owcr's blidwest gas-fired generation assets. continue ti1 not apply regulatory accounting iis those operations do riot meet the criteria 01 SFAS No 71 bloreover, generation remains a 
competitive market in Ohio ;ind niitive load customers continue to have  the ability to switch to alternative suppliers lor their electric generation service As customers switch, there is a risk that 
some or a11 ofthe regulatory assets wi l l  not he recovered through the established riders Duke Energy Ohio will continue to monitor the amount or native load customers that have switched to 
alternative suppliers when assessing tlie rc'coverability oi 11s regulatory ~ssets  eitablislied lor its native load generation operations 
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Despite certain portions o i  tile Ohio native load operations not being subject to the accounting provisions ol SFAS No 71. all 01 Commercial Power's Ohio niitive load operauans' rates 
iirc subjcct to approval by t l ie  PUCO, and thus these operations arc rcfmred to as Commercial Powcr's regulated operations 

Commercial Power is suhject to regulation at the state level, primarily from PUCO and at the lederal level. primarily from FERC The PUCO approves prices for all retail elecfric 
generation sales by Duke Energy Ohio lor its niitive retail S ~ N ~ C C  territory See "Regulation" section willrin U S Franchised Electric and Gas for additional information regarding deregulation 
in Ohio 

Rceulotions of FERC iind the PUCO govern a c c a s  to rcguliited electric customer nnd other dntn by "on-regulated cntitics, nnd services provided between rcguliited nnd non-rcgololcd 

Other ongoing reguliiiory initioti 

Cornmerci;il Power is subject to the jurisdiction ol'the EPA and stitto and local environmental agcncieq (For ii discussion of environmental regulation, see "Environmental hlatters" in this 

energy a f i l i i i t c s  1 hese regulations aflect the activilies of Commercial Power 

finiincial results l iom CIimmcrcial Power's markcting and generation aclivitics 
i t  both state and lbderal levels addressing market design. such as the development nl capacity markets and real-time electricity markets. impact 

section ) 

INIERN.4IION,\I, I%NERGY 
Intcrwtional Energy operates and m m i g e s  power generation facilities and engages in sii les and marketing of electric power and niiturnl gas outside the U S I t  conducts operations 

in Saudi Arabia. which is ii regional producer o i  methanol and methyl tertiary butyl ether O\.f IBE) and Attiki Gas Supply S A (Aitiki), located in Athens, Greece. which is a nalunil gas 
distributor and was acquired in connection with the Cinergy merger 

strategy is rocused on uptiniiniig the viilue 01 its current Lat in  Americiin ponfolio and expanding the portfolio through investment in generation opportunities in Latin America 
Internalionnl Energy's customers include retail distributors, electric utilities, independent power producers. marketers and industrii~l/commerci:il companies lnternationnl Energy's current 

Internatinniil Energy owns, operates or has subsliintiiil interests in iipprosimntelp -1,000 net kflV ol generotion lnc i l i t ies 
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Die lollowing map shows the locations oi International Energy's iacilitizs, including its interest in non-elcctric gcncr;ition facilities in Saudi Arabia and Greccc 

Conipctitioii iiiid Regelaiiuii 

region-specific but include govcmment-owneiII electric generating companies. lociil distribution companies \vith self-genera~inn c;ipability and other privately-owned electric gcnerating 
companies The principnl elements oTcompctition are pricc and availability, terms of s e n k c .  flcxibility and reliability of scrvicc 

International Enemy's customers and end-users. including natural gas and fuel oils Economic activity, consen'ation, legislation, governmental regulations, weather and other factors alTect the 
supply and demand for  electricity in the regions served by International Energy 

1ntern;itional Energy's sales and marketing of electric power and natural gas competes dlrectly with other gener;itors and marketers sennlng 11s market areas Competitors arc country and 

A high percentage of International Energy's portfolio consists of baseload hydroelectric generation iacilities which compete with other forms ofelectric generation available 10 

Intcrnationol Encrsy's opcratinns {ire subjcct to both cnuntry-specific and inlemiitionnl l o w s  and regulations (Scc "Environmentnl h4otters" in this section ) 
See Item 1 A Risk hctors  lbr a description nt certain of the risks associated with the operations o i  International Energy 

0711ER 

Energy's approximate SO?o ownership interest in Crescent, DukeNet and related telccom businesses and Bison Imurnnce Company L imilecl (Bison), Duke Energy's wholly-owned. captive 
insurance suhsidiarp Additionelly. Othcr includes the remaining portion nf Duke Energy's business Iorrncrly h o w  as DENA tlliit was not exited or transferrcd to Commercial Power. 
primarily D E I  h.1. which rnaniigemcnt is currently in thc process of winding clown Unallociited corporiitc costs includc ccrtnin costs not allocable to Duke Energy's reportablc business 
segments. primarily governance costs, costs to achieve mergers and divestitures (such as the Cincrgy merger and spin-011- of Spcctra Energy) and costs associated with certain corporate 
severance p r o g r m s  

The remainder of Duke E n e r g ' s  operotions is presented as Other While i t  is not considered n business segment, Other pnmiirily includes cefiain unnllacoted corporate costs. Duke 
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Crescent develops and maniigcs high-quelity commcrcial, residential and multi-inmily real estate projects, and manages land holdings, primarily in the Southeastern iind Southwestern U S 

Dukr.Net develops. o\vns and operates a liber optic communications network, primarily in the Cwolinns, sewing wireless, local and long-distance communications companies, internet sewice 
providers and other h~isinesses ani1 organlaitions 

On September 7, Zi.iti6. e n  indirect wholly-ownc.d subsidiary oi Duke Enerhy closed an agreement to create tlle Crcxent  IV with Morgan Stanley Real Estate Fund V U S . L P (MSREF) 
and other aililitited iunds controlled by Morgan Stmlcy  (collcctivcly the h4S Members) Under the a_rreement. the Dukc Energy subsidiary contributed all of the membership interesL5 in 
Crescent to a newly-formed joint venture. which \\'as ascribed an  enterprise viilue of :ipproximately $2 1 billion :IS olDecember 31, 20115 In conjunction will1 the lormalion of the Crescent JV, 
the joint venture, Crescent and Crcsccnt's subsidi;iries entered into a credit agreement with third party lenders under which Crescent borrowed approximately $1 71 billion. net 01 Uansaclion 
c~nsts. oiwhiclr approuiniatcly SI 19 billion ivas iniinediatcly rlistribuled to Dukc Energy Imiiicrliatcly following tlie debt transaction, the hlS Mcmhcrs coll~ctivcly acquired it 4906 
membcrship interest in the Crescent JV lroni Duke Energy lix a purchase price of approsimately $415 million A 246 interest in the Crescent 7V was also issued by the joint venture lo the 
President and Cliiel Executive I:)fTicer of Crescent. which is subject tu forieiture if  the executive voluntnrily I&ives the employment of the Crescent JV within a three year period Additionally. 
tli is 29.0 interest can he put hack to Ilie Crescent J\; iificr three years. nr possibly earlier upon the occurrence oicerttlin evcnls. at an amount equal to 24% o i  the fair va111e 01 the Crescent 7Vs  
equity os of die put date 1 herefore. tlie Crescent J\' wil l  accrue the ohligillion reletcd to the put as a li!ibility over the three year iorfeiture period Accordingly. Duke Energy has fin efiective 
5041, ownership in the equity 01 Crescent J V  for financial reponing purposes Duke Energy's investment in the Crescent JV has been accounted lor as an equity method investment cor periods 

(APB IS). Duke Energy siispeniied applying Uie equity meilivd 01 accounting to its investmcnl in Crescent since its inveslnieilt has been reduced to zero i\ccordingly, Duke Energy W i l l  not 

record additinmil losses relatcd to its invcstmcnt in Crescent I-lnrvcvcr. should Crcscent begiii rel)nrtirig net income in Suucure periods. Duke Energy may resume applying the equity mcthocl of 
accountins niter its proportioniitc shore of that net income erp i i l s  the share of  net losses not recognized during the period the equity method \vix suspended Dukc Energy cantinues lo exercise 
s i g n i l h n t  influence oiler the nperat ions and linancial policies niCrescent 

Bison's principal xtivit ics as ii captive iwurance entity include the insurance and reinsurance oivarious business risks and losses, such as workers compensation. property. business 
interruption and general liahility 01 subsidiaries and aililiatcs of Duke Energy O n  a limited ha is .  Bison also participates in reinsurance activities with certain third parties 

Comp~tition iiiirl l<i@:itiiiii 

in tliis section i 
me entities within Other are subject to the jurisdiction of tlie EPA and siate ;ind local environmental agencies (I%r a discussion 01 environmental regulaiion. see "Environmental I\latters" 

ENVIRONI\USNI~\I, h1:t ITlCRS 
Duke Energy I:, suhject to intcrnntional. icJcriil. state and Inca1 l a w s  and regulations with regard t o  iiir and ivnlcr quality, haz.udous and solid waste disposal and other environmental 

The Clean Air ,Act, iis well as state lilivs iind rcgulatlons impxt ing  air emissions. including State Implenientation Plans rel;ited to existing and new national ambienl air quality 
standartls for ozone iind pirticuliiie matter Owners andlor nixmtors of air emission sources are responsible for obtaining pennits and lor nnnunl compliance and reponing 
The Cle:in \Vater A c t  which requires permits for facilities that discharge wastewaters into the enviionment 
The Comprehensive Environmental Respnse.  Compensation and Liability Act. ivhich can require any individual or entity that currently owns or in tlie past may have owned or 
operatcd a disposal site. a s  w e l l  as transporters or generators o f h ~ ~ r d o u s  substances sent to ii disposal sitc. to share in remediation costs 
n i e  Solid \Vaste Dispnsnl Act. as amended by the Resource Conservation nnd Recovery Act. which requires certain solid wastes. including hnurdous  ~ a s t e s ,  to be managed pursuant 
to :i comprchensi\,e regulator), regime 

matters Envirnnmcnt;il laws ;and regulaiians allcctiny Duke Energy include, but are not limited to: 

* 

* 
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* 
* 

The National Environincntal Policy Act. which requires federal agencies to consider potential environmental impacts in tlieir decisions, including !siting approvals 
The Nodi  Carolina, clean iiir le ial.ition that froze electric utilitl rtites i iom June 70, 7iX:l3 to December 31. 2007 (rate freeze Lriod) subject to certain conditions in order for North 
Caroltno electric utilities, incluain, Duke Energy. to significanl y reduce emissions o i  SO? and NO, from coal-fired power p/&ts in'lhe slate The legislation alloivs electric utilities, 
including Dukg Enerzy. 10 iiccelemte the,recovcn' oicomplisnce costs hg anionizing them over seven pears (XIO;-20~@) However. Duke Energy Carolinas ended its amoniu l ion  in 
2007 as part 01 its riifi case settlement with the NCUC 

(For more miormation on environmcnlal matters involving Uuke E n c a y  including possible liabiliiy and capital casts, see Notes J and 1 S lo the Consolidated Financial Statements, 

Except to the extent cliscussed in Note 4 to the Consolidnled Financial Statemenb, "Regulatory Miittcrs." ond Note IS to the Consolidated Financial Stnlementj, "Commitmcntn and 
Contingencies," compliance with internation:tl, icderal, state iind local provisinns regulating the discharge ol-msteritils into the environmenl, or olhenvise prolecling h e  environment. is 
incorporatcil into the routine cost structure i f o u r  various business segments and is not expected 10 have ii miitcriiil adverse eilect on the competitive position. consolitlaled results of operations. 
cash lloivs or finuncial position of Duke Encrgy 

"Regulatory Matters." a n d  'Commitmcnts and Contin~.~.iici~---Enviri,nmeiital." respectively j 

GEOGR.iPI-IIC REGIONS 
For a discussion of Duke Encrgy's Iixcign opcr.itions and ccltain ofthe r i s b  associated with thcm, scc "Risk Factors." "Manapcmcnt's Discussion and Analysis of Results oiOperatiiins 

_. . . '.. 1, ..9, 1 , . .  
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Segments" and "Risk i\ilanagument and I-ledging >\ctivitics, Credit Risk, and Financial Instruments." respectively 

EhIPLOYISES 
O n  December 31, ? r i i j X ,  Duke Energy lied opprcniinately 18.250 employees A total ,d apixorirnately 4,760 nixrating and m:iintennncc emplnyees were reprcsented by unions 

ESECUrIVE OFFICLSIIS OF DUKE ENERGY 
STEPHEN G DE MAY. 46. Seninr \'ice Praident,  Ireiaurcr and ChieiRi:;k olficer hlr  De blay ii:isumed his current posilion in Novemher 2007 Prior to that. he served as Assistant 

Trensurer since April 2006, upon the merger of Duke Energy ;and Cinergy Until the merger of Duke Energy ;and Cinergy. blr De blay served as Vice President, Energy and Environmental 
Policy of Duke Bnergy since Febru;iry 2004 

L Y N N  I GOOD, 49. Grnup Executive and President, Commcrcinl Businesses hsls Good assumed licr currcnl position in Novcmher 2007 Prior tn thait, she scrvcd as Senior Vice 
President and Treasurer since December 1006. prior to that she served as Treasurer and Vice President, Fin:incial Planning since October X106, and prior to that she served as Vice President 
and Treasurer sincc April 2006 upon the merger or Dukc Energy and Cinergy Until ihe merger or Duke Energy and Cinergy, M s  Goad served as Executive Vice President and Chief 
Financial CXXicer of Cincrgy from August 2005  and Vice Presirlent, Finance and Controller of Cincrgy from Nnvemher 1003 io August 2005 

merger ofnuke Energy and Cinergy, Mr l-lauser served as Group V i c e  President and  ChieiFinancial Oflicer oSDuke F n e q y  since March 20n-I and as Acting ChieSFinancial Oilicer of Duke 
Energy finm December 2UO3 to March 20O-I 

Suppon, Duke Energy Cwolinas, LLC since bl:irch 20(17, and prior t o  lliat he srnret l  as Vice I'rcsident. C;itawba Nuclear Station, Duke Energy Carolinas, LL C since April 2006, upon the 
merger of Duke Energy and Cinergy Until the merger of Duke Energy and CineGy Mr Jamil serial as Vice President Catawha Nuclear Stalion. Duke Power from March 2004 to April 2006, 
and prior to ilia1 he sewccl as Nuclear Station Vicc I'rcsiclcnt. Duke Power ol Duke Energy from September 2003 to March 2004 Prior to that l ie x n , c d  as  Vice President, ivlcGuire Nuclenr 
Stntion Duke Power irom September 20112 to September X1113 

D A V D  L I-IAIISER, 57, Group Esecutivc snd CliieiFinoncial Oflicer blr Ilauser n:;sumed his current positinn in April 2(11)6, upon the merger ofDuke  Energy and Cinergy Until the 

DI-IIAA Ad JAbIII., 51. Group Executive and Chic1 Nuclear Ofiiccr h,lr Jarni l  ossiimed his current position in Februiiry 1008 Prior 10 that hc servcd as Senior Vice President, Nuclenr 
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MARC E. MrzNL Y, 56, Group Esccutivc, Chief L cgd Officer and Corporate Secretary h,lr h,lanly assumed the rolc of Corporate Secretary in December 2008 and assumed position of 
Chief Legal Oflicer in April 2006, upon the merger 01 Duke Energy a n i  Cinergy Until the merger of Duke Energy and Cincrgy, hlr  klanly s e n d  as  Executive Vice President and Chief Legal 
Onicw of Cinergy since November 2002 

JAbES E ROGERS. 61. Chairman, President ;and Chiel Esecutive O i f c c r  1\4r Rogers assumed the role of Chiel Esecuiive Officcr and President in April 2lK!6, upon the merger of 
Duke E.ncrgy and Cinergy and nssumed the role 01 Clniirman on  liinuary 2 ,  ?Oil7 Until the merger of13ukc Energy mil Cinergy. h4r Rngers s c n ~ c d  tis Chiiirmiin of thc Board of Cincrgy sincc 
2000 and as Chief Executive Olficer of Cinergy since 1995 

Esccutivc and Chief I-luman Rcsourccs Olficer sincc April 30ii6. upon tlic merger of Duke Energy and  Cinergy Until tlic rncrgcr of Duke Energy and Cincrgy, bk Rolfc sewed as Vice 
President, Human Resources o i D u k e  Energy since January 20115 Prior to that. hlr  Rolle ! ; e n ~ ~ l  as Senior Vice President. Stnlcgy. Planning SL I-luman Resources ol  Duke Energy from blarch 
2003 lo January 2005 

B KEI11-I T R E M .  49. Group Esccutive and Chief Striitcgy. Policy ant1 Regulalory OiIicer bk 'Trent sssumed his current position in May 2c107 Prior 113 that he sensed :is Group 
Executive and Chief Striitcgy and Policy Officer :since October 2006 and Iprior to thst he :iened :is Group Executive and Chief Development Ollicer since April 2006, upon the merger of Duke 
Energy ,and Cinergy Until the merger of Duke Energy and Cinergy. hdr Trent senfed as Esecutive V i c e  President. General Counsel and Sccrclary of  Duke Energy since March 2005 Prior lo 

J A M B  1. IURNER, 49. Group E,sccutivc, President and Chief Operating Otticcr, U S Franchised Electric aiid Gas blr Turner assumed his current position in May ZNJ7 Prior to that 

CHRISTOPI-IER C ROLFE. 57, Group Executive and Chie i  Administrative Officer hlr  Rolfe assumed his current position in No\wiber  2C106 Prior ti) thaL lie sen'ed as Group 

that he S ~ N ~ U  as cleneriil Lounsci. Liiigauiin OI vu-?; I - - ' L  - 1. 

hc  sewed as Group Executive and President, U S Franchised Electric :md Gas since Ociober 2iIC16. nnd prior to tli i i l  he scned tis Grnup I?.sccuti\~e and Chief Commercial Officer, U S 

Franchised Electric and Gas since April 2006, upon the merger n1 Duke Energy and Cinrrgy Until Llie merger of Duke Energy and Cincrgy. lvlr Turner sewed as President ofCinergy since 
2005. Esccutivc Vice President and Chic1 Financial OIiicer o1 Cineigy from Zili1-l to 71 
3001 to 20011 

April 2006, upon the merger of Duke Energy iintl Clnergy Until the merger of Duke E.ncrgy and Cinergy. blr 1 oung scn'cd as Vicc I'residenl imd ( h t r o l l e r  of Dtke Energy since June 2005 
Prior to Uiat M r  Young served as Scmior Vice Prcsidcnt and ChiciFinancial Olliccr of Duke Encrgy Carolinas from March 2 0 l l i  to June Z(i(i5 

irid Esccutive Vice  President ;md Cl i idEsccut ive  Of l icu ,  Rcgukitcd Business Unit oiCinergy frurn 

STEVEN I; YOUNG, 50, Senior V i c e  President and Controller h4r Young iissumed his current posilinn in December ?I106 Prior Io that  he served as V i c e  Presidenl and Conlroller since 

Executive o f f c w s  senme until tlieir successors are duly elected 
There are no family relationship bctwccn any 01-the esei:uti\'e otticers, nor any arrangemenl or unrlers1:mding hetween a n y  esccuIiv~: officer m i  any oilier Ixrson involi,ed in orficer 

selection 

I t n s  1A. Risk Factors. 

Diike Energy's frw~cIii.sed clecri ic r e w n i i u ,  cntnitigs mid re~iiln nre rlcpoirlcrrr on ~ l n t c  legislntion nnrl r~giiloriorr Ihnr iffecr decrr;cgmcr nriorr, rr nnsmission, ilisrribiiIion nrirl 

relnredncrii&s, wiiicfr MIUJ /itnit Duhe rirergy's nhilin, fo rtrover cosrs 
Duke Energy's lianchised electric husinessex are regiilaled on n cnsl-of-serviceirate-~l-return basis subject to the statutes and regul:itory cnmrnission rules and procedures of North 

Carolma. South Carolina. Ohio. lndiiinn and Kentucky I f  Duke Energy's iriincliisccl electric earnings exceed the returns established by the stale regulmry commissions, Duke Energy's retail 
electric rates may be  subject to review nnd pos:iible rcrluction by the commissions, \\rhich may decrease Duke Energy':< iuture earnings :\dditionallv. I! regulatory hodics do not iillow recovery 
of costs incurred in providing service on a timely basis ,  Duke Energy's future earnings could be negatively impacted 



PART I 

Duke Encrgp mny incur srcbstniitinl costs ni id liabilities ilue to Dulic Enargi>'s oiinicrsliip nrul  rpr i i i io r i  of iruclenr gc*n.nrmrtiirg fncilities 
Duke Energy's ownership interest in and operation 01 three nuclear sl;itions subject Duke Energy to varinus risks including, among other things the potential harmful elfecls on tlie 

environment and  human health resulting from the operation ol nuclear iacilities ;and the storage, handling antl dis~msal of ratlioiicti~e materials. limitations on  the amounls and types of 
insurance commercially available to cover losses tha t  might arise in  conncctioii with nuclear oper;itinns: and uncertamtia with respect to h e  technological and i inmcial  aspects 01 

decommissioning nuclear plants tit tlic cnd of their liccnscd l ivcs 

compliance, the NRC may increase reguliitory oversight impose lines. anillor shur down ii unit. depending upnn ILS assessment ill tlir severity o i t h e  siluiition Revised security and safety 
rcquiremcnts promulgated by the NRC. wliicli could be proinplcd by, among totlicr things, events within or outside o fD& Energy's cniitrnl. such as a scrious iiuclear incident at  a facility 
owned by a diird-party, could necessitate substantial copit;il and other espendilures at  Duke Energy's nuclear phnts.  ;is \vel1 a. 

addition, if  a serious nuclear inciden! were to occur, i t  could have ii material adverse eficct on D i k e  Energy's results nl-opcratiiins :and financi:il condition 

Duke Energy's ownership and operation of nuclear generation facilitie? requires Duke Energy to meet licensing and salety-rel:i~ed requirements imposed hy the NRC In the event of non- 

merits against Duke Energy to cover thircl-party losses In 

Duke Energy's nwnership and operation of nuclear generation Iacilities also recjuircs Duke Energy to maintain lhndsd trusLs tha t  ;ire intendcd IO pay lor the decommissioning costs of 
Duke Energy's nucleiir power plants Poor inveslmcnt performance of these ilecommissioning trusts' holdings nnd other fnctnrs impiicting rlecnmmisianing costs could uniavoriihly impact 
Duke Energy's liquidity and results of operations as Duke Energy could be required to signific;intly increase its cash contributions to the decommissioning trusts 

Dukr Eiierg)i's plrriis f o r  fuhrra qJnif.sion nifd iii(NICriii:nhoif of ils gencrntiotr/leet subject it l o  risk of fflilurf to rrf/cqvnt cut< niirl ritniingc its sigirijicniit construction pln~is, ns 

well ns tlrc risli of recowring such costs iii nil uiiiiirudi~ iimiiiwr, idriclr could iimterinl!t~ intpnct Duke I~nergy's rmulfs of i>periitirxi.\, caslr Jloiss orjiiiniicinlpr,sihoii 
During the live-year period from 2009 to 2013. Duke Energy anticipates cumulative capital expendilurcs ofapprtisim;itely $75 hillion I he completion o i  Duke Energy's anlicipated 

cnpitnl investnicnl projects in existing and new gcncration liicilities is suhjcct to many cnnstluclion iind devclopmcnt risks, including. but riot limited to, risks rclatcd to lin;iricing, obtaining and 
complying with terms of permits. meeting construction budgets and schedules, iind satisfying operoting and environmental locrinrmsnce sinndiirds hloreover. Duke Fncrgy's nbility to recover 
these costs in a timely manner could materially impact Duke Enerky's consolidated iinancial psiitinn. results of operatinns or ciish llnu's 

Duke Eirargy's snles may rleaensa $Duke Eiicrgir is annbla to gnirr nrleqicnte, reliiible mid nfforrlnhle nccess to lrniisiriissioir nssets 

Duke E,ncrSy depends on transmission and distribution facilities oivned antl operated by utilities and other energy companies t o  deliver l l ie electricity Duke Energy sells to the wholesale 
market FERC's power Iransmission regulations require wholesale electric transmission s c ~ i c e s  lo be ol>ered on an open-acces? non-discriminalor)f basis I f  triiwmission IS disrupted, or if 
transmission capacity is inadequate, Duke E.ncrgy's ability t o  sell a n d  deliver products may be hindered 

system operators who oversee the transmission systems 111 regional power miirkel? have imposed ~n the past, and  may impose in the future. price limitations and other mcchsnisms to address 
volatility in the power markets Tlicse types oi price limitations and nther mcch~inisms miiy adverscly impact the priifitabiliry 01 Duke Energy's wliolcsalc pawer miiriteting and trading 
business 

The different rcgionnl power miirkcts hove chnnging rcgulntory structures, which could iilTect Duke Energy's growth iind lpcr'liamonce in thesc regions In addition, the indcpcndcnt 

Duk Eticrgp inn,, be rmnble In .secure loirg Ierin poww i n k s  ngreeiiie,ih or Imrtsitrissioii ngreeiiwiI.s. iidicli corrlrl ~ p o s c D u l i ~  Eirwgr's sides to imrrnseil volntilih' 
In the future. Duke Enerby may not be able to securc long-term power sales agreements lo r  Duke Energy's unregulated power generiiiion facilities I1 Duke Enwgy is unable to secure 

these types of agreements, Duke Energy's sales volumes would he esposed to increased v~olntility Without tlie benelit ol long-term customer power purchnse iigreemenLs, Duke Fnergy ciinnol 
assure that i t  will he  able to sell the power generated by Duke Energy's facilities or that Duke EnerLy's f:icilities w i l l  he ;ible to operate profi~;ihly The inability 10 secure these agreeinenls could 
materially adversely affect Duke 13nergy's financial and nperational resulis 
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Conip<~htioii i i i  tlir uirregulnled ifinr/(cls in ivliicli Dulrc Ericrg,Ir o~7erntc's niny n ~ l w r s d y  nffect fhc  gron'lh nirdprrJJitnbi/i@ of niikc ~IwrgI"s  busiire5s 
Duke Energy may not be able to respond in a timely or eRective miinner to the many changes designed 11) incrciise cnmpetition in h e  electricity industty Io  t l ie estent compctit iw 

In addition, regulatory changes hnve been proposed to tncrcase access to electricity transmission grids by utility and non-utility purchasers and sellcrs orelectricicy Thesc changes could 
pressures increase, the economics 01 Duke Energy's business may come under long-temi pressure 

continue the d i s n ~ r e g n t i o n  o i  many verticully-intcgrotcd utilities into sepiiratc gcnzration. transmission, distribution and retail businesses 
competitors could become active in tlie wholesale power generatinn segment of Duke Energy's industry 

I resulL a signilicont number 01 ndchtiond 

Duke Energy may also lace competition irom new competitors that have greater fiiianctnl resources than Duke E n u g y  docs. seeking attractive oppi>rtunities to acquire or ilevelop energy 
assets or cnergy trading operations hnth in thc United States and abroad 'llicse nc\v competitors may include sophisticated linanci,il institutiiins. some o i  which arc already entering the encrgy 
trading and marketing sector, and international energy players. which may enter rqula tcd  or unregul:ited enorgy businesses This competition may adversely allcct Duke Energy's ability to 
make investmenb or acquisitions 

Duke Etrcrgt, must  nreef credit qunl ih  stniiilnrils ntrd there is )to nssurmce tlint it ntid its rnteil subsiiliorics will ntniirtniii ini'estirioit grnilc credit rntitigs Ifnukc Eftergit or its rnfcrl 
siibsiQnries nrc  iir~nblc lu iiiniiilnbi ntc i i i ~ e ~ t i m w t  grnrlc credit rnhiig, Dulie E n q y  ivould be requircd i i i i d ~ ?  owlit ngrrefnetils toprowile collnlernl in t/ieforni of1ellei.s of credit or cnsh, 

1 .  

Each of Duke Encrgy's and its rated subsidiaries senior unsecured long-term dcbt is currently rated invcstmcnt grade by various rating sgencics L>ukc l ? n c r g  cannot he sure that thc 
senior unsecured long-term dab! oTDuke Energy or iLs rated subsidiaries will be rated investment grade in the future 

U thc roting agencies were lo rate Duke Energy o r  its rated subsidiaries below investment grade. the entity's borrowing costs ivnuld increase, perhaps siyificantly In addition. Duke 
Energy or its r;ited subsidiaries woulcl likcly bc  required to pay a highcr interest rate in future iinancings. and i t s  potential pool of ~ n v ~ ' s t o r s  sricl luncling snurcrs would likely decrcasc Further, 
ii its short-term debt roting were to fiill, the entitp's access to tlie commercial piper market could be  significantly limited Any dnwngrndr or other e \ w t  negiitively dlkcting the credit ratings 
o l D u k e  Energy's subsidiaries could make their costs of borrowing higher or access to funding sources more limited, which in turn could iiicrense Duke Energy's need l o  provide liquidity in the 
form of capital contributions or loans to  such subsidiaries. thus reducing the liquidity and borrowing availability o i t h e  consnlidated group 

A downgrade below investment gradc could also trigger termination clauses in some interest ratc and ioreign eschangc derivative 'igrcemcnts, which would require cash payments All of 
these events would likely reduce Duke Energy's liquidity and profitability ani1 could have a material adverse eiiect on Duke Energy's linancial position. results 01 operations or cash flows 

Dulie Zriwgy rr./ii.s on ncccss to slrurt-ti*rnt iiioncj, itinrkets nnd lotigcr-rcriii cnpitnl innrltcts tojinnticc Diilic Erii.ryy's cnpitnl rcquircnieiirs nrid support LWie EIIIY~P'S Iiqiiiility 

Duke Energy's business is fiianced to a large degree through debt and tlie maturity and repiyment profile ofdebt used to finance investments olien does not correlate to cash flows from 
ticeds, nirdDukc Eiicrgy's nccess tu those irinr/iets cnti be ndsersc!in nfficled bjt ii number of cwirlilions, itiniij' rflw/iic/i nrc b ~ i ~ o r i r ~ D u / i r ~ t i e r ~ ) ~ ' ~  cotrhol 

Duke Energy's assets Accordingly. Duke Energy relies on access to both short-term money markets and longer-term capital market. 
s2tislied by the cash flow lrom Duke Energy's operations and to fund investments originally financcd through dcbt iiistruinciiL5 with disparate iiiaturitics li Iluke Energy is not able to acccss 

capital a t  competitive rates, Duke Energy's ability to linance Duke Energy's operations and implement Duke Energy's strategy will bc adversely nilccterl 
Ivlarket disruptions may incrljlse Duke Energy's cost of h r r o w i n g  or adversely an'ecl Duke Energy's ability to access one o r  more iinancial markets Such disruiitinns could include. 

economic downturns; the bankruptcy of an unrelated energy company: capital market conditions generally; market prices Tor eleclricil)~ and gas: terrorist ;ittacks or threatened attacks on Duke 
Energy's facilities or unrelntcd energy companies; or the overall henlth of the energy industry Restrictions on Duke Energy's ability t o  a c c e s  tinancia1 markets may also airecl Duke Energy's 
ability to  esecute Duke Energy's business plan as scheduled An inability lo access capital may limit Duke Energy's ability to pursue improvements or acquisitions that  Duke Energy may 
otherwise rely on  for future growlh 

source oiilquitllr). for c;ipitnl rcquircmeiits not 
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Duke Energy inaintains revolving credit facilities to iprovitle back-up lor commercial paper programs and/or letters of credit at various entities I hese Iacilitics typically include financial 
covcnank which limit the amount ol debt that con he outslanding as a percentage of the total capital for the specific entity Failure to maintain these covenants at a particular entity could 
preclude Duke Energy from issuing commercial paper or Duke Energy ;ind its alfiliates lmm issuing letters ol'credit or Iborrowing under the revolving credit facility i\ddilionally. failure lo 

comply with these financial covenants could result in  Duke Energy being rcquired to immediately pay down any outstiinding amounts under other revolving credit agreements 

Ciirrort Lcw1.s of hfnrlid I'olntilitir lire Lhi~~r~~c~~ilcii t i~il  
Ihe capital and credit markets have been eqxriencing extreme vo1;itility and  disruption In recent months. the vo1;itilily and disruption have reached unprecedented levels In some cases. 

tlic markets liavc exerted downward prcssurc on  stock prices and  credit avaihbility for certain companies A portion d D u k e  Energy's borrowings I iavc been issued in the c~minerc ia l  p a p a  
markets and. although Duke Energy has continued to issue commercial paper, there ciin he no  assurance that such markets will continue to h e n  reliable source nf short-tcrm linancing lor Duke 
Energy I1 current ILlielS of market disruption and volat i l i ly  continue or worsen, Duke Energy may be lbrced to repay commercial paper as it hecomes due or to meet its other liqiiidity needs by 
iurther driiwing upon contractually committed lending ;igrecmcnts primarily provided by global hanks. although there is no assurance that  d1e conimitmenLs made by lenders under Duke 
Energy's master credit facility will he avriilahle d-needed due to the recent turmoil throughout the financial services industry This could require Duke Energy to seck other funding sources 
However, under such extreme miirkct conditions, there ciin be no assurance other funding sources would b e  available or suriicient 

Dulie Eiiergi2's bivestiiieiits niiilprojects locnterl outside o / t h  1JiritedStntcs cxpascDukc Eiimg)i to rislw relntcd to Imvs ofother couirhies, t , ecorrotttic co~lllit;o~ls, polihcul 
roitdtioiis nirdpolicies o/ foreigii gowriwretrts These risks mni* rleliry or reduce Dulie Firergfs renlkntioii of idirefioitr  nrrke Etierr.gl.'s iiiteriintioiinl projeds 

conditions in some of the counlrics wliereDuko Encrgy has intercsts or in which Duke Energy may cspiplore dcvclnpmcnl. acquisition or invcstmcnt oppoitiiiiitics could prescrit risks related to. 
among others, Duke Energy's ability to obtain financing on suitable terms. Duke E.nergy's customers' ability to honor their obligations with respect to pri>Jects and investments, delays in 
construction, limitations on  Duke Energy's ability to enforce legal rights, and interruption of business, as well as  risks of war, expropriation, nationalization, renegotiation. lr:ide siinclions or 
nullification ofesist ing contracts iintl changes in liiw. regulations. market rules or tas policy 

Duke Energy currently owns and may acquire andlor dispose of material energy-related investments and projects outside the United St;ites f i e  economic. rcgul;itory. market and politiciil 

Dulie Eiiergv's imwtiiieiits n t i d ~ ~ o j e c l s  locnted ounide o/tlic UmitcdStntes aposeDuIie Eiiergi! to r i s h  relnted tofluctunfions iii  cirrrmg, rntcs These I i s h ,  niidDrrlie E~rergi 's 

Duke Energy's operations and investments outside the United States espose Duke Energy to risks related to fluctuations in currcncy r a m  As each local currency's value changes relative 
octiiiticu to itntigntc sudr risks, nta"i8 ndiwse!ij rifled L)ulic Eirergv's cn.sli~7oii~s mid results of opcrotioirs 

to the U S dollar-Duke E,nergy's principal reporting currcncp-the value in U S  dollars o i  Duke Energy's assets and liabilities i n  such locality and the cash f low gcncroterl in such locality, 
expressed in U S dollars, also change 

Duke Energy selectively miligatcs sonie risks associated with foreign currency fluctuations by. m o n g  other things. indexing contracLs to the U S dollar andlor local in1l;ition r a w .  
liwlging through debt dcnominatcd or issued UI die foreign currency and hedging through lorcign currency derivatives These cfiorts. hiiivever. may nnt he elfcctive an& in some cases, may 
e s p s e  Duke Energy to other risks t ha t  could negatively ncect Duke Energy's cash floivs and results of operations 

in an estunated net alier-tax loss on the umslation of local currency earnings of approsimately $1 0 million in ZOO9 The consolidated balance slicets would be negotively imp;icted by such 
deviiluation by approsimately $1 20 million through cumulnlive currency trnnslation adjustments 

Duke Energy's primary foreign currency rate exposure is to the Brazilian Real A 10% devaluation in the currency exchange rate in all o i D u k c  Energy's exposure currencies would result 

Duke Eiicrgi> is exposed f o  crcilit risk oJrlre nrsloiircrs mid coioitcrpnrn'es i i i f lr  idiom Duke Eiiergij docs busbless 
Adverse economic conditions affecting. or financial difficulties of. customers and counterpartics with whom Duke Energy docs business could impair tlic ability n i  thcse customers and 

counterparties to pay for Duke Energy's services or fulfill their conlractual ohligation?, including loss recovery  payments under insurance contracts. or cause them to ilelay such payments iir 
obligations Duke Energy 
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rlqxnds on these customers and counterparti- to remit payments on a timely basis Any del;iy or de1;iult in payment could iidvcrscly affect Duke Energy's cash llows, linanciiil position or 
results of operations 

Poor iiiwsttrrcw performmice o/pe:iuioii plnii lioldings ntid 011iw fnctors inipnctiiig peruior! plmt cosrs could utifiniwnhly iriipnct Dulie Eriergv's l i q i d i o l  nnd rcsulrs ojoperntiom 
Duke Energy's costs 01 providing non-contributory defined bcnclit pension plans arc dependent upon a number ol lactors, such as the rates of return on plan assets, discount rates, the 

level o i  interest r:ites used to measure the required minimum funding levels ol-the plans. ruture government regulation and Ruke Energy's required or voluntary contributions made to the plans 
While Duke Energy complied with the minimum lunding requirements as o i  December 31, 2OOS. D&e Energy has certain qualified U S pension plans with obligations which exceeded the 

other factors impacting Duke Energy's cost5 as  listed above. Duke Energy could be required to iund its plans with signilicant amounts of ciish Such cash funding obligations could have a 
material impact on Duke Energy's financial position, results ol operations or cash llows 

. by approximately $1,308 million \Villiout sustained growth in die pension invcstincnts owr trine to increiisc tlievaluc nf Duke E.nergy'$ plan assets and depending upon the 

Dul;e Energin is srchject to numerous  oivirorrrne,rtnl Imw mid r q u l n t i o m  tlrnt require aigirificn~tt cnpitnl mpeiiditures, cnii iiicrensc Duke Lircrgir's cost of operntioirs, nit$ ivliiclr mnj,  

irripnd or limit Diike Etiergj,'r brrsinrwplnits, or rwpnsc i>rrlie Eiiergir to eiiiiroitirtmtml IinIN'lities 

NO,. SO2 and mercury emissions in the U S  , or potential iuture control 01 greenhouse-gas emissions). water quality. wastewater discharges. solid \ws te  and hazardous \vaste These laws and 
regulntioru; can result in increased capitol, operating. and other costs T h e x  laws and regulations generally require Duke Energy to obtain and comply with a wide variety oienvironmental 
licenses, permits. inspections and other approviils Compliance with environmentol l a w  and regulations can require significant expenditures, including expenditures lor clean up costs and 
dilnisgcs arising out o i  contamintited propcrtics, and lailurc to comply with cnvironmcntiil regulations inny r a u l t  in Uic imposition oflincs,  penalties nnd injunctive measures iiifecting 
operating assets The steps Duke Energy tiikcs t o  cnsure that  its faci l i t ies are in compliiince could be prohibitively expensive As a result, Duke Energy may be  required to shut down or alter the 
operation o i  its iacilities, which may ciiuse Duke Energy to incur losses Further. Duke Energy's regulatory rate structure and Duke Energy's contracts witti customers may not necessarily allow 
Duke Energy to recover capital costs Duke Energy incurs to comply with new environmental regul;itions Also, Duke Energy may not be able to obtain or maintiin from time 10 time all 
required environmental regulatory approvals Tor Duke E.nergy's operating assets or development projects If there is a delay in obtaining any required environmental regulatory approvals, i i  

Duke E.nergy fails to obtain and comply with them or iTenvironmentiil l a ~ s  or regulations change and become more stringent, then the operation of Duke Energy's Iacilities or the development 
of new liicilities could be  prevented, delayed or become subject to additional cos& Although it is not expected that thc cosb of complying with current environmcntiil regulntions will have a 
material adverse cifect on  Duke Energy's financial position, results of operations or cash Ilows, no  iissurnnce can be macle that the costs of complying with cnvironrncrital regulations in b e  
future will not have such an effect 

There is growing consensus that some form oi regulation will he forthcoming at  the federal level with respect to greenhouse gas emissions (including carbon dioxide (COz)) and such 

in addition, Duke Energy is generiilly responsible for on-site liabilities, and in some cuscs offkite l iabilities, associated with the environmental condition o i  Duke E,nergy's power 
generation iac i l t t i e~  and natural gas assels which Duke Energy has acquired or dmeloped, regardless of when the liabilities arose and whether they are known or unknown In connection with 
stime acquisitions nnd sales of assets. Duke Energy may obtain, or Lkl required to provide. indemnification against some environmental liabilities I f  Duke Energy incurs a material liability. or 
the other party to a transaction f a i l s  to mcct its indmnnilicatiim obligations to Duke Energy, Duke  Energy could suiier material losses 

regulation could result in the creation oisubst;inti:ll additional costs in the Ibrm ol-taxes or emission allowances 

D~~cgulnt ioi ,  or restructiiring in !/IC docrric i d u s t r y  N I I ~  res-iilr iii iircrensed coinpetition n ~ r d  uiirecowrerl costs t l int could nrlwrsely nffcct Duke Ene~~ir'sji,i~ircinlpodtioll, resulh 

Increased competition resulting from deregulation or restructi~ring ellorts, including from the Energy Policy Act of 2lJ05, could have a signiiicant adverse iinnncinl impoct on Duke 
ofop~~rntioiis or cnslr flowo nnd  Dukc Energy 'b utiliries' busitrcsses 

Energy nnd Duke Energy's utility subsidiaries and consequently on Duke Energy's results o i  operations, financial position, or cash flows Increased competition could also result in increased 
pressure to lower costs. including the cost of electricity Retail competition and the unbundling of regulated energy and gas  service could have a significmt adverse financial 
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impact on Duke Energy and Duke Energy's subsidiaries due to an impairment o! assets, a lnss 01 retai l  customers, lower profit margins or incronsed costs o i  capital Duke E.ncrgy cannot predict 
the extent and timing of entry by additional competitors into h e  electric markets Duke Energy cannot predict when Duke Energy will be subject l o  changes in legislation or regulation, nor can 
Duke Energy prcdict the impact ol these changes on its financial position rcsuILs ol~operalions or cash flows 

Duke Energy is irrvoli~ed in trrr,trerous l q n l  prncccdi,rgs, tire outcome of which nrc utrcertnbr, nrid rcsohh'nrt ndverse to Didre Ertergir corrld neg,gntir*cly nffcct Duke Etiergy'sfinnrrcinl 

Duke Energy is subject to numeriius legal proceedings, including claims lor d m a g e s  Cor bodily injuries alleged to have arisen prior to 19S5 lrom the exposure lo or use of  asbestos at 
posin'oir results of opcrntiom oi cnsli Jlorvs 

electric generation plants of Duke Energy Carolinas Litigation is subject to many uncertainties and Duke Energy cannot prcdict the iwlcome o l  individual matters with assurance It is 
reasonably possible that the linnl resolution o! some o l  the m;itters in which Duke Energy is involved could require Duke Energy to mnke additional expenditures. in exccss of established 
reserves, over an extended period of time and in n range 01-amounls that could have n material e l k t  o n  Duke Energy's cash nows and results oioperations Similarly, i t  is ransonably possible 
that the terms of resolution cnuld require Duke Energy to change Duke Energy's business practices and procetlures. which could also have a materiol eCiect on  Duke Energy's cash flows, 
financial position or results 01 operations 

of ivliiclt nrc b~i'ortrlDuke Energv's coti~rol 

demand for electricity as  ii result o i  economic downturns in Duke Energy's Irnnchised electric service territories will reduce overnll electricity sales and lessen Duke Energy's cash flows, 
especially as Duke Energy's industrial custoinixs reduce production and. iherclore. corisurnption of clcctricity and gns Aldiough Duke E,nergy's franchised electric business i s  subject to 
regulated ii!!owilble rates or return and recovery 01 certain costs, such :is fuel under periodic IldJUStmenl clauses, overall decline5 in electricity sold as n re!iuh of economic dolvntum or recession 
could reduce revenues and cash l>ows, thus diminishing results o i  operations Additionally. prolonged economic downturns that negatively impact Duke Energy's results ofoperations and cash 
Ilows could result in f u t m  material impairment charges being recorded to write-down thc c:irrying value ol  certain assets. including gootl\vill. to their respective iair values 

Duke Energy also sells electricity into the spot market or other competitive 1mwer markets on a contractual basis \Vith respect to such transactions, Dukc Energy is not guaranteed NIY 

rate oi return on Duke E n e r g ' s  capital investments through mandated rates. and Duke Energy's revenues and results of operations are likely to depend, in large part, upon prevailing market 
prices in Duke Energy's rcgional markets and other competitive markets These m;irLet prices may lluctunte substantially over relatively short periods ot time and could reduce Duke Energy's 
revenues and margins and hereby diminish Duke Energy's results oi operations 

Sustained downturns or sluggishness iii thc economy generally allect the markets in which Duke Energy operales and negatively influence Duke Energy's energy operations Declines in 

Factors that could impact sales volumcs, genertition oi clectricity and miirket prices a t  which Duke Energy is able to sell electriciLy nrc as follows: 
weather conditions. including abnorm;illy mild winter or summer weather that cause lower energy usage lor healing or cooling purposes. respectively, and ipenods of low rainfall that 
decrease Duke Energy's ability to operate its facilities in an econnrnical manner. 
supply of and demand for energy commodities; 
illiquid markets including reductions in trading volumes which result in lower revenues and earnings; 
general economic conditions. including downturns in the U S or other economies which impnct energy consumption ponicularly in which sales to industrial or large commercial 
customers comprise n significnnt portion oitotal  sales; 
transmission or transportation constraints or inefficiencres which impact Duke Enerby's non-regulated energy operations, 
availability of competitively priced ;alternative energy sources, which are preferred by some customers over electricity produced lrom coal. nuclear or gas plants, and oienergy- 
efficient equipment which reduces mergy demand, 
natural gas, crude oil and refined products production levels and prices. 
ability to procure satisfactory levels of inventorf, such as  coal and uranium; 
electric generation capxi ty  surpluses which cause Duke Energy's nnn-regul;itcd energy plants to generate and sell less clectricity at lower prices and may cause some plants to 
become non-economical to operate. 

* 

* 

* 

* 

* 

* 

* 

. 
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* 

* 
capacity and bansmission s e n w e  into, or out of, Duke E.nergy's markets. 
natural disasters. acts of terrorism. \ v a ~ .  cmbargoes and olher calastropliic events to the extent Uizp affect Duke Energy's operations and markets. as well as the cos1 and availability 01 

inwrance covering such risks. and  
fedcrnl, state nnd Soreign energy and cnvironmentai rcgulotion iind I . 

These factors hiwe led to industry-wide downturns that  h a w  rcsulled in t l i t  slowing down or stopping of construction of new power pliinb nnd iinnouncements by Duke E,nergy iind other 
energy suppliers and gas pipeline companies of plans to sell non-strategic assets. subject l o  regulatory constraints. in order l o  boost liquidity or strengthen balance sheets Proposed s i l k s  by 
iirlier energy suppliers could increase thc supply of the types of assets tha l  Duke Energy is attempting to sell In addition. recent FE,RC actions atldrcssing power market concerns could 
negatively impact the marketahilily of Duke liiicrgy's electric generation 

Dulie Eiiergv's operntiiig ra i i l ls  iiinyJ71ictunte oii n sensoiinl mid qunrtcrlr bnsis 
Electric powcr generation is gencrally a seasonal business In most parts o i t h e  United States and otlicr markets in which Duke Energy operates. demand for power peaks during the 

warmer summer months, wiUi miirket prices typiciilly peaking 01 Ihst time In other areas. demand for power peaks during the winter Furlher, cstreme weather conditions such as hen1 waves or 
winter storms could cause these seiisonal ilucluations to be more pronounced As ii result, in the future, the overall openiling results of Duke Energy's businesses rnay Iluctuate substantially on 

Dulie Eiiergv's biibiiiess is subject to exteiibive regulntioit flint will nJfec-1 L)u/ie Etrrn.gs's opernh'oiis mid costb' 

Duke Energy is subject 10 regulation by FERC and the NRC. by federal. state and loc31 authorities under environmcnlal l a w s  snd  by state public utility commissions under l a ~ s  regulating 
Duke Energy's businesses Regulation aficcis almost every aspect ofD& Energy's businesses. including, among other things, Dukc Energy's ability to take fundomental biainess management 
iictions; determine the t e r m  and rates of Duke Energy's triinsmission and distribution businesses' services, make iicquisitions, issue equity or debt securities; engnge in transiictions between 
Duke Energy's utilities and other subsidiaries and affiliates; and the ability of the operating subsidiaries to pay dividends to Duke Energy Changes to these regulations are ongoing, and Duke 
Energy cannot predict Uie luture course of changes in this regulatory environment or the ultimate efiect that th is changing regulaloqr environment will have on  Duke Energy's business 
Howevcr, changes in regulation (including re-regulating previously deregulated markets) can cause delays in or ail-ect business planning and transactions and ciin substantially increase Duke 
Energy's costs 

A'LW Inws or rcgulntions couldliniv n iiegnnse iiiq7flcr oil Duke Etiergi,'s results ofo~~crnnoiu- 

Changes in laws and regulations affecting Duke Energy, including ncw accounting stondards could chiingc the wny Duke E.nergy i s  required lo record revenues, expenses, asscts nnd 
I ia lx l i t ies These types ofregulations could have a negative impact on Duke Energy's financial position, cash flows or results of operations or access lo capital 

Potcntid terrorist 11ctii.itics or nd/itwj, or other nctionu could n i / i ~ i v s c / j ~  flffLTtDvkc ~ i r c r g v ' s  bllsincsr 
The continued threat of terrorism and die impact of retaliatory military and nthcr action by the United Slates and its a l l i es  may lead to increased political, economic and financial market 

instability and volatility in prices for niilural gas and oil which m:iy materially advcrselv afI5ct Duke Energy in ways Duke Energy cannot predict zit this time In addition, future acls of 

terrorism and any possible reprisals iis a consequence of action by the United Stales and its allies could be directed against companies operatins in the United States Infrastructure and 
gcnerotion facilities such as Duke Energy's nuclear plnnts could be  potcntinl tiirgets 01 terrorisl act iv i t ies The potential for terrorism hils subjected Duke Energy's operations lo increased nsks 
and could have a material adwrse  efrect on Duke E,nergy's business In particular. Duke E.nergy may eqxr ience  increased capital and operatin!: costs lo implement increased security for i l s  

plants,  including its nuclear power plants under the NRC's design basis threat requtrements. such as addilional physical plant security. additional security personnel or additional capability 
following a terrorist incident 

The insurance industry hiis also h e n  disrupted by these potential events As a result, the availability of insurance covering rislis L3uke Energy and Duke Energy:)"s competitors typically 
insure against may decrwse In addition, the insurance Duke Energy is able to obtain may have higher deductibles. higher premiums. lower coverage limits and more restrictive policy terms 

Additional risks and uncertainties no1 currently known to Duke Encrgy or that  Duke Encrgy currently deems to bc immatciial also rnay rnaterially adversely affect Duke Energy's 
linnncinl condition. results of operations or cash flows 



Itcni 1 R. llnrcssolvctl ShlT Coniiiicnts. 
None 

1 tCl1l 2. 1'1opel-tics 

As dDcccinhcr 31, 21108, U S Franchised Electric and Gas opcrntcd tlirec iiuclcar gencrating stations with a combined net capacity of 5,173 A,nV (including an approsimatc 19?4 

ownr.rship in the Catnwba Nuclear Station), Mteen coal-fired stations with a combined net capacity u i  13,472 h,nV. (including a 6996 ownership in the East Bend Steam Station and an 
;tpprosiniate 5091 ownership ~n Unit 5 of the Gibson S t a m  Station), thiriy-one hydroelectric stations (including two pumped-storage lacililies) with a combined net capacity of 3.263 b%V, 
liltecn C 1  stations with a combined net capacity of 5.245 MW and one CC station with a nct capacity oi2S5 hflV nie stations are locatetl in North (hol ina,  South Carolina. Indiana. Ohio 
and Kentucky The MU' displayad in the table below are bosed on summer capacity 

I O l l l l  M \ V  Ol~liCd h'nv Ialcrcst 
iV:tme Capncity Capacity liucl Luc:ttion (pcrccnl:~ge) 

(3;irol inas 
C)conec 
Cstitwbn 

Belews Crcck 
hlcGuirc 
hhrsholl  
Bad Creek 
Lincoln CT 
Allen 
Rockingham C I 
Clilfsicle 

locasslz 
h,Lill Crcck C? 
Riverbend 
L ee  
Buck 
Cowans Ford 
Dan River 
Buzzard Riiust C l  
K:CO\\%C 
Riverbcnd CT 
Buck CT 
Dan Rivcr CT 
L e e C r  
Other small hydro (26 plants) 
Midwest 

Gibson'"j 

cayuga(uj 
Wnbash Ri\?r(") 
Esst 13cnil 
Alitdison CT 
Galhgher 
Woodsdale C I_ 
W h ~ a t l a n d  C'i 
Nobles\'ille CC 
A,liomi Fort (Unit 6) 

E dtv;irdspnrt 
I-Icnn* County CT 

h h m i  Wabash CT 
Connrrsvillc CT 
hhrkliind 

Total 

c ; ~ ~ ~ ~ ~ : ~  (3 r 

2,538 
2,258 
2,220 
2.200 
2,078 
I ,360 
1,167 
1,145 

825 
760 

730 
595 
454 
3 70 

369 

325 
276 
I96 
I52 
1211 
93 
S 5  
S4 

651 

2,538 
435 

2.220 

2.2iIl) 

2,076 
1,360 
I .257 
1,145 

825 
760 

730 
S95 
454 

370 
369 
-325 
276 
I96 
I52 
120 
9.3 
85 
84 

651 

3. I32 LS2?  
1.005 I .00s 

676 676 

600 414 
596 596 
561) 56n 

j o i  5u1 
460 460 
2 S 5  2S5  
163 I63 
150 I60 
135 I35 
106 106 
96 96 

86 86 
45 45 

29,151 27.436 

Nuclwr 
Nuclear 

Coal 
Iiuc I car 

Cool 
I-lydro 

Nnrural gnsFuel oil 

Coal 
Natural gnslFuel oil 

Coal 
tlydro 

Natural gnslFucl oil 
Coal 
Coal 
Coal 

Hydro 
Coal 

Natural gaslFucl oil 
Hydro 

Natural gasiFuel oil 
Natural gasFuel  oil 
Natural g s F u c l  oil 
Noturol gaslFuel oil 

Hydro 

Coal 

Coalil'uel oil 

CoallFuel oil 
Coal 

Nitturd gas 
CIXll 

Natural gadfropone 
Natural gas 
Natural 211s 

CoallFuel oil 
CoallFucl oil 
Nnturol gas 

Natural gas/l;ucl oil 

Fuel oil 
Fuel oil 
Hydro 

SC 
SC 
NC 
NC 
NC 
SC 
NC 
NC 
NC 
NC 
SC 
SC 
NC 
SC 

NC 
NC 
NC 
SC 
SC 
NC 
NC 
NC 
SC 

NC/SC 

IN 
IN 
n\i 

K Y  
011 
IN 
013 
IN 
IN 

011 
M 
IN 
IN 
IN 
IN 
IN 

100% 

1925 
100 

100 
1c10 
1 (10 

100 
100 
100 
1 no 
100 
100 
100 
100 

1 00 
100 
100 
100 
100 

1 110 
100 
100 

1 00 
100 

90 

100 

100 

69 
1 no 
100 
1 no 
100 
11:10 

100 
I iio 
100 
1c10 
100 
100 
I 0ci 

( A j  
(B j  
( ( 2 )  Ii~cludes \Vabash River IC 

Duke Energy Indiana owns and operates Gibson Station Uni~s 1-4 and owns 50 05% ol Unit 5. but IS the operator 
Includes Cayuga Iiiternol Combustion (IC) 
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Ln addition. as n l  December 31. 7OClS, U S Franchised E.Iectric and Gas owned approsimatcly 20,900 conductor miles o l  elcctric transmission lints. including 600 miles io1 525 kilowlts, 
1.800 miles ol i - I 5  kilovolls. 3,300 miles ol 230 kilovolts, S,SOO miles n i  11)O lo 161 kilo\dts,  and 6,-100 milus o1 I3 to 69 kilovolts U S I;nnchiserl Electric and Gas also owned 
approximately I50.90U conductor miles ofelectric dislribution lines, including 103,300 miles oloverhead lines and J7.600 miles of underground lines, as of December 51. 700s and 
approsimotely 7,200 miles d g a s  mains and sewicc  line5 As of December 3 1, ?OOS, the electric transmissinn and distribution systems had approsim;itely 2.3il0 substations U S Franchised 
Electric and Gas also owns two underground caverns with a total s1or:igc capacity of tipproximately 16 million gollons OS liquid propane In addition. U S Franchiscd Electric and Cas has 
:iccess to 5 5 niillion gallons of liquid propane storage and product loan through a commerciiil services agreement with a third party This liquid propane is used in the three propanelair prnk 
shaving plants loc;iicd in Ohio and Kentuchy Propanelair peak shaving plants vaporize the propane ;and mis  with naturtl  gas to supplement the natural gas supply during peak demand periods 
and cmcrgencics 

Substantially a11 01 U S Fr;inchiscd Electric and Gas' ~ l e c b i c  plant in se~vice  is mortgaged under the indenture relating to Duke Energy Carolinas'. Duke Energy Ohio's :ind Duke Energy 

iFor a map shorving U S  Franchised Electric and Gas' propcrties. see "Business-U S Franchised Electric and Gas" earlier in this section ) 
1ndian;i's wr ious  series of  Furl and Refunding Mortgage Bonds 

COhIhlERCIAL IW\f EIZ 

Tlie lo l lon ing t,iblc provides information ,ibaut Commercial Poncr's gcncratinn portlolin ab of December 31, 2008 T h e  blW dirplayed in the table klow arc bascd on rummcr capacity 
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[A) 'lherc gcncration iaeililies arc jointly owned by Duke Energy Ohio and suhsidiiiries OS American Electric Power, Inc and Dayton Power and 1 ighl, Inc 
(For a map shmving Commercial I-'ower's properties, see "13usine;s-Commercial I'ower" earlier in this section ) 
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INI'ERNAIIONAL ENERGY 
The following table provides information about International Energy's generation portiolio in continuing operntinns as orDecember 31, ?i:lll8 

1 0 h l  

hlW 
c. :. Nnmc . I p * l C I l ~  

Piiraniiptinema 2,307 

Egenor 510 
DE.1 Guntcmal'i 7R3 
DEI E.1 Siilvodnr .;2s 

Ccrros C o l o r d o s  576 

Elcctroquil 192 

Fucl 
Hydro 

l-Iydro/Niitur:il (>;is 

l-IydroiDicsel 
Fuel OiliDicsel 
Fuel QilIDiesel 

Diesel 

1,scntion 

Brazil 
Argentina 

Peru 
Guatcinala 
El Snlvndoi 

Ecuador 

ApprusiiaaIc 
Owiersliip 

Interest 

(pcrcentzigc) 
95'36 
91 

IO0 
IO0 

90 
8: 

ne-.. 71 
Ir,- --.- - 

Total 4.313 4.iUl 8 

International Energy also owns a 25°~)ecjuity interest in I W C  In 3IlOS, NhIC prnduced apprmimiitely I million metric tons of methanol and 1 million metric tons ofMTBE 
Approsimately 4096 n i  methiinnl is nvrmally used in the MTBE prncluctinn hdditioniilly, lnlcrnationiil Energy owns a 1546 equity interest in Altilii. which is a natural gas distributor that tins 

an escIusivu 3) yeiir license to supply natural gas t n  residenlial and commercial customers within tlic geogrnphicnl area of Athens, Greece (For additional inform:itinn and a map showing 
International EneGy's properties. see "Busin~ss-Inlernniioniil Energy" earlier in Iliis section ) 

OTIIER 
Duke Energy owns apprnsimntelp 5 7 million square fcel ol cnr~yir,~te.  regional and district offcc q x c c  spre:id tluoughoul it?, service terrilorics in (he Carolinas and the Ivlidwesl 

Additionally. Duke Energy lciiscs approsiniatcly 1 5 million square reel ofollice spacc throughout the Carolinos. h4idwcst and in I-Iouston, Texas In February 20n9, Duke Energy cntered into 
a leiise lor iipprosimntely 500,i1@0 squiire ieet oiollice spiizc in Charlotte, North Carolina that will become its now corporate headquarters 

1 teiii 3. Legal PI oceeclings. 

tlie Cnnsnliclaied Financial Statcments. "Commitments and Contingencics-L.itig;,Lion" and "CommitmenLs and Contingencies-Environmental " 

comply with reforestation measures allcgedly required by statc regulations in 13razil Internotions1 Energy believes that icderal law IS controlling and has challcngcd the assessment In addition 
Internationiil Energy was nssessed ii iinc by the federal environmentiil agency, II3AAI.4, in the iimount oi npprosimotely X I  50 thousand for improper miiinlenancd ol esisting reforested areas 
International E n q y  believes that i t  h a s  !properly maintained a11 refnrerted areas and is iilso contesting this assessment 

Item 4" Subinission of' Rhtters to a Vote of Security lloltlers. 

For iniormation regardin!: legal proceedings, including regulatory and environmental matters. sce Note 4 to tlic Cnnsolidatcd Financial Stntemcnis, " l k ~ u l a t o r y  Matters" and Note 18 to 

Ri~ir:rlr~7rtR~~rrlirlo, ,~ Crk l t ro~~ .  On September 5 .  2007. t l ie State Environmenlal Agency of I'nrana assessed iines against Intemalional Energy ofapproximately $10 million for failure lo 

No miiiters were submitted to a vote of Duke Energy's security holders during the fourth qunrier of 2OOS 

3 7  



PAR1 I1 

Itelit 5. RIarliet for Registrant's C'onlnlon Equity, Reistecl S t o ~ l i t ~ ~ l d e ~  RIatters anti Issuer I'urchnses of Equity Securities. 

stockholders of record 
Duke E,nergy's cominon stock is listed for trtiding on the New York Stock Esc1r;:nge (NYSE) (rickcr symbol DUK) As of Fcbniary 2.3. 2009. there were approximately 165,931 common 

Coniiiioii Stock D a h  hy Qiiarlei 

2008 2007 
Stcich Price Stock Price 

Iln ng1C') R;inpe(") 

Di5 idcnrlr 
I_ 

(I 7.3 17 99 1 3 s u  0 22 20 78 

(a) 
(b) 

S~ock prices represent the intra-clay high and l o w  stock pricc 
DiviJends paid in September 2COS and Decemlxr 2OirS increased lilim $11 22 per share ro 9) 23 per share and dividends paid in September 2007 ;and December 2007 increascd from 
$0 21 per sliiire to 60 27 per share 

Dukc Encrpy espects to continue iis policy v i  payins rcgular cash dividcnds. howc\.cr. thcrc: is no assuiiince ns to thc ::mount of future dividcnds because they dcpcnd on iuturc earnings. 

Duke Energy's operating subsidiaries have certain restrictions o n  their ;ibilily to transfer lunds in Uie Corm of di\4dends or loiins lo Duke Energy See "Liquidity and Capital Rerources" 
capital requiremenlr, and finnnciiil condition, and are SUbJecl to rleclomtion by the Boiird of Doectors 

within "Management's Discussion and Analysis of Financial Condition and Resulrs vTOperations" Tor Iurther infnmmtion regarding these reslriclions and heir  impacts on Duke Energy's 
liquidity 

Issuer I'urchnses o f  Eqiiily S ~ ~ i ~ i i t i e s  ror liourtli Qiiaitcr 01 2008 
There were no repurchases ol equiry securities during the fourth quarter of 311118 
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Stock I'cr Ib rniii rice G r a  pli 

compared with the Standard 9r P ~ I ' s  (SBP) 500 Stock Index and Uie Phil;idelphia Utility lndes Tor the five-year period Xl(1-L through 700s 
The perlormonce graph below illustrates a five year comparison 01-cumulative total returns based on  ;in initial invsslment ol $101) In Duke Energy Corporation common stock, as 

This performance cliart assumes $ 1  00 invested on December 3 1. 71103 in Duke Energy common stock, in the S 6 P  500 Sioct Index and in the Philadelphia Utility Index and that a l l  
dividends tire reinvested 

Coinperison of Cumulnlivc Five Year TDIRI Rclurn 

$ 0 :  -,- 
2003 2004 2005 20w 2007 2W8 

NYSE CEO Certification 
Duke Energy has filed the certification of its C h i d  Esscutive OTiicer and Chief Fin;inci;il Oiiicer pursuant to Seclion 3 i i l  of the S;irbanes-Osley Act o i  ?if12 tis csliibits to this Annual 

Rcporl on Form IO-K for the year ended December 31, ?OOR In blay 111116, Dukz Encrgy's Chief Esccutive OTliccr. ins required hy Scclion 3 i IM 1 ?(t i)  ol lhe NYSE Listcd Company Monunl, 
certified to the NYSE that ho ivas not oivare of any violation by Duke Energy o f  the MYSE's corporate governance listing standards 
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Item 6. Selected Finmcial Ihh . (" )  

Onentinc income ? i l l  7,493 I , S ? I  1,4i6 l)141 

Ratio ol Earnings to Fi\ccl Charge5 
C 

dt i iq  itcm 
Bnsic 
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( a )  Signific;int transactions reflected in the results above include: 2007 spin-olT ol the natural gas businesses (sec Note I to the Conso1id;ited Financial Siotements. "Suminaiy of Significant 
Accounting Policies"), 2006 merger with Cinergy (see Note 3 to the Consolidated Financial Statements, "Acquisitions and Dispositions of Businesses and  Sales of Other Assets"), 2006 
Cresceni joint venture transaction and su bsequent ileconsolidalion e t k t i v e  Scptembcr 7. 2006 (see Note 3 to the Consolidated Finmcial Statcments, "Acquisitions and Di.spiisitions of 

former DENA Southeast plants 
?OOB increase primarily attributable to issuance of approximately 31 3 million sliares in connection witb Duke Energy's merger with Cinergy (see Note 3 Lo the Consolidated Financial 
Statemenis, "Acquisitions and Dispositions oi Biisinesscs ;and Salcs of Ollier Assets") 
2007 decrease due to the spin-ofCoCtlie natural gas bus insses  to shareholders on January 2 ,  2007 as  dividends subsequent to the spin-olf were split proportion:itely between 13uke knergy 
and Spectra Energy such that the stim o f t h e  dividends of Uic two stand-alone companies approximated lhc former total dividend of Duke Energy prior to the spin-olT 

s ond Sales o i  Other Asscts"). 2005 DENA disposition, 2005 deconsolidation of DCP Midstreom eITectiw July I ,  21105, 20115 DEFS sale of TE.PPCO and 2OCJ-1 srilc of the 

(b) 

(c) 
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Item 7. M;inage~~ient's 1)ixussion nncl Anolysis of Finnnci;d Condition nncl Results of Operations. 

INTRODUCTION 
Management's Discussian ;and Analysis should be read in conjunction with the Consolidated Financial Stiitements and Notes [or the y e m  ended Dtcemher 31. 700s. 2007 and 7016 
On lonuor)! 2. 2007. Duke Energy completed the spin-oil of its natuml gtis business to shareholders. as  discussed below Accordingly, thc results o i  operiitions of Duke Encrgy's Natural 

Gas Tiansmission business segment and Duke Energy's XID% ownership interest in D C P  Midstream have been reclassified to discontinued operations for all periods presented Additionally. in 

April 2OtJ6. Duke Energy consummated the merger lviili Cincrgy 

ESECUTI\'E OVERVIE\I '  
2008 Fin:inci:tl Rcsulls Pnr the year-ended Dccemlxr 51, 200S, Duke Energy reported net income of $1,362 million and basic and diluted earnings per share (FPS) of $1 OS and SI 07. 

respectively. as compared to  net incoine o1 $1.500 million and basic and diluted EPS of $1 I ?  and $1 IS.  respectively. inr the year-ended December 31. 2iJO7 lncome Irom continuing 
operations \vas $1,279 million for 70iJS a:$ cornpiired to $1,572 million for 70117 Total reportable segment EBl l -  (defined below in "Segment Results" section n i  Aliinngement's Discuswon and 
.i\nalysis of Fmancial Condition and Results of Operations) increased to 53,07i million in 20ClS from 52,971 million in 2007 

business segments. as  w c l l  as Other 

plans to spend approxim;itely $25 billion on capital expenditures, with approximately 51 8 billion anticipated to support the U S Franchised Electric and Gas segment During 70118 and early 
2009. Duke Energy achieved importitnt ~niIcstoncs with various state and fedcral regulators rclated to future capital projects In the Caiolinas. the North Carolina Dep;irtment ol E~nvironment 
and Natural Resources (DENR) issued the final air permit ior Cliifsidc Unit 6,  the state of the nrt coal generation unit a i  Duke Energy Carolinas' axisling ClilTsidc Stenm Station mil Duke 
Energy Carolin;,r entered into an  engineering. procurement, construction and  commissioning services agreement u ~ t h  an aifiliate o i  lhe Shaw Group, lnc related to participation in the 
cnmtruction oi ClilTside Unit 6. which has ii current cost estimate oTapproximately $2 4 billion. which includes approximately $0 6 hillion o1 alloivancc for funds used during construction 
(ir\FUL?C) On Octobcr 14. 2iiiJ8, Duke E n c x y  Carolinas submitted revised hazardous air pollutant emissions determination documentation including rcvised emission source information to 
North Carolina Deliaflment 01 Air Quality (DAQ) indicating that no  maximum acliievnblc control technology (bL4CT) or h.lAC'r-like requirements apply since CliUside Unit 6 has been 
demonstrated to be a minor source of hazardous air pollutants On October 24> 2OOS, Duke Energy Carolinas filed to amend its air permit  to include emission l imits to assiire the public of the 
minor source status oTCliffside Llnit 6 As of December 31. 7110s. the Cliffside Unit 6 project \vas approsimately 3096 complete Duke Energy Carolinas is also continuing to seek all necessaw 
regulatory approvals fix the proposed \Villitm States Lee Ill Nuclear Station, including December 21107 filings of n Combined Construction and Operating 1 icense (COL) iippliciilion with the 
Nuclear Regulatory Commission (NRC),  which mas approved tn February 20OS, and requests to incur u p  to 5230 million in development costs through 2009, which were approved in 200s 
Although these actions arc necessary steps as management continues to pursue the option of building a new nuclear plant. submitting these applications does not commit Duke Energy 
Carolinas to build a nuclear unit ln Indiana, t l ic  Indiana Utility Regulatory Corninision (IURC) issucd an order in Novnnbcr 2007 granting Duke Energy Inrliana a Ccrtificatc of Public 
Convenience and Nccessity (CPCN) for the [proposed 630 megnivatt (MW) Integrdtcd Gasification Combined Cycla (1GCC) power plant at  the Edwardsport Generating Station. and 
cnnstruction is underway The ordcr also approved the timely recovery of costs relatecl to the project On January 7, 2009, the ILIRC approved Duke Energy Indiam's first semi-annual IGCC 

Rider including a new cost estimate for the IGCC Project of $2 35 billion (including approximately $1 25 million o1 AFUDC) and cost recovery associated with a study on carbon capNre Duke 
Energy lndiima has begun construction on the Edwardsport 1GCC pliint and entered into a $100 million ag inccr ing ,  procurement and construction management agreement with Bechtel Power 
Corporation in December 2OiX in connection with the construction of the plant 

A,lanagement is continuing its focus on reducing regulatory lag. which refers to the period of time between making an investment nnd earning a return and recovering that investment 
Ncw legislation (SB 221) wits passed on April 33, 7008 and signed by the Governor of Ohio on  May I .  2008 The ncw law codiiies the Public Utility Commission of Ohio's (PUCO) 

authority to approve an electric utility's stitntlarrl sen7'ice oEer through an electric security plan (ESP), which would allow for pricing structures similar to the current rate sinbilization plan 
(RSP) in Ohio O n  July 3 1. ZflOR. Duke 

2008 Ob,jeclivcs Planning for future capital e\;p;~nsion and the related rcgulatory cost recovery structures was a primary focus in 2Ot:JS Over the period 2009 through 201 ?, Duke Energy 
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Energy Ohio iilcd a new generation pricing lormula to be ellectivc January I .  ?iiO9, when the RSP is scheduled to expire Among other things. the plan provides pricing mechanisms ior 
compensation related tu tlie ;idvanceil energy, renewsbles and energy efficiency portfolio standiirds stablished by Si3 221 On Cktober 27. 2il08 Duke Energy Ohio iiled a Stipulation which 
results in a residenual net rale increase 01'296 in 2009 and in 201 0. and a non-residential rate increase 01 246 i n  2009. 2010 and 201 1 The Stipiilalion also allows the rccovcry of expenditures 
incurred to deploy SmanGrid infrastructure modemimion technology on the distribution system The recovery o i s u c h  espenditures. net of savings, is subject to an annual residential revenue 
cap Furlhcr, the Stipuliition allows lor the implementiition ~l ii new energy elficicncy compensation model, referred to as Save-A-WotI. to iichieve thc energy eiliciency mondatc pursuant to 
the recent electric energy legislation On December 17.  2Oi18, the PUCO issued i ts  finding and order, which adopted a modified Stipulation approving Duke Energy Ohio's ESP Specifically, 
the PUCO modified tlie Slipulalion to permit certiiin non-residential customers to opt out of utility-sponsored energy elTicieiicy iniliiitives and to allinv residential governmental aggregation 
custoincrs who leave Dukc Energy Ohi 'tcm to avoid some charges Applications lor rehearing oltlie PUCO's decision have been filcd by environmental groups iind a residential custoiiicr 
;1dvocate group 

Prior to December 17. ZIJOS, Commercial Power did no1 apply the provisiflns of Financial Accounting S1;indnrds Board (FASB) Statemcnl of Financial Accounting Standards (SFAS) 
No 71. ",.1ccoir,iri,i~,/b1- rhc iT(pcrr q/ Ccrrmfi 7 i y c >  ~ ~ R ~ ~ I ~ ~ C I ~ I O ~ I , ' '  (SFAS No 71) due to tlie comprehensive electric dercgul;ition legislation passed by thc state o i  Ohio in I999 The approval 
of the ESP and SB ? ? I  substiintially increased the l'Ul3O's oversight nulhority over generution m tlie state o i  Ohio, including giving the PUCO complete approval of generation rates nnd !he 
establishment oi an earnings test to determine fa utility has earned significantly escessive earnings Duke Energy Ohio determined that certain cosls .and related rates (riders) oiCommercial  
Power's openlions related lo generalion serving native load meet llie criteria established by LPAb No I 1  lor regulnlory accounting reiiIniBiit AS 
certain !portions o i  Commercial Power's operations, Commercial Power's iuturc results rvi l l  hc sub~ect  to less volalilily that had b z n  caused by the timing of under-and-over collections of 
certain costs, as well as  the impacts o i  mark-to-market activity on  certain coal and power derivatives 

The seltlcmcnt c;illcd Tor an iiniiual rweriue i n c r o w  01 ;ipproximalely $1 Y million in b;isc rcvcnuc. or 3?6 o w  currcnl rcvcnuc, permitted continued rccovcry of costs through 201s for Dukc 
Energy Ohio's accelerated gas  main replacement program iind permitted recoveg  of carrying costs on gas stored unclcrground viii its monthly gas cost adjustment filing Certnin rate design 
issues, which were unresolved at the time o i  the settlement, are currently under appeal at the Ohio Supreme Court 

. .  

On February ZS, ZOOS, Duke Energy Ohio reached ii settlement agreement with the PUCO Stall and all of the intervening parties on its request for an incrcnse in natural gas base rates 

On lune 15. 200s. Duke Energy Ohio filed notice with the PllCO that it will seek a rate increase lor electric delivery servicc of approximately 586 million. or 4 8 4 6  on total electric 
FCVC~UCS, t o  be  eifcctive in tlie second quarter 01 ?(IO9 h h a g e m e n t  expects the ratc case Lo be resolved by mid-XI09 In addition, Dukc Energy intends lo file for electric rate increases in 
North Carolina and South Carolina in 201r1, with rates becoming cll'ective in 201(1 

customers and our sitareholders 10 prosper in a carbon-constrained environment includes significant commitments to renewable energy. customer energy efliciency. advanced nuclear power, 
ntlvanccd clean-coal and high-en'iciencp nntural giis electric gcncrating plants, and retirement of older less efficient coal-fired power plsnts In order to cspund its wind energy operations, 
Commercial Power, through Duke Energy Generation Services (DEGS). acquired the wind power developmen1 a s se i~  o iEnergy  Iiiveslor Funds from Tierra Energy in Ahy 1007 and, in 

September ZOOS. acquired Cot;imount Energy Corporation (Calamount) I-rom Diamond Castle Partners DEGS currently lias approsimntelp 370 net kW of wind energy in operation and well 
over 5,000 knV of wind cncrgy projeca in the development pipclinc On Junc 6. ZiIOR, Duke Energy Carolinas filcd an application with the NCUC for approval o f a  Solar Photovoltaic 0)V) 
Distributed Generation Program The application seeks authorization lo invest approsimalely S100 million l o  install approximately S50 solar PV facilities an customer rooftops nnd other 
customer and company owned propcrty over a two-year period, resulting in a total generating capacity of 20 EvnV On October 20, ZOOS, Duke Energy Carolinas filed rebutlal testimony, 
agreeing to reduce !he size of the p r o g r m  to an  inveslment of approximately $50 million to install a total generating capacity o i  10 kfW to address concerns raised by other parties to the 
proceeding On December : I ,  ZIJOS, the NCUC issued its Order Granting the CPCN subject to certain conditions 

h h a g e m e n t  i s  also making progress o n  increasing the role energy ef'ficiency will have in meeting customers' growing energy needs Energy efficiency is considered a "f'ifth fuel" in Ihe 
portfolio available to meet customers' growing needs for elcclricity. along with coal. nuclear, natural gas and renewable energy During 2097. new energy eCiiciency plans were filed in Nonli  
Carolina, Soulh Carolina and Ind ims and cnorgy eiliciency programs were expanded m both Kentucky and Ohio The energy eificil-ncy plans filed in North Carolina, 

Global climate change was another primary focus 01 management during 200s Duke Energy's strategy for nieeting customer rlemand while building a sustainable business that allows our 
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South Carolina and Indiana arc Save-A-IVatt programs that would c~mpens i l te  Duke Energy Tor verified r ~ d u c t i o n ~  in energy use and be available to all customer groups In North Carolina, the 
NCUC ruled on Fehwarp 26.2009 to approve llie proposed energy elficiency plan hut did not approve cost recovery ns  the NCUC requested additional information regarding tlie earnings 
potential under Uie Ipraposed Save-A-lVat1 recovery mechanism In South Carolina Uie PSCSC issued a directive rejccting Duke Energy Carolinas' Save-A-Watt energy elxciency plnn on  
February 25,2009 In Indinno. il settlement agreement \viis filed with the iljRC between Duke Energy Indiana and several intervenors and an evidentialy hearing is expected to occur in the first  
ciuarter oi 20123 On December 1. 71108. Duke Energy Kentucky filer1 tin applicntion for a Snve-a-Watt Energy Elt'icicncy Pliin The ;ipplicnlion seeks a new energy eflicicncy recovery 
meclinnism similnr to what w a s  proposed in Ohio and Indian:, 7 he ESP iipproved by the I'UCO, as discussed above, inclu~lcs certain stipulations for Duke Energy Ohio's energy efiiciency 
programs 

Overall, the regulatory iind I ~ ~ i s l a t i v c  accoinplislmicnts during 31108 havc positioned Duke Energy 
Dike Energy 01,jcctivcr - 2 0 0  iind Iicyinid h,laniigement o r n u k e  Energy continues to focus on the following objectives 

Pursue a biilanccd approach to ineeting ruture energy nee& by pursuing new supply opttons, including energy eiliciency. coal gasilicalion, advanced pulverized coal, nuclear. natural 
gas-fired generation and reneiviihle energy, while considering whether they are nvailnble, aiiordablc, reliable and cleiin; 
Pursue low-carhon and no-cnrbon solutions for meeting future energy needs in anticipation of  a carbon.constrained world, 
Control costs. run the businesses efliciently and provide excellent customer service, and 

for 3OU9 and beyond 

* 

The majority oi future earnings arc anticipnted in he contributed lrom Ii S Franchised E lcctric and  Gas, which consists oi Duke E.ncrgy's rcgulatcrl burinesscs that currently own a 
capacity ofapprosimately 28,000 megawatts 01 generation The regulated generiition por~folio consists oi 3 mis of  coal. nuclear, natural gas and hydroelectric generation. with the substantial 
majority ol :ill ol the sales 01 electricily coming lrom coal and nuclear generation facilities Commercial Power has net capacity 01 approrimately 7,550 megawatls of regulated and unregulated 
gcncration, escluding wind assets. oi which ;ipprorimately 4,0[10 megawatts scrvcs retail customers under ttic ESP in Ohio Approximately 75% of International Energy's net capacily of 
i~pproximotely 4,KJCI megawatts oTinstalled generation copci ty  in Latin America consists oi bose loud hydroelectric c a p c i t y  that carries 11 low level of dispatch risk; in addition, for 2009 
approximately 9006 01 International Energy's contractible ciipacity in L atin America is either currently contracted or receives a system capacity payment 

As a result of the downturn in the economy. Duke Energy his esperienced reductions in sales volumes. most notably with respect to industrial customers Management anticipates that 
rccessionary pressures will cnntinue in 2iO9. resulting in essentially llat kilowatt-hour sales in both the Carolinas and tlic Midwest service territories In order to address thrse pressures, 
management is focuscd on containing costs and achieving constructive regulatory outcomes to rnluce rqulntory lag 

is espccted to Liz spent on committed projects. including base load power plants to meet long term growth in custnmer demand, ongoing environmental projects, and nuclear fuel 
Approsimntely 50?6 of capital expenditures tire expected to be used primarily Ibr overall system mninteniincc. customer connections. ond corporate expenditures Although these cspenditurcs 
are ultimately necessary to cnsure overall system mainleniince and reliahility, Uie timing oftlie exl)endilures may be influenced by broad economic conditions and customer growth The 
remaining planned capital expenditures are oi;i discretionary nature and relate to growth opportunities in which Duke Energy may invest. provided there are opportunities lo meet return 
cxpectations along with assurance of constructive regulatory treatment in the regulated businesses Capital cxpcnditures are currently estimated to b e  approximately $4 8 billion in 2009 These 
exponditures arc principally related to cspansion plans, maintenance costs. environmental spending related to Clean Air Act requirements arid nuclear fuel Duke Energy is committed lo adding 
base load capacity at a reasonable price wliile modernizing tlie current generation Iacilitics by repliicing older, less eK~cicnt plants with cleaner. more efficient plants Significant evpansion 
projects include the new IGCC plant ;it Duke Energy Indiana's Edwardsport Generating Station. a new S I 5  M\V coal unit at Duke Energy Carolinas' existing CIiflSide facility in North Carolina 
ond new Ens-fired generation units at Duke Energy Corolinas'esisting Dan River and Buck Steam Stations. as well ins other additions due to system growth Additionnlly. Duke Energy is 
evaluating the potential construction of the \Yillinm St;ites Lee 111 nuclear power plant in Cherokee County, South Carolina Costs related to environmental spending are expected to decrease 
over the live-year period as the upgrades to comply with the new environmental regulations are completed 

As mentioned earlier, during UK five-year period from 2009 to 201 3. Duke E n q g  anticipates Iota1 cqiital erpenililures ol-approximately $25 billion Of this amount, approsimately 50% 

Duke Energy anticipatcs capital cspenditurcs at  Commercial Power will primarily relate to growth opportunities, such cis renewable energy generation projects and environmental control 
equipment, as well :is maintenance on esisting pl:ints Capital espcnditures a t  
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International Energy. which will be fundcd wit11 cash held or raised by International E.ncrgy. will primarily he Tor strategic grnwlh opponunitics. as wcll a s  maintenance on existing plants 
Duke Energy does not currently anticipate tiny additional capital investment related to its investment in the Crescent I V  

With the exception of ei1uit)f issuances to fund llie dividend reinvestment plan and oliie: internal plans. Duke Energy does not currently anticipate funding capital expenditures with the 
issuance OS common equity in the Soresecahle future, but rather through the use OS iivailablc cash and cash quivalcnLs as well iis the issuance of incremental debt Further, at this time. Duke 
E,ncrgy docs not believe the recent market ile\~elopments significantly impact its ability to nhtnin financing and Ihl ly cspccts to have access to liquidity in t he  capital markets at rcnsonnble rates 
and teims Additionally, Duke Energy has access to unsecured revolving credit fiicilities, which are not restricted upon general market conditions, with aggregate bank commitmenir of 
approsimatcly 63 I 4  billion At Utlcemlxr .>I 3(108, Duke Energy his iivnilahk borrowing capacity 01 approrimatelp 61 2 billion under this lacility For funher information related to 
man;igcinent's assessment of liquidity and capital rcsourccs. including known vcnds and uncertainties. see "L,iquidity and Capital Rcsources' below 

As the majority of Dukc Energy's anticipatcrl future capital espenditures are related to its regulated operations, a risk to Duke Encrgy is the ability to recover costs related to such 
cspansion in a timely manner Energy legislation passed in Nonh Carolina and Sooth Carolina in 2007 provides, among other things, mechanisms fix Duke Energy to recover linancing costs 
lor new nuclear or coal basc load generation during the constniction phase in indiana. Duke Energy has reccived approvd to recover its dcvelopment costs ior !lie new IGCC plant at  the 
Edwnrdsport Generiiting Station Duke Energy has recei\.ed iipprovtil lo: nearly 6360 million of future lederiil tax credits related lo costs to be incurred for the modernimtion of Cliffside Unit 
6,  as w e l l  as the IGCC plant in Indiana In addition, Duke Energy has rweived general assurances from tlie NCUC that the North Corolins allocable potlion of development costs associated 
\villi the William States 1 ee 111 nuclear station will be recoverable though a future rate ciise proceeding as long as uic costs arc de-:, irui 

anticipate beginning construction ol the proposed n u c l c a  powcr plant ivitlinut adequate assurance of cost recovery lrom the state legislators or regulators 
in summziry, Duke Energy is coordinating its i h r e  capital espeiiditure requirements with regulatory initiatives in order to cnsure adequate find timely cost recovery while continuing to 

Ecoiiuiiiic l k *urs  I'm Duke Energy's Busiiirss Dukc Energy's business nioclcl provides divcrsificntion betwren stable regulated businesses Iikc U S Friinchiscd Electric w d  Gas and 
provide low cost energy to its customers 

certain portions 01 Commercinl Power's operiitions, antl the traditionally higher-growth businesses like the unreguliited portion OS Commercial Power's opxations and lntemotionnl Energy As 
w a s  the case throughout 2008, all oi Duke Energy's husinesses can be negatively an'ected hy sustained downturns or sluggishness in the economy, including l o ~ v  market prices of commodities, 
all  of which are beyond Duke Encrgy's control. and could impair Duke Energy's ability to meet ib goiils (or 2009 and beyond 

ikc l incs  in dcmand for clcctricity as n result OS economic downturns would reduce overall electricity sales and lessen Duke Energy's cash flows, especially as industrial customers reduce 
production and, thus. consumption of electricity A weakening economy could also impact Duke Enagy ' s  c u s t o m d s  ability to pap, causing increased delinquencies, slowing collections and 
lead to higher than normal levels of accounts recciviibles, bad debts antl financing requiremenb A portion of U S Franchised Electric and Giis'biisiness risk is mitigated by its regulated 
nihi\r~abie ratcs of re ium and recoveiy 01 iuel costs under fuel edjusunent clnuses The approval of the ESP in Ohio also lielps rnitigatc il porlion of thc risk ;issocialed with certain portions of 
Commercial Power's generation operntions by providing mechanisms for rccovcry rrl certain costs nssociiited with. nmong other things, fuel and purclinscd power lor nnlive-loiid customers 

those individual assets. asset impairments may mcur  in the future under esisting accounting rules and diminish results ol operations A change in  management's intent about tlie use of 
individual assets (licld lor use versus held lor sale) could also result in impairments or losses 

Unegative market conditions should prrsist over time and estimateil cash flows over the l ives o i D u k e  E.nergy's individu:il assets, including gaxhill, do not esceed the c a q i n g  value of 

Duke Energy's 2009 goals can also be substantially at risk duc to the regulation o i  its businesses Duke Energy's businesses in the United Staks are suhject to regulation on the federal and 
st;ite level  Regulations. applicable to the electric power induslip, have a significant impact on the nature 01 the businesses and the manner in which they opcrale Changes to regulations are 

ongoing and Duke Energy ciinnot predict the future course oichanges in tlie rqplatoiy environment or the ultimate effect that any future changes will have on its business 

timing direfences as to when such costs iire recmwed in rates T o  mitigate these risks. Duke Energy enters into derivati\v instrumenLs to eSfectively hedge some. but not all, known esposures 
Duke E,iicrgyh e;imings arc impiicted by fluctuiitinns in commodity prices Eslmsure to commodity prices generates higher earnings volatility in the unreguliited businesses ns there are 
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Additionally, Dukc Energy's investments and projects located outside oi the United States cspose Dukc Energy to risks rcliitcd to laws 01 other counties,  taxes. economic conditions, 

t h l e  Energy also relies on acccss lo both short-term money markets and longer-term capital markets as a source of liquidity for capital requirements not met by cash flow l?om 

lluctuations in currency rates, political conditions and policies o i  foreign governments Changes in these factors arc difficult to predict and may impact Duke Energy's future results 

operations i \n  inability to access capital at competitive rate$ or at all could atlvenely alEct Duke Energy's ability to implement iL5 strategy M;irket disruptions o r  n downgrade of Duke 
Energy's crcdit rnting may increiise its cost of borrowin& or ndvcnelp i i f l ec t  its ability to access one or more sources ol liquidity Additionally, i t  currcnt ICVCIS of market disruption and 
volatility continue or \vorscn. there arc n o  assurances that commitmentS made by lenders under Duke Energy's credit facilities will be avoilahle iineerled as a source of funding due  to the 
turmnil throughout !lie linnncinl services industry 

For further iniixniatioii rclatcd IO inunagcmcnt's assessment d D u k  Energy's risk Iactors. see Stcm I A "Risk Factors * 

IUiSlJLlS OFOPPRAIlONS 

Consolidntcil Operiiling Rcveriiies 

was primarily driven by the Ihllowing 
An approximate $4 19 million incrcnse at LI S Franchised Electric and Gas See Operating Revenue discussion within "Segment Results" for U S Franchised Electric and Gas  below 
f o r  turtlier intornmation. and 
An ;ipprosimatc $ 1 3  million incrcase at Intcrnational Encrgy See Operating Rcvenuc discussion within "Scgmcnt Results" lor international Encrgp below for further information 

An approximate $5'; millinn decrease at Commercial Power See C)perating Revenue discussion within "Segment Results" for Commercial Power below for further information 

Yeor E~idmlDecenibcr 31, ?0aY o s  Conip icd  lo Decenrbei- 31, ?007 Consol1datr.d operating revenucs for 2008 increased approximately %-IS7 million compared to 2007 This change 

* 

. 
Partially olisctting these incrcnscs was - 
Yeor En~ledDeccnibci 31, ?007,7s Cooi,inicd/o Deccnrbcr. 31, ?OOG Consolidated operating revenues for  2007 increased $2.1 13 million, compared to Xi06 This change was driven 

~prim~irilv by the following 
An approsimata $1.642 million increase a t  U S Franchised Electric and Gas See Operating Revenue discussion within "Segment Results" for U S Franchised Electric and Gas  
below lor further information, 
An approsimate $550 nmillion increase at Commercial Power See Operating Revenue discussion within "Segment Results" for Commercial Power I>eloiv for further iniormntion; and 
An opprosimatc $1 17 million incrcase at International Energy Sec Operating R a c n u c  discussion within "Segment Results" for International Energy below for further information 

An tipproximate $194 million ilccrease a1 Other See Operating Rcvenuc discussion within "Segment Results" for Other below Tor iunhcr information 

* 

. 
Piirtiallp olTsetting these increnscs \viis' 

Consolidniccl 0per;iting Esprnsrs 

l'eor EnrledDecenibei 31, 20OS i ) s  Conr~ i~~mdlo  Decenrhei-31. 3007 (2onsoiidated operating espenses lbr 2tNS increased approximately $5.13 million cornpared to 2007 This change 
was driven primarily by the following. 

* An approximate SUI million incrensc at II S Franchised E,lectric nnd Gas See Operating Espense discussion within "Segment ResulLs" ior U S I;r~mchised Electric and Gas below 
ior iurther inforrnation, 
An ;tpproximatc $1 2.3 million increase at Snlernational E.nergp See Operating Expense discussion ~ i t l i i n  "Segment Results" for International Energy below for further information; 
and 
An approximate $21  million increase at Commercial Power See Operating Espense discussion within "Segment Results" Ibr Commercial Power below for further information - 
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l'eor EticlcdDccotibo 31, 200; t i s  Coi i i~ iwcdlo Decr.iribei 31, 2006. Consolirlatc~rl operating cspenses lor 2Ki7 increased approximately $1.012 million, compared to 2006 This change 
\vas driven Iprimarily by the lollowing. 

* An ;ipproximate $1 ,I 69 million increase at U S Franchised Elecuic and Ciss See Operating Expense discussion within "Segment Resuhs" for U S Franchised E,lectric and Gas below 
lor iurthcr information, iind 
An approsimate S;?6 millinn increiise :it Commercial Pnwer See Operating Espense discussion within "Segment Results" for Commercial Power belo\\, for further information 

An approximate UCIln(1 imillioii decrease in Otlicr Sec Operating Espcmc discussion \vitliin "Segment Results" lor Other b e h v  for furtlier inlormation, ond  
An approximate $62 million decrctise a t  International Energy See Operating Espense discussion within "Segment Results'' lor International Energy below for lurlhcr inlormation 

Partially offsetting these increases were . 
* 

Consolidatcd Gsitis on Silts o~lnvcslnrcnts in Coininri ciiil :ind Rlulti-liiiniily Rc:il Lst:rte 
Consolidated gains on sales oi investments in commercial and niulti-family real estiite were zero in both ?O!:IS and 2007 as a result o i  the deconso1id:ition 01 Crescent in September 2006 

and the subsequent ticcounting fix Duke Energy's investment in Crescent 11s an equity method investment Gains amounted to opproximiitely $201 million in ?ill16 The p i n  in 2006 was driven 
primarily by pre-tas p i n s  from the sale of two oflice buildings a t  P o t o m x  Yard in \Vashington, D C and a gain on a land sale at Lake I;eowce in notliiwestern South Carolma 

Conrolidiitcd Girins (1,osses) on Selrs or Oilicr Asseb and Otlirr, ne1 

Consolidated g i n s  Oosses) on sdes oi otlier iisscts and other. net was it gain of approximately $69 million in 2008, a loss 01 approxim;ilely $5 million lor 2007 ant1 a gain of 
spprnsiniateiy $223 million for 2006 rhe  gain in 2008 relates primarily lo Commercial Power's sales of zero cost basis emission alloi~nnces,  while the loss in 2007 relates primarily to 
Coinmcrcinl Power's sales ol emission allowiinccs acquired in connection wilh Duke Energy's mergcr with Cinergy in April Xi06 wliich wcre written up to iair value as par! of purchase 
iiccounting n i e  gain in 3106 w n s  due  primarily to the pie-tax gnins resulting from the sale of an effeclive 5096 interest in Crascent, c r a t i n g  n joint venture betwecn I b k e  Encrgy and MSREF 
(approsimstely $246 millionj. partially olliet by Commercial Power's losses nn  sales o i  emission allowances acquired in connection with Duke Energy's merger with Cinergy in April 2006 
which were written up in fair viilue as ]part nipurchase accounting (approximiitci) $29 million) 

Consolid;iictl Opci ;iting lncoirrc 

operating income are discussc.d above 
l'mr E,idedDecembcr 31. 2 O O i o s  Coiiipmcdlo Dccmiber 31, 30fX For 31:107, consolidntcd opernting income increiised npprosimntely $672 million compiircd l o  2006 lncreoscd 

operating income was pnrtially driven by an opprosimate $2.37 million favorable impact generated during the first quarter of  2007 related to legacy Cinergy operations (reflected in the results 
lor U S Franchised Electric and Gas and Commercial Power) lor which lliere was zero in the comparable period o i  the prior year since the Cinergy merger occurred effective April 2006. as 
i v e l l  as factors discusscd above 

Yeirr i;,irledDcceniLm 31 20AY o s  Coi?i]~~~ii".dro Dmmiiber 31. 2007 For 2006, consolidated operatine. income increased approximately S I  8 million compared to 2007 Drivers Io 

Other drivers to operating income are discussed ;rbnve For more detailed discussions, see the segment discussions that Collow 

Consolidatcd Otlirr lircomc aiitl flspeirscs 

decre.iise was primwily dri\,en by a decrease in equity earnings ofapprosimalely $259 million due primarily to impairment charges recorded by Crescent. of which Duke Energy's proportionate 
sliarc i n s  approsimiitely $238 million. p:ir!iallp offset by increased equity earnings from International Energy of  approsimately $25 million primarily related to its investnient in National 
hlcthanol Company (NIvlC) primarily as ,I result of higher margins. an approximate $62 million decrease in interest income primarily due to favorable income tax scttlemcnts in 2007 and lower 
earnings on invested c;ish and short-term investment balances during LiiiIS as compared to 2007, an approsimnte $54  million decrease due to unfavorable investment returns and an 

approximate $3J million decrease :irsnci;ited with foreign currency losses diie primarily to losses in 1008 associated with the remeasurement of certain U S dollar denominated cash and debt 
balances at Intcrn;itional Energy p:ifli;illy nilset by an approximate $80 million incrcnse 

1.eirr E~itledDcccinbei 31. ?OW o s  Coiii1iorcdto Dcccnrber3I. 3007 For 2iKJS. consolidated other income and espcnses clecreiiscd approximately $.307 million compared to 2007 This 
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in tlie equity component 01 t\I:UDC its a result of increased capital spending and the absence o i  convcnible debt charges ofapprosimatcly $21 million recognized in 2CIU7 related to the spin-oiT 

n i  Spectra Energy 
Fear Eii~1eilDeceiiihei- 31. 2007m Coiril~~iicilro Deceriibei 31. ZOO6 For 2007, consolidated otlier income and expenses increased Si4 million, comliarerl to 2006 Illis increase w a s  

primarily driven by ;in increase in etjuiiy earnings of S3J million due primarily to the dcconsolidation ol Crescent in September 2Ij06 and the subsequent accounting for Crescent as an equity 
method invcstmcnt ond increased equity earnings from Intcmational Energy ol npproximnlcly $22 million primarily rcliited to its investment in National blcthanol Company (NMC) primarily 
as n result of higher margins, itpproxim:itrly $34 million increase in interest income, largely :is a result of increased earninss from higher average invested cash and short-term investment 
lxilances during 7 W i  as cornpared to 21106 (oi  which approximately SI9 million oilhe increase relates io intercst income of legacy Cinergy in tlie first quarter 2007 with no comparable amount 
in 21X:lKj. p,irtinlly olTsct 15 lower interest inconic rcldted to incomc taxes rccultiiig primarily fiom favorable incomc tils scttlcments in 20(l6. a $1 7 million impairment cliitrgc at  Inlcrnational 
lkergy  recorded during the second yiiiiilcr 01 1I.HJ6. ;and cnnverlible debt cosLs o f  approsimately $21 million related lo tho spin-oil oiSpectra Energy 

Consolidated I i itcrrsl I;spciisc 
I . m r  E~'raledDcce~rihe~- 31, 200s o s  Conipn, ell IO Decenrbe~- 31, 2007 Consolidnted interest espense increiised opprosimotely $56 million in 300s os cornpared to 21107 This increase is 

primarily attributiible to higher debt balances. partially oiTset by i t  higher debt component o i M I J D C  and capitalized interest due to increased capital spending 

t'eirr Eii~lcdDcceiriboi- 31. 2007 o s  Coir~~""z"t 10 UeceniRer' 31 2006 For Ll.Ii.ll, consolidateil intercst expense increases 3G.j million, comparcu to L O W  I Itis i n ~ i  iiy 

to tlie debt assumed from tile mcrgcr with Cincrgy. higher interest on debt in Rrilzil and inkrest  e q x n s c  rccorded on tas items primarily as  a result of tlic adoption oiFM No 48, "rlccoiinlrng 

/or Cliicwi~iiii~i~ iirlricima Tares-oir i i r leipreln/ ion o/F.lSB Q.rtcnierii No. IOP' (FIN .IS), partially oll~set by debt reductions and iinancing activities and an increase in the debt component 01 

AFUDC resulting irom increased capital spending 

. ., 

Consolicliiicd Minority Iiilri est (Bci ief i t )  llspcnsc 

approximately 62 million in  ?1l(l7 1 l i is tlecrcase was 1prim;irilp clue io  losses tit Duke Energy Trading and Marketing. L L C  (DEl'kl) 

primarily to lower earnings at Aguaytia in 20117 and the dcconsolidation of Crescent 

Consoliclatrd Iiimnie RIS Ezpcnse r ~ 1 1 1  Contliiuiirg Operxtions 
Yerrr EmlcrlDeceirrlwr 31. ?OM i ls  Cooil iore~l 1 0  Decenihcr 31. 300; 1% 31 IN, consolidotcd incomc tax expense from continuing operntions decrensed spprosimntely $96 million 

compared to 2K17 T h i s  decrease primarily resulted horn lower pre-ins income in 3 i O S  compared to 2007 The efTective tax rate for the year ended December 31, 2008 increased to 
approxmately .ij% compared to ;Z% ior the year ended December i l .  7Nl7 The increase in Ihe eiiective tax rate during 100s IS primarily attributable Lo atljuslments related l o  prior year tax 
returns. t i n  increase in lorcign ta. 

recorded lor certriin iorelgn rcstructurings 

compared to 21x76 nie Increase IS primarily thc result 01  higher pre-tax income in 21J1:17 as compared to 3006 Additionally, the enective tax rate increased Tor the year ended December 31, 
21:11l7 (37?b)  comjxired to 7i11.16 (799'"). due  primttrily to prior yeiir favorable tas :iettlcments on reseiircli nnd development costs nnd nuclair decommissioning costs, and tns benefits related 10 

the imp;iirment nf an investment in Bolivia, partially offset hy iin increase in tlie manufacturing deduction in XI07 and higher foreign taxes accrued in 2006 

Ycar EmfeilDecenibe~ 31. ?OM o r  C o i i i l i ~ ~ d  IO Decanher 31. ?007 Pvlinority interest (benefit) expense was a benefit ol approximately $4 million for ?0(lS as compared to an espense of 

Ycor Ei~dedDr.cerriher 31. 300; o b  C o ! r i ] ~ ~ i r ~ d r o  Ducenrbei 31. 2006 For 2(iiii, consolidated minority interest expense decreased $1 1 million. cnmpared to .?(JiKi This decrease was  due 

decrease iii tlie manufacturing ilcductinn and a dcicnecl statc tax benefit recorded in 20117 partially of13ct by higher AFUDC cquity and a tax bcncfit 

Iklir Eii~IedDcceiriher $ I  2007ir.i CLX?I]JO,-C~ 10 Dccmiber 3 1  2006 For 20117, consolidated income tax expense from continuing operations increased :ipprosimatelv 6262 million 

Consolicl;iied liiconic (Loss) l i  on1 Discoiitiiiurd Opcl.;itiuns, net of l x s  

Constilidiited income (loss) irom discontinued operations wns income 01 $16 million lor 3cJiX. a loss of $21 million for 1007 and income of%783 million ior 2tX16 The 2008 amount is 
primarily comprised 01 (3ommerci;il Powefs sitle oi its JRi MlV natiiral gas-fired peaking generating station located near Bro\vnsvillc. Tennessee to Tennessee Valley Authority. which resulted 
irt  an approximate $14 million alter-ins gain 
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PART I1  

n i e  XXJ7 amount is primarily comprised of an iiiter-tax loss oi approsimatcly $18 million associated with former DENA contract settlements, an after-tax loss 01 approsimntcly $8 

The 2006 ;imount is primarily comprised of;iller-tas eaniings olnpprosimairly 6'353 million related to the natural gas businesses that  were spun 013 to sliareholders on January 2, 2007, 
million rclnted to (3inergy commercial mwkrting and tniding operations and aner-tax earnings 01 ;ipproximatelg $25 million related to Conimercial Porveis synfuel operations 

approximately SI40  millian oTnlier-tax losse. 
associated with exiting the Cinergy commcrcinl miirkcling nnd trading operations 

,ociated wi th  certnin contract terminations or sales i i t  former DENA. and the recognitton of approximately SI  7 million 01 after-Ins losses 

See Note 14 to the Consolidated Financial Statements, "Discontinued O~icrntions and AssetS Held for Sale" for additional information related to discontinued operations 

Ibstrnurdinnry Item, nct iil  Ins 
rile reapplication 01 SFAS No 71 on December 17, Ziilth' resulled in ;in approximole 567 million after-Ins (npproximately %I (15 million pre-lax) extraordinary gain related lo total marl;. 

to-market losses previously recorded in earnings ;~ssociated with open ionviird natiw load economic hedge contriicts for iuel. purcliiised power and emission nllowances, which tlie ESP allows 

to be recovered through n iuel and purclinsed ipower ridw 

Segnlcnl Results 
btnnagement evaluntes segment perlormance biisect on earnings t w o r e  interest iinu tiiscs iroin contiiiuiiig E G u  

(ED11.j On n segment basis. EDIT cscludcs discontinued operntions, represents all profits irom continuing opcrations (both operating and non-operating) before deducting in te ra t  and taxes, 
and is net 01 the minority interest expense rolnted to tliose profits (lash, cash equivalents and short-term investments are managed centrally by Duke Energy, so interest and dividend income on 

those balances, as well as gains and losses on reme;lsursmcnt o f l i m i g n  currency denominntcd balances, :ire excluded frnm the segments' EBIT blanngemmt considers segment EDIT to be a 
good indicator of each scgmcnt's opcrnting pcrJiorm;incc frnm its continuing operations, i is i t  rcproscnts the iesults of Duke Energy's ownuship  interest in opcrations \vithout regard to linancing 
methods o r  ccipitnl structures 

c . '. . -  . . . .  

See Note 2 to the Consolidated Financial Statements, "Business Segments." fix :I discussion oiDuke Energy's segment stmcture 
Dukc Energy's segment EBlT m;iy not be c o m p m b l e  to n simt1;irly titled mciisure 01 anollicr company because otlicr entities may not calculate EDIT in the some manner Segment EBl r  

IS summarized in thc following table, and detailed discussions follow 

EBlT by Business Segneiit 

Ymrs Biiclrcl Dcccii&er 31. 

V:iriiiiicc 

2008 vs"  

Vnrinnce 

2007 YS 
2008 2007 2007 3006 2006 

(in millionr) 
d 13ectrte and Gn 

Interest income and other(") 

Consolidnted c a m n g s  from continuing operation$ before income t r w ~  

131 208 (77) 146 62 

9; 1395 6 2.234 04 
-- -- 

(a) 
(b) 

Other include$ the results of Crescent for all periods presented as, bcginning in the fnurih quarter of 2008, Crescent is no longer :in i p r a l i n g  segment of Duke Energy 
in September 2006, Duke Energy completed n joint venture tran'jnctiim of Crescent As a result, Other segment data for 70(16 includes Crescent as il consolidntcd entity for periods prior to 
Scptembcr 7. 30M and as tin equity method investment lor pcriorls subsequent to Septcmbcr 7. 2006 
Other within Interest incnme and other includes inreign currency transaction gains and Insscs nnrl additional minority interest espense not allocnted to the segment results (c) 



bl~nority interest expense prcsentcd bclow includes only minority interest expense related to ED1 I 01 Duke Encrgy's joint ventures I t  docs not include niinority interest cxpense related to 
interest and t a w s  of the joint ventures 

Seement EBIT, as discussed below, includes intercompany revenues and espcnses tliat are eliminallxl in the Consolidated Financial Statements 

CJ S Fri inc l i id  Elcctric eed G;ir 

l'cnt 5 Eiiclcil l~rccmbci 31, 

v .11  I d l l C C  V.iri,iiicc 
2008 \ s  2007 6%. 

2onx 2007 2007 2006 2006 

(in iiiillio115, ercrpt M Iierc noled) 

FBI1 v, z 39s F ?,io 

(a) Gign\vntt-hoi~rb (GWh) 

(b) 
(c) 

((I) bfegnwntt (AlXV) 

Rel.ites to operations or former  Cincrgy from the date of. icqui~it ion and thereafter 
Duhc Energy Ohio Inc [ D u l e  Energy Ohio) Duke Fnergy Indiana lnc (Duke Energ) Indiana) and Duhc Enerfv Kentuch? inc C D u k  Fnergy Kcntuchy) ~ ~ ~ I I c ~ t i v e l ! ~  referred to as 
DoLe Energy Ivlidwcst 

The following table shows the pcrcent ch,inge\ in G\Vh sales .ind .ivcrage number 01 culltumerb lor Duke Energy Cdrolindr. 

(a) 
(b) 

Major components of Duke Energy C;irolinas' retail sales 
Consists oi all components of Bike Energy Carolinas' sales, including retail sales. and wholesale sales t o  incorporated municipnlitics and to public and private utilities and power 
marketers 

The following table shows the percent changes in GWIi sales and average number n1 ci~stnmers fnr Duke Energy hfidwest 

Nitic hlontlis Endccl 

Average number of customer5 0 so. 

(a) 
(b) 

Major components of Duke Energy blidwest's retail salcs 

Consists of all components of Dike Energy Midwest's sales, including rctnil sales, and ivhnlcsale sales to incorporated municipnlit~cs ;ind to public and  private utilities and power 
marketers 



J'eor Eiicid Deceiiihei 31, 2008 a,> Conipred to Decenihei 31, 3007 
Opci-ating Rweiiirc.s The increase w ~ i s  driven prunarily by 
* A s.17-I million increase in furl revenues (including emissiiin dlowances) driven primarily by higher iuel raics in iill rugions and Icgisl;itive chan&es that allow Duke Energy Carolinas 

to collect additional purchased powcr end cnvironmcntol cnmpliancc costs from rctiiil customcrs Fuel revenucs rcjircscnt sdcs  t o  both retiiil and wholesale customcrs. iind 
A $92 million increase related to substantial completion in 20117 oftlie sharing nfanticipalerl merger swings thrnugh rate decrement riders with regulated customers * 

Part ia l ly  of~7etling these increases were- 
* 

* 
A $73 million tlecreasc in weather tidjustod salesvolumes to retail custoiiicrs rcllccling tlic nverdl declining cciiiiiiiiiic conditions, which iirc primarily imp,ictmg the industrial sector; 
A $5.3 million decrease in retail rates and rate riders primarily related to the new retai l  Lmse r,itcs implemznted in Norih Caro1in;i in the first quarter of Z(ill8. net o i  increxes in 
recoveries of Duke E n e r w  Indiana's environmental complimce costs l inm retail ciislnmers snd higher gas base rilles implemented in the second quarter 0 1  2008 1-or Uuke Energy 
Ohio; and 
A M9 million decrease in G\VMthousond cubic feet (hlcl) sales to retail customers due to milder wcother in 7iTiS compared to ?007 IVhilc weiither statistics lor heating degree days 
in 2 O O S  were Favorable compared to 2007, this favorable impact was more llisn nmset by the impact ofrewer cooling degree days in 200s compared to 2007 

A ~4 I mittion increase in luci cxpcnsc (inciuding j n m i w x u  powcr .mli 11); 

power This increase also reflects a $21 million reimbursement in iirst quarter 21.107 o l  previously incurred l i d  expenses resulting from a settlement betivccn Duke Energy Carolinas 

and U S Ikpnrtment of Justice resolving Duke berg), Carolinas' used niicIe:ir luel liligotion against the Dep;irtment of Encrgy (DOE) The setllemenl between Uie Ipiiriies was 

iinalizcd on Ivlarch 5 ,  1007, 
A $67 million increiise in depreciiition due primarily to ndditionol cnpitiil spending. nnd 
h $66 million increiise in operating and maintenance espenses primarily due to higher scheduled outoge and maintenance costs iit nuclear and inss i l  generating plants, storm costs 
primarily in the Midwcst relaled to Hurricane Ike in September 2008 net ol dererral 01 a portion oTthe Ohio and Kentucky storm cnsts iissociated with Hurricane Re. increased 
capacity costs due to additional coiilracls that were cntercd into in late 20Ci7 to ciisurc cubtoincr elcctriciry nccds ivcre i nc l  clcspilc ongoing drought condilinns and incrcascd power 
delively maintenance charges 10 increase system reliability, partially offsel by lower benefit costs including short-term incentives 

A S I  70 million decrease in regulatory amortization espenses. including approsimiitely $I 87 million lor ilie amortization of comp1i;ince COSLS rclaled to North Carolina clean air 
legislation, which was  complctccl in 7007 This dccrcosc ivus pnrtiolly dTsst by the w i l e - o f i i n  30117 of il portion of the invcstmcnt in the GridSouth R T O  (opprosiimlely $1 7 million) 
per B rate order from the NCUC 

. 

' I  , , .  . I  

O]x?iotiiig Erpeiises The increase was driven primarily by: . 

. 

Partially oifsetting these increases was' 
* 

Otlicrliiconie ondllvpcriucs, iict The increase is due primarily lo the equity component 01- AFUDC due t o  additional c:ipital spending fix ongoing construction p r o p s  :ind a fiivorable 

EBIT Thc increase rcsulied primarily froin decreased regulatory amortizition, ilic subslantial completion of the rcquircd rate reductions due  io tlic rncrgcr with Ciiicrgy and increased 
$25 million RJRC ruling 

A W D C  These increases were partially offset by the impncts ol the unfavorablt economy on  sales milder weather. additinnal depreciation as rate base increased during 71KIS, higher operation 
and maintenance costs. overall ne1 lower retail rates and rate riders. and l he  7007 DOE seltlement 

Aiortem lnipcictiiig Fiitirr e ( I  S Fi oncIii,sed Electric oiid Gm Resiilts 
U S Franchised Electric and Gas continues lo increase the number of retail customers served. maintain low ccists and deliver Iiigli-qualily customer service in the Carolinas :and Midwest. 

however. sales to all retail customer classes were negatively impacted by the economic downturn in 1 l j O S .  piinicularly sales to the industrial and rcsidential sector Thesc trends are espected to 
continue for some period into 2009, and perhaps beyond, until the economy begins to recover The gcneral dcclinc in ihc tcstilc industry in thc Cornlinas, esaccrbatcd by the slruggling 
economy, is :also espected to continue in 2000, iueled by the expiration ol certain import limitations reliiteil to ioreign textile products 
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P A R I  11 

'Ihe North Carolina rate order resulting from the 2007 rate rcvicw included a onc-time increment rider oi approximately $81) million related to merger savings, effective for retail sales in 
ZOOS The expiration of this rider will have an unfavorable impact on Xi09 revenue Various regulatory activities will continue in .?009 Additionally, Duke Energy Carolinas will continue to 
consider pursuing legislative initiatives h a t  \voulrl allow more real-time recovery of costs See Note J to Lhe Consolidated Financial Statements. "Regulatory kdatters' lor information regarding 
various regulatoly activities that could impact U S Franchised E,lectric and Gas in ?(KI9, including the PUCO's December 17, 2I:fJS approval of Duke Energy Ohio's E,SP 

further information on key assumptions that impact lJ S Franchised E.lectric and Gas' goodwill impnirmenl assessments. see Critical Accounting Policy for Ginxlwill Impairment As or the 
date of the 2008 annual tmpnirment analysis the iair value of U S Franchised Electric ant1 Gas' reporting units exceeded their respective c m y i n g  value, thus n o  goodwill impairment charges 
were recorded I-lowever, manngeincnt is continuing to monitor the impact o i  rcccnt market and economic cvcnts io detcrmiiic i i i t  is more likely than not t l i i i t  the carrying \'aIuc oitl ie U S 
Franchised Electric and Gis reporting units have been impaired Should tiny such triggering events nr circumstances nccur in 2009 that would more likely than not reduce the fair value of a 

reporting unit M o w  LIS carrying value, management would perlomi an interim impairment assessment o l  U S Franchised EIeclric and Gas' goodwill and it is possible that gnodwill impaimen1 
charges could b e  recorded as a result o i  these assessments At December 3 1, 2008. the U S Franchised Electric imd Gas segment h a d  goodwill of approsimately $3 5 billion 

U S 1;ranchiscd Electric and Gas ~ ~ a l u a t c s  the currying amount nf its rccordcd goodwill for impairment under the guidiincc ol SFAS No 142. "Cooiht~ili or i r / l r r~ar~~ib le .~1  s~cl>" For 

Yeor ErrricdDccernber 31, 2007 os Conipcirvd lo Deccnrher 31, 2006 
Oixrolins Rmtoniics The  Lncrease \vas driven primarily by: . 
* 

* 

X 31,Ubb million increasc in rcgulatcu rcvcnucs w-ug,, 

A $21 2 million increase in fuel revenues, including emission allowances, driven by increased iuel rates tor retail customers and increased G\Vh sales to retail customer!;, 
A $188 million increase in GLVh sales to reklil customers due to iivorable weather conditions For the Carolinas and Ivlidwest, cimling degree rl;ips lnr 2(Jfl7 were approsimately 17% 
and 4640 above normal. rcspcctively. compared to close to normal in both regions during 20116, 

An %S? million increase in wholcsnle power revenues, nct of sharing, due to increased sales volumes iprimiirily due to  iidditional long-term contrilcts. 
A $51 million increase in retail rates and rate riders primarily related to the new electric base rates implemented in the first quarter of 2107 Inr Duke Energy KentucLy and the 
recovery of environmental compliance costs from retail customers in Indiana, and 
A SA0 million increase relatcd tn the sharing oianticipnted mergcr swings  through rate dccrcnient riders with r q h t e d  custniners. which \vas substantially complctecl prior to the 

third quarter of 2007 

An %S52 million increase in regulated operating expenses for the first quarter oi 2007 due to thc merger with Cinergy. 
A $137 million increase in opernting and maintenance expense primarily due to higher wiigc and benefit costs, including increased short-term inccnlivc costs. find mointcnancc costs 
at  fossi l  and nuclear generating plants, partially orset by n o n e  time $1 2 million donation in the second quarter 2006 ordered by tlic N C U .  
A $133 million increase in iuel espense (including purchased power) primarily due to increascd retail demand mul l ing  Irom ravorahle ive;iiher condilions (;eneralion fueled by cool 
and natural gas, as well as purcliases to meet rctnil customer rcquircmcnts, increased significantly Juring tlic year ended December 3 1. 21107 cninparcd to die siinic period in the prior 
year These increases were partially offset by a $21 million reimbursement lor previously incurred luel espenscs resulting Irom ii settlement betivoen Duke Energy Carolinas and the 
U S Department ot Justice rao lv ing  Duke Energy's used nuclear fuel litigation against the Department of Energy (DOEj The settlement beliveen the parties !vas finolized on 
h4arch 6. 21107; and 
A $40 million increase in depreciation due primarily to iiddilionol ciipitnl spending in the Ciirolinas 

. 

* 

Operolirig Expri.scs The increase was driven primarily by 
* 

* 

1 condition of the Cinergy merger. 
* 

. 



I’artially olisetting these increases w a s .  
* A 56 million net decrease in regulatory amortization expense primarily due to decreased amortization 01 compliance casts related to North Carolina cleiin air legislation during 2007 

a s  comparecl to tile prior year RepAatory amiirtization espenses relilted to clean air were approsiniotely $187 million for the year ended Decembcr .il, 2007 compared 11) 

approsimatcly $225 million during the sunie period in 2006 nus decrease was partially offset by the write-oKof a portion of tile investnicnt in the GridSouth R rO (spproximutcly 
21 7 million) per a rate order from tlie NClJC and Ohio’s regulatory amortizition related to the rate transition cliiirge rider and new demand side m;in;igcment (DSM) rider 

Otlre~liicunrr imdExpiiro~.  m l  The increase is primarily attribulable to the equity component orAI;LJDC earned from additional capital spending fbr ongoing cnnstructinn projects 
EB17 The incrcase resulted primarily from the merger wilh Cinergy. iavorable weather conditions, additional long-term wholesale cnnlracts. increase in retail rates ;and rate riders and tlie 

substantial completion of the required rate reductions due to tlie merger wit11 Cmergy nicsc increases wcrc p d a l l y  olt’se! by increased operating and  iniiintcnlincc espcnscs and additional 
depreciation as rate base increased during 2007 

240 256 16 IO 246 

FBIT $ 264 $ 276 5 ( 1 4  x 47 s 23 1 

Net proportional megawatt capacity in operation 7.641 6.019 (378) 8.lIlO 

l’enr Eiinleri Deceriibcr 31. 2009 as coitrpoi e d  lo neccniber 31. 2007 
Opci o / i q  Rwemies The decrease was primarily driven by: 
* A $21 million decreiisc in wholesale electric revenues due to lower hedge realizntion and lower gencration volumes primarily resulting lrom increased plant outages in ?OOR cornpared 

to 21107; 
A $10 million decrease in net mark-to-mar!& revenues on non-qualifying power and capacity hedge contracts, consisting of mark-to-market losses of $72 million in 2iXlS compared 
to losses of 552 inillion in 2007: and 
A $17 million decrease in rwenuc.  due to lower generalion volumes from the Midwest gas-fired assets resulting from milder weather nct nl increased PJM ciipacity revenues In 2OU8 
compared to 2007 

.4n $82 million impairment of emission allowances clue to the invalidation of the CAIR in July 7OtlS. 
A %6S million increase in fuel expense due to mark-to-market losses on non-qunlifying fuel hedge contructs. consisting of mark-to-market lnsses o i  X i  million in 3008 compared to 

gams of $65 millton in 1007; and 
A $14 million increase in plant miiintenance espenses resulting from increased plant outages in 2006 compared to 2007 

A 563 million decrease in emission allorvance espenses due to lower cost basis emission allowances consumed and lower overall emission allowance consumption clue to in~tallation 
of flue %as dcsuUhrization equipment and lower generation volumes due to increased plant o u t a g s  in ZOOS compared to 2007: 
A Q6 million decrease in net fuel and purcliased power expense for retail load due to realized gains on fuel hedges partially offset by higher pJrclmasecl ~ I > I V L ‘ ~  a s  a resulf of increased 
plant outiiges in 200s compared to 2007, and 

* 

. 

O I p r t i / i ~ i ~  E y e i i s c y  The increase was primarily driven by: 

. 
- 
Panially offsetting these increases were: 

* 
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* A $2-I million decrease in rue1 and operating expenses for the hlidwest gas-fired assets primarily due lo lower generation volumes and lower amortization of loclxx-in hedge losses in 
2008 compared to 7007. net of an approsimate SI 5 million bad debt reserve relatud to the Lehman Bros bankruptcy and higher plant maintenance expenses 

Gmnr (Lasses) OII Soles nf C ? t / 7 0  A s w l s  oi id Olhcr. tiel The increase in 700s as compared to 2007 is attributable lo gains on sales of emission allowances in 20OS compared to losses on 
siles 01 emission nllo\rfances in 1007 Gains in XI08 were a result ol sales oi zero cost basis emission allo\v;inces, while losses in 2007 were as a rlsult of silles of e m i s i o n  allowances acquired 
in connection \villi Duke Energy's merger with Cincrgy in Xi06 which were written up to fair value as part of purchase accounting 

EBIT l l i e  decrease is primarily attributable to higher mark-to-market losses on economic hedges due to decreasing commodity prices, the impairment of emission allowances, lower 
rctail and wholesale revenues resulting irom lower volumes due to the rve;ikening economy and plant outages I'iirtially oflsctting these decreasls were gains on sales o i  zero cost basis 
emission iilloiv~inces. lnwer cmissinn alloivancc cspcnse due to lower cost basis emission allowances consumcd and lower consumption due to installation ol f lue  gas desulfurizntion equipment 
and lower purchase ;iccounting eyxnse  primanly due to the RSP valuation 

Af~~ t l e~~ . \  ~ l J l ~ J ~ 7 C l l l J ~  ~ J l n t l  e C O l J l J l i ~ l C i ~ 7 f  k'DtWI RCSII/I.Y 

Commercial Power':; current strategy is focused on maximizing the returns and cash llows from its current poitiolio, as  well as growing its non-regulntd renewable energy portfblio 
Results fix Commercial Power are sensitive to changes in power supply, power demand, fuel prices and weather, as well as dependent upon completion of  energy asset construction projects 
and tax credits on renewable energy production 

ciq~acity allows. iilso generate revenues through sales outside the nutive lond customer bnsc, and such rewnue  is termed non-native Prior to December 17, 2006, Commercial Power did nnt 
apply the provisions OTSFAS No 71 due to the comprehensive eleclric deregulation legislation pnssed by the state of Ohio in 1999 As described further below, eSfective December 17. 2008, 

the PUCO iipprovod Dukc Encrgy Ohio's ESP. which resulted iri the reapplication of SFAS No 71 to certain portions of Commercial Power's opcrations as of that ~ I a t c  

certain trackers that enhanced the p tcn t ia l  for cost recovery, there was no assurance oi stranded cost recovery upon the expiration of the RSP on December 51, Zr)(3S since it was  initially 
anticipated that upon the espir;ition 01 the RSP. there would be a miwc to J i l l  competit ivemarkeu Accordingly, Commercial Power did not apply the provisions of SFAS No 71 to any or its 
generation operations prim to December 11. 2008 In conncction with the approval o f t h c  ESP, Duke h c r g y  Ohio reassessed the applicability o i  SFAS No 71 to Commercial Power's 
generation operations :is SB 721 substantially increased the PUCO's oversidit authority oYer generation in the stale oi Ohia, including giving the PUCO complete npproval orgeneration rates 
and the establishment oSan earnings test to determine L a  uttlity has earned significantly excessive earnings Duke Energy Ohio determined that certain costs and related rates (riders) or 
Commercial Power's operations related to generation serving native load meet the criteria established by SFAS No 71 lor regulatory accountin2 treatmenl as SD 221 and Duke Energy's 
npprovcd ESP solidified thc iiutomatic recovery niccrliiin costs of its generation serving nntivc lond and increased thc likelihood thnt these operations will rcmiiin under a cost recovery model 
for certain costs for the foresccable future 

Under the ESP. Commercial Poiver will bill lor its native load generation via numerous riders SB 221 and the ESP resulted in the approval of the automatic recovery oicertain of these 
riders, which includes, hut is not liinitcd to, a fuel and purchased poiva (FPI') rider and portions of a cost oi  cnvironmeiital compliance (AAC) rider Accordmgly, Commercial Power began 
applying SFAS No 71 to the corresponding RSP ridcrs granting automatic recovery under the ESP on December 17, ZOOS The remaining portions of Commercial Power's Ohio native load 
gener;ition operations, revenues tiom which are reflected in rate riders for which the ESP does not specificdly allow automitic cost recovery, as well as all generation opcrations associated 
with non-native customers. including Commercial Power's bfidwest gas-fired generation assets. continue to not apply regulatory accounting as those operations d o  not meet h e  criteria of SFAS 
No 71 hfloreover. generation remiiins a competitive market in Ohio and native load customers continue to ha\.e the ability to switch to alternative supplier for their electric generation service 

Energy Ohio will continue to monitor the amount of native load customers that have switched lo alternative suppliers when assessing the recoverability ol its regulatory assets st ; tblishcd lor its 
native load generation operations 

Commercial Power's gcncrntion operations in the bLilivest include generation assets located in Ohio that are dedicated to serve Ohio native load customcrs These 

Froin lnnuary I ,  .?I105 through December 3 1, ?iiOS, Commerciiil Power had been operating under a RSP, which is n market-based stnndnrd service over  Although the RSP contoined 

i tch  there is a risk that some or ;ill oftlie regulatory assets will not be recovered through the established riders The level of switching to date has been insignificant Duke 
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PART 11 

As a r s u l t  of the reapplication of SFAS No 7 I to certain portions of Commercial Powcr's operations, Commercial Power's future results will bc  subject to less volatility that had h e n  

Commercial Power evaluates the carrying amounl of its recorded goodwill for impairment under the guidance 01 SFAS No  142. "Goodid1 a,idIrirorigiblc tisscls" For further 
caused by the timing ol'under-and-nver collections 01 certain eo. 

information on key assumptions lhat  impact Commerci;il Power's goodwill impairment assssments,  see Critical Accounting Policy for Goodwill Impairment As of the date of the 2008 annual 
imp;iirment iinulysis, tlie fair ~ a l u c  01 Commcrciiil Power's reporting units cxccedcd their respcctive ciirrying value, thus n o  goodwill impairment c h n r g a  were recorded However, monagemcnt 
is continuing to monitor the impact of recent market and economic events to determine if i t  is more likely than not that the carrymg value ofCommercial  Power's reporting units have been 
impaired Should tiny such triggering events or circunistances occur in XKR that would more likely than not reduce the fair value of a reporting unit k low its cariyingvalue. management 
would pcrfnrm an  iirteriin iiiipiiirmcnt ascszineiit ol  Commercial Power's goodwill and i t  is possihlc that goodwill iinpairment c h a r g a  could he recorded as a r a u l t  of these assasments At 
December 3 I ,  2008. the Commerci;il Power segmcnt had goodwill o i  approximotel), $960 million 

s well as the impacts of mark-to-market activity on certain coal and power derivatives 

)Ieiir EiirledDeceraher 31. 2007 o s  corrrlin! cd io Decenrber 31, ZOO6 
0pviwIin.g Rciviiries Tlrc increase was primarily driven by. 
* A $387 million increase related to the non-regulated generation iisses o i iormer  Cinergy, including the impacts of purchase nccounling. which reflects the first quarter 2007 operating 

revenues lix which there \vas ZLTO in the comparable periaf in the prior year as a rc5uIi o i the mcGcr in irprii SW6, 
A %IS5 million increase in retail electric revenues due to higher retail pricing principally rel;ited to the time of collections on fuel and purchased power (FPP) rider and iiicrensed retail 
demand resulting from favorable westher in 2007 compared lo 2006; and 
A $134 milliori iricreasc in rcvcnucs due to highcr generation volumes and capxi ty  revenues from the I\ . l idwat g:is-lired asscts resulting from favorable wcathcr in 2007 compared tu 
2Ocrb 

* 

Partially offsetting these increiisa were: 
A $1 1 I million decrease in net mark-to-market revenues o n  non-qualifying power arid capacity hedge contrticts. consisting of mark-to-market losses of $52 million in 2007 compared 
tu giiins oiS.59 milliiiii in 10116; and 
A $ 3 5  million decrease in ra'enues from sal- of fuel due to lower volumes in 2lJ07 compared lo 2006 

A $327 million increase related to the non-rcguliited generation asses of former Cinergy. including die impacts of purchase accounting, which reflects the first quarter 2.1107 operating 
expenses for which there w a s  zero in tlic comprirabble period in the prior yeor as ii result of the merger ivlth Cine=)# In April 2006; 
A S116 million increase in fuel expenses for the Midwest gas-fired assets primarily due to increa.sed generation volumes in 2007 cornpared to 2006; and 
A $3G million incrciise in operating expenses primarily due to increased plant maintenance in 2007 

A X I  14 million decrease in net mark-to-m;irket espenses on non-clualifying iucl hedge contracts, consisting of mark-to-market gains ofS;65 million in 2007 compared lo losses of $49 

million in 20(16. and 
A $30 million decrease in espenses associated with sales of fuel due to lower volumes in 2007 compxcd to 2006 

O/xm/irig Evpenrei The increase w i s  primarily driven by: 

* 

* 

Partiiilly offsetting these increases were 

- 
G ~ I I S  (LUSSCI)  011 Soles o/ Ofher ..isrefs orid Oriicr. ner Decrcase in 2007 compared to 2006 i s  attributable to lower losses on emission allowance sales in 2007 due to lower sales activity 

Orlicrliiconro midEvpciIws, mi The decrease is driven by lower equity earnings orunconsolidated affiliates 
E017. The improvement is primarily attributable to higher retail margins resulting largely from favorable timing o i fue l  and purchase power recoveries. increased retail demand as a resull 

of favorable weather and improved results from the bfidwest gas-fired assets as ii result of highcr generation volumes and increased capacity revenues These fbvorable variances were partially 
ofl~set by higher espenses from incre:iscd p l m  maintcnance in 2007 

in 2007 compared to 2006 
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l'edi s Ended Deccmbei 31, 
V;iri:liice Variniice 
200R v5 2007 vh 

2008 2007 2007 2006 2006 
(in niillinns, csccpt ~ h e r c  iiotecl) 

Opemtmg revenu 115 s 
Opemting cupenscb 699 7 76 12.3 

G 

OP 
off 

7,177 
3,I)BS 

l'eai E1lded Dece~nber 31, 200s IIs COIll]Jcll'eud ru DcCellibel- 3 1, ?a07 

01'~"01i,ig Rmvnirc,r The increase \\,as driven Iprimarily by: 
A $60 million increase in Brazil clue io higher sales prices. higher rlemancl and ravor;ihle escliange rates; 
A $49 million increase in Guatemala and El Salvador due to lavorsble sales prices panially olfset by lower dispatch; and 
A $1 5 million increase in Argentina due to favor;iblc sale!; prices as  11 r e d t  of higher demiind 

A $70 million increase in Guatemala and El Salvador primiirily due  to higher fiiel prices; 
A $57 million increiise in Peru primnrilg due to higher purchased powcr, fuel costs, and royalty ices due to unfa\,orablc 11) rlrology and higher oil ret'ercnce pricing; and 
A $15 million increase in Argentina due to higher gas and power marketing purchases and increased Iuel prices 

. 

. 
O~~r,rr i~rg h 7 m i s e s  The increase \\,as driven primarily by: - - 
P;irtially ofrsetting these increases was- 
* A $24 million decrease in Ecuador due to Iourcr fuel consumption and maintenance costs as a result of lomcr thcrmal dispntch and the rwwsal  of a bad debt allowance as a result of 

collection 01 an  arbitration award, nnd 
A $5 million decrease in Brazil due I n n  lrnnsmission credit adjustment and reversal o f a  b;id debt ;illowance as a result o f a  customer settlement, partially offset by unfavorable 
exchange rates 

* 

Orher Iiicoiiir m d E ~ p r ~ r e r  iirr The increase was driven primarily by a $16 million increase in equity earnings a t  NMC as a result oihigher pricing and volumes for both methanol and 

l D l T  The increase in EBl I  was primarily due to higher average prices, increased demand, and tavorable exchange rates in Brazil, higher MTBF and methanol margins and sales volumes 
methyl teitisg. bulyl ether (MTBE) and approsimntely $9 million ol increased equity earnings at Attiki due to a hedge termination 

tit NMC: panially ofiset by unfavorable hydrology. higher royalty fees and the lack of the 2007 transmission congestion in Peru. and unfavorable results in Guatemala. primarily due lo higher 
fuel prices and maintenance cash 

AJcrtrets I n ~ p ~ i c l i i ~ ~  Irirrirre l n / e ~ - i ~ o / i n i ~ o /  Birer@f Rerrrllr 
International Energy's current strategy is rocused on selectively growing its L atin American power generation business while continuing to maximize the relurns and cash flow from its 

current portfolio EDIT results for International Energy are sensitive to chnnges in hydrology, power supply, power demand, and fuel and commodity prices Regulatory matters can also impact 
EDIT results. as well 3s impacts from fluctuations in eschmge rates. most notably the Brazilian Real 

International EneEy's contract prices arc adjusted, tlrcre is nn unfworable impact on intcrcst cxpmse  resulting from revaluation 121 International Enwgy's outstandiq local currency dcbl 
Certain ol International Encrgy's long-term sales contracts and long-term debt in Brazil contam inllation adjustment clauses While this is favorable to revenue in the long N O ,  as 
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PART I1 

nic results of International Energy's earnings from iprojccts accounted lor on the equity metliod are lcoscly correlated to the price of crude oil and other commodities As a result of the 
decline in oil and other commodity prices. Internationd Energy anticipates that earnings from equity projects, which contributed approximately $1 2 1  million orBRlT in 2008, will be lower in 
2009 Uian in 2008 

International Energy evaluates i h t  c;irrying iimounl of its recorded goodwill Ibr impiiirrnenl under the guidance 01 SFAS No 142. 'Gooil~ill ninlliitoiigible Arsst.s" For further 
miormation on kc? iissumptions tha t  impact International Energy's goodwill imp;iirmenl assessmcnts. see Critical Accounting Policy fiir Good~vill impairment As of the dste orthe 2008 
annual impaument analysis. the Sair value n l  International Energy's reporting units exceeded their respective carrying v:iIue. tlius no goodwill impairment charges were recorded Iiowever, 
man;igement is continuing to monitor the impact 01 recent market and economic events. including the impacts of foreign esclinnge rates iii a l l  jurisdictions. as r w l l  as lhe impacts of coinmodiry 
priccs, such as C N &  oil, on the rLsuIts 01 NMC. to dctcrminc ii i t  is more likcly tiinn not that  the carrying value o i  lntcmational Energy's reporting units have been impaircd Should any such 
triggering events nr circumstances occur in 2009 that would more likely than not reduce the lair \ d u e  o i a  reporting unit below its carrying value, management would perform an  interim 
impairment assessment oS1nteni;itional Energy's goodwill and i t  is possible that goodwill impaimrent charges could he recoded  as a result 01-these assessments At December 31, 2008, lhe 

International Energy segment had goodwill oCapprosirnalely $260 million 

J'cor ~fialedDecuisbei- 31, 2007 0 s  Coiii]~ol uil  to ~ c c o n i h e i  31, 2006 

0 ~ x 1  atiitg Rc?~eriiics~ The uicreiisc was driven primarily by 

* 

* 

Partially offsetting these increases wcre 
* 

An SS I million increase in Brazil due to higher sales prices and iavorablc escli;inge rates, 
A $37 million incre:ire in Guatemaln due to higher prices and volumes as a result of increased Ihermzil disp;itch. :and 

A $27 million incrcasc in Pcru due tr) liighcr spot pi iccs a s  a result of triinsrnission line congestion 

An 51 8 million decrease in Ecuador due to decreased sales as a result of lower thermal dispatch; and 
A $5 million decrease in Argentina due to lower sales volumes resulting from uniavorable hydrology. panially ofl~sct by higher average sales prices 

A $100 million decrease due to ii prior year reserve established as a result of a settlement made in conjunction with the Citrus litigation; 
A srii million decrease in Mesico clue primarily to a $3; million impairment charge on  the notes receivable irom the Campechc equity investment in 2006, and 
Ai1 $1 I million decrease in Ecuador due to lower fuel used as a result of Io~ver generation 

A $50 million increase in Brazil primarily due to higher eschange rates and higher regulaloiy and purchased power costs. 
.4 $37 million increiise in Gunternah duc to incrased  ibel used as a result olliigher dispatch and higher maintenance cosis as n result of unplanned outages: and 
An $8 niillion incrcasc in Argentina duc to higher maintcnancc cosb 

Opxooting Erpmses The decrease was ~lriven primarily by 
* 

9 

* 

Panially offsetting these decreases were. 
* 

. 
Ootlrerliiconio oridExp~iises, i ic i  The increase was drivcn primarily by a $26 million increase in equity carnings a t  NlvlC as a rcsult oi higlicr mctlianol and mcthyl tcliiary butyl cthcr 

(MTBE) margins. as well iis the absence of a $1 7 million impairment of the Ctimpeche equity investment rccortlcd in ?OM 

C;impeche equity investment and note receivable reserve. favorable prices in Peru due to transmission line congestlon, iavorable prices ant1 net foreign eschilnge impacts offset by higher 
regul;itoT costs in Brazil and higher cquity eiiniings a t  National hlcthanol, pnniiilly oliset by higher maintenance costs iind unfnvoriible hydrology in ArSentina 

BRI7 The increase in EBI r w a s  primarily d u e  to a prior ycar reserve established as a result of a settlement made in conjunction Wilh the Citrus litigation, a prior year impairment of the 
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1'4RT 11 

Otlirr 

Y e a i s  Eiidctl Dcceinber 31, 
Vnr iiiiice Vzrktticc 
2008 2007 

2008 2007 2007 2006 2006 

(In inilltoti.;) 

Oper'ilmg re:vL'nue\ 

Ga 
0 P 

Gains (loss) on !,ale, 01 otlier a s s ~ ~ ' ,  m i l  other, net j 2 1 25.1 ( 2 5 2 )  

$ (S6R) !$ ( 2 6 0 )  ifi (308) 9) $ (255) - -- -- EBlJ. 

I'rinr to t l ie fourth quarter n f lOOS,  Crescent was a reportablc business segment of Dukc Energy Beginning in the lourth quarter 0 1  2008. Crescent i s  no longer considered an operating 
segment nl-Dukc Energy as D L I ~  Energy's chief operating decision maker no longer revieivs Crescent's operziting results in nrder to make r ~ ~ o u r c e  iillocalion decisions and c ~ n l u a t e  its 
perfiirmance Accordingly, tlic results of Crescent have been included in Other lor all periods presented A s  a result of Duke Energy recording its proportiontite share of Crescent's imp;iirment 
lnsscs, tlie carrying v111uc oi Duke Energy's invastmcnt in Cresccnt has been reduced to zero at December 31, 2008 Beginning in the lourth quarter 01 2008, in accordoncc with Accounting 
Principles Bulletin (APB) IS,  "The ~ ~ ~ i i i ~ ~ ~ A f e l l i ~ ~ o ~ ~ l c c ~ ~ r ~ r i l ~ i ~ ~ ~ o i  lrii~eslr7ienl.s ir7 Coiriinm Slack," Duke Energy suslmxlerl applying the equity method of accounting to its investment in 
Crescent since its inyestmenl has been reduced to zero Accordingly. Duke Energy will not record addition;il losses related t o  its in\'estmenl in Crescent I-lowever. should Crescent begin 
reporting net inconic in fiiturc periods. Dukc Energy may resume applying the equity nictliorl of accounting aitcr its proportionatc sl im of that nct inconic cquals tlic sharc of net losscs not 
recognized during h e  period thc equity method iviis suspended 

].ear ~ r i ~ k ~ l D ~ c o 7 1 h ~ 1  31. 200s 0s Cffrlipnrd lo DcCErJrbct. 31. 2007 
Opiun'iig Rmvrirrcr Thc reduction iiws driven primarily by higher prcmiums earned by Bison in 2007 related IC) the ossumption oI l i i ibi l i t ie by Bison from other D d c  Energy business 

O]marrng E ~ ~ E I I S C \  1 he reduction !v:is primxily driven by the establishment of resews related to liabilities assumed bp Bison lrom other Duke Energy business units in 2007 with no 
units 

comparable cliargcs iii 2O(l8, a prior ycar donation to the Duke Foundation. rcduccd benefit costs. and dccrcnscd scvcrancc cosL5 I hcsc favorable viiriances ivere partially oflset by a prior year 
benciit related to contract settlement negotiations and unfavorable property loss e s p r i e n c e  at Bison 

$38 million in 2007 due to Duke E,nergy recording its proponionate share of impairment charges recorded by Crescent and lower earnings as a rcsult of the downturn in the real estate market. 
ud~nvoriible returiis on investments related to esecut iw l i i e  insurance ond lower investment income at Bison, partially oKset by prior yeor convertible debt charges 01 nppmsim;itely $21 
million related to the spin-ofiorSpectre Energy with no comparable charges in ?(OS 

EBIT The decrease was due to Duke Energy's proportionate share of impairment charges recorded by Crescent and lower overall earnings at Crescent. a prior year benefit related to 
cniitract scttlcnicnt negotiations. unfavorable investment returns and unfavorablc property loss espcriencc at Bison, partially otYset by a prior year donotion to Duke Foundation prior ycar 
con\~crtiblu debt charges, decreased s w e r m c c  costs and reduced benefits costs 

Ol/ierlircoriie ariJE17xrrsa. ire! rile increase in net expense was primarily driven by approximately $731 million of losses :it Crescent in 1008 cornpiired to exnings o l  approximately 
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Mntfei~s I n i j ~ ~ f i i i g  Fi~rtwe Orher licrirlrr 
Other's Suture results could be impacted by continued volatility in the debt and equity markets and other economic conditions. which could result in the recording ofotha-than.tcmporary 

impairment c h a r p s  to reduce the c a r v i n g  value of investments in debt a n d  equity securities, including certain invesunents in auction rate debt securities, to their estimatetl fair value Duke 
lincrgy analyzes all investmen& in debt and equity securities to determine whether ii decline in fair value should be  considered other-than-temporary Criteria used to evaluate whether an 
impiiirmcnt is n t l i c r - t l i n n - t e m ~ ~ o r ~ ~  iiicludcs. but is not limited to, thc length o i  time over which thc market value has been lower thnn the cost basis o i  the invxtment,  the percentage decline 
comp:ired to the cost oSdie investment and  management's intent mil ability to retain i t s  investment in the issuer Sora period oStime sufficient to allow Sor any anticipated recovery in market 
value 

Duke E,ncrgy has guarantucd ;ipprosiniatcly EIOi i  million of outstanding surety bonds ;and letters 01 credit related to projects at Crcsccnt This amount rcprcseiits the iaccv;iluc of t hc  

guarantees: hornever, Cresccnt has ;ilrearly completed a substantial portion of its vblig;itions under these guarantees As of December 3 1. 201)s. i t  is reasonably possible thst Duke Energy could 
have exposure olapproxim:itely W J  million under these guarantees should Crescent lail lo perform under its oblig;ilions :issocialed with these projects. which would become more likely 
should Crescent deckire bankruptcy in [lie near luture See Note 1 Z to die Consolidated Financial Statements. 'Invesunents tn IJnconsoliilatnl Afliliates and Related Party Transactions." for a 
discussion 01 impnirnient losses recortleil by Cr n t  during 7(lOS iind Crescent's significnnt debt obligations os of December 31, XJOS 

Oixrnring. R~m.e:ii,eu l h e  decrease \vas ilrivcn primarily by 
* 

Partially o1f:setting h i s  decrease \ws  
* 

* 

Olxrafiitg. E~7x17~cs The decreasc was driven primarily by . 
* 

A $221 million decrease due  to tlic deconsolidstion oSCrescenl elt iclive Septemlw 7. 2006 

A $1 5 million increase related to revenues earned for sewices performed lbr Spectra Energy, snd 
J\ $14 millinn increase rcl:ited to D E  1h.l. primarily driven by mark-tomarket activity 

A $160 million decrease due to tlic dccnnsoliililtion of  Cruccnt  elli-clivc September 7, 2006, 
A $1 10 millian decreiise rclntcd t o  contr;icl settlement negotiations Duke h e r g y  was party to an  agreement with a diird party sewice provider related to certain future lpurchases The 
;agreement contained certain damage lpayment provisions if qualifying puriliases were not initiated by September 200s In the lourlh quarter of 200G. Duke Energy initiated early 
settlement discussions regartling t h i s  agreement and recorded a reserve of approximately $65 million During the year ended December 31, 2007, Duke Energy paid the third pony 
senwc prvvidcr approximately E 1 1  million. \vhich directly reduced Duke Energy's future exposure under the ogrecmcnt. iind furthcr reduced the reserve by $45 million based upon 
qu:ilifying purchase commitments that  fulfilled Duke Energy's obligations under the ogreement 
A 574 million decrease in ciists to achieve related 10 the Cinergy merger: 

approximately $26 millinn. 
A $A?, million decrease in gwernnnce  and other corpor;ite cnsls. including prior yc:ir shared sewices cost allocations tn Spectra Energy not classified as discontinued opernlionr: and 

A E X  millinn decrease in amortization costs r e l m c l  to Crescent capitalized interest 

A X?S million increase due 10 :I ilonation to the Duke Fnundation. a non-profit organizntinn Sundcd by Duke Energy shareholders that makes charitable contributions to selected non- 
protits and  government subdivisions; and 
A E l ?  million increase related lo cmploycc scvcrancc costs 

* 

it Bison due prininrily to loivcr chnrgcs for mutual insuriiiicc exit obligations of approximately 576 inillion. partially offsct by higher opcratiiig expenses of 

P;inially oSisetting these tlecreases were' 

. 
Gmitr on stiles (I/ i : t v e ~ t ~ i t e i ~ ~ s  l i t  Coiitiiierctol ~ i i t ~ i A f t t l f i ~ i i ~ ~ t i i ~  real esfnfc The ilccrcase w a s  due to the deconrolidation oi Crescent cn'ective Scptcmber 7, 2006 

Goins (Lnrrcrl  ON S o b r  01 0 ~ ~ 7 m : I ~ w l ~  miif OrJ:rr m l  The decrease was driven primwily hy ii $146 million pre-tax gain resultins frvm the sale of and elTective 5096 interest in Crescent 



Orhcr Irimrite onJEx j~e i iw~ ,  i ier  The decrease was driven pnmarily by convcrtihle debt charges ol approsimatcly $21 million related to the spin-oll'of Spectra Energy, partially oflsct by 

ERIT The decrease \viis primarily driven by a gain on thc sale oiownershtp interest in Crescent in the third quarter 2006 and lower resulls due  to Uie downturn in the real estate market, 
a $9 million increase due to tlie deconsolidation o f  Crescent effective September 7, 2006 and an increase in investment returns related to esecutive Me insurance o i$S million 

iin iiicreiise in captive insurance expens-. a donation to the Duke Foundation, convertible debt chjirges related to the spin-on'of Spectra Energy and employee severance charges, partially 
ollsct by contriict settlement negotiations. Iowcr chsrges lor mutual insurance exit obligations. the reduction oi costs to acliicve reliiteil to the Cincrgy merger, lower governance and other 
corporate costs and a decrease in amnrtimtion costs related to Crescent capitalized interest 

The application 01 ;iccounting piolicies and e s t i m ~ t e s  is an impiirtmt p rocss  Ui;it continues to evolve as Duke Energy's operations change :ind accounting guidiince evolves Duke Energy 
h;is identified a number of critical accounting policies and estimates that  require h s  use ofsigniiicnnt estimtitcs and judgments 

hlanagement boses il:i e:itimates itnd judgments on  historical experience and nn d i e r  various ;assumptions that they believe arc reasonable at the time of appliciition The estimiites and 
judgments may change as time passes and more idormation sbout Duke Energy's envuonmenl becomes available If estimates and judgmenls are diiferenl than llir aclual iimounts recorded, 

policies with sminr members 01 management and the audit committcc, a s  appropriate Duke Energy's critical accounting policies and estimates arc discussed below 

1legul:itory Accoonliiig 
Duke Ikurgy ziccounLs for ccrtiiin of its reguliitrd opcriitioris (primarily LJ S Franchiscd Electric and Gas and certain portions of Commercial Power) under the provisions of SFAS 

'c/> o/ Ccrroiii I-iyics ?/Rc,~iil~?~iori As i i  result, Duke Energy records assets and liabilities that result irom the regulated rateinnking process that wauld not be 
\ccepted Accounting Principles ((>Ai\P:i for non-regulaterl entities Regulatory assets generally represent incurred costs that have been deferred because such 

costs are probable of luture recovery in customer rates Regulatory liabilities generally represent obligations to make rdunds  to customers lor previous collections for costs that either are not 
likely ti) or have yct to be incurred blanagcnicnt continually assesscs whether thc regulatory assets are probable of future recovery by considcring l ictors such a s  applicable rcgulatoq 
environment changes. recent rate orders to ntlier regulated entities. ani1 Uic status io1 any ipencling or potential Lleregulation legislation Based on  this continual assessment, management believes 
the existing regu1;itory dssets are ]probable 01 recovcry 7 l i i s  assessment rellccts the current political and regulatory climate at Uie stiite and federal levcls. and is subject to change in the future 
I1 future recovery 01 costs ceases to be probable, tile asset \ \~ite-olfs would be required to be recognized in operating income Additionally, die regulatory agencies can provide flexibility in ilie 

mnnner and timing ol the rleprcci;ition ol property. p lmt  and equipment, nuclear decommissioning costs iind amortizntion of regulatory assets Totiil regulatory assets were 64.077 million a s  of 
December 31, ?Of18 and $2,645 million iis of D e c c m h r  3 1 ,  ?(IO7 1-otal regulatory liabilities were 52,678 as orDecember 31. 20118 and 52.674 million as oiDecember  31, 2007 For further 
information. see Note 4 to the Consolidated Financial Statc'ments. "Rcgulatory Matters " 

In ordrr to apply t l ic  accnuiitiiig provisions of SI'AS No 71 and  record regulator), asscLs and liabilities. the scopc criteria in SFAS No 71 must be met Managenient makes significant 
judgments in determining whether the scnpe criteriii ol SI;AS No 71 are met for its operations, including determining whether revcnuc rates for services prnvided to customers are subject to 
approval by an independent. lhird-party rcfulator. whether tlie regulated rates are designed to recover specific costs of providing Uie regulated sewice, and a determination of whether, in view 
of the demand for the regulated services and (lie level oicomperittnn. i t  is reasonable to m u m e  that rates set at levels that wil l  recover the operations' costs can be charged to and collected 
from customers Thi:i iiniil criterion requires consideration 01 nnticipnted changes in levels of demand or competition, direct and indirect, during the recovery period for nny cnpitnlized costs If 
fncts and cfrcumskinces changc s o  tliiit a portion 111 Duke Energy's regulaterl operiitions meet d l  of the scope crilcria set forth in SFAS No 71 when such criteria had not been previously met, 
SFAS No 71 would Lx reapplied to all or a separable portion i if the operations Such reapplication includes adjusting the balance sheet Cor amounts that meet the delinition of a regulatory asset 
o r  regulatory liability of SFAS 71 

Commcrciiil Power owns, <operates and manages ipniver plants in the tvlidwcstem United States Commercial Power's generation asset Ileet consists of Duke Fnergy Ohio's generation in 
, Uiiit are dedic;ited t n  serve Ohio native Inad 



PART I1 

customers (nativc load). and live h,lidwestern gas-fired non-regulated generation asscts that are not dcdicatcd to sorve Ohio native load custi~mers (non-nativc) The nun-native generation 
operations are not accounted lor under SFHS No 71 as these operations do not nieet the scope criteria lvfost o i  the geneintion iisset native load output in Ohio was contracted through t l ie RSP 
through Ikcember  31. ZOO8 As discussed liirther in the notes to the Consolidated Financial Slatemcnts. s]xcifically Note 1 ,  "Summary of Signilicant Accounting Policie;" and Note 4, 

"Regulatory ivlatters', beginning on December 17, 7(1OS, Commercial I'oiver reapplied the provisions of  SFAS No 71 to certain portions of its native load operations due to the passing of SB 
221 and thc approval of the ESP flowever, other portions of Cnmmcrcial Powcf s nnti\'c load operiitions continue to not meet thc scope criteria of SFAS No 71, as certnin costs ol the nativc 
load operations d o  not result in a rate structure designed to recover tlie specific costs of that portion oStlie o ~ x r a t i o n s  Despite certain portions of the Ohio native land operations not bemg 
subject to the accounting provisions oi SFHS N o  71. all (11 Commercial Power's Ohio  native load operations' rates iire such to approval by the PIJCCC) and thus time operations :ire referred to 

hcrc-in as Commcrcial Ponds  regulated operationr hlorowcr.  gencr;ition rcniains it coinpctitivc m.irkct in Ohio and  native load customets continue to liavc the ability to sw i t ch  to alternative 
suppliers for their electric generation sen'ice A s  customers switch, there IS a risk thiit some or all of I?ommercial Power's regulntnry assets will not be recovered through the established riders 
Duke Energy will continue to monitor tlie amount of native load custnmers that I iwe  switched to n l t i rna l i ve  suppliers when assessing tlie recoverability of its regulatory assets established lbr 
its native lond generation operations 

Gooclwill Iiupoirnic~it Asscssniriiiq 
At December 31, 2008 and 2007. Duke Inergy had g,wd\vill balances of Sri,720 million and %4,642 million. respsctively Duke Energy eviiluiites the imp;iirincnt olgoodwill under SFAS 

No 1-12, "Goodit~rll nndOIlicr lnt~i~i,~iblc:Irre~r" (SFAS No 1-11) Ihc  mqority of Duke Energy's goodwill ;it Dccembor 31, 2008 iintl 701:17 relates to thc acquisition of Cincrgy in April 2006, 
whose assets tire primarily included in the U S Fritncliised Electric and Gos snd Cominerciol Power :iegments I h e  reinninder relates to Internationill Energy's L.ntin Ammicon operntions A5 of 
the acquisition date. Duke Energy allociites goodwill to a reporting unit, which Duke Energy deiines as ;in operating segment or one level  below an opernting segment As required by SFAS 
N o  142. Duke Energy performs an itnnuiil goochvill impairment test and updates the test between iinnual tests if events nr circumstances occur that would more likely than not reduce the fair 
value o f  a reporting unit below its carrying amount Duke Energy perlbrms its annual impairment assessment as oi  August 3 I wcli year Duke Energy primarily uses a discounted cash flow 
analysis to determine the fair value of its reporting uniu  Key nssumpt io i~~ used in the analysis include. but arc not limited to, the use of an appropriate di!;count rate, estimated future cash 
flows and st imatetl  nin rates oioperation, m;iintenance. and general and administrative costs In estimating cash llows, Duke Energy incorporates expected growth rate;, regulatory stability 
and ability to renew ContracL?. as well as other lxtors, into its revenue and espense Sorccasts Duke Energy did not record any imp:iirment on its goodwill as ii result of the 2008, 2007 or 2006 
im~iairmcnt tests required by SFAS No 142 

One o f t h e  most signdicmt assumptions that Duke Energy utilizes in determining the Ciir value of its rcporLing units is the discnunt rate applied to the estimated ruttire cash flows 
Management determines the appropriaie discount rate lor each ol its reporting units based on the weighted average cost of capital (WACC) lor each individual reponing unit The WACC takes 
into account Iwth tlic cost of equity and prc-tns cost ol debt A s  cacli repurtmg unit lhas a diffcrcnt risk proiilc hosed on the nature oi its operations, including lactors sucli as r ~ ~ u l a t i o n ,  the 

WACC fix each reponing unit may diflbr In determining tlie appropriate WACC for ench of Duke Energy's reporting units. Duke Energy considereJ current and historical market data for risk 
free inters:  rate; over a IO-year period and applied an appropriati. equity risk premium for the equity component of the WACC, nnd utilized credit ratings and appropriate risk premiums for 
the debt component Duke Energy alsn considered implied WACC's lor certain peer companies in determining tlie appriipriate WACC rates to use The discount rates used for calculaling the 
fnirvalues as of August 21, 7(lOS lor eiich of Duke Energy's domestic reporting units were commensurnte with the risks iissociiitcd with each reporting unit  iind ranged from 6 75% to 8D/b For 
Duke Energy's international operations, n base discount rate ofR?h was used, with specil~ic adders used fiv each separate ~urisdiction in which International Energy o p e r a t s  to reflect the 
differing risk profiles o i t h c  jurisdictions This resulted in discount rates lor the August 31, 200s goodwill impairment test lor the international operatinns ranging from S 6% to I 2  2% 

usage and attrition based on internal data and economic dntn obtained from third party sources. as  ell as projected commodity pricing data The business plan a s u m e s  the occurrence of 
certain evenls in tlie 

Additionally, estimated futurc cash llows are hosed on Duke Energy's internal business plan Duke Energy's internal business plan reflects management's assumptions related to customel 
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future, such as the outcome of future rate filings, future approved rates of returns on equity, anticipatcd earningsireturns related to significant future capital invcstmcnts, c o n t i n u d  recovery of 
cost of s e M c e  and the renewal of certain contrac15 hlanagement also makes ;assumptions regarding the run rate of operation, maintenance and general and administrntive costs based on the 
expected outcome of the aforementioned events Should the actual outcome of some or a11 of Uiese ;issumptiom differ si@iiiicanlly from the current assumptions. revisions to current cash flow 
assumptions could cause Uie toir value of Duke Energy's rqmrting units IO he signilicanliy different in future periods 

I'hcse underlying assumptions nnd estimates arc miicle us of11 point in tinic; subsequent chongcs. pnrticillarly chiingcs in the discount riites or growth rates inherent in management's 
estimates of future cash flows, could result in a Suture impairment charge to good\vill Manngrment continues to remiiin alert for any indicetors that the fair value of a reporting unit could be  
below book value and will iissess goodwill for impairment as appropriate 

n i c  impairment analysis cis of August 31, 2008 did not indicate that the fair value of any of Duke Eiicrgy's rcpivtiiig units ivcre less than iLs book value As an overall test of the 
reasonableness of the estimated fair \'.?lues of tlie reporting units. Duke Encrgy reconciled the combined fair value estunates 01 iLs reporting units to its market c;ipitalization as of August 31, 
2008 The  reconciliation confirmed that the fair values were reasonably represcntative o imarke t  views when applying a reiisonable control pr'mium to Uie market cqiitalization Additionally, 
Duke Energy would perform an interim impairment assessment sliould any events Dccur or circumtances change that  would more likely than not reduce the lair value o f a  reporting unit below 
its carrying viilue Subsequent to August 31, 2OOS, management did not identify any indiciitors nf potentinl impairment t h a t  required im update to the iinnual imp;iirment iissessment This 

positive or negative, oisignificant swings in market or economic conditions liowvcvcr, m;inagemcnt will cnntinue to  mnnitnr changes in Uic business, as well ,is nvcrall market conditions and 
economic factors that could require additional irnp;iirment assessments 

Revrriue Recognilion 

are estimated by applying an average revenueikilowatt-hour o r  per thousand cubic feet P l c f )  for a l l  custnmer classes to the number of  estimated kilowatt-hours or M c f s  delivered but not 
billed The amount oiunbilled revcnues can vary significantly period to period as a resiilt o i lac tors  including .season;ility. weather. customer usnee pcittcrns ;and customer mix Unbilled 
revenues, which are recorded as Receivables in Duke Energy's Cnnsolidatcd Balance Sheets at Deccmhcr 31, ?O(JS and 20il7 were approximatolp X36l.i millinn nnd 6380 million. respectively 

Revenues on  snles of electricity nnd gas. primwily at U S Friinchised Electric nnd Gas. ore recognized when either tlie service is provided nr tlie product is ~ l c l i v e r d  Unbilled revenues 

Accounling for L.oss Cniitingencicr 

makes judgments regarding the future outcome ol Contingent events ond records a loss contingency bssed on  the iiccounting guidance set Gxth in SFAS No 5. ".-lccoiir~li~~g/br Corilingeiicies" 
(SFAS No S), which requires 3 loss contingency l o  be recognized when it is determined that i t  is probable that a loss h i s  occurred and the :imounl of the loss can be reasonably estimated 

IvIanagement regularly reviews current information avatlable to determine whether such accruiils should he adjusted and ivhetlier new iiccruals itre required Estimating probable l o s e s  requires 
analysis of multiple Sorccasts and scenarios that often depend on judgments ahout potential iictinns by third parties, such as fkdcral. state and loc i i l  courts antl othcr rcgulators Contingent 
liabilities are often resolved over long periods of time Amounts recorded in tile consolidated financial statements may dill-er from the iictual outcome once the contingency is resolved, which 
could have a material impact on future results 01 operations, iinancial p s i l i o n  and cash flows oi Duke Energy 

Duke Energy is involved in certain legal and environmental matters that arise in the normal course of business In the preparation ol its consolidated finiincial statements. management 

Duke Energy Iias experienced numerous claims for indemnification and mecliciil cost reimbursement relating in clam;iges for bodily injuries ;iliepctl to hiive arisen 1-rom the exposure to or 
use of asbestos in connection with construction and maintenance activities conducted by Duke Encrgy Cnrolinos on its electric generation plnnts prior to  1985 

Amounts recognized as asbestos-related reserves related to Duke E.nergy Carolinas in the Cnnsolidatcd Balance Sheets totaled ;ipprosimately %l.O.3 I million antl $1,082 million as of 
December 31, 2008 and 2007. respectively, and are classified in Other within Deferred Credits and Other 1Li;ibiltties and Other within Current 1.iahilities These reserves are based upon the 
minimum amount in Duke Energy's best estimate of the range of l o s ~  for current and future asbestos claims through 2027 hlanagcment belicves that i t  is possible t h a e  will be additional 
claims filed against Duke Energy Carolinas after 2027 In light of tile uncertainties inherent in a longer-term fore- 
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PART II 

cast, management docs nut believe that they can reasonably estimate the indcmnity and medical costs that might he incurred after 21117 rtlated t o  such potmlial cliiims r\sbestix-relalcd Inss 

estimates incorporate anticipated inflation, fapplicable,  and are recorded on ;in undiscounted basis 1 hese reserves are based upon current estirniites and arc subject to greater uncertaint). as  the 
projeclion period lengthens A significant upward or downward trend in the number of claims filed. the nature in l  the a l k &  in~ury ,  and the average cost of resolving w c h  such claim could 
change our estirn;ited liability, as could any substantial adverse or favorable verdict at  trial A federal legislative solution. further state ton r e h m  or structured settlement transactions could 
nlso change the cstim;rtcd liability Given the uncertainties associatcd with projecting rnotters into the future and numerotis other inctors ,outside our control. miinegemcnt believes that it is 
possible Duke Energy Carolinas may incur asbestos liabilities in excess of the recorded reserves 

Duke E.nergy has a Ihird-party insuriince policy Lo cover certain losses related lo Duke Energy Carolinas' asbestas-related injuries and damages al>ove an ;iggreg;itl: sell  insured retention 
of $476 million. Duke Energy Cnrolinas'cumulativc p;iyincnls began to excccd the self insurance retention on  its iiisurancc policy during the second ip i r lc r  ol 2008 Fulure payments up to the 
policy limit will be  reimbursed by Duke Energy's third party insurance carrier 1 hc insurance policy limit for potential future insurance recownes  ior intlemnification and  medical cost claim 
payments is S1,OW million in excess oi the sell insured retention Insurance recoveries of npproximntely $1,032 million and S1,OJI) million related to this policy are clnssiiied in Uie 

Consolidated Balance Sheets in Other within Investments and Other Assets and Receivables as of Decumber 31. 2CKX and ?W7. respectively 1 h k e  Energy i s  not aware 01 any uncenainties 
regnrtling the legal sufficiency o i  insurance clnims Mnnngement believes the insurance recovery iisset is probable ni recovev  os the insuriince ciirrier continues to have ii :strong iintincial 
strength rating 

For further information. ste Note 16 to the Consolidated Fin;incial Statements. "Commiunents and Contingencies " 

Accounting I'or Inconie Tares 

future tax conscqucnces attributable to dilicronccs bclwccn the book basis and tax basis oi  asscLs and liabilities Defcrred t 
to apply to tn.ud.de income in the years in which those temporary din-erences are expected to be recovered or settled If Suture utiIi~otion o i  delerred t i is  assets is uncertiiin. Duke Energy moy 
record a valuation allowance against certain deferred t i n  assets 

be  both probable and reasonably estimable lor a loss to be recorded Upon adoption of FIN 48, Duke Encrgy began recording unrccopizcd  tax bencfils lor positions taken or expccted to bc 
taken on tax returns, including the decision to exclude certain income or transactions from ii return, when a more-IiBely-!lion-not threshold i s  met for a tas positinn ;ind management believes 
that Ihe position will he  sustained upon examination by the taxing authorities In accordance with FIN AS.  Duke Energy records the largest amount of the unrecognized t i n  bendit b a t  is greater 
than 5046 likely of being rcilized upon settlement Management evaluates each position based solely o n  !lie technical mcrils and f h s  and circunisiances of !he  position. assuming the position 
will be exnmined by n taxing authority hnving full knowledge ol all rclcvant iniormntion Significant management judgment is required t o  determine whctlicr the recognition tlueshold has been 
met and, if so, the appropriate amount of unrecognized tax benefits to be recorded in the Consolidated Financial Slatements hlanagement reevaluates tax pnsitions e;icli period in which new 
information ahout recognition or measurement k c o m c s  avnilable 

Significant managcincnt jurlgmcnt is required in dclcrinining Duke Energy's provision fix iiicomc taxes, dcfcrred tax iissets and l iobi l i t ics and t l i e~~i lua t inn  reconled against Duke 
Energy's net deferred tax assets, if any In assessing the likelihood o i  realimtion of deferred tiax assets. management considers estunates oithe amount kind chiariictcr of-future tasnble income 
Actual income taxes could vary from estimated amounts due to the future impacts oi various items. including changes in income tas l a w .  Duke Energy's Ibrecastcd financial condition and 
results of operations in future periods. as well as results of audits and exiiminatinns oi filed tiis m u m s  by taxing nuthnrities Although management helieves current estimates iirc reasonable. 
nctual results could dii icr from these estimntes 

Duke Energy accoun1s fbr income lases under SFAS No 109, "Accoii~~liii,q to, Inconic Tcncr." (SFAS No 109) ;mil FIN J8 Delerred t 'sets and liabilities are recognized Cor the 
TIS iintl lial~ilitics ;ire measured using cnacted t i is  i i i tes expected 

Prior 10 the adoption of FIN 46 on January 1. 1007. Duke Energy recorded tax contingencies bwxl on the accounling guidance sct iorth in , . No 5 .  which rcquires a contingency to 

For further information. see Note 6 to the Consolidalcrl Financial Statements, "Income rnses 'I 

Pciision a n d  Other Post-Rctircmcni Ileiiclits 
Duke E,nergy accounts Tor its defined benefit pension plans using SFAS No S7. "Bii /~l~~~eis ' , lc~oi i i i i i i is  /bi PEIIUO~IS," ISFAS bln S 7 j  a n d  SFAS No 158. "Ct i ,~ lo~~er .~ ' , l~coi~i i t i i i~~~i  

De~%iedEciieJt Peiinnii oiid 0tlict.Poc~reiir~nieiit Plaiis," (SFAS No 158) Under SFAS No 47. pension incomeiespcnse is recngnized on :in accrual Ixxis over cmplnyecs' approximate 
service periods Othcr post-reliremcnt benefits are accounted for using SFAS No 106. '*Eniplmws :iccoiriiting tbr Po,sfrefireniei~l Deii?~i ls Oilier 71ioii Penriotis," W.AS No lC6) 
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PART I1 

In accordance with the measurement date provision o i  SFAS No 158. in 3iifJ7, Duke E,nergy c l iangd its measurement date irom Septcmhcr 311 t o  Dscenihcr 31 
Funding requirements Tor delined benefit 0 1 3 )  plans :ire detcrmincd by government regulations, not SFAS No S7 Duke Energy m;idc voluntary contributions to its D B  rctircmenl plans 

oi zao in 2008, $350 million in 2007 and $124 million in 2006 In Uic lirsl quar'ter of 2009. Duke Energy made a voluntaty contribution lo its DB retirement plans in 7009 oI $500 million 
Additionally. during 20117. Duke Energy contributed approximately $62 million to its other post-retirement benefit plws 

assumptions can result in difSerent expense and reported Ii;ibilily amounts, nnd iuture iictual experience can differ Srom tlie assumptions Duke Energy believes Uiat tlic most critical 
assumptions for pension and other post-rctirement beneiits are the expected long-term rate 01 return on plan assets and tlie assumed discount rate Adrlitionnlly medical and prescription drug 
cost trend rate ilssuniptions arc critical to Duke Energy's estimates of other post-retirement bcneiits The prescription drug trend rate assumption resulted Smin llic cll'cct 01 the hkdic;irc 
Prescription Drug Improvement and h,lodernization Act O\lodemization Act) 

llic calculation of pension expense, other post-rctircmcnt beneiit expense and Duke Energy's pension ond other post-retirement liabilities require the use 14' assumptions Chnngcs in these 

Dike E ~ r a r g ~ P l o i ? ~  
Duke Energy nnd its subsidiaries (including legacy Cinergy business=) maintain non-contributory defined benefit retirement plans (Plans) The Plans cover most U S emplnyees using II 

cash balance formula Under a cash balance formula, a plan pnrlicipanl accumulates a retirement kncfi t  consisting ofpoy credits that are based upon a percentage (\r.lach may v a r y  with age 
and years ofservice) of current eligible comings and current interest credits Certain legacy Cinergy employees are covered under plans LhaI use a linal n'cragc e;imings iorrnuiii under irlllitii 
avcrage earnings iorrnula. a plan participant accumulates a retirement hcnefit equiil to a perccntagc oi thcir highest 3-year average earnings, plus a percsntagc of thcir highest 3-year average 
earnings in excess of covered comixnsation per year oi participation (maximum of 3 5  years), plus a percentage ot their highest 3-year ;werage earnings times years O i  p~irticipation in excess of 

35 years Duke Energy also mninLiins non-qualified, non-contributory delined beiielit retirement plans which cover certain cxecuti\'es 
Duke Encrgy iuid most oi  its subsidiaries also providc some health care and life insurance benefits Cor retired employees on a contributorp and non-contrihutop basis Ernployces are 

eligible for these benefits if they have met age and service requirements at retirement, ns defined in the plans 
Duke Energy recognized prc-tax qualified pension cost oi %I6 million in 2008 In 2009, Duke Energy's qualified pension cnst is cspected to he :ipproximntcly UfI millinn lower than in 

ZOOS as a result oi tlie atorementioned approximate $500 million 2009 DB retirement plan contribution Non-qualitied pension cost ;and other post-retirenient bcnciits cost are expected to 
remain approximately the same as 2008 

For both pension and other post-retirement plans, Duke Energy assumed that its plan's assets would generate a long-term rate oi return nl S 89; as of Dccembcr -31, 21.l(i8 ihe  &sets Tor 
Duke Energy's pension and other post-retirement plans are maintained in a master lrust lhe inveslment objective o i  l hc  master trust is to :ichieve re;isonal)le returns on tml assets, subject to a 

prudent level of porrfolio risk, ror the purpose oi enhancing the security ai  benefits for plan participants Ihe asset allocatioii target was set sfler considering the investment ob~ective and the 
risk profile with rcsixcl to tlie trust U S equities iirc held Tor thcir high expected return Non-U S equities, deht securities, and real  state arc hsld l ix  diversification Invcstments within w e t  
classes are to be  diversified to achieve broad market participation and reduce the impact OS individual managers or investmcnLs Duke Energy regularly rcwsws iLs iictual asset allocation and 
periodically rebalances its investments to its targeted allocation when considered appropriate 

The cspccted long-term ratc ol return o f 8  596 Sor tlie plan's assets was  dcvcloped using a weighted average calculation olcxpectcd rcturiis based primarily on future cxpectccl returns 
across a5set classes considering the use of active asset managers The weighted average returns espected hy asset classes were 3 1 o b  lbr If S equities, 2 S o b  lor Non U S equities. 2 596 for 
lixed income sec~irities. and 0 306 for real estate 

If Duke E.nergy hod used a long-term rate of 8 25% in XNS. pie-tax pension expense would have been higher by approximately $111 million and pre-tax other post-retiremcnt expense 
would have been higher by less than $1 million I1 Duke Energy lind used n long-term riite oi 8 75% pre-lox pension expense would h o w  been lower by opprosimatcly $10 million ;and pre-!as 
other post-retirement expense would hiive been lower by less than $1 million Duke Energy discounted ih Suture U S pension and other post-retirement ohligations using a rate o f6  50% as of 
December 31, Z(108 



PART I I  

Duke Encrgy's U S post-retirement plan uses a mcdical care trend ratc which reflects the near and long-term ex1)cctation of increases in medical health care costs Duk 
post-retirement plan uses a prescription drug trend rate which reflects the near and long-term expectation oi increases in prescription drug health care costs As of December 31, ZOOS, the 
merlical care trend rates were S 50% which grades to 5 00% by 7013 As ofDecember 31. 2008, the prescription drug trend rate was 1 I 0096, which grades to 5 0096 by 2022 VDuke Energy 
had used heiilth care trend rates one percentage point higher. pre-tns other post-retirement expense would have been higher by $3 million If Duke Energy had used health care trend ratcs one 
pcrccntagc point lower, pic-tila orher post-retirement expense would have been lower by $2 million 

h e r g p ' s  future pension expense ant1 liabilities Management cannot predict wi th  certainty wliat these factors will be in the Suture 
Future changes in plan asset returns. assumed discount rates and various other factors related to the participants in Duke Energy's pension and post-retirement plans will impact Duke 

For further iniormation, see Note 2 2  to the Consolidatcd Financial Statemcnts, "Eniployec Benefit Plans '' 

LIQ1JII)ITY ANI) CAI'I'I A L  IUISOURCES 
l i ~ i o v \ ~ i i  Trends iintl Uncertainlies 

At December 3 1, X O S ,  Duke EneQy hod cash, cadi equivalents and short-term investments of approximately $1 0 billion, pnrtially offset by npprosimately $543 million ofshort-term 

plans and its existing cash, cash equivalents and short-tmm investments The relativcly stable opcrating a s h  flows oi the U S Franchised Electric and Gas business scgment compose a 
substantial portion of Duke E n e r g ' s  cash flows from operations and i t  i s  anticipated that it will continue to do so for the nest several years A material adverse change in operations. or in 
available financing, could impact Duke Energy's ability to fund its c~irrenl liquidity and capital resource rcquircments 

Factors" for details) 
Ultimate cash flows irom o~)cratioiis are subject to ii nurnlx-r of factors, including. but not limited to. regulatory constraints, economic ticnds, and market volatility (see Itern It\ "Risk 

Duke Energy projecls 2OD9 capital and investment expenditures of approximately $4 S billion, primarily consisting 01: 
. $3 8 billion at  U S  Franchised Electric and GM 
* SO 6 billion a t  Commercial Power 

SO 3 billion a l  lnternetional a n d  
$0 1 billion a t  Other 

Duke Energy continues IO Ibcus on reducing risk and positioning its business for fulure success and ivill invest principally in its strongest business s m o r s  with an overall I'ocus on 
positivc net cash generation Bascd on this goiil, iipprosimiikly 75 percent of total projectcd 2009 capital expenditures are allocaled to the U S Franchised Electric and Giis segment Total U S 
Frenchised Electric and Gas projected 2009 capital and investment espenditures include approximately $1 9 billion for system growth, $1 5 billion for maintenance and upgrades oresist ing 
plants and infrastructure to s e w  load growth, approximately $0 2 billion of environmental expenditures. and approximately $0 .?billion of nuclear fuel 

With rcspcct to thc 2009 capital expenditure plan, Duke EnerLy has llcnibility within its $4 8 billion budset to defer o r  eliminate certain spending should the broad economy continue to 
&tenorate O f  the $3 S billion budget, approximately $2 6 billion relates to projects for which managemcnt has committed capital, including, but not limited to. the continued construction of 
ClilTside Unit 6 and Uie Edwardsport IGCC plant. and management intends to spend those capibl dollars in 7.009 irrespective of broader economic factors Apprasimntely $2 I billion of 
projected 2009 capital espenditures are expected to be used primarily for  overall system maintenance, customer connections. and corporate espcnditures Although these eslxnditures are 
ultimately necessary to ensure overall system maintenance nnd relinbility. the timing of the expenditures miiy be influenced by broiid economic conditions and custoiner growth, thus 
management has more l lesibiliry in terms of when these dollars are actually spent The remaimng planned 2009 capital expenditures of approximately $(I 1 billion are of a discretionary nature 
and relate t o  growth opportunities in which Duke Energy may invest. provided Uiere are opportunities to meet return eqxctations along with assurance ol constructive regulatory treatment in 
the regulated businesses 
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As a result ol lluke Energy's significant commitment to rnodcmizc itsgeneraling flect through the construction o f n e w  units, as i v e l l  as its focus on increasing its renewable energy 
portiolio. the ability to cost eDectively m;in:ige the construction phase of current and future projects is critical to ensuring iull and timely recovery of costs oiconstruction Should Duke Energy 
encounter signilicant cost overruns above a m o u n ! ~  approved by the various state commis ians .  a n d  those amounts iire disallowed for recovery in rates, fiilure cash flows could be adversely 
impacted 

Dukc Energy anticipates its debt to totnl cnpitnlizntion ratio to remain nt approximntcly 413'0 in 20IB In Jnnuiiry 2009, Dukc Energy issued $750 million principal nmount of senior notes 

Proceeds from the issuance were used to redeem commerciiil paper and Tor general corporate purposes In 2009. Duke Energy currently anticipnles issuing approximately 61 4 billion OS 
additional debt at the operating subsidiary level. primarily for lhe purposc of runding capital expenditures Due to the flexibilily in tlie timing oi projected LO09 capitiil expenditures, the liming 
and amount of debt issuances throughout 2009 could be influenced by changes in !lie timing 01 capital spending Additionally, Duke Energy plans to gcnentc  apprnxiinately 5350 million o i  
cilsh fiom the issuance 01 common stocI( under its DRIP and other internal plans In February XIIJ9, Duke Energy made an npprosimnte $500 million contribution to its pcnsiion plan 

At this time, Duke Energy does not believe the recent market developments signilicantly impact its ability lo obtain financing and fully expects to have access to liquidity in the capital 
markets at  reasonable raws and terms Additionally. Duke E.iiergy has access to unsecured revolving credit lacilities. which arc not restricted upon general market conditions. with aggregate 
bnnk commitmenw o i  upprosimntely $4 14 billion At December 31. ?(JOfi, Duke Energy has available bonowing cnpncity of npprosimately $1 2 billion under this facility Mnnogement 
currently believes that amounts available under its revolving credit fitcility are accessible should there be a need to generate additional shod-term financing in 2009, sue11 as the issuance of 
commercial paper; however. due to the sustained downturn in overall economic conclitions. specilically in the financial senrices sector. there IS no guarantee tliat commitments priwitled by 
linancial institutions under the revolving credit facility will be available if nccded Management c x p e c t ~  that cash flows from operations, issuances o i  debt and cash gmeratcd from the issuance 
of common stock under the DRIP and other internal plans wi l l  be sullicient to cover the 2009 Sunding requirements related to capital and investments espentlitures, dividend payments and the 
contribution to tlie pension plan 

Duke Encrgy monitors compliance with all debt covcn:ints and restrictions imd docs not currrnlly belicve i l  will lx in violation or brcach of its significant debt covenants during 2009 
I-lowe\w, circumstnnces could wise thot  moy alter thiit view If and when miinngement hod a belief that such potential brench could exist, appropriate action would be taken to mitigate any 

such issue Duke E.nergy iilso maintains an acti\'e dialogue with the credit rating iigencies 

Operating Cash Flows 
Net cash provided by operating iictivities was 53,5?S million in 2OOS. compared to $.3,?0S million in 2007, an  increase in cash provided of $1X million The increase in cash provided by 

opernring iictivitics was driven prunanly by 
An iipproximntc MI7 million dccr 
Net inconie of XI,%? million in 200s compared to $I,5rX, million in 2007 

* 

* 

Net cash provided by operating activities \vas 63.20s million in 2007, compnred to 53.7-E million in 2006, a decrease in cash provided oS5540 million The dccrcase in cash provided by 

in contributions to Duke Enerbg's pcnsion 111iin and other post retirement benelii plans, partinlly offset by 

operating activities \\'as driven primarily by. 
* 

* 

* 

. 

f i e  sp in-of iofd ie  natural gas businesses on 1;inuary 3, 7007, 
The deconsolidation of Crescent in September 7006, and 
A $250 million increase in contributions to Duke Energy's pension plan and other post retirement benefit plam in 7 0 7 .  panially ofiset by 
The impnct of n full year of Cinergy operutions in  1007 compared to nine months in 1006 
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1 :tliIi- of (,ontents 

Investing Cash F l o w s  

Net cash used in investing ;ictivities \vas E4.61 1 mullion in 200S, $2.151 million in 2007, and %I,22S million in 2006 
The primary use of cash related to investing activities is capital and investment cxpendi turq detailed by reportable business segment in the iollowing table 

Ciipitnl, Investiiient and Acquisition I rpcod i tu i  es by Dusiiicss Scgiiient 

Years Eiirled Decrnibcr 31, 

7008 2007 7006 

(in millions) 

rota1 consolid~tcd $ 4,921 Y; 3,282 X 4,076 

(a) 

(b) 

(c) 

Amountr include capital e\penditure\ nrsociiited \\ 8th North Carolina c l e m  air legirlntion of $355 milllon in 2li0S, $41 S nullion in 2007 m d  $403 million in 20% which are included in 

Capital E\penditures within Ca\h Flows from Investing A~t i v i t i es  on the accompanying Consolidated Statements of Cash l~ lowr  
On lanuary 2. 2007 Duke Energy completed the spin-of! o l  i ts  natural gas burinesses h e  natural pas buiinesres spun oil primarily consisted of Duke Energy's Natural Gab 

Tranrmission busineu segment and Duke Energy', SOo.  ownerdiip interest in DCP hlidstrcam which was part ol :lie Field Services business segment 
Other includes Crescent and only reflects c.ipilal e\pcnditure .imounts in 21106 for periods prior to deconsolid.iiian on  September 7, 2006 Additionally, amounts include capital 
mpenditures a s x i a t e d  with residential r e d  estale of X522 million for the period from Janiiary 1, 2006 through the date ofdeLonsolidatian, which 1% included in Capitel Expenditures for 
Residential Real Estate within Cash Flows lrom Operating Act ivi t ie~ on thc accompanying Consolidated Statements of Cash Flows 
The increase in cabh used m investing activities in 217l)S ds compared to 1007 is primarily due 10 tlie following 
* An appro\imate $1 640 million increase in capital and invertment e y n d i t u r e s ,  due primarily to capital e\pansion projecls, the acquisition of Catamount Energy Corporation 

(epprovmately $245 million) and the purchase of a portion ol Saluda River Electric Cooperative Inc 's ownership interest in the Catnwba Nuclear Station in 1KlS (appro\imately 
$1 50 million), 
An opproximnte SS75 million decrease in proceeds lrom nvailnble for-sale s,ecuriIies net o1 puriIiase5, due to net proceeds of appro\imately $100 million i n  2006 compared lo nct 
proceeds oi  nppro\imately 5975 million in 2007, primarily as a result ot invesling e\ces, cash obkoined from the issuance? oidebt  during ZOOS versus utilizsng short-term rnvestmcnts 
a5 a source of cash in  2007, and  
An npprmimntc %0 million decreorc in proceed, lrom a b x t  sales 

* 

. 

These increases i n  cash used were partially oKset by the following 
* 

The increase in cash used in investing activities in 2007 as compared to 1006 is primarily due to the following. 
An approximate $lo0 million incrcase in procceds horn the sale ol emission db\VarICCS. nct ofpurchases 

Approximately $1.600 million in proceeds rcceivediiom the sale of former DENA assets in ?OW, 
Approsimalely $700 million in proceeds received from the sale of Cmergy commerciiil marketing and trading operations in 2006. 
Approximately $380 million in proceeds received fiom the sale o l  on eEective 5044 intere?t in Crescent in 2006, 
An approximate $250 million decrease in proceeds lrom the sales ol commercial and multi-fimily real estale due to the deconsoliclition of Crescent in Seplember 2006. and 
Approximately $1 50 million of cash received in 21106 as part of the Cinerw merger 

* 

* 

* 

These increases in cash used were partially offset by the following. 
An approxiinrite $1.800 million increase in proceeds from available-lor sale securities. net of purchases, and 
An approximate M70 million decrease in capital and investment expenditures, in port reflecting the spin-off of the nnlural gas businesses on lanunry 2,1007 
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P A R T  I1 

F i n a i i c i ~ ~ g  Cash liloivs and Liquidity 

using SPC guidelmes, was 3 4 times lbr ZOOS. 3 7 limes lor 7007, and 2 6 times tor 7C06 which incliides a pre-tax gain of  approximately $250 million on the sole o f a n  effective 50% interest 
in Crescent 

Duke Energy's consolidated capital structure as ol December 31, 21Y:IS, including short-term debt, \vas 4 I 9 6  debt nncl 5996 common equity The fixed charges coverage ratio, calculated 

Nct cash proviiled by iinnncing activities \vas $1,591 million in ?01)8 compiircd tv $1,327 million o i  ciish uscd in 2i:i1:17, an  incrciise in cash providcrl of $2.91 8 million The change was  

due prim:irily to the id lowing .  
* An opprosiniate $3,090 inillion increasc in proceeds from issuaiiccs of long-tcrm rlcbt, nct ofrcduinption. 

compared to net repayments of approximately $125 million during 2W7, 
An approximate $400 million increase due to Uie distribution of c:isIi in 21107 related to the spin-oil of Spectra Energy, 
An approximale $1 10 million increase due  to paymenls for h e  redemption of convertible notes in ?(i07, and 
A n  opproximnte $80 million increiise in proceeds Srom the issuances o lcommon stock 

An approximate U90 million decrease in prtxeeds from issuances of notes payable and commercial paper, net oi repayments. and 
An approsimate $5iJ million increase in Clii'iil~nds paid in LWb: 

r c d t  ol nct issuances of approxiniatcly $2,665 million during 2008 as 

* 

. 
These increases were partially oflset by 

. 

Net cas11 uscd in financing activities was $1,327 million in 2007 comjxired t o  X I  ,961 million in 20I)G. a decrease of S63.i million The change was due primwily to the Ibllowing . An apprnximate $500 million decrease in cash uscd due to thc rcpurchase ol  conirnon sharcs in  7006. 

* An ;ip]xosimate $400 million decrease in dividends piiid as ii result oi t l ie  spin-off 01 Spectra Energy, and 
An approsimate $1.030 million increase in net proceeds in ZOO7 from the issuance o i  notes payable and commercial paper 

An approximate $700 million decrease in proceeds from issuances of long-term debt. net ol rcdemplions, 
An approximate $400 million ilislribulion oi  cash in 2007 as a result 01 the spin-of1 o f  Spcclra Energy, 
An approximate $1 10 million tlecrease in cash due to the repurchase ol senior convertible notes in 2007, and 
An approximate $100 million decrease in prrxeeds from the Duke Iincrgy lncomc Fund 

These increases were partially offset by 
* - 
. 
Firioricrng ~lcth~rtres Sirbrcqrterit lo Decenrber 31, 2008 In lanuary 7009, Duke Energy issued $750 million principal amount of 6 30% senior unsecured n o t a  due Feblunry I ,  Z O l J  The 

In January 20(:i?. Duke Energy Indiana refunded $271 million of tax-exempt iiuction rate bonds through the issuance o iS271 million oi tax-exempt variable-rote demand bonds. which are 
nct proceeds from the issuance were used to redeem commercial paper and for general corporate purposes 

supported by direct-pny letters of crcdit, of which $144 million had initial rates of 0 740 resct on a weeicly basis with $44 million maturing May 2035, $23 million maturing hlarch 2031 and 
$77 million maturing December 2039, and $1 27 million had ulitial rates of I) Si% reset on a daily basis with $77 million maturing D e c e m h r  2039 and $50 million maturing October 2040 

carries a fixed interest rate 015 75% and matures January 15. 2UlS and $501) million carries a fixed interest rille of G 009'0 and matures January 15. 203s Proceeds from the issuance were used 
to fund capital expenditurcv and for general corporate purposes, including the repayment of commercial paper In anticipation o i  this debt issuance, Duke E.nergy Corolinos executed a series of  
interest rate swaps in 7007 10 lock in the market interest rates at that time l h e  value of these interest rille swaps, which were tcrmnatcd prior to issuiince o f t h e  Lxed rate debt, \vas a pre-tax 
loss of approximately $ I S  million This amount was recorded as a component of Accumulated Other Comprehensive 1 oss and is being amortized as a component of interest expense over the 
life o f t h c  dcbt 

in April XKIR,  Duke Energy Cnrolinas issued $000 million principal amount of mortgage refunding bonds, of which $200 million carries a fised interest rate o f 5  1096 and matures 
April 15, 201 S and %00 million c;mies a fixed interest rate of 6 05% and m:ilures April 15. 2 0 3  Proceeds trom the iscu;ince were used to fund cnpibl espendilures and for general corporate 
purposes In anticipatiori of this debt issuance. Duke h e r g y  Carolinas executed a scrim of interest rate sw;ips in 2007 to lock in the market interest rates a t  that lime l t ie  va lue  of these interest 
rate swaps. which were terminated prior to issuiince oi the h e d  rate debt. was a pre-tax loss o l  

Srgn!ftcarit F o r a i ~ c i i i ~ . ~ l c l ~ i ~ i t i e s - ~ e ~ r  Birded 2008 In January 100s. Duke Energy Cmdinns  issued $900 million principal amount of mortgage refunding bonds, of which W O O  million 
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PART II 

approximately $23 million rhis iimount was recorded as a camponcnt n i  Accumuliitcd Other Comprehcnsivc Loss and is being amortized as if component n i  intcrest cspensc over the life at 

the debt 
in April ZUOS. Duke Energy Carolinas reliinded Si00 million of tax-exempt auction rate bonds through the issuiince of 51011 million oltax-exempt variable-rate demand bonds, which are 

supported by a direct-pay letter of credit The variiible-rate demand bonds, which are due November I, 2(i40, had an initial interest rate of 2 I 546  which is reset nn a weekly basis 
in June 21'1118, Duke Energy issued S5ciil million principal amount of senior notcs, o i  which X25l-1 million carries ii lixed interest riitc o f 5  65% nnd miitures lune 15. 2Ol3 nnd S250 million 

carries a Siserl interest rate o f 6  15% and matures lune 15, 2018 Proceeds from the issuance were used to redeem commercial paper. to fund capital espenditures in Duke Energy's nonregulnted 
businesses in tlie U S and lor general corporate purposes 

from this issuance were usctl t o  fund ca~xtal  expenditures and for general corporate purposes, including the rep;iymcnt 01 short-term notes and to redeem first mortgage bonds miituring in 
September 7008 

interest rate cquiil to the Brazil interbonk rote plus 2 i5?~0. iind iipprosimi~lely $41 million matures in September 2015 and ciirries a fixed interest rate of 1 1  696 plus an annual N o t i o n  index 
liiternationiil Energy used these proceeds to pre-pay existing long-term debt balances 

in November 2ir08. Duke Energy Carolinas issued 59110 million principal amount ol'mortgage refunding bonds. of which S31111 million carries a fixed in te rs t  rate 01 I UI1:o ;inti ma~uru:  
November 15. 2 t 1 l H  nnil M:it:l million carries a fised interest rate o i  5 75?6 and matures November 15. 21113 The nct procecds from issuance ivcre used to repay amounb borrowed under the 
master credit fiicility, to repiy senior notes due  January 1, 21JO9, to replenish cash used to repa)' senior notes at their scheduled maturity in October ZOUS and Tor general corporate purposes 

in Deccmbcr ZOOS, Duke Energy Kentucky refunded $50 million 01 l a -exempt  auction rate bonds through the issuance ol $50 million of 1as.exempt variable-rate demand bonds, which 
arc supported by a direct-pay letter of credit The variable-iotc dcmond bonds, which arc due August 1. 2027. had x i  initial interest rate ol 0 65% which is rcscl on n wcekly basis 

S r ~ , ~ ~ J i ~ ~ ~ r r ~ r ~ ~ i r , i c i ~ i ~ , I c t r r ~ i r i f s - T ~ a ~ ~ , ~ ~ i ~ ~ i ~ O O i  On Jiinuory 2, 21107. Duke Energy completeil the spin-oll of tlie nnturnl gas  businesses In connection with this trnnsnction. Duke 
Energy distributcd all the shares oi Spectra Energy to Duke Energy shareholders The distribution rat io  approved by Duke EnerEy's Board of Directors was one-half share ol Spectra Energy 
stock for eiicli share of Duke Energy stock Additionally. dividends paid on Duke Energy commnn stock during 2007 of approsiinately 51.11S9 million were less t l im the 2006 dividends paid or 
approximately SI .A88 million as dividcnds subsequent to thc spin-oSl \vcrc split proportionately betwccn Duke Energy and Spectra Energy such that the sum oi tlie dividends of the two stand- 
alone companies ;ipproximated the former total rli\~idend o i  Duke Energy 

On hday i 5. 7007, substantially a11 of Uie holders o l t h e  Duke Energy convertible senior notes reqiiiretl Duke Energy lo repurchase the balance then outslanding at a price equal to 1000,b 

oithe principal amount plus accrued interest In May X07. Dilke EneRy repurchased approsimately $ 1  IO million of the convertible senior notes 
in June 211117. Duke Energy Carolinns issued $500 million principal iimount of 6 1O?b senior unsccurcd notes due June 1, 1037 The net proceeds from the issuiince wcrc used to redeem 

commercial paper that \\,as issued to repay the outstanding XZJP million 6 646 Insured Ouarterly Senior Notes due  7022 on April 30, 2CWj7, and apiorosunately X I  1U million of convertible debt 
discu.ssed above 1 he remainder was used lor general corporate purposcs 

In  Novcmbcr 21:107, Duke Encrgy Carolinas issued $100 million in 1 

process every 35 duys and bear n linal maturity ol 2040 The initial interest rate wiis set at 3 659h The bonds were issued through the North Carolina Capital Facilities Finance Agency to r ind  
a portion oi  tho environnicnLi1 capital espenditures iit the Belews Creek and Allen Steam Slations 

e ~ c ~ ? .  35 days iind bear it linnl maturity 01 2041 The initial interest rate was set i i t  4 SS?'. The bonds were issucd through tlie Ohio Air Qunlity Development Authority to fund a portion of the 
environmental capital expenditures at the C o n ~ v i l l e ,  Stuart and Killen Generation Stations in Ohio 

In August 21108, Duke Energy Indiana issued $51:10 niillioii principol amount oi first mortgage bonds, ivliicli carry a fixed iiilercst rate o i  6 354% and matures August 15, 2038 Procceds 

in October 2(11.IS. International Energy issued npprosimately SI 53 million oidebt in Branl.  o iwhich npprosimately $I 12 million matures in September 7013 and carries 8 variable 

mpt floating-rate bonds Tlie bonds are structured as insurcd iiuctioii rate securities, subject to an auction 

in December 211117, Dukc Energy Ohio issued SI40 million in tax-exempt lloating-rate bonds Tlie bonds are structured as insured auction rate securities. subject to an auction process 
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Sr~ i i i~cor i r I ; t r io i ic i i i~  .dciivrrres--Tcor Eiibrl1006. During the year ended December 31. 2ilO6. Duke Energy incrrriscd the portion of outstanding commercial paper and Ipollulion control 
bnnd balances classified as long-term from $473 million to $929 million This non-current classification is due to the existence of long-term credit facilities which back-stop these balances 
along wilh Duke Energy's inlent to refinance such balances on a long-term basis 

during the year ended December 3 1. ZOO6. approximately $632 miliion o i  convertible senior notes wcrc converted into npprosimiltely 27 million shiircs of nuke E.ncrgy Common Stock 

equivalents as 01 die closing d;ile) dua in 2022  This debt \vas included in the spin-ofl-oi the natural gas businesses in J:inunry 21707 

and bear ii final maturity of2031 llie initial interest rate was set  at i 7296 The bonds arc supported by on ii-re\,ocable 3-pear direct-pny letter of credit and were issued through the North 
C;irolin;i Capital I'ocilities F inmce Agency to lind a portion of the environrnentiil capital espcnditiues at  the h.1nrshnll and Beleivs Creek Steam Stations 

In September 2006. prior to !he completion oi the pnnial siile of Crescent to the MS Members as discussed in Note 3 to the Consolidated Financial SlatamenLs, 'Acquisitions and 
Dispositions of Businesses and Sales of Other Assets," Crrscent issucd approsimiitely XI  23 billion principal iimount of debt The net proceeds fiom the debt issuance of approximately $1 21 

During 2006. Duke Energy repurchased approsimatcly 17 5 million sliiires of its common stock lor approximately $500 million and paid dividends oi approsimately $ 1  ,.IS8 million Also. 

In Nntembcr ?Ol~l(i. i lnion Gas Limited (Union Gas) issucd 4 8540 fixed-rate debenture bonds denominated in I25 million Can;idian dollars (spprosimetely SIOS million U S dollar 

In October 2iii!6. Duke Energy Caroliiiris issued SI50 million in I -cmpl floating-rate bonds The bonds arc structured as variable-rntc dcinanrl bonds, sub.jcct t o  weekly remarketing 

hillinn were recorded iis ii Financmg Activity on Uie Consolid:lted S1;itemmts of Cash Flows. A s  a result of Duke Energy's deconsolidation orCrescent effeclive Seplember 7: 2006, Crescent's 
outstiincling debt balance I)! $1 .?9S million w a s  reinovad liom Duke Energy's Consolidated Balance SheeLs 

In September 3Cii:i6. Uninn Gas entered into a fixed-rate financing agreement denominated in 168 million Canadian dollars (approsimately $148 million in U S dollar cyuivnlenLs as of 

In September 21106. tlie Income Fund sold approximately 9 million previously unissued Trust Units at  ii price 01 17 15 Canadian dollars per Trust Unit fix totitl proceeds of 10-1 million 
tlie issuance date) due in 2iJ36 with ;In in te ra t  role of 5 ,1696 'Ihis debt was included in the spin-orf of the natural gas businesses in J m u q  2007 

Canadian dollars, net of commissioris and cspcnses of other cspcnses of issuancr 'The sale of appiosirriatcly 9 million 'Trust UniLr rcdiiccd Duke Energy's ownership in t~res t  in the hicome 
Fund to approximately 46% tit  December 31, 2OU6 ihc  Income Funtl \\'os included in the spin-oli ofthe noturn1 gas businesses in January 3007 

In August 2Oii6. Duke Energy Kentucky issued approsini;rtely $77 million principal iimount of lloating rate tax-esempi notes due August I, 2027  Proceeds from the issuance were used 
to refund a like iimouiit of debt on September I .  2i:Kl(i then outstanding ;it Duke Energy Ohio Approsim;iteiy S27 million ol the floating rate debt was swapped to a lisecl rate concurrent with 
closing 

o i  6 65% First h h l g a g c  13onds that matured on June 15. 7006 

In June ?~i t IG.  Duke Energy Indiana issued S325 million principal amount oi6 0.546 senior unsecured not= due June IS, 2016 Proceeds from the issuance were used to repay $325 million 

:Iiwrlahlc C,edri F ~ r c i l i r i e r  oirdRcrn-icnie Dchr Coiwirair.r. In June 2007, Duke Energy closed the syndication of an amended and restated credit facility, which replaced existing credit 
iocilities, witli a 5.yetir, S? 65 billion mnster credit fwility Duke Energy, Duke Energy Carolinas, Duke Energy Ohio, Duke Energy Indiana and Dukc E n e r g  I<cntuc$ nil have borrowing 
capacity under the terms of the master crerlit fac i l i t y  

In klarcli 2i:iiiR. Duke Energy entered into an  amendment to its $2 65 billion master credit facility whereby the borrowing capacity \vas increased by $550 million to $3 2 billion In 
October 2008. Duke Energy tcrinimitcd tlic participation oi one of the financial institutions rupplying approsimntely $63 million of credit commitment under its martcr credit facility Tlic total 
credit facility capacity under the master credit iiicility subsequent to this termination is appmximntely S3 I4 billion Duke Energy has the unilateral ability under the master credit facilily lo 

increiise or decrease the borrowing sublimits of each borrower, subject tn m n i m u m  cap limitations, al  any time The amount available under the master credit facility has been reduced by draw 
downs of cash and tlie use 01 the master credit facility to backstop the issuances of commercial paper. letters olcredil  and pollution control bonds At December 3 I ,  200s. Duke Energy had 
available capacity dappros im; i tc lg  $I 2 billion under lhe master credit facilit-j For further informiition on DukeEncrgy'scredit iacilities as of December 31, ?OOS. seeNote 16 lo the 
Consolidated Financial Statements. "Debt 2nd Credit Facilities " 



PART I1 

In September 3108, Duke Energy and its \\*holly-oivncd subsidmrics. Duke Energy Carolinas, Duke E,ncrgy Ohio, Duke Energy Indiana and Duke Energy Kentucky (collectively referred 
to as the borrowers) borrowed a tot;il of npprosimately X I  billion under Duke Energy's master credi! facility In the iourth quarter ofZOlJ8, Duke Energy Carolinas used the proceeds from a 
debt isruiince to repay in full tlie ap]xoximately 6760 million borrowed under the master credit facility At  December i l ,  2008, oulstnnding borrowings of npprosimately $750 million under 
Duke Energy's master credit iaciiity were as follows: 

Ainounts Borro  
Under i i h t c r  ( 

Fiicility __ 
(in niil lmis 

Duhu Energy Ohio 

Duke E n c r g  lndiunn 

The loans undcr Ihc m.islrr credit I;i~iIity are rcvolvine credit loans fhat curreiilly bear mlerest .it one-montli Lnndon Interbank Ofkered R.il? (I DIORfplus on dpplicable rpredd rangme 
f rom 1') to 24 lmis points ilie lodn lor Duke Energy ha% a m t e d  m m r i t y  01 June 201 2, while [lie loam for 'ill oi the otlier borrower, l,nve stated rnaturitie? of September 20119 Iiowever, tlic 
borrowers ho\ e tlie i ibilit? under tlic master Lredit lacility to renew !lie lonnz due in September 70 through the d,ite the mnater credit fncilit) miiture? in lune 2017 E\ccpt Tor Duke Energ) 
Ohio, ,111 of tlie borrou ers l i n e  !lie intent and ,ibility to refinance these obligations on a long-term , eitller through renewal of the terms orthe loan through the ma5ter credit fac i l i ty ,  which 
h.is non cancelable termr in e ~ c e s r  01 one-year. or through IssurinLe of long-lerm debt lo replnw the amount? tIra\\~n under Ihe master credit lactlily Accordingly. borrowings of $471 million 
arc reflected as I ong- i c r m  Debt on tlic Consolidated Balance ShccLs at December 3 I ,  7llt18 A s  Duke Energy Ohio doca not  have the intent 10 rclinance 115 borroivings on a long term basis the 

$273 million outslantling at  Decemlxr 31, ?OOS is rellcLted in Note? Payable md Commerci.il Paper within current l i a b i l i t i e s  on the Consolidated Balance Slieets 

In September 70I)S. Duke knergv Indiana and Duke Energy Kentucky collectively entered into a $330 million Uuee yai r  letter ol credit agreement wilh a syndicate of banks, undcr which 
DuLe E n e r a ,  Indian'i mtl Duke Fricihy Kentucky may request the issuance ol letters of credit u p  to $273 million and $51 million, respectively, on their behalf to support various scricr of 
b m n h l e  rate dem'ind bond5 15rued or to be i ,wed on beh.ilS 01 either Duke Energy Indinna or Duke Energy Kenluck) This credit f ac i l i b ,  which 15 not pirt  of Duhe Energy's master credit 
facility, may not be ured for any purpose other t h m  to support the variable rdte dem.lntl bonds irsued by D u k  Energy Indiana and Duke Energy Kentucky 

date\ andlor tcrmulation 01 the agremcnL? As 01 Dccemhcr 3 1 2OOS Duke Energy I\"BS in compliance \c ith all covenants related to i ts significant debt agrccmcnts In addition some credit 
.igreements mciy allow for ac~cleration 01 ~iavments or termmation ol the dgrecmenL$ due  to nonpayment. or to the acceleration oi other rignificant indebtedness 01 tlie borrower or 5omc of its 

subsiiliaries None OS tlie debt or credit a p e m c n t s  contain material atlver\e change clauses 

Duke Energy'% debt and credit agrecmenis contain various finmcial .ind otlier covenmts Failure to meet hose covenants beyond applicnble grace periods could result In accelerated due 

Ciedif Rohrip  13uhe Energ) and cer!.iin subsidianes each hold c r~ t l i t  ratingr by SAP and klwdy's Invcslors Senice (Moody's) 
In September ?lil~S SSP rei  ized the nutlooi. on Duke Energy and i t5  riited subsidiiirie~ Irom stable to ~iosi tne and affirmed the credit rating5 ot DuLe Energy ,ind ih riited subsidiaries 
In Imu.iry XKIS hloody'r changed Ilie rating oullooh on Duke Energy Duke Energy Carolinns Cinergy Duke Energy Ohio and Duke Energ) Kentuchy to stable from positive, while 

nlfirming the e\isting rdtings in i l i e  below table oI each 101 these entities In 1,inu.irs ?111)4. Moody'$ changed the rating on Duke Energy Ohio lo po~itivc from stable The out lo oh^ lor a l l  other 
i atccl cntitier remain as stable 

Duke Fnergy's cnrpoiate credit ratins and i s u c r  credit rating Irom SSP .ind hlondy's, rcspectively, as  of Februaq I 2009 is A and Baa?, respectively The following table ';ummnriics 
the Fchru.in~ I 2lIGQ un\ccured crtxlil ratings from the rdting agencies rekilned by Duke E n e q  .ind its principnl funding subsidiaries 

71 



1 ~ : t l ) l i ~  of (.ontmts 

PART I1 

Senior Uiisrcui cd Credit Riitiiigs Siiiiim;iry i i s  of1~chruiii-y 1, 3009 

Duke Energy Corporation 
Duke Energy (3arolinas. LLC 
Cinergy Corp 
Duke E n e r a '  Ohio, Inc 
Duke Energy Indiana, lnc 
Duke Energy Kcntucky, Inc 

Stond~irtl 
ond 
Poor's 

BBB+ 
A- 

BBB+ 
A- 
A 

A- 

I\loody's 
Il lvcsio~s 

Srrvicc 

Baa2 
A3 

Ben2 
Baal 
Baal 
Baal 

Duke  Energy's crcdit ratings are dependent on, among otlicr factors, the ability to gcncratc sufficient cash to fund capital and invcslmcnt expenditures and p ly  dividcnttr on its cnmmon 
stock, while maintsining the strength o i  its c u r r a t  balnnce sheet 11. as a result of miirket conditions iir other factors. Duke Energy is unable to maintain its current balance sheet slrengtl? or if 
its earnings and  cash f low outlook materially deteriorates. Duke Energy's credit ratings could be negatively impacted 

Credit-Rclnred Cliiirres Duke Energy may he required to repay certain debt sliould the credit ratings at Duke Encrgy Carolinas fill1 to a certain level at  Standard Sr Poots (S%P) or 
h b o d y ' s  Investors Scrvicc (kloody's) As oi  I h e m b c r  21, 2008, Duke Encrgy had opproximatcly IF8 million of senior unsccurcd notes which mnturc serially lhrough 201 2 that may be 
required to be repaid il Duke Energy Ciirolinas' senior unsecured debt ratings fall bclow BBD- at  SSI' or h i 3  at hloorly's, and $19 million of senior unsecured notes which mature serially 
through 2016 that may be required to be repaid CDuke Energy Carolinas' senior unsecured debt ratings tall below BB13 at SSrP or Baa2 at Moody's 

Carolinas, Duke Energy Ohio m d  Duke Energy lndianii may issue debt and other securities in the luture at smounts, prices nnd with terms to be determined at the time of future offerings The 
regiskition statement also alloivs [or the issuance of common stock by Duke Energy 

amount of future dividends bccclusc they depend on iuturc cnmings. ctipitnl requirements, financial condition and arc sub.icct to the discretion of the Board oiDircctors It is currcnlly 
anticipated tha t  dividends per share will increase $0 i l l  per share beginning in the third yuerier of 26lll9 

autliorizcd but unissued sharcs oi common stock to Iulf i l l  obligatinns under its DRIP and other internal plans, including 4\11 0;) plaris Duke Energy cunently nnlicipatcs issuing up to an 
aggregate oi tipproximately $600 million oi  common stock iisrocinted with these progrnms Approsimntely %I110 million d c n m m o n  stock was issued during thc fourth qunrter of 2008 
associated with these plans Proceeds from al l  issuiinces orcommon stock, primarily related to Ihe DRIP and other employee benefit plans, including employee exercises 01-stock options, were 
approximately $13.3 million in 26UOS. $50 million in 7007 and approximately $127 million in 2CKd 

DiiXvtrl n r t d  Oflter Fuilrtditg Ratrich'oris of Lluli~ Ertergi, Siibsiiliflrics As discussed in Note 4, to tlic Consolidated F%innciul Stntemcnts "Regulatory Mntlers", Duke Energy's wholly- 
owned public utility operating companies have restrictions on the amount 01 lunds that can be transferred to Duke Energy via dividend, advance or loan as n result of conditions imposed by 
various regulators in conjunction witli Duke Energy's merger with Cinergy Additionally, certain olher Duke Encrgy subsidiaries have other restrictions, such as  minimum working capital and 
tangiblc net worth requirements pursuant to debt and other agrecmcnb that limit tliu aninunt of funds that can be trmsierred to Duke Energy At  December 3 I ,  20118, the amount of restricted 
net assets \vholly-owned subsidiaries oi  Duke Energy h a t  msy not be distributed to Duke Energy in the lorm 01 n loan or dividend is approsimatelp SI0 7 billion I-lowever, Duke Energy 
does not hiive any legal  or other restrictions on paying common stock dividends to shiireholders out o l ~ i t s  consolidated Retained Earnings account Although these restrictions cap the amount of 
funding the various operating subsidiirries can provide to Duke Energy. management does not believe these restrictions will have any significant impact on Duke Energy's iibility to access cash 
to meet its payment of dividends on common stock and other future iunding obligations 

Other Firioiinng Afdters In October 26107, Duke Encrgy filed a registration statement (Form S - 3 )  wi th  tlie SEC Llnder tliis Form 5-3, wliicli is uncappcd, Duke Energy. Duke Energy 

Duke Encrgy has paid quarterly cash dividends for 83 consecutive years and  espects to continue its policy oi paying regular cash dividends in the luture Tliere IS no  assurance as to the 

Duke  E,nergy issues shares o i  its common stixk to meet certain employee benefit and long-term incentive obligations Beginning in the iourih quarter of 2006. Duke Energy began issuing 
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PART 11 

0IT-Bal;iiice Shrrt Arreiigriiieiits 
Duke Energy tuld certain of its subsidiaries enter into guarantee arrangements in tlie normal course of business to iacililate commercial transactions with third parties These arrangements 

include financial and ped.ormance guarantees. st;ind-hy letters of credit. guarantees of debt. surety bonds antl intlcmnilicntions In conternpiation of the spin-olt 01 Llie natural gas businesses on  
January 2 ,  2007. certain guarnntees flint had been issued by Spectra EnergV CapiiaI were transferred ti) Duke Energy prior to the consummation of the spin-oii  This resulted in Duke Energy 
recording an immaterial linbility hnr certain guanintecs that ivcrc previously griindliithcrcd under the ~irnvisiniuj 0 i l . W  No 45. "Gri~~rmrloi!~ .Accoirntirig arid Diaclosrrre Reqiiirenierilr for 

Giiarnrllcerlricl~idrrigJri~~rrecl Griai-orireer ofliidcbfodriess ofUlliers," and. therefinre. had not been recognized in the Cnnsolidstcd Balance Sheets Gunrmtees issued by Spectra Energy 
Capital or its subsidiaries o n  or pnor to December 3 I .  Xi16 remainel with Spectra Energy Capititl subsequent ti1 tlie spin-oii, cscept for certain guarantees that are in the process of being 
assigped to Duke Energy During this ;issignnicnt period, Duke E,ncrgy h a s  indcninilierl Spectra E,nergy Capital  against any losses incurred uiiilcr these guarantee obligations See Note 19 to 
the Consolidated Financial Statements, "Guarantees :ind Indcninifications." fix further iletails o l  \lie guarmtee arrangemenLs 

them to conduct business As such. these guarantee arrangements involve elements oi perlormance iind credit risk. wliicli are not includcd on the Consolidated Balance Sheets Tlic possibility 
of Duke Energy, either on its own or on behiilf 01 Spectra Energy CaIiitiil through the iihnremcntioned indcmniiication agreements, hiiving to honor its contingencies is largely dependent upon 

hilost of the guarantee arrangements entered into by Duke Energy enhance tlie credit standing of certain subsidi;irics. non-consolidated entities or less than whnlly owned entitres. enabling 

the future operations oTUie subsidiaries, investecs and other third parties, or the occurrcnce oicertain Suture events 
Due to the continued downturn in the overall economic environment. Duke Fnergy performed an assessment of its g u m n t c e  obligations as of December 31, 3t.X.18 to determine whether 

any SFAS No 5 liabilitics  ha\^ bccn tri,gysed as a result oi potential incre;iscd non-performance risk by parties for w h i c h  Duke Energy has issued guarantees Based on the rcsuILs of this 
analysis, as  of December 31, ZllOS maniigement dciermined. with tlie csception nf some insignific;int ;imounts. tho1 i t  is not prinbahle that Duke Energy will have to perform under any 
guarantee obligations I-lowever, management will continue to monitor tlie Iiniincial ciindition d t h e  third piirties or nnn-wholly oivned entities for whom Duke Energy has issued guarantees on 
behalf of including certain obligations related 10 Crcsccnt, tn deterrnirie wlicthcr perlorm;incc iindcr thcse gusrantccs bccomcs prolinblc in the future As ol Dcccmbcr 31, IrKiS. i t  is reosonably 
possible that Duke Energy could have exposure of approximately $40 million under these guariintees sliould Crescent f a i l  to perrli>rm under its obligations associated with these proJects, which 
would become more likely should Crescent declare bankruptcy in the near future See Note 12 t n  the Consolid;ited Fin:incial Statements, '"Investments in IJnconsolidated Alliliates and Related 
Party Tr;insnctions." for a discussion 01 impairment losses recorded by Crescent during ZOO8 and Crcscenfs signilicant debt inhligations as of December 31. XItOfi 

material impnct to the consolidated resii1ts oi operations. cash llows or linancial Iposition 

Company L1.C (Cinergy Receivables), which purchases. on a revolving b;isis, ncarls al l  of thc retiiil accounts receivablc snd rclated collections ol Duke Energy Ohio, Duke Energy Indiana and 
Dukc Energy Kentucky Cinergy Rccciviiblcs is not consolidated by Duke Energy since i t  meets tlic requirements to be iiccaunted lbr tis a qunlirying special purpose entity (SPE) Duke Energy 
Ohio, Duke Energy Indiana and Duke Enerby Kentucky each retain an interest in tlie receivables transferred to C'inergy Ileceiv;iblcs 1 he trsnsfers ofreceivables arc accounted for as sales, 
pursuant to SFAS No 14) .  ';4ccoiinfirig Ibr 7rtiir?ji?i;s nrslScn?ciriy q/ F i i i ~ i i i c i ~ i l  4 STCIS mid ~ ~ l i r r ~ i i i s l i r ~ r e r i l s  o/ Ltabrlrlt 

receivable, sec  Note 23 to the Consolidated Financial Statcmcnts, "Variable lntcrcsl Entitic:, ' 

Issuance of thcse guarantcc arrangements is not required for thc m;ijority 01 Duke Energy's nperdtions nius, i l  Duke Energy discnntimicd issuing tlicsc guarantees, tlicrc would not be a 

Duke Energy Ohio, Duke Energy Indiana and Duke Energy KcntucQ have an agreement to sell certain of their iiccounts recei\';ihle iind related collections to Cinergy Receivables 

or a more detailed discussion o i t h e  sale o f  certain accounls 

Duke Energy also holds interests in \nriable interest entities (VIEsj, consolid;iled antl unconsolidated. iis &lined hy FIN No 46R. "Coiraolrriflfioii oJ~I'm t ~ ~ h l ~ l ~ i f e i e s l  Enlrlies ' For 

Other than the guarantee arrangements ~liscussed above mil normal optrating lease arrmgements. Duke Encrgy does nol liiive tiny material ofi-balance sheet financing entities o r  
further information, see Note 23 to the Cnnsnlidaterl l~inanci:il Statements, "Variahle Interest Entities" 

stmctures For odditionol inlormatinn on these commitmenti, see Note 1 S to tlie Consolidnted Finnnciul Statements. "Commitments and Contingencies If 
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PART I1 

Contraciual Obligations 

Duke EnerLy's contractu31 cadi  obligations lbr each of the periods presented It is e r lxc led  that the majority o i  current liabilities on the Consolidated Balance Sheets will be paid in cash in 
Duke Energy inters into contracts that require payment ofcash  at certain specified periods, based on certain specified minimum quantities and prices The following table summarizes 

m 9  

Contr:iciiial 0blig:iiioiis as o r l h c e n l b e r  31, 2008 

Piivinriils Due Bv hi iod 
More tliaii 

IASS u1:ln 1 2-3 Yc:irs d-5 Yeiirs 5 Years 
)Pill (2010 (2012 Ar (Bey unit 

(roo!)) - 2011) 2013) 2013) - Toial 

3,792 839 

1,2w 
Other fundmg obligations(0 4F0 96 96 240 

See Note 16 to the Consolidated Financiiil Statements, "Debt and Credit Facilities' Amount includes inkrest payments over lire of debt or capital lease Papinent amounts exclude $75C 
million ofdebt  issued by Duke Energy in January 2009 Interest payments on variable rnle debt in:j!ruments were calculated using interest rates derived from the interi)ola!ion of the 
forecast interest rate curve In addition, a spread was placed on top of the interest rates t o  aid in capturing the vnliitility inherent in projecting future interest rates 
See Note 1 S to the Consolidated Financial Statements. "Commitments and Contingencies" 
Includcs firm capacity payments that provide Duke Energy with uninterrupted firm iiccess to electricity transmission cspiicity. iind the option to convert nnturiil gas to electricity at third- 
party owned facilities (tolling arrangements) in some power locations throughout North America 
Includes contractual obligations to purchase physical quantities of electricity, coal iind nuclear fuel, cenain normal purchiises, energy derivntiver and he&es per SFAS No 133, 
':lccoiriihiig forD~rivatii'c Iitslrirnient,s niidIIcr~iiig,..lclii~r~ies"(SFAS No 133) For c o n k i c k  whcre tlic price paid is based on an indm, thc amount is based on foi-word market prices at 
December 31, 200s For certain of these amounts, Duke Energy map settle on n net cash basis since Duke Energy has  entered into payment netting agreements with counterparties thot 
permit Duke Energy to offset receivables and payables with such counterparlies 
Includes contracts lor sonware. telephone. data and consulting or advisory services Amount also includes conlraclual obligations lor engineering. procurement and construction costs for 
new generation plants and nuclear plant refurbishments, cnvironrnental projects on fossil facilities, major maintenance of certain non-rcgulatcd plants. and commitments to buy wind and 
CT Iiubines Amount escludes ccrlain open purchase orders for services that are provided on  ilemand. for which the timing 01 the purcliase can not he rletermined 
Primarily relates to future annual funding obligations to (lie NnTF (see Note 7 to Ihe Consolidalecl Financial Stalemenls, "Asset Retirement Obligations") 
The table above escludes certain obligations discussed herein related to amounts recorded within DcSerrcd Credits and Other L.iabilities nn the Consolidated Balance Shccts due to the 
uncertainty of the timing ond amount of future cash flows necessiiry to settle these obligations The amount of cash llo\vs to be  paid to settle the iissel retirement obligations is not known 
with certainty as Duke Energy may use internal resources or external resources to perform retirement activities As a result. cash obligations for asset retirement activities are excluded 
from the table above Asset retirement obligations recognized on  the Consolidated Balance Sheels total S2.567 million and the iair viilue o f t h e  NDTI;. whicli will he used to help fund 
these ohligntions, is $1,436 million at D c c c m k r  31, 2008 The table above e ~ c l u d c s  reserves for litigation. environmental remediation, asbestos-rclatd injurics and rlsmages claims and 
self-insurance claims (see Note 1 S to the Cvnsolidated Financial Statements. "Commitments and Contingencics"j because Duke Energy is uncertain as to the timing of when cash 
payments will be required Additionally, the table above excludes annual insurance premiums t h a t  arc necessary to operate the business, including nuclear insurance (see Note I S  10 the 
Consolidated Financial Statements, "Commitmenls and Contingencies"), funding ol pension arid other post-rclirement benefit plans (scc Note 22  l o  the Consolidated Finiincial 
Statements, "Employee Benefit P1iins"j iind regulatory credits (see Note 4 to the Cowolidoted Financial Statements, "Rqulii tory Alattcrs") because the amount iind timing ol ' the cash 
payments are tincerlain Also, the table above excludes Deferred Income Tax= and Investment Tax Credits on the Consnlidnlcci Balance Sheets since cash payments for income taxes are 
determined based primarily on taxable income for each discrete fisciil ye;ir Additioniilly. amounts relateil to uncertain Ins positions are excluded from the t;iblc iibove due to uncertainty 
01 timing oi future payments 
Current liabilities, escept for current maturities of long-term debt. and purchase obligations rellected in the Conso1id:itcd Balance Sheets have been excluded from the a h ~ e  table 

Quniil i lal ivr niid Qu:ilitnlive Disclosurrs Ahniit M:irkct Risk 

Risk R.liinngcniciii Policies 
Duke Energy i s  exposed to market risks associated with commodity prices. credit exposure, inters1 rates equity prices and foreign currency exchange rates Management has established 

comprehensive risk management policies to monitor and manage these market risks Duke Energy's Chiei  Esecutivi. Ollicer and Chief Financial Olficer are responsible lor the overall approval 
of market risk management policies and the delegation o i  approval ;ind authoriwtion IcvcIs Ihc Finance and Risk E\lanagcmcnt Committcc o i  the Board of Dircctors rcceives periodic updates 
from the Treasurer and other membws of management on market risk positions, corporate esposures, credit esposures and overall risk management activities The Treasurer is responsible ror 
the overall governnnce of managing credit risk and commodity price risk, including nionitoring mposure IimiLs 
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Coniiiiadiiy I'ricc Risk 
Duke Energy is exposed to the impact 01 market lluctuations in tlie prices oi electricity, coal, natural gas and other energy-related products marketed ;ind purchased iis a result of i ts  

ownership oi energy related assets Price risk represents the potential risk ol loss liom adverse changes in Uie market price of electncity or other energy commoi l i t i s  Duke Energy's exps i i re  
to commodily price risk is inlluenced by a numbcr of factors, including contract size, length, market liquidity, location and unique or specific ci)ntract terms Duke Energy employs established 
policies and procedures to manage its risks associiitcd widi ilicsc miirket fluctuations, which may inclutle using viirious commodity dcriviiti\~cs. such as  swaps. futures, fonvards and options 
For additional information, see Note 1 to the Consolidated Financial Statements, "Summary of Significant Accounting Politics" and  Note S to llie Consolidated 1;inancial Slatemenls, "Risk 
hhagemen t  and I-ledging Activities. Credit Risk. iind Financial Instnunents " 

its valuation techniques, chmges  in Duke Energy's pricing methodologies or the underlying assumptions could result in significantly dill'crent lair va lues  and income recognition 
Validation ol a contract's fair viiluc is pcrformcd by an internal group separate from Duke Energy's deal origination arcas \Vliile Duke liiicrgy uxs common industry practices to clcvclop 

Ifedgiig Stialegier Duke Energy closely monitors the risks associated with commodity price changes on its future operations and. where appropriate, uses varinus commodity 
instruments such as electricity. coiil and natural gas fimvard contracts to mitigate the clf'ect of such lluctuations on operations Duke Energy's priniary usc of energy commodity derivatives is In 
hedge the generation portlnlio agoinst exposure to the prices ol power and fuel 

for as hedges are effective in offselling the transaction being hedged. there is no impact to the Consolidated Stslements oSOperations uiittl delivery or setilement occurs i\cci~rdingly, 
Cerb in  derivatives used lo manage Duke Energy's commodity price esposure are accounted for as either cash flow hedges or fair value hedges To the extent that instruments accounted 

assumptions and valuation techniques lor these contracts l iavc no impict on reported earnings prior to settlemcnt Severd factors inllucnce the elfcctivcncss o i  a hedge contract. including the 
use of contracts will1 diiferent commodities or unmatched terms and  counterparty crcdit risk Hedge etfectiveness is monitored reg!lnrly and mo;isured 31 least quarterly 

In addition lo Uie hedge contracts described aliove and recorded on the Consolidated B:ilance Sheets, Duke Energy enters into other chntriicts thiit qualify lor the normal ~ ~ ~ u c l i i i s e s  and 
snlcs csception dcscribcd in paragraph 10 of SFAS No 133. cis amended and intcrpretcd by Derivatives lmplcmcntation Group Issue CI 9. "Scoj~e E.~cejitioris Nomiol Pi~rchrrsev andNnrnrol 
Sder Ecepliofi Jbf Optiori-Ivp Cori1,ncls DIIJ I'orsturd Coritracls i n  Eleclrrcih: " and SFAS No 149, '!4:iieii~ftircfi1 oJ~Sln1eiirera I53 or! Demvilna l m l w i i i m i l s  oridl(erlg.t!ig ,.lclii,rhes "On a 

limited basis. U S Franchised Electric and Gas and Commercial Power apply the normal purchase and normal sales exception to certain conlracls Income recognition and renlizntion related to 
normal purchases and normal siiics contracls generally coincide !villi the physical delivery of power I'or contracts qualifying for the scope exception. no recognition ofthe coiitract's fair value 
in the Consolidated Financial Statcmcnts is required until settlement o i  the contract unless the conlract is designated as the hcdgcd item in a lair value licdgc Recognition ol the contracts in the 
Consolidated Statements of Operations will be the sanie regardlcss of whether the contracLs are accounted for as cash flow hedges or :IS normal purchases ;ind sales, unless designated as  the 
hedged item in a lair value hedge. assuming no hedge lneifectivencss 

Other derivatives used to manage Duke Energy's commodity price esposure are either not designated as a hedge or do  not qualif>, for liedge accounting Derivatives related to regulated 
businesses reflect chnnges in the fair value oi the derivnlivc instruments os a rcgulalory asset or linbility on the Consolidaled Baliincc ShceLs Derivatives related to unregulated husinesscs are 
marked-to-market each period, with changes in Uie fair value o f t h e  derivative instrumenls reflected in earnings These instruments iire referred In ns undesignated contrach (see Undesipated 

Contracts below) 
Geiieraliori PorrjolioRi.shjor2009 Duke Energy is primarily exposed to markct price lluctualioiis o i  wholcsalc power, naturiil giis. and cnal priccs in tlic IJ S Francliised Electric and 

Gas and Commercial Power segments Duke Energy optimizes thevalue o i  iLs bulk power marketing and non-regul;tted generation portfolins The poifolios include generation assets (power 
and capacity). luel, and emission allowances The component pieces oflhe portfolio are bought and sold based o n  models and li,rec;ists ofgeiieration in order to manage the economic value of 
tlie portiolio in accordance with the sirnlegies oi the business units The generation portfolio not utilized to serve native Ioiid or committed load is subject to commodity price I~ucNaIions. 
olthough the impact on the Consolidated Statements of Operntions reported eornings is partially offset hy mechanisms in tlie reguliited jurisdictions I l l t i t  result in die shsring oi net prolits from 
these aclivities with retail customers Based on a sensitivity analysis as of D c c e m h r  31. 2008 and 2007, i t  w a s  estimated that a Len percent price change per megawatt hour in forward 
wholesale power prices would have a corresponding effect an  Duke Energy's pre-tax income of approximately 610 million in ZNJ9 and would have had ii %24 million impact in ?CHIS. cscluding 
thc impact oi  mark-to-market changes on non-qualiiying or unilcsignated hcdgcs relating to periods in C S C ~ S S  of one year lrom the respective date. which arc discusscd further below Rased on 
t i  sensitivity analysis as  ol December 31. 200s and 1007, it was  estimatecl that a ten pcrcent change in 
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the forward price per ton ol coal would have a corresponding cflcct on Duke Energy's prc-tax income of approximately %It1 million in 2009 and would have had  a $4 million irnpiict in X U 6 .  

excluding the impact of mark-to-markct changes on non-qualifying or undesignated hedges relating to periods in excess of one year from the respective date Based on ii sensiti\~ity analysis as 
of December 51, ZOOS and 2007, i t  w a s  estimated that a ten percent price chmge pcr Million British Shermal @vlA,lBtu) in natural gas prices would have a corresponding ettccl on Duke 
Energy's pre-tas income of approximately $5 million in 2Ci09 and would have had a $9 million impact in 700s. excluding the impact of mark-to-market changes on undestgnated hedges 
relilting to periods in excess 01 onc y o u  irom the respective diite, which arc discussed further below 

due to market price Iluctuations of wholesale Imwer and coal Based on a sensitivity analysis as of December 31, ?INS and 2(r07. it \vas estimatctl that a ten percent price change in  the ionvord 
pricc per megawatt hour of \vliolesale powcr would have a corresponiling effect on h k c  Energy's pre-tax income of approximately % I  I million in 2009 and would have had a $16 million 
impact in 7008, resulting from the impact or mark-to-market changes on non-qualifying ;ind undesignated power contracts pertaining to iperiods in excess o f o n e  year from !he respective date 
Based on a sensitivity annlysis as ol December 31, ZOOS and 2007. it was estimated that a ten percent change in the fbrivard price per ton of coal would have a corresponding ckkcl on Duke 
E,nergy's pre-tax income of approximately 61 0 million in 2009 and would have had ii $14 million impact in IOOS. resulting from tlie impact of m;irk-to-markct changes on non-qualifying and 
undesigniited coal contrscts pertiiining to period:; in excess of one year from the respective date 

Conl]Jwobiiip ofrer~vitiviy c ? n ~ ' ~ ! i ~ s i . ~  4 s  Commercial Power began reapplying the provisions of SFAS No 71 on December 17, ZOCIS to portions of its operations. certain derivative 
conlracis tliat historically resulted in earnings volatility receive regulatory delerral ol'gains and losses Accordingly. the mart-tomarket associated with tliese contri ici~ ivilt not i m p x i  
carnings Ilowevcr. to achieve compirabiiity of sensitivity information bctwccn periods, the portion of the derivzitivc contracts that receive regulatory trentmcnt have bccn included in the 
sensitivity ;imounts for lwth periods presented Since certiiin derivative contracts included in the sensitivity analysis for 2009 will not result in earninys impacts, tlie forecasted s e n s ~ t i ~ i t i c s  for 
2009 are l es  than lhe pie-tax income amounts disclosed above 

Oflrcr Coninrodity RI r b .  At Deccmbcr 3 1, 2C4Y and 2007. pre-tax income in 2009 and 2008 was not expected to be matcridly impnctcd inr csposurcs to other commodities' price 
changes 

Ihe commodity price sensitivity calculations a l w w  consider existing hedge positions and estimated production levels, but do not consider other poteniial ellects that might result from 

such changes in commodity prices 

Sei~s i!r~~if ies  fo,- derivntives beyoiid 2009 Derivative contracts executed to manage generation pofifolio risks for delivery periods beyond 70D9 are also exposed to changes in iair value 

Credit Risk 
Credit risk represents the loss h a t  Duke Energy ~ o i i l t l  incur if a counteparty fails to perform under its contractual oblig;itions To reduce credit exposure, Duke Enere.y seeks to enter 

into netting agreements with counterparties that permit Duke Energ) to offset receivables and payables with such counterparties Duke Energy attempts to further reduce credit risk with certain 
counterpnrtics by entering into agreements thnt enable Duke E,nergy to obtain collateral o r  to terminate or reset the terms ol trnnsactions nitcr specilied time periods or upon the occurrence o i  
credit-related events Duke Energy may, at iimes. use credit derivatives o r  other structures and techniques to provide for third-party credit enliancenient of Duke Energy's counterpafires' 
obligations Duke Energy also obtains cash or letters of  credit from customers to provide credit suppon outside ofcollareral agreements, where appropriate. based on its financial analysis of the 
customer and the regulatory or contractual terms and conditions applicablc to each transaction 

Duke Energy's industry has historically operated under negotiated credit lines for physical delivery contracts Duke Energy frequently uses master collateral agreements to mitigate certain 
credit exposures The collateral agreements provide for a counterparty to post cash or letters ofcr rd i t  to l he  ixposed party fbr exposure in excess ol  an established threshold The threshold 
amount represents ;in unsecured credit limit. determined in accordance with the corponle credit policy Collateral agreements also provide that tlie inability to posi colliiteral is suflicient cause 
to terminate contrncb and liquidate 1111 ipositions 

Duke Energy's principal customers for power and natural gas marketing and transportation services are industrial end-users, marketers, local distribulion compiinies and utilities located 
throughout the U S and L.atin America Duke Energy has concentrations of  receivables from natural gas and electric utilities and their affiliates. as well as industrial customers and markclers 
throughout these regions 1 hcsc conccntrations of customers may affect Duke Encrgy's overall credit risk in that risk factors ciin negatively impact the credit quality of the entire sector Where 
exposed to credit risk, Duke Energy analyzes the counterpafiies' financial condition prior to entering into an agreement. establishes credit limits and monitors the ;ippropriateness of those limits 
on an ongoing basis 

of$476 million Duke Energy Carolinas' cumulutive payments began to exceed 
Duke Encrgy has a third-party insurance policy to cover certain losses reliitcil to Duke Energy Carolinas' asbestos-related injuries and darniiges above an aggregate sell insured retention 
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the sclf insurance retentinn on its insurance policy during tlie sccnnd quarter of 2OOX Future payments up to the policy limit wi l l  be rcimburscd by Duke Energy's third party insurance carrier 
The insurance pnlicy limit for potential luture Lnsurance recoveries lor indemnific:ition and medical cost claim payments is $1,099 million in escess of the self insured retention Insurance 
recoveries of approsimately $1,032 million and $1 .0JO niillion related to this policy are classified in Uie Consolidated Bdance  Sheets in Other within Invesiments and Other Assets and 
Receiviibles as of December 31.21 ind 2111)7, respectively Duke Energy is not aware of any uncertainties regarding the legal suiliciency of insurance cliiims hhnagement believes the 
insumncc recovery asset is prohablc of recovery as tlic insurance cnrricr continues to linvc a strong financial strength rnting 

Duke Energy ,and its subsidiaries also have credit risk exposure through issuance of performance guarantees, letters of credit and surety bonds on  behalf of less thm wholly-owned entities 
s Where Duke Energy l i i is issued these guarantees, it is possible tliiit Duke Energy could be required Lo perform under tliese guarantee obligations in the event the obligor under 
ils to perlimn Where Duke Enwgy has i s u c d  guarantces related to assets o r  operations that have been disposed of via sale. Duke F.nergy attempls to secure indciiinilication 

from the buyer against n i l  future pmformance obligations under the guariintces See  Note 19 to the Consolidated Financial Statements, "Guarantees and Indemnifications." for iurther 
information on guarantees issued by Duke Energy or its subsidiaries 

finnncial position or results oioperiitions as ii result o f  non-performance by any counterparty 

Interest Rate Risk  

rate esposure by limiting its variable-rate csposuresto ti percentage of totiil capitalizition and by monitoring the effects 01 market changes in interest rates Duke Energy also enters into 
liniincial derivative instruments, which may include inslruments such as, but not limited 10. interest rate swaps, swiiplions and U S Ireasury lock agreements lo manage and mitigate interest 
rate risk csposure See Notes 1, 8, 3. and 16 to tlic Consolidated Finnncial Staterncnts. "Summary of Signiiiconl Accounting Policies." 'Risk Mnnagcmcnt and Hedging Activities. Crcdit Risk. 
imd Financial Instruments," "Fair Viilue of Financial Assets and L iobilities," and "Debt and Credit Facilities " 

impacts in interest income, \ ~ a ~ l t l  increase (decreiise) by approsimately $28 million. Comparatively. based on ii sensitivity analysis as o i  Deccmlhr 31. 7007. had interest rates averaged 1% 
higher (lower) in 7008 than in 2007, i t  was estimated tha t  interest cspcnse, net of oflSelling impacts in interest income, \voulcl have increased (dccrcased) by approsimately $22 million These 
amounts were estiniatcd by considering the impncl of tlie hypothetical interest rates on  variable-rate securities outstanding. adjusted for interest rate hedges, short-term and long-term 
invesimcnts, cash and cash equivalenls outstanding as of Decembm 3 I ,  2008 and 2007 The increase in interest rate sensitivity is primarily due  to borrowings outstanding under Uie master 
credit facility 
would bc taken nnd their possible clTects, the sensitivity imalysis aswmes  no changes in Duke Energy's finnncial structure 

Based on Duke Energy's policies lor managing credit risk. its exposures and i t s  credit and otlier reserves. Duke Energy do= not anticipate a materially adverse effect on ils consoliilatetl 

Dukc Energy is exposed to risk resulting from changes in intwest rates as a result of its issuance ofvariable and fixed rate debt and commercial paper Duke Energy manages its intercst 

Based on a sensitivity analysis as nf December 31, 2fJO8, i t  was estimated that if market interest rates average 1% higher (lower) in 20119 than in 2008, interest espense. net of oilsetting 

interest rates changed significantly, maniigemcnt \vould likely tiike actions to manage its exposure to the change However, due to the uncertainty o i  the specific actions that 

Equity Price Risk 
As  described lurthcr in Note IO to tlic Consolidated Financial Statcmcnts, "lnvcstnients in Dcbt and Equity Securities," Dukc Energy invests in equity securities as part ofvarious 

investment portfolios to fund certain obligations of the business The ~ a s t  majority of the investments in equity securities are within the nuclear decommissioning trust iund and assets of the 
various pension and other post-retirement benelit plans 

~ l l C / ~ ~ ~ J ~ ~ ~ ~ O J i l ~ l i ~ s i ~ J ~ i ~ l , ~  Trrrrr (irrmls (NnTF) A s  required by the NRC and the NCUC. Duke Energy maintains trust funds to fund the costs of nuclear dccommissioning (see Note 7 to 
the Consolidated Financial Statements, "Asset Retirement Obligiitinns") As of December 31, 20US, these funds were invested primarily in domestic iind internulionnl equity securities, debt 
securities, fixed-income securities, cash and cash ecpi\~iileiits and short-term investments Per NRC and NCUC requirements, lhese funds may be used only Tor :ictivitier related lo nuclear 
decommissioning The investments in equity securities are esposed to price fluctuations in equity markev; Accounting for nuclear decommissioning recognizes that costs are recovered through 
I1 S Franchiscd Electric and Gas' rates, thcrcfore, fluctuations in equity prices d o  not affect 13ukc Energy's Consolidalcrl StatemcnLs of Operations as changes in the lair value of thcsc 
investments are deferred as regulatory asset3 or regulatory liabilities pursuant to nn Order by t he  NCUC Earnings or losses of the fund will ultimately impact the amount of costs recovered 
through U S Franchised Electric nnd Gas' rates 
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in 2(105, the NCUC and PSCSC collectively approved a $48 million annual amount lor contributions and cxpensc IweIs for decommissioning In each of the years ended December 31, 
ZOOS, 2007 and Z(lO6, Duke E n e r g  espensed approximately $48 million and contributed cash of approximately $48 million to tlie N D T F  for decommissioning costs Estimated site-specific 
nuclear decommissioning costs %2 5 billion in 21103 dollars, based on a decommissioning study completed in 2004 This includes costs related l o  Duke Energy's proportionate oivnership in the 
Catawba Nuclear Station, which \?;is I 2  t the time the study !vas completed rile other joint o w n a s  of the Catawba Nuclear Station are responsible for decommissioning costs related to 
their ownership interests in the station As thc NCllC and the PSCSC rcquirc that Duke Energy update its cost estimate for decommissioning i t s  nuclenr plants every five years, new site- 
specil~ic nuclear decommissioning cost studies were completed in January Xifi9 that showed total estimated nuclear decommissioning costs, including the cost to decommission plant 
components not subject to radioactive contamination. of approximately $5 billion in 2008 dollars This estimale is based on  Duke Energy's current ownership share olCatawba Nuclear Station 
of approximately I996 Duke Energy will filc thcse site-specific nuclcar rleconiinissioning cost studies with the NCUC and the PSCSC latcr th is year In addition to the decommissioning cost 
studies, a new funding study is undenvay to determine the appropriateners of the annual amounts currently being contributed to the ND1-I; The NCUC and the PSCSC will consider the r e s u k  
of the f ind ing  study, which could potentially increase thu iinnuiil required contributions to tlie NDIF, in the latter part o f2009 

The ibllowing table provides the iair value o i  invcstmena lield in the NDTT at December 31. ZUOS 

Pair Vnluc ;it 
uuw- .- 

h4unicipnl Bonds 120 

$ 1,436 

olhcr 

Tot.il ~ - -  
PP!J,IO,I P I ~ J  , I s e l k  Duke Encrgy mr~inlaiiis iiivcstrncntr 10 help fund the costs 01 providing non contributory rlcfined benefit retirement and ollicr post-retvcnienl benefit plans Those 

inve\lmenta are e~po?ed  to price Iluctuationr in equity marLets and change5 in interest rates Duke Enerby has  established asset allocation targets for its p n s i o n  plan holdings, wluch take into 
 ons side ration the investment ol>jeLIives and the r i \L  profile ivilii rbpec t  to the trust in which the asset? are held Duke Energy's target ' M e t  allocation for equity se~ur i t ies  is approvtmately 64Oh 

of the value of the plan asteb .ind the holdings are diversified to achieve hrodd market participition and reduce the impact of any single investment, Tector or geographic region A significant 
decline in the viilue of plan a5sc1 holdings could require Duhe Energy to increiise it) funding of the pension plan in future periodr, which could ndver~ely nnect cosh flows in those periods 
Additionally, a decline in the fair value 01 p l m  assets, absent addittond ca5h contributions to the plan, could increase the amount of pension e\pen\e required to be recorded in future periods, 
which could adversely ancct DuLeEnergy's results of operations in those periods In Februaty 2.009, Duke Energy made an apprmimale  $500 million contributton to its pension plan See Note 
22 to the Consolidated Financial Statements 'Employee Benclit Plan\," for additional iniomintioii on pension plan as\cts 

Iiureign Currency Risk 
Duke Energy is esposed IO foreign currency risk from investments in international arliliate busincjses owned and operated in foreign countries and from cerkiin commodity-related 

trnnsiictions within domestic operations that nrc denominated in foreign currencics To mitigate risks ;issocialed with foreign currency fluctuations, contracts may be denominated in or indexed 
to the U S Dollar andlor local inllation rates, or investments may be naturally hedged through debt denominated or issued in the foreign currency Duke Energy may also use foreign currency 
derivatives. where possible. to manage its risk related to foreign currency Iluctuations To monitor its currency eschange rate risks. Duke Energy uses sensitivity analysis. which measures the 
impact of devaluation of the foreign currencies to \vliich it has csposure 

In .?OW, Duke Energy's prima?, foreign currency rate exposure i:i to the Brazilian Real A 10% devaluation in the currency eschange mtes as ofDecember 3 I ,  2008 in all of Duke 
Energy's exposure currencies would result in an estimated net prc-tax loss on the iramlation of local currency earnings 01 approximately $10 million to Duke Energy's Consolidated Statements 
of Operations in 2009 The Consolidated Balance Sheet would b e  negatively impacted by approximately SI20 million currency translation through the cumulative translation adjustment in 
AOCI as of December 21, 2008 as a result of a 109.o deviiluntion in the currency exchange r a t a  As of December 31, 2007, a ll)o% devaluation in the currency exchange rntcs in all o f h k c  
Energy's exposure c u ~ ~ e n c i e s  was expected to 
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result in an  w i m a t e d  net prc-!as loss on the translation of local currency earnings of ;ipproximatcly % I O  million to Duke Energy's Consolidated SlatLmcnts of Operations and a reduction of 
approsimately 61-15 million currency translation Ilirough the cumulative translation adjustment in AOCI :is of December 3 1, 31!07 

Other Issues 
Eiirerp Policy,Icf u/ 2005 The 13ncrgy Rolicy Act of ?(IO5 was signcd into l a w  in August 2005 The legislation clirccts specified agencies to conduct ii significant number of studies on 

viirious aspects of the  energy industry and  10 implement other provisions through ~ l e i n a k i n g s  h l 0 n g  the hey provisions, the Energy Policy Act of 2005 repeals the PUI-ICA of 1935, directs 
FhRC to establish a self-regulating electric reliability organizntion govcrned by an independent board with FERC oversight, estends the Price Anderson Act for 20 years (until 2025). provides 
loan guarantccs, standby support and production tas  credits for new nuclear rractors, gives FERC cnhanccd merger approval authority. provides FE.RC new backstop authority lor Illc site 
selection of certain electric transmission projccts. stre;imlines the processes for approval and permitting of interstate pipelines, and reforms hydropower relicensing In late 3005 and early 2006, 
FERC initiated several rulemakings as directcrl by the Energy Policy Act of 2005 Duke Energy is currently evaluating these proposals and does not anticipate that these rulemakings will have 
a material adverse effect on its consolidated results of operations, cash flows or iinancial position 

GloOol Clrninte Cliiuigc /\ body of scientific evidence now accepted by n growing majority o f  the public iind policymakers suggests thiit the Earth's climiite is changing, caused in part by 
greenhouse gases emilted into the atmosphere from human activities Although there is still much lo learn about the causes and long-term effects of climate change, many, including Duke 

effects OS climate change 

essential truce gns, is a by product of foswl f u e l  combustion and currmtly accnunts for about S 5 O A  o i U  S greenhouse gas  emissions Duke Energy currently accounls for nbout I 5% of total 
U S CO? emissions, and about I 3 ? 0  01 to ta l  U S GI-IG emissions 

Duke Energy is making long-term decisions for how best ti) meet its customers' growing demand tbr electricity Duke Energy's strategy for meeting customer demand while building n 
sustainable business that allows our customers and  our shareholders to prosper in a carbon-constrained environment includes significant commitments to customer eneqy efficiency, renewable 
energy, advanced nuclear power. :idvanced clean-coal and high-efficiency natural gas eieclric generating plants, and retirement ofoider iess efficient coal-fired power plants E.ach of lhese  
actions will or has the potential to reduce Duke Energy's COz emis inns  end theref~re its csposure to die costs ol future GHG regulation 

~ ~ ~ - ~ a S ~  

Greenhouse gas (GI-IG) emissions are produced from a wide variety of human ac t i~ i t ies  The U S EPA publishes an inventory 01 these e m i s r i m s  annually Carbon diosidc (COzj, an 

Duke Energy's cost 01 complying with any federal GI-10 emissions law that may iX: enacted will depend on thc dcsign details of the program If potential futurc GI-IG legislalion adopts a 
cop-and-trade npproiich. the design elements of such a program that w i l l  have the greatest influence on Duke Energy's compliance costs include (I) the required levels and timing of the cop, 
which will drive emission allo~vance prices, ( 2 )  the emission sources covered under the cap, (3 )  the number ofallowancrs that Duke Ekergy might be allocated at  no cost on a year-lo-year 
basis. (4) the type and effectiveness of any cost con~rol  mechanisms included in the program. (5) the role of emission offsets. which will also inlluence allo\\'ance prices. and (6j the availability 
and cost of technologies that Duke Energy can deploy to lower its emissions While Duke Energy bclicves it is very likely that Congress will adopt mandatory GMG emission reduction 
legislation at  some point, the timing and  design details of any such Irgislation are highly uncertain 

Act of 2007 (commonly relened to as the L ieberman-\Varner bill a f k r  the sponsors Senators Joseph Lieherman of Connecticut and lohn Warner of Virgima) became the primary climate 
change related legislative vehicle The bill {vas approved by the Senale Environment and Public \Vorks Commiltee i n  December ?N7, bul failed to advance an the Senate f l w r  in June 200s 
when the hill fell considerably short of the 60 votes necessary to invoke cloture and cut off debate No subsequent action was taken in the 1 10di Congress related to mandatory federal GHG 
legislation 

Numerous bills mondnting reductions in GI-IG miss io iu  are especled to h introduced in both houses of Congress in 2009 The lendership in both the House and Senate has publicly 
stated i t  is their intent to proccecl with cliniatc Icgislation Pra idcnt  Obaina, in his prcsidential campaign and allcr tlic elcction, indicatcrl passage of climatc change legislation is a priority Still, 
as the Senate debate in 7008 revealed. there are wide-ranging views in Congress regarding what constitutes acceptable GI-10 legislation The current condition o f t h e  II S economy could add a 
degree of uncenainty, and Ihere are indications that. in the 11 1 
legislation potentially more challenging 

\Vhile there were many bills introduced in both houses oSCongress during !lie I IOo1 Congress that proposed mandatory limits on GI-IG emissions, S 2191-America's Climate Security 

Congress multiple committees will be involved in crafting GI-IG legislation. which wil l  make the process of developing GHG 
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Duke Energy supports the enactment of icdcral GI-IG cap-and-trode legislation Due to Duke Enwgy's concern about patchwork politics iocuscd on a singlc indus1ri;il sector or panicular 
region of the country, Duke Energy believes this legislation should establish a program that applies; to all parts 01 the econnmy, including power generation. industrial and commercial sources, 
nnd motor vehicles To permit the economy to adjusl rationally lo Uie policy. legislation should establish a long-term program that lirst slows ule growth of emissions, slops them and then 
!ransitions to a gradually declining emissions cop as new lower-and nix-emitting technologies are developed and become available lor wide-scolc deployment L egislation should also include 
adequate cost-containment measures to protect tlie li S economy from gmve iind unintcnded impiicts or the policy 

Duke Energy is unable to estimiite the potential cost of complying with currently unspecified and unknoiwble future GI-IG legislation or any indirect cosls Uiat might result Compliance 
costs are sensitive to numerous policy design delails. allowince prices. and technology a\wlahility and cost During the Senate dcbate on the L ieberman-Warner legislation in 2007 and 2008 
Duke Ener,sy attempted 10 cstiiiiatc its cost o i  complying with that legislation over a range ol potential allowance prices Duke Energy cstim~itcd its conipliancc cosLs undw the Licberman- 
\Vainer model to be between approsimately $930 million to %2 fi hillion in tlis iirst year o i  the progriirn (201 7). which represented the cost to purchase emission dloivances needed for 
complinnce over and above what might he allocated to Duke Energy at zero-cost Duke Energy would have continued 11) incur similar or greater annual compliance costs in subsequent years 
io: continued allnivance purchases uiitil such time as new lower-and zero-emiltmg technologies could be deployed to reduce emissions Duke Energy's compliance costs at that time would then 
include the cnst of purchasing iind deploying new generation technologies Duke Energy would only bc able t i3 reduce its aIIo\vmcc purchase cosls oiler ncw technologies were actually 
deploycd. 

'llicre is no way lo know how similiir or diifertnt the requirements of the 1 icbcrm;in-\Vnrner legislation might be to any future CiI-It i  legistaiion that Longress may cvcnt-1. so i i  

is uncertain whether these costs arc at all representative o i  compliance costs that Duke Energy might incur as a result ol any potential future GI-IG legislation Under any future scenario 
involving mandatory GIiG limitations, Duke Energy ivould plan to seek to r m w w  i ts  cornplimce costs through appropriatc rcgulalory meclianisms in the jurisdictions in which it operates 

At tlie slate level, Uie h*Jidwe?tern Governors Associ:ition has :in iniliiilivr under way called the Midivestern Greenhouse Gas Reduction Accord One  01 the ongoing activities of h e  
initiative is the design of a rcgioiial GI-IO cap-and-trade systcm, with the ant ic ipated end product to lx ii Ivlodcl Rule for implementing a GI-IG cap-and-lradc systcm Once complclc. the Model 
Rule would go to participating states lor their consideration ond possible adoption 'The states 01 Ohio and lndianii ore currently only observers tip the accord process The outcome of this 
initiative is highly uncertiiin and Duke Energy is unable to rletermine a1 this time whether there might be direct or indirect cos] impacts from any new regulations that might resull from the 
initlalive 

iillowance purchases, i t  is espcctcd that o t  some point in thc future Duke E.nergy would bcgin reducing emissions by replacing existing coal-fircd generiition with new lower-and zero-emitting 
goier;ition technologies, andlor inst;illing iiew carbon capturc and scqucstration technology on  existing coal-fired generating plants when the technologics become available and cost-effective 
It is not possible at this time, however. to predict wilh cen:iinty what nziv technologies might be de\~loped.  when they will be ready to be deployed. or what their costs will be  There is also 
i~ncertainty ,as I D  how or when certain non-iechnical ISSUZT. such a s  legal  and liability questions. that could ;iSlect the cost and availability of new tcchnolwies might be resolved by regulators 
Duke Energy currently is focused on advanced nuclear generation, integrated gasification combined cycle generatinn with carbon capture and sequestration. and capture and storage retrofit 
technology lor esisling pulverized coal-fired generation tis promising new technologies for generiiting electricity with lower or no COz emissions 

Duke Energy has begun the regulatoty process to construct a new 2.Z34.megoivatt nucleiir pnwc: plant (William Stales l e e  111 Nuclear Slalion) in South Carolina. petitioning the LI S 
Nuclear Rcgulotory Commission in 70117 lor a combined Construction and operating license ti constructed, this locility would produce virtually no GI-IG's and could begin operation in the 
101 8 limeiramc 

\Vith regard to advanced clean-coal. Duke Ericrgy is i n  thc process orconstructing a 63t1-megawatt integrated gnsilicatiori combined cycla (IGCCj po\ver plant in Indima One of thc key 
ieatwes of the IGCC technology is that it has great gatential to support the capture ol its CO? emissions, with subsequent underground storage orthe captured CO? Indiana's geology gives all 
indications of being conducive to permanent underground storage 01 CO? Although the IGCC plant, scheduled to b e  completed in 201 2, is not currently being equipped with the technology to 
capture carbon emissions, space is being reserved fnr i l  lo be ;idded lolcr In January KW9, Duke Energy was given permission by tlie IURC to proceed with a COz capture front-end 
engineering and design study Duke Energy 111s also submitted an application to the L>ep;innient of Energy for up to i )  io46 sharing oi the cost ol installing and operating a pilot-scale CO? 
capture and storage project at Dukc Energy's ICCC Incility 

\Vhile Duke Energy's near-term compliance strateg ociated with any potential lutura GI-IG legislation that incorporates a cap-and-bade mechanism \vi11 l ikely be focused on 

s I1 
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Duke Energy has regulatory requirements in North Carolina and Ohio to meet increasing percentages of customer demand for electricity with renewable e n e r g  In North Carolina the 
requirement rciichcs 17 j?, in 2021 and in Ohio i t  reaches a minimum of 12 5% in 7024 Duke Energy BISO nnticipntcs the Congress wi l l  consider ti federal rcneivable portSolin sliindnrd in 
2009 Previous attempts have passed in the I-Inuse but lallen short in the Senatc Duke Enwgy bclicws, hoivevcr, chances of passage in tlie 1 I 1") (3ongrcss liiivc increased 

;ipproval in Ohio) Tor a lirst-of 
reducing dem:ind (Save-A-\Vatt) instead 01 relying almost esclusively on new power plank to generate electricity 

In addition to relying on new tcchnologics to reduce its CO? cniissions, Dukc Eiicrgy hiis l i led for regulatory approval in cacli of the states in which it operatcs (13iikc Energy has received 
kind innovative approach in the utility induslry to help meet growing customer demand with new and creative ~viiys to increase energy elxciency. Uiereby 

h c h  of these activities hiis tlie potential to reduce Duke Energy's iuture CO? emissions which will rctluce Duke Energyk exposure to luture GI-IF regulation 

Duke Energy rccognizcs tlic Ipotciitial Sur mnre freclucnt and S C V ~ T C  estreinc wcatlicr cvents as  a result of cl i inate change and  tlie possibility that tlicse ivcntlicr events could liavc a 
material impact nn itr; fbture results of operatinns should thew events occur Ifowever, tlie uncert~iiii nature of potenlid changes in estreme weiither events (such a:; increased frequency, 
duration, and severity) and Ulr. long period of time over which ;in}, changes might take place make estimating any potential I'uture iin:inci;il risk to Duke Energy's operations Uinl may he caused 
by tlic physical risks of climate change ememelv cliallenging Currently. Duke Energy plans and prepares for eweme weather events that it esperiences from time to time. sucli as ice  storms. 
tomtidos, scvcrc tliundcrstorrns, high winds and droughts Duke Energy's post espcricnccs prcparing lor and responding to the impncts oftl iesc typcs of waither-rclatcd cvents would 
reasonably be expected to help management pliin and prepare for future climate change-related severe weather events to reduce, but nut eliminate, the operational, economic and financial 

(For arlrlitional information on othcr issues rclatcd 10 Duke Energy, see Notc 4 to the Consolidated Financial Statcmcnls "Rcgu1:ilory hdatters" and Notc 18 to the Consolidated Financial 
Statements, 'Tommitments and Contingencics ") 

N m  Accounting SL;iiitl;irds 
n i c  lollowing new accnunting standards liiivc k e n  issued, but have not yet bccn adopted by Duke Energy tis of December 31, lll06 
Sl<.ISNo 141 ( rmiml  ?007). "Biiiiiiess Coi~ibirmlioi~.~" (SE4SNo I J I R )  In December 7WJ7, the FASB issued SFAS No I41R, which rcpI3ccs SFAS No 141, "Biisiiics,s 

Coiiibiitoriori~" SFAS No l 4 l R  rctains the 1und:imental requirements in SFAS 1% t i l  Uiat I he  acquisition mctliod oi accounting be used for a l l  business combinations anti ihat an acquirer k 
idcntified for cadi husincrs conibination lliis statement also ~ 3 t i i b l i s h ~ s  principlcs and rcqiiireincnts Ibr how an acquii-er recognizes and measures in its fin;iiicial statemcnts t l ie idcntifiablc 
iisaets acquired, the l iabi l i t ies assumed, tiny noncontrolling (minority) interests in an acquiree, and any goodwill acquired in a business combination or gitiii recognized lrom a bargain purchase 
For Duke Energy, SFAS No I41 R must be applied prorpcctively to business combinations lor which the acquisition date occurs on or after January I, 2009 I3e impact to Duke  Energy of 
applying SFAS No I4IiR) for periods subsequent to implementation will be dependent upon the nature of any transactions ~ i t l i i n  the scope 01 SFAS No I41(R) SFAS No 141R changes the 
accounting lor income lases related 11) prior busincss combinations, such as Duke Encrgy'y'Y merger with Cincrgy Subsequent to tlie e!Tcctive date a i  SFAS No ]AIR, the resolution of any la. 
contingencies relating to Cmergy that esisted iis of the date of the merger will be required to he rellected in the Consolidated Statements ofOperations instead ol k i n g  rellected i ts an 
iitljustment to the purchase price via an  adjustment to goodwill 

FASB issued SFAS No 160, which omcnds ARB No 51 ,  'Coiirolirlciled A r i i i i i c i o l  Srolenieiils," to establish accounting and reporting standsrds ior the noncontrolling (minority) interest in a 

subsidiary and fix tlie deconsoliilation of a siihsidinry SFAS No 160 clarilies that a noncontrolling interest in il subsidiary is an ownership interest in a consolidated entity that should be 

ri'ported as cquity in the cnnso1id;ited fnancial  statemcnts This statement also changes the way the consolidated income statement IS prssented by requiring consolidated net tncome to be 
rcportcd t i t  amounts thiit include the amounts nttributnblc to both the pnrcnt and the nonconlrolling intcrest In addition, SFAS No 160 cstnblishcs a single method ofaccountins for changes in 
a piirent's ownership interest in a subsidiary that do not result in deconsolidiition For Duke Energy, SFAS No 160 is effective as ol January 1, 2009. and must be applied prospectively, except 
l o r  certain presentation and t l i ~ ~ l o s u r e  requirements which must be applied retrospectively Tlie adoption of SFAS No 150 will impact tlie prcsentiirion of nonconlrolling interestS in Duke 
Energy's Consnlidatcd Statements 01 Operations. Consolirlated Balnncc Shcets and Consolidiitcd Statements olCommon Stockholdcrs' E.quit>t and Cornprehonsive Income, as well as the 
ciilculntion of Duke Energy':; elfective tiix rate 

SFIISAI~J J GO. 'iVoiicuiifrollirig Irriei-cvrs i n  Coiisolrclded Fitioiicrd Slcifcnicnl.s--an onie~idniei~~ oJ~dccoiirifiri~ Rcrcorclr /3ii/leliil (tlRL3) No 51 " (SE.IS h'o. 160). I n  December 2007, tllc 
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SFAS No 161. '%)rsclo.siries crhosr D c r i ~ ~ i t n ~ e  1mrii i iwil .s or id  I lei lgrr i ,~ .Acbr~r~ies--o~~ o~ire~i~lnrcri l  lo F4SB Slorenreiil Na 133" (SFdS No I 6 l i  In hlarch 2008, the FASB issued SFAS 
No I t i l .  which amends and expands the disclosure requirements Ihr derivative instruments and hedging activities prescribed by SFAS No 1-33, ".4ccosn/rii,~ for Deniaf i i~e Iiirhxnreii1.s iind 
Ilcdsitig :IcIiiriIies " SFAS No 161 requires i lualitative disclosures ;about objcclives and strategies lor using dcrivallves, quanlit~ittve disclosures about fair value amounts of and gains and 
Iosss on deriviitive instruments. iind disclosures about credit-risk-related contingent icatures in derivative agreements Dukc E,nerw will adopt SPAS No 161 as of Januiiry I ,  20CJ9 and SFAS 
No 161 cncourogcs, but docs not require. comparative disclosure lor eiirlicr pcriods lit initial adoption The adoption of' SFAS No 161 will not have any impact on Dul;c Energy's consolidatcd 
results of operations. cash flows or financial position 

FSP No .APB 14-1. ';lccoirnfii~g /br Coiiivrrr6le Deb1 Iinn.iinieiits ?liolilioi~Bc Se/Ile~/ in Cntli iilioii Coinwrioii  (Inclrahrig POI /io/ Cash Selr lei i~e~ir i  " ( F S P A P B  14-1 t In May XOS. the 
];AS13 issued FSP APB 14-1. wh ich  addresses tlic accounting for cmvcrtiblc debt sccuritics h a t .  upon conversion. may be settled by the issuer fully or partially in cash FSP APB 14-1 docs not 

c h m g e  the accounting for more tr:irlitional types of convertible debt securities that do not have a cash settlement feature ;ind FSP APB 14.1 does not apply ti. under csisting GAAP ior 
derivatives. tlie emhedded conversion leiiture must be accoiinted for separately from the rest of Uic insiiumenl For Duke Energy. FSP .WB 14-1 is applicable as of January 1, 2009 and must he 
applied retrospectively to all prior periods prsscntcd even il 1111: instrument has m;itured, hiis k e n  converted. or has otherwise been extinguished as o l  the ci'fective darc 01 FSP APB 
14-1 Duke Energy is currently evaluiiting the impact of iidopting FSP AP13 14-1 on its historical results o l  operations as, in 21103, Duke Energy issued $770 million of convertible debt with n 
cash settlement option Ihat was iully converted to  common stock durmg tlie years ended December 31, 2005, 2006 and 2007; however, Duke Energy does not anticipate the retrospective 
appliciition ofFSP APB 14-1 will have B material impiict on Duke Energy's /historical results ofoperations, cash llows or linancial position Puture impiicts oI I'X' HI% I4 - 1  witi 01: oelerrninru 
by whether Duke Energy i.ssucs cnnvcrtiblc debt with cash settlcmcnt options 

FSP EIW 03.6-1. "Del~.,nritiriig ~ ~ l ~ ~ / J i ~ ~ l i i ~ / ~ i i i ~ i e , i l s  Gra i i ld  111 Slim e-Based Pqimieiil 7rir,isocIroii.s Ate Por.Iiop.rliiig Sect,, ilim" (FSP EITF 03-6-l} In June ?01J9. the FASB issued 
FSP EITF 113.6. I to address whether insinimenls grmtcd in share-hased p:i)ment tansaclions may he participating securities prior to vesting and, thcrelore. need to be included in the earnings 
allocation i n  computing basic EPS liursuarit to tlic ~wo-cIass method descr ikd  in SFAS No I 28 The FASB coricludcd t h a t  rights to dividcrids or dividcnd equivalcn~s (\vhcttier paid or unpnid) 
on unvested share-biiseil payment awiirds that  provide II nnncontingent t r a d e r  oi ixlue (such tis n noniorieitnhle right to r e c e i x  cnsh when dividends are paid to common stockholders, 
irrespective ol i\hether the award ultimiitely vcsts) i n  t h e  holder of the sharc-based ptiyment award constitute p:irticipation rights and, thereiore, should be included in the computation of basic 
E,PS using die t~vo-cIass method Duke Energy issucs certain share-hascd payment ;inwils under which rights to dividends during lhc vesting period tire nnn(ori'ei1able For Duke Energy. FSP 
EITF 03-6-1 is eneclivc as ol Januag. I .  21105, and a11 prior-period EPS data is rcquired to be adjuslcd rctrospcctively lo conform to the provisions of FSP INT 03-6-1 Duke Encrgy is 
currently evaluatine the iinpact 01 adoption 01 FSP No EITF 0.3-ti-I on its 111's. however, Duke Energy does not currently ;inticipate the adoption of FSI'EITF 03.6- I will have a material 
impact on i ts  calculated future or historical EPS amounts 

FSP E4S 132(R}-I, "~iiiplo?ro-s' DiscIo.~ir~e ahorir Posn.erirciireiir Beri<lir Plrrri ..lswts"(F'SP K4S 132(R)-I) In B c e m b e r  2008. h e  FASB issued FSP FAS l37(R> 1, ivhich amends 
SFAS No 133(R) to require more dctailcd disclosures about cmployers' pliin assets, conccntrnlions 01 risk within plan assets, and vnluotion tcchniqutx used to metisure the fair value of plan 
asset? Addition;illy. companies wil l  be required to rlisclose their pension iissets in a fashion consistent with SFAS No I57 ( i  e ,  Level I ,  2, and 3 o f t h e  [air value hierarchy) along a i t h  a roll- 
lorward ol the Level 3 values cnch year For Duke E,nergy, FASP FAS Ij?.(R)-l is effective Tor Duke Energy's Form I O - l i  for l l i e  year endcd December 31, 2Ii09 The adoption of FSP FAS 
13Z(R)-1 w i l l  not i invc any impact on Duke E,ncrgy's results of operations. czish Ilows or linancial position 

lteni 7A. Quantitative and Qualitative Disclosures .About MaIliet Itisk. 
See "hlanagement's I>iscussion and Analysis of Results o1 C)perations and Financial Condition. Quantitative and Qu;iliiaiive Dtsclosurcs About Market Risk " 
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ltein 8. Fin;incinl Stntenments tind Supplementary I h t i i .  

REPORT OF MDFPFNUEN r IEGISTERFD PUBLIC 4CCC)UNTING FIJW 

1.0 the Board of Directors snd Stockholders of Duke Energy Corpmition 
Charlotte. North Carolina 

We have audited the accompanying coisolirlatcd b;ilance shccIs of Duke Energy Corporation and subsidiaries (the "Company"j as oiDccembcr 3 I. 2iil:iX arid 7007, and ihc related 
consolidated statements of operations, common stockholder:;' equity and comprehensive income. and cash llows for each of the three )'ears in the period ended December .I I. N O S  Our audits 
also included the f inmcial  sLitement schedules listed in the Index at Item I 5  We also have :iudited the Company's internal control over financial reporting as of Decemher 3 I, ZOOS. based on 

criteria established in I i w i i J i i I  Coi~r~ol-l~~r~~rSt.irisri F~airieii~oi-k issucd by the Committee of Sponsoring Organizations d the Treadway Commission The Company's management is 
responsible for these financial statLments and finmcinl stirtement schedules, for maintaining effective internal control over finnnciiil reporting. and for its assessment of the effectiveness 01 
internal control over finiincial reporting, includud i n  the ;icconip;inying h4:inagcment's Rnnual Report on Inlernal Control Over Financial Reporting Our responsibility is to express an opinion 
on these financial siatements and linancial statement scliedules iind an  opinion on Ihe Company's internal control o ~ e r  1in;incial reporting based on our a u d i ~ ~  

audit tn obtain rensonahlc assurmce about whether tlie f inmcii i l  statements iire free o i  material misstatement and whether ellkclive inrcrnal control over financial reporting was main1;iined in 
ii l l  material respects Our audits of tlie financial stiilements included csiimining. nn a test basis, cvidence supporting the amounts and disclosures in the financial slatements, assessing Uie 

accounting principles uscd and significant estimates made by management. and cvaluating the overall financial statement presentation Our audit of internal control over l inancinl reporting 
included obtaining an understandins o i  internal ci>iitroI over financial reporling, assessing t he  risk that a malerial weakness esists, testing and evaluating the design and operiiting effectiveness 
of inlernal control based on the ;is.essed risk Our audils also included perlnrming such other procedures as we considered necessary in the circumstances We h l i e v e  t ha t  our audits provide a 

reasonable basis for our opinions 

performing similar functions. ;ind effected by the compnnp's board oidirectors. nianngenient. and  other personnel to provide reasonable assuronce regnrding the reliability oil inancial  reporting 
and the preparation of financial stalenicnts lor extemiil purposes in acconlmce with generally accepted accounting principles I\ company's internal control over financial reponing includes 
tliose policies and procedures that (1 j pertain to the maintenance o i  records tliat. in roisonable detail, accurstely and fairly rellec! !he lransactions and disposilions of the ~ S S C L S  or the cornpan)'. 
(7) provide rensoniihlc assurance that transactions tire recorded tis nectssiiry to pcrmit prepariition of financial statements in accordance with generally accepted accounting principles and that  
receipts and expenditures of the cornpiin). are being made only in accordance wi th  authorizations nfmanagement ;and directors ofthe company; and (3 j  provide reasonable assurance regarding 
prevention or timely detectinn of unauthorized acquisition. use. or disposition of Ihc company's assets that could haven mnterial effect on the financial statements 

Because 121 the inhercnt limitations 01 internal control over l i nanc ia l  reponing, including tlic possibility o i c d l u s i o n  or improper management override of controls, material misstatements 

due to error or fraud m:ry no! he prevented or detected on ii timely basis Also. projections ol any e\duotion of the eiiectiveness of the internal control over financial reporting to iuture periods 
are subject to the risk that !he cnnirols may become inxlequate hecnuse 01 changes in conditions. or that the degree of compliiince with ole policies or procedures may deteriorate 

Decemher 3 1. ?iJOS and 1007. and the results ol their operations and their ciish Ilows (or each of the three years in tlie period ended December 3l,3008, in conformi!y with accounting 
principles generally accepted in the United St;i!cs of America i\lso. in our opinion. such financid statement scliedules, when considered in relation lo the basic consolidated financial 
statements ! a h  3s a whole, present fairly. in all material respects. the infnrmation set lbnli therein Also. in our opinion. the Company maintained, in all material respects. efieclive internal 
control over iinancial rcpwiing as of Dcccmbcr 31. XiiiS. based on the critcria cslablishcd inIi7rer-nol Cuittiol-lirfegiolcd Fionten~uik issucd by the Commitlee of Sponsoring Organizations of 
the Treadway Commissinn 

\Ve conducted our iiudits in accordance with the standards of the Public Company Accounting Oversight Board (United States) 1 hose standards require that w e  plan ;and perform !he 

A company's internal control over financial reporting is a process dcsigncd by. or under the s u p c n k i o n  of, the company's principal e~ccut ive and principal iinancial officers, or persons 

in our opinion, the consolidated financial statements referred to iibove present fairly. in all m m r i a l  respects. the financial position or Duke Energy Corporation and subidiaries as of 

/ s i  DELOlTl li S-. TOUCHE I L P 

Charlo!tc. North Carolina 
February 77. !Oil9 
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PART II 
D I K L  ENERGY COIU’ORATION 

Consolitleted Stntenients of Operations 
(In ntillions, escept per-sltnre amounts) 

Yenra Cndcd December 31, 
700s XI07 1006 

Diluled F I01 B 1 2 0  s n 91 

U b7 

0 66 

1 59 
I $7 

B 0 0 5  x - s  - 
x 0 (J5 .$ - $  - 

1 59 
x 1 117 B I 1 8  s 1 i 7  

Dnidends per share x 090 s; OS6 x I 26 

See Note5 10 Consolid~leJ IFinanrinl Sialcmenlr 

S4 
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PART II 
DUKE. ENERGY CORPOR.A~~ON 
Consoiida trcl Balance Sherts 

( I n  niilliuns) 

Dccsmber 31, 
2008 XJ07 

? 

2 
Other 1 I16 1020 

See Notcs tn Corisolidnted Finxicia1 Stntcrncnts 



DUKE ENERGY CC)RPORAl LON 
Consolitla tetl Bslanee Sheets-(Continued) 

(In ~i~illio~is, ercept per-sharc ;mounts) 

Retained e a r n i n g  1,607 1.398 

See Nnks  In Cnnso1id;ited Financial Statements 
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DUKE ENERGY CORPORA1 ION 
Coiisoliclntctl Stntcnieiits of C'nsh Flows 

(In millioiis) 

Net income S 1 3 6 2  Y, 1 iUU S I S6i 

Increase) dscwese in 

( 3  1751 ( 3 3 1 )  

Change in rcslrickd caah 11s 68 47 

CAS11 PLOWS FROM FINANCING ACTIVITIES 
Proceeds from the 

I s u m c e  of long-tmn dob 



Net c d 4 i  prnvidcd b) (uced in) finnncins nLLivitIe$ 1,501 11.377) 11.961) 

Chmges In cnrh and cnrh e 

C15h and Glrh cqui,alcnls 31 cntl o f  pcriod $ 980 6 b78 $ 9-18 

See Noles lo Conmlidalcd Finoncral Stoiemcnts 



PART I I  
DIKE ENERGY CORPORAIIOI'I 

C'oiisolidnted Stntenicnts of C~oninion Stocliliolders' Equity 
and Coni preliensive Income 

(In niillions) 

Accumulated Other Conrnrehensivc Income (Loss) 

Net G.iins ivlinimum Pension and 
OPEB I<elnted Common Additional Foreign (Losses) on Pension 

Stock Cnmmon Pard-in Reiained Currency C&h Flow 1 lability Adjustmenu 
Ad uslment Other to AOCI Total 

Reclassrficdtion into 
crrrnings lrom cash flow 

Retirement of old Duke 

Common stock is,ucd in 
connection with C ine rw 

Dividend reinvestment and 

1 a\: benefit due to conversion 

Other capital stock. 

Foreisn currency 

Reclnsslficntion into 
earnings from a s h  flow 

SFAS No 158 net actuarial 

Told comprehensive 
income 1,796 

5 )  



Diviilend reinvestmenl and 

Other Comprshenuve Income 

Pension nnd OPED reliitcd 

Unrealized loss nri 
investments in auction 

Unrealized loss on 

investments in ;~vailable- 
for-sale securities@ - - 

Common stock issuunccs 7 I03 - 103 

- - - Common stock clividends - (1.143) 

Bnlniicc Dcceii1bc.r 31,2008 1,272 S 1 S 20,106 S 1,607 S (306) S - S (28) S (351) S 20,988 

Net unrealized g;iins (losses) on cash ilow hedges, net of$6 Ins espeme in 200S, $9 tax  beneiit in 2007 and $3 tax expense in 2006 
Rechrsil iwtion into earnings from cash flow hedges, net of 62 lax expense in ZOtiS. zero in 2007 and $19 tns espense in 2OOG Reclasrifjcation into earnings from cash flow hedges in 
ZOO6 is due primarily to the recognition o i  former Duke Energy Norlh America's (DENA) unrealized net gains related to hedges on forecasted tri~nsactions which did not occur as a result 
ol !he sale to L S Power oi  suhstnntinlly (>I1 nf formcr DENA's assets and contracts outside o i  the blidwesiern IJnited States and cemiin contractual positions relnted to  the lvlidwestern 
assets 
Minimum pension liability adjustment. net of zero tas bencfit in 3006 
Net of zero  as cspcnsc in 1007 and $9 tax benefit in 2006 
SFAS No 15s adju!;tment. net 01 $144 10s benefit in 200.5 E ~ c l u d e s  $595 rellrcted as regulatory nssevd 
SFAS No 158 net actuarial gain net of 654 tax espensc in 2007 Escluiles $204 reflected os  re&ulolory assets 
SFAS No 156 actuiirial loss net 01 61 59 tas benefit in 2008 Escludes $767 reflected :IS regulaioty assets 
Net of $1 6 tax benefit in 2008 
Net of65 tax espense in ?ill18 

Net d $ S  tils lxncfit in ZO(I8 

See Notes to Cnnsolidatcd Financial Statemcots 
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PART I1 

Notes To C'onsoliclntetl finonciol Statements 
For the Years Ended Deceniber 31, 2008, 2007 and 2006 

1 .  Sunini;iIy of Significant Accounting I'olicies 
Nnlarr of  0pci.ntinns iind D;isis alCniisolidntinii. Duke Energy Corporation (collectively with i t s  subsidiaries, Dukc Encrgyj. is an cncrgy company primarily located in the Americas 

These Consolidated Financi;il Statements include. after climin:iting intercompany transactions and balances, the accounts o i D u k e  Energy and all majority-owned subsidiaries where Duke 
Energy has control. and those vnrinble interest entitiei where Duke Energy is the primary beneficiary These Consolitlated Financid Statements also rellect Duke Energy's proportionate share 
[ T i  ccrtaiii generatiiin and transniissioii iacilitics i i i  Soiitla Carolina. Ohio. Indiana and Kentucky 

Duke Energy I-lolding Corp (Duke Energy I-IC) wiis incorporoted in Delaware on h,lay 5,  XO05 as Deer I-lolding Carp ,  a ivholly-owned subsirliar)' of Duke Energy Corporation (Old 
Duke Energy) On April 3. XQ6. in accordence wi th  their previously announced merger agreement, Old Duke Energ)r and Cinergy COT (Cinergy) merged into wholly-owned subsidiaries of 
Duke E n e r g  I-IC. resulting in Duke Energy I-IC becoming the parent entity In connection with the closing o i  tlae merger transactions. Duke Energy PIC changed ILT name to Duke Energy 
Corporation (New Duke Energy or Duke Energy j and Old Duke E.nergy conver td  into a limited liability company named Duke Power Company L1.C (subsequently renamed Duke Energy 
Carolmas, L.1.C (Duke E.nergy Carolinas) efSective October 1, 20136) As a result 01-the merger transactions, each outstanding share of Cmergy common stock was converted into 1 56 shares of 
common stock ol I ~ u k  hnergy. which resulted in the issuance of;,Pproxlm;iteiy st s iiaiiiioii siiares i \ r i d i f i 1 1 ~  

sharc o i D u k e  Energy common stock Old Duke Energy is the predecessor of Duke Energy ior purposes 01 IJ S securities regulations gnvcrning linancial statLmcnl filing lherefore,  the 
accompanying Consolidated Finoncinl Statements rellect the results ol npcrations of 0111 Dukc Energy lor the three months ended h,larch i 1, 21106 New Duke Energy had separate operations 
for the period beginning with the eflective datc o f  tlie Cinergy merger, and rererences to amounts lor periods aller the closing ol-lhe merger relate to New Duke Energy Cinergy's results have 
bccn includcd in thc accompanying Consolid:itcd Stcitcments 01 Opcrations liorn the e i T e c t i \ ~  datc 01 acquisition and lhereafier (see "Cinergy Merger" in Note 3) Both Old Duke Energy and 
Ncw Duke Energy are reierred to os Duke Energy herein 

of the conversinn oi a11 outstanding shores oi Old Duke Energy common stock to Neiv Duke Energy common stack. the par value of the shares issued was recorded in Common Stock within 
Common Stockholders' Equiry in the Consolidated Balance Sheets and iiic cxccss of i.ssuance price over stated par value was  recorded in Additional Paid-in Capital within Common 
Stockholders' Equity m the Consolidated B;ilnnce Sheets Prior to tlae conversion ofcommnn stock rrom shares oiQId Duke Energy to  Neiv Duke Energy, all proceeds from issuances of 
common stock were solely rellecterl in Common Stock within Common Slocirholders' Equity in thc Conrolirlatcd Balance Sheers 

3 )  Crescent has bccn accounted lor as  an equity method invcstnient since the date oi dcconsolidation See Note I ?. lor a discussion of the suspension of npplication oi tlic equity method of 
accounting related to Duke Energy's investment in Crescent beginning in the rourtla quarter of 20138 

. .  

Shares ofcommon stock of New Duke Energy ciirry a stated piir viilue of $0 001, while shares of common stock of Old Duke Energy had been issued a t  no par In April 2006, as a result 

O n  September 7. 3006, M e  Energv deconsolidntetl Crescent Resources. LLC (Crescent) due to a reduction in ownership causing an inahilrty to exercise conuol over Crescent (see Note 

On January 2. 2007. Duke Energy completed the spln-oiflo shareholders of its natural gas husinesses The new natural gas business. which is named Spectra Energy Carp (Specua 
Encrgyj, consists principally of certain owrations of Spectra Eiicrgy Capital, 11. C (Spectra Energy Capital, formcrly Duke Capital LLC), primarily Duke Energy's formcr Natural Gas 
iransmission business segment and Duke Energy's fbrmer Field Sewices business segment, which represented Duke E,nergy's 3J46 ownership inleresl in DCP hlidstream, I.1.C (formerly Duke 
Energy Field Services, LLC) (DCP Llidstreamj Excluded lrnm the spin-offwere certain operations which were Inansferred from Spectra Energy CapiLll lo Duke Energy in December 2006, 

primarily International Energy and Duke Energy's effective 504.0 interest in the Crescent Resources joint venture (Crescent JV). which is discussed further in Note 3 Subsequent to rhe spin-olf. 
the results ol operations oi tlie spun oil businesses tire prcsentd  iis discontinued operations in the accompanying Consolidoted Statements of  Operations for :ill periods prior to the spin-off The 
primary busrnesscs that remained with Duke Energy post.spin are the U S Franchised Electric and Gas business segment, the Commercial Power business segment, the International Energy 
business segment and Duke Energy's ellective 50?6 intercst in the Crescent JV See Note 2 ibr iurlher information on Duke Energy's business segments 

loss was recognized on the distribution oithese operations lo Duke Energy 
Assets and liabilities of entitics included in the spin-oli of Spectra Energy were transfcrrcrl from Duke h c r g y  on a historical cost hasis on the date of the spin-ofi transaction Nogain  or 
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N o t a  To Consolidatctl Finitnci:il Statcaimts-(Continucd) 

shareholders Approsimalely $20 5 billion 01 ~ssc ts ,  %I3 9 billion 01 liabilities (which included approximately %S 6 billion 01 debt) and $5 6 billion 01 common stockholders' equity (which 
mcludcd approximately 51 0 billion oi accumulated oilier comprehensive income) were distributed from Duke Energy as of the date of the spin-of1 Additionally. cash llows related to the 
husincsscs included in the spin-1111 iire included in the Consolidated Statements 01 Cash I ~ lows  lor the pcnr cndcrl Dccemhcr 31, 200G 

Lisp nTBstiiiii~tes l o  conform to generally accepted ciccounting principles (GAAP) in llie United States (U S ), mansgement makes estimates and assumptions that affect the amounts 
reported in tlie Consolidated Financial Statements and Notes Although tliese estimiites are based on management's best available information at the time. actual results could differ 

Rciipplicnlion 0 1  W.4S No 71 i o  Portions or  Genrrii t ion in Ohio  Commercial Power's gciicriition operations in the h~lidirwt include generation assets locoted in Ohio that arc 
dedicated to serve Ohio native load customers Iliese assets, a s  excess capacity allows, also generate revenues through S B ~ S  nutside the native lo;id customer base, and such rc\enue is termed 
non-native 

Prior to December 17. XiDS. Commerci;il Power did not apply the provisions 01 1;in;incial Accounting Stantlards Board (FASD) Statement 01 Financial Accounting Standards (SFAS) 
No 71, ":Iccoii~~lir~~/b,- /he .Efleclr 01 Cerlooi 11yes ~ ~ R ~ I ~ / ~ I / I ~ I I . * '  (SFAS No 71 j due to the comprehensive electric dereguliition legislation passed by the stnte of Ohio in 199!) As described 
further below. effective December 17, 2008. Uie Public Utilities Commission of Ohio (PUCO) iipproved Comniercial Power's Electric Security Plan (XSP), ivluch resulted in the reapplication 
nf SFAS No 71 to certain piinions ol'Commercial Power's oper;itions as 01 that  date 

From lanuaiy I ,  2ilO.S through December 3 I .  2008, Commacia1 Pnwcr had becn operating under a raic stabiliuition plan jRSP). which was a market-based standard servicc offer 
Although tlie RSP contained certain trackers that enhanced Uie potential lor cost recovery. there wcis no iissiirance 01 stranded cost rccoveiy upon the espiration of the RSP on December 31, 
2008 since i t  was inititilly anticipated that. upon the expiration nl the RSP, there would be a move to liull competitive markets Accordingly. Commerci;il Power did not apply the provisions of  
SFAS No 71 to any of its gcncrntion opcrations prior to December 17. 2008 As discussed furthcr i n  Note 4. iii April 2008, ncw 1egisl:ition (SB 221 j was passed in Ohio iind signed by the 
Goyemor of Ohio on hliiy I .  2OfiS llie new low codilied the PIJCo's authority to approve an electric utility's srsndard service oller either through on E,SP or a Ivlnrket Rnte Option (MRO)  The 
h$RO is ii price detcrmincd through a competitive bidding process On July 31, ZOOb', Duke Energy Ohio, Inc (Duke Energy Ohio) liled an ESP, and with certain amendments, the ESP was 
;ippro\~ed by the PUCO on Decemher 17. X i I l B  Ilie ESP became effective on January I ,  2009 

PUCo's oversight authority over generation in the state 01 Ohio. including giving the PUCO complete tipprowl of generation rates and the estnhlishment oi an earnings test to determine i l  a 
utility has e;irneil signilicantly excessive earnings Duke Energy iletermined tliai ceriain costs and rcliited rates (ridcrs) of Commercinl Power's operations related Io generation serving native 
load meet the criteriii cstahlished by SFAS No 71 for regul;itory accounting treatment as SB 221 and Duke Ilnergp's approved ESP solidified the automatic recovery o i  certain costs of iL5 

gencrntion serving nativc load and incrcascd the likelihood that these operations will rcmnin under a cost recovery model Sor certain cnsts Tor the iorcsccnblc future 
Under the ESP, Commcrcinl Power wi l l  bil l  for its native load generation viii numerous riders SB 2 2  1 find the ESP resulted in the approval of the nutomatic recoveg. ofcertain of these 

riders, which includes. but is not limited to. a fuel nnd purchased power WPP) rider and ceniiin iportions 01 a cost of environmental compliance iAAC) rider Accordingly. Commercial Power 
beAan applying SFAS No 71 l o  the corresponding RSP riders griiiiting automatic recovery under !lie ESI'on December 17, 2008 l l i e  remaimng portions of Commercial Power's Ohio native 
load generation operations. revenues lrom which are rcllected in rate riders for which the ESP does not speciiically allow automatic cost recovery, iis  ell as all generation operations 
;issocialed with non-native customers. including Commercial Power's Midwest gas-lired generation iissets, 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 01110 nnd native load customers continue 10 have the ability to switch to alternative suppliers for tlieir electric 
generiition s e n w c  As customers switch, there is n risk thiit some or all of tlie regulatory assets will not be recn\~ercd through the cstiiblishcd riders Duke Energy will continue to monitor the 
amount ofn;itive load custnmers Uinl have switched to ;iltem;itive suppliers when ;issessing the recoverability ofi!s regulato 

Despite cenain ponions of the Ohio niitive load operations not being suhject to the accounting provisions 01 SFAS No 71. all of Commercial Power's Ohio native load operations' rates 
arc subjcct to approval by the PUCO, and thus these operations arc reicrrcd to here-in as Commercial Power's regulated operations 

In connection with the approval 01 the ESP, Duke Energy reassessed the applicability of SFAS No 71 to Commercial Powcis gencration opcrations as SB 221 substantially increased the 

(s established for its native load generation operations 
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Ertr;iot.diii:iry ilriii rlie reapplication of SFAS No 71 to generation in Ohio on  December 17, ?ODs, as  discussed above. resulted in ;in ilpprosim;ite $67 million aller-tax (approslmale!y 
SI03 million pre-t;is) extra or dinar)^ gain related to  mark-to-niarket losses previously recorded in earnings associated with open Ibrward native lnad economic hedge contracts for fuel, 
purchascd power and emission iillownnces. which tlic RSP and ESP allow to he recovcrcd throu& a FPP rider There were nn other immediate income slntement impncls on the dale of 
renpplication of SF AS No 71 A corresponding regulatory asset u w s  established for the value orthese conlriicts 

Ctsh :iiitl Cish Eqi i iwlenls  All highly liquid investments with maturities oflhree months or less at the clate of acquisition are considered cash equivalents 
licsti iclcd Citsli. At Deccniher 31, 20118 and 2007, Duke E,ncrgy had approximately $85 million and $166 million, rcspcctively, o1 restricted cash rclatcd primarily to procccds from dcbt 

issuances tiint are held in trust lor the purpose 01 funding future environmental constsuction or maintenance expenditures 'I l l is amount is reilected in Other Current Assets and Other 
Investments and Oihher i\sscts on the Conrolidnted B;ilance Sheets 

1s.iciitory. inventon, consists primarily of materials ;and supplies and coal held fbr electric gencration and is recorded primarily using the average cost method lnventory related to Duke 
Energy's regulated operations i s  \,slued tit historical cost consistent with rntemnking treatment Mntcrials and supplies are recorded as in\'cnli~ry when purchased nnd subsequently charged lo 

expense or capitalized to plant when installed Inventory related to Duke Energy's non-regulated operations 1s valued at the lower of cost or mzirket 

Conipoiiciits 01 I i ivenlo iy  

Deccntber31, 
2008 2007 

(in iiiillion,) 

Cod1 held lor eleciric gencration 

lotal inventnri s I 1 3 5  $ 1,012 

Efiecti \c Novcmber I Z I N H  Duke Eiicrg) Ohio mil Duke Eneras Kcntuchy, lnc (Duke Energy Kentucky) e\eciitcd agreeinenls will? a third party to transfer title of natural gas 

inventory p u r c h , i d  by Duke Energy Ohio and Duhe Energy Kentwky to the third party Under the agreements, the gas inventor), tvill be stored and managed for Dul,e Energy Ohio and Duke 
Energy Kentucky and \vi11 be delivered on demand llie gac stor,ige dgreemcnts \ v i l l  e \ p n  on October 31, 2009 unless e\tended by lhe third party for dn arlditional I2 monlhs As a result of 
the agrccmenb. the combined n.itural gas inxentory 01 appro\imately $SI million bein2 held by a third parrv ,IS of December 3 I ?INS Ilar been classified .I\ Other within Current Assets on the 
ConsnliJiited Bnliincc Sheets 

c5 ~ i i c l  Fiii.iiici:d ln$truiiienl\ Duke Energy may use a number 01 diLterent clerivatiw m d  non-derivat:ve instruments in 

connection \+it11 i ts  commodity price interest rate and foreign currency risk management activities including swaps, iutures forwdrds. options and swaptiom All derivative instrumentS not 
ilcsignatcd and q u a l i ~ i n g  lor  thc normal purchases and iiomial x ~ l e s  e'.ccption undcr SFAS No 133. "Aci,oirntiiig Jot ~ e ~ ~ i ~ o ~ ~ ~ ~ ~ l ~ i ~ l r ~ r ~ ~ f ~ ~ ~ ~ ~  ofidIIcdgr~ig Ichr.rfres", as amcndcd (SFAS 
No 133) are recorded on  thc  Consolidntcd Uillance Sheets a t  their fnir vnluc Cash inflows and outflows related to derivative instruments, e\cept those that contain iinoncing elements nnd 
those related to ncl investment hedges and olher inve\ting activities, .ire presented as a component of operating cnnh flows in lhe accompanying Consolid.ited Stitemenis of Cash Flows Cash 
inflows and outllown related to derivative inrtruments containing Iinmcing elements are presented as a component 01 financing cash flows in tllc accompdnping Consolidated Statements of 
Cash 1-Ions v.hi1c ca,h inilows and ouulons  related to net invcrtmcnt hcdges and dcrivativcs related to other investing activities are prcsentcd <is a component 01 investing cash llows in the 
accompanying Consolidated Statements oi C.ish Flowr 

Accounting foi Ilisl, RI.iii:igenic~il .led Ifrdging Act 
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Notes 'lo Consolidnted IGnaneinl St;iteiiients-(C'onGnued) 

Duke Enargy has designated all energy commodity derivalives as non-trading subsequent to the October 2006 sale of Cinergy Ivlarketing and Trading. LP, and Cinergy Canada, Inc 
(collectively Cbff) ,  \vliicIi is discussed fbriher in Note 14 Gains ond lossei for all derivative contracts that d o  not represen! physical delivery contracts are reported on  a net basis in tlie 
Consolidntcd Statcments of Optrations For each of  Duke Energy's physical delivery contracts that arc derivatives. the accounting model and presentation of gains and losses. or revenue and 
e q x n s e  in tlie Consolidated Ststements ofOperations is sh~i\vii below 

1)UliC Encrgy 
Cl;issiliotiuii o i  Cuiiii-:ict Accountill. hludcl I'resenlltion orG:iins & Losses 01' Rcvciiuc & Erpciisc 

( a )  An occounting term u:jed by Du. 
is gcnerally recognized in the Consolid;ited Statements 01 Operations for tlie non-regulated bus ineses  and !lie Consolidated Balance Sheets within regulatory assets or regulatory 
liabilities lor tlic regulated businesses This term is applied Io tinding and undesign;ited non-lrading derivative contracts As this tcrni is not esplicitly dclincd within GAAP. Duke 
Enzrgy's appliciition id this term could ddiu from thlil oi otlicr companies 
An accounting term used by Duke Energy to refer to  conlracts for which there is generally no recognition in the Consoliclaie2 Statements of Operations ior any changes in iair value until 
the senwe is provided, the assoclatcd delivery period occurs or there is hcdge incfiectiveness As discussed further belo\v. this term is applied to dei ivative contracts that are accounted 
for as cash Ilow Iiedgcs. lair value hedges. and normal purchases or sales, as well as to non-derivative contracts uscd fix commmlity risk management p u r p o s a  As this term is not 
esplicitly defined within GAAP. Duke Energy's application oilhis term could dilfcr from that ofodicr compnnks 
O n  January I ,  21108. Duke Energy ndoplctl FASB Stall Pnsition (FSP) No FIN 39.1, "Anrednieiil oJF~I;ISRfii/sipreI'ro/ion N o  39, Q(ficl/ifig oJ~!nioi i11lsR~1~~leJ 10 Cermiii CoiilrucD" 

(FSP No FIN 39-1 j In accordsnce with FSP No FIN 39.1. Duke Energy offsets fair value amounts (or amounts that approsimnte fair value) recognized on its Consolidated Balance Sheets 
reloted to cash collatcriil amounLs receivable or payable against fair value amounLs recognized for derivative instruments esecuted with the same counteq)arry under the same master netting 
agreement Prior to the adoption of FSP No FIN j9-1. Duke Energy onset the Bi rvnlue  amounts rccognixd f ix  derivative wtmments esecuted with Ihe same counterpart)' under the same 
master netting agreement in accordance with FIN -39. "Q&lfing if..l~i~oiiiil\ Rslalciilo Cerliiiii C o n l r ~ l ~ , ' '  but presented cash collateral on a gross basis  within the Consolidated Balance 
Sheets At December 3 I .  2Iil lS and 71.07. Duke Energy had rcccivables re1;ited to the right to reclaim cash collateral of approsimately $S6 million and $5 million. respectively. and had payables 
related to obligations 10 return cash colliitcral of an insignilkant amount a t  each balance sheet dote that have becn 011-sct against net rlcrivativc positions in the Consolidated Balance 
Sheets Additionally, Duke Energy had cash collateral receivables 01 tipproximately $S3 million and $15 million under maslcrnetling arrangements that have not been oKset against net 
derivative positions a t  December 31. 2008 ;and 2007. respxlively. as these amounts primarily represent initial margin deposits related to New York Mercantile Exchange (NYME?() futures 
contracts Duke Energy had insignficant cash colloteriil Imyohles under master netting arrangements that  have not been offset against net derivative positions :it December 31. 200s and 
December 31. 2007 

hedge) or a hedge o i  a recognized asset. liability or lirm commilment (lair value hedge) For all contracts accounted for as a hedge. Duke Energy prepares formal documentation of the hedge in 
accordance with SFAS No 133 In addition. t i t  inception and at least every three months Llicrealler, Duke Energy formally assesses wliellicr the hcdge contract is highly en-ectivc in offsetting 
changes in cash f low o r  iiiir values oi hedged items Duke Fnergy documents hedging activity by transaction type (luturesslswnps) and risk mnnagemenl strategy (commodity price risklinterest 
rate risk) 

nugy to reler to deriviilive contracts for which an iis:;et nr liability is recognizcd a t  fair ~ a l u e  and the change in the lbir value of Ilia1 asset or liability 

(b) 

Cash F/ow omiFmr i;lli,e l l e i t gc~  Qualil'ylng energy commodity and other derivatives may be designated as either ii hedge of a forecasted transaction o r  future cash flows (cash flow 
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Changes in the lair value o i a  derivative design;ited and qualilied as a cash Ilmv hetlge. to the estent effective are included in !lie Consoliclnted Statements oiConimon Stockholders' 
Equity and  Comprehensive Income as Accumulated Other Comprehensive Income ( 1 . 0 ~ ~ )  (AOCI) until earnings are ai lkcled hy tlie hedged item Duke Energy discontinues hedge iiccounting 
prospectively when it has  determined that zi clcrivativc no longer quiilifics as an clTectivc hedge, or when i t  is no innger probirbk that  the hedged forccasled transaction will occur When hcdgc 
accounting is discontinued because tlie dwivalive no longer qualifies as an efl-ective hedge, the ilerivative is subject to t l ie hhk- to-b lnrke t  model o f  accounting (M M Model) prospectively 
Gains and losses rcliitcd In discontinued hedges that were prcvinu. ccumulated in AOCl will rcmiiin in HOC1 until the underlying contract is reflected in earnings: unless i t  is probable that 
the licdgcd iorccasted transaction will not occur. a t  which tinic . issociaid ilclcrrccl iimiiunts in AOCl are iniincdiatcly rccugnizcd in earnings 

For derivatives designated a s  l a i r  value hedges. Duke Energy rccngnizes the gain or loss on the derivative instrument. as well a s  the ollsetling loss or gain on the hedged item in earnings, 
to the estent el'fective, in the current period All derivatives designated :ind accounted lor a s  hedges are classified in the siime category as tlie item being hedged in Uie Consolidated Stitcmenls 
of Cash Flows In addition, a l l  components 01 ciich dcri\,;itive gain or loss are included in the assessment of hedge ellectivencss 

Nornrol Pitrcimrcs o r i d  Nolmriil S ~ E Y  (iVPNSJ On 11 limited basis, Duke E n e r w  ;ipplies the N P N S  esception to ceniiin contincts 11 contracts cease 10 mcct !his esception, the lair value of 
the contracts is recognized on the Consolid;iied Balance Sheets and the contracts are accounted for prospectively using the h.llh4 h h d e l  unless immediately designated as a cash f low or rair 
value hedge 

ior which quoted market prices are not :iv:iilable. fa i r  value is determined b;iscrl Inn intem;illy developed valu:ition techniques or models For derivatiws recognized under the h4Th4 blodel, 
valuation adjustments tire i i lsn recognized in thc Consolidated Statements 0 1  Operations 

Iiiwslinciils iii Ih41t x i d  Eqiiily Srciiritirs Duke Energ) iiccouiits frrr invcstmcnts in debt and equity securities pursuant to SFAS No I I 5 *  ':.!ccuririnriz F a r  CcrrrrinI~ii~or1nrsrif.r in 

Ibl i iol ior i  \Vhen available, r~uoicd market prices or prices nhtaincd thraugli external snurces are uscd to measure a contract's lair value For contracts with a delivery location or duration 

(SFAS No 115) Accordingly. Duke Energy has clossificrl investments in  debt and equity securities into two categories - trading and oviiilnble-for-sale Certain 
investments in debt and equity securities held in grantor tru. 
':.lccoliiiiiiig,for D~/ i l t . i -~~ lCur i i~ i~ i i~ i i l i o r i  :Iirorigerricm II'Ircic. I r i i i ~ i i r m  Bririied til'c Ilcirl iri i i  Robhr l i a s l  u i i d l i i i ~ C ~ I C d  "niese investments are reported at lair  value in the Consolidated 
Balance Shecls with net rcalizul and u n i m l i z d  gains and lnsscs included in earnings cach y x i o d  to cfiectively ollset the corrcssponding carnings impicl associated with the change in the fair 
value of the deferred cornpensatinn liability t o  w h i c h  the investmcnLs reliite All other investnicn(s in debt and equity securities are clnssiiied a s  available-lor-sale securities, which are also 
reported at lair  value on die Consolidntcil Balance Sheets nit11 unrd:ilizcd gains and losses included in AOCI or a regulatory asset or liability. unlers i t  is determined that the canying value oC 

an  investment is other-tlian-tcmpnr;iriI!, impiiircd. a t  which time the vrtte-down in fair value is included in earnings, unless deferred in accordancc with a regulatory order Investments in debi 
and cquity securities are cl;issilicd as either short-tcrni invcstmcnls or hms-term invcstments biiscd nn mnnagcmcnt's intent iind ability to sell these securities, taking into considerution 
illiquidity factors in tlie current mtirkets with respcci io certain shnrt-term investmeiits that  liiive historically provided Torn high degree of liquidity, such ns investment? in auction rate debt 
securities 

ocintcd with certiiin delerrcd compensation plans are classiiied a s  trading securities in accordance with EITF 97-1 4, 

Duke Eiicrgy an;ilyzc> all securities clasaificd :is iivailablc-Ior-s,ik to determine \vhctIicr a decline in lair value shnuld he consirlcrcd other-tliaii-temporary Criteria uscd to evalun\e 

whether an impairment is other-tli;in-tempor;Iry includes, hut is not limited to. t l ie length i d  time over which the market value h a s  been lower than the cost basis 01 tlie investment, tlie 
percentage decline compared to ilie cost nl tlie investment and m:in;igement's intent and ability to retain its investment in die issuer lor a p e r i d  of time suflicient to alloiv fix any anticipated 
recovery in mnrkct ~ a l u e  I1 a decline in fair v;ilue is determined tn  be o ther - than- tempor~i~~.  t he  investment is written down to its fau wlue See Note I3  lor a discussion of other-than- 
t e m p r a y  impairments recorded during the yew enderl December 31, 2(lllS 

value on  Duke Energy's Consolidated Balance Sheets Since Duke Energy docs not have day-to-day oversiglit 01 the investments in the ND7F. management does not have the ability lo 
Jcmonstrnte the intcnt and a h i l i y  to hold invcstmcnts for a period nf time sulficicnt to allow lor any anticipated recovery in market va lue  Accordingly, management considers all securities 
held in the NE11117 with market values below their respectivc wigiiiril or ,idpsted cost h;isis to be oilier-tlian-temporariiy impaired any time the original or adjusted cost basis exceeds the market 
value of the investment However realizcd ;ind unreiilimtl gains and 10 

Consolidated 

Duke Energy holds investments in debt and equity securities in a Nuclear Decnmmissinning Trust Fund (NDTF). which ;ire considered available-for-sale securit ia and are reported at fair 

. net (01 1 : ~ .  nn ilic NDTF hoidings are deterred and rellected a9 regulatory assets or liabilities on Duke Energy's 



DUKE ENERGY (:OIIl'ORATION 
Notes 'I'o Consolidotccl Financial St;itrnients-(Con~nued) 

Balance Sheets as Duke Energy expects to recover a l l  cosls Ibr decommissionimz i ts  nuclear g."ner;ilion iissels throuth rcguliitetl rates pursuant too regulatory orclcr by lhe Narth Carolina 
Utilities Commission (NCUC) 

See Notc 10 lor further informiition on  tlic invcstmcnts in dcbt and cquity securities. including investments held in tlic ND'IF 
Goodwill Duke Energy evnluates goorlwill for potential impaimcnt under 11ie guidance n1'SFAS No 142. "Goolhoill ~ i i i ~ O r l i e r i i i r ~ i f ~ ~ h l e ,  rs"(SFAS No 142) IJnder this provision, 

goodwill is subject to an  annual test lor impairment Duke Energy /hiis ilesignated August 3 1 as the date i t  periorms the iinnual review lor goodwill imp;iirment for iis reporting units Under ihe 
provisioiis nl SFAS No 147, Duke h e r g y  pcrfomis llic aniiual review for g~xxlwil l iinpiiirincnl iit the i-cporting unit IcvcI. which  Duke Energy hiis detcrniinerl to be an opcrating segmcnt or 
one level below 

1mp;iiment testing 01 goodwill consists of ii two-step process 1 he lirst step involver a compwison of the determined Ciir v ~ l u e  01  a reporting unit \villi its c:irrying amount If the cnnying 
amount of the reporting unit exceeds its iair value. the second step oi the process inwlves ii comparison of Ihe fair value nnd carrying value oi tlie goodwill of that  reporting unit l i  the carrying 
value of the goodwill of a reporting unit exceeds tlie implied h r  v~iluc ol tliiit good\vill. sn impnirmmt loss is recognized i n  an iimount equiil to the excess Adilitioniil impairment tests are 
performed between tlie :innual reviews if events or changes in circumstiinces make i t  more likely than not Lhiit tlie Sair \'iilue o f a  repotling unit IS  below its carrying amount 

rstimntcd iuture cash Ilows and c s t i m a t d  nm rates of operation, maintenance. and general and administrative costs In cstimnting cash Ilows, Dukc Energy incorporates expected growth rates. 
regulatory stability and ability io renew contracts as w e l l  as other iactors into its revenue ani1 expense lorecasts See Note 11 for further inform;ilion 

. .  
' <  . < I  L I  L. 

. .  . .  
Uuke knergy primnriiy uses ii (Iiscounteti casn I I W  an;ilysis to ueiermiiie iiiii viii<bt L L L  I 0 1 i 

Properly, P l m t  m i l  Eq:iipii:ent Prnperty. plant and equipment arc stated ;it the lower ol-historical cost less accumuliited deprecintinn or fair value. if impaired Duke Energy capitalizes 
all construction-related direct labor and mnteriiil costs. as w e l l  as indirect comlruclion costs Indirect costs include generill cngincering, taxes and the cost ol furids used during construction (see 
"Deferred Returns and Allawiince for Funds Used During Construction (AFUDCj," discussed belaw) 1 he cnst o l  reneii'iils iind betterments that extend the useful life of property, plant and 
equipment are also capitalized The cost oirepairs. repiecements and major miiinteniince projects. which  do not extend the useful life or increase tlie expected output o f the  asset, is espcnsed as 
incurred Depreciation is generally cimputetl nvcr the estimaled useful life oi the iissct using the composite straight-line method The composite \veighted-avcrage depreciation rates. excluding 
nuclear fuel, were 3 1 I46 for ?1)08. 3 19?b Sor 2007. and 3 5 1 9 0  h r  2iio6 Depreciation studies arc conducted pericxlically 10 update the composite rates and are approved by the various state 
commissions 

When Duke Energy relires ils regulatcd properly. plant and  equipmen!. 11 ch;irgcs llie original cost plus the cost of rctiremenl. less salvage valuc. lo accumuletetl depreciation When it 
sells entire regulated operating units. or retires or sells non-regulated propenics. the cos1 is removed from tlie propcrty account iind the relaled accumulatecl depreciation and amoniwtion 
nccounts ore rcrluczd Any gain or loss is recorded in cnrnings, unless orherwise rcijumcl hy ihc opplicablc r ~ ~ u l i i t o r y  bndg 

See Note 15 for further information on the components and estini;iterl useful l ives of  Duke Energy's properly, plant ;and equipment bal:ince 
Asset Retiremen1 Obligations. Duke Energy recognizes 

for legal obligations associated with t l ic  retirement of long-live 
for Corirfitioin71 A rsel Relirenieiir Ohlrpotioar " (F IN 4 7j, 1 or c o  
refers ton legal obligation to perf5rm an asset retirement activity in \vhich the timing and (or) method 01 settlement are conditional on a iiuture event thiit may or may not be within the control 
a i  the entity The obligation to perform the asset retiremeni activity is unconditional even ihough unccrliiinty exists iibout the liming and (or) method 01 settlement 'Thus. the timing and (or) 
method of settlement may be conditional on a Iuturc event Both SFAS Nn 145 iind 1:JN 47 require that the prcsent value 01 the pr 
recogniZed in the period in which i t  is incurral, i f  ii reasonable estimate off-air v;ilue con he made The praent  value o f t h e  Iriibilit 

additional cnriying amount is then depreci;ited ovcr the estimated useful life 01 tlie asset See Nnte 7 lor funher information regarding Duke Energy's asset retirement obligations 
Iiivcslnienls in Resideiilial, Coinnirrcial, ;ind hlulti-l~;iinilg Rcnl Est;ile. Prior t o  the decansolidation of Crescent in Scptcmber 2006. invostmcnts in residential, commercial and multi- 

i imi ly  real estate were carried a t  cost. net o i a n y  related depreciation I-lowever. :in)' prnpcrtics meeting the criteria in SFAS No I-14. '!.lccoiifrlrfig for I l i e l n i ~ i m m e ~ i ~  or-Dfq>o,sd ofLong-liiai 
.4ssels"fSFAS No 141, to 

'tircment obligiilions in nccorilance with SPAS No 143 ':Accoeiili!ig For..Isser Reoronefir Ohlrgalioft~"(SFAS No 143). 
Uiat result from the acquisition, construction. rlcvclopmcnt andlor normal use o f t h c  ossct and FIN No 47, "Accotriilirty 

iil asset rctiremeni obligations The term conditional asset retirement obligation as used in SFAS No 143 and FIN 4 7  

ted liability for an  iisset retirement obligation be  
dcled ti) tlie carrying amount of tlie associated asset This 
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he  presented as Assets Meld lor Sale. were earned ;it lower of cost or iiiir val i ie less cos& to sell in the Consolidated Balance Sheets Proceeds lrom sides o i  resiilenliiil properties prior to 
Seplemhcr 7006 are presented ividiin Operating Revcnucs and the cos& 01 properties sold prior to the date 01 deconsolirlauon arc included in Operation, Maintenance and Other in the 
Consolidated Statements of Operations Cash flows reliitcd to the acquisition, development and disposiil of residential propertics prior to thc datc of dcconsolirliition arc included in Cash Flows 
from Operating Activities in the Consolidaicd Shtements of Cash Flows Gams ~ l d  losses on sales of commercial and multi-inmily properties as \veII as " l e p c y "  land sales prior to tlie date of 
cleconsolidotion are presented as such in the Consolidated Statements of Operations. and cash !lo\vs related to thzse i i c l i ~ i t i e s  are included in Cash Flows linm Investing Activilies in the 
Consolidated Statements of Cash Flows 

Long-Liucd Assci Iaip:iiriiiciits, Asscis l e l d  Foi. S:ilc iincl Disconii~iuccl Opcnitioiis Duke Energy evaluates whether long-lived assets, excluding goodwill. liave been impaired when 
circumstances indicate Uie carrying va lue  ofthose assets may not be recoverable Fnr such long-lived assets, nri impairment exists when I& carr)iing value e~ceeds >lie sum nl-estimates of the 
undiscounted cash floivs expected to result from the use and eventual disposiiion of the asset VVlicn alternaiivc courses o isc t ion  lo rccover tlie carrying iimount ol a long-lived asset are under 
consideration, a probability-weighted approach is used for developing estimiites of future undiscounted ciish Ilows U the carrying value of tlie long-lived asset IS not recoverable based on these 
estimated future undiscounted cash flows, the imp;iinnenl loss is meiisured as the excess ofthe carrying viilue oflhe i isset over iLs 1-air value, such that the iisset's carrying value is adjustcd to its 

estimated fair value 
Management assesscs the lair value of long-lived assets usins commonly a c c q t c d  techniques. ,ind may use more than one source Sources lo determine lair value include, but are not 

limited to, recent third party compnrable sales, intemally (levelopcd discounted cash flow analysis and analysis from outside advisors Significant changes in rnzirket conditions resulting Irom 
Lvcnts such as changes in commodity prices or the condition of an iisset. or n ch;inge in mmngement's intent to utilize the assel niay generiilly require managcmenlto re-assess tlie cash flows 
rclatcd to the long-lived assets 

Duke Energy use:; the criteria in SFAS No 1-44 to determine when !in asset is cliissificd a s  "held lor siile " Upon classification tis 'held for siilc." the Inng-liwd iisset or iisset group is 

measured at the lower of its carrying amount or lair value less cost to sell, depreckition is ceased and  the asset or iisset grnup is separately presented on the Consolidatecl Balance Sheets When 
an  a s e l  or asset group meets !lie SFAS No 144 criteria for clnssiliciiiion iis lield for sale within tlie Consolidateil Balmcc  Sheets. Duke Bncrgy does not retrospectivclv ad.iust prior period 
balance sheets to conform to current ya i r  presentation 

SFAS No 144 and Emersing Issues 1 ask Force (EIIF) 03. I.?, ':lpp!idiig ,lie Cm~dilioizs 117 P~r,zl~qi oph 42 o/ F,.ISB Stnte,ae,it No !- I- /  iii D e I ~ r i n r i i i ) ~ ~  
lr%ellicr lo Rep).1 D r r c o ~ i l i ~ i i r c c l O ] ~ ~ r ~ i t i o ~ ~ s " ( ~ l ~  03-1 3 ) .  to determine wliellier coniponents 01-Duke Energy that are being disposed 01, ;ire classified as held Tor SBIC or have been wound 
down are required to be reported as discontinued operations in the Consolidated Statements of Operations l o  qualify ns a discantinued operation under SFAS No 1-14, the component being 
disposed of must hove clearly distinguishable Operations ond cash f lo \~s  Additionally. pursuant to E.111: 03-l3, Duke Energy must not ha  gnificnnt cnntiniiing involvemmt in the opzrntions 
after the disposal (1 e Duke Energy must not have the ability to influence the operating or 1in;incial policies ofthe disposed component) and cash f fnws 01-tlic operations being disposed of must 
have been eliminated from Duke Energy's ongoing operations (i e Duke Energy does not expect to g e n e m e  signilicant direct cash tlows from activittes involving the disposed component aftei 
the disposal transaction is completed) Assuming both prcccdiiig conditions arc met, tlic related results 01-operations lor tlic current and prior periods, including any relatod iiiipairmcnts. are 
reflected within discontinued operations, net of tax, in the Consolid;ited Statements 01 Operations I i  an mset  lheld for sale does not meet the requirements Sor discontinued operations 
classification, any impairments and gains or losses on  sales arc recorded as a component n i  continuing operations in the Consolidated Slatements i l l  Operations lmpnirments lor all other long- 
lived assets are recorded as Impairments Charges in the Coiisolidated Statemenu af Operations See Note 14 for discussion of discontinu 

Ciipiivc Insuriiiice Rcscrvcs. Duke Energy has captive insuriincc s u b s d i m e s  which provide insurance covcrage on an iiidcmnity 
piirties, on  a lunited basis, for various business r i s k  nnd losses. such as workers compensation. property, business interruption and g e n u  
losses incurred but not yet reported (IBNR). as  ell as provisions lor known claims which liave been estimated on a claims-mcurrcd basis IBNR reserve estimates involve thc use of 
assumptions and are primarily based upon historical loss experience, industry d 
historical experience 

Duke  Energy uses the criteria 

e Energy entities a:; well as certain third 
abilities include provisions for estimiited 

ind other actuarial assumptions Rescrvc estimatcs are arljustcd in luturc pcriocls as actual losses differ from 
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Duke Energy, through 11. ciiptivf insurance entities. also has reinsurance coverage. which provides rcimbursenient to Duke Energy lbr cerlain losses ebove a pcr incident and/or aggregate 
retention 13uke Energy recognizes a reinsurance receivable filr recovery of incurred losses under its captivek reinsurance coverage once reiiliziitinn 01 the receivnble is deemed probable by its 

captive insurance companies 

debt issues Any call premiums or unamortized expenses associiitetl with refinancing higher-cost debt obligations to iiniince regulated assets and operatiiins are amortized consistent with 
regulatory reamlent oi those items, ivhcre appropriate The amortization cspcnsc is recorded a s  a compoiicnt o i  intcresl expense iii the Consolirliitcd Stateinenta of Operations and is reflected 
as Depreciation and amortization within Net cash provided by operating iictivities on the Consolidated S1:ilemenLs ol C a s h  Flows 

No 5 .  "Accoioiti~igglbr Co~iti~ige~icie,~." (SFAS No 5 )  l inder SFAS No 5 .  contingent losses are rccorded when i t  is c let ermined tliiit i t  is probable that a loss l i i is occurred and the amount of the 

loss can be  rc:isonnbly estimated When a rnnge of the probable loss exists and no amount within the riinge is ii better estimnte hiin any other amount. Duke Energy recnrils ii loss contingency 
at tlie minimum amount in tlie range Unless otherwise required by GAAP, legal fees are expensed as incurred. See Note I S  fix further inform:ition 

Environmental expenditures related to operations that generate current or iuture revenues arc espenscd or capitalized. as appropnatc 1 iabi l i t ies are rccordcd o n  en undiscountcd basis when the 
ncccssily for environmental remeiliation becomes probable and the costs can be reasonably cstimoted, or when oilier /poteiitial environmentnl liiibilities ;ire re:isnniihly estimable :ind probable 

Po.stulplo~meri f lu~ie~ts"(SFAS No 112) In generiil. the longer a terrniniitcd employee woiked prior to termination the greater the ;iniount tit sevcr~~ncc benctits undci this nngning scveriiiicc 
plan Under SFAS No 112, Duke Energy records a liability ior sevcrnnce once a plan is committed to by miinagement, or sooner i i  severances are probable ani1 the reliiled severance benefits 
can be reasonably estimated Duke Energy accounts for involunlary severance benefits that are incremental to its ongoing severance plan benefits in accordance with SI;AS N o  146. 
":lccoririiiiigfor Cam A~sociated with Ewi or L~irpo.s~7l.~1ciii~ities" (SFAS No 1 4 5 )  Under SFAS No I46 Duke Energy measures tlie obligation when al l  tlie criteria ot SFAS No 146 ere met 

and records h e  expense at its fair  value a t  the communication date ii there arc no fiiture scn'icc rcquircmcnts. or, ii luturc service is required to receive the terminatinn benefit, ratably over the 

service period Fromt ime to time, Duke linerby offers special termination benefits under voluntary severance programs These voluntary severance 1progr:ims mny or may not include sc\wrancc 
payments accounted for under the ongoing severance plan Special tcrminatiun benefits are accounted Ibr under SFAS No 8 8 ,  "Eniplq~ 
DeJned Beiiejil Penrioii P10ri.r mrl  for Tei niinotion Buii~$ls" (SFAS No 8s) Under SFAS No 8s. special lerminiilion beneiils are measured upon e m p l o w e  acccp1;ince and recorded 

Unnniortizecl Debt I'reiniuin, Discount : i d  Brpciisc Premiums, discounts and expenses incurred with the issu;ince ofoutstsnding long-term debt are :imortized over the terms o f t h e  

Loss Coiitiiigcncics Duke Energy is involved in certain legal and environmenlal matters that arise in the normal course of husincss i o s r  contingencies iire nccounted l o r  under SFAS 

Liiviroiiiiiciital Kspcnultckrcs. LJukc rnergy expenses environmontal ey~eiiuilures r e l a 3  i c  . L L ,  

Severmice iiiid Speciil Termiiiatioii Ueiiefiir Duke Energy has an ongoing severance pian that is accounted for primarily under SFAS No I 1  2, " E ~ ~ i p l ~ ~ ~ e , - r ' , ~ l ~ ~ n i r ~ r i r ~ i g r  /br 

iccmtitiii,g /bi Se~ilenieii~s mid Ciirini Iniunis 01- 

immediately absent a signiiicant retention period I( a significant retention period esists, the cost of the speciiil termination bonefirs arc rcconlcd nilnbly wer the remaining service periods of 
the aSfccted employees Employee acceptance ofvoluntary severance benefits i s  determined hy m:in:igcment based on the faclr and circumstiinces of the spcci:iI terminatinn benefits being 
off'ered See Note 13 for further inlormation on Duke Energy's severance programs 

company recording assets for costs that have been or are expected to be approved f o r  recovery from customers in a future period or recording liiibilities for amounLs that  are expected to be 
returned to customen in Ihe rate-selling process in a period di tkren t  Srom Uie period in which Uie amounts would be recorded by an unrcgulatcd cnterprisc p\ccordingly. Duke Energy records 
assets and liabilities that result from the regulated ntemaking process that would not be recorded under GAAP Tor non-regulated entities I<egulmry  assets nnd Iiiibilities arc amortized 
conristent with the treatment of the related cost in the ratemaking process Management continuiilly iissesses whether regu1;itory assets tire probsblc of iuture recoven I?! considering factors 
such as  applicable regulatory changes, recent rate orders applicable to other regulated entities snd tlie sti itus of any pending or potenlinl deregulation legislalion Additinnally. management 
continually assesses whether any regulatory liabilities have been incurred Based on Uiis continual assessment. monagement believes h e  existing regulatory assets are probable of recovery and 
that no  regulatory liabilities, other than thosc recorded, have been incurred Ihesc regulatory assets and liilbilitics a re  primarily classiiicd in the Sonsol idatcd Balancc Sheets as Rcgulatory 

Assets and Deferred Debits, and Deferred Credits and Other Liabilities Duke Energy periodic:illp 

Cost-Biscd Rcgul;ition. Duke Encrgy accounts for certain ai its regulatcd opcr;itions under the provisions of SFAS No 71 The ccnnomic effects of regulation can result i n  i t  rqula tcd  
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evaluates the applicability of SFAS No 71 and considers factors such as regulator), changes and the imp:ict 01 competition I f  cost-based regulation ends or competition increasa.  Duke 
Lnergy may have to  reduce its asset balances to rellect ii market basis less tliiin cost and write-off h e  iisociated regulatory assets and liabilities For Iurther inlimnation see Note -I 

judgments in determining whether the scope criteria of SFAS No 71 are met for its opml ions ,  including determining whether revenue rates for services pro\,ided to ciistomers :ire subject to 

approval by an independent. third-party regulator. whether the reguliited rates are designed to recover 
of the demanrl for the regulated services and !lie level 01 competition, it is rcasonable to assume that r 
from customers This final criterion r c q u i r s  consideration of anticipated changes in levels of demand or competition direct and indirect. during the recovery period lor tins capitalized costs I f  
facts and circumstances change so that a portion of Duke Energy's regulated operations meet all of the scope criteria set forlh in SFAS No 71 when siich criteria had not been previously met, 
SFAS No 71 would lx reapplied to all or ii separable portion of the olmrations Such reapplication includes adjusting the balance sheet fix amounts that meet the definition of a regulatory asset 
or regulatory liahility ai SFAS 71 Refer to the above section titled. "Renpplicntion ol SFAS No 71 to Portions of Generntion in Ohio " 

Gu:irenlecr. Duke Energy accounts fur guarantees and related conlracts, for which 11 is the guarantor, under PIN No 45, "Giioior~tor's :iccoiiiitiiis niiilDiscIuiiir c' Rcqiiirenieiirs for 

Gii~7r~iiirees, Iriclrr~iiiig l i ihrecr Gii~irmiree~s a/ Iiiile6tediiers 01 Llrliers" (PIN 43 1 In accordance With bliu 43. upon issuance or m~i i i~ ic i i t iun  01 ii b p > ,  ~ 4 . c  

Energy recognizes a liability a t  the time of issuance or material modification fix the estimated l-air value OS the obligation it assumes undcr that guarantee, iSany Fair value is estimated using a 

proh:ibility-weighted appro;ich Duke Energy reduces tlie obligation over the term of tlie guarantee or related contract in a systematic and ration:il mol l id  a s  nsk is reduced under the 

obligation Any additional contingent lops for guarantee conlracts subsequent to the initial recognition of a liability under FIN -I5 is iiccounted lor and recognized in accordonce with SFAS 
No 5 at the time a loss is probable and the amount of the loss ciin he reasonably estimated 

Duke E.nergy has entered into various indemnification ayeements  related to purchase nnd ssle agreements nnd other types of controctual ogresments with vendors and othcr third pnrties 
Iliese ayeements  typically c o w r  environmental, tax, litigation and other matters. as well :is brenches OS representations, uiarranties and covenants Typically. claims may b e  made by third 
parties for various periods ol time, depending on the nature of the claim Duke Energy's potential esposure under these indemnificiition sgrcements ciin range from a specitied to ;in unlimited 
dollar amount, depending on  the nature of the claim and the particular transaction See Note 19 for further information 

Stocli-13;isecl Coiiipeiisnliuii. Effective January I. 2006, Duke Energy adopted the provisions of SPAS No 123(R), " ~ ~ i o r c - B m ~ . r l P ~ ~ i ! i ? ~ ~ e i i r " ! S F A S  No 1 ?I@)) SFAU No 123iR) 
establishes accounting for stock-based awards, including stock options. exchanged !or employee and certain non-employee S ~ N I C C S  Accordingly. for employee n\\,arcls. equity classified stock. 
based cnmpaisation cost is measured at the grant date, based on  the fair value of tlie award, and is recognized as espcnse over the requisite service period, which pcnerally begins on  the date 
the awiird is granted through the earlier of the dote the ii\vnrd vests or the date the employee becomes retirement eligible Share-based iiwords, inc ludin~ stock nptions. granted to empliyces 
that are already retirement eligible are deemed to have vested immediately upon issuance, and therefore, compens:ition cost fnr those awards IS  recognized o n  the date such a u ~ r d s  are granted 
See Note 21 for further information 

In order to apply the accounting provisions o f  SFAS No 71 and record rcgulotory iissets and liabilities. the scope criteria in SFAS No 71 must he met hlnnngemcnt makes significant 

c costs of providing the reguliited 
at IevcIs that \vill rccovcr tlie operations' costs can bc c h a r g d  to ,ind collected 

e. and a determiniition a1 whether. in view 

. ~ -  . 

Rcvcnue Recognition zinc1 Ilohillecl I tcwnue .  Rcvenucs on sales of electricity and gas are rccognized when eithcr the service is providcd or thc product is delivered Unbilled revenues 
arc estimated by applying an average revenue per kilowatt-hour or per thousand cubic feet  (MciJ for all customer classes to the number of cstimated kilowatt-hours o r  Mcts delivered but not 
billed The amount of iinbilled revenues can v x y  significantly period to period as a result of factors including scilsonality, wealfier, customer usage patterns and customer mix Unbilled 
revenues. which are recorded as Receivables in h i k e  Energy's Consolidated Balance Sheets at December 21. ?@OS and ZCit17. were approximately $360 million and $380 millinn. respectively 

Prior to the deconsolidntion of Crescent in September 2006, profit fiom the snle of residential developed lots was recognized a1 closing under the lull i i c c ~ i i l  methd using estimates of 
;iver:ige gross profit per lot within a project or phase of a project based on  total estimated project costs Land and land development costs were allocatcd to land sold b: isd  on relative sales 
vnlues Crescent recognized revenues k o m  commercial and multi-fiimily project sales a t  closing. o r  later using a deierral method when the criteria for sale accounting had not bcen met Profit 
w a s  rccognized based on thc d i l lbcnce  between the sales price and the carrying cost 01 thc project Rcvcmue was rccognized under tlie comple ld  contract method lor con~lominium units that 
Crescent developed and sold in Florida 
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NiicIciir Iiuel Amortization of nuclear fuel purchases is included in tlie Consolidated Statcmeiits oi Oper:ilions :is Fuel Used in Electric Generation and Purchased Potver-Regulated The 
amortimtion is recorded using tlie units-vi-production method 

Fuel Cost Defcri nls. Fuel expense includes fucl costs or other recoverics that  arc deferred through fuel clauses established by Duke Energy’s regulators These cliiuses iilliiw Duke 
Energy to recover fuel costs, fuel-related costs and portions of purchased prier costs through surcharges on customer rates These deferred he1 costs are recognized in revenues and fuel 
eslxnses  as they arc billable to customers 

liabililies of the U S Franchiscd Electric and Gas  segment The amount ol deferred return expense included in Other Income and Expenses, net was X I  1 million in 2008, SI  5 million in 2007, 
and SI4 million in 2006 

Dcferrcil Retu rns  ;ind AFUDC DeScrrcd returns. recorded in accordance with SFAS No 71, rcpracnt  die estimated financing costs associated with funding certain regulatory a s x t s  or 

In accordance with regulatory treatmcnL Duke Energy records AFLmC. wliicli represents the cstimated debt and equity costs of capital funds necessary to linnnce tlie construction of new 
reguliitcd facilities Both the debt and equity components of AFUDC are non-cash amounts within the Consolidated Statements of Operotions AFUDC is ciipitnlizcd ns ii component 01 the cost 

the rate base and the corresponding depreciation cspmsc or nuclear fuel expense The total amount of AFUDC includcd within income from continuing opcrations in Uic Cansolidatcd 
Statements of Operations \vas $205 million in ZOOS, which consisted of an oiier-t:is cquity component of $ 1 4  million and a before-tax interest expense componcnt dX57 million The t o ld  

amount of MUDC included within income from continuing oper:itions in the Consolidated Statements of Operations was $109 million in 2007. which consisted oi  an  aner-las equity 
component of $69 million and :I before-tax intcrcst cspcnse component orN0 million The totiil amount oCAFUI)C included within income from continuing opcr;itioiis in thc Consolidatcd 
Statements oiOperiitions was $75 million in 2006, which consisted of an i iner-t i i~ equity component of !%6 million and a before-tax interest expense component of $29 million Ihe 2006 
amount excludes AFUDC and capitalized interest ol approsimately $22 million for the year ended December 31, 2006, which is included in Income (Loss) From Discontinued Operations, net 
of IDS. on the Consolidated Statemcnts of Operations 

between financial statement and income tax reporting), Uius reducing Duke Energy’s income tax expense and eiiective tax rate during the construction phase in which AFUDC equiq  is being 
recorded n i e  elyective tas rate is subsequently increased in future periods when the completed property. plant and equipment is placed in service and depreciation of tlie A F U I X  e c p t y  

commences See Note (1 Cor information related 10 the impacts of AFUD(3 equity on Duke Energy’s effective tax rate 
Accounting For Purcli:ircs and Siles or Eiiiission Al lorv: inc~ Emission allowances are issued by lhe Environmental Protection Agency @PA) at zero cost and permit the holder o f the  

tillowance to emit curinin ga:;eous by-products o i  fossi l  fuel combustion, including sulfur dioxide (SO?) and nitrogen oxide (NO,) Allowances may illso be bought and sold v i a  third party 
transactions or consumed as the emissions are generated Allowances allocated to or acquired by Duke Energy are held primarily for consumption Duke Ericrgy records emission allo\vnnccs as 
Intangible Assets on its Consolidated Balance Shects and recognizes tlic allowances in earnings as they are consumed or sold Gains or losses on sales o l  emission allowances Tor non-regulated 
businesses are presented on a net basis in Gains (Losses) on Sales of Other Assets and Other, net. in the accompanying Cansolidatcd Statements ofOperations For regulated businesses that 
provide lor direct recoveq of emission allowances, any,gain or loss on sales oi recoverable emission allowances are included in the rate structure o f thc  reguliited entity and are deferred as a 
regulatory a!mt or liability Future rates charged to retail customers are impacted by any gain or loss on sales of recoverable emission allowances and, therefore. as the recovery of the gain or 
loss is rccognizcd in operating revenues, Uie regulatory asset or liability related to the emission i i l lo~ancc  activity is recognized as a componLmt of Fuel Used in Electric Gencration and 
Purchased Power-Regulated in !he Consnlidnted Statements oiOperations For regulated businesses that do not provide for direct recovery ofemission allowances through a cost tracking 
mechanism. gains and losses on sales of emission allowances are included in Gains (Losses) on Sales olOther  Assets and Olher. net in the Consolidated Statemcnts ofOperations. or are 
deferred, depending on level of regulatory certainty I’urchases and sales of emission allowances are presented gross as investing activities on the Consolid;ited Statements of Cash Flows See 
Note I3 for discussion regarding the impairment of the carrying value of certain emission allo!vances in 2008 

AKJDC equity is rmorded in lhc Consolidated Statemcnts of Operations on an nfta-tnx basis and is a permanent diClercncc item for income tax purposes ( i  e a pcrmanent difference 
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DUKE ENl2RGY COIU'ORAIION 
Notes 'lo Consolidated Finiincid S h t e n ~ e n t ~ ( ~ ' o n t i n u e d )  

I i icoii ic T:ixes Duke Energy and its subsidiaries lile a consolidiited federal income tax return and other state and foreign jurisdictionnl returns its required Deferred income taxes have 
been provided for temporanl dilierences between the GAN' and tax carrying amounts ol assets and liabilities These differences create taxable or Lis-deductibk timounts for future periods 
Investment tns credits huvc bccn dcicrreil and are being omonized over the estimated useiul l ivcs of the related propcrtics in Duke Energy's rcgulnted operations 

A*lanagement evaluates and records uncertain tax positions in accordance \vill i I; IN 48, '.4ccoiiiitiiiS For Uiicm-lairitv i n  liiconie l.arc+-m lii!ciprctohoii of E4SB Slufeiiioil 109,r' F I N  
dopled by Duke Energy on January 1. ?I107 Duke Energy records unrecognized tax lxnefits  lor positions taken or espected to be taken on Ins returns. including the decision to 

ncomc or transactions from a return, when a more-likely-th~n-nut tlircshold is met lor a Ins position and management belicvcs that  tlic position \viII be sustained upon 
csamina~ion  by the taxing authorities h~l:intigement evaluiites cach position based solely on the teclinicd mcrils and facts and circumstances of the position, assuming the position will bc 
examined by a lasing authority having l-ull knowledge 111 all relevant information In accordance with FIN 48, Duke Energy records the largest amount of the unrecognized tax benefit that is 
greater than XiD% likely of being realized upon settlement nr ell'ective settlement Managcmenl considers a tiis position efiectively settled for the purpose oi recognizing previously 
tinrecognized tns hcnefiLs  lien the following conditions exist. (i) the taxing iiuthority has completed its esaminntion procedures, including all appeals and administrative reviews that the 

Duke Energy records, as i t  relates to taxes, interest expense as Interest Expcnsc and interest income and penalties in Ollicr Income and E,spcnses, net, in the Consolidated Statements ol 
Operations 

Energy's ability to collect froin the customcr, are accounted Ibr on a gross btisis When Duke Encrgy acts :is an agent  iind the tax is not required to be remitted ii i t  is not collccted from the 
customer, the tiixes ore accnunted for o n  a net basis Duke Energy's excise taxes accounted lor on n gross basis and recorded ns revenues in the accompanying Consolidated Stntcments of 
Operations were approximately 5278 million. $277 million and $221 million lor the years ended December 31, 2t109, 7007 and 2006, respectively 

Scgnieiit Rrporllng SFAS No I3 1. "Dirclosirrcs oboiilScginciirs cfmi Eiilerprire niillRoliirerili~foriii~71Ioii"(SI~AS No 13 I ). establishes standnrds ior a public company to report 
linancial and descriptive information about its rcportable operating segmcnh in annual and interim financial reports Operating segmcnts arc componcnls of an enterprise about which separate 
financial ininmation is av;iilable nnd evaluated regularly by Uie chtci operziting decision maker in deciding how to allocate resources and evaluate performance Iwo or more operating 
segments may be aggregated inlo a singlc reportable segment providexl aggreeatian is consislcnt will? the objective and basic principles of SFAS No 131, i i t h e  segments have similar 
economic characteristics, and the seynents  are considered similar under criteria provided by SFAS No 131 There is no aggregation within Duke Energy's reponable business segments SFAS 
No I31 also establishes stundnrds and related disclosurcs about the way the operating segments were determined, including products and services, geogrnphic 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 rnensuremmt of segment amounts 
from period to period The description of Duke Energy's reportable segments. consistent with how business results are reported internally to management and the disclosure of segment 
information in accordancc wiUi SFAS No 13 I ,  is presented in Note 2 

whose functional currency has been determined to be the U S Dollar, based on an assessment of the economic circumslances of the foreign operation. in accordance with SFAS No 52, 
"Foirigii C i ~ i r o i i q '  Trmsl~iiioii "Assets and liabilities 01 iorcign operations, escept lor those whose Iunctional currency is the 1J S Dollar. are translated into U S Dollars a t  the eschange rates 
01 period end Trnnshtion adjustments resulting from llucluiitions in exchange rntej ore included as a sepnrote component ol  AOCI Revenue nnd expense nccounls of these operations are 
translated :it average exchange rates prevailing during the year Gains and 11)sses arising from balances and transactinns denomlnnled in currencies other than the functional currency are 
included in the results oi operations in the period in which they occur See Note ZJ for additional information on gains and losses primarily associated with International Energy's 
remeasurement of certain cash and debt balances into the reporting entity's functional currency and transaction gains and losses Dcrerrcd taxes arc not provided on  translation gains and losses 
where Duke  erg). expects earnings of a loreign operation 1~ be pernianently reinvested Gains and losses relating to derivatives designated as hedges of the foreign currency exposure o fa  net 
investment in foreign operations arc reported in foreign currency tran~liiticin as a sepiimte component 01 AOC1 

Excise T:ixcs Certain excise taxes levied by st;ite or local governments are collected by Duke Energy from its CtistomeFi These taxes, which are required to he  paid regardless ol Duke 

Forrign Currciicy Trniiskilioii n i e  local currencies n! Dul;e E.nergy's Cnreign operations have been determined to be their lunctional currencies, escepl Ibr certain fbreign operations 
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Notes To C:onsolidtitecl finiinciid Statciiients-(Continued) 

St;itcoietits nr Cnrisnficlatccl Cash Iilows Duke Energy has made c e m i n  cliissilication elections wilhin 11s Consolidated Statements ofCash Flows relateil to discontinued operations, 
cas11 received from insurance proceeds, debt restricted for quiiliiied capitd and maintenance expenditures and cash overdrafts Cash llows from discontinued operatiow are combined with cash 
llows from continuing operations within operating, investing mil financing cash iloms within thc (?onsoildated Statcments of Cash Flows Cash received from insurance proceeds are c l i~ss&al  
delxnding on the activity that resulted in the nsurance proceeds (for example, general liiibilily insiiriince proceeds are included as a component oioperatlng activities while insurance proceeds 
from damaged property are inc ludd  as a component of investing iictivities) Proceeds irom deli1 issued with restrictions to fund future ci ip i t i i l  and maintenance expenditures are presented on il 
gross basis. \villi t he  debt prncecds classificd as a financing cash inllaw and tlic changes in the rcstrictcd funds held in trust presented as a component 01 investing activitics With respect to 
cash overdmiLs, book overdr;ifis are included witliin operating cash llows while bank ovwdi:ins are included within finoncing cash flows 

Distributions irniii Equi ty  Investccs Duke Energy considers dividends received from equity investees which d o  not exceed cumulative equity in earnings suhcquent to the dale of 
investment a return on investment and classifies these amounts iis operating activities within the accompanying Consolidated Statements of Cash Flows Cumulative dividends received in 
excess ofcumuliitive equity in earnings subsequent to the date of investment :ire cons iderd  a return ofinvcstment and i ire classified as  investing activities within the accompanying 
Consolidated Statements of Cash Flows 

Disidend Rcsii iciioiis and Uniippropri:iLed ReIAiiccI Enriiliigs Duke Energy does not have any legal. regulatory or oilier restrictions on paying common stncK uiviuenus to 
shareholders As Curthcr described in Note 4, ccriain wholly-owncd subsidiaries have restrictions on  paying dividends or othcrwisc advancing funds lo Duke Energy At Dccembcr 31,2008 and 
2007, on insigniiicant iimount o iDuke  Energy's consolidated Retained Earnings biilonce represents undistributed earnings ol equity method investments 

Nwr' Rccouiitiiig Slandards The Ibllowing new accounting standards were adopted by Duke Energy during the year ended D e c e m b r  3 I .  ZOOS and the impact of such adoption, if 
applicable. has been presented in the accompiinying Consolidated Financial Statcmcnts 

SF,lSNo I li, 'Fair l'r7/tte A / e l z ~ ~ r ~ m ~ e ~ ~ i r " ( S ~ . I S N o  157) Reier to Note 9 Tor a discussion ofDu!ie Energy's adoption oi SFAS No 157 
SF..lSNo I f9, 'Tlic F m  f'<7/110 Op/ion/br FinLwic;d.I isefs ond Ftriniicral I ~~b i l i l i c s -  inclediiig nit nniei~ilnienl o(/E.ISB S1alcn~oil No. I IS" (SKdSNo. 159) Refer to Note 9 for a 

FSP No FIN 39-1 Refer to "Accounting lor Risk lvlanagcment and llcdging r\cliviiics and Financial Instruments" above for a discusion of Duke E,nergy's adoption of FSP No FIN 

EITF Isriri. No 06-11. ':lccoirnfin~ /br Iticonie lax Beii~/ilr ol~l~ivideiifls  on Sliiir.e-BnredP~~i~nie~il Jitkirdr"(E1TF 0811) In June 2007, the EITF reached a consensus Uial  would require 

discussion of Dukc Energy's adoption of SFAS No 159 

39- 1 

realized income tax benefits from dividends or dividend etluivalents that are charged to retained enrnings and paid to employees Tor equity-classified nonvested equity shares. nonvested equity 
share units, iind outstanding equity shiire options to bc recognized 11s an incrciise to additional piiid-in capitnl In oddition, EITF 06-1 1 requires that dividends on  equity-clnssified share-bascd 
payment awards lx reallocated between retained earnings (for awards expected to vest) :ind compensation cost (for awards not expected to vest) each reporting period to reflect current 
Ibrkiture estimates For Duke Energy. EITF 06.1 1 has been applied prospectively to the income tax benefits oidividends on  equity-classified employee share-based payment awards that are 
rlcclan-d in iiscal p w r s  beginning January 1, .?U0Y. ils \vel1 as interim periods within !hose fiscal years The adoption oi EI lF  06-1 1 did not liave a material impact on  Dukc Energy's 
consolidatecl results ol operations. cosh llows or financial position 

46(R)-S) In December 200s. tlie FASB issued FSP FAS 140-4 and FIN 46(R>Y. which iimends SFAS No 140. "Accoi~tili~ig~t Tron.yfit.> ondSctvicing o/Fi!tnridd tlssels o~id 
~ . ~ / i ~ ~ g i ~ i , s I i ~ i i ~ ~ i / . r  oJ Liobilitiee "(SFAS No 140) to require public entities to provide ndditioniil ilisclosures about transfers of financial nssets and, FIN No .IG(R). to require public enterprisesta 
provide additional disclosures about their involvement wi th  variiible interest entities Additionally. this FSP requires certain disclosures to be provided by ii public enterprise that is (a) a 

sponsor that lias a variable interest in a variable interest entity and (b) an enterprise Ilia[ holds a significant variable interest in a qualifying special-purpose entity (SPE) but was not the 
transieror (nontrandcror enterprisc) oi financial asscts to tlie qualifying SPE, .The disclosures requircd by this FSP arc intended to provide greater lranspnrcncy to financial statemcnt users 
about ii tr;insSeror's continuing involvement with transferred financial iissets and an enterprise's involvcmcnt with v:iriable interest entities The disclosure requirements of this FSP were 
e f k t i v e  for Duke Energy beginning December 31, 200s The adoption of FSP FAS 140-J and FTN 46(R)-R did not have any impact on Duke Energy's consolidated r e d &  of operation%, cash 
Jlows or financial position Sce Mote 2 3  lor addilioniil information 

FSP F.dS I 4 W  m7dlilN 46(Ri-5 "Drrclorrr~'e~ bi~PirhIic B~ i l i l i e i  (Biitetl~nres) uhoiil 71'~1i l?/ 'cr~ o/ Ftniinclol Arsels oiidltilcmsl 111 jiill~loble11ilcrcsl Enlrl~c~" (FSP FAS 140-4 .and Fn\i 
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FSI' EIT]; W.20-1 '?liiiei7hieiilr io llif Iriipiriiieiil Ciiiicliiitce q/ EiTFlsviie iVo W.20" (FSP EITF 99-20-ll In  1;inuary 2009. the FASB issued FSP EKE WZ0- 1, which amends EITF 
Issue No 99-20. "Rc.cogiiirioii I?/ I I I ~ E ~ C I I  liiconie m d l n i ~ ~ m i  m r r i  oil Pirrcli~imd Beriqficinllril~resrr niiil B~r~q/:licioIlriler.c.SiT 7'lial Connniic lo B E  Ireld hv '7 7i-oir$eror 111 Secirrilired Firimcrd 

FSP EITF 99-20-1 eliminates the requirement that a holdefs best estimate ofcasli flows he bared upon those that  a market parlicipiint would use and cstithlishes l ha t  an other-than-temporary 
impairment on  a debt security !h i t  is a beneficial iiiterest in a securirized financial ;isset would be recognized as a reali7.d loss through earnings when it is probable that there has been an  
adverse cliange in the holdcr's estimated cnsh flows Irnin tlic cash flows prcviously projected. \vliich i s  consistent with the impiiirmcnt modcl is SFAS No 11 5 FSP EITF 99-20-1 also retains 

and emphasizes the objectise o i a n  other-thnn-trrnpor;iry impairment assessment and the related disclosure requirements in SI'AS No I I 5  and other related guidiince For Duke Energy, FSP 
EITF 99.20-1 w a s  elTcctive beginning December 15, 2006 I'he adoption of FSP CIIF '?-2fl-l did not have any impact on tlie carrying \ d u e  01 Duke Energy's note receivahle from Cinergy 
Receiviibles. which is considered a retained bene1ici;il interest in a s e c u r i t i ~ d  financiol i isset See Note 73 ior additional information 

to achieve more consistent dcterminntions of whether an other-!lion-temporag, impairment Iiiis occurred lor dcht securities thiit iire benelicial interests in securitized financial assets 

The following new accounting standards viere adopted by Duke Energy during the yeiir ended Decemher 31, 7007 and the impact n i  such adoption, if oppliciihle, has been presented in the 
iiccompanying Consolidated Finmcial Statements. 

No 155, which amends SFAS No 133 and SFAS No 140 SFAS No 155 allows financial instruments that have emhctlded dcriviitivcs to be accounterl for a t  fair ~ a l u e  at acquisition, at 

issuance, or when ii previously recognized iinancial instrument is suhject to ii remeasurement (new basis) e\'ent. on an instrument-hy-instNment basis, in cases in which a derivative would 
nlherwisc have lo be bil?~rc;ited SFAS No 155 \viis ellkclive for Duke Energy lor all financial instruments x i p i r e d .  issued. or subject to remeasurement n l k r  January 1, 2007, and for certain 
hybrid financiol instriimcnts that hod hccn bll'ircatcd prior i o  the cf~eclivc dnlc, Toi which thc cltcct is to be rcliortcd as a cumul;itive-cficct adjustment to beginning retained earnings The 
adoption ofSFAS No I 5 5  did not have ii m a t e d  impact on Duke Energy's consolidiited results ofoperattons. cnsh flows or finnnciiil position 

SFASNO 156. '!.lccoii~ilirtg/br Seivici,ig o/ Fi~i~7rici~il,.lsseIr-~~ii anie,zrliironl o/IF:I.W Slnlcnroiil No. 140"(Sli4S No. ISG) In hdarch 2006, the FASB issued SFAS No 156, which 
amends SFAS No 140 SFAS No IS6 requires recognition o i a  sen,icing asset nr liability when an entity enters into arrmgemenLs to  service financial instruments in certain situations Such 
servicing assets or servicing Iiahilitics are required to In: initially measured at fair valuc, if practicable SFAS No I56 also allows an entity to subsequently measure its servicing assets or 
servicing liabilitiei ur;ing either an  amortization method or ii fair value method SFAS No 156 was eirective for Duke Energy iis of January I, 2007, and must he applied prospectively, escepl 
that where an entity elects to r m e a s u r e  sepnrately recognized existing arrangements and  reclassitjr certain available-for-sale securities to trading securities, any elf'ects must be reported as a 
cumulative-elf'ect adjustment to retained earnings Ilie adoption of SI*AS No I56 did not have a material impact on Duke Energy's consolidated results of oper;itions. cash llows or financial 
position 

SEJSNo 188, "E~iiplo,~~eri .Iccoiriilirig for D@rieilBcizqfil l'eririo~i o r r d  Ollio Po.\freliionroii Pbiiis. nu oirii.ridnmii1 of l 2 S B  Sliiloiieiils No. S i ,  88. 106, om1 132(R)" (SF4SNo. 155) In 
October 2006,tlie FASB issued SFAS No 158, which changes the recognition and disclosure ]provisions and measurement dale recluirmenls for an employer's accounting far defined beneiit 
pension and other postretircmcnt plans The rccognition and disclosure provirions require an employer to ( I )  recognize tlic funded status of a benefit plan-measured as  tlic difference between 
plan assets at  fair value and !lie benefit obligation-in its statement oi fmnncial position (2) recognize as  a component of other comprehensive income, net o i tas .  the gains or losses and prior 
service costs or credits that arise during the period hut are not rccogni7A a s  components ol-ncl periodic benelit cost. and ( 3 )  disclose in the notes to financial statements certain additional 
information SFAS No l5S does not change the iimounls recognized in the income statement as net periodic benefit cost Duke Energy recognizml the funded status n i  its defined benelit 
pension and  other post-retirement plans and provided tlie required iidditional disclosures iis olDecember 31. ?Ol)6 The iidoplion of SF AS No 158 recognition and disclosure provisions 
resulted in an increase in total  assets of approximately $21 1 million (consisting o f a n  increase in regulatory assets ofS595 million. an increase in delkrred C i s  assets of $I&! million, ofTset by a 
decrease in pre-fiindcd pension costs of S 5 2 2  million and a decrease in intangible assets ol XJ.? million). an increase in total liabilities of approsirnately $461 million and a decrease in AOCI. net 
o i  tax, ol approsimately $7.50 million as ol December 31, 2flO6 The adoption of SFAS No 1% did not haven  material impact on Duke Energy's consolidated results oiopcralions or cash 

ilows 

SI.;ISNo 1 5.5. ':.lccoiiiiliiig /or Cerlorri I-li~brid~~rmrrciol l ~ i s l r i i i i i ~ i i l ~ - ~ i r i  ~ i ~ i i f i i i l i i i ~ i i l  o/ P A M  bl~ lc~ i i e i~ l .~  N o  I>> c i i i ~ l  I 4 &A,, 
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Under the measurement date requirements of SFAS N o  15s. an employer is retliiired lo mciisure defined benelit plsn assets and obligations as of Uie date o l  tlie employer's fiscal year-end 
statement of financial pnsition (with limited esceptionsj I-listorically, Duke Energy has measured iLs plan assets antl obligations up to three months prior to tlie fiscal year-end. as allowetl under 
the authoritative accounting litertilure Dtke Energy iidnptcd the change in mcusurcmcnt dele eKcctive Jiinuiiry 1. 3007 by remeasuring pliin iisscts iind beneiit obligiilions as  of that date, 
pursuant tn the transition requirements of SFAS No 158 See Note ? ?  

FIN 3s In Iuly ?(iir6. thc FASB issued FIN JS, which providcs guidance on accounting for income tiis positions about which Duke E,nergy his concluded there is a level of uncerlainly 
with respect io the rccngnitioii of a tax hcnclit in Duke Energy's financial statements FIN 48 prescribes the minimuin recognition threshold a tax position is required to  meet 'lax positions arc 
rlelined very broadly and include not only tiis deductions and credits but also decisions not to file in a p~irticu1;irjurisdiction. as wel l  as the tasability of transactions 1hkc Energy adopted FIN 
J S  ef l tc t i \~e  laniinry I. 2007 See Note 6 for additional information 

under FIN J S  that  should be met f o r  it tiis position to he considered cll~ectively settled with the tiising authority Duke Energy's adoption of FIN 48 ;is of Jiinuag I ,  3007 was consistent with the 
guidance in Uiis FSP 

a modilication o l  an instrumcnl in connection with an equity restructuring should be considered D nindification far purposes o i  applying FSP No FAS 1 33(R)-I, "Clrrrsificnliuri onrl 

AJeovrrwiiienl ofFi eesrarithiig Fimricio/ Ii i .~i~~iii i ient~ Origiii'.i/!i,ls.sire'l in Lkc/rorrse for Eiirpfo~~e~ Senwer rimier RISR Slntenrerif h'u. I X ( R J  (FSP !Vu F2.S 123(1?)-1~ 
Ft\SB stafl'issued FSP FAS I7j!R)-I to defer indefinitely the eifective date of paragraphs AZ3O-AZj2 of SFAS No 123(R), and thereby require entitiw: lo apply the recognition and 
rneasurcmcnt provisions o1 SFAS N o  I 3 3 m j  throughout tlic l i f e  of iin instrumcnt. unless thc instrumcnt is modified when the holder is no longer ;in employee llic recognition and 
measurement d i i n  instrumcnt tlitit is modified when the holder is no longer an employee should be determined by other applicable G M P  FSP No FAS 173(Rp5 addresses modifications of 
stock-based awards macle in cnnnection willi an equity restructuring and clarifies that lor instruments h i t  were orisinally issued as employee compensation and then modified, and that 
rnodilicalion is made 10  he icrms of the instrument solely to rellect an equity rzstructuring that occurs wlicn tlic holders are no longer employees. no change in che recognition or tlie 
measurement (due t o  a change in classd'ication) of thosc instrummts ivill rcsull if ceilain conditions are met I his FSP was effective lor Duke EncGy as of January 1, 2007 As  discussed in 
Note 21. elTectivc with the spin-off of Spectra h c r g y  on J a n u q  2, 2OCi7, all previously granted Duke Energy long-tom incentive plan equity awards were modified to equitably adjust the 
awards As che modifications to tlie equity awards were made solely Io rellect the spin-oft-. no change in the rtxognition or the measiirement (due to a change in classification) of chose 

instruments resulted 

FSP Nu FIN 4&/. Lk/iriirroii q/~"Seri/enros"ni I;I.ISBIfirer/~refilfiuri Nu, 46 (Fh? No. /~IN-IS-I)  In May, 2007. the I'ASB stall issued FSP No FIN 4s-I which clarifies tlie condilions 

FSPiVu RdS IZ(R)-S  ':.lnioirbireiir <?/FASD SrnjJI'o~7iron bilS /23(lt)-/ " (I"S/'No l*AF7?3i7?t-J) In Uctobcr iwo. Llic I'Hh13 stiitf ISSUL'U ~ b l p  

In August 2005, tlie 

iccounting standards wcrc adopted by Duke Energy during the pear ended December 3 I, 3ti116 iind tlie impact of such adoption, i f  nppliciihlc, has been presented in the 
;iccompiinying Consolirlated 1;inancial Statements 

Sl~..IShro I ? j (R)  '~ l i~ i~e -Ras~ . i~P~~i? i re~rr" (S~ ,~ l~ ' ; ISNo  /?j(R)) In December 2004. the FASB issued SFAS No 1 ?3(R). eplaccs SF AS No 133. '"AccountingJor Stock-Based 
FAS No 133(R) rcquircs all share-based payments to Co~rr~~~~i .sr i t iui i ."  and supcrscrlcs ;Icciiuiiting Pr inc ip ls  Board (APB) Opinion N o  2 5 ,  "..lccurriitnig fur-Sf~ckIsrr i i .dtuE~ri] i lq, 

emp1o)wes. including grants of employee stock options, to be recognized in tlie financial statements based on  chair fair values For Duke Energy, liming for implementation of SFAS 
No 1 Z(R) was J:rnuar), 1. :MI6 The pru forma disclosures prcviously permitted under SFAS No 123 are no  longer an acceptable alternative Instead, Duke Energy is required to determine on 
iippro~iriate espcnse for stock optiiins antl record compensation expense in tlie Consolidated Statcmenls oiOperntions ior stock options Duke Energy implemented SFAS No 133(R) using the 
modified prospective triinsition method. which required Duke Energy to record compensation espensa for ti l l  unvesled awards beginning January 1, 3 0 6  

Duke Energy currently also h a s  retirement eligible employees with outstanding share-based payment awards (unvestml stock awards, stock based performance awards and phantom stock 
iiwards) Compensatinn cost related to those awards was previously expensed over the stiitcd vesting period or until iictual retirement occurred Effective January 1. 2006. Duke Energy is 
required to rccognizc compensati~m cost for new awiirds granted to cmploycs ovcr the requisite sewice period, which gmcrally begins on thc date the award is frantcd through the earlier of 
the di i te the ;iward vests or the date the employee becomes retirement eiigibie Share-based arvnrds. including stnck options. granted to employees Uiat arc alretidy retirement eiigibk are 
deemed lo have vested irnmsdintcly q m n  Issuance. and Ilicrefore. compensation cost fnr Lhnse aw;irds is recognized on the dale such :iwards are granted 



DLKE ENERGY CORPORA llOl'1 
Notes To C'onso1id;itc.d finoncia1 Statciitent~(Continued) 

The adoption of SFAS No l Z 3 ( R j  d id  not have a material impact on Duke Energy's consolidated results of operations, cash I l o w  or 1in:inci:iI position in ZOO6 based on awards 

outstantling as of the implementation date I-lowever. [lie impact to Duke Energy in periods subsequent to adoption oi SFAS No 1 23(Rj wtll be hrgely dependant upon tlie nature of any new 
shore-based compensation awards issued to employees See Note 2 I 

S.4B No  IOS, "Coirrirleiriig /lie /$:l%.cis ofpi lor  ~car.Alirs1alfnrerils Jr'lioi Qi~~ii i l~f i~i i ig Afisrralenreirls in Ciin en1 i'eor Fiira,inal Slalenieiilr" (XJB No I OS) In September 21106 the 
Securities and Pscliarige (3ommission (SEC) issued SAB No 10s. which providts interpretive guidance on how tlie eiiects o l  the carryover or reversal of prior year misstatements should be 
cowidereil in qiiontilyinp a current yecir inisstateincot lroditionolly. there have been two widely-rccogninxl approaches for quantifying the cllccts o i  financial statement misstatements 71ie 
income statement approach lbcuses primarily on the impact of a misstatement on the income statement-including the reversing effect of prior yeor misstatemcnLs-but its use can lead to the 
iiccumulation n i  missl;iteinents in the balance sheet 1 he h k i n c e  sheet appro~ich, o n  the other hand, focuses primarily on l hc  el'fect OS correcting the period-end balance sheet with less emphasis 
on the reversing eilccts ol prior year errors on tlie income statement The SEC stair bclieves that registrants should quantify errors using bath a balance sheet and on income statement approach 
(a "dun1 spprotich") nnd evtiluate whether either npproticl? results in quantir)ing a misstiitement that, when a11 relevant quantitative ond qualitative factors are considerecl IS mnteriol 

SAD No l l i S  %\':is effective for Duke Energy's year ending December 31, 2006 SAD No 106 permits existing ~puhlic companies to initially apply its provisions either by ( I )  restating prior 
linaiicisl statements iis i f  the "i~uiit  apprnticti" tiiiu ;ilwsys m e n  used or (I( 

to the carrying values oi assets and liabilitics ,is o i  January 1, 2006 with an offsetting adjustment recorded to the opcning balance oi retained earnings Duke Encrgy has historically used a dual 
;ipproach for quantifying identilied financial statement niistiiteinenls llierziore, the adoption o i  SAB No 108 did not have a material impact on Duke Energy's consolidated results of 
operatinns. ciisli flows o r  iinancial pnsitinn 

" .  
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. .  

iccounting standards h w c  lxcn issued, but have not yet been adopted by Duke Energy as oiDcccmbci 31. 2008 
SF4SAro I l l  ( 1 ~ ~ ~ i r c r l 2 0 0 7 ) ,  "B~irii icr~ Coni6rriolrori.s" (SLISNo  I J I R )  In December W l 7 ,  tlie FASB issued SFAS No I41R. which replaces SFAS No 1-11. "Biiriiie.sr 

C o i i i l ~ i ~ i ~ i ~ i o i ~ ~ -  'I SFAS No I41 R retains the iundamcntd  requiremenlr in SFAS No liil tliiit the acquisition method of accounting be used lor all business combinations and that an ncquirer h 
iilenrilictl i h r  e x h  business combination l l i i  tement also establishes principles and requirements tbr how an acquirsr recognizes and measures in its Iinmcial  statements the identifiable 
assets acquired. the liabilitie -umcd. any noncontrolling (minority) intcrsts in a n  acquirez, and any goodwill acquired in a business combination or goin recognized lrom a bargain purchasc 
For Duke Energy. SFAS No 1 4  1 I? rnu:it be applied prospectir~ely to business combinations for which the acquisition date Dccurs on or after January I ,  2cx19 The impact to Duke herby  of 

applying SFAS No I J l R  lor periods subsequent to implementation \vi11 be dependent upon Uienature of m y  trans;ictions within the scolx o iSFAS No I J I R  SFAS No l 4 l R  changes ihe 
accounting Cor incomc iasts related to prior  business combinations, sucli as Duke Energy's merger with Cmergy Subsequent to tlie etTective date of SFAS No l4111, the resolution o1t;is 
contingencies rcliitinS to Cincrgy that  esistctl as o i  the dntc of the mcrgcr will be required to be rcllcctcd in the Consolidated Stntemcnb of Operations instead of k i n g  rellectcd as on 
aLljustment to the purchase price v i a  ;in ii i  

SFAS No I60 ' ~ ' ,~ i i cu i i l r i l l l r i i ~  1111 Fii i~i i ic iol Slilleiii~'iil.~--on nmcri~btic.~il oJ~~lccor~riiriig ResL'ilrcli Bulleriri (,4RL3J No SI " (SE.19 Nu. 160) In December 2007. the 
FASB issued SFAS No 1611, wliich ;imciirls ARB No S I ,  "Coiiroli~blei/l~i~iniiciol Slrilcnreiilr," to establish accounting and reporting standards fo r  th~: noncontrolling (minority) intcrcst in a 
subsidiary ;ind for the deconsolidatiiin of a subsidiary SFAS No 160 c l a r i h  that a noncontrolling interest in ii subsidiary is an  ownership interest in a consolidated entity hat  should be 
reported as equity in the consolidated iinancinl statuments This statement also changes tlie way tlie consolidated income statemmt is presented by requiring consolidated net income to be 
reported at iimounts that include the iimounts attributable to both the parent and the noncontrolling interest In addition. SFAS No 161) esklblishes a single metliod oiaccounting ior changes in 
n parent's ownership interest in ii subsidion. that  do not result in cleconsolidiition For Duke Energy, SFAS No 160 is effective os o i  ionui~ry 1, 2009, and must be  applied prospectively, escept 
fix certain presentation ;ind disclosure requirements which must be applied retrospeclively The adoption o i  SFAS No 160 ~ v i l l  impact the presentation olnoncontrolling interests in Duke 
Energy's Consolidated Stntemcnts of Operations. Coiisoliilaied Balance Sheets iintl Consolidaletl Statements o i  Common Stockholders' Equity and Comprehensive Income. as w e l l  as the 
cdculation of Duke Energy's cilective t<is rate 



DUKE LNFRGI'  CORPORA lION 
Notes 1.0 C'onsolicl atetl finiineiid St;iteiiien ts-(Continued) 

SF:lSiVo 161 '%)irclorrri-es dxmr nari,,nlii,i,Iiirlniiireiilr i i i i~ l l f edp ig  ..Ic1iwIies--Iiii oiiir~iirlnimil loIr.4SB Slalenieiil No. 155*'(SFAS No 161) In March 2OOS, the FASB issued SFAS 
No 161, which amends and espiinds the disclosure requirements for deriviitive instniments and hedging iictivitics  res scribed by SFAS No 133. "dccoirn~rng lbr Dc i - i i ~ ' i l i i ~~ i i i ~ i r i i n ie i i 1~  und 
ileJgi,i~.~lcli,~iIier " SFAS No I61 requires c]uiilit~itive disclosures ehout <lhJcCti\%s iind strategies ior using derivatives. cjunntitutivr: disclosures nhout i a i r  V B I U C  amounts of nnd gnins and 
losses on deriv;ittve instruments and disclosures ahout credit-risk-related contingent features in derivative agreements Duke E n e r a  wil l  adopt SFAS No 161 as of January I, 2009 and SFAS 
No 161 encourages. but does not require. compariitive disclosure for earlier periods iit initiiil adoption. nie adoption 01 SFAS No 161 will not have any  impact on Duke Energy's consolidatcd 
results niopcrations,  cash !lows o r  l inaiici;il pmition 

FSP No. ilPR 1 . / - I ,  ':.Iccorrnhng /br Coni~srlrhle Dobr Iniliiiiiietils Titor A.iq>Be Sdlferi in Cosh i i p i  Coin'ersiori ( I n c / i i c i i n ~  Pirr lid Cmll Sellleiiienl)" (FSP J P B  I . / - / )  In May 2008, the 
FASR issued FSP APB 1-1.1, which ;iddresses the accounting lor  convertible debt securities that. upon convcrsion. may be settled by the issuer fully or pariially in cash FSP APB 14-1 does not 
change the accounting lor more tradition;il types of conwrtible debt securities that do not have a cash settlement ieature and FSP i V B  1-1-1 does not apply li. under esisting GAAP for 
dcriviitives, the embedded conversion ieiiture must be accounted for sepn from tlie rest oi die instrument For Duke E,nergy. FSP APB 1-1-1 is npplicnble ns of Jiinunry I. hi09 and must be 
applied retrospectively to all prior pcnods presented, even if Uie instrume ' matured. has been converted, or has athenvise been extinguished as of t l ie  eiiective date of FSP AI'B 
14-1 Duke Energy i s  currently evaluating the impact 01 iitlopting )>I' AM 1-1-1 a n  its i i istoriciii resuits oi6pmRmxm iuu3.uui.c E Z i L  <I 

cash scttlcmtni option tliat \vas lully conwricil to common stock during the years ended December 31. 2005, 2006 iind 2007: howevcr, Duke Encrgy does not anticiixatc the retrospective 
:ipplication oiFSP APB 1.1-1 w i l l  lia\.e a material impact on  Duke Energy's historical results oi operations, cash llows or iinancial position Future impacts olFS1' AI'B 14-1 will be clelermined 

by whether Duke Energy i w i c s  cnnvertihle deht with cash settlement options 

. .. . ,  . 

FSPEIlF 03-6-1, "Dciwiinniii,q IP7icrher lnsli-iinieiits Groiitod tii Sliorc-Birsed Poinieiil T~nmoclroi is Arc  Pmmijxi1iii.y Senirilier"(IG'P EUF 03-6-1) In June N i 1 8 .  the FASB issued 
FSP EITF 03.6.1 ncldress whether instruments griinted in shore-based payment triinsnctions may be participating securities prior to vesting and, therefore, need to be included in the e n m i n p  
allociition in computing basic EPS pursuant to tlie t ~ ~ ~ o - c l u s s  method described in SFAS No I ?S Ihe FASB concluded t h a t  righks tn  dividends or dividend equiv;ilents (whether paid or unpaid) 
on unsested share-biisccl piiyment iiwircls that iirovide a noncontinfent triinsfer o iva lue  (such as a noniorieitable right to receive cash when dividends are paid to common stockholders. 
irrespective oiwhetller the i iward ultimately vests) to the hnldcr of the share-based payment award constitute participation rights and, therefore, should he included in the computation of hasic 
EPS using the two-class metliod Duke Energy issues certiiin share-based payment awards under which rights to dividends during the vesting period are nonforfeitable For Duke Energy. FSP 
EISF 05.6-1 is eil'ective :is of Janixiry I ,  2009 and all prior-period EPS data is required to he adjusted retrospectively to conform lo thc provisions of FSP EITF 03-6-1 Duke Energy does not 
cuncnily anticipate the adolitinn t i l  FSP El IT 1J3-6- I !vill have a material impact on its calculated future or Iiistorical EPS amounLs 

SEAS No 13!(R) to  require more detailed disclosures about employers' plan iissets, concentrations o i r i sk  within plan assets, and valuation techniques used to measure the fair value of plan 
asseb Adtlitionolly. companies \\,ill he required to disclose their pension assets in ii iiisliron consistent with SFAS No I 5 7  (i e 
lhnvard oi tlie Lcvcl 3 values wch yciir For  13ukc Energy. FSP FAS I333)-1 is eflcctive Ibr Duke Energy's Form 111-K fix th 
132(R)-l will not have any impact nn  Duke Energy's results doperattlons. cash ilows or iinancial position 

FSPF,4S 13?(R)-l. "Eniplqi~er~'D~sc/orr,r~. ~il~oir lPosfrcl irs. i i i~i i f  Beiic/il Plnii,~lsrel.s"(~SP FAS 13?(R)-I) In December 2008, Uie FASB issued FSP FAS 132(R)-I, wliicli nmcndv 

e l  I, 2. and 3 of fair value hierarchy) along with a roll- 
r cnrled Deccniher 31,21109 The adoption of FSP FAS 

1. Business Segiiiciils 
Duke Energy operates thc follo\ving husiness segments, which nre iill considered reportiihle business segmenLs undcr SFAS No 131. ( I  S Franchised Electric and Gns, Commercial 

Pnwer and Internatinnal Energy I here i s  no aggregation of operating segments within Duke Energy's reiiortahle business segments Prior to tlie fourth quarter of 200s. Crescent was a 

reportable business segment oi Duke Energy Beginning in tlie Ioiinh quarter of 2008. Crescent is no longer considered an operating scgment oi Duke Energy as Duke Energy's chief operating 
decision maker no longer rcv ic~vs  Crescent's operating results in order to make rcsourcc allocation decisions and  ~ ~ i l l u a t e  iLs perfomonce Accordingly, the results of Crcscent have bccn 
incluiled in Other f o r  ;ill p e r i d s  presented 
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Notes 'lo C'o~isolid ntrtl Ikiinciid Stateinrnts-(Contiiiucd) 

Duke Energy's management lxlicves Uiese reportable business segments properly nlign tlie various operations of Duke Energy wi th  how the chief operatmg decision maker views the 
' iinmcial information iibotit each 01 these reportable husiness segmenL5 in deciding how to allocate resources and business Duke E,nergp's chiel  opertiling decision maker regularlv r 

cvnluate pcrformancc As discussed in Note I ,  on  Jiinunry 2. 3007. Duke Energy completed the spin-oll ol its natural gas businesses, whicli primarily consisted o iDuke  E,ncrgy's former 
Natural Gas Transmission business segment mtl Duke Energy's former Fie ld  Services business segment. which represented Duke Energy's 5i:lo'o ownership interest in DCP Midstream 

I)!. results nloperations lor these former business segments arc included in Income (loss) From Discontinued Operations. net of lax. o n  llic Consolidated Slorements o f  Operations 
r ended December 31. 2lIO6 

U S Franchised Electric ;and Gns generates, transmits. distributes iind sells elcctncity in central and western North Ciirolina. western South Carolinii, central. north cen!xd iind southern 

Indiana. and northern Kentucky U S  Franchised Electric nnd Gas :iIso transmits. and distributes electricity in snuthwestem Ohio Additionally. U S Franchised Electric and Gas transports and 
sells natural gas in southwestern Ohio and northern Kentuck?, It conducts opcr;itiom primiirilv through Duke Encrgy Carolinas. Diike Energy Ohio. Duke Energy Indiana. Inc (Duke Energy 
Indinno) iind Duke Energy Kentucky These electric iind gas operations are subject to the rules and regulations nl Uie Federal Energy Regulatory Commission (FERC), the NCUC, the Public 
Service Commission of South Ciirolina (PSCSC), t l ie PUCO, the Indiana Utility Regulatory Commission (IURC) and the Kentucky Public Service Commission (KI'SC) Substantially all of 
U S Franchised Electric and Gas' operations are regulated ;and. accordingly. Uiese oper;itiiins are sccounted lor under the provisions 01 SbAS N o  I I 

Commercial Power owns, operates and managcr poivcr plants and engages in the wholesale m d c t i n g  and procurcmcnt o l  clcctric power. fuel and emission alloivanccs related to these 
plants as  well as other contriictual positions Commercial Ihwer 's  gcnemtion asset llcet consists of Duke Energy C)hin's regulated generation in Ohio and the five h,lidwestern gas-fired non- 
regulated generatinn nssuLr t h a t  were ii portion ( o i  the lornicr Duke Fncrgy North America (DEN$\) operatinns (_nmmercial Porver's iisscts. erclliding wind energy gcncration assets, comprise 
approximstcly 7,550 ne! mcg;iivatt.i &l\Vjdpoiuer gcricriition primoiily I o c a ~ ~ d  in the Ivlidiiwtcrn United Stiilcr The iissct portlblio hiis ii diversilicd luel mix wilh base-load and rnid-mcrit 
coal-fired units as \vdl as combined cycle and peaking noturd gas-lired units klost 0 1  the generation asset ouli]ut in Ohio wiis contracted througk h e  RSP through December 31, X 0 8  As 

discussed iurther in Note I and Note A. beginning on December 17, ?I:ii.IS, Commercial Power reapplied Uie provisions of SFAS No 71 to certain portions of its operations due to h e  passing of 
SB 221 and the approval o i t h c  IISI' Cnmmercial Power also develops and implements customizcd energy soIu110ns 1 hrough Duke Energy Generation Services. Inc and its an'iliates (DEGS), 
Cornmerci;il Power dcvclops, owns and operates electric generation lo r  large energy consumers. municipalities. utilities ,ind industrial iacilitics DE,GS currently manages 6,300 megawatts of 
power generation at 21 iacilities throughout the U S In addition. DFGS engages in the development. construction and olieratim of wind energy projects Currently, DEGS has approsimately 
370 net IvnV oi  wind energy genmiting capacity in cummercinl operation. approsim;ilely I50 IvIlV of wind energy under construclioii and more thiin 5,000 mega!vatts of wind mercy  projects 
in development. 

lntcrnational Energy opcriitcs and manages power generiitiw iiicilitics and engnges in sales and rniirkcting 01 clectric power cind niitural gas outside thc U S It conducts operations 
primarily through Duke Enersy Intern;itional. L I. C ;ind its ;ictivities target poiver generation in l..zitin America Additionally. International Energy owns equity investments in National 
Methanol Company (NblC), located in Saudi Arabia. which IS a Ieadulg regional producer o i  methanol and methyl tertiary but)$l ether OvlTBE). and i\itiki Gas Supply S A (Attiki). which is a 
natural gas distributor locntcd in Athcns, Greece 

The  remainder 01 Duke Energy's operations is presented as Other \Vhile i t  is not considered ii business segment. Other primarily includes certain unallocated corporate costs, Bison 
Insurance Company L imited iT3isnn). Duke Energ_y's ivholly otvned. captive insuriince subsidiary, Crescent :and DiikeNet (3nmmunications LLC (DukeNetj  and related telecommunications 
Additionally. Other includes Duke Energy Trading iind hlarketing. I L (2  &7EIM), which management is currently in die process ol winding dnwn Unallocated corporate costs include certain 
costs not allocable to Duke Energy's reportnble business segments. primiirily govemiincc cnsts. costs to iichieve mergers :and dir~cstitures (such as the CinerOy mcrgcr and spin-ofi-oi Spectra) 
and costs associatetl with certain corporate scverance progr;ims 13ison's principal i i c t i v ~ t i c s  as a caprive insurance entity include ]he insuriince and reinsurance of various busmess risks and 
losses, such as workers compensation property. business inlcrruption and general liability oisubsidi;irics and ;ifiiliates of Duke Energy On ii limited biisis Bison also participates in 
reinsurance activities ivith certain third pnriies Crescent dcvclops and manages high-quiility commercial, residential and multi-family rciil estate projccts primarily in thc Southeastern and 
Southwestern United States Some 01 these projects i i re developed and  managed tlirough joint ventures Crescent i l lso m:inagcs "legacy" land holdings in North Carolinii and South Carolina As 

Ill5 
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discussed furlher in Note 3. on September 7. 2006, Duke Energy deconsolidated Crescent due to a reduction in ownership and i ts  inability to esercise conlrol over Crescent and has accounted 
for Crescent tis an equity method investment since the date ofdcconsolidation See Note 1 Z for discussion o i  the suspension oi the application ofthe equity method of accounting related to 
Duke Energy's investment in Crescent beginning in the fourth quortcr of Z(llU8 DukeNet clcvclops, owns and operates a fiber optic communications network. primarily in tlic Carolinas, serving 
wireless, local and long-distance communications companies. internet service providers and other businesses and org;mizations 

for Duke Energy's scgmcnts arc the same as tliosc described in Notc 1 blanagurncnt evaluates segment pcrl'ormance based on earnings bciore uiterest and t axa  from continuing operalion% 
after deducting minority interest expense related to tliose profits (EDIT) On a segment basis, EDIT exclu~les discontinued operations. represents a l l  profils Irom continuing operations (both 
operating and non-operating) before dcducting interest and taxes. and is net oi the minority interest expense related to lhose prolits Segment EBI? includes transactions between reportable 
segments 

unrealized gains and losses from foreign currency remeasurement and transactions, are esclurled from the segments' EDIT 

Duke Energy's reportable business segments offer dilierent products and services or operate under diKwcnt competitive environments and are mnn:~ged separately Accounting policies 

Cash, cash equivalents and short-term investments are menaged cenlriilly by Duke Energy. so the w:;ocinted interest and dividend income ion those balances, a s  well as realized and 

I(6 
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SegllleIIt EBIT/ 
Consolid;iied C;ipital at id 

In\~esinlent Inconic 

Ullnllili;lted Ioterseg~neiit Total Ope1 ations belot-e : tnd ;lllcl Srgnient 
frotu Continuing 1)cp I cci:tiion E~pcnditores 

Rc~~cnucs  Rcvclllles Revenues Illcollle I';lrcs Antei tizittion ,\cquisitions ,\suets(") 

(in million,) 
1 

International EncnJy 943 __ 943 I63  73 58 3 332 
10,372 

Total conrolidnted h 10,607 X - X 10,607 X 1.530 s 4,07b X 68,700 
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DUKE ENERGY CORPC)RATION 

Notes To Consolidated Rnonciiil Stateiiient.~(Continued) 

Segineni resu11s exclude results of entities classified as discontinued operations 
lncludcs assets held for sale and nsrets 01 entities in discontinued operations See Note 1 7  for description and carrying value o l  investments iiccountetl lor unilcr the equity mcthod of 
accountlng within each segment 
Other within in te ra t  income and other includes foreign currency transaction gains and losses and additional minority interest expense not allncatcd to the segment results 
In Septeinbcr 20136, Duke Energy completcd a joint venture transaction v i  C r a c c n t  (see Note 3) As a result, Other includcr the results of Crescent as a consolidated entity lor periods 
prior to September 1, 2WY.5 and as an  equit)' method investment for periods subsequent to September 7, 2006 As discusserl in Note 12. Duke Energy suspended accounting for Crescent as 
an equity method investment beginning in the fourth qunrter of 2006 

Capital expenditures for Crescent's residential real estiite are included in operating cash flows and were $332 million lbr tlie period from Janu,ary I .  MI6  through the date of 
deconsolidation oi Crescent (September 7,7006) 
Both the former Natural Gas Transmission business segment and former Field Services business segment were included in the spin-iff of Spectra Energy on January 2, ?C)lJ7 I h e  results 
oioperalions Tor these former business segments are presented as a component of Income (Loss) From Discontinued Operations, net of tils. in llie Consolidated SlatemenLs of Operations 
lor the year ended Urnember 3 I, LUlJb 

Geogrnpliic Data 

3. Acquisitions and Dispositions of Businesses and Sales of Other Assets 

date Assets acquired and  liobilitier assumed are recorded nt estimated foirvolues on the purchnse date The purchnve price minu5 tlie c ~ t i m a i e d  h i r  \uIuc nl the acquired longihle ond 
identifiable intangible asset\ and liabilities meeting the definition of 3 buriness as defined in ETTF Is\ue No 9S.3, " L h r o  niirrrrig Ji7rellni ' I  h'orinroi7erun~ 3 11)r75ilclion Involves Receipt of 
Protirrcrrw d mrs oi OJ c7 Briniiess" is recorded as goodwill 1 he allocation of the purchase price may be adjusted if additional, requested ~nf i i rm~~t i i in  is received during the allocntion period 
which generally does not crceed one year from Uie consummation date, however. i t  may bc longcr for cmlain income l a y  items Ar d i ~ c u r r e d  in Note I cllective January I, 2009, Duke Energ) 
adopted SFAS No 141(R) and will apply the provisions of this standard to any future acquisitions 

Ciiiei~>i\ferger On April 5, 2006. lhe merger between Duke Energy and Cinerey \vas consummated (ace Note I for additional informntion) For account in^ purpows l h e  eftective date 
of the merger was April 1 2006 The merger combined the Duhc Energy and Cinergy regul'ited franchiscb as well ab deregulated generation in tlic klicl\vestcrn United States The merger was 
accounted for under the purchnse method of accounting with Duke Energy treated as the iicquirer lor accounting purpmes A', a rcwlt  the n s ~ e t b  and l iobilitiez of  Cinerg) were recortled at their 
respective fair v a l u ~ ~  as of April 3.  20116 and the results ofCinergy's operation5 are included in the Duke Energy consolidated findncial rtateinent\ beginning a? 01 the efleclive date o f t h e  
merger 

Acquiritiuns Duhc Energy consolidates assets and Iinbilities from acquisitions as of lhe p u r c h a x  date, and include\ ear rung  irom acquisition\ in consoiidatcd earnings alter the purchdse 

Based on the m,irkct p i b e  of Duhe  Energy common stock during the period including the two trading days bcfore through the two trading dciys after Klay 9,  2005, Uic date Duke Energy 
.md Cinergy announced the merger, the transaction \vas valued at approunate ly  $9 1 billion and rerulted in goodwill ofappro\imately !%-I 5 billinn none 01 which w a r  deductible lor tar. 

purposes Apprownately X I  iS million of the goodwill w a s  allorated to CMT, which w a s  sold in October 2006, as described lurthr-r in Note 14 

1 os 
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DUKE ENERGY CORPORATION 

Notes To Consolid iitecl Financial St:iteiiient4--(ConGnued) 

The following unautlited consolidated pro lorma iinancinl results are presented a s  if the Cinergy merger hid occurred at the beginning of the pear ended Ikcember  31, 2006 

Unni~clitccl Cunsolidiitcil I'ro Fui-iiiii Resulis 
Year Eiitletl 

Deccnibcr 31,3006 

(in niil l ioii~, crccpt  

pcr  slidire iiniouiils) 
2,093 
1,080 
1,851 

Diluted $ 1 46 

Pro forma rcsults for the year c n d d  December 3 I ,  2006 include approunateiy $1 28 million of charger related to costs to achieve the mcrgcr and rclated rynergier, ivhich are  rccordcd 
within Operating E\penss  on the Consolidated Statements of O p m t i o n s  Pro forma results for the year ended December 31, 2006 do not reflect the pro forma etlecls of nil\' signilicant 
tralunctions completed by Duke Energy that are not rcilected in Ihe historical amounts olher than the merger with Cinergy 

Nuclear Station Under the terms of the agrecmcnt, Duke Enmgy paid apprownntely $150 mllion for the ndditionol ownership interest in the Cntawba Nuclear Stntion Follov ins the closing 
o r the  trdnsaction, Duke Energy owns approximately 19Yo of the Catawbs Nuclear Station No goodwill was recorded as a result of this transaction AI the cicquisition occurred on 
September 30. L O O K ,  DuAe Energ) began recording earnings associated with the additional acquired interest beginning October 1. ZOOS See Note 4 lor tlircussion 01 Uule  Energy's filing of a 
petition with thc PSCSC requesting an  accounting order to defcr incremental cosb  incurred from tlic purchase o f  this additional ownership interert 

In June 2008, Duke Energy announced the ehecution of a definitive agreement to acquire Catamount Energy Corporation (Catamount) from Diamond Cartle Partners Catamount is a 
leading wind power company located in Rutland, Vermont f i e  acquisition closerl in September 200s and expanded Duke Energy's renewable energy porliolio to include over 3011 bt lV 01 

power gcncrating assets, including 283 net bIW in the Sweetwatcr wmd power laciliiy in West Texas, and 20 nct bhV of biomass-fueled cogcneration i n  New England The acquisition also 
inLluded nppro\imatcly I .750 bnV of wind assets with the potential for development in  the U S and United Kingdom Thir tmnsliction resulted in a purcliiire price ofnppro\imately '6245 
million plus the acsumption of approumately XSU million of debt The purchase accounting entries recorded upon acquirition primarily consisted orappro\imdtely SI90 million of equit). 
method invertments. approvimatels $1 17 million of intangible assets related 10 wind development rights, approvimately $70 million ofgood\sill. none of which is deductible tor I ~ Y  purposes 
and approvimatel) $80 million of debt Scc Note 11 for funhcr discussion of the goodwill and intangible assets rccordcd as a result of this tranraction 

On February 4, 2009, Duke Energy completed the sale of M a r l  Hill Wind Power 1 td , which wa5 n United Kingdom wind project ncquued in the Catamount acquisition No gain or loss 
was recognized on the %ale Additionally, Duke Energy has entered into an agreement 10 sell another United Kingdom wind project acquired in 1111: Catamount acquisition This uamacuon is 
expected to close in 2009 No gain or loss 15 cxpcctcd to be recognized on the sale As these projects do not meet the definition ol a disporal group ab dcfincd by %AS No 1% those projcct5 
are not reflected <is held-for-sale on the Coniolrdated Bslance Sheets at Deccmber 31, 2008 

Ofher d c q z r i n ~ ~ a ~ i s  On September 30, 7005, Duke Energy completed thc purchase o f a  porlion of Saluda River Electric Cooperative. Inc ' s  (Saluda) owncrslup interest in Ihc Catcii\ba 

In May 2007, Duke Energy acquued the wind power development assets of Energy Investor Funds from Tierra Energy The purchase included more t h m  1 ,(I00 blW of wind assets in 
various stages of development in the Western and Southwestern 11 S and supports Duke Energy's strategy to increase its investment in renewable energy A significant portion 01 the purchase 
price w a s  for intangible arsets Three of the development projects, totaling opprowmatcly 240 blW, arc located in Tcuas nnd Wyoming Tiro of t h e x  projectc \vent into commercial opcraiion 
during 2008, with the other project anticipated to be in commercial operation in 2OW 
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PART II 

During lhd first quarter of 2006. International Energy closed on two transactions which resulted in the acqiiisition of an additional 774n interest in l he  Aguaylia Integrated Energy Project 
(Aguaptia). located in P ~ N .  for approsimately $31 million (approximately $ I S  million net of cash acquired) In December 2007, International Energy closed on  a transiiction to acquire an 
iidditional IO?& intcrcst in Aguaytia for iipprosimntely $16 million, which consisted of approsimntcly 66 million of a s h  and n short-term note payable of approximetcly SS million The 
acquisitions during 2@16 increased International Energy's ownership in Aguaytia to 6(j0& and resulted in Duke Energy accounting Tor Aguaytia as a consolidated entity Prior to the acquisition 
of the additional interest i n  7O(Ki. Aguaytia accounted ior as an equity method investment The December 20117 acquisition of an additional interest in Hguaptia increased Duke Energy's 
ownership interest to 7646 at December 31, 7 1 he projcct's scope includes tlie production and processing oi  natural gas, sale v i  liquclied petroleum pis and natural gas liquids (NGI.) and 
t he  generation, transmission and s i lc  of elc ity from a 177 h , W  power plant No goodwill was  recorded in connection wi th  these t r a n ~ a c t i o n ~  

In the iourtli quarter ol 2006. Duke Energy acquired an 825 M W  power plant located in Rockingham County, North Carolina. irom Dynegy for approximately SI 95 million The 
Rockingham plant IS a peaking power plant used during times of high electricity demand. generally in the winter and summer months and consists of live 165 h?\V combustion turbine units 
capable of using eiUier nnturnl gtis or oil to operate The acquisition is consistent with Duke Energy's plan to meet customers' elcctric needs for the Soreseeiible Suture The triinsaction required 
approvals by Uie NCUC, the E R C  and tlie U S Federal rrade Commission (FTC) No goodwill was recorded as a result oStliis acquisition 

beginning of thc periods presented do not materially differ from reported results 
'The pro forma results ol operations lor Duke Liiergy iis ii tiiose ocquistiions cliscii~seu G W V C  k o t i i e r ~ ; & ~  L c , - I  

See Note 1-1 lor acquisitions relatcd to discontinued operations 
Dispositions In December 2006, Duke Energy Indiana egreed to sell one unit ol its Wabash River Power Slation (Unit I )  lo Wabash \ ' : iIIq Power Association Inc (WVP.4) The sale 

\vas approved by the IURC, the FERC, the FTC arid the U S Department of lusticc (DO]) during 2007 On December 31, 2007, Duke Energy Indiana reccivcd procccds of approximately %I 14 
million, which i v i ~  equivalent to tlie net book vdue  ol Unit  I tit tlie time of sale Since, pursuiint to the terms of the purchiise and sale agreement, the cflective date of the sale ivns January I ,  
ZOOS, the assets of Unit I were reflected as Assets I-leld for Sale within Investments and Other Assets on the Consolidated Balance Sheets a t  December 31, 2007 and a corresponding liability 
equal to the cash received !vas included in t iiibiiiries Associiited ivitli Assets l icld for Sale within Current L iabilities on thc Consolidated Balance Sheets iit Dccembcr 31 ~ 2007 Since the sales 

price was equal to Uie net b o k  value o1 Unit 1 at the transaction (late. no gain or loss was  recognized on the sale The salc was completed on January 1, 2UOR 
On lanunry 2, 2007, Duke Energy completed the spin-oS1 of its natuml gas businesses See  Note I and Note 1 4  for aclditional information Additionally, see Note 1.1 for dispositions 

related to discontinued operations 
O t h e r  Asset Sales For the year ended December 31, 2008, the sale of otlier assets resulted in approximately $87 million in proceeds and net pre-tax gains of approsimately $69 million. 

which is recorded in Gains (Losses) on  Soles 01 Other Assets ond Other, net, in the Consolidated Stiitements of Operations These gains primarily relate to Commercial Power's sales ofzcro 
cost basis emission allo~vances 

For the year ended December 31, 2007. the sale of other assets resulted in approximately 632 million in proceeds and net pre-tax losses of approximately 55 million recorded in Gains 
(Losses) on Sales of Other Assets and Othcr. ncL in the Consolidated Statements of Operations TIicsc losses primarily relate lo Commercial Po~vcr's s a l s  of eniission allowances that were 
written u p  to fair value in purchase accounting in connection with Duke Energy's merger with Cinergy in April 2W6 

recorded in Gains (losses) on Sales 01 Other Assels and Other net in the Consolidated Statements 01 Operations R o c e l d s  and p r e - u s  gains during ZCO6 rclate primarily to transactions related 
to Crescent iind Commercial Power ns discusscrl further below 

O n  September 7, 2006, an indirect wholly owned subsidiary of Duke Energy closed an agreement to create the Crescent JV with Morgan Stanley Real Estate Fund V U S , L P (MSREJ) 

For the year ended December 31, 2006. the sale ol other assets and b u s m ~ s e s  resulted in approximately %? billion in proceeds and net pie-tax gains of ;ipproximalely U 2 3  million 

and otlier affiliiited funds controlled by Morgan Stanley (collectively the k4S Members) Under the agreement, the Duke Energy subsidiary contributed al l  of the membership interests in 
Craccnt .  which had an cntcrprise value ol approximatcly $2 I billion as of December 31, -7005, to a newly-formed joint venture Thc cntcrprise value ivns determined primarily by discounted 
cash l low analyses. but also incorporated multiple-to-book value apprnaches, cis we l l  as per acre valu- 



D I K E  ENERGY CORPORATION 
Notes 'lo Consolid ntcd Finimcid S t a t e l t i e n  ts-.(Continued) 

atiom for certain types oi properties In conjunction with the form:ition of lhe Crescenl JV. the joint venlilre. Crescent and Crescent's subsidiaries entered inlo a credit agreement with third 
party lenders under which Crescent borrowed approximately X I  21 billion, net of transaction cos& of which approximately $1 19 billion was immediately clistributed to Duke Energy l h e s e  
proceeds were classified iis Proceeds from the issuance 01 long-term debt ~ i t l i i n  Financing Aclivitics on the Consolidated Statunents of Cash Flows Immediately following the debt 
transaction, the MS Members collectively acquired a 4B'b mcmhership interest in the Crescent JV from Duke b e r g  for a purchase price of :ipproximately %I5 million, which represented 
5096 of the fair value of the net assetS of Crcsceni based on a $2 1 billion enterprise value of Crescent less debt of approximately $1 5 billion A 296 interest in the Crescent JV was also issued 
by the joint vciiturc to the Prcsidcnt and Chef Flxccuti\,c Ollkcr of Crescent, which is subjcct to iorfeiturc if tlic executive voluntarily /ca\'cs tlic employment of the Crescent JV within a three. 
year period Addition;illy, this 296 interest can be put hack to tlie Crescent JV alter three years, nr possibly earlier upon tlie occurrence ofceliain events, :it an amount equal to 294 01 the fair 
value of the Crescent 1V's equity as ol the put date Therefore, tlie Crescent JV has  been accruing this obligation related lo tlie put as  a liahility over the three-year forfeiture period 
Accordingly. Duke Bncrgy l itis an ellective K i 4 G  otvnership in ihe equity of Crescent JV lor finiincial reporting ~surposes Since subsequent to this transaction. Duke Energy no  longer 
controlled the Crescent JV, Duke Pncrg) ileconsolidnted its investment in Crescent as of the transticlion date imd subsequently accounted for i ts  investment in the Crescent JV under the equity 
method of accounting See Note 12 for discussion surrounding Duke Energy suspending the equity method of accounting for its investment in Crescent beginning in the fourth quarter of 200s 

lmrnediarely prior to the Crescent JV transaction. Duke Energy's basis in lI)Uoio olCrescent's net assets wi i s  approximately 8340 million As L)ul;e knergy rcceived proceeils from Lne sale 

isfapproximately YI 5 million as  compared t o  tlic approximate 61 711 million book basis in the 50?h intcrest in tlic underlying nct asscls of Crescent, Duke Energy recognized a pre-tas gain on 
the sale oiapproximately $246 million, which has heen classiiied as  a component o l  Gains (I nsses) on Sales of Other Assets end Other, net in the accompanying Consolidated Statement of 
Operalions for the yeor e n d d  Decemher .3 I. 2006 In accordance with appropriate accounting literature. including APE Opinion No I S ,  "7 he Equ~h'i\~fclIiod of.4~coroil~ii~Jor Imvrfnirrils 111 

Cunmrori SlocP (APB I R )  and AICPA Statement of Pnsition 7s-9. ":Iccorr?lhrlg lor Iiwertnrenlr bi Rral ILslnre I"cntui-er,"Duke Energy concluded that recognition o i  the gain \vas appropriate 
os the cosh received of npprosimately $41 5 million exceeded the ecnnomic giiin of approsimotely $246 million nnd there \vas n o  significant uncertainties regarding the realintion of the gnin 

Specifically, Duke Energy is not committeil or required to make Iuture capital contributions to Crescent Proceeds of approximately $360 million, which represents cash received from the M S  
Ivlembers. net 01 cash held by Crescent as oi the trons:iction date. were classified tis Net proceeds kom the sii les of other assets. and stiles of ;ind collections on notes receiviiblc within Investing 
Activities on Uie Cnnsoliclatcd Statements of Cash Flaws 

For the period from lanua ly  I ,  2006 to September 7. 21X:i6, Crescent commercial and multi-family real estate sales resulted in $15-1 million of proceeds and X201 million of net pie-tas 
gains recorded in Gains on Snles 01 Invwtments in Commercial and Ivliilti-Family Rwl Estate on the Consolidaled Slatemenls of Opmalions Sales primarily consisted of two office buildings at 
Potomac Yard in Washington. D C for a pre-tax gain o i S S l  million and land at  1 ake Reowee in Northwestern South Carolina for n pre-tnx gain of XSZ million. as well as several other large 
land tract sales 

During 2006, Commercial Power's sale of emission allowances rcrulted in proceeds of $1 36 million and pre-tax losses on sales of approximately $29 million, which was  recorded in 

Gains (Losses) on  Sales 01 Other Assels md Other. net. in the Consolidated Statements 01 Operations .These losses primarily relate to Commercial Power's sales of emission allowances that 
wcrc written up to fair value iii purchase accounting in connection with Duke Energy's mcrgcr with Cinergy iii April ZOO6 

The tramactions and amounts discussed above esclude assets that were held for sale and reflected in discontinued operations. both of which are discussed in Note 14 
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Notes 'Io Consolidated Financid Stateiiienfs-(Continued) 

4. Regmlatory Rfattrrs 
RcgU/i7tOrJ~. lsscts nnd Linbdmcs 

Subatantinlly 011 01 U S mncbiscd EIcctri~ find Gd>' operations ond certain portions 01 Commcrci,il I'oowcr's operations q$y the provi5ions of SFAS No 71 Accordingly, these 
busineSseb record as\eta and liabilities that result from the regulated r a t m a l i n g  proceas that would not he recorded under GAAP Tor non-regul.iterl entities See  Note 1 for further information 

Dulte Ihergy's Ile~wlatoly Assets nntl Liabilities: 

A, ofDecembri 31. 

Recoverj/Rcfuiid 

2008 2007 r e i  iod ~ i i c i s ( ~ )  

Gasification SCNICCS agreement buyout 201 8 

Vacation I37 12s 2009 

All regulatoiy assets and liabilities :ire excluded from rate base u n k s  otlienvise noted 
RecoveiyRcfund period currenil] unknown 
Includcd in rate base 
Included in Other Regulatoly Assets and Deferred Debits on :he C~nsoi ida ted  Balance Sheets 
Included in Other Current Assets on the Consolid;ited Balance Sheets 
hcludcd in Accounts Rcccivabk and O h  Assets on the Consolidated Bal;incc Shccts 
North Carolins portion of approximately $10 million to be recovered in rate:; through 201 2 Sce "Duke Energy Carolinas Rate Case" di!icussion below South Carolina portion to be 
recovered through future rates, although ultimate recovery period is  currently unknown 
Included in Other Current Asscts and Olliw Regulatory Assets and Delerrcd Dehits on ihe Consolidiited Balance Sheets 
lncludcd in Other Dcferred Credits nnd Othcr L iabilitics on thc Consolidatd Balnncc Sheets 
Earns a negative return 
included in Other Current L i;ibilities and Olher Deferred Credits and Other I. labilities on the Consolidated Balance Sheets 
IncludcJ in Accounts Payablc on the Consolidated Balmcc Sheets 
Included in Accounts Payeble and Other DeIerred Credits and Other Liabilities on  the Consolidated Balance Sheets 
Refund period will be detcrmined by the volume ofsa les  as U S Franchised ElecLric and Gas is currently refunding the 1i;ihility through retail sales 
Recovelylrefund is over the life of the assoctatsd assei or l iabil i t). 



DUKE ENERGY CORPORATION 
Notcs 'To C'onsolidntcd Entincid Stuteaients-(C'ontinucd) 

(p j  

(q) 
(r) 

(s) 

lncwretl costs were deferred and are being recovered in rates 1J S Franchised Electric and Gas is currently over-recovered fix tliese costs in the South Ciirolinn jurisdiction Refund 
period is dcpcndcnt on  volume of sales and cost incurrence 
I iability is estinguished over tlie lives nf the associated assels 
Approximately 895 million o i  the balance at December 31. 2008 relates to mark-to-market deferrals associatcd with open hedge positions at Commercial Power as a result of the 
reapplication of SFAS No 71 
Represents the latest recovery period across t i l l  jurisdictions in which Duke Energy operates Regulatory asset and liability balances may be collected or refunded sooner than the 
indicated d:ite in certain jurisdictiom 

Regrhror)~ A1 crgcr 4pproiwls 

Coqwration) 4s a condition to the merger nppro~111, the PUCO, the KPSC, the PSCSC and the NCLIC required that certain merger relnted savings be shared with consumers in Ohio, 
Kentucky. Soulh Carolina. and North Carolinii. respeclively l l ie  commissioiis also required Duke E n e z y  Holding C o p ,  Cinergy. V u t e  knergy Uhio. Uuke knergy hentuchy :inuior U u r e  
Energy Carolinas to meet additional conditions Although the merger itself was no1 subject to approval by the IURC, the IURC approved certain affiliate agreements in connection with the 
merger subject to similar conditions Key elements of these condition5 include 

O n  April 3, 2006, the merger between Duke Energy and Cinergy was consummoted to crente n newly-formed company. Duke Energy Holding Corp (subsequently renamed Duke Energy 

- Ilic PIJCO icquircd that Duke Energy Ohio provide ( i j  a rate reduction 01 iipproximately $1 5 million for one year to facilitate cconomic devclopmcrit in a time ol increasing nlcs and 
market prices and ( t i )  ii reduction 01 iipproximately $21 million to ils %is and c l e c ~ i c  consumers in Ohio for one year, with both credits beginning Jonuiiry 1, 7006 During the first 
quarter of2007, Duke E.nergy Ohio completed its merger related rate reductions and filed a report with tlie PLJCO to terminate the merger credit riders Approximately $2 million and 
834 million of these rate reductions were passed through to customers during the ycars ended December 51. 2007 and 2006. respectively 
The KPSC rcquircd that Duke Energy Kentucky provide $8 inillion in rate reductions to iLs cmtoiners over five years, ending when new ratcs are cstablislied in tlic next ralc casc nftcr 

January 1, XI08 Approximately $2 million of the rate reduction was passed through to customers during the years ended December 3 1, 2008, 2007 and .?(JOG, respectively 
T I i c  PSCSC rcquired that Duke Energy Carolinas provide a $40 million r ~ l e  retluction for one  year and a three-year extension lo lhe R u k  Power Marketing (RPM) prolit sharing 
arrangement The rate d u c t i o n  ended May 31, 7007 Approximately XI6 million and $23 million oftlie rate reduction w a s  passed through to customers during the years ended 
December 31, 7007 and 7ilM. rcspectivcly 
Tlie NCUC required that Duke Energy Carolinas provide ( I )  a rate reduction ofapproximately % I  1 S million Tor its North Carolina customers tlirough a credit rider to esisting base 
rates for a oneyear  period following tile close of the merger and ( i i )  81 2 million tv  support various low income. environmental, economic development and educationally beneficial 
programs, the cost of which was incurred in tlic second qutirtcr of 2006 [lie rate reduction endcd June 30, 2007 Approximately %63 million and $54 million of the rate reduction w a s  

p;i.ssed through to customers during the years ended December 3 I ,  2007 and 2006, respectively 
In its order approving Duke Energy's merger with Cinergy, the NCUC stated Uial  the merger will result in a significant change in Duke Energy's organizational structure which 
constitutes a compelling lactor that warrants a general rate review rherefore, as a condition of i(s merger approval and no later tliiin June I .  2007. L3uke Energy Carolinas \vas 
required to file D general rnte casc or demonstriite thal Duke Energy Carolinas' existing rates and chnrges sliould not be changed (see discussion under "Duke Energy Carolinas' 2007 
Rate Case" below) 
1 lie IURC required that Duke Energy Indiana provide a rate reduction 01 $40 million to its customers over a one  year period and $5 million over a five year period for low-income 
energy assistance and clcan coal technology In April 2006, Cit izns Action Coalition of Indiana. Inc , an intervenor in the mcrger procceding. filed a Verified Petition for Rehearing 
and Reconsideration claiming that Duke Energy Indiana should be ordered to provide an additional $5 million in rate reduction to customers I U  ha consisterit with the terms of the 
NCUC's orrlcr approving the merger in May 2006, tlie IURC denied the petition f ix  rehearing and reconsideration As of April 50, 2007, Duke Energy Indiana had completed its 
mcrgcr related reductions and filed a noticc with the IIJRC to tcrminate the rncrger credit rider Approximately $13 million and 827 million of the rate reduction \vas passed tluough to 
customers during the years ended December 3 I ,  2007 and 2WJ6, res]~ectively 
Ihe E R C  approved the merger without conditions 

* 

* 

* 

f 
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Notes To C'onsolidatetl Finnnciid Stateiiients-.(Continued) 

Rcsirictinnr mi thc Abiliii~ oftertoi i i  Suhsiiliiiries to Mnke Diviilmiils, .4diwnccr nnd L o n m  io Duke Eficrjy CorpornIintr As discussed above, on April 3. ZM16, Ilic merger between 
Duke Energy and Cinergy \vas consummn~ed A s  a condirion 10 ]he merger approval, the PLJCO, the KPSC, tlie PSCSC, the M I C  and the NCUC imposed conditions (die Merger Conditions) 
on  tlic ability of Duke Energy Camliniis. Duke Energy Ohio, Dukc Energy ILentucky and Duke Energy Indiana to transfer funds to Duke Encrgy through loans or advances. as well as  restricted 
amounts :wailablc to pay d i \dends  to Duke Energy Duke Energy's public utility subsidiaries may not transfer funds to the parent through intercompany loilns or advances: however, certain 
subsidiaries may translcr funds to the parent by obtaining approval ofthe respective state regulatory commissions Additionally, the Merger Cnnditions imposed the Tollowing resmctions on 
tlic ability nf thc public utility subsidiilrics to pay cash dividends. 

Diih Eiiwgi~ Corolt~m Under the hlerger Conditions, Duke EnerLy Carolinas must limit cumulative distributions to Duke Energy Corporation subsequent to the merger to (i)  the 
amount ol retained earnings on the day prior to the closing ofthe mcrgrr. plus (ii) any future exnings recorded by Duke Energy Carolinas subsequent to llie merger 

Dike Eiiergi Ohio Under the Merger Conditions. Duke Energy Ohio w i l l  not declare and pay dividends out 01 capital or unearned surplus witliout tlie prior autiiorizition of the PUCO 
Dike L ~ ~ i e , ~ ~ ~ ~ ~ i t i i ~ ~ ~ ~  Under the h,lergcr Conditions, Duke Energy Kentucky is required to pay dividends solcly out of retained earnings iind to milinlain ii minunurn of3596 equity in its 

Cl)pll'il alruclure 
Lhhe 1?51e1gi~Imlramr tinder the Merger Condilioni. D u i e  Energy Indiana shall limit cumulative tlrstributions paid subsequent to the DuLe bnergy-Cinergy merger to (I)  the amounl 01 

ret;iincd earnings on tlie day [prior to the closing 01 the merger plus (ii) any future earnings recorded by Duke Energy Indiana suhequcnt  to tlic mcrger In iiddition. Duke Fnergy Indiana \ v i l l  

not tleclare and pay dividends out 01 c;ipit;il or unearned surplus without prior authorizition oi the IlJRC 

including, but not limited to, minirnum working capital and tangiblc net worth rcquiremcnts 
A~1dition;ilIy. ccrLxn otlier subsidiaries nf Duke Energy have restrictions on  their :ibility to dividend, loan or advance funds to Duke Energy due to specitic I q n l  or rcgulatoty restrictions, 

At December .3!, 1oOS, Duke Ene@s consolidiited subsidiaries hnd restricted net assels of approximately $10 7 billion that may not he tronsl-erred 10 Duke Energy without appropriate 
;ipprov:iI based on the aforementioned merger condilions 

U S Iirnncliiwl Elccti ic niid Gas. 
Rnie Relnleillii/orr,tiilion The NCUC, PSCSC, iURC and KPSC approve rates for retail electric and gas services within their states The PUCO approves rates Tor retail gas and electric 

srrvicc within Ohio, cscept that non-regulated sellers of gas and electric generalion also are allowed to operate in Ohio (see "Commerci;il Power" below) l h e  FERC ;ipproves rates lor electric 
snles to whoIes:ile customers served under cost-based rates 

Used N u c l c ; ~  Vucl Llndcr provisions of thc Nuclcar \Vastc Policy Act of 1961, Duke Energy conlractcd will1 the Ecpnrtmcnl of Energy ( W E )  lor the disposal of used miclenr fuel The 
DOE failed to begin accepting used nuclear fuel on January 31. IWS, the date specilied by IIie Nuclear \Vaste Policy Act and in Duke Energy's contract with the DOE Duke Energy wi l l  
continue to safely manage its used nuclear fuel until tlie DOE x c e p t s  it In 1998. Duke E,nergy liled a claim with !he U S Court oi Federal Claims against the DOE related lo the mE's failure 
to accept commercial used nucloir fucl by the rcquired date Damages claimed iii the lawsuit were based upon Dukc Energy's costs incurrcd as a rcsult a i  thc D O E S  partial material breach of 
its contmct. including the cnst 01 securing additional used fuel storage capacity Payments made lo the DOE for cspected future disposal costs are based on nuclear output and are included in 
the Cnnsol idaled Statemenls oT Operations a s  Fuel Used in Elecvic Gener:ition and Purc1i;ised Power On March 5.2007, Duke Energy Carolinas and the DOJ reached a settlement resolving 
Duke Energy's used nucleiir luel Iitig;ition agiiinst die DOE The agreement provided for an initial payment to Duke Energy of approsimolely $56 million for ccrlain storage costs incurred 

, wiih ndditionii! amounts reimbursed annually for future storage costs 1 he settlcmcnt agreement resulted in a lprc-tax earnings impact 01 approsimately $26 million 
during the year ended December 31. ?Oi:Il, ol-which approsim;itely $19 million and $7 million were recorded as an ofket to Fuel Used in Electric Gcneration and Purchased PDWT, and 
Operation. hlaintenance and Other. respuctively. in the Consolidated Statements of Operations, with tlie remaining impact reflected wilhin Inventory and  Property. Plant and Equipment in the 
Consolirlittcrl Baliincc Shccts 
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Nurrh Cmolbin Clt.nii Air.4ct Cunipliiinnce In 2(1(12, die state ot-North Carolina passed clean iiir legislalion that froze electric utility rates from June 20. 200? to December 31, 2007 irate 
tree= period) subject tn certiiin conditions. in order tor Nonh Carnlins electric utilities including Duke Energy Carolinas. to signiticantly reduce cmissions or SO:! and NO, from coal-fired 
p v e r  plants in the stiite The legislation a l l owed  electric utilities, including Duke Gnergy Carolin:is. to iiccelcrate the recovery olcompliance costs by amortizing them iwer seven years 
(2003-2tN9) Ihe legislation ipro\idcd lor significant llesibility in the amount of ,innual amortization recorded, tillowing utilities to vary tlie amount iimortized, rvidiin limits, although the 
legislation docs require thal  a minimum d7( I?h o f t h e  originally estimated total cost 111 $ 1  5 hillinn bc amortized within tlie rate liimzc period (2002 to 2KI7j As discussed further below, under 
the I'artial Settlement of the Duke Energy Carolinas' 2(1117 rate case. clTective lonuary I ,  ?( i i iS.  Duke Energy Carolinas discontinued the amonization ofenvironmentiil compliance costs 
incurred pursuant to ihe Nonh Carolina clean air legislaiion and began capitalizing all environmental campliance costs above Ilie cumuliilive amortization charge oi $ 1  (15 billion recorded by 
Duke Energy Ciiro1in;is associoted \vi l l i  the North Carolina clean air legislation irom inception through December 31. 2007 Ofthis ;imount, Duke Energy Carolin:is' recorded amortization 
expense related to this clean air legislstion 01 apprnsimotely SI 87 million and $775 million during the years ended Deccmber 31, 2007 iind 2006, respecti \4y As of December 31, 20118, 

.pcnditurcs totaled iipprosimol 
ively, which iirc inclu~lccl withi 

,G(ll million. with approsirno 
ita1 cspciiditun-s in Net Cash 

35.5 million. MIS million nnd MiJ3 million incurrcd during th 
In Invcstiiig hciivitics uii tlic Consolidaicd Statcmcnts o i  Cas1 

rs cnilcd December 31. 2008. 2007 and 
vs In iiliiigs wi th  tlie NCUC, Duke 

Energy Carolines estimated i l ie costs to comply \villi i l ie legislation i ts approsiiniitely $ 1  8 billion (escluding my AFUDC) Actual costs may be liiglier or Iii\ver h i in  the estimate based on 
changes in constiuction costs and Duke Energy Carolinas' continuing iinalysis ol i t s  overall environmental compliance plan A s  required by the ieglsl;iIion, the NCUC considered the 
reasnn:hlcncss d n u k e  Gnerov Carolinas' cnwronmental compliance "Ian and Uie method for recovery nf the remaining costs in ii proceeding it initiated and consolidated wi th  a review of 
Duke Energy Carolina:;' 2007 b a e  rule!; (see "Duke Energy Carolinas' 2007 Rate Case" below) Arlditionally, federiil and state cnvironmcnliil regulations, including, among other things. tlie 
Clcan Air Interstate Rule (CAIR), (see Notc IS) .  iind 11 likely t'ederiil mcrcun' rule. could result in ndditionsl costs to reduce emissions irom Dukc Energy's coiil-1-ired power pliints 

Drrlie Eiicrgi* Cnroliiin?i' 2007 Rnre Cnso In lune 711t07. Duke Energy (lorolinas filcd an application with the NCUC seeking autliority In incrcitse 11s rates and chargcs for electric service 
in North Cnrolinn eifecl iw I m u i i q  I .  2 0 0 8  This nppliciitinn complicrl wid1 a condition impased by the N C W  in approving the Cinerg}, rnugcr O n  October 5 ,  211117, Duke Energy Corolinas 
filed an Agreement and Stipulation d h n d  Suttlcment (Partial Settlement) among Duke Incrgy  Carolinas, the North Carolina Public Staff, the North Carolina Attorney General's O r i c e ,  
C;irolina Utility Customers i\ssoci;ition l nc  , Carolina Intlustri;il Group for Fair Utility Rates 111 iind Wal-h*l;irt Stores East LP. for consideraiion by die NCUC The Partial Settlement. which 
included all paitics to the ciise. rcflcctcd agrccincnts on all hut ii few issucs in tliesc matters. including two significant issucs The two signilicant issucs related to tlie trcalnicnt of ongoing 
merger cost sawngs resultins from the Cincrgy inerger and ~Iie proposed ;imortiznticn of Duke Energy Carolinas' development costs related to GridSouth Transcn, L I  C (GridSouth), a RTO 
planned hy Duke Energy Carolinas and otlicr utility companies a7 a result of previous FERC rulemakings, which \vas suspended in XU2 and discontinued in ZOOS i i s  a result of mgalalnry 
uncertainty The Panial Settlement ani1 tlic remiiining disputed issues were presented to the NCUC for a ruling 

class, 5 11546-7 .W!b t o  the general class ;ind -3 85% lo tlic residential class of eustnnicrs with an c i i c t i v e  dale OS Innuaty I .  2008 Cinder the Pnrtinl Settlement, efi'ective Iiinuary I ,  Zf:I(lS, 

Duke E,nergy Caro1in;is discontinued the iinionimtion 01 the environmentiil compliance costs pursuant to North Csrolma clean air legislation discussed above and began cnpilalizing all 
eiivironincntal cninplinncc costs above tlic cuniulativc amortization charge of $ 1  i:I5 hillion as of Dcccnibm 31, 20i17 Ovcr the past five years, lhc average annual clean air amorti~alion was 

$21 0 million Ihe Piirtinl Settlement was designed to enable Duke Energy Carolinas to earn ii rate ofreturn of S 574b on a North Cnrolinn re i i i i l  jurisdictionnl rule biise and an 1 l?'o return on the 
common equity component of !lie ;ipprnved capital structure, which consists ofJ7Ua debt aind S i 9 0  common equity As pnrt of the settlemenl. Duke Energy Carolinas agreed la alter the then 
misting BPM profit sharing arrangement that  included a provision to share 5000 of [he North Carolina retail allocation ofthe profits irom certain wholesale sales of bulk power from Duke 
Encrgy Carnlinils' generating units t i t  miirkct bescrl rates f i c  Piiriiiil Settlement prnvidcd lor Duke Energy Carolinas to short 439C o i  tlic North Cilrolina retail nllocntinn ni  thc profits from 
BPM transactions lieginning Ianuary I, 2OOS 

mcrger savings ridcr and GridSoutli cob1 iii,ittcrs arc dibcusbed in ~ l c t a i l  hclorv For tlic 

The Partial Scttlement rellected nn agreed to  reductinn in net revenues and pre-tiis ci is l i  llows ot iipprosimotely 6210 million and correspondng rate reductions i o 1  1 2  7% 10 the industrial 

nie NCUC issued ILS Order Approving Stipulatinn and Deciding Nan-Seliled issues (Drder) on December 21) 2007 The NCUC approvcd the l?irtial Settlement in its entirety The 
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remaining non-seltleil issues ilic NCUC decided in Duke Energy C;irolinas' favor \L'ith r a p e c t  to !he merger savings rider and GridSouUi cosl  malters, llie Order required that Duke Energy 
Carolinas' iest period lor operating costs refleci an annualized level oi [lie merger cost savings actually experienced in the test pcriod in keeping with tr;iditional principles 01 riite making Tlie 
NCUC explained that because riitcs should be designed 10 rccovcr n reosoniihlc and prudcnt level of ongoing expcnses. Dukc Energy Carolinid annual cosl of service and revenue requirement 
should rellect, as closely as possible, D k e  Energy Cero1in;is' iictuiil costs I-lowever. the NCUC recognized that its treatment of merger sawngs ~vould  not produce a fair result Iherelbrc, the 
NCUC preliminarily concluded t l i i i t  it would recon~itler certiiin language in ~ L S  ?OUG nierger nrder in order to allow i t  to authorize ii I ?-month increment rider, beginning January 7008. of 
;ipproxiimately SKI) million dcsigiicd to providc n more equitahlc sharing cil tlic actual mcgcr  savings iichievcd on an  ongoing basis Adrlitionally, tlie NCUC coiicludd that  approsimalely $30 
million o i  costs incurred through June ? l I l i ?  in connection with GridSouth and rleferred by Duke Energy C;irolin;is, were reasonable and prudent and approved a ten-year amorliwtion, 
retroactive to June 7002 As a result 01-the retroactive impict of the ChJer, Duke Energy Carolinss recorded sn  approximate $1 7 million charge lo write-ofi a portion o i  the GridSouth costs in 
the lburth quoner oi 3x17 The NCUC did not allow Duke Energy Carolinas a return on die GridSouth investments As a resuit of its decision on the non-settled issues, the NCUC ordered an 
odditioniil reduction in iinnuill revenues oinpproximstely $54 million. disci  by its preliminary nuthorimtion of ii l2-rnonth, $SO million increment rider as discussed above The Order 
ultimately resultcd in ;in o\w;ill average rnle decrease of5?/, in 206.18. increasing to 79: upon espiration of this one-time rate rider On February 18. 200S. the NCUC issued an  order confirming 

< "'"y .-.I ' their preiiminary conc~usion regiirding t i le merger savings rider anii tne b b  i -id 

the rider eifc-ctivc January I .  7009 

rate applicntion iind its relevance to I h k o  Energy C:irdinas' rates in South Csrnlina On Jimuilry 31, 2008.  lhc ORS tiled 11s rcporl with the PSCSC, which concluded Uiat the outcome of the 
Noitli Ciirolina rate case k i d  no bearing o n  Duke Ericrgy (7;irolinas' rates in Soutli Ciirolina The PSCSC took no action with rcspcct to the report liled by Llic ORS 

At the rcqucst of the NCUC. the Public StaXperiorrned t i  r w i e w  of Duke Energy Ciiroliniis' Imisioi i  and ollier iwst-retirement bencfil iiliin costs, as  well iis Duke Energy':% linding ofthe 
plans The Public Staff f i l e d  its report on February 73, 20119 rccommcnding no change in Duke E.nergy Cxnlinas' methodology for espensing pension and other pnsI-retiremenl benefit cost. 

Dulie Etrergy Olrio Elfcrric Rnlf Filiiigs Duke Energy Oliio operated under a RSP. a m;irket-biised standard sewice offer approved by the PUCO in November .?004. from January 1. 
20115 through Deccmbcr 31. X M I R  In March 7iiil.i. t l ie OlTicc of the Clhio Consumers' Counsel (C)CC) appcaled tlie PUCO's approval of llic RSP to the Supreme Court of Ohio. which issued its 

decision in November 2111J6 11 upheld the RSP in virtually every respect but remanded to the PUCO on two issues Ihc Supreme Court of Ohio ordered the PUCO to support n certain portion 
of its order with reasoning and record e~ithence and to require Duke Energy (Xio IO disclose certain confidential commercial agreemenls with other paflies previously reqi~ested by the OCC 

Duke Energy Oliio has complied rvi i l i  die disclosurc onler 

compnnents, including the recowry of cosLs related to new pollution control equipment and capacity cosl. 

cuslomers an erilianced oppnrtunily to  avoid certain pricing components if they arc senwd by ii c o m p e l i t i \ ~  supplier The ruling iilso attempted to modifi the statutory requirement that Duke 
Energy Ohio transfer its Sencrating iissc~s to on exempt wholcsnlc gcnerntor (EWG) a n d  ordered Duke E n w a  Ohio to retain owncrship lor tlic rcmaiiiclcr oftlie RSI' period The niling also 
incorrectly implied that Duke Energy Ohio's non-residential regulatory transition charge (RTC)  will terminate :it the end 01 2tKlS On November 25, 1Q37, Duke Energy Ohia f i l e d  an 
application for rehearing on the portions 01 the PUCO's ruling relilting lo \vhelher cerlain pricing components may be avoided by customers. the right to transfer generaling assels, md the 
termination date n i  the RTC O n  December 19. 21107. t l i e  1'1JCO issued i ts  lintry on Rehearing granting in piirt and denying in piirt Duke Energy Ohio's Application for Rehearing Among other 
Ihings, the PUCO motlified snd cliirdicd the iipplicability oi  viirious rnle riders during customer shopping situations I t  also clarified thiit the residentin1 RTC terminates 01 the end v i  N O S  and 

terminates at  !lie end of 2i i lO and agreed t o  give further cnnsiiler:ition to whether Duke Energy Ohio may transfer i ts  generating assets to an ELVG 
Duke Energy Ohio l i l e d  ii notice 01 appeal willi the Ohio Supreme Court chiillenping a portion iif the PUCo's decision on ramand regarding Duke Energy Ohio's 
r permits non-residential customers lo civoiJ certain charges ,~ssociatcd with the cosL5 0 1  Duke Energy Ohio standing ready to SCNC such cuslomcrs if they return 

. .  

On December 12, 21.107. the PSCSC directed the South Carolina O l l i c e  01 Rcgulalory Stiiit (ORs) to provide a wntten report concerning Ihe NCUC's resolution of Duke Energy Carolinas' 

In October 2ii07. the PUCO issued 11s ruling affirming thc RSI'. with certiiin modilicntions. and maintained thc then current price rlie rulins provided lor continunlion of the existing riitc 

~ x i a t c d  with power purchase contracts to meet customer demxnd. but provided 

after being served hy 
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another supplier Duke Energy Ohio bclie\,cs the I'UCC exceeded its authority in modifying the charges that may b e  avoided. resulting in Duke Energy Ohio having lo subsidize Ohio's 
competitive electric market lluke Energy Ohio asked the Ohio Supreme Court to re\'erse tlie PUCO ruling and require thiit non-resirlentin1 cusiomers pay h e  charges associated with Duke 
Energy Ohio standing reody to sense them should they return from a compctiti\'c supplier On Mtiich 28. 2tO6. Duke Energy Ohio voluntarily withrlrcw its apptzil The OCC filed 11 notice of 
ap lxa l  challenging the PUCO's October ?I.11)7 decision as unlawrul and unreasonable i h e  OC(3 and Ohio  Partners for i\lTordrible Energy (OI'AE) also filed appeals rrom Uie PUCO's 
November 20. 2007 order approving Duke Energy Ohio's RSP riders Duke Energy Ohm in tenmxd in eiicli appeal Pending the Ohio Supreme Court's consideration of its initial app&d, the 
OCC requested that  tlic PUCO stay iinplcnicntation of the InIrastructure hlaiiileiioncc Fund charge in he c~IIec ted  lrom customers approved in the October 2007 order l l i c  Commission denied 
the OCC's request and tlie OCC filed a siiniliir request with the Ohio Supreme Court O n  July 9, 211118. the court denied the OCC's request to stay implementation of the Infrastructure 
Mnintenance Fund O n  April 3 0 ,  ZOOS, t l i e  Ohio Supreme Court griinted Duke Energy Ohio's motion to intervene in the OCC's ;appeal Oral iirgumenls were conducted on November 1 S, 2008 

O n  January 2. 2009, the PUCO filed a motion to dismiss t l ie action as mmit The PlJCO argued that tlie rates at issue in this matter cspired on  Innuaq  I ,  2009. with the implementation of Duke 
Energy Ohio's E,SP On Februiiry 19, 2OlJ9, the Ohin Supreme Court issued its decision on W C ' s  i i ~ y e i i l  The C)hio Supreme Court g r o n l d  the PU(3O's motion to dismiss ruling that beciiuse 
the challenged rate structure is no longer in effect, i t  can neithw order lower prospective vales nor order a refund 

standard service olTer through an ESP, which would i i l ln iv Tor pricing structures similar t o  the current RSP Electric utilities arc rcquireil to file an ESP and may also f i l e  on application for a 

market rate option (h,lRO) at the same lime The  h.070 i s  ii price deteriniiieil through ii c o m p c t i t i \ ~  bidding process I f i i  ALRC) price is apprnved, tlic utility would hlcnd in t l ie RSP or ESP price 
with the blRO price over a SIT- to ten-year period. subject to the I'UCO's discretion SB 221 provides for Uic PUCO to approve non-by-passiible c1i;irges for new generation, including 
consrniction i+,ork-in-procas from the riutsc! of coiistruction, as part of ;in ESP I'hc neiv lii iv grarits Ihc PUCO ~1i.scrctir~n lo npprow single ISSUC i n k  acljustinenls to distribution and 
transmission mtes and estiiblishes new alternative energy resources (incluJing renewuble energy) ~~oi?iol io :itiindnrds, such 1h;it the utility's porUblio must consist 01 at lens1 ?E% ol these 
resources by XJ25 SI3 ??I also provides a separiite requirement for  energy efficiency, which inus: reduce 22% o i  a utility's l i ~ o r l  by 21125 The uliliiy's earnings under tlie ESP can be  subject to 
;in annual earnings test and the PlJCO niwt order a r d u n d  if it  finds that the uti l i~y's e;iriiings signiI-ic;intly esceeil the earnings of benchmiirk cornponies wilh similar bustnss and financial 
risks The earnings test acts as a cap to the ESP price S B  221 also limits thc ability n f  a utility to transler its designated gcncrsting assets to an E\VG absent PLJCO approv;il 

New legislation (SB ??I) was lpassed on April 3, Zi lOS and signed by the Governor oiOhio on A h y  I .  ZlluS ' l ' l ie new laiv codilics tlie I'UCO's authority to approvz an electric uttlity's 

O n  July 31, 20OS Duke Energy Ohio filed ii new gener;ition pricing formula 111 he eflkcti\'e Ianuiiry 1. ~ i i i l 9 .  when tlie current RSI'eslbired Among other things, the plan provides pricing 

O n  October 27. 2006 Duke Energy Ohio filed a Stipulation and Recommentlation (Stipiil;ilinn) lor  considcration by ibc PUCO regarding Duke Energy Ohio's July 31, 10l)S ESP filing 
mechanisms for compensation relalccl to tlie advanced energy. renewables and encrzy efiiciency portfolio rtand~irds established by SB 221 

The Stipulation reflected agreement on  dl hut two issues and was I i l d  with the support ol most ol the jiiirties t o  th is proccc~ling In addition to the Stipulation. the ability for residential 
governmental aggregation customers to ovoid certain charges and tn  receive a shopping credit was presented to the PUCO for a ruling Pirties to this procecding who did not support the 

Stipulation were free to litigate any, or all. issues 

termination ol the residential and nnn-residential R l C  Such amnun& result in n residential net rate increase of 19.0 in 2009 and in Xilii, and a non-residential rate increase of B o  in 2009, Xil0 
and 201 1 The Stipulation also iillnws tlie recovery 01 espcnditurer incurred to deplny SmwtGrid inlrostructure moilertuzation technology on tlie distribution system 'The recovery of such 
expenditures. net nf savings. is subject to an annual residential revenue cap Further. ihc Strpu1;ition a l l ows  lor die implemeniation of a new energy eiiiciency compensation model. referred to 
as Save-A-Watt, to ochievc tlie energy efficiency mandiite pursuont to the recent electric e n e r g  legisistion I h e  criteriii customers must meet to he exempt from Duke Energy Ohio's program 
was also presented to t l ie PUCO for it wling in this case Also under the Stipulation. I h k e  Energy Ohio may riel-er up to $50 million orcertain operation and miiintenance costs incurred at  the 
W C Beckjortl generating station and amortize such costs over a three-year period 

The ESP hearing occurrcd on November 10, Xi(% On Dcccmhcr 17, 2008. the PUCC issued its linding and nrdcr resolving the tivo litigated issues and adopting o modified Stipulation 
Specificnlly, the PLJCO mmlilied the Stipulation to permit certain non-resiilcntial custnmers to opt <>\it 0 1  utility-sponsored energy efliciency initi;itivcs and to allow residential governmental 
iiggregation customers whn Iea\.c 

Thc Stipulation agrees to ii net increase in base generation rcvciiucs 01 approsimalcly 536 million. $74 million iinil $98 million in 2009. X I I J  ;tiid 2IJl 1 ,  respectively, including 
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Duke Energy Ohio's system lo avoid some charges Applications ior rdicaring of the PUCO's decision h a w  been f i l cd  by eni'ironmental groups and  a residential customer advoc;ite croup On 
February I I, 20119 the PUCO issued en Entry denying !he rehearing requests 

As discussed iurthcr below within "Commercial Poiver" and in Note I ,  81s n result 01 tlic approval d the ESP, e i l ~ c t i v ~  December 17, ?UOS. (?omincrcial Power renpplied SFAS No 71 to 
certain portions 01 its operations 

Dirlie E n q y  Ohio Gns Rete Cnsc In July 2007. Duke Energy Ohio iiled an  ;ipplicauon willi llie IWCO for ;in increase in its base rates iflr gas s e n w  Duke Energy Ohio sought an 
increase of approsimatcly $33 million in rwcnuc, or approxima 
associated with the accelerated gas main replacement program 
million in revenue The StalrReporr also recommended approval tor Duke Energy Ohio lo continue trncker rcrovc.0. 0 1  cns1.s nssoci:ilc.d ivilh !he arcelernled gas main replacement progr;m On 

February 2s. ZOLOS. Duke Energy Ohio reaclicd a settlement agreement with the PllCO Star1 and all ol !lie inten'ening pxl ies  on its request Tor an increase in nalural gas base rtitcs l h e  
settlement colled for nn iinnuiil revenue increase ol opprosimstely $1 8 million in biise revenue, or 3% over current revenue. permitted continued recovery of costs through 201 8 ior Duke 
Energy Ohio's accelented gas  main replacement proyam and permitted recovery oicarrymg costs on gas stored underground via 11s monthly gas  cos1 adjustment filing The settlement did not 

. L  ""I resolve a proposed rate design lo r  residentl;il cuslomers. Which involved moving more 01 tlie lixed ctiargcr 0 1  pro\Wiiig p i s  SL- 

equipment, billing and meter reading, from the per unit charges to the monthly charge O n  hfay 28, XKM, tlie PUCC) approved the settlemenl in its entirety and the proposed rate design C)n 
lune 28, 2008, l l i e  OCC and OI'AE filed Applications for Rehearing opposing the rate rlesign On luly 2.3. 2lllJS the Ohin Commission issued ;in Entry denying the rehearing requests of ( X C  
and OPAE On September I6 and 19, 2008 iapectively,  OCC and OPAE filed their notices nl'appeal to the C)hio Supreme C~iurI npposing the residential rate design issue At this time, Duke 
Energy Ohio cannot predict ivhcthcr the Ohio Supreme Court \vi11 rcvcrsc tlic PUCO's decision ol h,lay 38. 21.108 

nulie Eticrgp Ohio ElcctricDistribuh'on Rnte Cnsc O n  lune 25. 1008, Duke Energy Ohio Iiled notice \vith the PIJCO !hot i t  will seek ii rnte increase for eleclnc delivery service of 
approsirnately $86 million, or 3 846 on total electric revenues, to be eifective in the second quader 101 2009 t\mong other things, the rate request includes 3 proposal to increase the monthly 
rcsidcntinl customer charge from 61 5 0  to $10. with an  offsetting reduction in the usage-based charge This change in  rate design will make customer bills more wen throughnut the year Duke 
E.nergy Ohio also proposes a distribution moderniwtion tracker thot would allow smaller annual increases to reflect increased invcstmmit in the delivery system On December 22,  2U08. Duke 
Energy Ohio filed an application requesting deferral oiapproximately S I  million related to damoge to its distribution s m Ironi a September 14, 2iiOS windstorm On January 14. 2009, the 
PUCO granted Duke Energy Ohio's ileferral requesl Accordingly, a regulatory asset ivas recorded as 01 December 3 1 .  211118 ior $51 million The stall of the PUCO issued n SlalTReport in 

January 2009 recommending an increase of approximately $54 million to %Z million associated with the Ohio distribution rate ccise nie stalT repon did not recommeiid approval oit l ie 
distribution modernization trnckcr The  report also recommended npprovnl o i a  rider to rcco\'er the dcferred stnrm costs from the September 14, 2iOS \vylnclstonn and recommended n iuture 
hearmg be established to evaluate the wmLstorm related costs and implement a rider An widentinry h e m n g  with PUCO IS scheduled to begin on hhrch  51, 2009 

nrrlieE~~~rg~,ECennrc~ri, Gns RmeCnses In 2002. the KPSC tipproved Duke Energy K.cntucL$s gas base rate case which included among other tlitngs, recovery o i  costs associated with 
an accclenlcd gas main replacement program Ilic iipproval authorized il tracking inecliaiiisin to recover cenimi cobti including depreciation and J rate of return on the program's capital 
expenditures Ihe K.entucLq Attorney General appealed to the Franklin Circuit Court the KPSC's npprowl of the  tracliing mechanism as well tis the KPSC's subsequent :ipprovol o i  annual rate 
adjustmenls under t h i s  t ack ing  mechanism In 200.5, bolh Duke Energy Kentucky and the KPSC requested that tlie court dismiss these cases 

In February 2005. Duke Energy KentucLy filed a gas base rate cnsc with the KI'SC requesting approval to continue Ihe tracking mccliiinism and fix a $14 million annual increase in base 

7?a, to be efiective i n  tho spring 01 ?I1118 The ;ipplicatioii also requested approval to continue tracker recovery of costs 
;iiT of the PUCO issued ii StalTReport in I h e m b e r  2007 recommending an increiise o i  approsimntely $14 million to 620 

. .  

mle5 A portion of the increase is nttributoble to recovery of the current cost o i  the iiccelernted gas main replncemenl program in biise rates In lune 2iXJ.5, the LcntucLy General Asscmbly 
enacted K.entucLy Revised Statute 218 509 (KRS 278 509), which speciTically authorizes h e  KPSC to apprix'e tr:lcker recoveiy Tor u1ilities'g:is main rep1:icement programs In December 
2005. the KPSC approved an  annual m e  increase of % S  million and re-approved the tracking mechanism tlirough 201 1 In FeBruaiy 20116. llie Kentucky Attorney General appealed the KPSC's 
ordcr to the Franklin Circuit CourL, claiming that the ordcr improperly allows Dukc Energy Kentucky to incredse its rates Cor gas main rcplacement costs in between general rate cases, and also 
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claiming U i a l  the order improperly alloivs Duke Energy Kentucky to earn a return on investment ior I l ic  cosls recovered under the 1r;icking mechiinisni n'hicli permils Duke Energy Kentucky lo 

recover its gas main replacement costs 

which were approved prior to the enactment ofFRS 278 509 in 1M15 To date, Duke Energ). Kentucky has cnllected alyrnxim;rtely $9 million in annual rate adjustments under the tracking 
mechanism Per the ECFSC order. Duke Energy K.entucky collected tlicse revenues sulyect to d u n d  pending the final nulcwne of this litigation Duke Energy Kentuchy and the KPSC have 
requested that the Kcntucky Court of Appeals grant a rehearing iii iLr decision On Febiuary 5. 1009. tlic KcntucLy Court 01 t\ppe;ils denicd tlie rclieariiig requests d bnth Duke Energy 
Kentucky and the KPSC Duke Energy Kenhichy is filing a motion for discretionary review to the Kentucky Supreme Court on or about h,ltirch 6 ,  1009 

Etrcrgy EJficimqt In May 2007, Duke Energy Carolinas iiled i ts  Save-A-Watt energy elTiciency plan with tlie NCUC seeking :ipprowil to implement ne\\' energy eiliciency programs. a 

new regulatory recovery model and a rate rider llic plan recognizes energy cfl-iciency as a reliable. valuable resource that is a " l i f i h  IucI". that should be /part o i  the portloli i~ available to meet 
customers' growing need for electricity along with coal. nuclear, naturiil gas, or rene\viible energy The  plan would ci)mpen:iirte Duke Energy ('aroliniis fix veriiied reductions in energy use and 
be available to all cuslomer groups The plan contains proposals for several different enerbg efficiency programs Customers would pay for cncrgy efliciency prograins w i t h  an energy 
efficiency rider that \vvould be included in rhea p a v e r  b i i ~  and artjusted annually 11ie energy siiiciency riusr ruo@illie iiiiscd ui1 

needed as a rcsuh o f t h c  s u c c c s  of Duke h c r g y  Carolinas' energy clTicicncy cflbrts The plan is cmsistcnt with Duke Gncrgy Carolinas'  public commitmcnt to invcst I "6  oi its annual retail 
revenues from the sale oielectricity in energy ea-iciency programs subject to the opproprinte reguliitory treatment n i  Duke E n e r a  Carn1in:is' energy eiliciency investments Pietlmont Natural 
Gas Company and Public Service Company of North Carolina, Inc raised cerlain concerns regarding tlic incentives olYercd 10 1 h k e  Energy Cernlinss' ctistorncrs under 1Ls proposed portlblio or 
energy enicicncy programs In June 2008, Duke Energy Carolinas filed scttlcinent agrecmcnls resolving all issues with tlicse partics Dukc Encrpy (3aroliniis l i i i s  not reiichcd scttlerncnt with 
any of the other intervenors The evidentiary hearing occurred the week of July 26,  2OOP and concluded on August I S, 2OOS Duke Energy Ciuoliniis \viis unable to reoch a settlemcnt with any 
party to the proceeding On October 7, 2006 Duke Energy Carolinas filed its proposed order and legal briel with tlie NCUC 

O n  February 76, 2009. the NCUC issued an order approving the proposed mergy eilicicncy programs as new programs eligililc lor incentives iiiitlcr Norlh Carolina's ZOO9 energy 
legislation The NCUC requested additional information regarding thc earnings potential under its proposed S a \ ~ - A - \ \ ~ a t t  recovery mcchanism bclbrc ruling on th i s  issue.  however. i t  

authorized Duke  Energy Carolinas to implement its proposed energy eiliciency rider pending linal resolution and subject In reiund 

In August 2007, tlic Franklin Circuit Court consolidnlcd ,111 thc pending appmls iind ruled that  the KPSC lacks lcgal nuthonty to iipprovc the gas miiin repliiccmcni tracking mcchonism, 

O n  February 2 5 ,  2009, Ihe PSCSC issued a directive rejecting Duke Energy (';irolinas' S;ive-A-\Valt encrgy cniciency plan. which wu filed wiUi  Uie PSCSC on September 7s. 2007 

O n  July I I ,  2007, the PUCO approved Duke Energy Ohio's Demand Side h4aongement/Energy Etlicicncy Program IDSM Program) 7 lie DSM pr,rograms !vcrc 1ir.sl proposed in 2006 and 
wcrc endorsed by thc Duke Energy Community Piirtnership, which is a collaborntivc group made up oi rcpresent;iti\u oi orgiininitions intcrested in cncrgy cnnscn'ntion. cflicicncy and 
assistance to low-income Customers The program costs are recouped through a cost recovery mechanism that w i l l  he adjusted annuslly 10 reflect the previous yetir's activity Duke Energy Ohio 
is permiited to recover lost revenues, program cosis and shared savings (once the programs reach 65?b 01 the targeted savings level) thriiugh the cost recovery mechanism based upon impact 
studies to be provided to tlie Stall of tlie PIJCO Duke Energy Ohio filed llic Save-A-\Vat1 Energy EU'icicncy Plan as part oi 115 ESP lilcd \villi PUCO on July 3 1,21:KJ8 (discussed above) A 
Stipulation and Recommendation ior consideration by the P I C 0  regarding Duke Energy Ohio's ESP filing, including implementtition 01 Save-A-\Vnlt, \viis filcd on Octnher 27, 1006 The ESP 
hearing occurred on November 10, 200s On December 17, 2008, he  PUCO approved the ESP, mcluding ;illowing inr Lhe imp1emcni;ilion o f  ;I new Save-,%Wall energy efticiency 
compensation model I-lowever. tlie PUCO determined that certain non-residential customers may opt out o i  Duke Energy Ohio's energy ell-iciencv initiiitive Applic;itions fix rehearing of this 

decision have h e n  f i led by environmental groups and a residential customer advocnte group 

the plans in North Carolina and South Carolina. Duke Energy Indiana seeks approval of ii plan tliat wll be av;iilable to all cuslnmrr groups and wi l l  compensate Duke Energy Indiana ior 
vcrificd reductions in cncrgy usage Under the plan, customcrs would pay for energy eiliciency programs Ihrnugh an energy efficiency rider that would be inclurlcd in their Ipoiver bill and 
adjusted annually through a proceeding before the IURC I h e  energy efliciency rider propxal  is lxised on tlie ;ivniderl cost oigener;rtinn not needed ;is G result oi tlie success nl Duke Energy 
1ndi;ina's energy efficiency programs A number of parties have 

In October 2iJ07, Duke Energy Indiana filed its petition with the IURC requesting approval d an alternative regulatory plan 10 increiise its energy elliciency enbrLs in the state Similar to 
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intervened in the proceeding On May 29. 2008 Duke Energy and Vcctren Energy Delivery of Indi;ina, Inc liled a sti]~ulaUon and  selllement agreement in tlie proceediiig On August I .  1008, 

Duke Energy Indiana reached a senlcrnent agreement with the OUCC resolving all issues in tlie proceeding I h e  settlement agreement was filed with the IURC on August 15, 2lJ08 On 
October 31, 2008, Duke Energy Indiana rcached a settlement agreement with Nucor Corporation, Steel Dynamics, Inc and  thc Kroger Cnmpany resolving dl issues in the proceeding The 
settlement agreement was filed with the IURC on November 3, 2008 On January 15, ?00?, Duke Energy Indiana entered into a settlement that  amended the October 31, ?I 

adding two additional intervenors to the settlement - the Indiana Industrial Group and Wal-klart Stores. Inc Duke Energy Indiana has no! reached a settlement with one inlenennr in the 
proceeding. the Citizens Action Coalition o i  Indiana, Inc An evidentiary hearing with the IURC is sclicduled to occui- 111 tlic f i r s t  quarter of 2009 

O n  November 15, 2007, Duke Energy Kentucky filed i(s annual application to continue existing energy efyiciency programs, consisting oi nine residenti;il and two commerci;il and 
industrial programs, and to true-up its gas and elecvic tracking mechanism for recovery oilosl revenues, program costs and shared savings On FebnLwy 11,  2008. Duke Energy KentucLy liled 
a motion to amend i& energy elliciency progrnms and applied to reinstitute ii low income Home E,ncrgy Assistance Program The KPSC bifiircated the proposed Mome Energy Assistance 
Program from the other energy eiiiciency progriim:; On klny 14, 2 M S ,  the KPSC approved the energy efficiency progroms On September 2 5 ,  7(lilS, the 1;PSC opprnved Duke Energy 
Kentucky's Home E,ncrgy Assistance program, r n k i n g  it available Tor customers at or below 150Yb ofthe federal poverty level  On December I ,  XIOS, Duke Energy Kentucky liled an  
applicalion for a Save-A-Watt Lnergy l!l'liciency Plan 'The application seeks if new mergy efficiency recovery mecliiinism similar to whnt was propnsed in U11i1i and lnuiana An svioentinry 

hearing with thc KPSC is expected to occur in tlie third quarter of 2009 

include expansion of tlie annual fuel clause mechanism to include recovery of costs of reagents (e g , :immoni;i, limestnnc, e!c ) tha t  are consumed in the operation n l  Duke Energy Carolinas' 
environmental control tcchnologics Thc cost of reagents for Duke E n q y  Carolinas in 2008 was $24 rnillion and IS expccted to be approxim;itcly W J  milliim iii 2flU9 With  
this legislation. Duke Energy Carolinas will be  allowed to recover the South Carolina portion 01 t h a e  costs, incurred on or iilter kluy 3, 2007, through the luel cliiuse The I C  
includes provisions to provide assurance of cost recovery related to a utility's incurrence of project development costs associated with nuclear baseload fenemtion. cost recowry assurance for 
construction costs associated with nuclear or coal baseload generation, and the ability to recover financing costs for new nuclear baseload generation in rates during construction through a 
rider The North Carolina General Assembly also passed comprclicnsivc energy legislation (SB 3 )  in July 2007 tha t  \vas signed intn law by the Governor on August XI, 2007 rhc North 
Csrolinn legislation allows utilities to recover the costs of reagents and certain purch;ised power costs through the annual fuel clause 1 ike tlie South C:irnlmn Iegisl;ition, the North Carolina 
legislation provides cost recovery assurance. sul)~ect to prudency review, f-or nucleiir project developrnmt costs as w e l l  a s  haseloiitl generation conslruction costs A utility may include 
financing cos& related io construction work i n  progress for b;iseload plants in a rate case The North Carolina legislation also establishes ii rencwnble energy and energy eniciency portfolio 
standnrd (REPS) for electric utilities at 3 Y b  oi energy output in 2012, rising grndunlly to 12 500 by 2021, and grants the NCUC aulhority to approve an energy efficiency rille rider to 
compensate utilities for new energy eniciency programs that they implement, as well as  a REPS rider lo recover incremental costs incurred to comply with the renewable portfolio sh?ndard On 
February Z?. ZOOS, the NCUC adopted new rules and modified existing rules to implemenl the legislation 

application seeks authoriwtion to i n ~ e s ~  approximately $100 million to install approximately 850 solar PV licilitics on cuslorner rooflops and other customer and company nwned proper')' 
over a two-year period, resulting in ii total generating capacity of 20 bRV If approved, the program would enable Duke Energy Carolinas to partially sat isty the Renewable Energy Porttolio 
Standard (REPS) established by SB 3 I t  will also enable Duke Energy Carolinas to evaluate the role oi distributed generalion ion Duke Energy Carolinas' electrical system and gain experience 
in ownins and opernting renewable energy resources Because the Program involves the construction of electric Senerating incilities. the NCUC must issue a Certificate oi Public Convenience 
nnd Necessity (CPCN) to Duke Energy Carolinas before it may proceed On October 20, 200s. Duke Energy Carolmas f i led rebuttal testimony, agreeing lo reduce the size of the program to an 
investment of approximately $50 million to install a total generating capacity o i  10 blW to address concerns raised hy other [parties to the proceeding i h e  NCUC hcld a henring on this matter 
on  October 23.2008 On December 31, 2008, the NCUC issued ils Order Granting CPCN Subject to Conditions The conditions are ( I )  reduction of the program size from 20 hRVs 10 10 LRVs 
(as previously agreed by Duke Energy Carolinas). and ( 2 )  limiting program costs recoverable through the REI'S rider iprogram . equivalent to the cost $01 tlie third place hid in Duke E n e r g  
Camlinas' 2007 reqtie'it for prnposal for renewable 

2007Noi~ll Cnrolirrn nrrrlSourlz Cnrolitrn Lqis lnt iot~ .  South Carolina passed new energy legislation (S 4 3  I )  which bec;ime efiective May  5 ,  2007 A key clement (of the legislation 

Re~.ni.,i,rrbleR~~.soarces On lune 6 ,  3008, Duke Energy Carolinas filed an application with the NCUC lor approval 01 a Solar Photovoltaic (PI') Distributed Generation Program The 
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energy The Order leaves open the opportunity to recover the ~SCCSS costs Uirough ocher recovery mechanisms On January 29, 2009, Duke Energy Carolinns iiled a motion for reconsideration 
asking the NCLJC to either eliminate tlie condition limiting recovery of the program costs through the REPS rider or provide Duke Energy C;irolinas with assurance that a11 costs o f the  program 
can be recovered through a combination of the IEPS  rider find base rates The NCUC has agreed to hold oral nrguineiils on i\.lorch 23, 2009 regarding reconsideration nl the cost recovery 
conditions OS the order 

Lkfcrrd ofCosrs On FehNary 4. 7iii19. Duke Energy Carolinas filed petitions with the NCUC and the PSCSC rcclucsting an  ticcounting order lo defer certain environrnent;ll compliance 
costs and tlic incremental cosLs incurred lrom tlie purchase of a portion of Salucla River's ownership interat  in the Catawha Nuclear Station Duke Energy Carolinas is rec]ucsting approval to 
defer in a regulatory asset account certain post-in-senrice costs that are being or will be incurred in connection with the addition of the Allen Steam Station flue gas desulfurization equipment 
related to environmental compliance scheduled to go  into service in the spring of 2009 and the purchase in September 200s o f a  portion of Saluda's ownership interest in the Catawha Nuclear 
Station The COSL? Duke E.nergy Caroliniis is seeking to defer are the incremental COSLS that are being incurred or will be incurred from the date these  asset^ are placed in service to the date 
Duke E,nergy Carolinas is authorized to begin reflecting in ratc3 the recovery of such costs on an  ongoing basis On February 25 .  1009, t he  PSCSC approved the deferral oi these costs 

C;ipil;il ILrpmsion 1'1'oJccls 
Ovcrri~w U S Franchised Electric a n d  Gas is engaged in planning ciforts to mcct projected load growth in its service territories Capiicity additions may include new nuclcar. integrated 

gasification conibincd cycle (IGCC), can1 facilities or gas-fired generation units Because ol the long lead times required Lo develop such assets, U S Franchised Electric m d  Gas i s  t;iking steps 
now to ensure those options lire a\~ailahle 

IMNimn Srrifcs L.cc 111 Nirclerr Srntion On Dcccmbcr 12. 2007. Duke Energy Carolinas Siled an  application with the Nuclear Regulatory Commission ( N R C )  for a combined 
Construction and Olxrnting L icense (COI.) for two Westinghouse APl000 (iidvnnced passive) reiictors for the proposed William States Lee Ill Nuclear Station 01 a site in Cherokee County, 
South Carolina Each reactor is capeblc of producing approximately 1,I I7 Iv%V Submitting the COL application does not commit Duke Energy Carolinas to build nuclear units On 
February 25 ,  2008, Duke Energy Carolinas received confirmation Srom the NRC that its COL application h a s  been accepted and docketed lor the next st;ige of review O n  June 27 7008. the 
Blue Ridge Environmental Defense L cague (BREDL) iiled a petition to intervene in the COL. procecding before the NRC On September 22, 7008, the Atomic Safety and L,iccnsing Board 
issued a decision denying BREDL's Petition to lntcn,ene and Request for Hearing BREDL did not appeal the decision On December 7, 20117, Duke Energy Carolinas filed ;ippIic:itions with 
the NCLlC a n d  tlie PSCSC lor approv;il of Duke Energy Carolinas' decision to incur development costs associated with the proposed William States Lee 111 Nuclear Station The NCUC had 
prcvioaly approved Duke Energy's decision to incur the North Carolina allocable sliare of up to 81 25  million in development costs through 2007 nie 2007 requests cover a totill ol u p  to $1.30 
million in devclopmcnt costs through 2tXI9, which is comprised of .$70 million incurred through December 21, 2007 plus an  additional $160 million of nnticipiitcrl costs in 1006 and 2009 The 
PSCSC approved Duke Energy Carolinas' L ce Nuclear project development cost application on June 9, 200S, and the NCUC issued its approval order on June 11, 2006 On July 24, ?00S, 
environmental intervenors filed motions to rescind or amend the approval orders issued by the NCUC and the PSCSC. and Duke Energy Carolinas subsequently filed responses in opposition to 
the motions On August 13 and August 15, X I O X ,  the PSCSC and NCUC denied tlic cnvironmcntal iiitcwenor motion The NRC r w of tlie COL application is ongoing and the currcnt 
schedule concludes the COL may be granted in early 201 2 Duke Energy C;irolinas filed with the DOE Tor a federal loan guarantee Duke E.nergy Carolinas filed Part I applicat~ons in 
September 2008 and a Part I1 applicatioii in Decemher 2008 I1 ohlained, a federal loan guaranlee has the potential to significantly lower financing costs associated with the proponed William 
States Lee 111 Nuclear Station 

Cliffside Steam Station in North Carolina On March 21, 1007, the NCUC issued an Order allowing Duke Energy Carolinas lo build one SO0 h W  unit The NCUC's Order explained the basis 

for its decision 11) approve construction o i  one unit. with an  approved cost estimate of $1 93 billion (including AFUDC), and included certain conditions including providing lor updates on 
con..truction cost estimates A group of cnvironmcntal intervenors filed u motion and supplemcnlal motion for reconsideration in April 2007 and May 2007, respectively The NCUC denied the 
motions lor reconsiilerntion in lune 20(17 On February 29. 200S, Duke Energy Carolinas filed i ts latest updated cost estimate 01 81 S billion (excluding approximately XI-i 6 billion of AFUDC) 
lbi the approved ne\\' Cliflside IJnit 6 Duke Energy Carolinas believes that the o\wmll cost o i  Cliffside Unit 6 will he reduced hy approx- 

C l i f f d c  Unit 6. On June 2, ?(Ii:6. Duke Energy Carolinas liled an Ipplicntion with the NCUC for a CPCN to construct two 800 bIW state of the art coal generatian units at  its existing 
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imately $125 million in federd arlvanced clean coal tax credits. 21s discussed further Iielnw On February 20, 7008, Iluke Energy Carolinas entered into an amended and restated engineering, 
procurement, construction and commissioning services agreement, valued a i  approximately $1 3 billion with an  affiliate o f f i e  Shaw Group, Inc , of which approsimately $950 million relates 
10 piirticipolion in thc construction oIClill~ide Uni t  6. ivitli the rcmninder relnted to a lluc gas desuliurization system on iin existing unit at Cliffside 

begun In March 20115. four cantested case petitions were filed appealing the final air permit Duke E,nergy intervened in all four cases which have been consolidated A hearing is not espectcd 

bcl'nrc lhc end nl 2OU9 See Notc I8  lor a discussioii 01 a lawsuit iilcd by the Southern Alliance for Clean Energy, Environmental Defense Fund, National Parks Conservation Association, 
Natural Resources Delenses Council, and Sierra Club (collectively refened to as Citizen Groups) related to the construction of C l i n d e  Unit 6 

contesting die issuance o i a  wastewiiter discharge pcrnmit to Duke Energy Carolinas for the Clifkide Sicnm Station 'This matter has been settled and  the dismissal and setllcment document was 
f i led with the Ollice oi Administrative I-leiirings on hlnrch 4, 3K lS 

On October I?, 2(iuS, Duke Energy Carolinas submitted revised haztirdous air pollutant emissions determination documentation including revised emission source informalion to the , si"p, ,  clifr<i ,,,, , r n i ,  6 ,,n- I,,, :, 
minor source of ha7~rdous  air pollutants On October 24, 2lY!S, Duke Energy Carolmas filed to amend its air permit to include emission limits to assure the public o f t h e  minor source status of 
Clin~side Unit 6 DAQ held public hearings on lanuiiry 15, 2iN9, in Forest City, North Cnrolinn and lnnunry 31, 3009 in Statc:iville, North Cnrolina t o  allow public comment on D A Q s  proposal 
to find Cliffside Unit 6 as a minor source 01 lhazardous air pollutanls The mceting notices were accompanied with a draR permit that includes the minor source limils iind monitoring 
rcquircmcnts that make cfir limits cnlnrccahle A liniil pcrmit with minor source limits is cspccted in t l ie first quarter of 2009 

On Sanuary 29. ?OiIS. the North Carnlina Depirlment of Environmcnl and Natural Resources /13ENI7) issued a final air permit for Ills new CIifCside Unit 6 and  on-site Construction has 

On October 1 I ,  1007, Ihc environmenkil group N C Waste Awareness Reduction Network (WARN) ancl two individual N C WARN members filed ii petition against the DENR 

Dnir R i i w  Sfentn Bnrioit ntlrlUucli Sfmtti Sfnrio,! On June 29, 2007. Duke Energy Carolinas filed wilii Lhe NCUC preliminary CPCN information to construct a 620 iVRV combined 
cyclc natural gas-fired generaling lacility ti1 its r.xisting Dan River Steam Station, as well as  updated prelirriinary CPCN information to conslluct a 620  iVMi combined cycle natural gas-fired 
generiiting facility a t  its existing Buck Stedm Station O n  December 14, 3007. Duke Energy Carolinas filed CPCN applicittions for the two combined cycle facilities The NCIIC consolidated 
its cnnsidcr;ition o i t h e  two CPCN applications and held ;in cvidenliary hearing on the applications on Iv1;irch 1 1 ,  ?Oi ls  The NCUC issued its order npprovmg the CPCN applications for the 
Buck and Dan River combined cycle projects on June 5. 7OOS On May 5. ZO(18, Duke Energy Carolinas entered into an  engineering. construction and commissioning ServiceS apeemenl  for the 
Buck combincd cycle project, valucd at  approximately $775 million. with Shaw North Carolina, Inc On November 5,2008, Duke E.nergy Carolinas notified the NCUC that sincc the issuancc 
of the CPCN Order, recent economic iactors Iiwe caused increased uncertainty with reg:ird to forecasted load and near-term capital expenditures, which has resulted in a modification of the  
comtniction scherlule Under Lhe revised schedule. the Buck Pioject is cspected io be delayed fa r  a period of up Io one year and is currently onlicipaled lo begin operalion in single cycle mode 

in summer 201 1 ancl convert to combined cycle mode m Summer 201 2 The Dan River Project is espected to begin operation in combined cycle mode in 2012 as originally planned, but 
without ii phased-in simple cycle commercinl operation 

issued the permit with ;in unacceptable condition requiring siibmission ol a storm water plan belore engineering and project siting have determined the location of the facilities Duke E.nergy 
Carolinas challenged the permit and  thc matter has been rcsolvcd; DENR has issued a new permit acceptable to Dukc Energy Carolinas On October 15, 3008 DENR issued a final construction 
permit authorizing construction of the Buck combined cycle natural g:is-fired generating units 

The combined cycle niitural gas-fired generating racility at the existing Buck Steam Station will affect an isolated wetland. and Duke Energy Carolinns ;applied Tor a state permit DENR 

Ediiwdsporf Iiitcgrotcd Gmificah'otr Conrhitied Ct.clc Plnirf On September 7, 2006, Duke Energy Indiana and Southern Indiana Gas and E.lectric Company d/b/a Vcctren Energy 
Dclivcry of Indiana (Vcctrcnj filcd a jnint petition with the IURC sceking a CPCN lor t l ic  construction oi  a 630 MW IGCC power plant at Duke Energy Indiana's E,dwardsport Generating 

Station in Knox County, Indiimii nie petition clescribes the applicants' need for ndditional base load generating capicity and requests timely recovery of a l l  construction find operating costs 
related to the proposed generating station. including financing costs. together with certain incentive ratemaking treatment In April 2007, Duke Energy Indiana and Vectrcn filed a Front End 
Engineering and Design Study Report which included an updoled estimated cost for h e  IGCC project of approximately $2  billion (including approsimnlely $120 million of AFUDC) In lune 
2007, Vectrcn decided not to 
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proceed with the CPCN petition, and in August L007. Vectren formally wiilidreiv its participation in the IGCC plant In lune 20117. a hearing was conducted on the CPCN petition based on 

Duke Energy Indiana owning liW?b 01 the project On November 10, 7007, the IURC tssued iiiu order granting Duke Energy Indiana a CFCN for the proposed IGCC project, approved the cost 
estimiite oi $I  985 billion and approved the timely recovery n i  costs related to the project 1 lie lUllC iilso approved Duke Energy Indiana's proppsnl to initiiite a proceeding in lvlny 2008 
concerning proposals for the study of partial carhon c:ipture, s ~ ~ u e s t r a t i o n  and/or enhanced oil recovery for the Eclwarilsport IGCC Project On lnnuary 15,  2008, Duke Energy Indiana received 
the final air permit from the Indiana Department of Environmental h.lanagement The Citizens Action Conlilion o i  Indiana. Inc . Sierra Club. Inc . Save the Valley. Inc . and Vnlley Watch lnc . 
all intervmors in the CPCN proceeding. havc appeallcd the N R C  Order to the Indiana Court of Appeals and also appealed thc air permit The loin! Brief o i  tlic Appellants in the nppeal of (1?e 

CI'CN cast was filed on h h p  30, 2Ci08 and the Duke Energy Indiana Brief oiAppcllee wiis filed on luly 23, ?I)O8 in the appeal of the IURC CPCN Order On October 16,200S, the Indiana 
Court of A p p ~ d s  affirmed the lUI1c's grant 01 Duke Energy Indiana's CPCN petition On Nnvembcr 17, 2008, the same parties filed for a rehearing before the Indiana Court of Appeals, which 
was denied on Ikcember  17. 20lJS 'The time Tor addi~ional appeals has passed and this proceeding is now concluded 

On h h y  I. 3008. Duke Energy lndianii tiled its lirst semi-annual lGCC Rider and nngoing review proceeding with the IURC as required under the CPCN order issued by :he IURC in 
November 3007, which approved the IGCC Project In 11s filing. Duke Energy Indiana requested approval o f a  new cost estimate for the IGCC Project of$? 35 billion (including approximately 

On January 7, 2009, the IURC approved Duke Energy Indiana's rcquest, including the new cost atimatc of $2 3 5  billion, snd cost recovery associatcd with a study on carbon capture The 
OUCC filed a motion of c l d i c a t i o n  01 this nrder concerning t i  ratcmalang issue related to delerred lases The order \vas not othcnvise appealed The  IURC is anticipated to rule on the motion 
for clarification ol the ratemaking issue by the end oithe lirst quarter of 2009 On November 3, ZUOS, Duke Energy Indiana filed its second semi-annual IGCC rider and ongoing review 
procccding with the IURC Duke Energy Indiana WBS iilso rcquired to lile its phns for studying carbori storage relatlcd to the projcct within 60 days  o f  the order Under the CPCN order and 
statutory provisions, Duke Energy Indiana is entitled to recover the costs reasonably incurred in reliance on the CPCN Order Duke E,nergy lndinna has begun construction on the Edwnrdsport 
IGCC plant and entered intn a $200 million engineering, procurement and conslruction management agreement with Becl i te l  Power Corporation in December 200s in connection with the 
construction nf the plant 

$125 million of AFUDC) ;ind for approval ol'plans In study carbon capture as required by the IUli(:'s November L i J 0 K ' K - i  .I (.irder i \n eviuentiiiry nearing w i i s  conwcteu  uii - ," . 

Feilerlernl Adwticcrl Clcnn Con1 T x  Creilits Duke E n q y  has been awarrled approximately 61 7 5  million oi federal advanced clean coal tcls credits associated with ils construction o i  
Clin-side Unit 6 and sppmsimiitely $13-1 million of iederal advanced clean coal tax credits associated with its construction of the Edwardspr l  IGCC plant In March, 1008, two environmental 
groups. Appalachian Voices and the Ciinar) Coalition, filed suit against Uie Pederal government challenging the tas  credits awarded to incentivize certain clean coal projects Although Duke 
h e r g y  \vas not a party to the c x e .  the allegations center on the tiis incentives provide for Duke hergy 's  Clifkide project llue initial complaint alleged a failure to comply with the National 
Environmental Policy Act The lirst nmcndcd complaint, filed in August. 70118, added iin Endangered Spccics Act claim nnd d so  sought declnrntory and injunctive relief against the Ll S 
Department of Energy and the Ll S Deixirtment nf the  lreasury On November 10. 200S, the District Court dismissccl the case, finding that  plaintiffs lacked standing to pursue their claims 
Duke Energy anticipates that plaintifis will appeal this decision 

Other US .  Iirnncliised Electric :ind (;:is b1n:tcrs 
Ohio Riser Lenk ~lIveSh'gnfiiJ,l In April ?005. the PUCO issued an order opening ii statewide investigation intn riser leaks in  gas lpipeline systems throughout Ohio  The investigation 

iollowcd lour esplosions since 2CKI(i caused by gas riser leaks. including an  April 1000 csplosion in Duke Energy Ohio's senwe area ln November 2006. the PUCO StaO~rclwsed [he expert 
report, which concluded that  certain types ol  risers iire prone to leiiks under vnrious conditions, includlng over-tightening during initial installation The PUCO Stnii  recommended thnt nnturnl 
gas companies continue to monitor the situation and study the cause nf any further riser leaks to determine whether further remedial iiction is wananted As ofJanuary 1,2COS, Duke E n e r g  
Ohio bad iipproximately S7.000 oi these risers on its distnbution system 11 the PUCO orders natural gas companies to replace all oi these risers. Duke Energy Ohio estimates a replacement 
cost oiapprosirnately MO million As  part o i  thc rate case filed in luly 1007 (sue '"Duke Energy Ohio Gas Rate Case" above), Duke Energy Ohio requested approval from the PUCO to 
ticcclerate its riser replacement program The riser replacement p r o g a m  IS contained in the settlement reached with all intervenors nnd is expected to be completed a t  the end of 2012 

Purchase Agreement diitcd lvlay 33, 2iJ08 to the City o i  Orangeburg. South Ciiro- 
Cify ofOrotrgebiirg, Suutlr Cnmljm 1i"hd~snleSnle.s On lune 20, ZO0X. Duke Energy Carolinas filed notice with the NCUC that it intends to sell electricity at wholemle under a Power 
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lina. at tlie same level 01 Sirmness or reliability as it  provides to its retail customers ( I  e native load priority) This notice IS required by a condition imposed by the NCLJC in approving Uie 

Cinergy merger Duke Energy Carolinas requested that the NCUC accept and acknowledge tlie purchase power agreement without conditions lbgethcr with the advance notice. Duke Energy 
Ciirolinos ond Ornngehurg liled a joint petition for a decliiratory ruling that Duke Energy Carolinas' new wholesalc contracLs with native load priority will he trciited for ratemaking and 
reporting purposcs in the same miinner as eslsting wholesale contracts with native load priority rhis would mean that revenues from those contracts wi l l  h e  allocated to the wholesale 
jurisdiction and  costs will he  allocated to the !vholesale jurisdiction based on average system costs The NCUC Public Stall liiis filed its ohjcclion to the advance notice and joint petition The 
NCUC held a lienring on Uiis mattcr on November 5. ZOO8 Brick  and proposed orders were filed on December 30, 2008 Dukc Encrgy Carolinas is awaiting an order from tlie NCUC Duke 
Energy Carolines has also lilcd ;idvance notices 01 iLs intent to serve additional ivliolesale customers. the City of Greenwood. South Caro1in:i and I-Ia)wood Electric Membership C a r p ,  at 
native load priority 

and Distribuletl Renewable Generation Demonstration Project investments and rclnted costs along with a request to annually updi i te  distribution rates and include a lost revenue recovery 
mechnnism. Hearin% are anticipated lo hc  held in April 21709. 

Gibsoii Uii i lS  Oitfoge In a ZCOS fuel clause proceeding, the IURC granted B niotion by the Industrial Group ;ind Nucor Corporation to establish a subdocket to emnine whether 
imprudence in Duke Energy Indiana's maintenance practices Icd to a lorced outagc at Gibson Station Unit 4 during January-h,larch 2006 Thc outage contributed to notably higher fuel and 
purchased power costs during the outage A hearing on  this subdocket proceeding was held in January 2009 The IURC ;iuthorized Duke Energy Indiana to collect through rates tlie cos& for 
which it sought recovery in the subdocket proceeding sulject  to refund (similar to prior subdockets) pendins the outcome oi th is  new subdocket related to maintenance practices for Gibson 
Station Unit  -1 

Si?inrtCrid niirlDisnibirrrdRoiei~~nb1~ G C I ~ C I ~ ~ J I I  Drmoiistrm'on fiujrcr On May 23 2008. Duke Energy Indiana filed ii petition ivilli llie KJRC rcquesting approval for SmartGrid 

Coniii1crci:il Power. 
As discussed in Note 1, effeciive December 17. 2l:lOS. Commercial Power reapplied tlie prnvisions of SFAS No 71 to cunain portions of i ts  operations due to the passing o i S B  221 and 

the PUCO's approval 01 the ESP I-lowevcr. since certain portions of Commercial Power's operations arc not subject to regulatory accounting pursuant to SFAS No 71, reported results for 
Commercial Power are suhject to volatility due to the over- or under-collection of certain costs lor which recovery is not automatic under tlie ESP Commcrcial Power may he  impacted by 
certain of the regulatory matters discussed above, including h e  Duke Energy Ohio electric rate lilings 

FERC 209 ~Ipplicnrion On April 3, N O S  (sopplemcnted on  May 6.  XICIS), Duke Energy Ohio and certain alliliates filed an  application with tlie FERC requesting approval to transfer 
Duke Energy Ohio's electric generating facilities, some oiwliicli arc designated to serve Ohio customers, to alfiliiitc companies The  FERC filing, if approved, docs not obligate Duke Energy 
to make the transfer o i the  electric generaiing facilities, and does not impact Duke Energy Ohio's current rates On October IO, Zi3I8, Dukc 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 tlie FERC dial i t  believed tliat in light of those discussions good cause esistcd lor die FERC to extend the time to consider Duke Encrgy Ohio's Section 203 
application On October 17, 2006, the FE.RC issued an  order extending the time for the FERC to act on the application by 1 SO additionnl days, and ordered Duke Energy Ohio to inform the 
FERC ol Uie status 01- settlement discussions by November 16, ?008 As pan of the settlement that \viis approved hy lhe PlJCO on December 11, ZOO8 (see discussion above) Duke Energy 
Ohio agreed to withdraw that portion o i i t s  application for approval related to the triinsfer 01 its generating lacilities designated to serve Ohio customers and the PIJCO approved o i l h e  transfer 
Tor the rcmoining generating facilities Duke Energy Ohio filed a new application requesting FERC iipproval to transfer to nfliliate cornpiinks only the remaining generating facilities not 
designated to serve Ohio customcrs, which was  approved by the FERC on February 19. 2009 

PJBI I i i r ~ ~ ~ o n ~ i e c n ' u ~ i  Rrlinbilitv Pricing hIudc1 (RPM) D u e a l '  Cum]~Iniiit. On May 30, XIOS. a group of public utility commissions. state consumer counsels. industrial power 
customers and load sewmg entities, known collectively as the RPbI Buyers, fikd a complaint at FERC The complaint asks FERC to find that the rcsults ofthe three transitional base residual 
aucLions conducted by PIM to procure capacity for iLs 1?PM capacity market during the years 300s-201 I are unjust and unreasonable because, allegedly. they have produced excessive capacity 
prices, have lbiled to prevent suppliers l iom exercising market power, iind have not produced benefits cornmensunti: with costs In their complaint. the R P M  Buyers propose revised, 
administratively ilctcrmincd auction clearing prices Certain Duke Energy Ohio revenues during the years 21KlS--201 I are at  risk, as  Duke Energy Ohio planned to supply capacity to this mar- 
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kri  On July 11. 2008. Duke Energy Ohio liled a response io the complaint ~vi lh  the FERC On September 19, ZOOS. the FERC issued an Order denying the Buyer's complaint The I'ERC 
dismissed the RPM Buyers' complaint, iinding that. for the utinsition auclions. no party violated PJM's iariff ant1 the prices determined during h e  auctions were in accordance with the tariff 
provisions go\'eming tlie auctions On October 2tJ, 2W8. tlie RPkl buyers filed a Request Sor Rehearing with tlie FERC t l i i i t  roiscd Ihe some issucs as in the in i t ia l  complaint that wns denied by 
the FERC 

Otlier kkitters 
Pioneer 1r:irrsiiiission LLC Joint Vciiturc On August 8, 2OOS, Duke Iinergy announced tlie fixmation 01 a 50-50 joint venture, cnllcd Pioncer Transmission I.LC (Pioneer 

l~ronrmission). with American Elecuic Power Comlianp, Inc (AEP) 10 build and o]m;ile 240 miles of~~scin-high-volt;ige 765-kilovolI (KV) transmission l i n a  and related facilities in Indiana 
Pioneer Transmission \vi11 be regulated by tlie FERC and the IURC Both Duke Energy and AEP own an ec~ual interest in the joint venture and will share equally in the project costs. which are 
currently estimated at npprosimntely %I billion, orwhich npprosimntely $500 million is iinlicipntecl to be  finonced by Pioneer 'lrnnsmission find the remaining amount split equnlly between 
Duke Enerrrv and AEP. The toint venture i v i l l  operate in Indiana as a transmission utility and filed for rate approval for the project from the FGRC in the fourth quarter o f  200s. and will make a 

Iiling with the RJRC in Uie second quarter of 2009 The earlicst possible In-service date for the project IS in 2014 or 201 5 
r e t  On Novemhcr 14, XJOS, Duke Energy Kentucky 1xtitionerl the KPSC for pcnnission to create a regulatory asset to defer lor 

I'uture recovery approximately $5 million lor its expenses incurred to repair damage and restore sentice In its customers lollowing extensive storm-related damage caused by I-Iurricnne Ike on 
September 14. ZOOS The KPSC npproved the requested accounting order nn January 7, 2009 

5. Joint Ownersliip of Generating nncl 'Tronsntission Facilities 

joint o\\wership oi Cmwha  Nuclear Station. which is n iacility operated by Duke Energy Carolinas As discussed in Note 3, in September ZllOS, Duke Energy completed the purchase of a 
iportion oiSaluda's ownership interest in the Catawba Nuclear Station Under the terms of the agreement, Duke Enmgy paid opproxunntely SI SO million fix an additional approximnlc 7 percent 
owners;hip interest in tlie Catawba Nuclear Station 

Duke Energy Ohio. Columlius SouUiem Power Company, and Dayton Power B L ighl jointly own electric generating units and rel:itcd I~iinsmission facilities in Ohio Duke Energy 
Kentucky and Dayton Power A! Liglitjointly own an electric generating unit Duke Energy Ohio and \WPAjointIy own Vermillion Station Additionally, Duke Energy Indiana is a joinl- 
owner of Gibson Sttition Unit No 5 with \WPA snil Indiana hdunicipal Power Agency (IIVPA), as well os a joint-owner with WVPA and IAPA oi ccrtnin lndiana lrnnsmission properly and 
l nca l  facilities These facilities constitute part of the integrated triinsmission and distribution systems, wluch are operated and maintained by Duke Energy Indian2i 

Application Ibr the Es(nblislirirerit or ii Regulntnr 

Duke Energy Carolinas, along with North Carolina hdunicipnl Power Agency Number I, North Carolina Electric Membership Corporation and I'iedmont Llunicipal Power Agency, have 
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DuLe Energy's share ofjointly-owned plant or lacilities included on  the December 31 2009 Consolidated Baldnre Sheet were 8 %  lol lows 

Oiitier4iip PI opcriy, t'I.int, Acculilulaiell Consiruciloii W o i  k 
Sliiire Illid Equlplllftli Depi eciniioii in I'rogi PSS 

011 iiilllieni) 

Diikc Energy Carol 

Duhe E n c r a  Ohio 

Production 

 iti is on Station (Unit 50 1 153 1 

r n a n d  local ~'dc~lrt ie 

I~iternntional Enetgy 
Production 

(a )  
(b) 
(c j  
(11) 

Station IS nnt operated by Duke Energy Ohio 
Included in Commercial Power segment 
hcludcd in U S Frnnchiscd Elcctric and Gas segment 
Property, Plant and Equipment includes approximately $1 45 million that represents the net amount for the additional portion of Cntawb:, purc1i;ised from Saluda in Scptembcr 2008 
Accumulated Depreciation includes approsimately SI million. which represents estimated deprecintion irom the ell-ective date of the purcliasu o i  the additioniil ownership in Catawba 
through December 3 1. 2008 
Duke Energy's sliarc 01 revenues and operating cost7 01 the above jointly owned gcncrating Sacllities are incluilcd within the corresponding line on the Consolidated Statements of 

Opcmtionc, Each i~nriicipnnt in thejointly owned iacilitics must provide its own financing 

http://t'I.int
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6 Income -rnrcs 

Thc following delnils tlic components 01 income i n s  cspcnsc 

Incon1e l a x  Erpcllsc 

For Uic YC:IIS Ended 
Dccenibcr 31. 

2008 2007 2OOG 

(in million,) 
--- 

__ __ 3 7  --- Told income t,ix expense from exlraordinnq item 

o f  Opcra11on 

(a) Included in the "Total current income tiiscs" line ;iixlve is ii FIN 48 benclil re1;iting primarily IO ccrinin temporary differcnces 01 npprosimntcly M6 million for XKJB ~ l d  5245 million for 
20U7 

Inconie rrolll Cuntinuiig Operations belure Iiicunie T n w s  

FOI the 't'eurs Ended 
1)cceinber 31, 

2008 1007 2006 

( i n  i i i~ll io~i. i)  
-- 
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Rrconcili:itino el Incooic 1:im Expense :it tlir Ll S Tipdcr:il Sblirtosy 1:ix Rite Io (lie Ac1ir:il 'T:ir l irpei is~ Irnni Conlinoing Ope1 lt ions (St:Ilulosg Rille Reconciliation) 

For Ihr Years Eaded 
I)ecetiibrr 31, 

2008 2007 2006 

rota1 income til\ e\pense from continuing operations 

IXeciive tax riit 

717 E -150 616 $ $ 

During 2008, Duke Energy had tax benefits rehtcd to depreci:ltinn and oilier proper~y, plant and equipment related differences. such as AFUDCI equity, ofopprosimatcly $30 million, 
certain loreign reslructuring of approximately $15 million and ii manufacturing deduction or approximately 51s million 'These benefits are rellected in h e  above table in O l h M  ilems, net 

During 2007, Duke Energy had tax benelils related t o  the manulacturtnp deductton of approximately S 3 S  milllon, which IS reflected in the above table in  Othcr items, net During the year 
ended December 3 1, 20117, thc mnnufncturing deductim increased from 3?i to 69b on qu;ililicd production uctivilics 

During 1006, Duke Energy had  favorable tax settlements on research and develnpment costs and nuclear decommissioning costs of approsimately S3:t million, tax benefits relaied to lhe 

impairment of an investment in Bolivio nJ appmsimaiely 52.5 mlllion ond Ihe tax beneiirs related Io manufacturing deduction of approsimately % I 3  million Tile m;lnuincluring deduction \\'as 
crcoted by  tlic Aniericnn l o b  Crenlion Act of X t J 4  (the Act) l h c  Act prwidcr  n deduction Sor income from qualified domcslic production activit ia During the year ended Dcccmhcr 31, 2006, 
the Act provided f o r a  3% deduction on  qualified production nctivitics These henafils arc rellected i n  the above tnble in Other items. net 

Valuation allo\vances h a w  been established lor certain Inreign and state net (operating loss carryfonvards hat reduce deferred  ti^. assets to ai l  amount that will be rmltzed on a more- 
likely-than-no1 basis R e  net change m the t ~ l t a l  valuiitinn allowance is included in Ies differential on  loreign earnings and State income tax, net of Cederill income tiis elfecl in the above table 

Not Dererred Incoi:ie ' 1 : ~  L.i:ibilitg Caiiipoiieiits 

Dcceniber 3 1. 

2008 2007 

(iii millions) 

u 

Other (22) 

Ncl delerrcd income !a\ Iinbtlilie? (4,874) x (4,323) 
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Ihe above amounts have been classilicil in tlie Consolidatcd Balance Sheets as follows 

Dcfcrrcd l a \  Liahilitie\ 

Deccniber 31, 
'008 2007 

(in niilltunr) 

Deferred income t a w s  and foreign witliliolding t , ~ \ e s  h.ne not been prmrided on unrli4ributcd earnings 01 Duke Energy's foreign subsidiaries when such .imount\ arc deemed to be 
pem.mentlp reinvested The cumulative undistributed earning', a', of Deccmbsr il llIiJ6 on which DuAe Energ) ha, not provitled deferred mcome taxes and loreign withliolding tn\es IS 

approxunately $734 million 
DdeEneigy or its sub>idiories t i le income tax retunis in the U S u Ith feder.11 and \wious stilte governmentnl nulhorities snd in lorcign juri~dicIion*. 

Chnngcs to U I ~ I  ccognired T u  Bcncfitr 

znn8 2007 

I l i C l  c;i\cl I l lC l  cescl 
(DCcrcn\e) (Dccr ease) 

niillio 

s s  
Spin-off to Spectra Energy 

Total Changes 

u 
At  December 31, 2008 and Deccmber ;I, 20t17. Duke Enwgy had approxlmately $2'34 million and  $1 11 mlilion. respectively, of unrecognized lax bendils lhat. i f  recofnized, may affect 

the effective tax rate or a rcylatory liability At this time, Duke Energy is unable to estimate the specific eircct to either At December 31, 3008 and December 3 I ,  2007, Duke Encrgy had 
approximately $11 million and $16 million respectively. thnt, i f  recognizcd. ivould nifect Income (1 ass) From Discontinued Operations. net o f t a s  At December .?I. 2007, Duke Energy hod 
approximately S9 million that, if recognized, would have affected GoodwrIl In accordance with SFAS No I11 R. which IS rrfectrve Janu:iry 1, 2009. Duke E n e r a  has approximately $6 
million identified as Goodwill at December 3 I .  ? O O Y  that. il recognizcd. would aflect the ellective tas rate 

It is reasonably possible that Duke Encrgy will rcllcct an approximate %OO million reduction in unrecognized tax benclils within the nest t ~ c l v e  months due to expectod scttlements 
During the years endins December 3 I ,  2008. and Decembcr 3 I ,  2007. Duke Energy recognized approsimately $2 million and $38 million ol net interest income, respectively, related lo 

income taxes At December 3 I, ZOOS, and December 31, 2007, D u t c  Energy's Conso1id;ited Bal:mce Sheets included approximately S?'3 million ;Ind $21 million. rcspectively, oi interest 
rcceivable, which reflects all  interest related to incomc tiixes, and approximatclp $2 nilllion related io accruals 1'01 the paymcnl ol pcw1trL.s 
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Duke Energy has Ole following tax years open 

.lurisdictioii rcir Years 
IWera l  
State 
Jnternational 2000 and aner 

Consolidated Balance Sheets At Drcemher 31, 2008 this balance esceeded 596 of Total Current Assets 

1999 and afler (except lor Cinergy and its subsidiaries. which :ire open for years ?O(O and aflcr) 
Majority closed through 2001 except Sor ccitain refund clainis lor tiix years 1978-3JOI ,ind any adjusImenL? rclntcd to open Cederill pc:in 

As of December 31, 200s and 2007, approximately M-191) million and $122 million. respectively, of ferlcr;il income tas receivables were included in Otlrcr within Current Assets on the 

7. A.u.sc1 Relircmciil Obligefions 
-certL:iin tnnrrihle ionp-lived assets, are computed as the present value of  the pr0JeCkd costs 

for the future retirement of specific assetsand are recognized in the period in \vliich the liability is incurred. i fn  misonable estimate 01 lair value can he made l h e  present value o f t h e  liability 
is arldcd to the canying amount of tlie associated asset in the period the liability is incurred 7 his additional carv ing  amount is then dcprcciatcd over tllc life ol'the asset Suhsctiucnt to the 
initial recognition, the liability is adjusted for any revisions to the estimated future Cash flows associated with the iissct retirement ohligotion (with corresponrling ndjustmenls lo property, plant, 
and eqiiipmcntX which can occur due  to n number of [actors including. but not limited to, cost escalation, chengcs in teclinolngy applicahhle to the :issets ti) he retired and changes in lidernl, 
statc or local regulations, as ivell as for accretion of ihc liabilily due to tlic p:issngc of timc until tlir obligation is settled Depreciation cspense is adjusted prospcctivcly lor any increasCj or 
decreaves lo tlie carrying amount of the associated asset Thc adoption of SFAS No 143 had no  impnct on the ciirnings of Duke E,nergy's regulated electric operations' in Norlh Carolina and 
South Carolina a s  the emects of tlie recognition and subsequenf accounting for an asset retirement obligation are offset by the esuihlishment of rcgulato 
received approval from both the NCUC and PSCSC to derer all cumulative and future income statement imp;icLs related to SFAS No I43 I-lowever. t h e  PUCO. IURC and KPSC do not a l l o ~ \ ~  
Duke Energy Ohio, Duke Energy Indiana and Duke Encrgy Kentucky, rcspcctively, to &fer costs associatcd wi th  iissct rdircment obligations, thus the aulmxjucnt accounling Ibr asset 

retirement obligations recorded in those jurisdictions impacc's earnings 

'AS and M i l i l i e s  as Duke Energy 

Asset retirement obligations at Duke Energy relate primarily to ecornmissionin!: o i  nuclear poivcr facilities. nbligiitions related to right-of-way iigreemenLs. asbestos rcmnval and 
conlractunl lcases for land use In nccordnncc with SFAS No 143, D ncrgy identiiicd ccrtnin nssets that  have nn mdetcrminiitc lilt. and thus the foir vnlue of tlic retirement obligation is 
not reasonably estimable These assets included distribution facilities and s m n e  gas-fired power plants A liability for these asset rctiremcnt obligations \viII  be recorded when n fair value i s  

determinable 
The following table prcsmts the changes to t l ic  liability associated wid1 assct rctircnicnt obligations during the years ended Dcccinber 31, ?Ill18 and 2007. 

Yciirs Eiided 
nrw.tahrv 31 

2008 2007 

(in iiiillions) 
1 * -  B $ L.>21 

Biilnncc as of December 51, 2,567 S 2,35 1 

(a) 

(b) 
(c) 

As discussed in Note I .  on  January 2.2007, Duke Energy completed tlie spin-om of its natural gas businesses 
As discussed in Note 3, in Scptember 2008, Duke Energy acquired nn nddilionol orvncrship interest in CaliiiPbit 

Accretion expense for the years ended December 31, 100s and 2007 included approsimately $163 million :and $1 5$ million, respectively, related to Duke Energy's regulated electric 
operations which have been drierred as regulatory asset!! and liabilittes in accordance rritli SFAS No 71. os lliscusscd above 
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Duke Energy's regulated electric and  regulated natural gas operations accrue costs 01 removal lor property that tlocs not have an associated legal retirement obligation based on regillatoly 
orders from thevarious state commissions 'l.liese costs of removal arc rccorded as a regulatory 1i;ibilitp in accordance with regulator), treiitment under SFAS N o  71 Duke Enerw does not 

iiccrue thc estimated cost of removal when no legal obligation associated with rctircmcnt or rcmo\ml e 

total amount of cost of removal for assets without an associated legal retirement obligation, which are included i n  Other Deferred Credits and Other Liahilitics on the Consolidated Ba1:ince 
Stiwts, ivas $2.162 million and %?,I 7.3 million as ofDecember 3 1, ?Oi l8  and 2007. respectively 

Nuclcor Decommissioning Costs. In 2005, the NCUC and PSCSC collcctively approved a M8 million iiniiual amount lor contributinns and espenbc level:, fix Jecomniissioning In each 
of the years ended December 31,  ?00S, 2007 and 2006, Duke Energy espensed approsimotely 918 million ;ind contributed cash ol aiyoximatel)  %.I8 niillinn to the NDTF fnr 
decommissioning costs These amounts are presented in the Consolidated Statements of Cash l ~ l o w s  in Purclwses oi Available-For-Sale Securities within (7nsh Flows liom In\,esting Activities 
The entire amount of iliclie contributions  ere 10 the funds reserved for contaminnled costs as conuibutions ti) the funds reserved fix non-cnntaniinoted costs have been discnntinued since the 
current estimates indicate esisting funds to be  suficient to cover projected Iuture costs Ilie biilnnce of the external nuclear decommissioning trusl iuntls. wli~cli tire rellected iis Nuclear 
lJecolnmlsslonlng IlUs'L sa I .  . S l r r r i c  r w ~ .  5'1.436 million as ofDecember 31, 2iJU8 and $1,929 million ;a of 
December 3 I. 7007 The decrease in the value of the NDTI; during 2008 is due to the iweml l  decllne in tlir value of the invesments held in llie NDTI; as a result nf t l ie im1)acts oi thc current 
economic condition on the equity and debt markets The fair value of assets legally restricted for the purpose of scttling asset rctireincnt obligelions assnciatcd with nuclear ~lccommissinning 
was Sl , lW million os of December 31, 2008 and 5'1,551 million as of December 31, 2007 Estimated site-specific nuclear decommissioning costs. including the cost in1 rlecommissioning plant 
components not subject to r;idio;ictive contamination, total approximately $2 3 billion in 2003 dollars, based on ii decommissioning study completed in 20liJ This includes costs related io 

Duke Energy's proportionntc ownership in the Cntawba Nuclear Station, which was 12 5% at the time tlie study was cornpicled The other joint iwncrs o f  the Catiiwba Nuclear Station are 
responsible for decommissioning costs related to their ownership interests in the stiilion 

As the NCLJC and the PSCSC require that Duke Energy update its cost estimate for decommissioning i ts nuclear plants every five years. new site-spec~lic nuclear decommissioning cost 
studies were completed in lanuary 7009 that showed total estimated nuclear decommissioning co.s~s. incluiling the cost ti) clecornmission plant component5 not sub~ect  to radinactive 
contamination, of approsimatcly $3 billion in 2008 dollars lhis estimate inclutles Duke Energy's I9 25% ownership mterest in the Catawha Nuclcar Station Duke Energy iv i l l  Tile these site- 

specific nuclear decommissioning cost studies with the NCUC and the PSCSC later in XiCS In addition to the decommissioning cost studies. a new funding study is undenvay to determine the 
appropriateness ol the annual amounts currently being contributed to the NDTF to fund the cost oi future decommissioning 01 Duke Energy's nuclear units The NClJC and the P S C X  will 

consider the results of the funding st!idy. which could potentially increase the annual required contributions to the NDTF, in the Iatler part of 2ilfl9 

nuclear stations Maniigement believes that the decommissioning costs being recovered through rates, rvlien coupled wi th  expected fund earnings. wil l  be sufficient t n  p r o ~ i d e  fix the cost of 
t'urure decommissianing 

Units 1 and 2 unlil 2043 and bJcGuire Nuclear Station llnit 1 and 2 tint11 1041 and 20&3. respectively In 2i-iiri). Duke E n q y  was granted a renewed operating l icense lor the Oconee Nucleai 
Station Units 1 and 2 until 2033 and Unit 3 until ? O M  

, l o r  any non-rcgultitcrl assets (incltirling Duke EncGy Ohio's gcncriition iisscts) The 

. I  

Both the NCLJC and thc PSCSC hove ollowcd Duke Encrgy to rccovcr estimated dccnmmlssioning costs through retail riilcs over the cxpccted rcmiiining s s n ~ i c c  pcrinds 01 Duke Energy's 

Tlic operating Iiccnscs for Duke Energy's nuclcar units arc sulijcct IO cstcnsion In Dcccnilx-r X 0 3 ,  Duke Energy w a s  granted renewed opcriiting licenscs lor Catawha Nuclear Station 

8. Risk Management ani1 I-Icd@ngActivities and Credit Ilisli 
Duke Energy is esposed to the impact of market nucluations in the prices ofelectricity, coal, natural gas ;and other energy-related products marketed ;and purchased :is a result of its 

ownership of energy related assets Esposure to interest rate risk esists as a result of the issuance of variable and fixed rote debt and commercial p;iper Duke 1:nergy IS exposed to foreign 
currency risk lrom investments i n  inicrnational airiliatc businesses owned and operated in foreign countries and lrom certain commodity-relntcd transactions \vithin domestic opcrations Duke 
Energy anploys established policies and procedures to manage its rislis associated with these market fluctuations using V~IIIIIUS commndity and finmcisl dcriv,itive inslrumenls. including 
swaps. futures, forwards, options ;and swaplions 
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As discussed in Note 1, on January I .  2008, Duke Energy adopted FSP No FIN 3Y-1 In accordance with FSP No FIN 39.1. L7uke Energy affsels fair volue amoimls (or amounts tho1 

approsimate lair value) recognized on its Consolidaled Balance Sheets relaled to casli collateral amounts receivable or payable agiiinst iair value amounts recognized for derivative instrunienls 
csecuted with the same countcrpiirty under the snmc mnster notting agreement Amounts presented in tlic table below cxclude cash collateral iimounts which arc discloscd scparnlely in Note I 

Net Dcrlvati\'e 1'ortIi)lio Assets (Liabilities) rcllected In tlic Coiisolldatctl Iial;ince Slieels: 

Yenrs Ended 
Deceiiibei. 31, 

2008 ZOO7 

Undesigndtcd 39 

T 

The amounts in tlie !able above represent the combination of amounts included in tlic Comolidnted Balance Sheers as n component 01 Otlier witliiii Current Assels, Other !\~111iin 

Cuniniotlity Ciisii Flow Ilcclges. Some Duke Energy subsidiaries are exposed to morket fluctuiitions in the prices ofvarious commodities rcliited to their power generatins iind natural 
Investments iind Other Assets. Otlicr within Current L,iabililies and Other within Dcfcrrcd Credits and Othcr Liabilities 

gas  sales and Iransportntion activities Duke Energy closely monitors the polentin1 impacts of commodity price changes and, where appropriate. enters into contracts to protect margins Sor a 

portion o i  iuture mles and generalion revenues and fuel espenses Duke Energy uses commodity instruments, such ns swags. futures. (onvards and options as casli flow liedges l'or electricity 
and niiturnl gns trnnsactions Duke Energy is hedging e s p o s u r d  to the priccvarinbility oithcse commodities for n masimum period of 2 ycnrs 

The ine t lk t ive  portion o i  commodity cash floiv hedges resulted in an insignificant amount in 2Kl8 and 2007 and a pre-tas gain ol approximately $5 million in ZOO6 mil IS reported 
primarily in Income (Loss) From Discontinued Operations, net of tils in the Consolidated Statements of Operations The amount recognized for Uansactions thal no  longer qualiticd as c a d i  
flow hedges, which is classified in Incomc (Loss) From Discontinued Operations. inel oi  tils in the Coiisolidntcd Stutcmcnts of Operations, resulted in an insignificant amount in 2008 and XX'i7 

iind ii loss 01 opprosimately $57 million in 20UG 
As of December 31, ZOOS, approsimately $24 million of pre-tas deferred net losses on derivative instrumenls related to commodity casli floiv hedges were accumulated on the 

Consolidated Balance Sheets in AOCI and are expected 10 Ix recognized in earnings during the nest twelve months as the liedgetl tiansaclions occur 
Coiniwxlity Fair Value I-ledges Some Duke Encrgy subsidinries may be exposed to chnnges in thc lhir value of some unrccognized firm commibnents to sell generated power or niituriil 

83s due to market fluctuations in fie underlying commodity prices In the former DENA business, now clnssificd as discontinued operations, Duke Energy ewluatetl changes in tlie lair value of 
sucli unrecognized firm commitmenls due lo commodity price changes and. where approprialc. used various instruments to hedge its market risk Those commodity instruments. such as swaps 
Iuturcs and forwards, scn~ed a s  fairvaluc hedges for tlie firm coiiiniitments associated with gencrntcd poivu  The inclfcctive portion oicoiiiinodily fair value hedges resulted in no gain or Itis. 

in 2CXJS and 2007, iind a pre-tax goin of 57 million in 2006, and is reported primarily in Income (Loss) From Discontinued Operations, ne1 of ins on tlic Con!;oliJ;ited Statements of Operiilions 
At December 31, 2008, Duke Energy did not have any open  commodity Sair value hedges 

lmplemcntati on Group Issue C 15, "Scope Eweptiora: No: mol Plir.clia,ses arid Nor rim1 Soles Exeptiori f i r  Oplion-Tipz Conb octs orid For ivm d Contmctr iii E/cctr 
SFAS No 149, '!Jnie::dnicrit OfStolenrerit 133 on ~eri~~alivel i lr lnrnie~rts  oitdlled@i,ig Acttivttos,"to certain contrncls involving the purchasc and salu of electriciiy 
periods These contracts. which relate primarily to the delivery o i  electricity over the next I3 years, are not included in the table above 

Noi~ni;il I'urcii;ises niitl Noriniil Sailes (NI'NS) Exception. Duke Energy has applied the NPNS scope esception, as provided in SF AS No 133. interpreted by Dcriwitives 

I 3 2  
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liitei-?st Rate (liair \':iliir or Cash lilnw) I-ledges Ch;in@%'in inlcresI rates ezpmc Duke Energy to risk as a result oi its issiiance a i  variable and lixcd rate debt and CommerciBI paper 
Duke Energy manages its interest m e  esposure by limiting its v;iri;ible-rate exposures to a percentage o i  total capitaliution nnd by monitoring the eflects 111 miirket changes in inturest rates 
Duke Energy also enters into iiniincial derivative instruments, which may include, but is not limitcd to, interest ratc srveps, sivnptions iind U S Treasury lock ngreemcnts to monnge iind 
mitig:ite interest rate risk esposure Duke Encrgy's existing mterest rate derivative instruments and relatcd inelfectiveness were insignificant to its consolidntd results ofopcratt'ons. ciish flows 
o r  financial position in 21108. 20117. and  2006 

are cspcctetl to be recognized in earnings during the next t\velve months as the hedge transactions occur 

and operaied in foreign ciiuntries ani1 lrom certain commodity-related tr;insactions within ilomcstic operations To mitigate r~sks associated with tbrcign currency lluctuarions. contracts may be 
denominated m or mdexcd to the V S dollar andlor local inflnlion rates, or investments may be  naturally hedged through debt denommated or issued in the loreign currency Duke Energy may 

ave anv oven foreign currency derivatives orh 
or net investment hedges during zC108. XI07 or IOi6 l o  monitor its cwrencp e s c h a n p  rate nsks. Duke Energy uses sensitivity analysis. which measures the impact of devaluation o i  foreign 
currencies 

Otlier Dei iv:ttivc Coiitr';icts. %Sxii)ig Duke Encrgp has  been exposed to the impnct oJ market lluctunrions in thc prices of natural gas, electricity and  other encrgy-related prwlucts 
marketed and purchased as i t  rcsult ol proprielsty trading ac t i~ i t ies  During 2003, Duke Energy prospectively discontinued proprieiary tmding As a result of tlie Cinergy merger, Duke Energy 
acquired natural gas arid power marketing and trading operations, conducted primarily through Cklr. the results o l  which have been rcfleclod in lncnmc (Loss) fiom Discontinucd Opcrstions. 
net d tnx. f iom the date ol the Cinergy acquisition to the dale of sole As discussed further in Note 14, in October 3006. the C M T  sale transaction was completed and Duke  Energy entered into 
a series 01 Total Return Swaps (TRS) with Fortis As oi December 31, ZOijY, all of the underlying contracLr that were part oflhe TRS had been transferred to Fortis and, as  ii resuli  Duke 
Energy bas n o  l i m e  exposure assiiciated with these TRS 

ii,iciesigmr/c.d In ;tddition. Duke Energy uses derivative contracts to mancige the market risk exposures that arise from energy supply, structured origination. niarketing. risk management. 
tmd coinmcrcial optimization serviccs to lorgc cncrgy customcrs. energy nggregators find other wholesnle componiej, and lo manage interest rate and foreign currency cxposures This category 
includes changes in Sair vaIuc for derivatives that no longer qualil'y for thc NPNS scopc cxccption and disqualified hedge contracts, unless thc derivative contract is subseyucntly rc-designated 
as ;I hedge 1 he contracts in this category :is of December 31, 2008 are primarily associated with lorward power sales and coal purchases, as well as forward contracts to purchase SO? emission 
allowances, Tor tlie Commercial Power and U S  Franchised Electric and Gas operations Duke Encrgy's esposure to price risk is influenced by n number or factors, including contract size. 
lengdi, mnrket liquidity, locatiun iind unique or !specific contrnct terms 

During tlicyears ended December 31, 7008 and 2007, Duke Energy included in earnings approximately $75 million of prc-lax losscs and approximately %I 3 million oi pic-tax gains, 
respectively, related to mark-to-market adjustments within Commercial Power which are reporicd primarily in Non-regulated electric. natural gos, and other and Fuel used in electric generation 
and purchased power-non-rc~iilatcd on the Consolidated Statements of Operations As discussed in Note I and Nole 4, beginning on December 17, 2008, Commercial Power reapplied the 
provisions 01 SFAS No 71 to ccrtam portions of its operations due to die passing of SB 211 and the approval of the ESP The reapplication of SFAS No 71 on  December 17. 3OOS resulted in 
;in npproximatc $67 million altcr-ttix (approximately $103 million prc-tax) estrnordinary goin relntcd to total mork-to-morket Ioxscs prcviously rccordcd in cnming. 
torward hedge contrxts, which the ESP allo\vs to be recovered through an FPI' rider Subsequent to December 17, 3iJOS. mark-to-market gains and losses on certain open hedge positions 
related to native load generation wi l l  be deferred as regulatory assets or liabilities and recovered through the FPP rider 

derivatives The TRS olTsets the net ias value of the contracts being sold to Barclays The fair value o i  the TRS as oi December 31, 7008 is an asset of approximately $30 million, wh ich  
ofl-sets the net fair value of the underlying contriicts, which is a liability of npprosimately $30 millinn The remaining conlrac(s covered by this TRS are w i U i  a single counterpnrt)t Although 
Duke Energy has translerred h e  risks associated with these contracts to Barclay's viil the TRS. Duke Energy will continue to facilitate these contracts lor their durntion 

As oi December 31. 20118, approximatcly $5 million o l  pre-tax dcfcrrcd ncl losscs on tcmiinatcd iiitcrcst ratc hedges were accumulated on thc Consolidcilcd Balancc Sliccts in AOCI and 

linrcign Cut~cticy (1i:iit V:ilue, Net Iiivertn~eiit ui- C:ish l i low) 1-Icdges Duke Energy is exposed to foreign currency risk from investments in international afi7li:ite businesses owned 

.. . , - ,  alsn use foreign currency dcrivatives, where possible, to manage 11s r i s a  . .  

In conncction with tlic exiting oi the D E N h  business in 3005, Dukc Eiicrgy entcred into a scrics o i  TRS with Barclays Bank PLC (Barclaysj, which arc accounted for a s  mark-lo-makct 
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Credit I<isl; nuke Energy's principal customers for power and natural gas marketing and transportation sen'ices are indusirial end-users, marketers, local distribuiion companies and 
utilities loc;itcd throughout the l i  S and Latin Americ;i Duke E,nergy has concentralions of receivables from natural gas and electric utilities and their afliliates, as well as industrial customers 
and markctcrs throughout these regions These conccntrationa of eustomcrs may aflcct Duke Energy's overall credit risk in thnt risk factors ciin ncgntivcly impact the credit quality of the entire 
sector Where esposed to credit risk, Duke Energy analyzes the counterp;irties' financial condition prior to entering into an agreement, establishes credit lmitr and mnnitors the appropriateness 
nf those limits on an ongoing basis 

Duke Energy's industry has historically operated unrlcr negotiated credit lines for physical delivery coiitrocts Duke E,ncrgy frcqucntly uses master collateral agreements to mitigate certain 
credit exposures, primarily in its risk nion;igcmcnt operations The collnteral ;igrcements provide for a counterparty to post cash or letters of credit to the esposed party for exposure in escess of 
an established threshold The tlueshold amount represents an  unsecured credit limit. delcrmined in accordiince with the corporate cretlit policy Collateral agreements also provide Uiat b e  
inabiliiy to inst collateral is sufficient cause to terminate contracts nnd liquidate all positions 

analysis of the customer nnd the reguhtory or contractual terms ;lnd condillons applicable to eaci i  uiinsiict~u$i 

9. Fair \'nlue of Financial Assets and 1,i:tbilitim 

Duke Energy i i lso ohtiiins cash, letters of credit or surety bonds from customers to provide credit support outside of collotoral agreements, where oppropriiite, based on its linancial 

On lnnunry I, Z(lOS, Duke Energy :idopted SFAS No I57  Duke Energy's adoption of SFAS No I57 is currently lunited to linanciol instruments nnd lo non-linanciol derivatives as, 

in Febninry 2008, the FASB issucd FSP PAS 157.2, " lT [~cr i , 'cDnle ofFAS5 Slofeinc~ilNa / S i  Date Poslod Fcbnioiy 1 2  7009," (PSP FAS 157-2) which del;iyed the clTective date of SFAS 
Mo 157 until 1;inuary 1, 7Ki9 for non-financial assets and liabilitia. except lor iwms that i ire rccognized or disclosed at fair value in the financial statements on a recurring basis Thcre was no 
cumulative effect ndjustment lo  retained earnings for Duke Encrgy o s  ii resull ol b e  adoption of SFAS No 147 In accordance wiUi FSP FAS 157-2, the provisions of SFAS No 157 were not 
ol$ierl ID the ?LXIS iimual goodwill impairment test (see Note 11 j or to certain non-financial nseLr acquired lrom Cabmount (see Note 3)  

No 157, lair value is considcrcd to bc the exchange price in ;in orderly transaction between market participants to sell an asset or transfer a liability at  the mcasuremcnt date The fair value 

definition under SFAS No 1.57 focuses on ;in exit price, which is the price that would be received by Duke Energy 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 rcquiri: additional fair value measurements. it applies to other accounling 
pronouncements that require or permit fair value measurements In October ZIiOS. the FASB issued FSP FAS 157-3, which illustrated key considerations in determining the fair value of  a 
finonci;il asset when the markct fnr that asset is not iictive The application of FSP FAS 157-3 did not change the way Duke E,ncrgy dctcrmincd fair value of its financis1 nssets and hahili t in 

techniques used to measure fair value into three levels: 

SFAS No 157 defines fair value. establishes ii framework for measuring lair value in GAAP in the U S and expands disclosure ruquirements about lair value measurements Under SFAS 

Duke Energy determines l j i r  \ d u e  of financial asssts and liabilities bssed on the lollowing fair value hierarchy. as prescribed by SFAS No 157, which prioritizes the inpuk to valuation 

Level 1 inputs-unadjusted quoted p r i c n  in active markets for identical assets or liabilities that Duke E,nergy has the ability to access An active market for the asset or liability is one in 

rvluch transactions for the assct or liability occur with sunicient frequency and volume to provide ongoing pricing information Duke Energy does not adjust quoted market prices on 
Level I inputs lor any blockage Iactor 
Level 2 inputs-inputs other than quoted market prices includcd in 1 w e l  1 that are obsenrable. either directly or indirectly, for the asset or liability Level 2 inpuls include. but are no[ 
limited to, quoted prices for similar assets or liabilities u1 an  activc market. quoted prices for identical or similar assets or liabilities in markets that are not nctive and inputs ocher than 
qunted market prices [ h i t  are observable for the asset or Iiabiliiy, such as interest rate curia and yield cuwes observable at  commonly quoted InteNdS, volatilities, credit risk and default 
rilles 
1,cvcl 3 inputs-unobservable inputs for thc asset or liability 
In February ll.it.17, the FASB issued SF,\S N o  159, "Tire Foii- l'diie Opritm f i r  ~ i i ~ ~ ~ i i c ; ' i l . - ! ~ ~ ~ ~ ~  midFin~~tic;nl i.iiibiblir~s- ~ndiicli i~g ot? aniciic/nieizl oJF&'B S~t~~~ei i ienl  No I 15" (SF AS 

No 159), which permits entities to elect to measure many financial instniments iind certain other items at fair value For Duke Energy, SFAS No 15Y was eCfeclive a$ of January I ,  ZOOS and 
had no  impact on amourits 
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presented ior periods prior to Ihe effective dale Duke Energy does not cuncnlly have any linancial assets or l~inancial liabilities for wliich Uie provisions 01 SFAS No 159 have been elected 
However. in the furure. Duke Energy may ~ I Z C I  to measure certain financial insuumenls 31 h i r  value in accordance will1 this stantlard 

?OOS 
The iollowing toblc provides the iair value measurement ornounts for financial itsscts ond liitbilities recorded on Duke Energy's Consolidated Baloncc Shccis nt fair v d u c  at December 31, 

I otril Filii 

V.ilUC 
Alltollnt~ i l l  

Dcwinhcr 31, 
2008 Lcvcl2 Level 3 

x - $  221 

Total Asset5 

l,sx.i s 84s x 77s $ 2 5 s  Net k s e t s  

(a) Approsimately $ I  73 million o i  auction rates secunties are included in Otliw within lnveslments and Other Assels and approsimnlely $51 million arc classified as Short-Term Investments 

within Current Assets on the Comolidaled Balance Sheets 
Included in (Ither within Investments and Other Assets on the Consolidated Balance Sheets 
hcludcd in Other within Current Asscts and Otbcr within Investments nnd Other Assets on the Consoliditled Balance Sheets 
Included in Other within Current 1. iabilities and Other within Deferred Credits and Other L,iabiliiies on the Consolidatcd Bnlancc Sheets 

The iollowin9 !able provides a reconciliation of beginning and ending balancLs ofasse~s and liabilities measured at fair value on a recurring basis lvlierc Ihe deterrninatlon or f i i r  value 

(b) 
(c) 
(d) 

includes significant unobsen,able inpub (L eve1 3): 

Rollloi'wird of I x v c l 3  hIcnruremcnts 

Balance al December 31, 7008 x 224 $ 34 
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Valuation methods 01 the primaiy lair value measurements disclosal above are as Sollows 

I~ ives lments  in equity sccui itirs' lnvestmen~r in equity securities are typically valued at the closing price in  thc principil ac t iw market as of the last business day of the qutirtcr 
Principal active markets lor equity prices include publishcd exchanges such tis NASDAQ, N'I'SE. NYMEX and Chiciigo Bonrd of Trade, as well as pink sheds ,  wliich is an electronic quotation 
system that displays quotes for broker-de;ilcrs for many over-the-counter securities Foreign equity prices are translateti from their trading currency using the currency exchange rate In effect at  
!lie close 01 the principal i i c t i w  mnrket Duke Energy does not a d j u ~ t  prices to rellect for after-hours market sctivity The majority oJ Duke Energy's investments in equity securities arevalued 
using L eve1 I measurements 

Invaslnicnls in  ~ii , : i i i~ibie-~o~-s:i lc uuctior~ n i l e  secui"i1ics: As of Dacembcr 31, 2iO8. Duke Energy has iipprosimately $270 million par value (approximately $224 million iair value) of 
auction rate securities lor which an active market does not currently exist All of these securities were valued iis of December 31, ZOlJX using me;rsurements appropriate for Level 3 investments 
The methods and sigiificmt assumptions used to determine the fair values of Duke Encrgy's investment in auction rate debt securities represented a combination of broker-provided quotations 

which such investments wi l l  be recovered a t  par, the current level ofinteresc rates, and the ~ippropriatc nsk-adjusted (fix ltquidity and credit) discount rates when relevant observable inputs are 
not available to determine present value of such cash flows Valuations were determined based on a combination ol broker quotes lvlicre available. internal modeling 01 comparable 
instruments or discountcd cash llow analyses In preparing tlic valuations. ail sipniiicant value drivers were considered, including thc underlying colliltcral R e k r  to N o t a  I O  and 13 for 
ni1ilition;ii inrormtition an Duke Energy's investments in auction rate securitieq 

a n d  c o u p i  intercst wtc) and considcr ihe counterporty credit rating h,lost debt valuations arc Level 2 msiisurcs If the market lor a particular fixccl income security is relatively inactive or 
illiquid, the measurement is a Level  3 measurement U S Treasury debt is typically a l.evel 1 mt%surement 

Commodi ty  ilerivntives 1-he pricing for commodity derivatives is primarily :I calculated value which incorporates the fixward price and is  adjusted for liquidity (bid-ask spread), credit 
or non-pcrformiince risk (after rellecting credit enhancements such as collaternl) and discounted to present value The primary dilTerence between ii l..cvel 2 and a 1 eve1 3 measurement has 10 
do with Ilic level of activity in forward markels Ibr the commodity if  the market is relatively inactivc. thc measurement is deemed lo be a I eve1 3 measurement Some commodity derivatives 
are NYh,G.X coniracts, which Duke Energy classifies as Level I measuremcnts 

included in the scope of FAS 1.57 disclosed in the t a b i s  a h v e ,  is summnrized in the Sollowing table Judgment is required in interpreting market data to develop the estimates of fair value 
Accordingly, the estimates determined iis of December 3 1, 2008 and 2007, are not necessarily indicative of the inmounts Duke Encrgy could have realized in current markets 

m n s h n u g h  mterniil discounted cash flow models which incorporated primarily Duke Energy's own assumptions as  to Ilia term over 

Iiivestnieiils in debl securities: Most debt investments arevalued based on a calculation using interat  rate curves :ind credit spreads applied to Uie terms ol the debt instrument (mnturily 

Iinir Voli ie Disclosures Rcquirccl Uiiclcr SIIAS No. 107, "Disclosure$ About Fail Vnlue of ~iiii,mndnlI,is~ui,tolf.\." Tliu fair value a1 linancinl inrlnlmcnls, excluding financial assets 

A s  01 Dccenibcr 31, 
3008 2007 

Book Appi oximiitc Boolc Approrinintc 
\':llue Fair Vdue  \':llue Fair. Value 

(in niillionF) 
rm debt, including curren ma un 

The fair value of cash and cash equivalents. accounts and notes receivable, accounts payable and commercial paper are not materially dilierent from their carrying amounts because of the 
short-term nature 01 tlicsc instruments and/or because the stilted rates npproximnte market rates 

IO. In\wtiiirnts in Drbt and Equity Seal-ities 

cliscussed in Note I ,  certnin investments in debt and equity securities hcld in grantor trusts associated with certain deferred compensation plans are classified as trading securities, which are 
reported at fair value in Ilie Consolid;ited Balance Sheetr with net realized and iinrealized gains and Iosses included in earnings r m h  period Substantidly all other 

Duke Energy applies SFAS No 1 15 to its investments in debt and equity sccurities arid classifies its invcstmcnls priiiiilrily into two calcgorics - tirading and available-for-sale As 

136 
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investments in debt and equity securities are classilied as available-ior-sale securities, which are iilso reported at fair value on the Consolidated Balance Sheets Escepl for certain investments 
in debt and equity sccuritics. primarily tliose held i n  the NDTF, which tire discussed separately below, unrcalizcd gains and losses on investments classified as available-for-sale are included in 
AOCl. unless it is determined tliiit Ihc ciirrying voluc of an investment is olhcr-thiin-temlxrrarily impaired. tit which time tlic write-down to fair viilue is included in earnings Investments in debt 
and equity securities are cliissified as either short-term investments or long-term investments based on mnnageineiit's lntent and ability to sell these securities, taking into consideration 
illiquidity factors in the current markets with respect lo certain shon-term investmcnls that have historic;illv provided for a high degree 01 liquidity. such as investments in auction rate debt 
securities 

Duke Ilnergy analyzes all securitiei classilied as available-[or-sole to determine whether a decline in lair value should he cnnsidered other-than-temporary Criteria used to evaluate 
whether an impairment is other-than-temporary includes. but is not limited to, Uie lenglli of tune over which tlie market viilue has heen lower tlian the cost basis of the investment, the 
percentage decline compared to the cost o f t h e  investment and m;inagement's intent and obilily to retain its investment in tlie issuer for a period of time sullicient to allow for any anticipated 

December 3 I. ?O(lS. Duke Energy recorded pie-tas other-than-temporary impairment charges of approsimntely SI3 million within Other Income and Espemes, net on Uie Consolidated 
Statements of Operiitions to write down the carrying value of certain invetments in debt and equity securities to their estimated fair wiltits. including investments in auction rate debt securities 
as  discusscil in Note 13 

ed 

Shorr-rei I I I  Imwstnieiits ,At Dccember 3 I ,  ?i>O8 and 21Xi7, Duke Energy had $5 1 million and $137 million. respectively, of short-term investments, which consisled primarily of 
investments in auction riite debt securities th;it are considered available-for-sale securities under SPAS No i i J  As discussed luriher in Nole 13, at December 3 I ,  2007, Duke Energy held 
iipproximatcly 5331 rnillinn oiinvestmenls in auction rate debt securities and a l l  bul apptnsimiitely $15 million of thcsc inveslmcnls wcr(: sold at iiuction in January 2008 at  full principal 
omounts During ~Jic first quarter of  200s. Duke Energy mode iidditionnl investments of approsimntely $285 million in iiuction rate debt securities At December 31, 2008, Duke Energy holds 
;ipprosimately $270 inillion par value of investments in auction rate debt securities that l i w e  a carrying value 01 approsimately $224 million Ofthis amount, approximately $55 million par 
value [approximately MI million ciirrying value) of investments in auction rate debt securities are classilicil as short-term investments ni December 31. 2008 as these invcstmens either have ii 
stated maturity within the nest 12 months or Dukc Energy believes thc investments are reasonably crpectcd to be rclunded wiihm the nest 12 months hased on notification of a refunding plan 
by the issuer The remaining balance ol investmenLs in auction rate debt securities are included in long-term investmen& and are discussed iurther below During the years ended December 3 I ,  
200s. 2007 and 2006, Duke Energy purchased shorl.term investments of approsimately $4,277 million, S71.661 million and $3 1,521 million. respeclively, and received proceeds on sales of 
approsun;itely 53.424 million 522,685 million and $30.692 million. respectively 

Other- Long-term r i i ve~tnrent~  Duke Energy invests in debt nnd equity securities that arc held in !he NDTI :  (see Note 7 ibr iurther inlormation), in grantor LNS~S for investments primonly 
related to certain deferred compensation plans and in the captive insurance investment portfolio Additionally, its discussed above and further in Note 13, approsimately $21 5 million par value 
(iipprosimotely $1 73 millinn c a v i n g  value) of investmens in auction rate debt securities I i w e  been classified as long-term a t  December :I, 2008 due to market illiquidity f x t o r s  as a result ai 
continued lailcd auclions All of these iiivcstmcnLs are classified as  availablc-for-sale under SFAS No 115 and, IIiwcIorc, arc rcllcctcd on !lie Consolidated Balance Sheets ai cstiinalcd fair 
\ d u e  based on either quoted m;irl;et prices or management's best estimate of fair value based on expected Iuttao cash Llow using approprinte risk-adjusted discount rates Since management 
does not intend to usc tl icse invcstmenLs in current operations. Uiese investments are classified iis long-term A s  of December 3 I .  2008 and 20D7, Duke Energy's other long-term inveitments 
hail a fair market value o i$ l .S i i  million and $2.174 million, respectively 

A s  nf December 31. ?Ol!S iind 2007, Duke Energy's NnlF held invenlments with a fair market viilue of approximately $1.436 million and $1,929 million, respectively The NDTF i s  

man;igcd hy independent investment managers 1W1i discretion 10 buy. sell and invest pursuant to the objectives sel forth by the trust agreement rlierefore, L7uke Energy has limited oversight of  
tlie day-to-day management i o 1  the N D T F  investments Since day-to-day investment decisions are not made by management o l  Duke Energy, tlir ability to hold investments in unrealized loss 
/positions is outside the control ol Dukc Energy sincc buy and sell decisions arc made by the investment manager of the NDTF Accordingly. other-than-temporav impairment losscs are 
rcc,irdcd immetliately when the fiiir value of individual inveslmens held in the NDTI; is less than t l i e  cost basis 01 the investment Ilowever, pursuant to ;in order lrom the NCUC, al l  losses 
associ;ited with investmenls in the N D T F  are deferred as a reguliitory a se t ,  Uius there is no impact on the earnings olDuke Energy as a result of these oiher-than-temporary impairment wnte- 
downs 
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The cost of securities ~ol t l  is iletcrmined urine the spec& identification method During theyears ended Deccmlier 51, 200s. 2007 and 20C6, Duke E n e q y  purchased long-term 
invcstments oinpproximately $3.1176 million. $1,978 million and $1.91 5 million, respectively, and received proceeds on  sales 01 approximately $3.030 million, $1.928 million and $1.904 
million. respectively ‘The mojority of these purcliiiscs iind sulcs reliite to activity within the NDTF. including iinnuol coniributions to the NDTF o i  npproximotely $A8 million Iiursuunt to on  
order by the NCUC (see Note 7 )  

The  cstimated rair values 01 short-term and long-term inwstments classified i i s  available-ror-sale iire iis follows (in millions) 

(a) Losses of approximately $I 90 millinn ;and $24 million a s  01 December 31. 2011s and 7007, respectively. associated with investments held in the NTXF have been excluded from the table 
since. 8s discusbed alnve, day-to-day invcsbncnt decisions are not rnnclc by innnagcment o f h l i e  Energy. thus tlie ability to bold i i ivcst i i imts in unrealized loss positions is oubidc the 
control oi  Duke Energy :;ince buy and sell decisions ore mode by the investment miinngcr of the N D l F  Accordingly, other-thiin-tempornry impnirment losses are recorded immedintely 
when the fair value of ~ntlivicluiil investments held in the NDTT IS less tim the cost biisis ol’ the investment 

For the years ended December 31. ?008. 7007. and 2006, a Ioss of approximately $I  million, 3 gain of less than $1 million. and n goin ofapprosimalely $57 million (includins R51 

Dcb! securities held, wlicli includes i)uc:Lion ri ik sccuritics bnsed on !hc stiitcd maturity Jntc, nt Dccembcr 5 l . 3 0 8  molurc 11s lollows: $18 million in less thon one year, $106 million in 
million reclassified to Income (Loss) irnm Discontinued Operations. net i n 1  lax). respectively, were reclnssified out of AOCl into eiirnings 

one to live years. $l.;ii million in six to ten yecirs :and M-16 million thereaitc.r 
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Notes To C'onsol i d it tcd f i n  an ci id S t;: t eiii en t s (  Con tinuccl ) 

The fair values and gross unrealized losses of available-for-sale equity ;itid debt securities ivhich are in  an  unrealized 10s position for which aber-than-lempwaT impairment losses have 
not been recorded. summarized by investment type and length o l  time that the securities have been in a ciintinuous loss position, are presented in the table below as of December 31, 300S and 
2007 

A s  o f  Drceniber 31, LOO8 
Unre:ilizrd 1,oss Position Uiire;ilizccl Loss I'osilioi: Fair 

V.1lnc >1? n ~ o n t l i ~  <I2 monthr 

(71 s 
A5 o f ~ e c e n ~ b e r  31,2007 

UIII e:ili~eil L o s \  I'orilion Uin c:ilirrd Low PoGtion kiir 

c12 ololltlls - >I? inon1h.i \':ilur 

1 1 .  Gootlwifl and Iiitmgiblr Assets 
Duke Energy ~va Iua lcs  the impairment of aoodwll under the guidance ol SFAS No I42 I h c r e  w r c  no goodwill impoumcnt c h a r g u  in 2008, 2007 or 2006 a b  a result of the annual 

impairment tesL4 required by SFAS No 142 AI d iscuwd  furiller in Note 3 in April 20O6, Duke 1:nergv and Cinergp consummated the previously announced mergcr, which resulted in Duke 
Energy recording goodwill and intnngiblc asset \  01 approumately $5 6 billion Thr fblloiving table shows the components of goodwill ai D e e m h e r  31.2006 

Changcv ni the Cui ijnig .2inonnl of Gooclwill 

B.il;lncc B,1lnnce 

2007 cll:lllpe\ moa 
(Ill lnlllionr) 

I~ecenibci 31. Deceniher 31, 

U S  Franchised Electnc and Cas s 3,478 s 3,WO 
ommcrcial P O I W ( ~ )  571 s9 960 

Total conaolidated 7s 5 4,720 

Biilitncc 

1)ecrniber 31, 
Uiilntice 

Deceniber 31, 

Ch:n1ges 2007 

Commcicial I'm 

Toral conrolidated 

i s )  

(hi 

(c) 

A> d i m ~ s s e d  in Note -3 the increacc In pidv. i I I  in the Commercinl Power rcgmmenl pninirily relate4 to the .icqui%ition oI Catamount in September ZOOS 
n e  ch'inSe in the goodit ill hnlnnLe .it Intern.itlona1 Energy relates to the imlidck ol fimign elchange rate\ on the tr?nrldtron 01 the goodwill halance into U s dollars 
t\\ di\cusetl In Note 1 o n  ldnuan 2. 10117. D u L C  Fncrgy cornpletcd the \i~iii-ol? of i t 5  ndiural g.15 hu\inc\se>. including t h e  former N . ~ t u n l  Cia\ Tmnimzwon business segment 
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DUKE E N E R O l  ('ORJ'ORA 1 ION 

Notes To C'onsolidnted Finiincid Stateeients(C'ontinued) 

1iit;ingible Assets 

pari oitlie merger with Cmcrgy, arc 
The carrying amount and accumulntetl amorti7dtion of intdngible a s e i s  a\ ol December i I ,  3tli1S and December 3 1 ,  7iJ(J7, which primarily rcI,iteil to the intangible assets acquired as a 

follow. 

Doccmbei 31, Deccmbei 31, 
2008 2007 

(in niilliaii\) 
E G 

296 

Other 65 6 5  

gross carrying amount 

Total accumulatcd amnrtialion 145 

(a) As clir~ussed further below. the increare in \rind development rights primarily relate% to tlie ,icquisition 01 Coinmount in September 2l iVB 

Emission allowances in the idhle above include emi%?ion allownnces acquired by D u l e  Energ] a> p x t  o! the merger with Cincrgy. which were recorded at fair value on  l he  date 01 the 
mcrgcr, and emission aIIowances purchascd by Dulc Encrg3 Additionally, Duke Energy is allncated certain 7CIO cnst unirsion allowance? on an annual basis The change in thc gross carrying 
value of emission allowances during the y e x s  ended DcLcmber 31 2006 and December 3 1 ,  1l)i)7 are folla\r\ 

Deceiii bcr 31, Dccciiibcr 31, 
mnx 2007 

Gross carrying value a t  end ol period 426 

(a) Cnrrying value 01 emission allorvances are recognized via a charge to espense ivlien consumed Carrying value d e m i s s i o n  allorvances sold nr cnnsumed during the years mded 
December 31. 20OS, 2007 nnd 1006 ivere 61 16 million. 5371 million and 6428 million, resl?ectively 
See Note 3 for a discussion of gains and losses on salc-s 01 emission a l louwxcs  by Commercial Power during the years ended December 31, ?OOS,  21107 and ?DOG 

See Note I3 for discussion of impairmenis of the c a v i n g  viiluc of emission allowances during the year ended December 31. ZOOS 

Amortization expense Tor gas. coal and power contracts and olher intangible assets lor thc years ended December 31, X I S  ?(I07 and 2006 was iipproximalely $17 million. $51 million 

The table below show!; Ihe expected amortization expense for the nest five pears for intangible a!isets os 01 Dccemher 3 1 .  2liCiS nie expected omortiznlion espense includcr; estimates of 

(b j  
(c) 

and $56 million, rcspectivcly 

emission allownnces consumlitinn and estimates of consumption of commodi t i s  such as gas and coal under existing contracts The table belnw does not include any estimated amortization 
related to tlie wind development projccts acquired from Catamount. discussed below. as those projects hilve no t  yet commenced commercial operations The amortization amounts discussed 
below ore cstimntes Actunl nmounls miiy differ frrim these estimates d u e  In such factors n s  changes in consumption pnttcms. sii lcs or impnirments of emission nllowanccr; or other intangible 
asseb, additional intangible acquisitions and nher  events 

L o w  2010 201 1 2013 2013 -- - 
(in iitillioiis) 

155 s 39 $ ;G 
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A s  discussed in Note Z ,  Duke Energy completed itie acquisition of Catiunount in September X W S ,  resulting in the recognition of approximately %I 17 million of intangihle assets related to 

wind farm development rights Of this amount, ii portion ol tlie intangible asset value was assigned to projects that  Duke Energy hiis plans to dispose of through sale. however, these assets do 
not meet the criteria for assets held-lor-sale treatment undcr SFAS No I44 The intangible asscts recorded in cnnnectino \villi the Cotsmounl acqu~s i t i i~n  primarily represent land use righb and 
interconnection agreements acquired by Duke Energy as part of the purchase price Since these intangible assets relate 1 1 )  developmenl projects for which commercial operations have not 
commenced. amortization of Itie intangible as1set value assigned IO eiicli 01 these projects will not begin until commercial operation is acl~ieved Duke Energs will evaluate the uscSul lives of 
these intangihlc assets as tlic pmjccts hcgin coinmercial opc:ations. which is anticip;~ted to be in the years 301 0 throupli 201 2 Duke Energy currcntly cstimatcs the useful livcs of tliese 
projects, once in commercial operation, i v i l l  be  tlie shorter of the lease term oi the land or tlie estimated l i w s  of the projects, which is a p p x i r n a t e l y  25 years 

tnkingible Liabilities 
In connection with the merger with Cinergy in April lii(i6, Duke E,ncrgy recorded on intangible liability ni  iip>roximiitely %I 13 million nssociiitcd with the RSP in Ohio. which w a s  

recognized in earnings over tlie regulatory period that ended on Dccember 31. 2008 nie carrying amnunt of this intiingihle Iinbrlity WIS zero and approx!mately 567 million at Dccemher 31, 
200s and 2007. respectively Duke Energy also recorded approximiitcly 556 million of intangible liabilities i iss~icii~tc~l witli other power sale contracts in conneclion ~ i t h  the merger with 
Cincrgy Thc carrying amount of these intangible liabilitin was approximately 816 million and $22 millinn <it Dcccmber 31. 1008 and ?ti117, respectively During the years c'ndcd Deccmhn 31. 
200S, 2007 nnd ZU06, Duke Eneigy amortized approsimately 573 million, El5 millinn and $35 million. rcspuctively. t n  income related to these intangihle liabilities The remaining balance of 
approximately $1 6 million wi l l  be amortized 10 income as t'ollows- iip]~roximately XG million in eiich nl'the years 1009 through 201 0. nnd spprnsimately $4 million in 701 1 Intangible 
liabilities are classified as  Other within Deferred Crcdits and Other L :abilities mi the Consolidiitcd Biilance Shecls 

12. Investments in tlnconso~idatetk Rffiili:ltas and l<ehtetl h ' t y  Trnnsactions 
Investments in domestic and international affiliates tliiit are not controIle0 by Duke Energy. but over which it has significnnt inlluence. tire iiccoiinted Sor using 11% equity method As of 

December 31, 2008 and 2007, tlie carrying amount of invesimcnts in afiiliates appiosimatcd the amnunt 01 unilcrlying equity in net assets Signilicant investments in alliliates are as follows: 
nwnewhip interest in the f i v e  Sweetwater projects (Phase I-V), which Comtnercial  Power. As of December 31, 7O[tS, investmenLs primarily consist oi  h1;e Energy's a]?])roximtitc 

are wind power assets located in Tesas that  were acquired as pnrt o f t h e  acquisition ol(7otamounl, which IS hr ther  described in Note 3 
At December 31, 2007, investments primarily included a 50?'0 interest in South Houston Green Pnwer. 1 P (SI-IGP) SI-IGP is a cogeneration I'iic~lity containing three combustion turbines 

in Tesos City, Texas Although Duke Energy owned a significant portion of SI-IGP. i t  w i ~ s  not cnnsolidatecl as Duke Energy did not hold z i  miijority voting control or have the ability to esercise 
control over SHGP, nor was Duke Energy the primi~ry 1n.ncficiary undcr FIN 46(R) In the fnurtli quarter of2tUt15, Duke h e r g y  finalized an asset swap ;igreement wi th  the olhcrjointventure 
owner of SMGP. which gives Dukc Energy the option to receivc either wind assets or a cash settlemcnt. both o i  which liavr it \'slue of iipprosirnately $1 SO million and which approsirnates the 
carrying value oTDke Energy's investment in SI-IGP nic cash scttlcmcnt featurc will be utilized iltlic option to receive the wind assets is not cscrcised within a nine-inonth window 
following the commercinlizntion date of the wind assel5 In escliangc Duke Energy would surrender its remaining intcrest in SI-IGP on the luture triinsaction date The wind a s se i~  are currently 
,anticipated to be in commercial operation in 2009 This transaction. \vhich will be considered n non-mnneliiv cxch:~nge of producti\re i i s e  

accounting guidance in APB Opinion No 29. "Accofrrririi,q/or Norinrotictnni Tranrocrioia' and SFAS N o  153. Et'chan.~ys ql'hiormro~~cliit~ 

Duke Energy does not currently expect a significant gain io: loss iisociiited with the completion of this transoctinn 

equity interest in SHGP wiis converted to a preferred equity interest. which is considered n cost method investment accounted fbr under IWB I S  Commencing on the turnover date and 
continuing until either the wind asset is wansferrcd to Duke Energy or ultimate cash scttlcment. Duke Encrgy \wll receive ii fixed monthly piiymcnt in lieu of the economic benefit i t  would have 
otherwise received iis a common cquity member 01 SI-IGP 1 his pilyment is intended to compensate Duke Energy for 

ith c0mnierci:il substance, is Suhjcct to the 
@IC m r ~ n r c r r d n ~ c r ~ l  q/ tIPB OPirorr No. ?Y' 

Effective with the finalization of the asset swap agreement in December 700S. Duke Energy turned over nff the  operiitions of SI-IGP to ILS equity Ixirtner, and Duke Energy's 5096 common 
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normal distributions lhat it wiiuld othenvise be entitled lo as inn equity owner of SI-IGP. ho\vever. this payment is not economically linked lo the :icIual earnings ond operatlng results of SI-IGP 
11ilerti:itIoii~il Energy As of both December 3 I. 20118 and 20(i7. invesmenls primarily included a ???% indirect interest in NMC, which owns and operates a metlianol and MTBE 

business in lubnil, Saudi Ariibio, and a 1546 indirect intcrcst in Attiki, n nuturiil gas distributor in Athens, Greece nimugh August 2007. Duke Energy held a 50?; investment inkiest  in 
Compaiiia de S ~ N ~ C I O S  de Compresion de Campeche, S A de C V (Campeche), a natural gas  compression facility in the Cint:irell oil field in ilie Gulf of klesico C a m p a h e  project revenues 
were generated from a gas compression services agreement (GCSA) with the Mesican National Oil  Company @'EMEX) Ulwn the espiriitiiin oitlic GCSA w i h  PE 
operations 01 Canipcclie were transicrrcd to PEIVIEX and Int~1-national Encrgy liad no subsequent involvement with Camp-chc Sce Notc 13 finr discussion iifotlier than trmpomry impairment 
charges recorded during the year ended December 31, 2006 against the carrying value of the Campechc investmcnt and related notes receivable 

Other As of December 3 1, 200s and 2007, investments primarily include lelecommuniciitions investments iind Duke Energy's et'l~ective 5119~0 interest in Crescent As described further in 

Note 2. effective in the fourth quarter of 2UOS. Crescent is no longer ii reportable business segment of Duke IInergp and ii l l  hislorical results n f  Crescent hiwe been reflected in Other 
Additionolly, os described further in Note 3, Duke Energy deconsolidotcd Crescent ns nf September 7, 1006 a:* ii result o1 a reduction in on.ncrship to ;in c1Tective 5096 interest iind subsequently 
accounted for the invcstmenl using the equity method of accounting up through September 30, 2005. 

billion o i l h e  long-term debt balance was term debt due in September ?Ol? with only very minor amnunb due  prior to that date Crescent's debt iigrccmcnts had certain iinancial covenants that 
were required to b e  me1 on a quarterly basis Due to the sustained downturn in ovcrall economic conditions, including the reill est;itc markets in areas in which Crescent holds properties, 
Crescent management determined that it could be in violalion of one or more of its debt covmiints in the near-term absent :imendmenls t n  its debt ;igrecments In June 2008. Crescent 
rcnegotiated amendments to its debt agrccmenLs, including morlilic;itions to certain linanci:il covcniints Under [lie terms a l  the amendcd debt agrccmcnts. Crresccnt is still obligaced to pay 
down tho entire term loan nmount of $1 2 billion by September 201 2, with cumulntive repayments 01 $275 million through December 31. 3111 1. (SSO million. $15 million. and $It:lO million to 

be  paid in the periods ending December 31, 2009, 2010, and 201 1 respectively), with the remainder due in ?IO1 2 Llndcr Ihc terms nl the new debt ;agreement. Crescent was required to have its 
properties appraised by an independent third party no later than February 2s. XO? I-lad tlie apprais:ils indtaited tli i it Crescent's 1 oan-to-V;ilue Ratio (Total  Indebtedness/ Qualifying Assets 
Value) was greater than 8O?b, Cresccnt would be in violation of certain debt covenants All ol the properly appraisals were complctcd Iprior I n  February 2 8 .  2flti9 and Crescent's Loan-lo-Value 
Ratio was less than 809,b As of December 1 I ,  2005, Crescent maintained an overall debt bnliincc of npprosimately $1 4 billion, 01 which appr~ximate lp  63.31 million relates Lo a revolving 
credit facility 

In connection with the renegotiation of the debt agreements in the second quarter of X I O S ,  Crescent management mtidilicd its esisting business strategy to locus some of its etforls on 
producing near-term cosh flows irom i t s  non-strategic real cstotc projects in order to improve liquidity and reduce debt, in an environment which fnvnrs buyers Crescent's munugcment 

continues to view a significanl portion oliL$ real estate projects as strategic iissets The new focus in acce1er:iting c ; sh  floufs from certain or its non-str;itegic assets in ?OCIS and 2ii(l? may 

enable Crescent to meet its new and accelerated debt service obligations and ulttmalely improve its capitalization Crescent's oI>jective with this stralcgs is to ultim;itely a l l i w  il greater 
financial flcsibility in maximizing the long-term value of its strategic a ~ , c t s  

Crescent has long-term debt of approstmately 51 3 billion. all o fwhich  is non-recourse to Duke Energy Pnor tn the June .?iiOS debt ;imendnicnls discussed Ixlow. ;ipprosimately X I  2 

As a result of its revised business strategy to accelerate certain ctisli f lows resulting from the June ?imX amendments lo i l s  debt agreements ;and Ilie continued deterioration of the real 
estate and credit marketr. Crescent prepared its recoverability assewnentr  lor its real estate projects as required under SPAS No ICI lJnder SFAS N o  144 the carrying amount 01 a long- 

lived n s e t  is not recoverable if it escecds the sum of the undiscounted cash flows espected to result from the use and eventual disposition 01 the iisset For certain o i  I h s c e n t ' s  assets. it was 
determined thnt projected undiscounted cnsh llorvs did not esceed the canying volue OS the projects bnsed on Ole revised business striitegy assumptions. and  impairment losses were recorded 
equal lo Ihe amount by which the carrying amount ofeach  impaired project esceeded its estimaled fair value The methods for determining fair \v~luc included independent third party 
appraisals and discounted cash flow models. as well asvaluing certain properties based on recent offer prices for bulk-sole transiiclions and other Inrice data Tor similar assets During the years 
ended December 31, 2008 and 2007, Crescent recordcd impairment charges on certain of its prnpcrty holdings. primarily in its resi~Iciitia/ rltvision. of which Duke 13ncrgy's prnportionate prc- 
tas share was approximately $ X S  million and $32 million, respectively Duke E,nergp's proportion;ite share of Crescent's impnirment chargcs are recorded in Equity in Earnings (Loss) or  
Unconsolirlited Affiliates in Duke Energy's Consolidaled Statementr 01 Operations 

1-12 
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As a result o i  Duke Enercy recording its proportionate share of Crescent's impairment losses, the carrying value oI-Duke Energ)r's mvestmunl in Cresccnl !vas rctluceil to zero at 

September 30. 2008 Beginning in the fourth quaiter of 2008. in accordance with APB 18, Duke Energy suspended applying the cquity melliotl of accounting Lo its invesvnent in Crescent since 
11s investment has been reduced to zero Accordingly, Duke Energy did not record tiny additional losses during the Iourtli quarter of 2!108 I-Iowever, should Crcscent begin reporting net income 
in fulure periods, Duke Energy may resume ;ipplying the equity method of  accounting aner  its proportionate share ofthal net income cqu:ils the share of net losses nnt recognized during the 
period the equity metliod was suspended since Duke Ener ig  continues to exercises significant influence over the operations and financial p~Aic ies  01 Crescent 

Sce  Note 19 for discussion of certain guarantees Duke Energy has issued on behalf oi Crescciil 

lnves tn icn~  in Equity Melliod Unconsolid:ilrtl AlW:iles 

A s  oT: 

Decenibcr 31,2008 Dcceii:bci 31, 1007 

Ueniestic 11iterti:it:onll 7 O h 1  I~onlcstlc liiIcrn:itional Toid 
_.- -- 

(in millionr) 

201 

(a) 
(17) 

Other includes DuAe Energy's cffectivc 50% interest in Crescent As discussed above, D u k  Energy's inveitment in Crescent w m  wi l ten  Clown 10 7ero dunng ?IN18 
During the year ended DeLember 31, ZOOS, Duke Energy recorded prc lak  impairment charger to write-down the carrying value nl certain q u i t )  mcthxl invmtmcnts Lo their estim.tlcd 

fair value Ihtae impairment c h a r p  are included in Losses on Sales and  Impairments of Equity Investments in the Con~olirlated Sialemenb 01 Oper,itionr 

Equity in Earnings (Lmscs) ul Equity hlctliod Uncoesolid;ilcd Afliliatcs 

Dccembcr 31,1008 Dccenibcl 31,2007 Dcceniber 31, 200G 

Duiiicstic liitcri:alionnl Tuial Doiiicstic 1iitrriiatiuii:il 'Total Ih~iiieslic Iiitri iintioixil Total - 
(in niillionr) 

-~ 
Other includes equity earnings and losscs of Crescent for nll periods For the year ended December 31, 21itC6, approximately $15 milimn represents Duke Energy's clfective 5096 interest 
in Crescent earnings subsequent to deconrolidntion in September 2006 
Amounls for the year cnded December 31, ZOOS include Duke Energy's propoitionale share of impairment charges recorded by Crescent or approximately $238 million pre-tax 
Excludes equity in awnings of approsimatcly $609 million Cur llie year cnded Dcccmber 31, 7006 mcludctl in Income (Loss) From Discontinued Operations. iict of tax, primarily related 
to equity method investments held by the natural gas  businesses nnd included in Duke Energy's spin-oIT of Spectro E,nergy on Jnnuiiry 2. 2007 

Duke Energy's :;hare ol net earnings from thew unconsolidated nflilintes is reflected in the Consolidated Statements of Opcntions ns Equity in Earnings of Unconsnlida:ed Af f i l i a tes  

During the years ended December 31. ZOOS, 2007 and 2006. Duke Energy received distributions from equity investments o~appriNimately SI95 million, $147 million and SS93 million, 
respectively Of' these amounlr. approximately $195 million. El 47 million and $741 million are included in Other. i i ~ ~ e l s  within (?ash Florvs lrom Operating Activities on the accompanying 
Consolidated Statcmcnls of Cash Flows lor tlic years ended Decembcr 31. 2006, Xi07 and 2006, respectively, and npproximnlcly 61 53 millinn arc included in Distributions from Equity 
Investments within Cash F l o ~ s  rrom Investing Activities on the accompanying Consolidated Statements of Cash Flnws Cor the yair ended December .?I. 11106 
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Sitmniariml Coiiibinrd Fiii:iiichl Inlioriiiiitioii of Equity Rlrlhotl Uncnnsoliilnlccl Ant1i:ils 

As ofDrccmbcr 31, 

2008 2007 
(In liilllion~) 

1,944 1,936 

]Tor tlic Ycars Iliicletl 
DeCPllibcr 31. 

2007 ZOO6 -- 2008 - 
(in willion.;) 

Net income 462 1.657 

(a) Amounts for theyear ended December 31, 2006 include equity investments related to the natural gas businesss  that were mcluded in the spin-on'to shareholders on 1;tnuary 2. 2007 for 
which equity earnings are included in Income (r oss) From Discontinued Operations. net of lax. for periods prior to the spin-ofi Additionally. amounts for Crescent are included from the 
date of deconsolidation (September 7, 2Cl06) and thcreaflcr 

R ~ l a t e c l  Party Transactions Notcs rcccivable from unconsolidalcd affilialcs, which are included in Receivablcs on the Consolidated Balance Shcets. were $292 niillion and  $299 
million as of December 31, ZOOS and 2007, respectively, which represents Duke Energy Ohio's and Duke Energy Indiana's notes receivable from Cinergy R e c e i w h k s  Company L.L C (Cinergy 
Receivables) See Note ?i for addi1ion:il information 

Duke Energy Ohio and Duke Bnergy Indima sell h e i r  rsceivables to Cinergy Receivables During 2006. Duke Energy Ohio and Duke Energv lnrlinna collectively sold approximately 
$5 7 billion of receivables to Cinergy Receivables and received appraxirnntely $5 7 billion in proceeds from the sales, including the notes receivable During 2007, Duke E,nergy Ohio and 
Duke Energy Indiana collectively sold approximntely $5 3 billion 01-receivables to Cinergy Receivables and received approximately $5 1 billion in prnceeds from the sales, including the notes 
receivable See Note 23 for furtlier information 

made donations of approximately $1 1 million, $8 million and $23 million to the unconsolidated subsidiary during the pears ended December 31, 2l108, 20117 and 2006, respecti\,ely 
Additionally, a1 both December 31, ZOOA and 2007, U S Franchised Electric and Gas had a trade payable lo Advance SC LLC of approximately $1 1 million 

In early 2008, Dukc Energy began discussions with Crcsccnt to purchasc certain pnrcels ol land in North Carolina and South Carolina that potentidly h a w  strategic value to Duke 
Energy's regulnted operntiow in those states During the second quarter of ZOOS, Duke Energy had independent third pnrty appraisals performed for each piircel oi land in ordcr to assist in the 
determumtion of a potential purchase price In June 2008, Duke EnerSy acquired approximately 12,700 acres ofI:ind for a purchase price of approximntely $51 million Crescent recorded a 
gain on the sale Since Duke Energy is a joint venture owner in Crescent, its proportionate share of !he gain w a s  eliminated nnd instead recorded as a reduction in the carrying amount of the 
purchased mal a t a l e  in accordance with SOP 76-9, '!4ccotrrifiiig forliii~estnieri~r iii Rcnl Kslnfe Veiifiirer " 

Advance SC LLC, which providcs funding for economic dcvclopment projects, cducational initiatives, and other programs, was lormed during 2004 U S Franchised Elcctric and Gas 

1 5 1  
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Prior to August 2007. international Energy loaned money lo Campeche to assist in Uie costs to 11i111d International Energy received principal and interest payments of approximately $28 

The following relatcd p;irty transactions relate to activity with iind iimong businesses included in the spin-off of the natural gas busincsscs in January 7007 and iirc lncluded in Income 

In Dzcemkr  2005. Duke Energy complcted a I40 million Canadian dolliirs initial public offering on its Canadian income trust fund (the Income Fund) and sold 14 mi11ion Trust Units at 

million and $I 1 million from Ciimpeche during 2007 and 2006, respectively 

(Loss) From Discontinued Operations, net oftss. on  the (lonsolidated Statements ofOper;itions, escept where noted 

an  oficring pricc of I O  Canadian dollars per Trust Unit In January 2006, a subsequent grecnshoc sale o1 1 4 million additioiral Trust [inits, pursuant to an o\~cnllotincnt option, were sold at a 
pricc of 111 Canodian dollars per Trust lJnit Subsequent to the January 2006 sale of additional Trust Units. Duke Energy held an  approshale  5896 ownership interest in the businesses of the 
Income F u ~ i d  Proceeds ol  approsimately I4 million Canadian dollars are included in Proceeds l>om Duke Energy Income Fund within Cash Flows from Financing Activities in Uie 

Consolidated Statements ol Cash Flows In September 2cxl6. the Income Fund sold approsimately 9 million previously unissued Trust Units at a price of 12 I 5  Canadian dollars per Trust Unit 
for total procceds of IO4 million Canadian dollars, net of commissions iind expenses oi other expenses of issuance, which is included in Proceeds from Duke Energy Income Fund within Cash 
Flows from Financing Activities in the Consolidated Statements of Cash Flows The sale ofopprosimalely 9million INS( U N ~ S  reduced Duke Energy's ownership intere~t in the businesses of 
the Income Fund to approsimstely 464b at  December 31. ZOO6 The Income Fund wiis included in the spin-oKof the natural gas businesses on January 2. 2?K17 As a result ol'the sale of 
additional Trust Units. Duke E.nergy recognized an approsimatc $1 5 million prc-tas gain on the sale of subsidiary stock during the year cndcd Deccmber 31, 21XI6 Thc proccals Cram thc 
ofTering plus the draw down 01 approximately 39 million Canadian dollars on an available credit facility were used by the Income Fund to acquire n IKl?b interest in Westcoast Gas Services, 
Inc There were no delened lases recorded as a result of this transac!i~n 

For the year eridcd December 31. 2006. Duke Encrgy liad gas salrs to, purchascs fiom. and other operating rcveniics from affiliates of DCP b1idstrcam of approximately XI37 million. 
$41 million and $1 2 million, respectively i\dditionolly, Duke Energy received iipprosimately $715 million for its share of distributions paid by DCP Midstrenm in ?(IO6 Of these distributions 
$73 million was included in Other, assets within Cash Flows from Operating Activities for Ore year ended Zur16. and approsimately $152 million was included in Distributions from Equity 
Invcstments within Cash Flows from Investing Acti\'ities lo r  the year ended 2006 within the accompanying Consolidated Statements of Cash Flows 

Sumniary Coirdcnsetl Fin:rncial Infwnrntioti 
Item J-Ob'(g) of Regulation S-X requires the presentation of summarizetl finoncial information for individual equity method investments thal meet certain quantitative thre!4~olds 
Accordingly. summarized financial information for Crescent, which has been accoiinted for under the equity method since September 7. LOO6 is as follows 

Scplenibet 7 

Y c x  Elided Year Ended til1 osglr 
December 31, LO07 1)ccelirber 31.200G ~- Deceiiiber 31, 2008 

(io niillion%) 

s (420) s 30 

(a) Includes die gain recorded by Crescent on the sale ol land 10 Duke Energy that  was eliminated by Duke Energy as discussed further above 

Ueceiiibei 31,2008 Decembci 31,2007 
(in niillions) 

- 
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Summari7ed finmcial information lor DCP hlidstream which had equi ty  earning? oi appro\imately S57J million included in income (L  o s )  from Discontlnued Operntions net of l a \  on 
the Consolitlated Statement\ of Operations during the year ended December 3 1 2U116 and was included in the spin-off of the natural gas b u s i n e s w  on l.inuary 2,  2CKi7. IF as follows 

Yem Ended 
December 31,2006 

2,335 
0 

0 
Nct income S 1,139 

Also see Notes 3,  19 and 73 for additional related pirty infismation 

13. In~pnirii~ents, Sevelance, and Other Cliarges 
4ircriorr RnteSccuritii Iniw!so?~otrs At December 3 1. 2107. Duke Energy held opproximately $43C million of investments in auction rate dcbt securities and all but approximately $15 

million of thcsc investmcnls werc sold ut  auction in January 2O06 t i t fbll principii1 amnunts During the first quarter of ZiOS, Duke Energy made additional investments of opproximnlely $2285 
million in auction rate debt securities, wliicli primarily consisted of investmenk in AAA rated student loan securities that are viewed as  having minimal credit risk :IS substantially all values are 
ulrimately backed by the U S government These securities are treated as av;iilable-lbr-sale securities under SFAS No 115 At the end of the iirst quarter of  200s. Duke Energy reclassified its 

approximate $300 nullion par valuc of investments in auction riitc dcbt sccurit ia from short-term to long-tcrm as an active market for clicsc invcslmcnts did not cxist During theyear  mded 
December 3 1, X O S ,  approximately $ 3 0  million of auction rate debt security investments were d u n d e d  by the issucr iind the proceeds received by Duke Energy represented full principnl and 
interest amounls As o f t h e  end ofe;ich quarter throughout 2008, management of Duke Enerby performed valiiations of its inveslment in auction rate debt sccurilies (consistent with provisions 
of SFAS No 1 57-see Note 9 for further information on the methods utilized to determine fair value) to determine if the carrying value of these investments exceeded their estimated fair value 
and, ifso, whetlicr thc dccline in fair value was considered temporory or other-tlinn-tempornry A s  of Dcccmbcr 31. 2008, the fair value of the invcstmenls in nuction ratc debt securities was 
determined to b e  lower than the par value of the securities by approximately $46 million Based on an analysis of specific facts and circumstanccs, management believes that the majority of 
these investmenlS are viewed as having minimal credit risk (as discussed above) and Duke Energy has the intent and ability to hold these securities until the credit markets regain liquidity. the 
instruments are refunded by the issuer a t  their stated p n r  valucs or maturity Accordingly, approximately $43 million of the decline in value was considered temporary and recorded as a 
component of Otlier Comprehensive Income The remaining $3 million reduction in carrying value \vas charged to expense a s  monogement had concluded this impairment to be other-than- 
temporary This conclusion was based in part on  a loss in value in the underlying colkiterol supporting the par value of these securities, which is not supporied by insurance or backed by the 
U S  government At December 31. 2008. the pa r  value and carrying value ofDuke  Energy's investments in auction rate debt securities was approximately $270 million and $214 million, 
rcspectivcly 

At December 3 1, 200s. iipprosimately S5 1 million o f  the fair value of investments in auction rate debt securities are classified as Short-Term Investments within current assets on the 
Consolidated Balance Sheets, with the remaining approximately SI 73 million classified as long-term investments in Olher within Investmen& and Other Assets on Ihe Consolidated Balance 
SIiects The investments classified as short-tcrm cithcr have ii stated maturity within Ciic next 12 months or Duke Enc rg  bclicvcs the invcstmcnls arc rcasonably cxpectcd to bc  refunded within 
the nest I 2  months based on a notificntion of a refunding plan by the issucr 

blanagement will continue to monitor the carrying value of ils entire portfolio of investments in the future to determine if any additional other-than-temporary impairment losses should 
b e  rccorded See Note 1 for Duke Enerby's policy on reviewing the carrying value of investments lo determine if on other-than-temporary impairment exists 

Emissiori ..lllonmncc?s On luly I I ,  ZTiOS, the l J  S Court of Appcals for the District of Columbia issued a decision vacating the CAlR In December ZOOS. a federal appeals court 
reinstated the CAIR while the F,PA develops a new clean iiir progum (see Note 1 S for ridditionnl informution) However, as a result of the July 11, ZOOS decision temporurily vucnting the 
C A R .  tlicrc wcrc sharp declines in morkct prices of SO? and NO, allowances in the tliird quarter of 20U8 due to uncertainty associated with future federal requirements to ra lucc  emissions 
Accordingly, pursuant IO SFAS No 144, Duke Energy evaluated the carrying value 01 emission allowances held by its regulated and non-regulated businesses for impairment during the third 
quarter of 700s 
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At the time of its repeal, the CAIR rsquiretl Xi96  reductions in SO? emissions beginning in 2010 and funher 30?'0 reductions in SO:! emissions in 2015 beyond specified requiremenls 
These reductions were to be achieved by requiring the surrender of SO? :illowanccs in ii ratio of two allowances per ton of SO? emitted beginning in 2010, up From a current one-to-one ratio, 
escalating lo 2 66 uIIo\vanccs ]per ton or SO? cmitted beginning in 201 5 Taking into iiccount these iiicreiiscs in emission allownnce requirements under the CAIR, Commercial Power's 
inrecasted SO? emissions needed through 2037 esceederl the number of emission allnwances held prior to tlic vacating of the CAIR Subsequent to the decision to vaciite die CAIR. 
Commercial Power determined dint i t  had SO? :illo\vances in excess of forecasted emissions and those iillowances held in excess 01 foreciisted emissions from future generation required an 
impnirment evaluation In performing thc impairment evaluation for SO? allowances in the third quarter of 2006. man.igcmcnt cornpored quokd market prices for each vintage year allowance 
to the carrying value ofthe related allowances in excess of inrecasted emissions through 7038 Due to the sharp decline in market prices o f  SO2 allowances, as discussed above. during the third 
quarter of 200S. Commercial Power recorded pre-us  impairment chorges of approsimiilely $77 million rulnted to forecasted e s c e s ~  SO? a l lowanca  held Addilionally, Commercinl Power 
recorded pre-tax impairment charges of approximately $5 million in the tiiird quartcr ol?IJl:M related to annual NO, allowimces as these were also ali'ectcd by the decisiori to viicale lhe CAIR 
These impairment cliarges are recorded in Impairments Charges within Operating Espensss on the Consolidated Statements ol-Operalions 

(luarter 3%. of 7008 due to the vacation oi the CAIR, resulted in a quantity of cmission allowances in a c e s  o l  the amounls projected to be  utilized for operations The csccss emission I I xm8 allowances CAIR 

decision Prior to the vacating of the C A R  these fonvard contracts, which primarily settle in die iourrh quarter of 20CI8 and ?009, qualified for tlie NPNS exception under SFAS No 133.8s 
amended However, sinm certain 01 these forward conlrncts were no  l o n p  considered probable of use in die normal course o i o p r a t i o n s  a t  the time the impairment analysis w a s  performed 
due to tlie e ~ c e s s  over forecasted needs, iii the third quarter of 2008, U S Franchised Eleclric and Gas determined that Uicse contracls no  longer qualified for the NPNS esception under SFAS 
No 133 At the time this determination was made, the fiiir value of tlic contracts w i s  a liability of :ippmsimatcly $34 million Since U S Franchised Electric and Gas  anticipates regulatory 
rcco\wy oi the cost of these emission allowances in normiil course, a corresponrling regulatory ossct WIIS rccordcd on the Consolidated Balance Sheets The fair  viiluc of these contriicts at 
December 31, 7008 was approximately $37 million 1 lhesc forward cnnlracts n ' i l l  continue to bc marked-to-market, with w offsct to o rLqplatory asset or liability balance, until ultimate 
settlement 

~\dditionally, U S Franchised Electric and Gas had emission allow:inccs and cerlain conimitmenlr to purchase emission allowinccs dint, based on management's best estimate in the third 

. ,.. _. . . .  . ~ .. . I ,. I ,... . .  

As a resiilt of (he reimtntemmt 01 the CAIR, :is discussed above, all m i s s i n n  a1low:inces and cerliin commitments to purchise emission alloivancea held by Commercial Power and U S 

Franchised Electric and Gas as of December 31 I ?(I08 iire anticipated to he utilized lnr iiitiirc emission allowiince requirements under the CAIR. unless the EPA develops a new clean air 
progrnm that changes the existing requirements under the C A R  

See  Note 11 for further information regarding the canying va lue  d e m i s s i o n  :iliowances 
Iiitenriitionnl Ei1o.g.j~. During the year ended December 31, 2006, lntemational Energy recorded other than temporary impaliment charges of approsimately Wi million related to an 

investnicnt in Cainpechc Campcchc project rcvcnucs wcrc generated from a G C S A  with PEhEX lhe  charges coiisist 01 a $17 niillion impnirmmt of the carrying value ol tlic equity method 
investment. which has been classified within 1 osses on Sales and Impairments of Equity Investments in the accomponying Consolidated Stntemenls of Operations and a $33 million reserve 
against notes receivable irom Campeche, which has been classified within Operations, Maintenance and Other in the accompanying Cansolidntcd Statements of  Operations 

The GCSA expired in August 2007 and ownership of the facility triinslerretl to P 
Diucoriiiaucti 0pcr; i i io i i .~  Scc Note 14 for impnirmcnls rclatcd to discontinucli operations 
Swernirce rutif (Itlrer Clrnrgrs. During the years ended December 3 I, NIX, 7i'w)7 ani1 21106, Duke Energy recorded severance charges o f  approximately $ 1  million, X20 million and $134 

million, respectively primarily undcr its ongoing severance plan Of the amount fix tlie year ended December 31, 7CK17. approsimarely $1 7 million related lo ii voluntary termination program 
ivhcrcby eligible employees were provided a window during which to accept termination bcnefits A total of 11 7 employees acc:cptcd the termination bcnefits during the voluntary window 
period. which closed in lune 2007 Future severance costs under Duke Energyk ongoing severance pliin, if any, are not currently estimable The liabilities recorded during the year ended 
December 3 1, 2006 related to voluntary and involuntary severance as a result ofthe merger with Cinergy (see Nole 3j. ofwhich  npproximntely S89  million was chnrged lo expense 
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within income from ~ o n t i n u i n e  operalions and appro\imately FJS million was recorded a\ a component 01 goodwill Additionally, in r o n n e ~ t i o n  with DuLe Energj’s spin-011 of Spectra 
Energy. Duke Fnergv recognized appro\im.itely $1 2 million of sevcrance c a m  under i ts  ongoing severance plan. rvhicli is included in Income (L oaa) From D~rcontinued Oper.itions net oi la\ 

on the Coniolidntcd Stiitcmcntz nl Ojxration% 

Bnlancc .it Bilnncc  iil 
Deceiiiber31, Jenui i ry  1, Nnii-cn*h cilzll  

Rcltuctinnr 2005 Ad.) uatnientr - Sever.ince Ilcsei \ c ZO0X ]pro\ izioii(”) 

(111 inillioiir) 
Othcr 

B:il.incc nt Balance nt 

,,”,, ,,., , Nnn-cash Cl5.h Deceiiiber31, 
2007 I?cduclions 2007 

B:ilnncc :it 

.J;ino:ir.~’ 1, Non-cnsb C l S I l  

B;llnnce n1 
Dcceniber 31 ,  

io) 
(b) 
(c) 

Liiihility \VIIS transferred as part of the spin-off of the natural gas businesses on lanuary 2 ,  ?(NJ7 
Severance provisions are espected to be  paid within one year rrom the date that the provision was recorded. 
Severance cspense included in Income (1.0%) From Discontinued Operations. net o i  tax. in liie Consolidatcd Statements of Operations was approsimately %3 million for 2006 

Pour-Rerironcnr Bmrefirs. In July 2007. Duke Energy olTered a voluntary early retirement incentive plan to approximately 1.1 00 eligible employees The special termination benefit that 
\vas ofil-rcd \\-as a hcalliicare reimburscmcnt account that could be used by participants for reimbursement of qualifying medical cxjxnses ‘rhcrc ivcrc no  severance benefits offered in 
connection with this plan I11c window for acceptance of thesevoluntary termination benefits closed o n  August 15, 2007 During the three months ended September 30, 2007, approsimately 
I70 cmployws accepted the offer a n 4  pursuant 10 SFAS No SS. “~n~~lqi~er.~‘i lccouirri i iy  j b r  Scn1en:eiirs omi Ciirrailnimrr OfDeJined Bcii?/if PeiisI’o)i Plr7)is oi?d/or 7e1”iiiiiinrroii ReneJirr,” 
Duke E.ncr_m’ rccoirlcd a charge of approximately $ S  milliori prc-tax related to this vnluntary plan 

14. Discontinued Opcritions mil Assets Hcld fop Sale 

Spi,i-ofJof NiiturrrL Gns Businesses 
As discused  in Note I ,  on  January 2, 1007, Duke Energy cornpleled h e  spin-on of Spcclra E.nergy, which principally consisted of Duke Energy’s former Natural Gas Transmission 

business segment and Duke Energy’s former 50% ownership interest in DCP Midstream. lo Duke Energy shareholders The results of operations of these businesses are presented in Uie 

accompanying Consolidated Statements oi Operations as discontinued operations for all periods prior to the spin-ofi Assets ant1 liabilities of entities included in the spin-oflor Specua Energy 
were triinsrerred from Duke Energy on a historical cost bssis on the clnte of the spin-oll- 1r:msoction No goin or loss w n s  recognized on the distribution of these ol~erations to Duke Energy 
sharehnlders Approximately $20 5 billion of  assets, 914 9 billion 01 liabilities (which includes ap ixvanote ly  $S 6 billion of debt) and $5 6 billion of common stockliolders’ equity (which 
includcs ;~pprosimetely $ 1  0 billion of accumulated other comprehensive income) were distributed Crom Duke Energy as ofthe (late o i t h e  spin-oif 

distributed in the spin-oil 01 Spectra Iinergy. as well ns losses of approsimately SI? million, which were previously classified in Otlier, resulting from mark-to-market movements in 
discontinud hedges ;it DCP Evlidstrmn 

Income (L  nss) From Discontinucd Operations. net ol tax, for the y a r  endcd Dcccmber 31, Z1:xX includes prc-tax interest cspcnsc of approximately $600 million associated with the debt 
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Acldiuanally, Income (Loss) From Discontinued Operations, net a i  tax, for the years ended December 31, 2007 and 7006 includes pre-tax amounts of approumalelp S l S  million and $60 

million, respectively. related to costs to achieve the Spectra Energy spin-oii. primarily Iees ti) outside service providers In the table helow. these amounts are included in Other for the year 
cndcd Deccmhcr 3 I, 2007 and in Spectra Energy Tor the year cnded December -3 I. 2006 

ccrtaiti suppon sewices to Spectra Energy 1 he amount received by Duke Energy during the year ended December -31. 2007 under t h i s  ISA was ~ipprosimately S I  5 million hdditionally. as 
anticipotcd, Duke Energy has hiid very limited coinmcrcial business activities with Spcctrii Energy subscquent to Uie spin-oll 

Additionoliy. dfective with the spin-oil, Duke L;nergy and Spectra Energy entered into various reinsurance iind otlier related agreements that allocated certain iisselS to Spectra Energy 
and DCP Midstream created under insurance coverage provided prior to the s p i n 4  by Duke Energy's cap l iw insurance subsidiary and third party reinsurance companies Under Uiese 

agreements Spectra Encrgy's captive insurance subsidiary reinsured i ll~U?b of Duke Encrg)z's retained risk under the insurance coverage provided prior to the spin-off Consistent with the terms 
01 the reinsurance iigreement entered into wliile iill parties were under the common control o i  Duke Energy, Duke Energy paid approximately $95 million in cnsli to Spectrn Energy's cnptive 

Cash distributed to Slxctrii Energy within financing activities on [lie Consolidated Statements oi Cash Flows As ol December 3 I .  .?O(IY. Duke Energy had a total liability to Spectra Energy and  
DCI-'ii~lidstrc;im related to thesc agreements of npproximatcly SR5 millinn, which is rcllccted in both Other Currciit Liabilities and Other Dcfcrred Credits and Chhcr 1.iabilil ios in the 
Cnnsnlidated Bel;ince Sheets This l iabi l i ty  is olTset by ii corresponding receivable. of which approximately $29 million was due  irom Spectra E.nergy's captive insurance subsidiary under the 
Spectra Energy reinsurance agreement and apprnxim:iteIy $65 million was due from third parLy rcinsiiriince companies These ;imounts are rcllccted in both OUier Current Assets and Other 
Investments ;ind OUier Assets in the Consolid;itcd Balance Sheets In tlic event any of the reinsurance companies deny coverage Sor any oi  the claims covcred under thcsc agrccmcnts. Duke 
Energy is nnt ohligaled to jmy Spectrii Energy or DCP Midstream Furlher, Duke Energy is providing no insurance coverage to Spectra Energy or DCP Midstream lor events which occur 
suhsequcnt to the spin-on'dale 

Eficctive witli t h e  spin-on; Duke Energy ;ind Spectra E n e r a  entered into a Transition Sewices Agreement (TSA), which espired nn  December 31. 2907. whereby Duke Energy provided 

,",, r ' l .  w o n t n r  , trust La S C C U ~ ~  Spectra Encrcy's oblipiitinn to Duke Energy under the Spectra Energy reinsuraiice agreemenls This transfer is reflected in 

At December 3 1. ZOIUS and 211117. Duke Energy had an approximate $49 millinn and $4 million receivable. respectively, Srom Spectra E,nergy related ti) ccnain income l w  items 
A l s o  refer 10 Notes 2 .  7. 11. 17, 13, 19. 21 and 72 ior additional iniormation related to the spin-oii Lrans;iction 

The iollowing tahle summarizes the results classified iis Income (L,oss) irom Discontinued C)per:ilions, net of tax, in the accompanying Consolidated Statements of Operations 
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I)isaentiniircl 0prr;ilioiis (in niillioiis) 

0per:iling Iiiconic (Loss) Ne1 Gain (Loss) on Dispositions 
Opelmtiiig Inconie (Loss) 

Ope1 ntiiig Tils (Loss), Prc-t;ls lncoinc 7;is on Discontinued 
Operntiiig Inconic Espciisc Ncl of Gain (Loss) on Espense Dispositions, Operations, 

from Giilii (Loss) l're-tx Illcoillc Incuine 

Re\ eiiiics (Lois) (Ileiielit) Dirpositionc. (&irelit) Ne1 or I ox 
Y a i r  Entlcd 1)cceiiiber 31,300 

Tot.11 ~onso l id~ ted  

s 5 . 3 S B  s 1,360 6 37s s 8 8 8  s (104) s I S  783 

Amount!; for Specvu E n e r g  iind Odiei lo r  thc year ended December .;I. 2006 in the table above are ne: of insignificnnt intercompnny eliminations 
The following tablu presents the canying vaiues of the major classts 11fAssets l leld for Sale and related Liabilities Associated with Assets Held for Sale in the Consolidated Balance 

Sheets as of Decembcr 31. 21.107. which primarily relate to Dukc Energy 1ndian:l's Wahash River P o w r  Stelion. the sale of which was compleied in January 20I:lS (see Note 3)  There were no 
Assets l l c l d  for Sale and r e l a t ~ d  Liahilitics Associated with Assets Held fix Sale in tlic Consolidatcd Bnlancc Shects as ofDeccmhcr 31, ZOOS 

Simni:irizcil I3ziI:ince Sheet Inri~rin:ilioii lor Assets and itssnci;itetl Liabilities I.leld rot. Sale 

December 31.21 
(in mitlroils) 

Currcnt dsxts 

Total asszli hcld for sale 

Current l iabilities 

Deferred credits aiitl other Iialril~r~es 
Total li,ihilitie\ ,i\\ociated n i i h  a\ms hcld lor d e  
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As discussed above. the resiilts of operations lor a l l  01 Lhe businesses Innsferred lo Spectra Energy arc presented as discontinued operritions for all periods presented Signilicant 
transactions occurring during the year ended December iI..?O[i5 related to the operations transferred to Spectra E.nergy and signilicant transactions occurring during the years ended December 
31, 3008, Xi07 and 21106 \vitliin the othcr o p t i t i o n s  01 Duke Energy that  resulted in discontinued npcriitions presentation are discussed below Triinsactions under Spectra E.ncrgy primarily 
include transactions at Duke Energy's formcr Natural Gas Trmsmission ancl Field Services business segment7 

Yriir Endcd Dccriiibcr. 31. 2008 

Co,mlli.,cinl Power 
In February 2008, Duke E.nergy entered into an agreement to sell its 460 M\V natural gas-iired jwaking generating station located near Brownsville. renncssec to Tennessee Valley 

Authority fnr npprcmimutcly $55 million This iriinsiiction, \vhich was  subjecl lo FliRC iipproval. closed in April 2OnS 1 his transtiction resulted in Duke Energy recngnidng an approximate 
$23 million lire-tas gain at  closing 

Year ISiiilcd I~rcr inbci  31. 2007 

Co,,rrnL?rcinl I'o,wr 
Due to tlic cspir;ition ofccrtairi tiis crcdils (see Note 18). Duke Energy ceasccl :ill synlhctic fuel (synfuel) operations as 01 December 3 I .  2007 Accordingly. the rcsults of operations Tor 

synfuel have been reclnssiricd to discontinued operations Ibr all periocls presented For the yeor ended L7eccrnber 31, 1007. synfuel operations had olier-tax earnings of npiiroximately $23 
mi11inn. which includes tas beneiits of approsimately %S4 million 

I titerti atioti a1 Ett crgv 

In Febru;iry Z(J(l7, 1ntcrnntion;il Energy finalized tlie approsim:ite $20 million sale 01 i t  50-percent ownership interest in two hydroelectric power planb near Cochabamba, Bolivia to 
Econergy 1ntern;itional As dist:used below, International Energy recorded an impaimenl c h x g e  in 2006 related t o  certain assels in Bolivia in connection with this sale As a result of the sale, 
International Energy nn longer hiis ;my assets in Bolivia and rhe resulls cfopcrattnns ior Bolivia have been reclassified lo discontinued operations for ti11 periods presented 

Yc:ir Eiiclerl Deccnibcr 31, 2006 

SI'ccClm E , , C I ~ ) ~  
As a result 01 the transfer of 19 7% interest in DCP klidstream to ConocoPhillips and the third quiirtcr 7005 cleconsolidntion of its investment in DCP hIidstream, Duke Energy 

discontinued hedge accnuniinr for certain contracts lield hy Duke Energy related to Field Sensices' commodity price risk. which were previously accounted lor iis cash flow hedges These 
contracts were originally entered into iis hedges of forecasied future sales by Field Suvices.  and hiii 'e been retiiinetl as undrsignated derivatives Aller discontinuance of hedge accounting, 
these contracts were m;irkcd-to-market in the Consolidntcd Stntcmenb oiOperntiom As a result, opprosirnately $19 million ofrenlized ond unrcnlized pre-tiis losses related tn these contracts 
were recognized in earnings by Duke Energy for the yew ended December 31,  Nt:l6 Cash settlemcnls on these contracts oiapprosirnately SI63 millton are classifiecl iis a component ofNet 
cash used in investing activities in tlie accompanying Consolidated Statements o iCash  Fimvs Tor !he yair  ended December 3 1, 2006 

'The sale d c e r t a i n  Stone hlountain natural gas gathering systcm assets rc:;ultcd in proceeds ol E l  8 million (which is rcilected in Nct proceeds from the sales of equity inva tmcnts  and 
other assets, and sales nl and collections on notes receiwble within Cash I ~ l o w s  fioni Investing Activities in the Consolidated Statements ofCnsh Flows), and pre-tax gain o i  $5 million in 
addition, tlie sale of shares oi stock, received as consider;ition lor (he settlement of a cuslonicr's transporlilinn contriict, resulted in proceeds ol~approximately $29 rnillion (which is reflectcd in 
Other, assets within Cash Flows from Operating Activitic.. in the Corisoliclatcd Statements 01 Cash Flows) and a pre-tas gnin equivalent to the proceeds reccivcd from the sale of stock 

As a result 01 a settlement o1 a property insurance claim, proceeds of approsimatcly $30 million were received and ii pre-tin gnin o i  $10 million was recognized 

151 



DUKE EPlERGY CORFORAIION 
Notes 'Io C'onsolidiitccl fiiiancial Stiiteiiients(C'ontinued) 

Coriuticrcinl Power 

In June 2iXJG. Duke Energy announced it had reached an  agreement to sell CMT. iis well iis ccriatn Duke Energy Ohio inding  contracts. to Fortis, a Benelus-based financial services 
group In October 2ii(xj. thc sale transtiction was completed Ilnrler thc purchasc and sale agrcemcnt. Fortis purcliiis:d CMT at a biise price of npprosimatcly 5210 million In addition, Fortis 
paid approsimstely $200 million for the portfolio ofcontracts and an amount eqiiiil to the estimated net working capital associated with these compantes a t  the time ofc lose  In October 2006, 
Duke Energy received total pre-tas cash proceeds of approsimalcly $7luO million and recorded ;in approximate $25 million pre-tax gain on the sale Income tax espense recorded iis a result of 
this transaction relata  to tlic approsiinatc $135 million of goodwill t ha t  \vas not dcductiblc lo r  tax purposes. thus crcnting a tasiiblc gain tlial was greater than thc gain Tor book purposes 
Results of operations f'or C h l l ,  as  w e l l  a s  ccrtain Duke Energy Ohio t i d ing  contracts, h:ive been rellected in Income (I. oss) from Discontinued Operations, net of tiis, from the date of the 
Cinergy merger through the dale 01 siile 

net i n k  value o f t h e  contracts being sold to Fortis The TRS \vill be ciincclleil fix eiich underlying contrtict as eiich is transferred lo Fortis All economic and credit risk iissociated with tlie 
contracts liiis been transferred to Forti 

In October 2006. in connection with this transaction. Duke Energy entered into a scrics o i  1 R S  with Fortis. which are occounted Soras mark-to-market derivatives The  TRS offsets [lie 

of the date ofthe sale through the TRS 
As discusser1 above. due to the espiration of ceniiin t a r  credits. Duke Encrgy ceiised iill synlircl operations iis ofDecember 31. 2007 Accordingly. the results of operations for synfuel 

have been rcclassiiicd to discontinucd operations lor all periods presented For the year ended Dcccmber 31, 2i.UJ6. synfuel operations had after-lax comings ofapprosimately $3 million, which 
includes tas benefits of spprosimately $20 million 

Iriternufionnl Energy 
International Energy had ti receivable Irom Norsk I-lyrlro AS,\ iyorsk)  that rcliited IO purchiise price iidju:itments on  the 7003 sale of International Energy's European business During the 

first quarter of NIX, International Energy recorded :in alloivance of npprosimately 61 9 million pre-tiis ($ I  2 million alier-l igainst this receivable During tlie second quarter of 2006, 
International EneRy and Norsk signed a settlement agreement in which Norsk ;igrced to p:iy International Energy iipproximaluly $34 million in full settlement of International Energy's 
rcccivablc In connection with this settlcmcnt, Intcmationiil Encrgy recorrlcd an q q m n i m a i e  $9 millinn pic-tax (iipprosimately 95 million after-las) write-up of the rcccivablc through a 
reduction in the valuation allowance This receivable wiis collected in July Xi06 

binding agreement between Ihe lmrties, which was finalized in Febriiiiry 2007, iis discusscd above. and resulted in the sale of Inlcrnational Energy's 50 percent ownership interest in two 
hydroclcclric power plants near Cochobiimba, Bolivia to E,conergp Internniinnnl for npproximotely S 3 l  million Based upon (he  agreed selling price o f t h e  assets, in Dcccmber 2006, 
International Energy recorded a pre-las impairment charge ofiipprosimately 62s million The impairment charge reduced the carrying value o f t h e  assets to the estimated selling price pursuant 
to the aforementioned agreemeni International Energy recorded an approximate $25 million income tax benefit ;issociiited with llie unpiiirment charge. which was recorded within continuing 
operations as prcscribcd by SFAS No 109, ' ~ ~ f c c o r ~ i i t i i i ~  foi-lriconic. T m r s  " 

A s  discussed above, in December 2006. International E n q y  eng;iged in discussions wilh ii potential buyer of its assets in Bolivia Such discussions to sell the assets were subject to a 

Other 

During the third quarter of 2005. Duke Energy's Board of Directors authorized nntl dirccted monagemeni 11) execute the sale o r  disposition ofsubst;intially all of former DENA's 
remaining assets and contrticts outside the Midwestern United States and certain contractual pnsilions relater1 io the hhilweitern iissets Approximntely $7(1Ii intllion was  incurred from the 
announcement date through D c c e m h r  31. 2006, of w h c h  approsimately $?.3ll million w i s  incurred during tlie year ended December 31. ?Ni6 As nfDecember 31, 2006 the former DENA exit 

activities had been substantially complete and no additional material charges were incurred 

megawatts of power generation located in the Westcm and Northeastern United Stat- In h l ay  20116, the triinsiction with 1.S Power closed and total proceeds from the sale were approsimately 
$1 56 billion, including certain working capital iidjuslments Additional proceeds ofuI' to iippr0xim:ile~y $40 million Were suiljcct to L S  Power obtaining ccrLlln rLlte regulatory approvak On 
July 20, 2006 thc Public Utilities Cornmissiori o i  thc State of Ciiliiornia appro\,ecl a toll arrangcmcnt rclatcd 

In Januaiy 20116, Duke knergy signed an agreement to scII to L S Power former IXNA's  entire fleet of pawcr generation assets outside tlic hdidwcst, representing approsimately 6,100 
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lo the Moss Landing facility previously sold lo LS Power In August 20(J6, L S f’oower matlc an  addtlional p q ~ n e n l  10 Duke Energy ol ; ipproximal~ly $40 million. which w a s  rcccxderl as an 

additional gain o n  the stile of asse~s 

$71 million The assets and liabilities of Bridgeport were included as part of former DENA’s power gmer:itmn assets. which were sold to n subsidiary of LS Power, as discussed above 
During the first quarter 01 2006, Duke Energy acquired the rcmnining 3 3  l/.3?6 interest in Bridgcporl Energy I1  C (Bridgcporl) iron? United Bridgeport Energy LLC for npproximntely 

15. Property, Plant m r l  Equipnimi 

Dccenibei 31. E51 Imiitcd 
Urelui Life - 2008 2007 

(I’rnri) (in inilllion>) 

(a) 
(b) 
( c )  

Includes capitalized leases ofapprosimately 620s million for 2008 and $IS3 mtllton for 2007 
Includes accumulated amonizntion of nuclear fuel $464 million for 2008 and 6485 million for 2ill:V 

Includcs accumulalcd amortization of capilalized lcases: $37 million for 1008 and $38 million inr ?iX17 

Capitalized inter&, wliicli includes the interest espensc component 01 AFUDC, amounted to 69.3 million lor 30118 67 1 million lor 21107, and $56 million for 3006 
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16. D r b t  ;and Credit li:iciIities 

Sumniary olDcb1 iiiitl Related 'Ternis 

Wviglitecl- Deceiiibcr 31, 

Averiigc 

Rdtc Ye.ir Due m n  2007 

(in niillioiir) 

Total long-term debt $ 13.250 $ 9,498 

(a) Includes $1,569 million ofDuke  Energy pollution control bonds as ofbolh  December 31, ZDOX and 2007 As of December :I. 2WS and 2007. $404 million and 5361 million, 
respectively. was secured by first and refunding mortgage bonds and $494 million and $344 million. respectivcly i w s  secured by ti letter of credit 
Includes $450 million and $300 million as ofDecember 31, 2008 and 2007, res]xctivcly. that was classified as Long-term Debt on the Consolidnted Boloncc Sheets due to the existence 
01 long-term credit facilities which back-stop these commercial paper balances, along with Duke Enersy's ability and intent ti) refinance these balances on a long-term basis The 
weighted-average days to maturity. for the commercial paper balance of approximately $714 million, was 10 days as of December 31. 201iS and I7 claps as oi Deccmbcr 31. X I 7  
Includes approximately $279 millioii at Deccmber 31, 200s related to Duke E,ncrgy Ohio's drawdown uiidcr the master credit facility 
As oi  December 3 1, 20OS and 2007, MI4 million and $571 million, respectively, of debt was denominated in Braalien Reds 
Weighted-average rates on  outstanding short-term notes payable and commercial paper was 3 4?b and 5 376 as ofDecember 51. ZtOR and D e c e m k r  31, 2007. respectively 
Unrccurcd :ind Other Deb1 In April 2006, Duke Energy Carolinas refunded $100 million of tax-exempt iiuclinn rate bonds through the issuance of $100 million of Lis-esemptvanable- 

(b) 

(c) 
(d) 
( e )  

rate demand bonds. which are supported by a direct-pay letter of credit Thevariable-rate demand bonds, which tire due November 1. Zt.140. had an  initial interest rate of 2 15Y6 which is reset 
on  a weekly basis 

In June 2008, Duke Energy issued $500 million pnncipal amount ofsenior noies, o fwhich  $250 million ciirries a fixed interest riile of 5 65% and matures June 15. 201 3 and $250 million 
carries a itxed interest rate of 6 ?So% and matures June 15. 201 S Proceeds from the issuance were used to redeem commercial paper. lo fund capital expenditures in Duke Energy's nonregulated 
businesses in tlie 11 S and lor general corporate purposa 

In October 2008, International Energy issued approximately $155 million of debt in Brazil. of which approximately $1 12 millinn matures in September 2013 and carries a variable 
interest rate equal to the Brazil interbank rate plus 2 15%. and npproximately $41 million matures in September Z O i j  and ciimes ;I ri~ed interest rate of I 1 6?6 plus an annual mJJation index 
International Eneigy used these proceeds to pre-pay existing long-term debt bolanccs 

In December 2006, Duke Energy Kentucky refunded $50 million of tm-exempt auction rate bonds through the issuiince of $5U million 01 tax-exempt vanable-mte demand bonds, which 
arc supported by n direct-pay letter of credit The variable-rate demand bonds, which are due August 1. 2027, had ;in initiiil interest rate of 0 65% which is reset on a a w k l y  basis 

In January 2Ori9. Duke Energy Iidiana refunded 5271 million of tax-exempt auction rate bonds through the issuance of $271 million oi tax-exempt variable-rate demand bonds, which are 
supporicd by direct-pay lctlers of credit, o fwhich  $144 million had initial rates of 0 79.6 rcset nn a weekly basis with !Ml iniIIitxi maturing A4ay 2035. $73 million maturing March 2031 and 
$77 million maturing December 2039 nic remaining $127 million had initial r;ites o f 0  5 0 9 6  reset on a daily hisis with $77 million maturing December 7039 and $50 million maturing October 
2040 

In January 2W9. Duke Energy issued $750 million principal amount orb 3096 senior notes clue February I ,  2014 Proceeds lrnm khc i s u ~ i n c c  were used to redeem commercial palwr and 
inr gencriil corporate purposes 
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In June 2007. Duke Energy (3arolinas issued $500 million principal amount 01 6 10"h senior unsecured notes due June I .  2037 I h e  net procectls from the issuance were used l o  redeem 
commercial paper that was issued to repay outstiinding $249 million 6 6?6 Insured Quarterly Senior Noles due 2022 on April 30,  20137. and approsimately $1 I O  million of convertible senior 
notes discusscd below The remiiindcr \vas used lor gcncral corporate purposes 

In November 2007. Duke Energy Carolinas issued $100 million in tax-exempt lloating-rate bonds The bonds are structured as insured iiuction rate sccur~ties. S U ~ J C C ~  to iin iiuclion 
process every 55 days and bear a final maturity of 2040 The initial interest rote was  set at 3 65?,b The bonck were issucd through the North C;irolin;i Capital Facilities Finance Agcncy to fund 
a portion 01 the environmental capital espcniliturcs a t  the Delews Creek and Allen Steam Stations 

every 35 days and bear a final maturity of 2011 1 lie initial interest rate wan set at 4 S596 The bonds were issued through the Ohio Air Qu:1lity Development i\uthority to fund a portlon of the 
environmental capital expenditures at  the Conesville. Stuart and Killen Generation Stations in Ohio 

huclion Rule Dcbi  As of December .3 I, ZOOS. Duke Energy had auction rote pollution control bonds outstonding of iipproximately $7311 million \Vliile these debt instruments ore long- 
term in nature and cannot be  put back lo Duke Energy prior lo maturity, the interest rates on  these instruments are designed tn reset ~xriodically through an auction process In Februaty ?(J!IS, 

Duke Energy began to experience fa i led auctions fix these debt instruments When failed auctions occur on  a series of Uiis debL Duke Energy is required to hegm paying i f  hiled-aucuon 
interest rate on the instrument The Liilcd-auction interest rate lor t l i t  majority ol the auction rate debt is 2 0 times one-month L IBOR Piiymcnt o l  the Iailcd-auction intern! ratcs will continue 
until Duke Energy is able to either successfully remiirkel these instruments through the auction process, or refund and refinance the existing debt Duke Energy has plans to refund and 
refinance its remaining tax-exempt bonds, the timing oi such refinancing activities is uncertain and subject to market conditions UDuke Energy IS unable to succasftilly rclund and refinance 
these debt instruments. the impact of paying highrr intcrest rates on the outstanding auction rote debt is not cspcctcd to niiiteriiilly clTect Duke E.nergy's overall financial position rcsuIL5 oi 
operotions or cash lloivs 

premium oi 40% above the li4;iy I .  200.3 closing cnmmon stock market price of $16 8.5 per share The conversion of these scnior notes into shares oi Duke Energy common stock ti'as 

contingent upon the occurrence of certain wcnts during specilied periods During 2005, as a result of the market pricc oi Duke Energy common stock achieving a specilied threshold. 
approximately 27 million shares of common stock were issued related to conversions by holders of the convertible senior notes. which resulted in the retirement nf;ipprosimately 5632 millinn 
of convertible senior notes At December 31. 2006. unsecured debt included approsimntely $1 I O  million of these convertible senior n o t a .  which were potentially convertible into 
approximately 4 7 million sliiires o l  common stock and included as oulstanding shares in the diluted EPS calculation (see Note Z O j  On h l a p  15, ?007. pursuant to the terms oi the debt 
agreement, substantinlly all of the holders of die Duke Energy convertible senior notes required Duke Energy to re]iurcliase the biilnnce then outstanding at ,I pricc equal to I(l096 of the 
principal amount plus accrued interest In May 2007, Duke Energy repurchased a]~prosimntcly $1 10 million of the convertible senior notes, which resulted in the redemption 01-the remainder 
of the outstanding convertible senior notes 

In connection with the spin-011 of Spcctra EncEy on  January 2, 2007 (see Note I ) ,  Duke Energy distributed approximately Z niillion shares ol Spectra E n c x y  common stock to the 
holders o i t h e  convertible senior notes pursuant to l l ie antidilution provisions oi the indenture agreement, resulting in a pre-tiis charge of approsimately % ? I  million during tlie three months 

ended March 31. 2001, which is recorded in Other Income and Expenses, net in I he  Consolidated Statements of Operations 
Secured Deb1 and First nnd Refuiiding Evlarlgage Uoitds In January ZOOS, Duke Energy Carolinas issued $900 million principal amount of mortgage reiuniling bonds, ol whlch W J O  

million corries n fixed interest rate of 5 15?,0 and mntures January 15, 301s nnd 5500 million carries II fixed intercst r i~ te  ol G t W 6  ond matures I a n u n q  15. 1038 I'rocwds from the issuance 
were used ti) fund capital espcnditurer and for general corporate purposes, ~ncluding the repayment of commercial paper In ;inticipation of t h i s  debt issuance. Duke Energy Carolinas esecuted 
a series ol interest rate swaps in ZOO7 to lock in the market interest rates at  that time The value of these interest rate swaps. whlch wrrc terminated prior to issuance of the fixed rate debt. was a 
prc-tas loss of approximately $18 million This amount was recorded as a component of Accumuloted Other Comprehensive Loss and is being amortized as a component o r  interest expense 
over the life of the debt 

In December 2007, Duke Energy Ohio issued $140 million in Ins-esempt floating-rate bonds l l i e  bonds arc structured as insured auction rate securitics, subjcct to an auction process 

Coinwtible Senior Notcs In May  2003, Duke Energy issued approsimately $770 million of I 75% convertible senior notes !lint were convertible into Duke Energy common stock at ii 
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In April 7006, Duke Energy Carolinas issued $900 million principal iimounl ofmortgage refiinding bonds. 01 which %300 million carries a lixed interest rate of5 109‘0 and matures 
April 15, 1018 and $600 million carries a l ised interest rate of 6 05% and matures April 13, 20% Proceeds from the issuance were used to fund capital expenditures and lor general corporate 
purposes In nnticiption ol this debt issuiinc~:. Duke Energy Carolinas esecuted a series of interest rate sivaps in 21107 to lock in the market interest rates ;it that  time The valuc 01 thcsc interest 
rille swaps, which were terminated prim to issunnce of the fLxe:cd rate debt, was ii pre-tns loss ofapprosimatcly 523 million This amount was recorded as a component of Accumulated Other 
Comprehensive L.oss and is being amortized as ii component of interest expense over the life of !lie debt 

In August 2iilI8, Duke Encrgy Indiana issued $51Xi millioii principal aniount of first mort&?gc bond!!, wlrich carry a fixed interest rate 016 359% and niiitures August 15, 2038 I’rocecds 
from this issuance were used to fund capital expenditures iinrl Cor general corporate purposes. including the repayment of short-term notes and to redeem first mortgnge bonds maturing in 
September 200s 

In Novembw 20US. Duke Energy Carolinas issued $900 million principal amount oi mortgage retunding bonds. of which $500 million cnrrics ii fixed interest rate of 7 IJli46 and matures 
November 15. 201 8 iind W10 million carries a lised interest rate o f 5  75% and matures November 15, 2013 The net proceeds from issuiince were used lo rqxiy nmounls borrowed under the 
niaster credit iacility, to repay senior notes due  January 1, 2009, to replenish cash used lo repay senior nates ;it their scheduled maturity in October 2008 and for general corporate purposes 

(DERF), a bankruptcy remote, 
special purpose subsidiary DERF is a wholly-owned limited liability company with a separate le&d existence from its parmt, and its asscts are not intended to be generally available to 

creditors o l D u k e  E,nergy A s  a result ol the securitization, on a daily basis Duke h e r g y  sells c e ~ l n i n  accounts receivable. arising from the sale of electricity mdlor related sewices as pait of 
Duke Energy’s franchised electric bus ines ,  to DEIV In order to fund ils purchases ofaccounls receivable, D E U  has a 5300 million secured credit racility wiUi a commercial piiper conduit 
administcred by Citicorp N o d i  Amcrica, Inc , which terminates iri September 201 0 Thc credit Iacility and rclatcd securitimtion documentation contain seveiiil covenants, includins cov~i ian ts  
with respect to the accounts receivable held by LXRF, as well as a covenant requiring that the ratio of Duke Energy consoliclnted indebtedness to Duke Energy consolidated capitolilntion not 
esceed 6596 As of December 31, 2008 and 2007, the interest rate associated with the credit facility, which is based an commercial p p e r  rates, \vas 4 79’0 and 5 3?4. respectively and S3UO 
million was  outstanding under thc credit 1;icility ns of both December 31. 2008 and 2007 The securitization transactinn was not struclured to meet the criteria lor sale treatment u n d a  SFAS 
No I40 and accordingly is rellcctcd as a secured bor rowng in the Consolidated Balance Sheets As of D e c c m k r  31. 2006 and 2007, thc $300 million outstanding balance of the credit lacilily 
was secured by approsimately $51 S million and  5552 million, respectively, of accounts receivable held by DERZ The obligations of DERF under the credit facility are non-recourse to Duke 
tinergy 

indenture of Duke Energy Carolinas, Duke Energy Ohio and Duke Energy lndionn 

respcctively. which excludes approximately $300 million and $571 million ol Brazilian debt at December 31, 2008 and 2007. respectively. that is indexed annually to Brazilian inflation 
Floating-rate debt is primarily based on commercial paper rates or n spread relative to an  index such as a London Interbank Offered Rate for debt clenominated in U S dollars As of 
December 3 I ,  200s and 7007. the average interest riite associated with lionling-rate debt was approximately 3 29’. and 4 946, respectively 

Acceiinls Rec~iv:ible Securi1iz:ilioii Duke Energy securitizes certitin accounts receiviihle through Duke Energy Reccivnhles Finance Company, 1 

Olber Assets l’leclgetl ;is Co1l:iLcIal. As of December 3 I ,  1008, substantially all of U S Franchised Electric and Gas’ electric plant in sewice is mnrtgaged under the mortgage bond 

Flonling I<:ite Debt Unsecured debt. secured debt and oilier debt included approximately $3 1 billion and $2 4 billion of floating-rate debt as ofDecember 31, 2008 a n i  2007, 
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Ivkitiiritirs, CiIl Options :)nil Arcrlei :ition Clsuses 

.4nnunl hlatui ilks :is ul Decenibcr 31,ZOOtl 

(in millions) 

(a) Excludes short-term notes payable and commercinl paper of $542 million 
Duke Energy has the ability under cerLiin debt facilities to call and repay the obligation prior to its scheduled maturity Thereroore, ifie actual timing of future cash repayments could be 

materially diflercnt than the ;ibove as a J ~ S U I I  ofl7ul;e Energv's ability to repiy these obligations prior to their scheduled maturity 
Duke Energy may be rcquircd to rcpay certain debt sliould Ilm credit ratings a t  Duke h e r g y  Carolinas fa11 to a certain level at Standard SC Poor's (Sap) or Moody's Investors Service 

(Moody's) As of Dccemlxr S I ,  2iIOS. Duke Energy had approximately $8 million of seninr unsecurcd notes which mature serially through 2012 thal may be required to be repaid if Duke 
Energy's senior unsecured debt ratings fall below BBB- at SBP or Baa3 at bloody's. and 619 million oisenior unsecured notes which mature serially Liuough 2U16 thal may be required to be 
repaid i l  Duke Energy's senior unsecured debt ratings lall bcloiv EBB n l  S b P  or Baa2 at Moody's As 61:ebruary 1, 3009, Duke Encrgy Caioiinas' senior unsecured credit rating was A- at 
S 9 P  and A3 tit b!oody's 

Asuilnble Credit Facilities. 
In June 2007, Duke Energy closed the syndication of an amcndcd iind rcsrnted credit facility, which replnccd existing credit facilities, with n 5-year, $2 65 billion master credit facilily 

Duke Energy, Duke Energy Carolinas, Duke Energy Ohio, Duke E.nergy Indiana and Duke Energy Kentucky all have borrowing capacity under the terms of the master credit facility 
In btarch ZOOS. Duke Energy entered into an amendment to its 62 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 tlie financial institutions supplying approximately $63 million of credit commitment under its master crcdit facility The totiil 

credit fncility capacity under the master credit facility subsequent to this termination is upprosimntely $3 I 4  billion Duke Energy has the unilaiernl ability under the master credit fncility to 

increase or decrease [lie borrowing sublimits of each borrower, subject to maximum cap limitations. a t  any time See table below for the borrowing sublimits at  Dccember 31, 200s for each of 
tlic Duke E,nergy entitics with borrowing capacity undcr this credit facility The amount available under ihe master credit facility 110s been reduced by draw downs ol a s h  and the use of the 
mnstcr credit facility to backstop the issuances of commercinl paper, letters of credit and certain pollution control bond3 

i\I;istcr Credit Ricilitj Suiiiiii;iiy iis of 1)ecriiiber 31, LO08 (in millions)(") 

Drriw Avnilnble 
CI ellit no%\ 11 robli Credit Pullution 
1~:icIlit~ Coiiioiercinl Credit Lr.tlrrs of Cuiitrol Aoiuunt l~ncillty 

C.ip.icily Paper Facility Credit Bonds Utilized Cnpncitj 

D 
$3.137 multi-)ear syndicated(d) @) 6 3,137 $ 715 6 750 tfi I F 5  $ 340 6 1.960 $ 1 1 7 7  

Credit lacility expires June 201 2 The credit facility contains an  option allowing borrowme up to the full amount 01 tlie facil iy on tlie day of initial expiration lor up to one year 
Credit Rcility contains a covenant requiring the debt-to-total capitaliwtion ratio to not escccd 6596 for each bonower 
Contsins suhlimiir, :it December 3 1, 300s as follows- $1,097 million for Duke Energy, SS40 million Cor DukeEnergy Carolinas, $650 million for Duke Energy Ohio, 6450 million for 
DukeEnergy Indiann and 6lnO million for Duke Energy Kentucky 
h s  summar). excludes certain demand facilities and committed facilities that  are insignificant in size or which generally support very specific requirements. which primarily include 
facilities that backstop various ouistanding pollution control bonds 
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In September 2008, Duke Energy and  11s wholly oivned subsidiaries Diilc Energy Carolinas Duke Energy Ohio L7uLe Enwgy Indiana and Duke Energy KenturLy (collectively referred 
to as the h m o w e n )  borrowed a total of appro\tmatel\, $1 billion under Duhc Energy's mdvcr Lredit facility In the fourth quarter of 700s Duhe Energy Carolinas used the proceeds from a 
debt i~huiincc to repay in full the iippro~imntely Y2G0 million borrowed under the master credit lacility :\t D-cember 31, XKlX outstanding borroivings ol apprownalcly 5750 million under 
Duke Energy's master credit facility a i  follows 

Amounts Bwi o 

Under Alnster ( 
Facillly 
(in inillions 

Duhc Energy Kentucky 

Total 

The loans under the master credit liaility iire revolving credit loans thiit currently bcor mteresl a t  one-month L.IBOR plus an  appliciihle spread ranging from 19 to 24 basis points The loan 
for Duke E,nergy has a slated maturity of June Xi1 2 ,  while the loans for all of the other borrowers ha\w stated maturities of September 2009; however, the borrowers have the ability under the 
master credil iacility to renew lhe loans due in September l ( I O 9  up through the date llie master credit facility malures in June 3012 Except for Duke Energy Ohio. all of the borrowers have the 
inknt and ability to refinance these obligations o n  a long-term basis, either through renewal o i  h e  terms of the loan Uirough the mnslcr credit ficilily, which has non-cancelable lerms in exccss 
of one-year, or tlirough issuance of long-term debt to repl:ice the amounts drawn under the master credit facility Accordingly, borrowings o i  4171 million are rellected as L.ong-Term Debt on 
the Consolidated Balance Sheets a t  December -3 I .  ZOOS i\s Duke Ener&y Ohio does not have lhe intent to refinance its borroivings on a long-lenn hasis, amonnls outslanding et December 31, 
1008 of 1279 million are rdlectcd as ciirrcnt liabilities in Notes Payable and Commercial Paper on the Consolidated Balance Sheets 

At December i l ,  ZOOS and December 31, 2007, approsimotely $779 million and $679 million. respectively, of pollution control bonds were classified as I.ong-Term Debt on the 
Consolidaled Balance Sheets Ofthis amount, the master credil facility sewed as a backstop for approximately Rw0 million of these  pollution control bonds (ofwhich approximately $100 
million is in the form of letters of credit). with the remaining balance backstopped by other specific credit facilities separate irom the master credit racilily Additionally. at December 31. 2008 
and December 31, 2007 approximately sr l0  million and $3110 million, rcspeclivcly, of commcrcial paper issuances were classified as Long-Term Debt on the Consolidated Balance Sheets 
These pollution control bonds and commercial paper issuances, which tire short-term obligations by nature, arc classified as long-term due to Duke Energy's inlent and ability to utilize such 
borrowings as long-term financing As Duke Energy's master credil1;acility and olher specific purpose credit fScili1ia have non-cnncelabk terms in excess of one year as of the balance sheet 
d;ite, Duke Energy has the ability to refinance these short-tcrm obligiilions on a long-term basis 

In September ?OIjS, Duke Energy lndinna ond Duke E n e r u  Kentucky collectively entered into ii 5330 million three-ye;ir letter of credit agreement with a syndicate of banks, under which 
Duke Energy Indiana and Duke Energy K,entucLy may request the issuiince of letters of credit up to $279 million and $51 mill~on, respcclively, on their behalfto supporlvarious series of 
variable rille demand bonds issued or lo be issued on behalf oieither Duke Energy Indiana or Duke Energy Kentucky This credit fiicility, which is not liar1 of Duke E.nergy's master credit 
fhcility, may not be  used for any purpose other than to support the variable rate dma i id  bonds issued by Duke F,ncrgy Indiana and Duke Energy Kentucky 

could result in acceler:ited due dates and/or terniinntion of the agreemcnls As of December 21, 2O0S, D i k e  Energy was in compliance with all covennnls related to its significant debt 
agreements in addition, some credit agreements may allow for acceleration of payments or termination ol the agreement5 due to nonpayment, or the acceleration of olher significant 
indebtedness of tho borrower or some ot its subsidiaries None of the debt or credit ogreemmts contain material indverse change clauses 

Restriclive Debt Caves:inb Duke Energy's debt and credit agreemenh contain various financial and other covenants Failure to meet those covenanls beyond applicable gnce  periods 

15s 
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Otlirr Lo:ins Ditring ZOOS and 2On7, Duke Energ), had loans ouislnntling against the cadi  sttrrendcr value of the life insiirance policies that  it owns on I he  lives of its executives The 
amounts outstnniling were $384 million as oi December 3 I, 2OOS and $367 million as 01 December 31. 2107 The amounts outstanding were carried as a reduction ofthe related cash surrender 
value that i s  included in Other Assets on the Consolidiitcd Biilnncc Sheets 

17. P d r r r d  iincl I'refrrence Stock ;it Dulie Energy 
As of December 3 I ,  2008 and 2007, llierc were 44 million autliorizcd shares o l  prcfcrrcd stock, par value sr) 1)t)l per share. with no  such prcfcrrcd sliares outstanding 
I'rcfcrrcd iind I'rekrence Stock of  Dulic Enei g j ' s  Subsicliai ies. In connection with the Westcoast Energy, Inc (Westcoast) :icquisition in 2002, Duke Energy nssumed approximately 

Y1 I million of ;iuthorized and issued redeemable prcl'crred and preference shares at Westcanst and Union Gas Tlie approximate 6225 million remaining obligation associated tvilh these 
prcScrred and preference shares v a s  trawSerred io Spectra Energy in connectinn with the spin-off ofthe natural gas busineses on J:inuary 2. 2007 

which had been acquired by Duke Energy in connection with the Cinergy merger in April 2006. 

18. Coniniitni rnts nntl C'ontingmcies 

Additionally, in Ivlny 3K16, Duke Energy redeemed, o t  piir plus accrued iind unpaid dividends, approximately $1 1 million oiiiuthorizetl iind issued Duke Energy Indiiina prefkrred stock, 

Gencr:il Inrurnncc 
Duke Energy carries insurancc and reinsurance coverage cithcr dirtxtly or through its captive insurance comp;iny, Bison. and its nfiiliates, consistcnt with companies engagccl in similar 

commercial operations with sirnilitr type properties Duke Energy's insurance coverage includes ( 1 )  commercial generill public liability insuriince lor liabilities arising to third parties for bodily 
injury :ind property damage resulting liom Duke Energy's operations: (2) workers' compensation liability coverage to slatutory limits; (3  j automobile liability insurance for all owned, non- 
owned and itred vc1iicIes covering liabilities to third parties for bodily injury and property damage. (4) insuriince policies in support of tile indemnification provisions of Duke Energy's by-laws 
and ( 5 )  property insurance covering the replacement ~ a l u c  oi a11 rcal and Srsonal  property damage. cxclitding clcctric transmission and distribution lines, including damages arising from 
boiler ant1 machinery breakdowns. earthquake, llood damage and extra expense All coverage is subject to certain deductibles or retmtions. terms and conditions common for companies with 
similar types of operations 

In ZOOG, Bison was a member of Oil Insurance L.imiled (011.) and sEnergy Insurance L.imiled (sEnergy). which provided property and business interrupiion reinsurance coverage 
respectively ior Dukc Energy's non-nuclear facilities Duke Encrgy iiccounts for these memberships under the CQSI method, a s  it did not have the ability to csert significant influence over these 
investments Bison terminated its membership in OX efl'ective December 21, ? O M  and paid a withdrawal premium during 2107 as a result ofthis decision sEnergy ceased insuring events 
subsequent to May 15. 2006 and is currently winding down its operations and settling its outstanding claims Bison will continue lo pay additional premiums to sEnergy as it settles ils 
outstandins clai i i is  during its wind-down; l i o w c ~ c r ,  Duke Erie-y docs not anticipate t l ia t  the payments associated with the scttlcnient 01 tlicsc oulstandinp clnims will have a material impact on 
iis consolidated results oi operations, cash llows or linancial position 

conditions and deductibles are comjparable 10 those carried by other energy c o m p a n i s  o l  similar size 

Duke Energy also maintains excess liability insurance coverage above the established primary limits Sir commercial general liability and automobile liability insurance Limits, terms, 

The cost ofl3uke Energy's general insurance coverage continued to fluctuate over the past year retlecting the changing conditions oit l ia insuriince markets 

Nucle;~~" Insurance 

Nuclcar St;itions hii~e two nuclear reactors each and Oconee has three Nuclear insurance includes: liabilit)~ coverage, property, decontamination and premature decommissioning coverage; and 
business interruption andlor extra expense coverage The other joint ~ iwners  o i t h e  Catawba Nuclear Station reimburse Duke Energy for certain expenses 

Dukc Energy owns and opcratcs the blcGuirc and Oconec Nuclear Stations and opcratcs and has a partial ownership intcrcsl in the Catawba Nuclcar Station The blcGuire and Catawba 
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associated with nuclear insurance premiums 1 he Price-Antlerson Act requires Duke Energy to provide fbr public liability claims resulting lrom nuclear incidenls to the maximum total 
fin;incial projection liability The Price-t\nd~.rson Act provides for an inflation adjustment at leiist every five yedrs Ellective October 2008, this ;idjustmcni increased the maximum total 
financial projcction liability irom npproximatclp SI  1) 8 billion io upproximntcly $1 2 5 billion 

Priniilii,Lii,~ilih,liniirorico Duke Energy has purchased the masimum reisonably availahle private pnmary liability insurance as required by law, which is $300 million 
E.xcr~r Liobi/i!i'Pl'o~iir,n As discussed above. elicctive October ? O W  this prngram provides approsimately $1 2 5 billion of coverage through the Price-Anderson Act's mandator). 

industiy-\virlc cxcess secondary financial prokction program oi risk pooling l l i c  $12 5 billion is tlic sum oi  the currcni potential cumulative retrospective premium assessniciits of $1 17 5 
million per licensed commercial nuclear reactor This would he increased by 51 I 7  5 million for c:icIi odditional commercial nuclear reactor licensed, or reduced by S I  17 5 million for nuclear 
reactors no longer operational and may be exempted from the risk pooling program Under this lprognm, Iicewees could be assessed retrospective premiums to compensate for public liability 
damages in t h e  event o fa  nuclear incident a t  any licensed f;icility in the U S I f  such an incident should occur and public liability damages exceed primary liability insurance. licensees may be 
assessed u p  IO $1 17 S million €or each of their licensed reactors, payable at  n rote not to exceed $17 5 million a year per licensed reactor for each incident nie iissessment and rate are subject 
to indesinp Tor inllation and may he subject to state prcmium lases. 

ihrec policy programs' 
Duke Energy is a member o1 Nuclear Electric Insurance I.imited (NEIL), which provides property and accidental outage tnsiirance cnveriige for Duke Energy's nuclear facilities under 

Pi riiiaii3 P r o p  h'iit,irriiirca 1 his policy providcs 
Eicorr Proper h~l i~ \ - i l lo i ice  This policy provides excess property. decontamination and decommissioning liability insurance. $2 25 billion fo r  the C;it;iwha Nuclenr Station and $1 0 

I rnillioii of primary property clamnge coverage lor etich of Duke Energy's nuclear fiicilities 

billion each for thc  Oconcc and lvIcGuuc Nuclear Stations The Oconce and IvIcGuirc Nuclear Stations also share an ;idditional $1 0 billion insurancc lirnit above this cxccss This shared limit 
is not subject IO reinstatement in the event of ii loss 

unit is insured Tor up to $3 5 million per week. and the Oconee units are insured for up to $2 8 million per wcek Coveragc amounts decline if more than one unit is involved in an accidental 
outage Initial coverage bcgins atier a I2-week dcductiblc period for Catawba dnd a ?6-\veck deductiblc period for McGuirc and Oconcc and continucs a t  1110% for 52 weeks and KO?& for the 
nest 11 0 weeks 1 he McGuire and Catawba policy limit is 51XJ million and the Oconee policy limit is $392 million 

arc. Primary Property Insurnnce--$38 million, Excess Property Insurance-$43 million and Accidental Outage Insurance--$Z? million 

stable condition aRer :in accident. and second, to decontaminate before any procecds can be used for dccommissioning, plant repair or restoration 

not rccovercd by other sourccs. could have a maLcrinl advcrsc cficct  on Duke Energy's results of opcrationr, cash flows or financial position 

4cc;rlc~tirrl Oiitqgc I I I S ~ I ~ ~ W C ~  This policy Iprovides business interniption a n d o r  extra rspense coverage resulting iiom an accidental oulage 01.3 nuclear unit Each  LlcGuire and Catawba 

In the cvwt of large induslq losses, NELl.'s Board of Directorr may assess Duke Energy f a r  amounts up 11) ten times its annual premiums The current polenrial maximum assessments 

Pursuant 10 regulations of the N I C ,  each company's propcrly domiigc insurnnce policies provide that all proceeds lrom such insurance be applied, first. to placc the pliinl i n n  safe and 

In the went ofa loss. the amount o i  insurance available might not be  adequate io cover property damage and otlier espenses incurred Uninsured l o s s s  :ind other espenses. to the estenl 

The masimum assessment amounts include 1iU.196 of Duke Energy's potential obligation to N E I L  for i l ia Ciitawba Nuclear Station However, the other joint nwners of the Catnwba 
Nuc1c;ir Station are obligated to assume their pro rata shnre of liahility for retrnspective premiums and other premium aswYjments resulting from the Price-Anderson Act's escers secondary 
financial protection program of risk pooling. o r  the NEIl policies 

Enviro niirriiiA 

Duke Bnergy is subject to international. iederal. state and local regulations regarding air and water quality. hawrdous and solid !vasle disposal and other environmental matters These 
rcgu1;ltims can be changed lrom time to t ime. imposing new obligations on Duke Encrgy 



DUKE E N E R G Y  CORPORAllON 
Notes 'lo C'onsolidiitccl 1;lnnncinl Ststeiiicnts--(C'ontnued) 

Ronrtlintiori ;Ictiifticr Duke Energy and its ai'filiates are responsible for environmentiil remediation at  various contaminated sites These include some properties lhat are part ol ongoing 
Duke h e r g y  operation$. sites formerly orvncd or used by Duke Energy entities, and sites owned by third panics Remediation typically IIIVOIMS management 01 contominnled soils and may 
involve groundwater remediation Managed in conjunction with r 
and sharing ol-responsibility Eremediation act iv i t ies in\mlve stii 

could potentially be held responsible for coniaminntir)n caused by other piirlies In some instances. Duke Energy may s h m  liability associated with con1;irnination with other potentially 
responsible parties, and may also benefit i r i m  iiisurance policies or cnntractual indemnities that cover some or all cleanup costs All of these silcs gcnually arc niaiiagcd in tlic normal course 
o i  business or alfili;ite operations A~fanagement. in the nnrniai course 01 business. continu:iiiy assesses the nature and extent 01 h o l v n  or pntentisi en\'ironmentaI-rcliite~~ contingencies and 
records liahililies when losses become probable and are re:isonably estimable 

cederal, statc iind local agencies. activities wuy with site conditions and locations. rcnietlinl rcquiremcnts, complexity 
oint and sevenii liability provisions, strict liability, or cost recovery or conlribution actions. Duke Energy or its affiliates 

Clcnrt Worm .Acr 316(h) 1 he E,PA finalized its cooling water intake structures rule in July LOU4 'The rulc established aquatic protection requirements lor esisting incilities that withdraw 
50 million gallons or more o iwutcr  per day from rivers. :itreiims. lakes, r e s e n ~ i r s .  cstuiiries, oceiins, or other U S wnters for cooling purposcs Fourteen ol the 23 coal ond nuclear-fueled 

order granting review of the case and bricCs were filed on July 14, 2OiiS Ora l  orgiimcnt nccurred on December 2 ,  2008 A decision is espectcd in ZW9 If ths Supreme Court upholds !he lower 
court decision i t  is e x p t e d  that costs will increase :is ii rtsult d t h c  cnurl's decision, however, Duke Energy is unable to estimnte at  t h i s  time i ts  costs to comply 

CIrnri Air Irrtemttrtc Rule (C4IR) The EPA iinnlized its CAIR in hliiy 7005 The CAIR limits totol iinnunl nnd summertime NO, cmissions and annusl SO? emissions irom electric 
generating facilities across h e  Eastern IJ S thriiugh a two-plitistxl cap-and-trade profr:im Phase 1 begins in 2009 lor NO, and in 2010 for SO2 Phase Z hegins in Z i l i  5 for both NO, and SO1 
On March 25. ?00S, the U S Court of Appeals ior the District nl Columbia (D C Circuit) heard oral argument in a c u e  involving multiple challenges to thc C A R  On July 11. ZOOS, the D C 
Circuit is:;ued its decisinn in iVartlr Cadi rm s EP.4 N o  05.l244 vaciiting the CAIR l h e  EPA filed a petition for reheering on September 24, 20118 with the D (3  Circuit asking tlie court to 
reconbider various parts of its ruling vacating thc CAI17 In December Z(iii8, the D C Circuit issueJ n decision remanding the CAIR to thc EI'A without vacatur The EPA must no\v conduct a 
ncw rulemaking to modify the C A R  in accordancc with the cour t l  July 11, 2 i N S  opinion This decision means t h a t  the CAlR as  iriitinlly finalized in 2tJO5 rcmains in efIcct until the new E,PA 
rule takes el'fect The court did not impnse ii deailiinc or ~ c I i ~ d u I e  nn the EP;\ It is uncertain how long 1112 current CAIR will remain in efiect or how the new rulemaking will a l t ~ r  the CAIR 

The emission controls Duke Energy is installing to comply with s l i i ie  specil-ic clenn air legislation will conlribute signilicantly to achieving comp1i:ince with the CAIR requirements (see 
Note 4)  t\dditionally. Duke Energy plans to spend ;ipprosim;itely %I 7.0 million between ZU09 and 2013 (npprosimarely 685 million in Ohio and 635 million in Indiana) to comply with Phase I 
oi tlic ( X l R  Duke Energy is currcntly unable to estimate the costs 10 criniply with airy new N I C  the EPA will issue in the future as cl rejult of the D C Dislrict Court's December 2008 decision 
discussed above The IURC issued ;in order in 2006 gwnting Duke Energy Indiana approsimntely SI 07 billion in rate recovery to cover its estimated I'hase 1 compliancL' costs of the C A E  
and the Clean Air Akrcury Rule i s e e  helowj in lndiana Duke Energy Ohio received partisl recovery of dq)reciation and Iinancing costs related to environment:il compliance projects for 
2ii04-2008 throuzh its RSP 

See Note 12 for ii discussion of thu impacts 01 the D C (?ircuit Court's July 11. ZOOS decision to vacote the CAIR on the ciirrying value 01 emission iillowmces 
Clcnti Air d l c r ~ ~ i q ~  Rirlr (C.IIlR) lhe EI'A finalizcd its CAA4R in hlziy ?liO5 lhe CAI\,IR was to have limited total annual mercury emissions from coal-fired power plants across the 

U S  througli a two-phased cap-and-trade prngram beginning in 7OlO O n  February 8. 211I'N. theD C Cucuit  issued its opinion inNcw.Icr;ro~i' EPJ, No 05-l0!~7vacnting the C A M  
Rcquerjts Cor rehearing werc dcnted 'The U S E.PA and Ihe Ulility Air R ~ ~ i i I a t o r y  Group have rcqucstcd that the U S Supreme Court review the D C Circuit's decision The D C Circuit's 
decision Creates uncertainty regarding iuture mercury emission reiluclion requirements and tlicir timing. but makes it l;iirlg certain that there w i l l  he ii delay in  the implementation of federal 
mercury requirements for existing coal-Iired power plants On January 29. 21109. tlie EPA requested the U S Department of Justice witlidraw its Petition for W'rit of Certiorari 1-iled on 

Oclober 17, .?Oil8 On Fcbru- 
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ary 23, ZOOL?. the Supreme Courr denied lhe Utility Air RepIlafory Groqo's petition The EPA lvi l l  no1 dsvclop emission standards Jor ulilrl)~ ilnils under section I12 of l he  Clean Air A c t  Ihus 
abiding by [lie I) (3  Circuit's decision At this point. Duke Energy is unable to  cstimatc the costs to comply w i t h  any fiilure mercury regulations lliilt iniglit result from the D C Circuit's 
decision 

Cod Cornbustiorr Proi/uct (CCP) dlanngancirt Duke Energy currently estimates that i t  will spend approslmately %.35 million over tlie period 2100Q-?013 to install synthetic caps and 

~ . r t ~ ~ r ~ ~ / ~ ~ ~ l ~ r ~ ~ ~ ~ ~ o ~ ~ r ~ ~ ~ ~ ~ r ~ n l ~ l ~ t ~ ~ ~ ~ h ~ s  mid Accruuls lncluded in Other within Dcfcrrcd Credits and Oilier L.iahilities and Other Current 1.1ahilities on tlic Consolidatcd Balance Shects were 
liners at esisting iind new ( T I '  landfills antl to coiivert CCP handling systems from wet to dq, s)wems 

total accruals relaled 10 estended c.nvironmentnl-reI;nted ~ i c l i ~ ~ i t i e s  of opl~roxinietely $55 million iintl S4? million as of h c c m h e r  51, 2008 and December 3 I ,  21)07. r e s p t i v e l y  Tliese accruals 
represent Duke Energy's ~orov~sions for costs associated wilh remedialion iictivities at  some 01 its current and former sites, as well as other relevant environmental contingent liabilities 
hdiinngement. in the normal coursc of business. continually assesses the nature iind esient of known or potential environmental-related contingencies and records liabilities when losses become 
probnhlc and are rensoniibly estimuhle 

Litig:itloii 
iVe)i'Soiirre Revicm~ (NSR) In 199~-?131.~1J, tlie U S DOJ. acting (in behalf of the EI'A iindjoincd by various ci t izen groups and st:ites, filed ii number 01 complaints and notices of 

\,iolation ngainst multiple utilities across the c o u n t v  for inlleged violiilions nf the NSR priivisions 01 the Clean Air A c t  (CAA) Generally, the government alleges !lint projects performed ill 
various cool-tired units were major modiiicntions as dcfincd in the (:Ai\. and that the utilities violiitcd thc CAA when they undertook lhosc piojccts witliout obtaining permits and installing 
the best available emission controls lor SOz, NO, iind particulate matter The complainLq seek injunctive relief IO require installation of pollution conlrol leclinology on viirious generating units 
that allegedly violated the C M .  and unspsciiied civil pennllies in amounts nf up to %32,jlX per day for each ~ i o l a t i o n  A number of Duke Energy's pliints hove k e n  subject lo tlicse 
allegations Duke Energy asserts thnt there were no CAA \'ioliitions beciiu:ic the appliciihle regulations do no1 require permitting in cases  here the pr@ects undertaken <ore "routine' o r  
othcrwisc do not rcsult in a net increasc in emissions 

In 2000. the government brought a lawsuit ngainst Duke Energy in the IJ S District Courl in Greensboro. Nortli Carolina The EPA claims that 29 projects performed at 25 a i D u k e  
Energy's cool-fired unib  in the Carolinas \.ioliltc tlicsc NSR provisions n a c c  cn\'ironmcntinl groups hii\'c intcnrcncd in the case In August 3003. the trial court issued n summniy judgment 
opinion adopting Duke E.nergy's legal ~positiions on the standard to be used for meiisuring an incrcase in emissions, nnd granted judgment in iavor of Duke Energy The trial court's decision w a s  

alopenled and ullimatcly reversed and remanded Tor lrial by die U S Supreme Court At trial. Duke Energy will continue lo assert ilia1 tlic projects were routine or not projected 10 increase 
emissions No win1 chile has been SCI 

In Novemher 19W, tlie U S hrought a lawsu11 in the 1J S 17silerd Di:;trict Courl fnr the Southern District of Indiana against Cinergy, Duke Energy Ohio, ond Duke Energy Indiana 
alleging various violations of the CAA for various projects at sis Duke Energy owned and eo-owned generating stations in the lvlidwesl Three norllieasl states and t\vo environmental groups 
h w e  in tenmml in tlie case A JUQ, t r i a l  commenced on M i y  5, 2008 ant1 jury verdict \vas returned on blay 27. 2 ~ 0 8  'The jury l o u d  in favor of Cinergy, Duke Energy Ohio and Duke Energy 
lndionn on a11 hut three units iit LViihash River Also. the judge prcviously grinnLcd summury judgment against Duke Energy with respect lo plaintifls' claim that Duke Energy violated an 
Administrative Consent Order entered into in 1!3X between the El'&\ antl Cinsrgy relating to iillegeil violatinns oiOhio's State Impiemcnlation Plan (SI]') provisions governing particulate 
matter a t  Duke Energy Ohio's 11' C Beck.iort1 Station 

On October 71, 7006, l'laintifls filed a motion fix a new liiihility trial claiming that defendants misled tlic plaintlfCs and the jury hy, aniong other things, not disclosing a consulting 
agreement with a itlct witness snd  by reierring to that witne ' '"retired" during the liability trial when in fact lie was working for Duke Energy under the referenced consulting ngrcement in 
connection with the trial On December IS. ZlIO8, the courl granted plaintiffs' motion 1-nr a new liability trial on claims for which Duke Energy w i s  not previously round linblc In a subsequent 
order rendered on  January I ? ,  2009. [lie Court also ordered Duke Energy to pay p1;iintilis'costS incurred in preparing and filing the motion f o r a  new trial A new linbilicy Irid is scheduled to 
hesin on  A h y  11. XKI9 nic remedy trial fb r  violations alreiid) 
judge in this cise. the Wiihash River units are not suhject to civil penalties. and therefnre. !lie remedy trial in February nddressed only the alopropriate injunctive relief Plaintifis are seeking 
numerous types o l  injunctix relicf including installation o i  mnnitoring equipment ccnsing o p m t i o n s  iind remedi;ilion of allcgcd escess emissions from the \!labash River units 

ihlishcd et Ihic \?'obn:;h River Stiition nnd W C Beckjord Slation began on Fchruiily 7, 7009 Based on previous rulings by the 
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Cinergy and Duke Energy Ohio have been inlormed by D;iyton Power and Liplit ( D I ' S L )  that in June 7000, the FPA issued a Notice of Violiition (NOV) lo DP&L lor alleged violations 
o i  CAA requirements at a station operated by DPbl. and jointly-owned by DPSL. Columbus Southern Power Company (CSP), and Duke Energy Oh10 The NOV indicated the EPA may issue 
an order r c q u i r i g  compliance widi die requirements of the Ohio SIP. or bring a c i v i l  action seeking injunctive rclici and civil penalties ol up to ifi27.5CIO per day lor each violation. In 
September 2004, Marilyn Wall and the Sierni Club  brought :I lawsuit against Duke Energy Ohio. DPSrL and CSI' for alleged violations of the CAA at th is  same generating station f i e  parties 
reached an agreement to settle this matter in the iorm of ii consent decree \vhicli w a s  submitted fix comment to the EPA and ultimately approved and entereil by the court on October 23. 2008 
The consent decree \vi11 no1 have a material adverse cllcct 011 Duke Encrgy's consolidated results of opcr,itions. cash flows or linancial positinn 

O n  April 3, 2008, Uie Sierra Club l i l e d  :mother lii\vsuiI in the U S District Court Tor the Southern District of Indiona against Duke Energy Indiana and certain aililialed companies 
claiming NSR violations at  Uic Edwardsport generating slatitin in Knoz (3ounty. Indiana Sierra Club claims that Duke Energy violalerl the CAA when i t  undertook varioiis unnamed 
rnainteniince projects at  Edwardsport witlaout obtaining permits mil installing the best ;ivailable emission controls Sierra Club further states that i t  intends to file suit for additional alleged 
violations of the CAA and the lndianii State lmplemcntiition Plan On lune .3l,  ?lJOS. rlelendants iiled a motion to dismiss, or dtematively to stay, this litigation on  jurisdictional grounds The 
Distnct Court denied that motion and the case will proceed to discovery 

I t  is not possible to estimate the damages. if any. that  Duke Energy might inciir in cnnneclion with these malten Ultimate resolution of these  matters relating io NSR, even in settlement. 
could have a material adverse ell>ct on Duke Enmgy's consolidatcrl results 01 operations, cash Ilo\vs or financial position However, Duke Energy will pursue appropriate regulatory treatment 
for any costs incurred in connection with such resolution 

Cliffside Ufrit 6Pcr.fdI On July 16. 2001i. the Southern Alliiincc lor Clean Fncrgy. Environmental Defense Fund. National Parks Conservdtion Association, Natural Resources Defenses 
Council, and Sierra Club (collcctivcly rcfcrred to as Citizcn Groups) lilcd suit in ledcia1 court allcging that I h k c  Ericigp Carolinas violated the C A A  when it  commenced construction of 
Cliffside Unit 6 nt Clifliide Steom Stiition in Ruthcrlord County. North (:arolino without nbtuining ti determinillion that the MACT emission limits will be met for nll prospective hoardous  air 

emissions at  t h a t  plant The Citizen Groups claim the right to injunctive relief against further c o n s ~ u c t i n n  at  tlie plant as wel l  as civil penalties in the amount of up  to $32,500 per day for each 
alleged violation In June ZOOS. Duke Energ), Carolinas (announced that i t  wnuld voluntarily perform ii b14C I ;i%scssment of air emission controls planned for ClilTside Unit 6 In July 2008. 
Duke E,ncrgy Carolinas submitted the results of the assessment to the DENR On August 8. 20118 the plaintifCs filecl a motion lor summary judgment and on August 1 I .  7008 Duke E,ncrgy 
Cwolinas filed a malion to dismiss Both motions were argued on October 16, 7(lOS C)n December 2. ZOOS, the Court granted summary judgment in favor 01 the Plaintilis and entered judgment 
ordering Duke Energy Carolinas lo initiate a MAC r process before thc Dt\Q ' Ihe court did not order an injunclion against furthcr construction, hut retained jurisdiction la monilor the MACT 
proceedings On December 4. 20118, Duke Energy Caroliniis submitted its hlAC I filing and supporting information to tlie DAQ specifically seeking DAQ's concurrence as a threshold matter 
that construction of CliKside Unit 6 IS not a major snurce suhjcct to section 1 I? Id l hc  Clean Air Act  and submitting a hWCT rletcrminntion applicetion DAQ held public hearings on  
January 15. 2009 in Forest City, North Carolina and Ianuary 22. 200iJ in St;itcsvillc, North Carolina to ~illo\u public ciimment on DAQ*s proposal to find Clil i l ide iinit 6 is a minor source o i  
haairdous air pollurnnts The meeting noticcs were accompanied with a i l ra l t  permit tliiit includes the minnr source limits and monitoring requiremen6 that make the limtts enforceable A final 
p i m i t  with minor source l im i ts  is espcctcd in the first quiirkr nl'1ii(l9 Concurrent with die iiiitiatioia oithc Ah\CT process. L7ukc E,iicrgy Carolinas filed a notice of appeal to thc Fourth 
Circuit Court  o i  Appeals of the Court's December 2 .  21JI)S Order to rc\'erse the courl's rletermin;ition that Duke Fncrgy Carolinas violated the CAA It is not possible 10 predict with certainty 
whether Duke Energy C;irolinas will incur any liability or tn estimate tlie il:images, if anv that 13uke Energy C;imlinas might incur in connection with this miitter To the extent that a court of 
proper jurisdiction halts construction of the plant. Duke Energy Csrnlinas will seck to meet customers' need for po\ver through oilier resources In addition, Duke Energy Carolinas will seek 
qpproprinte regulatory trenlment for the investment in die plant 

brought a lawsuit in the i J  S District Court lor the Soulhem District of New York against Cinergy. Aincric:in Electric Power Company. Inc , American Electric Power Service Corporation, The 
Southern Company, Tennessee Valley Authorit nd Xccl Energy Inc A similiir Inivsuil wiis  liled in the U S L7rstrict Court for !Ire Southern District of New York against !he same cornponies 
by Open Space Institute, lnc , Open Space Con 'ancy, Inc , and The Audubon Society of New liampsliire Ihesc lalysuits allege tliiit the delendants' emissions of CO? from the combustion 
of iossil iuels at electric generating facilities contribute to global warming and amount to :i public nuisance 1 he compleints also allege h a t  the defendants could genente the same amount of 
electricity while 

Cnrbofi Dioxide (Cog Litipntiofr In luly ?IiiU. t l ie  sli i tes 111 Connecticut, Nen, Yiirk, (:alifornia. lowa. Ne\\( Iersey, Rhode Island, Vermont, Wisconsin and the City of New York 
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emitting significantly less CO? The plaintilfs iire seeking an injunction requiring each defendant to cap its CC)2 emissions and then reduce them by a spccilied percentage eiicli year for at least 
ii rlecade In September 2005. the District Court granted the clefendiints' motion to dismiss the iiimsuit The plaintiNs have appealed this rullng to the Second Circuit Court of Appeals Oral 
arguments were held beforc tlie Second Circuit Court of i\ppe;ils on lune 7. 2t:iO6 It  is lint possihlc to  predict with certainty \vlietlier Duke Enorgg will incur any liability or to estimate the 
damages, if any, that Duke Energy might incur in connection wit l i  this mutter 

of its subsidiaries Plaintiffs. tlic governing bodies OS an lnupiot v i h g c  in Alaska brought the iiction on thcir on'n hchalf and on  behalf ol-the village's approximately 400 residents The lawsuit 
alleges that defendants' emissions ofCO2 contributed to global w;iriui ionstittile a private and public nuisiince Fliiintills a l s o  allege that certain delendanls. including Duke Energy, 
conspired to mislead the public with respect to g1ob;il warming Plaint unspecified rnonetiir). diimiiges, attorney's fees :ind espenses On June 30, 20118, the defendiints filed a motion to 
dismiss on jurisdictional grounds, together with ii motion to dismiss th  racy cliiims Oral iirgument on  ihc motion is scheduled lor hiiay 2009 It is not possible 11) predict witli certainty 
whcthcr Duke Energy will incur any liability or in cstimntc the damages. if any, that  Duke Energy might incur in connection wit l i  this mallei 

I-IurricnitcZaabtn L.nii'suit In April 2006, Duke Energy and Cinergy were named in the third amended complaint of a purported class action la\vsuit filed in the U S District Court for 
the Southern District of Mississippi PlnintiKs claim thiit Duke Energy and Cinergy. iilong with numerous other utilities. oil compnnies. coir1 compnnies iind chemical compnnies, ore liable lor 
damages relating io losses sullered by victuns of I-lurriciinc h nlrina I'laintills cl i i im 1h:il rieiencims' g i e ~ L  62 

I-Iumicane Kauina On August 30, 2007. the court dismissed Ilie case The pliiinliils have filed their iippeal to die I'ilih Circuit Coun of Appeals and nral argument was  hexd on August 6. 
2008 Due to the late recusal of onc of thc judges on tlic Firth Circuit p a d ,  the cnurt held ii no\\' o ra l  argument on Novcrnlxr 3. ?IO08 I t  is not possihlr: to predict with certainty whcthcr Duke 
Energy will incur any liability or to estimate the damages. 11 m y ,  thst  Duke Energy might incur in connection with this matter 

Indexing Cases" in Son Diego. Calirornia 'The plaintills i~llegc that the defendanis conspired to manipulate the price of natural gas in violation oi sliile and/or fcdcral iintitrusi laws. unfair 
business practices and other laws PlaintiKx in snmc of thc cases lunher nllegc thiit such iictivities. including engaging in "round trip" triiilcs, providing false inlormation t o  natural gas @adc 
publicolions and unlawfully exchanging inlormiition. resulted in arlilicially high energy prices In December 2W7. Duke E n e r w  reached a settlement in principle to set t le  the 1 3  cases A 
settlement agreement was esecuied in February 7008 mil amended iind restated in July 71108 I he settlement did not liavea maieriiil ;idvcrse efl~ect on Duke Energy's consolidated results of 
operations. cash flows or financial position. 

Other Price Reporri,rg Cnses A total of 12 lawsuits have becn filed iigiiinst Duke Energy afliliates and  other energy companies Ten 111 tliese cases have been consolidated into n single 
proceeding In February ZOOS, the judge in this proceeding granted ii rnnlirin to dismiss one nl the cas= and entcredjudgment in favnr ofDETh4 Plaintiffs' molion 111 reconsider \vas, in large 
pan. denied and on  January 9, 2009. the court ruled that PlaintilTs lacked standing to ~iursue their rem;iin 
2009, the xime judge dismisscd Duke Energy Carolinns rrom four of the cascs (lnc ciisc wiis filed in Tc 
That cast was appealed to tlie Tennessee Court of Appeals, where oral argument wiis heard in November 21)1)7 Ihe 1 ennessee Cnun n i  Appeals reversed t h i s  lower courl ruling in October 
200s and on  December 23, 200s. Defendants i i l e d  an appliciition lor permission ti3 appeiil together with a brief to the Tennessee Supreme Court On January I;, 20(19. anotlier case pending in 
blissouri state court, was dismissed on thc grounds that tlic Pl~iiitii1~l;icl;ed btnniling to bring the case Each of these cases cnntiiins similar claims, that thc respective plaintifk. and thc cl~asscs 

they claim to represent, were harmed by the defendants' alleged miinipulatinn of the niitiiriil gas marltcis by various niciiiis. including providing fiilse information to natural gas wade 
publications and entering intn unlawful arrangements and agreements in violation in1 ihe antitrust I.i\vs ciithe reqiective st:itcs I'laintitls seek damages in unspecified amounts In October ZOOS, 

a settlement in principle was  reached with the class plaintills in five n i t h e  cases 1 he settlement is ~ ~ l l j e c t  ti) execution o i  derinitivc settlement documents and appro\tal by the court The 
settlemen< as cunently structurccl, will not hiiw 11 moterial adverse effect on Dike L;nerg!.'s cnnsolirlnted resulb doper;itiuns. cash floivs or iinnncisl position I t  is not possible to predict with 
certainty whether Duke Energy will incur any liability or 10 estimate the diimages. if any. that Duke Energy might incur in connectinn with the remaining matters 

.4lnslimr Glnhol 1Vwn:ii:g L.n:iwif On FeI i rua~j  26, 20IlS. p la in t i l l s  filed suit agiiin:;t Pciibixly Coiil iind various oil iinrl po\ver cnmpnny dclendnnts. including Duke Energy and certain 

. .  . .  . .  

Son Dicgo Price Iiidcrii:g Cnscs Duke Energy and several 01- its afliliales. iis well as <othur energy companies, have been i;irties ID 15 lawsuits i vh icb  liiive beun coordiniited as the "Price 

ms  iind granted certain Delendants' motion ior summaly judgment In February 
stiite court, which ilismisscd the case on filed rate and lprccmption grounds 

I CA 
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il'esrcrn Eledricihr Litigntioii Plainliffs. on beliall 01 themselves and  olhers. in three Ia~vsiiiIs allege I l ia1 Duke Energy aftiliales, among other encrgy companies. nrrilicially inllated the 
price oielectricity in certain western states l v ~ o  of tlic cilses were dismissed and plaintiX> apl?ealed to the U S Cowl of Appeal for 111e N m h  Circuit Clf those two ciises. line was dismissed by 
ngrcemcnt in blnrch 2007 In November 2007, the court issuul an  opinion iiifirming ilismissnl oftlie othcr ciisc. plaintifLs' motion for reconsiderirtion wns dcnied and plaintiffs did not file a 
petition for certiorari to the Supreme Court Plirintiffs in the remaining case seek damages in unspecified amounts I t  is not possible to  jireilict with certainty whether Duke Energy wi l l  incur 
any liability or IO estimate the damages. il any. lliiit Duke Energy might incur in coiinection with these lii!vsu~Ls, hut Duke Energy d i m  nnt presently beliwc the outcome of these matters \viII 
liiive a material adversc e r e c t  on its consolida!crl rcsulls of opcrations, cash flows or financial p s i t i o n  

Trntling Related In~~estigntioiis Beginning in Febru;iry 200-I. Duke Energy h a s  received rcquesls h r  inlormation lrom the U S Attorney's oflice in I-louston focused on the niitural gas 
price reporting activities of certiiin individuds involved in DETLI trading operations Duke Energy l i i i s  cnopersted with the government in this invesligation and is unable to  express an opinion 
rcgarding the probable nutcome or estimate damages. il any. related to this matter at this time 

Ex.xonhlol~il LXupules In Mireh 21:107, Duke Energy ant1 Mabil Noturiil Giis. Inc (hR.IC;I) and .3%6231 Candii .  Inc (together with hlNGl ani1 Essonhlobil)  executed n settlement 
nereement for qlobal settlement of both parties' claims raised in arbitration proceedings relating to 13EThd and Duke Encrgy h,larketing I miited Partnership (DE.blLl'j In the arbitration brought 
in Canada by DEIVLP. tlie arbitrators held t ha t  Exsonklobil w a s  not required to mke assignment ofcena in  gas supply and uansportiition agreements with odier parties. under which  DE,IVU.P 
continues to remain obligated Thcsc contracts arc currently u;timated to rcsult in losses oi up to approsimately $ 1  0 million through 2i1119 based ion thc currently ai imatcd in-service d a t a  fix 
certain gas infrastructure facilitics As Duke Energy hns an ownership interest of appr~irimiitely SIP; in DEh,ll..P, only 6 0 9 b  of any losses would impnct pre-tax eiirnings tor Duke Energy 
However, these losses are subjcct to change in t l ie future in the went  01 changes in market cnnditions iind underlying assumptions 

Plan, alleging violations of Employee Retirement Income Security Act (ERISA) and the Age Discriminntion in Employment A c t  (ADEA) Ihese iillegations nrise out of the conversion of h e  

Duke Energy Company Employees' Retirement Plan into the Duke Energy Retirement Cash Balance Plan The case also riiises some Plan iirlministration issues, alleging errors in the 
application of Pliin provisions (i e .  the calculation of interest rate credits in 1997 and 1998 and tlre c;ilcul;itinn of lump-sum ~1i.stribution.s) llie plamtil'ls seek t o  rcpresenl presenl and  h n e r  
participnnts in lhc Dukc Energy Retircmcnt Cash Balance Plan This group is estimatcd to include approximately 36.I)i.X:t persons I he plaintiffs also seck tn divide \ l ie putotive class into sub- 
classes based on age Six causes of action are alleged, ranging irom age discriminstion. to various alleged FRlSA violations. to :ilIeg:itions 01 breach ol fiduckiry duty The pinintiffs seek a 
broad array of remedies, including a rclroactive reformation of the Duke Energy 12etirement Cash Biilancc Plan and ii recalculation o i  participanls'l lieneliciaries' benciits tinder 1111: revised and 
reformed plan DukeEnergv filed its ansiwr in Adarch 2006 A portion of this contingent liability \\'as assigned to Spectra Energy in connection with tlie spin-011- in Jiinuary 2007 A hearing on 
t l ie plaintirk motion to amend the complaint to add nn ndditionnl iigc discrimination clnim. rlcicndant's motion to dismiss and the rcs]iective motions for sunimiiry judgmcnt ivm held in 
December 20117 On June 2, IOOS, the court issued ils ruling denying plainliffs'motion to nrlrl tlie addilional c la im and dismissing a number oiplaintiUs'claims. including the cl i i ims for ERISA 
age discrimination Since that date, plaintifis have notified Duke Energy that they are widiilrawing their ADEA claim No trial date hiis been set At mediation. plainii0-s quantified their claims 
as being in ~ S C C S S  of $150 millioii I t  is not possible to predict with certainty the damages. if en).. dial Duke Energy might incur in connection with this ninttcr 

District of Ohio Plaintills allege that Duke Energy (then Cincrm :and The Cincinnati Gas S Electric Company (CGSKJ). conspired to provide inequitable and uni:iir price ad\mtages f o r  
certain large business consumers by entering into non-public option agreemenrs w t h  such consumers in esclinnge for their witlidratval o l  challenges to Duke Energy Ohio's (then CGSE's) 
pending RSP, which w a s  implemented in enrly 200.5 Duke Energy denies the allegations mode in the lnwsuil I~ol lo\smg Duke Energy's IilinS of n motion to dismiss plaint~its '  claims. plaintiflj 
amended their complaint on M a y  30. 200s Plaintiffs now contend that Uie contracts a t  issue were an  illegal rebate which violate antitrust and R:icltcteer Influenced and  Corrupt Organizations 
(lilC0) statutes Defendants have again moved to dismiss the claims It i s  not possible to predict witli certainty whether Duke Energy will incur m y  liability or to estimate the damages. i i  any, 
that Duke Energy might incur in connection with this matter 

L)ukeEncrg~:l'Rctircnienf Cnsh Bnlmicr Finn A class action /il\vsuil ims lilcd in iedcr;il court in South Ciiiolina iigiiirist Dukc Yiiiergy and the Dukc Encrgy Rctircmcnt Cash Balmcc  

Olrio..lirtih.ust Lniomit In January 2006, four plnintifls, including individunl, inilustrial iintl non-profit customers. tiler1 a lawsuit tigainst Dukc Energy in redcral court in the Southern 

Duke Energs Intertintional P n m n t y ~ ~ i e n i n  L.nivsuir In June 2007. the Brazilian electricity regulatog. agency (ANLEI.) issued rcsolution 197/?1:107 i t h e  Resolution) i v l i i c l i  purports to 
impose additional assessments (retroactive to July I ,  ZUO.4) on generiition 
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companies located in the State of S3o Paula lor utilization of the electric transmission system The new assessments are hased upon a fiat-fee charge that  li i i ls to take into account the 
proportional usage by each generator Pursuant to the Resolution, Duke Energy International Geracao Parnnnpanemn S A  (Par:inapanema) was :issesscd :ipproximatelv S.2 million, inclusive of 
interest Following various fa i led administrotive challengcs, on  July 16, 2ilO8, Piiriiniipnncma tiled a lawsuit in the Briizllian kdcra l  court chirllcnging tlic merits d t h e  osscssmcnt On July 19, 
?0(18 Uie court granted Paranapanemn’s request to enjoin its payment obligation w h i l e  the Icy:il challenge on the merits remains pending beiore the Brszili:in court Th:it injunction \vas appealed 
and revcrscd on January 28. 2009 On Februniy 3 ,  2009, Piimiiapanma lilcd a motion for reconsideration 01 the appellate court’s ruling against tlie injunction Pnrannpnncma i i l s o  iiled a brief 
an thc merits A liiial decision on both tlic injunction ruling and the merits is pending before the appellate court 

“ ‘ l ~ b r s ~ o ~ - ~ , ~ , i f l ~ r i /  I i~r ir i r~  n>idDnmgrjs Clniim Duke Energy has espcrienced numerous claims ii,r indemiiilication and medical cost reimbursement rekiting t n  damages for bodily 
injuries alleged to have arisen liom the txpmure  to or use of asbestos in connection with construction and maintenilnce xtivit ies conducted by 13uke Energy l ho l i n i i s  o n  11s electric generation 
plan& prior to 1985 

Amounts recognized as asbestos-relilted reserves relntcd to Duke Energy Carolinas in the Consolidated Balance Sheets totaled npprvsimotely Xl,il3 I million nnd $l.O83 million 11s 01 
~ 

minimum amount in Duke Energy’s best estimate of the range of loss for currcnt and future asbestos claims through 1027 Ahnogernent believes that i t  is possible there wi l l  be additional 
claims f i led against Duke Energy Carolinas after 2027 In light of thc uncertainties inherent in a longer-term lorecast. mansgcment docs not belicvc that they can rcesonahly estimate the 
indemnity and medical costs that might be incurred after 2017 related to such potential claims Asbestos-related loss estimates incorporate anticipated inl1;ition. 11 spp1ic;ible. and  are recorded 
on an undiscountecl basis These reserves are based upon current estimatts and are subject lo greater uncertainly :I( tlie projection period IengUiens A significant up\vard or dnivnwird trend in 

the numbcr o lc ln ims  filcd, the naiure of the alleged injury, and thc avcrogc cost of resolving c;ich such clnirn could chtingc oui cstimatcd liability. as could any subst;intial ;idvcrsc or f;ivorahle 
verdict :it triol A iedernl legislative solution, rurther state tort relorm or structured settlement wansiictions could nlso change the estimated liability Given the uncerlninties associiited with 
projecting matters mto the future and numerous other iactors outside our control, management believes that i t  is possible Duke Energy Carolinas may incur asbestos Iisbilities in  excess 01 tlie 

recorded I ~ S ~ N C S  

Duke Energy has a Uiird-party insurance policy to cover certain losses related to Duke Energy Carolinas’ asbcsios-related injuries and damages abovc an  aggregate self insured retenlion 
o i  6176 million Duke Energy Carolinas’ c u m u l a t i ~ e  payments began to esceed the self insurmce retenlion on its insur:ince policy during the second quarter 01 Z0I)Y Future payments up to the 
policy limit will be reimbursed by Duke Energy’s third party insurance carrier The insurance policy limit for potenlial future insurance recovenes for inrlemnilication and medical cost claim 
payments is SI .OW million in escess of [he self insured retention Insurance recoveries of approxirn;itely 51 .n;? millioii and Sl,l:Ut) millivii related to this policy ,ire classiiied in the 
(:onsolid:ited Balance Sheets in Other within Investments and Other Assets and Receiviibles as of Decembcr -21. 2 M S  and 1007, respectively Duke Energy is not aware of any uncertainties 
regarding the legal sufficiency of insurance claims bianagrmenl believes the insurance recovery iisset is probable ofrecni:ery a s  the insurance carrier continues to h w e  a strong financial 
strength rating 

Duke Energy Indiana and Dukc Energy Ohio hnvc also been nnmcd as defendants or co-dcfmrlants in IawsuiLs rclotcd to asbc5tos a t  their electric gciicrating siativiis Ihc inipiici on Dukc 
Energy’s consolidated results of operations, cash f lows or financial position of these cases to date has not been material l3:ised on estimiites under \‘arping assumptions concerning uncertainties 

mons others. (i) the number o i  conuactors potentially exposed to asbestos during c~ns t ruc t ivn  or maintenance of Duke Energy Indion:~ and Duke Energ>, Ohio generating plants. 

( i i j  the possible incidence oi various illnesses among exposed workers. and (iii) the potential settlement costs witliout federal or otlier legislation that addresses asbestos tvr t  actions. I3uke 
Energy s t imi i tes  that the range of reasonably possible exposure in existing nnd future suits over tlie forc:ieeable future is not mntcrial t h i s  estimated range 01 esposure niny change as 
additional settlemenls occur nnd claims are made and more case law is established 

EI U K r f d d i n g s ,  / ,IC In bfarch, 2004. E1 UK Holdings. Inc . a subsidiary of FirsEnergy Corp filed a complaint tn Ohio Stale Court llie complaint alleged that Cinergy. and on d.filiate, 
had breached certain agrcements and sought indcmnilication from Cinergy The case went to trial and on Fcbtuary 14,2008, thejury returncd a verdict in favor ofE1 UF: Holdings and against 
Cinergp and  its afiilinte and aw;irded E1 1.K Holdings SI 5 million, plus interest Posljudgment niotions were denied and Cinergy pnid the verdict and prcjiidgmeni interest in June ? 0 0 8  
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Orlrcr Litiigntioir niidL cgd  Proccediiig.s Duke Energy and its subsidiaries are involved in other legal, tax and reeulaiory proceedings arising in Uie ordinary course o i  business, some 01 

which involve substantial amounts Duke Energy believes that the final disposition of these proceedings 1\41 not haven  material adverse e l k t  on its consolidated resul~s oioperations, ciish 

ilows or finiincinl position 
Duke Energy has exposure to certiiin legal matters that are descr ikd  herein As  of December 31, 200s and 2007, Duke Energy has recorded reserves, inclutling reserves related to the 

iforementioned asbestos-related injuries and damages claims. of approsimately $1 I billion for tliese proceedings and esposures Duke E n e E y  has insurance coverage riir certain of lliese 
losses incurred lhcsc reserves represent management's best estimate of probable loss as defined by SFAS Nu 5 As of Dcceinbcr 31, 7008 and ?(J07, Duke Energy rccngnizcd approximately 
$l , t i jZ million and .Y;l,041 million, resj~ectively. ofprobable insurance recoveries related to ~ l iese  losses 

Duke Energy expenses legal cosls related to the defense 01 loss contingencies as  incurred 

OtlicI Cumiiiittiiciits unci Coiilingrncics 

Svrrfid Commercial Power produced y n l u e l  from lacilities that qualified Tor tas credits (througli 2007) in accord;ince with Section 2914% oi the Intcrnal Revenue Code if certain 
requircments were satisfied Scction 29145); provided for a phase-out 01 the credit if tlic averagc price of crude oil during a calendar year esceedcd a specified threshold The phasc-out was 
based o n  a prescribed cnlculiition and delinition of crude oil prices The exposure to synfuel tas credit phase-out was monitored as Duke Energy w a s  able to reduce or ceiise synfuel production 
based on the expeclnlion 01 ;any potential tiis credit phase-out The objective of these activities w a s  to reduce potential losses incurred if the reference price in a year exceeded a level triggering 
n phnsc-out 01 synl'ucl tas credits 

Power's sale of synfuel had generated $339 million in tax credits through December 31, 2005 M e r  reducing for the possibility of phase-ouf the amount of additional credits generated during 
the years ended December 31. 21.107 and 7OC6 were approximately $84 million and $10 million, respectively Duke Energy ceased production of synfuel upon tlie espimtion o i t h e  tax credits at 
the end of ?01:17 

These credits rctluced Duke E,ncrgy's income tax Iiiibility and, therefore, Duke  Energy's tiis espensc recorded in Income (L 04s) from Discontinued Operstiow. net of tiis Commercial 

.The lntllrnal Revenue Senwe (IRSj has  completed the audit of Cinergy for the 2002, 2003, and N ( J . 1  t as  years, including the synfuel facility owned during thiit pcriod, which represents 
$272 million of 13s credits generated during the aforementioned audit period The  IRS has not proposed any adjustment that would disallow Uie credits claimed during that period Subsequent 
periods are still subject to tiudit Duke Energy believes that it  operated in conformity with all the necessary requirements to be allowed sucli credits under Section 29/45); 

Budget Program at Duke Encrgy's DEFS olNarrows, L L, C power plant iacility in Narrows, Virginia The investigation has revealed evidence of falsification of data by an employee relating 
to tlie quality assurance tcsiing of its continuous emissions monitoring system to monitor heat input and NO, emissions In December 2006, Duke Enerby voluntarily disclosed tlic potcritial 
violations to the EPA and Virginia Department of Environmental Qualily (VDEQj, and in January 2007, Duke Energy made a full written disclosure of the investig:ilion's rindings to tlie EPA 
and the VDEQ In December 1007. the EI'A issued a notice ofviolation Duke Energy has taken appropriate disciplina~y action, including termination, with respect to the employees in\rolved 
with the l a k e  reporting I t  is not possible in predict with certainty whether Duke Energy will incw any liability or to estimate the damages, if m y ,  h a t  Duke E,nergy might incur in connection 
with this iiiattcr 

DEGS ofhinrroars, L1.C Inimtigntion. In October 2006, Duke Energy began an intcmal investigation into improper data reporting to the EI'A regarding nir emissions under the NO, 

Orher dlnners Duke Energy was  parry to an agreement with a third party service provider related lo certain future purchases The agreement contained certain damage payment 
provisions if quald~ing purchases were not initiated by September 2008 In thc fourth quarter of 2006, Duke Energy initiated early scttlemcnt discussions regarding this agreement and 
recorded a rescrvc of  approsimately %5 million During the third quarter of2(107, Duke Gnergy paid the third party service provider approsimately $20 million, ivluch directly reduced Duke 
Energy's future esposure under Uie agreement, and further reduced the reserve by $?O million based upon qualirying purchase commitments that. once satislied, will fulfill Duke Energy's 
obligations under the agreement As a rcsuk of additional adjustments to this rcservc during h e  fourth quartcr of 1007, there was no remaining rcscrvc associated with this iigrccment ai 

December 31, 2007 
Gctiernl As part of i t s  normal business, Duke Energy is a party to various financial gumantees, performance guarantees and other contractual commitments I o  cstentl guuarantees of credit 

and other assiskince to various subsidiaries. investees and other third parties To varying degrees. these guarantees involve elements of performance and credit risk. which are not included on 
thc Consolidated Balance Shects The  possibility of Iluke Energy having to honor its contingencies is largely dependent upon future opcrations of various subsidiaries, invcstecs and otlicr third 
parties, or !he occurrence 01 certain future events For further information see Note 19 
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In addition, Duke Energy enters into viirious Iised-price, non-cancelable commitments to purchase or sell power (tolling arrangements or power purchase contracts), takear-pay 
arrangements, transportation or throughput agreements and other contfiicts tho1 mop or may not be  recognized on the Consolidated Bnl;lnce Sheets Some of these arrangemenLs may be 
recognized at market value on the Consolidated Balance Sheets as  trading contracts or qudrfying hedge positions 

Operiitlng :iiid Cipilal Le:ise Coniinilnicii~s 

X l 3 S  million in 211117 and SI 1 0  million in 2006 which is included in Opent ion ,  Ivlointen:mce and Other on the Consolidated Statements of Operations Income (1.oss)From Discontinued 
Operations, net 01 tax. in 2006 included rental expense Ibr operating l t x~ses  of approximately X3G million Amortization o i  assets recorded under capib l  lenses is included in Depreciation and 
Amortization on the Conso1id:lted StatemenL? of Operations The following is a sunimary 01 future minimum lease payments under operating leases. which a t  inccption had a non-cancelable 
term oi more thnn one year. and  ciipiti\l leiises as 01 December 31, 7008: 

Duke  Energy leascs ;issets in S C I T ~ I  a r e a  ofits opcrations Consolidated rental expense for operating Ieascs included in incomc from continuing operations \vas $164 million in 1008, 

Operating Cnpital 

LCi lSC5  Lc1ire.i 

(in niilliaiis) 

7009 I01 

Thercallcr 252 J? 

19. Guarantees and Incleninifieations 

contracts include performance guarmtccs, stand-by letters of credit, debt guarantees, surety b o n k  and indemnifications Duke Energy and ils subsidiaries entcr into thesz arrangcmcnts :o 
facilitate a commercial transaction with a third piny by enhancing the value o i  the transaction to the third pony 

Cinergy or International Encrpy or were assigned to Duke Energy prior to thc spin-ofl'remaincd with Duke Energy subscqucnt to thc spin-off Guarantees originally issued by Spcctra Energy 
Ciipitul or its affiliates prior to the spin-oll remiiincd with Spectra Energy Capital subsequent ti) the spin-off. except for certain guarantees discussed below that ore in the process o i  being 
assigned IO Duke Energy During this assignment period, Duke Energy has indemnified Spectra Energy (3api ta l  against any losses lncurrecl under these guarantee obligations 

entities. as ivcII as  guarantees of debt of certain non-consolidated entities and less than wholly-owned consolidated cntitics If such cntities were to default on payments or pcriorrnancc, Duke 
Energy would be required under the gu:ir;intees to make payment on the obligation of the less than wholly-owned entity The maximum potential amount of future payments Duke Energy could 
have been required to make under these guar:intees as of December 31, 7008 was approsimately $5 I 0  million 01 this amounl, approsimately $?(I0 million relates to guarantees issued on 
bcholl 01 Icss th:m !vhollv-owned consolidated entities, with the remainder related to guarantees issued on Ixhalf of third parties and unconsolidated affiliates o f D u k e  Energy Approslmately 
$314 million of the guorantees expire between 2009 and 7039, with the remaining performance guarantees having no contractual expiration In addition, as  discussed above, Spectra Energy 
Capital is in the process of assigning to Duke Energy performance guarantees with maximum potential amounts of future payments of approslmately $320 million During the assignment 

period, Duke Energy has intlemnified Spectra Energy Capital for any losses incurred as a result of these guarantees 

Duke Energy and its subsidiaries have various financial and performance guarantees and indemnifications which are issued in the normal course of business As discussed below, lhese 

A s  discussed in Nole 1. on January 2. 2007, L7ute Energy completed the spin-otfol'its natural gas businesses to shareholders Gmranlees that were originally issued by D k e  Energy. 

Duke Energy has issued performance guarnntees to customers and other rhird pnnm tho! guarantee the payment and performance of other parties. including cenain non-wholly-owncd 
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Included in the amounts discussetl abovc is approximately $63 million of maximum potential amounts of future payments associated !villi guarantees issued to customers or other third 
parties related to the payment or performance obligations oicertain entities that were previously wholly owned by Duke Energy but which have been sold to tlitrd parties. such as 
DukcSolulions, Inc (DukcSolutions) and Duke Engineering & Sewices, Inc (Dl?&S) ?licse guornntecs tire primarily related to payment of lease d~l iga t ions .  debt obligations, ond performance 
guarantees r e l a i d  lo provision ofgods and sewices Duke Energy has received back-to-hack indemnification from t l ie buyer ofDE&S intlemnirying Duke Energy for any amiiunb paid 

guarmtees Duke Energy iilso received indemnificalion from tlie huyer of DukcSolutions lor the first $3 5 million paid by Duke Energy rclated to the DukeSolutions 
guarantees Furthcr. Duke Energy grantcd indciiinificalion to the buyer of DukeSolutions \villi respect to losses arising under some energy services agreements mlaincd by DukcSolutions after 
the sale, provided that clie buyer agreed to bear lliClus o f t h e  prforni; ince risk ;ind SIJ?'o of any other risI( up to tin aggregate maximum of $2 5 million (less any amounlc paid by the buyer under 
Uie indemnity discussed above) Addilionally, for certain performance giimintees, Duke Energy has recourse to subcontractors involved in providing sewices to a cii?tomer These guarantees 
have various terms ranging from 21109 to 701 9. with otlicrs having no  specilic term The maximum potential m o u n t  of future payments under these guwintecs as of December 31. 2006 \vas 
;ipprosimately $63 million 

Duke Encrny has nunranteed certitin issuers ofsurety bonds, obligating i tsclf  ti) make paymcnt upon the h i lure  of a non-wholly-owned entity to honor its vhligations to a third party, as 
well as useii bank-issued stand-by letters of crctlit to secure the periormance oTnon-ic,holly-o~vnc.d entities to n third party or customer Under Ihese arrangements, Duke Energy has payment 
obligations to the issuing bank which arc triggered by a draw by die third party or customer due to the failure 01 the non-wholly-owned entity to perlorm according to the terms of its underlying 
contract As of Dccembcr 31, 2iiOS. Duke Energy lias gu:irant~.etl :tpproxim:itely SI 00 million 01 outstanding surety bonds and lctters ol credit relntetl to obligations of non-wholly-owned 
entities, rubstanti:illy all of which relates lo projecls nt Crescent This amount represents llie face value 01 the guarantee?, however, Crescent has already completed a substantial portion of its 
obligatiors under these guarantecs As oi Deccmhcr 31, LUO8. it is rcason:ibly possible tlial Duke Enerw could have a p o s u r e  o f a p p r o s m a t d y  W O  million under these gunrantces should 
Crescent liiil to percorm under its obligiitions nssociated wit11 these projects which would become more likely should Crescent drclore bankruptcy in tlie neiir future See Nole I2 lor further 
information 

Duke Energy has entered into various indemnilicetion ;Igreements reliitetl ti) purchase nod sale agreements and  other types of contractual agreements with vendors and other third parties 
These agrcemenls typically cover mwronmental, lax, litigation and otlicr mattcrs. :is ivell as brmchcs of representations, warrvntieri and covenants Typically, claims may be made by third 
parties for  various periods of time, depending on tlie naturc: of the claim Duke Energy's potential exposure under these indemnification :igreemenls can range from a specified amount, such as 
the purchase price. l o  an unlimited dollar amount, depending on the nature of the clnim and the particular transaction Duke Energy is unable lo estimate the total potential amount of Iuture 
payments under tlisse indemnification agreements due to several factors. such as [lie unlimited exposure under certain guarantees 

At December 3 1, 2OCi8, the omounts 01 the iiiir value recorded for t l ie  guarantees and indemnifications mentioned above are approximotcly $19 million, which is recorded in Other 
Deferred Credits nnd Other 1. iabilities on the Consolidated Balance SheeLs Due to the continued downturn in the overall economic environment, Duke Energy performed an  assessmen1 o i i b  

guarantee obligations :is of December 31. 2008 10 determine whether any FAS 5 iiahilities have bcen triggered as a result 01 potential increased non-performance risk by parties for which Duke 
Energy lias issued guarantees Based on 11ic rcsii l~r ofthis analysis. as n l  h c c n i h c r  31, 2008 managcnicnt determmed. iyitli clie exception of some insignificant amounts, that it is not probable 
that Duke Energy will have to periorm under any guaranlee iddigations I-lowever, management will continue lo mnnitor thc financial condition of the third parties or non-wholly owned entities 
for whom Duke Energy ha? issued guarantees on behalf of, including its obligations relatcd In Crescent discussed ahove, t o  determine whether pcrlbrmnnce under thesc guarantees becomer 
probable in [lie iuture 

20. Earnings Per Share 
Basic E,PS is computed hy dividing earnings available for common stockholders by the weighled-average number of common shares outstanding during the period Diluted EPS is 

computed by dividing earnings available for common stockholdcrs, as a d j ~ ~ t e d .  by the diluted wcighled-average number of common shares outstanding during the period Dilutcd EPS reflcclc 
tlie potential dilution cliot could occur rfsecurities or other agreements to issuc common stock. such a s  stock options. stoct-hosed performance unit awards, contingently convertible debt and 
phantom stock awards, were exercised, settled or converted into ciimmnn stock 
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The following tables illustrate Duke Energ>,'s basic m d  diluted EPS calculations and reconcile h e  weiglitcrl-average number of common shares oulslnnding to Uic diluted weighted. 
average number of common shares outstanding for the years ended December 31, 2W8. 2007, and 7OOh 

Avel-:tge 

( i n  iiiillions, e\cept pel rhiire data) I IIclJIllI' Slt;lre\ EI'S 

3 

In 

2007 

, perfomanie  and rcblrictcd Ftocl 
I 

1 iluted 

2006 
I 

Contingently con\crtible bond I4 

1 he increase in weighted-overage shares outstandins for the year ended December 3 I ,  2007 compared to the same period in 2IIM was due primarily to the April 2006 issuance of 
approsimately 3 I3 million sliares in cnnjunction w i U i  Uie merger with CinerLy (see Note I ), the conversion of debt into approximately 27 million shares of Duke Energy common stock during 
the year ended December 31, 2tN16 (see Note 16). and h e  repurchase and retirement of approsimately 17 5 million shares oi Duke Energy common stock (luring the year ended Deccmber 3 1. 
2006 

Beginning in the fourth quarter of 2OOS, Duke Energy began issuing authorized but unissued shares or common stock to fullill obligations under its Dividend Reinvestment Plan and other 
internal plans. including 41:1l(k) plans I h k e  Energy currently ;inticipatcs issuing up to an ;aggregate of npprosimaiely $600 million oi common stock associated with these programs 
Approslmalely $100 inillion ol common stock was issucd during thc fourth quarter o i  2008 associated with tlicsc plans 

were not included in the "en'ect of diliitive secunties" in Uie above table becnurc either h e  option esercise prices were g r a t e r  than tlie average market price o i  tlie common shores during Uiose 

periods or periomance measures related to h e  awards had not yet heen met 

class rnethotl described in SI; AS No 12s as Duke Energy has certain share.b;ised pttyment aw;irds that meet Uic definition of participating securities 

As ofDecember 31, ZiJOS, 2007 and 2006. iipprosimntely I5 million. 13 million and 14 nullion, respeclively. 01 options, unvested stocl;. performonce awnrds and phantom stock awards  

As disciisscd fuilhcr in Note I .  cffcctive Jonunry I .  2009, Duke E.nergy adopted Ihc provisions of FSP EITF 03-6-1, which requires Dukc Encrgy l o  compute bosic EPS using the Lwo- 

21. Stock-Based Conipensntion 
Duke Energy accounts iior stock-based compensation under the provisions o i  SFAS N o  I .?3(R) SFAS No I l3(R)  established accounting lor stock-based aw;irds exchanged for employee 

and certain nonemployce seMces  Accordingly, for employee awards, equily classilicd s t o c k - h a d  compensation cost is measured nt h e  grant &%Le, based on the fair value of the award, and i s  

recognized os espense over h e  requisite s c n i c e  period 
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Duke Energy's 21ifl6 1. ong-term Incentive Plan (the 2006 Plan), approved by shareholders in October 2006, resen& 60 million shares of common stock for awards to employees and 
outside directors Ihe 71:105 Plan superseded Duke Energy's 1996 Long-term Incentive Plan, as ;amended (the 1998 Plan), and no additional grants will be made from the 1998 Plan Under the 
3006 Plan. the exercise price 01 each option grontcd cannot be less than tlie market price of Duke Energy's common stock on tlie date oi grnnt and Uic maximum option term is 10 ycors The 
vcding periods range from immediate to five years Duke Energy has historically issued new shares upon exercising or vesting ofshnre-based awards In ?oCJ9, Duke Energy may use a 

combin;ition o i  ncw share issuiinccs ant1 open market repurchases for share-based :iwards which are exercised or vzsted Duke Encrgy has not determined with certainty the amount of such netv 
share issuaiices o r  open niarkct repurcliascs 

The 2iXiG Plan iillows for a niasimum of 15 inillion shares of common stock to be  issued under \winus  stocl;-based awards other thiin options and stock appreciation ngh& 
Payments lor cash settled awards during the year ended Decemhcr 31, 2008 were immaterial 

1liip:ict o r  Spin-orr o n  Equity Cos~p~iisat ion Arvi irds 

As discussed in Note 1, on January 2, 2007, Spectrn Energy was spun off by Duke Energy to 11s sharzholders In connection with this transaction, Duke Energy distributed substanlially all 
the sliarc; of common stock of Spectra Energy to Duke Energy sh:ireholders The distribution ratio approved by Duke Energy's Board of Directors was one-halisliare of Spectra Energy 
common stock for w e r y  shnre of Duke E.ncrgy common stock 

with the spin-oficonversion riitio Each equity award (stock nption, phantom shire,  performance share and restricted stock aw;ird)  IS split into two awards: :I Duke Energy award (issued by 
Duke Energy in Duke E,ncrgy sharcs) arid ii Spectra Encrgy arvtird (issued by Spmtra Energy in Spcctra Energy shares) The number of shares covered by the adjusted Dukc Energy award 
cquiils the number ofshores covered by the original award, iind the number of shiires covered by the Spectra Energy nivnrd equals the number of sh ims  that would hove been received in the 
s p i n n i f  by a non-employee shareholder (which rdlecled the one-lid1 share 0 1  Spectra Energy common stock lor every share of Duke Fnergy common stock clistribution ratio for Spectra 
Fncrgy shares) 

Stock option e x e r c i s ~  prices were adjusted using a formula ,ipprnvcd by the Dukc Encrgy Compcnsation Committee that \vas designed to prcscrvc tlie exercise versus market price spread 
(whether "in the money" or "iiut 01 the money") of each option All equity award adjustments were designed to equalize the fair value oi  each award before and after Llie spin-olf Accordingly, 
no material incremental compens;ition expense was recognized as a result of the equity award adjustments 

E,lfective with the spin.olY, a11 previously Srantecl Duke Energy long-tcrm incentive plan equity awards were split into Duke Energy ani1 Spectra Energy equity-related awnrds, consistent 

Duke Energy's future stock-based cornpenmion expense will not be significantly impacted by the equiy nivard acljustments tliat occurred as a result of lhe spin-ofi Stack-bas& 
compensation expense rccognizcd in lirture periods will cor rapond to the unrecognized compcnsntion expense os ol the date of the spin-oll Unrecognized compcnsntion expense os of the dole 
of the spin-off reflects the unamortized balance of the origmal grmt  date fair value of the cquity awards held by Duke Energy employees (regardless of whether those awards are linked to Duke 
Energy stock or Spectra Energy stock) No iuture compensation cost ivill be  recognized by Duke Energy ior equity awnrds lield by Spectra Energy employees 

Stuck I3:isctl Cumpensolion E\penw 

Lomponent? 01 wliicli are further descr ikd  below 
Dike Energy recorded pre id\ 5tocL-basrd compensation expense included in lnconie From Continuing Operation\ for the v e x s  ended December 31, ZOO& 21107 and 7006 3% follows. lhe 

For Uic YCSI 5 Ended 
Decciiibei 31, 

LOO8 2007 2006 
(it1 nilllioiir) 

Pcrforrndnce Aivards 73 I 2  24 
Other Siocl( Award 

roto1 43 s 39 x 64 
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The tax benelit associa1cd with the recorded expense in Income from Continuing Operations for the years ended December 31.2008, ?[XI7 and 2006 was approximately SI 7 million, Si 5 
million and $14 million, respectively As cliscussed in Note I ,  on January 2.  2007, Duke Energy completed the rpin-o!l-of its natural gas businesses 10 i ts shareholders, and the results 01 these 
busincsscs are presented (IS discontinued operations Accordingly, pie-tax stock-based compensation espcnsc of approsiniotely $18 million iind a corresponding tas bcncfil o l  approximately $7 
million for tlrc year ended December 3 1. 2006 is included in Income (Loss) From Discontinued Openirons, net of tax. on the Consolidated Statemenls of Openlions 

Stock Opt ion  Activity 

Weighted- 
Avci oge 

Options Ese t r i se  

Wcightcd- 
Average 

Rcinoiaing 
Life (in 

~ g g i  eg:ite 

Intrinric 
Vnluc (in 

Ouhtdnding at December 31. 201JB 17 26 

G 
Options Espcctcd to Vcst 1,140 5 16 7 0  s __ 

O n  December .?I. 2007 and ?006. Duke Energy find approsimately 20 million and 22 million esercisahle options, respectively. with a weighted-average exercise price ofa]rprorimntely 
$17 ;it each date The Lotii l  intrinsic valuc o i  options exercised during the years ended Dccembcr 31, ZOOS, 2007 and 3006 was approximately $1 1 million. S26 million and M6 million, 
respectively Cash received from options cscrcised during the yeim ended December 31, ?00S, 2007 nnd 3006 wns iipprosmiitely $30 million. $50 million and $1 37 million, respectively, with 
ii related tas k n e l i t  ol~npprosimately $4 million, SI0 million kind SI 7 million, respectively At December 31. 2(10S. Duke i;nergy hiid less than SI  million of future compcnsation cost 
associiittxl with unvatcd stock options which is cspected to be rccognized over a weighted-averagc period of less than one year 

There wcrc no options granted by Duke Encrgy during the years ended December 31, 2008 or 2007 Duke Energy granted 1,877.6.16 options (lair value of approsimately $10 million 
based on  a Black-Scholcs model valuation) during tlie year ended December 31, 2006 Remaining compensation expense to  be recognized far unvested converted Cincrgy options was 
dctermined using a Bl;ick-Scholes model 

\\'ciglitctl-h.iei :igc A ~ . u i i i p t i o n s  lo1 Optioii 1'1 icing 
2006 

R 

~ s j i e c t e d  volatility(.') 

( I  j 
(2) 
C3j 
(4) 

lhe risk lrec riite is based upon the U S Treasury Constant M;iturity rates as a i  the p a n t  date 
l h e  cspcctetl dividend yield is biiscrl upon iinnunlized dividends and the I-yeiir nvcrnge closing stock price 
Ihe espected term oi options is derived from historical data 
Volaulicy is based upon 5096 historical and 5095 implied volatility Historic volatiliry is based on the weighted average between Duke Energy and Cinergy historical volatility over the 
cspcctcd life using daily stock prices Implied volatility is the average for all option contracts with a tcrni greater than s i s  months using the strike price closest to the stock price on the 
valuntion dote 

Phantom stock awards outstiinding under the X I 6  Pliin generall ' t  over periods !rom immediaie to thrcc )wnr.s I'hiintom .stack mwirds outstanding under the I998 Plan generally vcst 

over periods rrom immediate to live years Duke Energy 
grant date) cliiring theycar ended December -31. 21:1118, 1.1 
thcye.ir cnded Dcccmhcr 31. 2tlil7, and I, l i31.37t~shares 
December 3 I. ?iiD6 

rded 973.51 5 shores (fair value 01 approsimately $17 million based on the market price o f D u k e  E,nergy"s conimon stock on the 
1 SO shiires (iair value ol'approsimately $23 million based on  tlie miirket price of Duke Energy's common stock nt  the grant date) in 
r \nluc of approximiitely S34 million based o n  thc market price of Duke Energy common stock on the grant datcj iri the year ended 
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The follo\ving table surnm.ir17eb inlormation about phantom itocb a\vard\ outstanding a t  December 31 ZOOS 
Sli<ll CI Weigli(cd r\\crnge Grant 

Number oiPlwnlom S h c k  A w o r  

. . .  . a , - , - . - . ? " A\d 
December 2 I ,  NOS. Duke Energy hsd apprnsimately $12 million of future compensation cost associated with unvcsted iphiintom stock awards which is expected to b e  recognized over ii 
weighted-average pcrioil of I 7 years 

I 'erlbrnimcc Aiwr i l s  
Sinck-b;isd a\?,ards outstanding under both the ?I106 Plan and the 19% P l m  gener;illy vest over three years Vesting for certain stock-based performance awards can occur in three years, 

at  the earliest. iiperform;ince is met Certain periorrnance awards granted in 200s. 1007 and 2006 contain market conditions based on  the total shareholder return (TSRj of Duke Energy stock 
relative to a pic-dclincd pccr group (relativc l-SRj These awards iirc vnlucd using a path-dcpcnrlcnt model that incorporates cxpccted relativc TSR into the fair value determination of Dukc 
Energy's periormnncc-based share awards witli he adnption of SPAS No 12 j (R j  Ihe model uses three pear historical voliitilities and correliitions for all companies in !he pre-defined peer 
group. including Duke Energy, t n  simiiliitc Duke Energy's re la t i~e TSR as io1 the end of the performance period For each simulation. Duke E n q y ' s  relative TSR associated with the simulated 
stock price at the end ot the pcrfoiinancc pcriod plus cxpectert clividcnds within the period results in a value per share for the award portfolio The avcragc of these simulations is the cspected 
porifolio v d u e  per shiirc Actutil life to diite results of Duke Energy's reliitivc TSR for each grant is incorporated within the model Other performnnce nwnrds not containing market conditions 
were aivardrd in 2l:ll:)S and .?(11)7 The perfixnancc. goal for these awards IS Duke Energy's compoun&xl ~ M U B I  growth rate (CAGR) ofannual diluted EPS over a three year period These 
awards ifre measured at  grant daw price Duke Energy aivarded 2,3117.755 shares (fair value of approximately $37 million based on the market price of Duke Energy's common stock at the 
grant datcj in the year cndcd Dcccmber 3 I, ?l)OS. 1,534.51 11 shares (fair valuc of apprusimatcly $23 million based on the market price of Duke Energy's common stock at  tllc grant dale) in thc 
yenr ended December 31. 7if17. and 1.61 0.350 shores (fair \ d u e  of approslmately $32 million based on  the market price of Duke Energy's common stocli at the grant date) in the year ended 
December 3 1, 2006 

The follo\ving table surnmiirizcs inlormalion ;iboul stock-based pcrfarrnancc or\.ards outstanding at  December 3 I ,  2005 
S h r e s  Weighted At'eragc Gr:int 

(in thousand$) Dale Pn11 Valne 

Number or Srock-based Pertorinnnce Awartla 

6 

6 

The tocitl fa i r  \'aIuc llie shares vested during tireye:irs ended IXcem1n.r 31, 7008. 1007 and X006 was nppro.+m;itely $20 million, $34 million and $3 million, respectively As or 
December 3 I, 20tlS. Duke Energy had approximately %17 million of future compensation cost associated with iinvested performance awards which is especlecl to be recopized  over a 
weightcd-aver;ipe period 01 I 2 years 
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OUier Stnck Awwils 

Other stock awards outstanding under the 1998 Plan generdly vest over periods Iron? threc to fise years There were no other stock awards issued during the years ended December 31 
2008 or 2007 Duke Energy iiwiirded ?19.oixi shores (fair value ofopprosimatdy $8 million bnscd on the market price o1 DukcEnergy's common stock at the grant dote) in the year entlcd 
December 31. ?Ut16 

The Sollowing table summarizes inliirmatton about (other stock awards ouistanding at  December 51, 2tlOS 
Sliiircs \\'ciglitrd Avernge Grant 

Outrtanding at  Dccembcr 31 21U7 324 s 28 
v (60) 5 
Forfeited (45) 29 

Other Stock Awards Espected to \'est 707 $ 29 

The total fair vdue of the shares vested during the Years ended December 31, 2OC18, 21Hl7 and ?in-16 was approximately 52 million in each year As niDecember 3 I. 2008, Duke Energy 
had npprosimiitcly $2 million ol luture cnrnpens;itinn cost w h i c h  is expected t n  be recognizeil over a weighted-o\wnge period nl I 7 yews 

22. Einploycc Berielit l'liins 

cover most IJ S employees using ii cash balaiice fcrrrnula IJnder a cash balance iomlula, ii plan participant iiccumuliites n retirement benefit consisting OS pay credits that arc based upon a 
percentage (which varies with ;qr and years of senxej  01 current eligible earnings snd current interest credits Certain legacy Cinergp U S employees are covered under plans that use a final 
average carntngs !ixir~ul;i IJndcr a final avcragc earnings lormula. ii plan pnrticiliant accumulates a retircrncnt bandit  equal to a pcrceriiiige of their highest 3-ycar average earnings. plus a 
percentage of their highest .:-year itvertige earnings m e s c s : i  of covered cornpensiltion per year of iiarticipntion (milximum of 35 yews1 plus a percentage of their highest 3-year overage 
carnlngs times years ofp;irticipation in escess o f 3 5  yciirs Duke Energy alsn maintnins nnn-qualtlted. non-contributory defined benefit retirement plans which cover certain esecutives 

I111ke Energy Rctii eiiiriit I'lnns Duke Energy and its subsidiaries (including leg,icy Cinergy businesses) maintain qualified, non-contributory defined k n c l i t  retirement plans The plans 

Duke  Energy's policy is to !und amounts on an actunrinl basis t o  provide assets suSIicien1 Io meet benefits to be piiid to plan parltcipanls Duke Energy did not make any contributions to 

its ddined  benefit retirement plans in 2t:IOX Duke E n e s y  made contributions oiapproxin1alely x350 million and $124 million to the Icgacy Cincrgy qualified pension plans during the years 
ended December 3 1. 2007 and 1006. respectively In February 2OW. Duke Energy made ;in approsimate $YIC million contribuiion to its qualified pension plans 

Actuarial gains and losses are amortized over tlie average remaining sewice period of the active employees The average remaining service period of active employees covered by the 
qualified retirement pliins is 11 vcars Thc avcrcigc remaining scnwx periixl 01 iictivc ernplovces covered by tlie non-quiililiccl retirement plans i s  10 years Duke Energy determines the market- 
relilted value 01 plan iisse~s using a ciilculuted viilue thiit recognizes changes in f i l i i  viilue irftlie plan assets in ii piirticulur year on  a stroight line basis over lhe nest five years 

Net periodic pension costs disclnsed in the tables below fnr the qualified, ncrn-qualified and officr-postretirement benefit plans represent the cost of the respective pension plan for lhe 
periods presented tlowevrir. portions ofthe net periodic psnsion costs disclosed in tlie tables have been capitalized as a component of property. plant and equipment 

rirriori~hiieirt c f F X 0  Stotmieiitr,  no^ 87. 88 106. nnd 13Z(RJ" (SFASNO. 1.58). eifective G c e m b e r  21, 20tJ6 Duke Energy adopted the change in measurement date transition requiremenls 01 
SFAS No I S H  effective January 1. XtJ7  by remeasuring plan :issets and benefit ~ibligations as  nfthot date Previously, Duke Energy used a September 30 measurement dale lor ils defined 
benefit and other postmtirement plans Additionally. as discussed in Note I .  on January 2, 2iiO7. Diike Energy completed the spin-olf of its natural gas businesses to shareholders As a result. 
the \Vestcotst Cnnndian retirement plans and \Vestcoast other post-retirement benefit plans mere transferred to Spectra EnerSy The benefit obligation for the Westcoast Canadian retirement 
plans and \Nestcoast other post-retirement benefit plans \vas $832 million a t  December 31. ?l!tJG The fair value o l  pian assets fnr tlie Westcoast Canadian retuemenl plans and Westcoast other 
]post-retirement benefit plans wiis $525 million at Decembcr 3 I ,  ?iltNi 

Duke Energy adopted the funded status disclnsurc iind recognition provisions ol SFAS No 15s. 'Eiri~ilojar!~ An-oiirrtiri~ far Defined Beiiefit Peiisioii orid Otlrer Poslretircirrent Ploix-an 
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lhe  remaining pension and oilier post-retiremenl plan assets ntid liabilities distnbufed to Spectra Energy as part of Ule spin-ofTore discloscrl in the table below 
As a result of the change in measurement date, net periodic benelit cost olapprosimately $28 million Cor the three month peiotl  between September 30, 2(1(1G and December $1, 2006 ivas 

recognized, net oitnx, as n separate reduction oirctaincd comings os of Jonusry 1, 7007 In iiddition, iis rcllectcd in thc tablc below, changes in plan assets iind plan obligations between 
September SO. 201I6 and Decembcr 3 I, 20116 not rc1:ited to net pcrindic benefit cost were recognized net [of tas. :is an  nrlJustment to AOCl and regulatory assets 

abose, lor t h c n u k e  Energy rctircmcnt and otlicr post-rctircnicnt plans (amounts in brackets rqxcscnt credits) 
r l ie  table below identifies signilicant changes to t h e  individual line items in Lhke Energy's Consolidatcd Balance Sheets during the year ended December 31, 2007 due to the factors 

Spin-orfor 
Adoption olSFAS No. 158 tlie 

Dccembcr 31. niciisiii'ciuciit i1:itc i l ; l t u ~ i l  gns .Joiiunry 3, 
2OOG provisinns nnd oilier busincssesf") 2007 

(b) Amounts in the "Spin-off of Uic natural gas businmscs" column cscludc ;rpprosim;itely $109 million, net ol {as, related to ,iccumulatcd other comprchcnsivc losses of Westcoast that were 
transierred in connection wi th  the sp in .dI  

Ounlifiecl Pension Plans 

Conipnnenis  o l  Nct Per iodic  Pension Cusk: Qaalil ied Pension I'lriirs 

For l l l C  Years Euclcd 
Dccctnber 31, 

2008(2) 3007(~) 300G(R)(l') 

(iu niillion\) 

(a) riresc amounts e\clude nppro\imnlcl) $13 million, $1 7 million and SIJ millinn lor the ycsrb ended December 51. 3CltJ8, 2(1(l7 iintl 21106 reqpcciivelj, of regulatory n u e t  amortizntion 
resulting from purchase accountins 
Iliese amounts evclude p r e - m  qudified pension cort ol .ippro\imately $21 million Cor theyear ended Deccmber il.21xIo primarily relntcil to the Westcoast plans transferred to Spectra 
Energy, \ \~l i ich i s  included in Income (Loss) From Di$contiiiucd Operation\ net of tax in tlie Con\olidateil Statcmcnth ol Oper,ition\ 

(b) 

Qunlilied Peusion Plnns-Other Cluitiges in Pliia Assets iind I'rojected Iknelit Obligations 
Recoguired in Accumulateil  Otlier Coiiiprelieusive lncouie atid Rcylalory Assets iiiiil Regulatory Li:hl>ilities(a) 

For  the ye.ir ended 
Deccmber 31,2008 

(in nullinn\) 

Rcguiotory Iii ibilities, net decren$e 27  

3 

Net amount recognized in Accumul.itcd other comlirchenw e (income)ilor\ Y. m 
(a) Excludes aciuarinl gains recogni7ed in other nccumuldted comprehensive income of appro\imatelv %I millinn. net 01 la\. asso~i~i te t l  with a Brazilian rettrement plan 
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Rccnncilialion of Iiuuilrd Sl;itiis lo Net Amount Rccegnizccl: Qnililiecl Pension 1'l;ins 

A $  o f x i c l  Tor the Y c : w  Enclcd Dcccnibri 31, 

ZOO8 2007 

( in niillinns) 

Benefits paid 

A s  0 1  arid far the Yerira Eticlecl Dccciiil~cr 31. 

Plan assets at measurement date s 3.853 

The accumulated benefit obligation w a s  X3.823 million at December 3 I ,  2OOX and $.LM,(lOJ million at I>ecemher -3 1. 71107 

6 4,321 

Qunlilicd Pension Pl;ins--Aniounis Recognized in the Consolid;itccl 13al;incc Slieeir Consist oT: 

A >  o f  and fool llie Yews  Ended Dccenibei 31, 

2007 
lin millions\ 

Pre-funded pension costs __ 260 

N 

The following table provide% the amount5 related 10 Duke Energy's qualilied pension plans that are reflected in Other Regulatory A w l s  and  Deferred DcbiL5 Deferred Credits and Other 
L iabilties and AOCI 011 the Con?olidatcd Balance Sheet5 a l  D c c c m k r  31 2006 and ?l)iJ7 

AI o f  Decenibei 31, 

2008 2007 - 
(in million>) 



DUKE ENERGY CORJ'ORATION 
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Of the amounts above, approsimatcly S; million oiunrecognized losses and approximately $7 million of u n r e c o p z e d  prior sew ice  cost will be recornized in net periodic pcnsion costs 
in ZuO9 

Ailditiuiial I i i lhnal ioi i :  

Qurilillcil Pciision PI~~~~s-lnfor~niit ioi~ for I'loss ivilli Accui1iul;ilrd I3cnclil Obligation in Exccss of' Plan Asscls 

A s  oF1)ccciiiber 31. 

( i n  Illllliollr) 

Qiinlilied I'msiuii Pliiiis-Assuiiipliuiis Uscd fur Pension BcncRts Acuuuiitiiig 

Benelil Obligalioils 2008 2007 2006 
(pel cclll;lgcs) 

6 50 6 011 
Salary increase J i l l  5 iiri 5 IID 

Delermtiieil Erpci i~e 2006 2007 2006 

Discount rate 6110 
Salury ulcreasc 5 i U i  5 OU 5 00 

f i  51) 8 50  50 

The  discount rate used to determine the pnsion obligation is based on AA bond yields The yield is selected based on bonds with cash Ilows that rniilcli thc timing and iimount o i l l i e  
espctcd benefit payments under the pliin For legacy Cincrgy plans, the discount rate used iri 7006 to determine expcnse rcllccts icnieasuremcnt as  of April 1. Xi06 due to tlie merger between 
Duke tinergy and Cinergy 

Qunlilied I'ciision I'I:iii Asscls 

Pci c~iit:ige ul Piiiii Assclr :il 

Dcceiiiber 31. 

1 nrgcl 
Asscl Calcgor~ Alloniliun 2008 2007 

Real a t a t e  nnd cash J 6 

Assets for both the pension and other post retirement henelits are maintained inn  Mnster Trust 1 he investment objective o i t l i e  master trust is to  achieve seasond~lc. returns on trust 
assets, subject to a prudent level oiporlfnlio risk, for the purpose of enhancing tlie security ofbenefits ios plan participi~ntr r h e  asset allncation targets were set after considering the 
investment objective and the risk profile with respect to the twsl 11 S equities are held for their high espected return Non-U S ec[uities. debt securities. and real cslate tire held for 
diversihxtion Investments within ossct classes nrc to be diversified to achieve brond market participation and reduce the impiict of indivirlunl mnnagcrs or invcskncnl? Duke Energy segulnrly 
reviews its actual asset allocntion and periodic;illy rebalances its investments to the targeted allocation when considered appr~q>riate 
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1 he long-term rate of relurn of Y 5% iis ofDecember i l ,  2005 lor the Duke Energy Ll S assets was developed using a weighted-average calculation oicxpected rclurns based primarily 
on future expected returns across classes considering tlie use oractive asset managers The weighted-average returns expected by asset cIasses were 3 0”h l’or U S equities. Z 746 16: Non-U S 

equities. 2 59bfor fiscd income sccuritics, a n d 0  39.: for real estate 

Non -0rudificd Perrsion P/nii.s 
Cornponcnts oINct I’criotlic I’ension Costs: Non-Qu;ilificd Pcnsion Plans 

loor tlic Years Etitl~tl 

Dccrnibcr 3 1, 

2008 2007 200d’) 
- 

lnlerert cost on projected bene13 obligation 10 7 

A 2 

(a) These amounts esclude pre-tax non-qualified pension cost of approximately $7 million for tlie year ended December 31, 2006 primarily re1;iterl to the Westcoast plans transferred to 
Spectra Eneigy. which is includcd in Income (I.,oss) From Discontinued Operations, net of tas, in the Consolidntcd Statemenls of Operations 

Nonquaiified Pcnsion Pliins-Othcr Chinpes in Pkin Assets nnil l’rojectcd Benclit Obligations 
Recognized in Accumulnted Otlier Contpreheasive Inconie 

Ipor t l i c  p a r  cntletl 
Dccciiibrt 31.2008 

Amortimtion of prior year prior service cobt 

>I 

Reconciliation of Fuiided Status to Net Ainount Itecognized: Non-Qualified Pension Plans 

As of and for the Years 
Elided Drceniber 31, 

zoo8 2007 
- 

(in inillions) 

(1s) Spin-ofl of the natural gas busincsscs - 

7 2 

1 Plan ~imendmcnb - 

B ( 1 4  (19) __ 
Obligation al measurement date 166 c I72 
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Ended Deccnibei 31, 

2008 2007 

(in millioiis) 

Ch.iegc 111 Fnir Value ofl'laii 
Beneli 
Emplo 
Plan a s e t s  ot mcaurement  date F - ifi 

The accumulated benefit obligation n u 5  $1 54 million nt Dccember 31, ?IJOY and X I G O  million a1 December 30,2007 

Cansisl ol: 

As 01 Dccciiibcr 31, 

2008 2007 
(in millions) 

- 

Net amount recognized x (166) $7 (172) 

(a) Includes appro\irnalely 670 million and $1 5 million recognized in Other within Current Lrdbilities on &e Consoltdaled Balance Sheets a? oi December 31, 701JS and ?007 respeclively 

The following table providcs the amount? relaled to Duke Energy'? non-qualified pension plans b o t  are reflected in AOCl on the Consolidatcd Balance Sheels a l  December 31 2110s nnd 
2007 

A$ ol Deccmber 31, 
2007 -- 2008 

ome (I 

- 16) 
-1_ 

Ncl actuarial gain 

atcd 0th x 
Of the nmounts nbo\e, opprovimately $2 million of unrecognized prior sewice cost will be recognized in net periodic pension costs in 7009 

Aclclltioiinl In(brni;ilion: 

As ofDccenibcr 31, 

2008 2007 
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Non-Qiiiilifictl Peiision I'I:iiis-,~ssiiiiiplioiis Usccl for Pcnsioti Benefits Accounting 

Ueiielit Oblig.itioiis 2008 2007 2006 

Salary increase 5 00 5 00 s no 
The dircount rate user1 to determine the pension obligation IS b a w l  on AA bond yield curve The yield is selected based on bonds wi th  ca?h flows t l i a l  march the timing and amount o i  

the Qnectcd b'nelit pavmenls undcr the plan For Iqzacy Cinergy plans, the discount rate ussd in 2006 to determine expense r d e c l s  remensuremcnl as of April 1, 30C6 due 10 the merger 
between Duke Energy and Cinergy 

Otlici Post-Rclircnieiit Urnelit PIIIIIF 

Duke Energy and most of its subsidiaries provide some health care and life insurance benefits lor retired employees on ii contributoly and non-contributory basis limployees are eligible 

During the year ended December 31, 2007, Duke Energy contributed appro.ximotely $62 million to its other post-retirement benefit plans Duke Energy did not make any contributions to 

These benefit costs are accrued over an employee's active service period to the date of full benefits eligibility ?he net unrecognized transition obligation is amortized over approsimately 
20 years Actuarial gains and losses iirc amortired over the average remaining service pcriod of the active einpioyces 17ie average remaining scrvice period n i t h e  activc crnployees covered by 
thc plan i s  12 years 

for these benefits iithey have met age and service requirements at retirement. as defined in the plans 

its other post-retirement benefit plans in 2008 or 2 O I K  

Coniponeiits n rNe t  Pei iodic Other Post-Retirement Briielil Casl. 
For (lie Ye:irs Encled 

Dccenibei- 31. 

Pr ublmen 

N bcncIit 

(a) 

(h) 

(c) 

These amounts exclude approsimately $9 million. % I O  million and $5 million for lheyears ended December 31. ZOOS, 2007 and 1006, respectively, o l  regulatory asset amortization 
resulting from purchase accounting 
Ihese amounk exclude pie-tax qualifietl pension cost of approximately S21 million for the year ended December 31, ZOOG primarily related to the Westcoast plans transiened to Spectra 
Energy. which is included in Income (Loss) From Discontinued Operations. net ol Ins, in the Consolidated Statements of Operations 
Reprcsenls Lhc corrcclion of cnors. primarily in periods prior to 2008. related to the accounting for Duke Energy's 0th- post-retirement benefit plans that would have rcduccd amounts 
recorded as other post-retirement beneiit expense during those IiisIorical periods Of this amount, approximately $1 5 million was capitalized as a component oiproperty, plant and 
equipment 
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OUier Post-Reiirenirnt Rcnclii l ’ lans4IJ1e~-  Changes i n  l’lnii Assets and Prnjecied Be ld i t  OBligotions 
I<ccogaizcd in Accuiiiulnieil Otlier Coniprelie~isive 1iicoinc a11d Reylntoi  y Assets 

For (lie year ended 

Dccenibcr 31,7008 - 
(in niillionr) 

Prior ~ e r i o d  retiree medical accountinc me-un adiustment L 3  

5 1 

I1ab 1 )  
Net amount reconnized in accumulated other comiriehensive lincorncliluns 

Rcconcilintion of Fancletl Skitus io Acci ued Oilin. Post-Rctircmcni Ilenclii Costs 

.iq or a~i t i  rol- tile Year5 
Ended Deceniba 31, 

7008 3007 
(in m~lliuns) 

44 57 

Sprci.il termination benefit cost S 

As ofund Tor lllc Yews  
Ended Decenibcr 31, 

3008 2007 

On millions) 

Spin-oll 01 the natural gas businesses 

Plan pnrticipants’ conti 

For measurmcnt purposcs, plan assets ivcrc valued as ul Dcccnihcr 31 Tor Duke Energy’s U S plan 
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OUiei f’osl-Rclircnieiil Bciicl i l  1’I:iiis- .4n:nuiits Recognizccl iii tlic Cniisnlicl;:lecl B l h n c r  Sheels Consist of: 

As 01 Decembri 31, 

2008 2007 

(in n:illioi:s) 

Accr1ii.d 

Net amount recognized S (569) x (681) 

(a) lncludes appro\im,itely $2 million recognizcd in Oher v.itliin Current I iabiliticr on the Consolidcited Balance Sheets ar  of both December 31. 2008 and 2007 respcctivcly 

The lollowing toble provides the m m m t s  related to DuAc Energy’s other post-rclircrnenl bencfit plrns that are rcllectcd in Other Rcgulalory Assets and DeCcrrcd Debits and AOCI on lhc 
Conroliduted Biilnnce Sheets at December 31, 2008 and ?IN07 

71 

2008 2007 
(in nii1lioii.i) 

32 

Net actinrid1 @in) loss 32 

N 

Of the  amounts above. approximately SI 0 million of unrecognized net Vansition obligation. approsimately $4 million of unrecognized gains and npprosimatcly E8 million of 

In May 2ilU-1. the FASD staff issued FSP FAS IM-2, “,-lccoi~iiliiig airdDisclosirrc Reqriir ei~ieiiIs Relrrleci I o  the Alcdicrri e PI-esciiplioii Driig, Inipiowmeii l  oiiJh~~o~fei-iii:olioii.~lcl of 
unrecognizcd prior service credit (whicli will reduce pension espcnsc) will be rccognized in net periodic pension costs in 2009 

20O;”(FSP FAS 106-2) The biodemizntran Act introduced a prescription drug benerit tinder bfedicare iis well  as a rederal subsidy to sponsors of retiree healh care benefit plans FSP FAS 
106.2 provides guidance on the accounting lor the subsidy Duke Energy adopted FSP FAS 106.2 and retroactively applied Ihis FSP as of he  date of issuance The a h - t a x  effect on ne1 
periodic post-rctircmmt benefit cost was a dzcrcasz oi$3 million in 21008, $3 million in 2007 and $8 million in 21rO6 Duke Encrgy has recognizcd an approximate 18 million subsidy 
receivable as of December 31, ?00S, wliich is inclurled in Receivables on the Consolidated llalnnce Sheets 

A\riuinpiioi:s Used foul Oilier Post-Retircincei BcncliL~ Acu~iuntiiig 
Drlei mined Beiielit Oblig:itioi:\ zoos 2007 2056 

(pcrccnuges) 
DisLoun! idt 

l~clcriiiincd Espeirvc 2008 2007 200G 
Discount rate 

( a j  Applicable to the health care portion of funded post-relucmcnt bcnefitr 

The discount rate used to dctctmincthc pxt-retirement obli@ion is based on AA bond piclds The yield is sclcctcd based on bonds with cash flows i l lat  arc similar to the timing and 
amount ol the expected benefit payments under thc plan For legacy Cinergy plans, the discount rate used 10 clclermine cspense in 2006 reflects remeasurement as of April 1,2006 due to the 
merger between Duke Energy and Cinergy 



1 h l i ~  of ( ontmtr 

PART I I  
DUKE ENEiIG’1 CORI’OIIATION 

Notes To C‘onsolidntecl financial St::tetiients-(C‘ontinucd) 

Ollici Po.;l-Rcliieinent Pfpii A$?ct$ 
I’rrccntngc 01 P1.m AvseI.5 .it 

Tnrgcl Drcciiibrr  31 

nllocnlloil 2008 2007 Aswt Cilcgoi y (Iield io (lie M.irlcr 7 i 1151) 

Real e,lale and cash 6 4 

I otal I no? 100 

Assets far both tlie pension and other post-retirement benefils are mainmined in a Masler Trust The invs tmenl  objcclivc ofthe trust is lo achieve reasonable returns on lrusl assets. 
subject to a prudenr level of portlolio risk lor the purpose 01 enhancing tne security 01 uenL<,i 
objcctive iind the risk proiilc \vi& rcspect to the trust U S equitics ore held for their high cxpectcd rcturn Non-U S equities, debt securities, and rcal cslate arc held for diversilication 
investments within ;isset classes are lo be diversified to achieve broad market participation and reduce the impac! oi individual managers or inves!menls Duke Energy regularly reviews its 
actuiil iisset allrication and pcrioilically rehalances its investments to the targetcd allocation when considered appropriate The long-term rate of return oi 8 
D u t c  Energy U S asscts w a s  dcvclopcd using ii weightcd-avcragc calculation of cspectcd returns based primarily on future cspcctcd returns across iisset C I ~ S S C S  considering the use of nctivc 

a:;sel miinagers The weighted-over:ige returns espected by asset clnsses were 3 O?,b for U S equilies, 2 796 for Non-U S equities, 2 596 for fiserl income securities, and 0 3% for real estnle 

Bcnelils l r u s t  (VEBA 11) The investment objective o f t h e  VEBA’s is to achieve suiiicienl returns on  trust a. subject to a prudenl Ic\,el o i  poniolio risk. for tlie purpose oipromoting the 
security 01 pion benefits Tor participants Thc VEBA lrusls iirc passively manngcd VEBA I litis n target nllwotinn of 3096 U S cquilics. 45% iiscd income securities and 2596 cash VEDA 11 
has ii target allocation o i  50% U S equities and 509,; fised income securities 

.\ssuiiiecl I-Irallh Ciii c Cost lreiid Rntm(~’) 

C , .  < <  . ‘ ,  . .  

’ of  December 31. ZOOS lor the 

Duke Energy iilso i n v s l s  other post-relirement assets in the Duke Energy Corporation Employee Benefits Trust (VEB.4 I) and Uie Duke Energy Corporalion Post-Retirement Medical 

hlctliciire I’rrscriptioii D r u g  
Trcnd Ilii(c Ireiicf R:itc 

7008 2007 20DB 2007 

i I W% 

Rate to which thc cost lrcnd is assunic 
Year that the r I e  reaches the ulliinale 

( .I)  Ilealth c x e  coct trend rate? include pre\cripLion drug trend rale due lo the eflect of the Ivfodemiz;tlion Act 

Sensil ir i ly l o  Ch;ingrs I11 Assunied lle;illli Care Cost 7~Iei icl  Rntes (in niillioiis) 
I -Pet cenlage- 1 -PerceiiLagc. 

Paint Increzirc Poiiir Decrease 

Elfcc( on port-rctuemcni benefit obligdtion J I  (37)  
Duhe Energy e y x ~ t s  to mnkc the future benefit pnymcnls, whicli reflect evpected iulurc senrice, as opproprintc Duke Energy E K ~ C C ~ S  to receive luturc subsidies under Medicare Part D 

I h e  foilowing benefit payments and subsidies are e\pected lo be paid (or received) over each of the nc\l five years and therealla 
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Exprrlrrl IlrneliI1':q niciits 
1 he lollowing tdble pre\ent\ Duke 1.nergy's e\pected benefit paymena to participant.j in i t \  qualified, non-qualified and other post retiremenl benefit plan\ over the ne\{ 10 years The% 

bciiolit pnyniriifa rcllcct e\pected futuro hcn  ice, a3 ,ippropriatc 
Othcr f'o~t- 

Qi~iililicil Nan-Qiinlifircl It i t ir  cmcni 

P l < l i l S  Plmls(~) l0t'll - Plall\ 

(in milllwir) 
ear? h d e d  December 3 I 

349 S 61 S 430 
2010 
201 1 

20 lZ  
701i  38 1 14 69 464 

2n14 - 201 H 1.931 35.2 

(ti) Duhe Fnergy e\peils to receive Iuture *,ub,,idie~, under hledicare Port D 0 1  approumntely $4 million in eaLh nl the yeas 2009 - 1010, oppro\imiiteIy $5 million in  each oithe year5 
201 I-2rli i .ind a totdl 01 aplx[nimately $27 niillion during t l i e  y e m  201-1-201 S 

Eiiiplovrc S;ivliies l ' l ~ i i i s  

provides a matching contribution generally equal to 10(l?b of before-tax employce contributions, o fup  to 6% of  eligible pay per pay period Duke Energy expensed employer matching 
contributions or  $78 million in 2(11:IS. $Sfi million in 2007 and $67 million in ?0(16 These amounls exclude pie-tax expenses oi $3 million Ibr the year ended !006 related to Specira Energy, 
which is included in Income (L.oss) irom Discontiiiucd Operations, net of tils, in the Consolidated Statements of Operations Dix4dcnds on Duke Energy shares held by the savings plans are 
charged io retained c;imings when declared and shares hcld in the plans are considered outstanding in tlic calculation o i  basic and diluted earnings per share 

2.3. V;ti-i;tblc Interest Entities 
Power Sdc, S / J C C ~ O ~  Piitpos~ Eiili/ics (SPEs) In iiccordnnce wi th  FIN 46R, Duke Encrgy is the primary beneficiary or and consolidates two thinly-capitnlizcd SPES that havc been crealed 

to liniince and e x c u t e  individual Ipower sale agreements with Ccntral bliiine Power Company (CIvP) for approximately 45 MW oi  capacity, ending in 2009, and 3 LfLV of capacity, ending in 
21116 In addition, these SPES h i v e  indi\idunl power purchase agreements will1 Cinergy Capital S Irading, Inc (Capital& Trading). a wholly oivned subsidiary of Duke E,nergy. to supply the 
pnirer Capital & Trading also ~ m ~ v i c l e s  varinus services. including ccrtaiii credit support iacilities The iolloiving summarizes the structure of cacli entity. 

CiirCnp /I' CinCnp I V  \VIIS created in July 199s io facilitate the buyout oi n power sale5 agreement h a t  Strfltlon Energy Associate!; (Stratton) held wi!h CMP Approsimniely $159 
million \\'as paid to Stratton to buyout thiit contract This capital w a s  raised through livo debt triinches (approximately 96 796 of CinCap IV capitalization) and equity (approximately 3 3?6 of 

CinCap IV capit;ili7iitionj i h e  equity \vas lpiovided by 199s CinPower Trust. which is in turned owned 9096 by Barclays Bank (3% holder) and 10% by Cincrfy Capiial and Trading (CCT) 
1 hc capitalinition (iilong with certain misccllancous Ices) 01 CinCap IV is to bc repaid through a monthly rescrvation piiymmt irom CbP Contcmpornncous with the buyout of the Simtton 
PPA, CinCap 7x1 executed a power sales ngreemsnl ivilh C M P  [Xeplocement PPA) lo  rleliver 45 htW of capacity and energy to C h P  through August 2009 CinCap I V  also executed a power 
piirchiise agreement wiih CCT (Supply PI'A) that contains virtually identical terms, except lor the aforementioned reservation payment and a $3 less per bnYh energy charge Cinergy 
guiirantccs the pcdormaiice oi(3CT under th is PPA (with niarkct-based Iirpiilatcd daniaga j ,  but d a ~ s  not suarantcc tlie pnyment by CinCap 1V on its dcbt obligations 

to AEI to buyout that contract This capital w a s  raised through two debt lranches (approximately 96 7% ol CinCap V capitalization) and equity (approximately 3 50; of CinCap I V  
capitalization) The equity was proviiled by two paiiies, fa)  90% by Franklin Lire Insurance Company and (b) 109'0 by Cinergy Capital and Trading (CCT) The capitalization (along with 
certain mi~ce l l i ineoi i~  ices) ( p i  CinCiip V is to b e  repnid through a monthly reservation payment from Cblp Contemporaneous with the buyout of the AEI PPA. CinCnp V executed a power 
sales agreement with CklP  (Rep1;icement PPA) io deliver 35 hflV (only 25 in certain 

Dukc Energy also sponsor:; emplnyee :savings pliins that  cover substiintinlly ti11 U S employees hlost employees participate in a matching contribution iormulii where Duke Energy 

CiirCop I' CinCap V \vas creiited in February I999 to ibcilitate tlie buyout o l a  power soles agreement that Alternative Energy (AEI) hcld with CbP Approsimately $96 million was paid 
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months) of capacity and energy to Cbfl' through December Xi1 6 CinCap V also executed a power purchase agreement with CCT (Supply PPA) that contains virluallp identical terms, except 
lor the ainremenrionetl resewation payment and a $0 5 0  less per MWi energy cliiirpe C h c r g y  guarantees the performance of CCT under Ibis PPA (with market-basal liquidated damages), but 
does not guarantee the payment by CinCop I\' on its debt obligiitions 

These two SPEs meet the definition of:i varicible interest entity (VIE) under FIN J6R and ;ire subject to that guidance because the equity investment at risk in tliese SPEs is insufficient to 
pennil the iinancing 111 their activities witlioul additional subordinntetl iinmcial support (i c . debt tinancing) A s  a result OS a quantitative analysis of the contractual. ownership. and  other 

accordance with FIN 4GR, Duke Energy conso1idntc.s these SPEs and ,  as such. the transactions between Capital S Trading and the two SPEs are eliminated in consolidation 

and 2007. respectivcly Of tliese amounts, $24 million and 629 million are included in Receivables on the Consolidated Balance Sheets and $93 million and $1 17 million are included in Notes 
Receiviible on die Consnlidated Balance Sheets $11 December 31, ?OOS and li107, respecti\~el) ApIvoximately 61 OS million and $ 1  36 million of non-recourse debt is included on the 
Consolidiited Balance Sheets. of which SI9 millinn and $28 millinn is included in Current hlaturitics of long-Tern Debt on  the Consolidated Balance Sheets and $69 million and %lOS nullion 
is inclutled in Long-1 erm Debt on tlie Consolidated Balance Sheets at December il, 1008 and 70117. respectively In addition. misccllaneous other assets and liabilities are included on Duke 
Energy's Consolidsled Balance Sheets at  Dccenibcr 31, 2006 and 21:107 Thc debt isas incurred by the SPEs to linance tlic buyout of the  existing powcr contriicts that Ch4P held with tlie formcr 
suppliers The notes rccei\~ahlc i s  compriscd o i  two separate notes with one counterpart)., whose credit rating is EBB+ The cash flows from the notes receivable are designed to repay the debt 
The first note receivable. with ii balance n l%17  million and S40 million at December 31. X I O S  and 2007. respectively, b a r s  an etlective interest rate of 7 8196 nnd mntiires in August 2009 The 
second note rcccivable, with ii balance nS $100 million and $106 million a t  December 31. 71108 imd 3007. respectively, hears :in enkctivc interest rntc oi 9 23% and  matures in December 2016 

e .  wiriable interests). Duke Energy has been decmcd the primary hcndiciary oi thcse ciitities as it absorhs a majority of tlic cspccted Imscs o i thesc  SPES In 

As a rrsult oi the consolidstion of these two SPES. approximately SI 17 million and %1J6 million OS notes receivable is included on h e  Consolidated Balance Sheets at Decemlxr 31, 2006 

The following table renects the maturities oS the Notes Rcceiviible as 01 December 31. XJOS 

Notes Receiwble Rli~lurities 

(in millions) 

7-4 

Siihridmj, I n i s !  PI e f i r r d  Sc6itiitics In 7001, Cinergy issued approsimalely $2 I6 million notionill amount of 6 9% trust preferred securities, due Fabruniy ?till7 7 he tnist preierred 
securities were issued through a trust whose common stock \vas l 0 O o b  owned by Cinergy 1 he lrust loaned the proceeds from the issuance of the securities to Cinergy in eschange for a note 

payable to die trust Each tru.st prekrrcd security unit received quancrly ciish piiyrnents n l  A 99b per annum of the nolionill amount, which represented a INS$ preferred security dividend The 
trust's ability to ply dividends ail the trust prdcrrcd securities was solcly dependent on its receipt n i  interest payments from Cinergy on thc note payable I-lowcver, Cinergy had Sully and 
unconditionally guaranteed the t ~ ~ t  preiencd securities The trust preferred securities were not included in Duke Encrby's Balance Sheets In February 2007, these trusl preferred securities 
were redeemed nn their schcduled maturity dale and the note payable was settled 

:1 ccoiiiif\ Rcceiinhle Scciinri.-arion 
C i n c r a  Recciwblrs Coiiipun) During 2002. Duke Energy Ohio, Duke h c r g y  Indiana and Duke Energy Keiituchy entered into an iigreement to sell certain 01 their accounts receivable 

and related collections through Cinergy Receivables, a bankruptcy remote. special purpose entity Cinergy Receivables is a wholly-owned limited liability company of Cinergy and was formed 
in 3COL hrough a %5 million 
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equity contribulion by Cinergy to purchase cerloin accoiinls receii,able oi'Dukc Energy Ohio Duke Energy Indiana and Duke Energy Kentucky Ihe purpose ol Uie formation of Cinergy 
Receivables was to improve Iiquidity at the Inwest iiossible financing cost A s  a result ol the securitiziitiiin, Duke Energy Ohio. Duke Energy Indiana and Duke Energy Kentucky sell. on a 

, nearly all oftheir  retail accounts rcccivnble iind related coIIcction> The securitizition titinsaction was  structured to meet tlie criteria for sale treatment under SFAS No 1-10 
and, accordingly. Duke Energy does n o t  consolidate Cinergy Receivables and tlie winsleis of receivables are accounted for as  sales 

approximates 2541 01 tlic tutal proceeds) 'Ihc notc. which ilmounts 10 approsimalcly $2!):! inilliiln and $299 nii1111311 at  Dcccnibsr 31. 211tl8 and 2O07, rcspclctivcly, is subordinate to senior h a m  

that Cinergy Receivables obtains from commercial piper conduits con~mlled  by unrel;itetl 1in;mci;il institutions Cincrgy Recei\~nbles provides credit enliancement related Io  senior loans in the 
form of over-collaterali7rltion oi the purch;iseil receiviiblcs I-lowever. Uic over-c~i l la tera l i~a l i~~n is calculated monthly and  does not eslmd to Uie entire pool of receivables held by Cinergy 
Receivables at any point in time As such. these senior loans do not have recourse to al l  iissets of Cinergy Receivables Ihese loiins provide the cash portion of the proceeds paid to Duke 
Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky 

The proceeds obtained from the sales ol receivables are largely cash but do include ii subordinated note from Cinergy Receivables for a portion ol l l i e  purchase price (typically 

This subordinated note is a retained interest (right to reccive ii specfied portion of cash flows frnm t l ie sold assetsj under SFAS No 1-10 and is classified \vithin Receivables in the 
accompanying Consolidated Biilance Sheets at Dccemher 31, 2110s and Xi07 In addiiion Duke Energy's investment in Cinergy Receivables constitutes a purchased bcnelicial interest 
(purcliascd right to receive spccilied cash Ilows. in our case residuiil cash Ilows). which is subordinate t o  the rctaincd iiitcrws held by Duke Energy Ohio, Duke Energy Indiana and Duke 
Energy Kentucky 

In 2008, Cinergy Recciv:ibles and Duke 1:nc.rg-y Ohio. Duke Energy Kentucky and Duke Eneqp  Indiana ;imendcd tlie governing purchase and m l e  agreement to allow Cincrgy 
Reccivablcs to convey its bankrupt rccei\~ablcs to tlic applicable originillor Tor considcriitioii equal to tlic lair markct viiluc of such rcccivoblcs as of thc disposition datc The amount of 
bonkrupt receivables sold is liniitcd to I?, o l  nggregiite sslcs ol the originator during the mclst recently completed 12 month period Cinerg) Receivnbles iind Duke Energy Ohio, Duke Energy 
Kentucky and Duke Energy Indiana compleieil a sale under th is amendment in Z M S  

As oiDccember  LOOX. Cinergy has not provided Cinergy Receivables with tin) iitlditiiinal financial support I-lowever, 1x1 the governing purchase and sile agreemenl. Cinergy 
Receivables is required to maintain a minimum nct worth 0 1  $3 million As described below. in  December IOOX. Cincrgy Rcccivablcs recorded a $1 5 million increase in its pro\'ision for 
uncollectible accounts which reduced its net worth below the $3 million threshold In 2009. Cinergy plans tn infuse equity into Cincrgy Receivables to remedy the net worth deficiency 

Duke  Energy Ohio reljiins senwmg responsibilities lor its role as a collection agent on the amounts due on the sold recciv;iblen Ilowever, Cinergy Receivables assumes the risk of 
collection on the purcliased receivables widiout recourse 10 Duke Energy (:)bin. Duke Enerm Indiana and Duke EncrKv K.entucky in the event of a loss While no direct recourse to Duke 
Energy Ohio, Duke E,ncrgy Indinno and Dul;c Energy Kentucky csists. h x e  enlilies risk loss in the event collections arc not sufficient to allow lor full recovery 01 their retained interests No 
servicing asset or liability is recorded since Uie scnicing €ee paid In Duke Energy Ohio ;ippiosimatcs a market rate 

The carlying values 01 t he  retained interesis are dctennrncd by allocating the c;im!ing \'slue of the receivablcs hetivecn the assels sold and the interests retained based on relative fair 
value l h e  key assuinptions used in catim,iting the fair value lor :!IOOS wcrc an  iiniicipntcd crcllit lobs rdt i i i  of 10 6Oo.  n discount rate ol 5 346 and a receivable turnover rate of 1 I 496 The kcy 
assumptions used in estimating the fair d u e  Sor 2007 were ;in ant ic ipated credit loss ratio o l  0 6Os. ii discount rate of 7 790 ond a receivable turnover rate of I 1  79.0 Because (a) the receivables 
generally turnover in less than two months credit losses are rensnnably prsdictnhle due 113 l l ie bro:id cusiomer base and lack of signilicanl concentration. and (c) the purchased benelicial 
interest is subordiniite to nil retained interests aiid thus would absorb losses iirst. the allocnted bases 01 Uie subordinated notes are not miiterially digerent than their face value The hypothetical 
elTect on the fair viiluc of the retained interesb ;issuming both a 1 ilO1 nnd ii ?O?O unfnvorable variation in credit losses o r  cliscount rates is not mntcrinl due to the short turnover of receivnbles 
:ind historically low credit loss h is to ry  Inicrest iiccmes IO Duke Energy Ohin. Duke Energy I nd iana  end Duke Energy Kentucky on the retained interests using the accretable yield method, 
whicli generally approximates the stated rate on the notes since the iillocatcd basis and the lace value are nearly equivalenl Duke Energy records income lrom Cinergy Receivables in a similar 
manner An impairment charge is recorded against the carrying valuc ol both the retained intcrests and purchased beneficial interest whonever it is determined that  an other-than-temporary 
impairment has occurred 
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In December 2006, Cincrgy Rereivables recorded a '$15 million inrrease in its provi\ion lor uncollectible account\ due primmly lo the incre~isirig amount 01 rereivobles greater than 90 

days in arrem for Duke E n a g y  Ohio m d  Duhe Energy Kentuck? Tile greater amount of recenables in  arrears i s  partially attributable 10 the economic doivntum in 20118 having a ncgative 
impuct on customers' nbility to p iy  their utility billr Cinergy Rcccivablcs Duke Energy Ohio. Duke Energy KentuchT, und Duhc Energy hdinnii IVIII continuc to monitor urreaniges to 
cletemine whether an o ther - than- tempora~ impairment has occurred 

The follorving table s h o w  the grors and net rweiv,ihles sold retained intwc\I\. purchdsed bcneficiol i n k r u t  sdleh and w r h  Ilo\\5 during the y e o n  ended Decemher 3 I .  1008 and 2007 

200R 2007 
(111 nitllions) 

K h r  48 S 
Less Retained interest'i 299 

Purcliosed beneficial interest E - s 17 

8 
Collection fees received 3 

3 7  

Cash Ilows from the sale o l  receivables ibr lhe years ended December -3 1. ZOOS ;ind 211117 art? rellrcled <vilhin Operating ~ lc l i r~ i t ies  o n  tlie Consolidated Stalemenis ol Cash Flou's 

Collection fees received in connection with the servicing 01 translcrrcd accounts recci\,ablc Inr the scnrs ended December 3 I .  20118 and 2007. respectively, tire included in Operation. 

The loss recognized on the sale orreceivables is calcul:ited monthly by multiplymg the receivnhlts sold during the month by the required discount which IS derived monthly utilizing a 
mnintennncc ond other on  the Consolidatcd Scotemenis 01 Operations 

three year weighted avenge  formula lliat considers charge-olf histoty. liite charge history, and turnover history on the sold reccivables, as well as a component for the time value of moncy The 
discount rate, or component for the time value of money, is calculated monthly by summing the prior month-cnd 1 IBOR rntc plus ti fixed rate 011 39?b 

2J. Other Income and E\penses, net 
The components of Other h o m e  and E.qmms. ncl on the Con~olid,ilcd S1,itemcnt~ 01 Opcrations for the \,cur\ cndcd December 31, 2008, 2LW37 and ?W6 ,ire ar ful lons 

lim (lie )cni\ cnded Decetiiber 31, 
2008 2007 2006 

(ill niIlliati\) 

(a) 
(b) 
(c) 

losses for the year endud Deccmbcr 31. 20118 primori1.y relate t n  International Energy's remeiisurement of celtiiin cash and debt bolances into the iunctional currency 
The incrense in 200s is primiirily reluted to increased copit;il spending pnmnrily within the I1 S Franchised Electric and Gus segment See Note -I ior Iurther infixmution 
See Note 10 for additionnl information 
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25. Subsequent Events 
For information on wb5equent events rel,iteil to acquivtions and tli5positions of busincse5 and sales of other as~e tb ,  regul'itory matters. debt and credit Sacilltie\. commiiments and 

contingcncic5 iind employee b e n d 3  plms. 5ee N o t a  3,4. I b, 18 and 22 reqxctivcly 

26. Qu;n tel Ig Financinl Dnt;i fllniiuditecl) 

liir51 Second I Iiird Foiirtli 
Quiii (PI Qu.ir ter Qu.irter Qiiarlri 1 O t : l l  -- 

7008 

46 i 251 26.1 1,295 
351 3 62 

Earnings per dinre (before eitraordinar)! item) 

25 

Diluted(r) h 0 3 7  % 02s  h 0 1 7  S 0 2 1  5 1 02 

(a) Quarterly E.PS amounts arc meant to be stand-alone calculations and are not always additive to Sull-ye;ir amount due 10 rounding 

During the first quarter of 200S, Duke Energy recorded the following unusual or infrequently occurring itcm: Duke Energy's propnrlionate share of impniment  charges recorded by 

During thc second quarter of 2008, Duke Energy recorded the following unusual or inSrequenily occurring items Duke Energy's prqiortii)natc share 01 impairment charges rccordcd by 
Crescent. which amounted ti1 n prc-tas charge of approsimately $1 1 million (see Note 12) 

Crescent, which amounted to a pre-tax charge of approximately $1 13 million (see Mote I?),  an approximate $23 million pre-tas gain related to the sale oiBrownsville (see Note I 4 ) ,  and an 
approximare $1 million charge rel~ted to ollier-than-temporary impairment 01 invi.stments in auction rate securities (see Note 13) 

During the third quarter of 2008. Duke Energy recorded the following unusuiil or infrcqucntly occurring items Duke I n e r g ' s  proportinnntc sharc ol impairment charges recorded by 
Crescent. which amounted lo a pre-tas charge ofapprosimntely $1 14 million (see Note I?), and iin approximate BS7 million pre-tiis impoiment charge reloled to e m i s i o n  iillownnces (see 
Note 13) 

tax) estraordinary gain rclnted to the reapplication of SFAS No 71 to ccrtoin operations of Commcicial Powcr (see Note 1) 

Note 16) and n $22 million reduction in income tax expense due lo a reduction in Uic unitary tax rate 

severnnce program (see Note 1.3) 

settlement negotiations (see Note 1 S) 
During the fourth quarter o f  ZOO7, Dukc Energy rccordcd the following unusual or infrequently occurring itcm Duke Energy's proportionate share 01 impairmen1 c h a z e s  rccorrled by 

Crescent, which amounted to a pre.tax ch;irgc of approximately $2 million (see Note 1 zj. income tax espcnse ol :Ipprosirnately $31 million relakd to an additional phase-nut 01 the tax credits 
associiited with lhe synfuel operations (see Notes I4 and IS), ;in approximate 525 million pre-lax p i n  related to resunes for cnntr:ict sL'ttIemcnt negotiations (see Nole I S )  and an approsim;ite 

$21 million pre-tas charge related to the settlement o i a n  outstanding litigation matter isec Note 18)  

During the fourth quarter oT3003, Duke Energy recorded the follorving unusuiil or infrequently occurring items. an approximare $67 million aSter-tas (;ipprosimntely $1 03 million pre- 

During the first quarter of 2007, Duke Energy recorded the lbllowing unusual or infrequently occurring items an approxim<ite $71 million pre-tiis charge related tn convertible debt (see 

During the second quarter of 2007. Duke Energy recorded the following unusual o r  inlrcqurntlp occurring itcm ;in approxima!? SJ 2 milllon pie-tiis cB;i%e related to n voluntary 

During the third quarter oi1Oc)7. Duke E n e r g  recorded the following unusual or infrequently occurring item an ;ipprosim;ite $20 million p r e - t : ~  benefit associaled with contract 
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CONDENSED STATERIENTS OF OPERA HONS 
(In nlillions, except per-sh:ire :mounts) 

SC'IIEDULE I - CONDENSED PARENT C'OhII'AN1 I;INANC'IAL, SI.ATEhIEN I S 

Yciiri EnJccl k c e m b e r  31 

ZUO8 7007 3000 

Operating Income 

Coninion Stock Data 
W 

Basic 1 2b5 1,260 1170 

I 2 1  s 

1 I U  s 1 I!, .$ 1 5 9  

0 PO s o s 0  s 1 26 

See Notes to Condensed P m n l  Company Financial Stntemsnls 

1 S9 



D I K E  GmRGY CORPORATION 
SC'IIEDULE I - CONDENSED PARENT C'OhlPANY FINANCIAL STATERIENTS 

CONDENSED UALANCE SllEETS 
(In niillions, escept per-share miounts) 

Dscemhcr 31. 21106 December 31. ?Il?7 

Accouma payable 6 

Common Stock, $0 001 par value, 2 billion shores authorii.sd. 1,272 nullion and 1,262 nullion shores outstanding nt December 31, 2nTIS nnd 
December 3 I ,  2007, rripectively I I 

'2.933 
Rctoined corning5 1 607 1,398 

011 (133) 
20,986 21,199 

SCC Notcs lo Condcnsed Parent Compnny Financinl Stntcrncnls 



DUKE ENERGY CORPORATION 
SCHEDULIS 1 - CONDENSED PARENT COMPANY FINANCIAL S'rATEhIENTS 

CONIENSEI) STfiTEmwrS OF CASH FLOWS 
( I n  niillions) 

Yeiirs Ended December 31 
200s 2007 2006 

CAS11 PLOWS IXOhl OI'XRRTING .iCTI\'ITlES 

Net cnsli provided by opernling activities 614 3.36 994 

w s  F1tOR.l INVBSTING ACTI\'ITI$S 

Other 27 21 24 

See Notes 10 Condensed Parent Company Financial Slnlements 
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DUKE ENERGY CORPORATION 
SCIIEDLI LE I-CONDENSED PARENT CORIPANI' FINANCIAL STA'I'EMEN'I'S 

1 .  Basis of Presentation 
Duke Energy Corpor;iljon (L7uke Energy) is a holding company that condiicts substantially all of its business operations through its subsidiaries As specified m the merger conditions 

issued by various stiite commissions in conneclion with Duke E.nergy's merger with Cinergy Corp (Cinurgy) in April 2006. Uiere are restrictions on Duke Energy's ;ibility to obtain funds from 
certiiin of ils subsidiancs through dividends, loans or ndviinces For further information, see Note 4 to the Consolidated Financial Slatcments, "Regulatory Matters I' Accordingly, thcsc 
condensed financial statements have been prepared on ii parent-only basis Under this parent-only presentation, Duke Energy's inveslments in its consoldated subsidiaries are presented under 
the equity method of iiccounting In accord;ince with Rule 12-04 o f  Regulation S-X. these parent-only financial stiitemenLs do not include all of the information and footnotes required by 
Generally Accepted Accuunling Principles (GP"A1') in the Uniicd States 

the information and footnotes required by GAAP in thc U S for annual lin:mcial statements, tliese parent-only financial statemenls and other information included should be read in conjunction 
with Duke Energy's audited Consolidated Financial Stalemcnts containd within Part 11, Item 8 01-lhis Form 10-I: Tor the year ended December 3 I, 2008 

owned operiiting subsidiaries is rcllccted in Duke Energy's U S federal ond slate income Ins returns Duke Energy has a tax sharing agreement with i ts  tvholly-owned operating subsidiaries, 

S ) Ihr annual fmiincial statements Because tlicsc pnreiil-only financial stateinciits and nolcs do not include all ol 

Duke Energy and its subsidkiries file a consolidated federal income tax return and other state and foreign jurisdictional returns as required The t:isable income of Duke Energy's wholly- 

where the separate return method i s  used to allocate tas expenses and benefils lo the wholly-owned operating subsidiaries whose inveslments or resulls o i  operations provide these lax espenses 
and bendits The accounting for income tases essentially represenls the income taxes that Duke Energy's wholly-owned operating subsidiaries would incur t e a c h  were a separale company 
filing its own tas return as a C-Corporation 

2. Debt 

Suinoiary o f  Debt iii icl  Relaled Teriiis 

December 31. 

Rate Ycnr Due ZOO8 ZOO7 
(in niillioiis) 

201 2 - 2018 

(a) Includes $450 million as of December 31, Xi(IY that \vas classified as L ong-term Debt on the Consolidated Balance Sheeis due to the existence of long-term credit facilities which back- 
stop thcsc commcrtial paper balances, along wi th  Duke EncGy's ability and  intent to refinance thcse balances on a long-term basis The weiglitcd-average days to maturity was I0 days as 
of December 3 I ,  2008 
In lune ZOOS, Duke Energy issued X5C)O million principal amount of senior notes, ofwhich  5250 million conies a fixed interest rateof 5 654band matures June 15, 2013 ond $250 million 

carries a fixed interest rate of 6 25% and matures June 15. 201s Proceeds from lhe issuance were used Lo redeem commercial paper, to fund capital espenditures in Duke Energy's non- 

regulated businesses in the II S and for general corporate purposes 

information on Duke Energy's master credit facility, see Note 16 to the Consolidated Financial Statements. " B b t  and Credit Facilities " The loans under the master credit facility are revolving 
credit loans that currently bear interest at one-month L IBOR plus an applicable spread The loan for Duke Energy has a stated maturity of lune 201 2 

were used to redeem commercial paper and for general corporate purposes 

subsidiaries 

In Scptcniber 7008, Duke Energy borrowxl ;ipproximakly S274million under its mnstcr credit facility and that amount remained ouL3tnnding as of December 31, 200s For additional 

In January 2Ki9, Duke Energy issued $750 million principal amount of senior notes which carries a fixcd interest rote of 6 30% and matiucs Fcbruary 201 4 Proceeds from the issuance 

At December 5 1, 7008, Duke E.nergy has guaranteed :ipprosim;ilely I;? 6 billion of debt issued by Duke Energy Carolinas, I. L.C, one of Duke Energy's wholly-owned operating 



DUKE ENERGY COl?POR!\rlON 
S U I  EDULE I-CONDENSED I'AIIENT COhll'ANS FINANCI,\L STATEM13NTS 

Annual Whturities as of Deccnibei 31,2008 

(in millions) 

Thereafter 700 

3. Coin i n  ihn en ts :in tl (?on tin gcn ci es 

and Contingencies " 

stand-by letters 01 credit, debt guarsntces. surety bonds and indeinndications Duke Energy enlers into these arrangements lo iacilitate a commercial transaction with a third party by enhancing 
the value of the transaction to the third party Thc niasimum potential amount oi iutiire paymenis n u k e  Energy could have been required Io make undm these guarantees :is 01 December 3 I ,  
2008 was upproximately X-1 Z billion 0 1  this amount, ap~~rosimiitcIy W billion relates to guarantees 01 wholly-owned consolidated entitic?. including debt issucd by Duke Energy Carolinas 
disculised above. and le!is than wholly-owned cornohdated entities b e  majority of these gu;irantees expire ot variouc, times between 2UOS and 203.3, with the remaining performance 
guarantees having no contritctuiil espiratiinn See Note 19 to the Consolidat4 Financial Statements. "Guarantees and Inrlemnifications." lor lhrlher discussion olguarmtem issued on behalSol 
unconsolidated affiliales and third panies 

Duke Energy nnd its subsidiiiries are a party to litigation. environmental ;and other miitters For further int'ormalion, see Note I8 to the Consolidated Finiinci:il Statements, "Commitments 

Duke Energy laas wr ious  Iinancial and pcrformaiacc guarantees and indcmnifications which arc issued in the normal course 01 business These contracts include performance guarantees, 

-1. Related Party Tlansnctioiis 
Balances due to or due from related mnies includetl in !he Balance Sheets as of December 51. 2006 iind 2007 ;ire as follows 

Dcccniber 31, 
2008 2007 

(a) 
(b) 
(c )  
(d) 

Bnlancc cscludes assets or l iabi l i~ics associated witla moncy pool :irrangcmeiits, wliicla are discusscd bclow 
The balances at December 31, 2lNS and 2007 are classified iis Receivables on the Balance Sheets 
The balances at December 31. 2008 and 2007 are classilied as Accounts Payable on the Balnnce Sheets 
The balance at December 3 I ,  21108 is classilied as Other Long-Term liabilities o n  the Balance Sheets 

During 2007. Duke Energy began providing suppon to certain subsidiaries for their short-term borrowing needs through participation in a money pool anangement Under this 
arr;ingement, certain subsidiaries ivitla s h o n - t c m  funds mny provide short-term loans to a0'ilintes pnrticipoting under t l u s  arrnngement Additionally, Duke Energy provides loans to subsidiaries 
through the money p o l .  but is not permitted to borrow funds through the money pool ;arrangement Duke Energy had receivables 01 approsimately SS65 million and 1548 million as  of 
December 3 I, 2(IOS and Z(107. respectively, classilied within Receivables in the accompanying Balance Sheets Additionally. Duke Energy had money pool-related receivables of M50 million 
classificd as Notes Rcccivablc ivitliin lnvestmcnts and Otlacr Assets on lhc Balancc Sliects as of Dcccmbcr 31, 2tll)R Tlae 1765 mlllion increase in moncy pool reccivables during ZOOR itnd the 
$548 million mcrease during 2007 are reflected as Notes Receivable from Afiiliales, net within Net Cash Used in Investins Activities on  the Condensed Statamenls of Cash Flows In 
conjunction with the money pool arrangement. Duke Energv recorded interest income of $23 million in ?0OS and 116 million in 2007. wlaicli is included in Other Income and k p e n s e s ,  net on 
[he Stalemenis 01 Operations Duke Energy did nnl record nnp  monev pool interest income during 1006 



DUKE ENERGY CORPORATION 
SCIIEDU1,E I-CONDENSEI) PARENT COMPANY FINANCIAL STA'TEhlENTS 

Duke Energy also provides funding to and sweeps cash From subsidiaries that do not participate in the money IH)OI For these subsidiaries, the cas11 is used in or generated From their 
operations, capital expenditures. debt payments iintl other activities Amounts funded or received are carried as open accounts as  either Investments and Advances lo Consolidated Subsidiaries 
or as Other Non-Current Liabilities and d o  not beor interest 1-liese amounts arc included within Net Cash Provided by Operating Aciivilies on  the Condensed SL?temenB of Cash Flows 

Additionnliy, IJukc Encrgy recorded $1 miliion ofintcrcsl e q x n s c  in 2007 ossoc ia td  with credit support providccl t o n  subsidinry, which is includcrl in Jntcrcst Expense on the Stntcmcnl 

During 2007. Duke Energy contributed 8204 million of capital 10 its wholly owned subsidiary. Cincrgy Corp and in 2006 contributed S?OO million to its wholly-owned subsidiary. Duke 
n l  Operations 

Encrgy Carolinas, I L C Additionally, Duke Energy received $200 million in Zt:lO8 and $135 n~illion of dividends from Cincrgy Corp in 2007. which is rcflcctcd within Ncl Cash Provided by 
Operating Activities on the Condensed Statements ofclash Flows During 2006. Spectra Energy Ciipital, L L  C distributed $2,361 million to Duke Energy. whicl i  was primarily obtained from 
the proceed9 received on Spectra Energy Capital, 11 C's ~ n l e  of SO?& of Crescent Resources 



PART 11’ 
DUKE ENERGY CORPORATION 

S C I I I ~ I L E  II-VAI,UA’I-ION AND QUALIFYING twcowrs A N D  RESEIWES 

U.il.ince :it Ch:irgcd to Bnl;ilKe at 
Beginning Cl1:1 I gecl 1u Ollicr IM or 

E\penrc Account5 I)cductionc(”)(c) Pet lOiI(C) -- oCPei iod - 
December 31,ZIOS 

Injuries and cLimnges 

613 137 36 24 1 555 

i\llo\\ance for doubtful accounts 37 7 71 67 

OOicd’) 

140 s 131 s s 7 9  x 1.716 

(,I) Princip.illy ca5h p y m e n t \  mil reserve revenal5 For 2&!7, this also includa the elfeck of amount5 included in the spin off of Spectra Energy on  January 2 ,  2007 and  the impacts of 
,idop~inn  FIN 48 
Principally nuclear properiy insurance rmerves 31 Duke Encrgv Cari~Iina\. insurance r e w v e s  at Biwm and otlicr reserves included in Otlier Current I iabiliiie\ o r  Deferred Credits and 

Other L iahilities on the Coniolidnied Balsnce Shceb  
i h o u n t a  lor the)  ear ended December 31, ?OUb and thereafter include h.il.lnce5 and  ,~c l iv~Iy  relnled to Duke Energy’s merger with Cinergy in April 2l i i i6 

1 he v.iluntion and re5eme amount? above do not include unrccogni/ed tax hencllts amounts or deferred la\ asset valuation nllowance amount5 

kbj 

( L j  



PART I1 

Itcni 9. Clitingcs in nntl 1)isag:I.eciiicnts with Accoiintnnts on Accounting ant1 Financial Disclosure. 
None 

Iteni 9A. Controls and I'r-ocrclul c s  

1)isclosiii e Controls i n d  Procedures  
Disclosure controls and procedures are controls mil other procedures that :ire designed I O  ensure thiit information required to be disclosed by Duke Energy in the reports it files or submits 

under thc Securitics Eschangc Act 01 I934 (Lxchange Act) is recorded, processed, summarized, and rcportcd, within Uie time perirxls spccified by the Sccuritics and Eschangc Commission's 
(SEC) mles and Iornis 

Disclosure controls and procedures include, without limitation. controls and procedures designed to provide reasonable assurance that information required to be  disclosed by Duke 
Energy in the reports i t  f i les or  submits under the Exchange Act  is accumuloted and  communicated to management, including the Chief Esecutive Oflicer and Chief Financial OiTicer. a s  
appropriate, to allow timely decisions regarding required disclosure 

Under the supervision and with l he  participation of management, including the ChieSEsecutive OKicer and Chief Financial Officer, Duke Energy has evaluated lhc effectiveness of its 

disclosure controls and procedures (as such term is defined in Rule Ija-lfi(e) ;md I S d - I X e )  under the Eschange Act) as ofL7ecember 31, ?IJ!lS. and. based upon this evaluiition the Chief 
Executive Oiiiccr and C h i d  Financial C)iT,cer have  canclutlcd that thcsc controls and procedures are effective in providing reasonable assurance of compliance 

Cliinges in 1iitcrn:iI Cnnlrol OYCI 1iin:inci:il I tcpnrling 

control over iinancid reporting (:is such term is defined in Rules Ija-l5(r) and 15d-l5(r) under the Eschange Act) thiit occurred during the fiscal quarter ended December 31, 2006 and have 
concluded h a 1  no change lias materially iiflccted. or i s  reasonably likely tn materially affect. internal control over financial reporting 

Rl;in:igeincnl's Aiinunl Rcport On Inlernnl Coiilrol Owr fi'in;rnci;il Reporting 
I h k e  Energy's man;igemcnt IS responsible for est~iblisliing and maintaining an adcquate system of internal control over financial reporting, as such term is defined in Exchange Act Rules 

I3a- I5 ( f j  and 15d-1 ( ( t j  Our internal control system was dcsi~ncd to provide rosonable  assurance regarding Uie reliability of financial reporling and the prepration 01 financial statements tor 
external purposes. in accordance with generally accepted accounting principles Because of inherent limitations, internal control over financial reponing may not prevent or detect 
rnisstotcmcnts Also projections 
degrec of compliance with policies :md procedures may iluterior:ite 

rcporting as of Dcccnibu  31, 21:108 based on tlic iramcwork in Iiiierriirl C o i ~ r r o I - l ~ ~ i e , ~ r f ~ f ~ ~ ~ r ~ ~ i i ~ e i i ~ o r ~  issued by the Comniittee of Sponsoring Organizations of Uie ireailway Commission 
B;iseil on i l iat e~;iiuation. manngemcnt concluded that our internal control over financinl reporting was eileclive as of December 31, Xi08 

Under the supervision and with thc participation 01 rnan;igcmcnt. including tlic Chic1 Executive Oificcr and Chief Financial Officer. Duke Encrgy has evalu;ited changes in irilernal 

tiny evaluiition 01 cttectivencss to iuturc periods iirc subject to thc risk that controls msy beconic innrlcquote because of  cliiingcs in conditions, or that the 

Duke Energy's man;igemcnl including our C h i d  Esecutive Officer and Chiei Financial Ofiicer. has conducted an evaluation of the effectiveness o i n u r  internal control over financial 

Deloiite S louche ILLP. our independent regislered puhlic accnunling firm. has isFued :in attestation report on the cffectivencss or Duke Energy's internal control over financial reporling 



PAR1 Ill  

Item 10 Diiectois, E\ecutive Officeis ; ind Corporate Goveinnnce. 

P r o w  Stalemcnl relating lo Duke Energy3 ?OOO .innun1 meeting 01 shareholdrrs 
Reference to "E\ccutive Officer5 01 Duke Fnergy" is included in "llcm 1 Business" 01 thi5 report Information in response to this item is incorporated by relcicnce to DuLc Energy's 

Itein 11 .  E\ecutive Cowpeiisatioii. 
Information in rerpnnse to  this item ir incorporitcd by reference to Duke Energy'\ Pro\) St.itemenl relating to Duke Energy'\ 2Ol)I) annual meeting 01 shareholderr 

Item 12 Security Ownership of Ccrtnin I3enriicinl Onnri s anit hlanagenient and 1~el.itecI Stocldiolclcr nlltters. 
Inlorination in r e s p o n x  to this item 15 incorpor,ited by relerence to DuLe Ener&\ P r a y  Statement relating to DuLe Energy's 2009 annual meeting ol shareholder\ 
This bble  how^ information a b u t  securities lo be issued upon e\ercise ofout5tnndmg option\, ivarr.ints and rights under Duke Energy'5 equily compen%.ition plnm, 'ilong with the 

weighted-average e\erciic price of the out\tanding options. ~varrants and righta and the number 01 \ecuritir\ remaining available lor future issudnce under tlle plans 

N u m b e r  ol recuril irr  
I enlalnlng .l>.iil,ibIe 

iw icd  upon eicrcire or c\ercisc pi ice of cnmpcnsiibon plans 
o u t \ t d i ~ t l ~ i ~ g  oplioin,  outhnding oplionr, (rrclucling wcuritie$ 

Nunihei orreculi l ie$ to bc W e t g l l l c l l - ~ ~ c l  age u n d e r  cquitj 

n a i r m t >  ant1 iiglitr(') sarrnni5  nnrl riglib(') rc~lrclcc~ in coluniri (')) 

P l . 1 1 ~  C:itegoi y (4 (b) (C) 

Duke Encrgy fins not granted any warriinls or rights under tiny crluity compcnsiition plans Amounts do not include 4,141,966 outstiinding options with a weighted iwcrnge cscrcise price 
01 S I  3 S7 assumill  in connection with various mergers and acquis11ii3ns 
Dces not include 7.298,070 shares oi Duke Encrgy Common Stock to be issued upon vesting of  phanlom stock and performance share awards outstanding i is of December 31, ZOOS 
hicludcs 8,899,WO sharcs remaining ovailablc h r  issuance for awiirds ol reilrictcd stnck. pcrformance s h a m  or phantom stock undcr the Dukc Energy Corporation ?UOG L.ong-Tcrm 
Incentive Plan 
Does not include 127.635 shares of Duke Energy Common Stock to he issued upon vesting of phantom stock and performance share awards outstanding as ofDecember 31,200S 

Item 13. Certain Relationships and Relntccl 'I'r;ins;ictions, m t l  Dirc~tor Intlepeiitlence 
hiormation in response to this item is incorporiitcd by refcrence to Dukc Energy's Pro.xy Stotcmcnt relating to Duke Energy's 2009 nnnunl mccting of shareholders 

Itcin 14. Principii Accuunting Fees ;iiicl Services. 
Information in rcsponsc to this itcm is incorporatcd by reference to Duke Encrgy's Proxy Statement relating to Dukc Energy's 21109 annual mceting 01 sharelioldcrs 



PART 1V 

Item 15. Exhibits, Fiiiiincial Stateriirnt Soiieclolrs. 
(a) Consnlidatcd Fimincinl Statements. Supplemental Financial D:ita and Supplemental Schedules included in Part 11 o i  this annua l  report are as lollows 
Duke Energy Corporation 

Consolidated Financial Stntcmonts 

Consolidated Slalemcnrs oi'Opcrations for the Years Ended December 31. 2il i lS. XJ(J7 and 2CKKi 

Consolidated Balance Sheets cis of December 31. ?(IO8 ;ind 21107 

Consolidatecl Statements 01 Cash Flows for tlie Years Ended December 31. ? O r K  2rN7 and 2006 

Consoltdated Statements of Common Stockholders' 1i.quity and Comprehensive Income for the Years ended December 3 I ,  2008, 21107 and ?(JOG 

Notes to tlic Consolidated Financial Statements 

Quarkrly Financial Data. :is revised (unsudilcd included i n  Note 26 to the Consolidated Financial Statcments) 

Consolidnted Finiincial Stntemenl Schedule I-Condensed Parent Company Finonciiil Information Tor the Y a r s  Ended December 31. 2CX:IS, X 0 7  iind 2006 

Consolidated Financl:iI Statement Schedule 11-Valuation and ()u:ilifying AccounLs and R C S ~ N C S  fix the Years Ended December 3 I, ?llOS, XI117 and 2006 

Report of Indepenclenl Registered Public Accountins I;im 

Separate Financial Statements nt Sukidiaries not Consolirlaterl Pursuant to Rule 3-?19 of Regul:itiiln S-X 

E P  Midstream, ILLC (formerly Duke Energy Field Senwes. 1.l.C) 

IndcpenJmt Auditors' R L q m r t  

Consnlidatcd Balance Sheets :is ol~ll)ecemlxr 31, 2006 and 2i1115 

Consolidated Stntements 01 Operations and Comprehensiw income f o r  the Yews Ended Dccember 3 I, 7006 iind 2005 

Consolidated Statements of Cash Flows for tlie Year; Ended December .;I, 111116 ;and 2005 

Consolidated Statements oiblembers' Equity for the Years h d e d  ~ c e m k r  31, 20116 and 2iiil5 

Noics to Consolidated Financial Statcmcnts 

Consolid;ited Financial Statement Schedule I f  oTDCP hklsbenm, 1 L.(3-(3onsolidnlerI Valu:ition and Quali@ing AccounLs and Reserves lor the Years Ended December 31, 2006 
and 2005 

(b) Exhibib-See Exhibit lndes immediately follnwing the signature pose" 



1 :I hl c of Con t m  ts 

SlGNATURiiS 

Pursuan t  to the rcquireniriits orSection 13 01 l5(d) of tlir Sccurities Esclioiige Act of 1934, tlic rcgislixnt bas duly ctiuscd this r epor t  t o  be sigoed on its i)rli;ilr by tlic 
utidcrsigiied, thereunto duly :iutliorizcd. 

Date: February 27. 2009 

DUKE ENERGY CORI'ORATlON 

(Registrant) 
/sl JAhlESE ROGERS -~ By: 

.7nni~s E Rogers 

Clisirmnn. Prcsidcnt and 
Chiel Esccutive Officer 

- 
;ind on tlie date iiidicalecl. 

(i) James E Rogers'" 

Chairman. President ani! Chief Executive 01-ficer (Principal Executive OIficer and Director) 

( i i )  /s/ Divid L I-lauser 

Group Executive and C h i d  Financial Olficer principal Financial Officer) 

(iii) Steven K Young'' 

Senior Vice President and Controller Wrincipol Accnuntins Oificer) 

(iv) William Bornel, I I P  
Director 

G Ales Bmhard l ,  Sr *' 

Director 
lviichoel G Browning+ 

Director 
Daniel R Dilvliccoi' 

Director 
Ann Maynard Gray'& 

Director 
James 1-1 Hance. Jr '' 

Director 
James T Rhodes'& 

Dircctor 
D ~ i l I q  S Taft" 

Director 

Date. Februnry 27. 2009 

David 1, Nauser, by signing his nnme hereto, doe!; hereby sign this document on behall 01 the registriint and on bclinli o i  eacli o r the  nbove-named persons previously intlicnled by 
asterisk pursuant to a power of attorney duly executed by the registrant and such persons. filed with the Securities and Exchange Commission as an eshihit hereto 

By ; /s i  DAVID L HAUSER 

Attorney-In-Fact 



INDEPEI'IDENT AUDITORS' REPORT 
To the Board of Directors and blcmbcrs o i D C P  Midstrsam, 1.1 (3 Dcnvcr. Colorado 

operations and comprehensive income, memlmrs' equity, anrl cash flows for the ycars then ended Our audits also included the financial slatement schedule listed in [lie index at  Item I S  These 
consolidated financial statements and financial statement schedule arc the responsibility of the Company's management Our  responsibility is 10 express an opininn on these consnlidated 
financial stnlcments ond financial statement schedule based on our audib 

iVe have audited the accompanying consolidated balance sheets of DCP Midstream, LL.C and subsidiaries as of Uecemba 3112006 and ?iNJ5, and the related consolidoled statements of 

W e  conducted our audits in accordance with auditing standards generally accepted in the United Statcs of America h o s e  standiirds require that w e  plan and perform tlie audit to obtain 
reasonable assurance about whether the financial slntements are free of material misstatement An audit includes consideration ol internal control over finmciiil reponing tis a basis for 
designing audit proccdurcs tliat an: zppropriatc in the circumstances, but not for thc purpose of cxpressing an opinion on tlic eflcctivcness of UIC Company's inlcrnal control o v a  Iiinaiicial 
reporting Accordingly, w e  express no such opinion An audit also includes examinins  on a test basis, evidence supporting the amounts and disclosures in tlic 1in;incinl statements. assessing 
the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statcment presentation We believe t1i:it our audits provide ii reasonable 
basis for our opinion. 

90"s 

opinion, such financial stiitement schedule. when considered in relalion to the basic consolidatcd financial statements taken os a whole. presents fi ir ly in :ill material rcspects the i~~iormation set 
forth therein 

In our opinion, such consolidated linnncial statements present iairly, in a11 mnteriiil rwpects. the finonciiil jwsit im 01 DCP Midstream, 11 C anrl subsidiaries a t  December 31, ?006 and 
the venrs then ended in codormihi  w l h  accountine Drinciiiles eeneriillv accepted in tlie United States of America. Also, in our 

h h r c h  7. ZOOH 



DCP hlIDSlRE4hl, LLC 
(formerly Duke Energy I*ield Scnwes ,  L L C )  

C'onsoliclnted Balsnce Sheets 
As of Decenibei 31,2006 anti 2005 

(millions) 

Short-tern investments -I: 7 627 

Unrenlircd goiiib on morh-to-market ond hedging rnslrumenls ?-I z 

Other I :Tr 

See Notes lo Consolidated Financial Stulernenls 

P-2 



DCPhlDSTRLAhl, LLC 
(lormerlp D u k  Energy Pield Senwes ,  L L C) 

Consoliclatccl Stnteiiients 01 Operations and Coiiipreliensivc Inconie 
Years Kndetl Decenibcr 31,2006 ant1 2005 

(millions) 

Operaling and maintenance 447 

Gcncral nnd ndniintstrati\ 234 195 

hcon ie  from drsconiinued vpsrativn.;. ne! oi income iaes 

Total cnmprehcnsivI: income 1,140 s 2.093 

See Notes to Consolidated T. inancia1 Statemenu 

I;-3 



DCPhlTnSlREAhL LLC 
(lormerly Duke Energy Field Services, 1 L C) 

C'onsolicliited Strrtenirnts of Cssh Flows 
l'eers Entlccl Decrrriber 31, 2006 nntl ZOOS 

(niillions) 

495 910 

Net cash provided by disconlinued operdiions __ 

Scc N o t a  IO Consolidaled Financial Staterncnts. 

F-4 



DCPh.lDSTRE4hLI LC 
(formerly Duke Energy Field Services L l  C) 

C'onsoliclated Stiiteiiients of hleiiibew' Equity 
Years Endecl Drcriiibcr 31,200G and 2005 

(niillions) 

Accumulated 

Other 
Mcmbers' Retained Comprehensive 

B:il;ii~cc, Dcceinbci 31, 200G S 2,107 S 153 S (3)  J 2,257 

See Notes to (3onsolidnted Financial Statements 



DCI' hllL7S TREAA4 I L C 
(iormerly Duke Energy Field Services. L I C)  

Notrs To C~onsolidiitetl financial Stataiirnts 
Years l~,ndccf Deceiiiber 31, 2005 nntl 2005 

1. Cenrl.;il aiid Suiiiniai"y or Slgnilicont hccounl ing  I'olicles 
Bnsk o/Prcscirtntioir-DCP Midstream, LLC. iormerly Duke Energy Ficld Sen~ices, I1  C, with iLs consolidated subsirliarics. 11s. we, our. or the Compnny, is  ii Joint venture o v m d  50% 

by Duke Energy Corporation, or Duke Energy. and SO?& by ConncoPhillips \Ve operate in the midstream naturol gas industry Our primary operations consist o f  natural gas galhermg. 
processing. compression. trimsportation :and storage. and natural gas liquid. or NGL. fractionation. transportation gathering, treating procss ing  and storage. as well as marketing, from which 
w e  generate revenues primarily by trading and marketing natural gns and NCi1.s The Sccond Amended and Restated 1 L C i\grecincnt dated July 5 ,  20  mended, or tlie L.LC Agrecment, 
limits the scope of our business to the midstreem natural gas industry in the United Stales and Can;idn, the m;lrl;eting of NGLs in h~lesico. and the tran ion, marketing and storage of other 
petroleum prdiicls,  unless otherwise o p p r o v d  by our bnnrd of directors 

To support and facilrtata our continued growth. w e  rormed DCI' Midstream l'anners L.P. a master limited pannership. o r  DCP Fanners. of which our subsidiary. DCP hdidstream GP. l.P 
iicts as generrol partner In September 2005, DCP Piirtncrs filed a Registration Statement on Form S - l  with the Securities and Eschungc Commission or SEC, to register Ihe initial public 
orer ing  or ILF limited pirtnership units to the public The initial public oITering closed in December 2005 We own approsimately 41% of the limited p:irtnership interests in DCP Partners and 
a 246 general partnership interat  As the ganeral partner of  DCP Partners we have responsibility Tor its operations D C P  Partners 1.5 nccountcd lor as a consolidated s u b s ~ I m y  

in July 2005. Duke E.ncrgy transferred a 19 796 intcrest in our Company to ConocoPhillips in exchange for dircct and indirect monetary and nonmonetary considention, cffcclively 
decreasing Duke Energy's membwsliip interest in our Company to 5u46 and increasing ConocoPhillips' membership interest in our Company to 50%, referred to as  "the 50-50 1-nnsaction " 
includnl in Uiis transaction. w e  distributed to Duke Energy substiintially all 01 our Canadim business. made a disproportion:ite cash dlstribution orapproximately 61,100 million lo Duke 
Encrgy using the procccds from the sale of our general partner iiilcrcst in TEPPCO iinrl paid a $745 million proportioniitc distribution to Duke Energy and ConocoPhillips In addition, 
ConocoPhillips cont r ibu td  cash of %33S million to our Cornpony llnder the tcrms of thc amended ond restated 1. AgreemenL proceeds from this contribution were designoted for the 
acquisition or improvement of property, plant ;ind equipment At December SI,  ?Cl06. there was  no remaining restricted investment halance related to this contribution 

5096 ownership interest in us, to l7ukc Energy sharcholdcrs .This transaction occurred on January 2, 2007 As  a result of this transaction, IVC arc no  longer 5046 owned by Duke Energy Duke 
Energy's 50% ownership interest in us ivas transferred to a new company, Spectra Energy Corp, or Spectra Energy This transaction is referred to in this report as  "the Spectra spin " For the 
historical periods inclutled in this report. relerences to Spectra Energy ore intcrchangeablc with Duke Energy On a prospective basis. Spectra Energy refers to Uie newly Iormed public 
company 

decisions requiring board ofdircctors' approval are made by simple majority vote ofthe board, but must include at  least one vole from both a Spectra Energy (or Duke E.nergy prior to 
January 2,  2007) iincl ConocoPhillips board member In tlie went  the b a r d  cannot reach a majority decision. the decision is appeiilctl to the Chief Executive Olficers ot both Spectra Energy 
and ConocoPhillips 

Ilie consolidated Iinancial statements include !he accounts 01 the Company and a l l  majority-owned subsidiaries where w e  have the ahility to exercise control, variable interest entities 
where w e  are the primnry beneficiary, and undivided interests in jnintly owned assets \lie also consolidate DCP Partners, which w e  control as the general partner and ivhere Lhe limited partners 
d o  not have substantive kick-out or panicipiiting rights lnvestments in greater than 2096 owned alliliates riiat are not \,ari:ible interest entities and  where we do no1 liovc the ability to exercise 
control, and investments in less thon 70% owned nllilitites where w e  hiivc the ability to exercise signilicont inlluencc, are accounted for using the equity method. Intercompany balances nnd 
transactions have been eliminated 

O n  lune 28, 2006. Duke Energy's hoard 01 directors approved a plan to create two separate publicly trailed companies hy spinning off Duke Energy's natural gas businesses. including i ts  

\Ye :ire governed by n Iivc m e m k r  bnsrd oidircctnrs, consisting of two voting mcmlntrs from each parent and nix  Chiel Executive Ol'licer and President, 11 non-voting mcmlntr All 

Use of Estiinnres-Coniormity i v i i l i  accounting principles generally accepted in the IJnited States of America requires management to make estimates and assumptions that aKect the 
ainounts reported In the 1inanci;il statements and notes Although these estimates arc based on management's best available knowledge of currenl and expected future events, actual results 
could be direrent liom those estimates 

".lcquisitioits-\Ve conrolidatc asscts and Iiahilitilli liom acquisitions as 01 the purchise date. and include e,vning.; l iom acquisitions in cnnsolidated earnings mhsequent to the purchase 
date Assets acquired and linbilities tissumcd are rccordcd at estimated fair values on the date of acquisition If the acquisition cnns t i tu t s  a bus inas ,  any c x c a s  purchase price over the 
esiimnted fair value o i t h e  acc~uired assets and liabilities is recorded i ts  goodwill 

P-6 



1 d)lr  of C ontmts 

DCP h,tIDSTRIiAI\% L1.C 
(formerly Duke Energy Field Services, 1 I ,C) 

Notes To C:onsolid;rted Finiincid Staten ient~ (C'ontnucd)  
Years Eniled Drce111ber 31, 2006 and 2005 

Rrclirssijictmnoiis-Ccnnin prior period amounis have been reelossified in tlie consolidatcd financial statements 10 conform io i l ie current period presentation 
Cnsli nwl Cmh Equinnlcvits-Cash and cash equivalents includes !ill ciish balances and highly liquid investments with an original mntuiity of tlirce months or 1css 

Slinrt-Tcri~i ~i i i fRmtr ictor l l i i~~wtir i~~~it~-- \Ve invest available cash balance.; in v:inous financial instruments, sucli :is Ins-exempt debt securities, that  have staled m;~turities of 20 years or 
more nicse instrumenis protvie l o r n  high degree oiliqutdity through feiilures. which allow for the redemption of the invejlmenl a t  its face amount plus earned income As w e  generally intend 
to sell thcsc instruments within 13 

restricted W e  have classified iill 
Crrlaiii Iii i~ecrlnioils iii Deb1 ole /  

balance sliecis as accumulated other comprcliensive income (loss). or .4OCI No such gains or IUSSM were deterred in AOCl at Deccmber 31, 2OM or 2005 The cost. including accrued interest 
on investments, approsimnics fair viilue. due to the short-term. highly liquid nature of the securities held by u s  and as interest rates ore re-set on a daily, weekly or monthly basis 

Iiii~eirtori~s-lnventori~s consist primarily of natural gas and NGLs held in storage for transpoitation and processing and sales commitmenls Inventories are valued a1 the lower of 
weighted nverage cost or market Transporlation costs arc included in inventory on the consolidated balance sheets 

Accourrtiiig for RLk ,tloiinjimicrrt nirrllferlgirrg ..lctii~ities mid I;ii inricinl Iiistruiiictits--Eacli derivative not qudilying for the normal purclinscs and normal sales csccption under SFAS 
No 1 33 ,  '!.lccorriirriis JLr Deriiw~ii 'e Iii\liietien/r ~ i i i ~ l i ~ e d ~ i i i ~ , ~ l c ~ i i ~ i t i e ~ ,  "or SFAS 133, as amcndcd, is recorded on a gross basis in the consolidated balance sheeis nt its fair value as 
unrealized gains or iinrenlizcd losses on  mark-to-market and hedging instruments Derivative assets ;ind liabilities remiiin classdied in the consolidated balance sheets as unrealized gains or 
unrealized losscs on mark-to-market arid hcdging instruments at fair ~ i i l u c  until the conuactual r l c l i v e ~  period impacLs o r n i n g s  

future cash flow (c:ish Ilow hedge), a hedge ol ii recognized ;isset, liability or firm commitment (fair v:iIue hedge). or a normal purchase or normal sale contract, while certain non-trading 
deriviitives. which arc relatcd to asset based ;ictivity. are non-trading mark-to-mwkct derivatives For each 01 our derivatives the accounting method and preseniation in the consolidated 
stntcmcnts of operation5 nnd comprehensive income arc as follows 
C~1ssilic:rtini~ oiCollirict Accounting hlctlrocl 
1 rading Derivatives 

Nun-Trading Ikrivatives 

less Smiii the balance sheet date, and as they arc available for usc in currcnt opcratioiis, they arc classilicd as current asscts, unless otiicrwise 
m and restricted debt investment. 

i!ntie~ ":ind they are carried at 

ivailable-fur.sale under St;ilement ol Financial Accounting Standards, or SFAS, No 1 15, 'Yccoiiiiliig for 

market value iJnredized gains and 111sses on available-lor-sale securities are recorded in the consolidated 

iVe designole each energy commodity derivative cis either Lrading or non-trading Certiiin non-trading derivatives are further designated as either a hedge of n forecasted transaction or 

I'rcseil~Jtion ofGilills & Losacs ur IZevenilc & Ihpelice 

~ \ , f ~ ~ t . t ~ . ~ ~ ~ k ~ t  inethodn Nei basis in trading and marketing gains (losses) 

Cash Flow I-Iedgc l-]edge methotll' 

Fair Value Hedge i-~edge methoc~l' 

Norm:il Purchase or ,\ccru;iI methodc 

Non-Trading Derivnti\w kinri;.to.market mcdloda Net basis in trading and marketing gains (losses) 

Gross basis in the same consolidated statcments of operations and comprchensivc incomc c a t q o r y  as tlic related hedged item 

Gross basis in thc same consolidatcd statCmcnts of operetions and comprehensive inconic catcpxy as the rclalcd hedged item 

Gross basis upon settlement in the corresponding consoiidaied statements o i  operations and comprehensivc income category based on  
Normal Sale purchase OJ siilc 

8 A~lari;-to.m;irket--An accounting method whereby ?le change in the [air value of the asset or liability is recognized in che consolidatcd statements o f  operations and comprehcnsive 
income in trading and morketing gains (losses) during the current period .. 

Ir Hedge method-An account/ng method whereby the change in the fair value ofthe asset or liabilily is recorded in the consolidated balance sheets as uiuealizecl gains or unrealized losses 
on mark-twmarkct and liedcine instruments For cash flow licdgcs t h e  is no  recognitioii 112 !he consnliilated statcmcnts of o Lrations and comprehensive incomc lor the cffcctivc. 
portion until Uirscrvice is TroGdcd or t h e  associated delivery peri6d impacts earninns For !air value liedges. the changes in 11, fair value of the assel or Iiabilit as well os the ofiselling 
changes in value or the hedgcd item, arc recognizcd in thc consolidated statements or operatioris and comprehensive incomc LD the same category as the relatedkedgcd item 
Accruai meth.ocl-An accounting method whereby !here i s  no rcco nition in the consolidate? boliince sheets or consolidntetl statements of operations and comprehensive incnme for 
ciianges iii Liirvalue o~ a contract uniii [lie service is provided or &e associated c~e~ivcry period Impacts earnings 

Cosh Flow, a r i d  Fair I.'nIue i ldges-For dwivativcs designatcd as a cash Ilow hcdge or a fair value hcdgc. w e  m;iintain iormal documentation ol  the h d g c  in accordance with SFAS 133 
In addition, w e  iormollp iissess, both at  the inception of tlie hedge and on an ongoing basis, whether the hedge contract is higJily effectivc in offsetting changes in cash flows or lair values of 
heclgi-d iiems All  components o f e a d i  derivative gain or loss are included in the assessment 01 hedge effectivencss, unless otherwise noted 
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DCP hlIDS1REAIVJ. L L C  
(formerly Duhe Energv Field Services L 1 C) 

Notes 'lo C'onsolidntcd Kniincid Stateiiien ts-(Continuecl) 
Years Ended Decenibcr 31, 2006 and 2005 

.nit fair viilue of a derivative designated as a cash flow hedge is recorded in the consolidated balance sheets as unrealized gains nr unrealized losses on m;irk-to-market and hedging 
instruments The efiecti\'c portion of the change in fair valiie of a derivative dcsignntcd os a cash flow hctlge is rccordcd in tlie consolidotcd bnliincc sheets as AOCI and the ineffective portion 
i s  recorded in the consolidated statements of operations and c o m p h e n s i v e  income During the period in which the heilged transaction impiicts e:trnings, amounts in AOCl associated with the 
hedged transaction are reclassified to the consnlrdated statemem of operations and comprehensive income in tlie same accounts as the item being hedged We discontinue hedge accounting 
prospcctivcly when it is dctcmiincd that the ileriviitive iin longcr qua!ifics as an cfl'ectivc Iiedgc, or ivlicii i t  is prnb;ihle ihat  t he  hedged transaction will not occur \Vlicn hedge accounting i s  

discontinued bcc;iuse the derivative no longer qualifies iis ;in eliective hedge. the derivative is subject to the mark-to-market accounting method prospectively The derivative continues to be 
carried on  the consolidated balance sheets a t  i ts  fair \~alue,  however, subsequent changes in iL$ fair value are recognized in current period earnings Gains and losses related to discontinued 
hcdges that were previously iiccumulated in AOCI will remain in AOCl until the hedged transaction impoc~s earnings. unless i t  IS probable that the hedged transitction will not occur, in which 
case. ~ I i e  gtiin:i and losses thiit were previously deferred in AOCI will be immediately recognized in current period earnings 

For derivatives designolcd as fair value hedges. we recognize the gain or loss on the derivative instrument. as well as the on-settins changes in valuc ofthc hedged item in earnings in the 
current p r i n d  All derivatives desigmted ant1 nccountcd Cor tis iair value hedges are classified in the same category as the ilcm being hedged in the conso1id;ited statements d o p e r a t i o n s  and 
comprchensivc income 

I~bliioriori-\\~hcn a\~ail;iblc, quoted m d e t  prices nr prices obtnlncd through estcrnal sources :ire used to determine ii contrxt*s fair value For contracts wi th  a delivery location or 
duration Cor ~vliicli quoted market prices iire nnt available, fair value is determined based on pricing models developed primarily from historical :ind expected correlations wiUi quoted market 
prices 

under current conditirms Changes in m;irtet prices ;ind maniigemenl estimates directly nlTect the estimated lair salue 01 these contracts Accortlingly. i t  is rezisonably possible that such 
esiimiites may change in the near term 

tlie assets Ihe coiits of maintenance ; i d  repairs, which are not signdicant improvements, arc espensed when incurred 

made, and ;idded to the carrying amount n i  the associated a s e t  T h i s  additional carrying amount is then dcpreciated over Ihe l i te o l t h c  
hosed on  the time viilue ol money until the ohligiitinn is settled. \Ale recognize a liability for conditional nssct retirement obligations as soon as [he fair value o i t h c  liability can be reasonably 
estimated h conditional asset retirement obligation is defined as an unconditional legal oblig:ition to perform an asset retirement acii\'ity in which the timing and (or) method oCsettlement are 
conditional nn a future event that may or may not be within tlic control of the entity 

Impnirmoir of Uiiconsolirinrr~iI..l f/i/in~es-\Vc cviiluiitc our unconsolidated air t l iatcs for inipoirment wbcn events nr changes iii c ~ r c u m s ~ a ~ i c c s  indicatc. in maiiagcment's judgment, that 
the cariyiiig value 01 such invc;tments may lime esperienced an other than temporary decline in viilue When evidence of loss in value has occurred. management compares the estimated lair 
v:iIue n f  the investment tn the carrying value of tlie investment tn determine whether any impairment has occurrcd hkmigement iissesses the fair \,nliie of our unconsolidated afliliates using 
commonly accepted techniques. and may use more than one method, including. but not limited lo. recent third pany comparable sales. intcmallp developed discounted cash flow analysis and 
antilysis from ouiside iid\.isors 11 the estimiitcd lair valuc is less thnn the carrying \due  ond monngcment considen the decline in value to be other than temporary. the excess of the carrying 
vitlue over h e  estimated Liir \~aIuc IS recognized in !he finmcial  statements as an impairment loss 

1,rriifigibl L... ls,rrs-lntangible ossets cinnsist of goodwill, and commodity sales iind purchases contracts Goodwill is the cosi of an acquisition less the fair value of the net assets of the 
acquired business Commodity sales and purchases contracts are amortized on a straight-line basis over the term of the contract, renging from one to 75 years 

IVe cv~ i lua te  gnodwill for impairment annually in tlic third quwter. and whenever evenLs or changes in circumstances indicate it is more likely than not that the fair value of a reporting 
unit is less t l ia i i  its c a q i n g  amount Impairment testing of g o d w i l l  consists of a two-step p r o c m  The first step invoIv= comparing the fair value nf Uie reporting unit, to which goodwill has 
bccn nllocatcd. with iu ciirrying amount Il'thc carrying timount o f t h c  reporting unit escccds its fair value, the second step of the process involves compnring the i i i r  value and carrying value 
of the goodIwill of thiit reporting unit If the c n r ~ i n g  value 01 the goodwill of ii reporting unit exceeds the fair vnlue oi that goodwill, an impairment loss i s  recognized in an iimount equal to the 

\~alues are iirljusted to reflect the credit risk inherent in the transaction as well as the I>otentiiil impact of liquidiiting open po~it ions in itn orderly manner w e r  11 reasoniible time period 

PWJ~CI~T,  Nmrr mriiEqrri~~m~,rf-Fropcrt.i. plant and cquipincnt are recorded at  original cost Depreciation is computed using the straight-line mcthod over the estimated useful lives of 

Asset retirement o11lig;ilions assuciatetl with t;tngil~le long-lived ;issets are recorded at  fair value in the period in which diey arc incurred. 11 a reasonable estimate of fair value can bc 
t Ilie liability increases due  [o the passage of time 

excess 



DCP A4IDSlRE,AM L L C  

(iormerly Duke Energy Field Services. 11 C) 
Notes To Consolidated financiiil Stiteii ient~(Continued) 

Years Ended 1)eceiiiber 31,2006 and 2005 

Jiripiririeiit of Lonp-L . i iw l  ,.lsset.i, h w t s  IreldJor Siilc mid Discoiitinuml Oper.mtioiis-\Ve evaluate whether the cnrrying value of long-lived assets. excluding goodwill, has been 

impaired when circuinstiinccs indicate tlie carving value oi those iisscts may not be recoverable I lie carrying iimount is not rccovcriiblc li i t  exceeds the undiscounlul sum o i  cash flows 
q x c t e d  to result frnm the use ;ind wentual disposition orthe asset \Ve consider various iactors when determinmg irthese assets should be e\mluated for impairment, including but not limited 

10 
* - A significon! (iil\wsc chnnge in legal &tors or business climate. 

A current iperiod operating or cash Ilow loss cnmhintrrl with ii history of  operatins or cash Ilow losses, or a projection or loreciisl that demonstrates continuing losses associated with 

A n  accumulation ol costs significantly in escess of the amount originally espected Tor tlie acquisition or con~truction of ii long-lived asset. 
Sifniricant advcrsc changes i n  the exlent or  manner in which an asset is used, or in i t s  physical condition. 

the use o i a  long-lived ;issei, 
* 

- 
. A signilicant adverse chmge in tlie market value of ;in asset; and 

I\ currcnt expectofion th,it, more likely than not. an ~ s s c t  wil l  bc sold or otherwise disposed of bl-fore the end o i i ts  estimated useful lile 

I i  the carrying value is not recoverable. the impairment loss IS measured as tlie ~ S C C S S  o f  the asset's carrying value over i t s  l a i r  \mlue hlanagcmcnt assesses the fair value of long-lived 

asseis using commonly accepted techniques. and may use more than one methnd. including. hut not limited to, recent third put)' comparable sales, internally developed discounted cash Ilow 
analysis and analysis Irom outside advisnrs Signdieant changes in market conditions raii l t ing from events such as the condition oi an ;isset or a change in  managements intent to utilize the 
asset \vould generally require management to reassess lhc cash flows related to thc long-lived nsscts 

\Ve use the criteria in SFAS No 144. '~4ccoii~il i ig tor the I n i p ~ n f e i i l  oi Drsposnl o/l.oiipL ived:lssels."or SFhS 144, l o  determine when an iisset IS clnssilied ns held for sule Upon 

classilication as held lor  s:ile. the long-lived iisset i s  measured a t  the lower of its carrying amount or lair value less cost to sell. depreciation is ceased and the asset is separately presented on the 
consolidated balance sheets 

If  on asset held fix 5nlc or sold (1 ) has clearly distinguishabll: operations and cash Ilaws, generally at  the plant Icvcl, (2) has direct cash flows ol the held lor sale or sold component that 

wi l l  be eliminated (irnm the perspective ofthe held Ihr stile or sold component), and (2)  d w e  are unable tn exert s i g n ~ h i n t  inlluence over tlie disposed component, then the related results o i  
operations for the current and prior periods. including any rclatml impairments and gains or losses on siiles are rellected as income from iliscontinued operations in the consolidafed statements 
o f  operations ;and comprchensive income Utin asset held for sale or sold does not have cle;irly distinguishable opcrstinns and cash Ilows, impairmenis and gains or losses on sales are recorded 
os gain on sole o i  n s w s  in the consolidiitcd stntemcnts oi operotions and comprehensive inconic 

1irtiurrorti;c.rlDeht PMWIII,II, Discofirit mrd Eyeiisc-Premiums. discounts and expenses incurred wi th  the issuiincc or long-term debt are amartizcd over the terms of the debt using lhe 

ell-eaive interest method These premiums and discounts are recorded on the consolidated balance sheets as an olTset to long-term debt lhese expenses are recorded on the conrolidated 

balance sheets as other non-currcnt ahsc~s  
Dishihrrrioii,-Uniler the term. nl the L L C  Agreement. we ;ire required to mzilie quarterly distributions to Spectra Energy and ConocoPhillips based on allocated kwable income The 

L1.C Agrccmcnt provides lrir tas;ihle income 11) be sllocated in ;iccordance with Internal Revenue C d e  Section 70-i(c) This Code Section accounts for the variation hetween the adjusted lax 

biisis and tlie l a i r  market volue oi assets coniributed to the j o in t  venture 1 he distribution i s  based on the highest taxable income allocated to either member with a minimum 01 each members' 
ins. with thc other member receiving a proportionate iimount to maintoin the ownership capital accounts at  50% for both Spectra E,nergy and ConocoPhillips Prior to January 2, 2007, the 
capital accounts were mnint;iined ;it 5 0 9 6  lor both Duke Energy ;mil ConocoPhillips. and /prior to July I ,  2 I i l l .  tlie capital accounts were maintained at  69 7% for Duke Energy and 30 396 for 

ConocoPliillips During the years ended December 3 I .  X i 6  and 2005. we paid distributions o i  %XI mil l ion and 5389 million. respectively. based on estimated annual taxable ulcome allocated 
to the members according to their respective o\vncrship lperccntagcs at the date the distributions bccame due 

Our hoard of ihrectors ilclermines the amount ofthe qu;irterly h\,idend to be p i d  to Spectra Energy (or  Duke E.nergy prior to January 2, 2007) and ConocoPhillips, by considering net 

income, cash Ilnw o r  any other criteriii deemed apprnprisle During the yews wdedDcceniber 31, ?Or16 and 2005. we paid lob1 dividends of $801 mil l ion and $1.925 million, respectively The 
$1,9.?S million paid during the year cndcd Dcccmher 31 ?(I1 . comprisecl oi  ii dispropoitionatc cash distribution o f  approximately $ 1  ,IO0 niill iori i o  I h k e  Energy 
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DCP h,IIDS I R E h h b  I..I.C 
(iormerly Duke Energy Field Serviccs, L 1.C) 

Notes 'lo C'onsc)lilidiitecl financiiil Stateinen ts-(Cbntinued) 
Years Entletl Decrniber 31, 2006 and 2005 

using the proceeds irom the sale of our general partner intaest in I EPI'CO as pari o i  tlie 50-50 1 ransaction, ii $245 million proportion;ite distribution to Duke Energy and ConocoPliillips as 
part or the 5u-5i:l Sransaction. tind $580 million in propnr!ionate distributions to Duke E n c r g  iind ConocoPhillips. which were a I Ioca td  in iiccordnncc with our p;irtners're.~pecli\,c ownership 
percentages The B8iJ l  million iiaid during the year ended December -31, 2ilil6. is comprised oSproporlionate disuibutions to Duke Energy 2nd Conocol'hillips, wluch were allocated in 
accordance with our partners' respective oivnersliip perci.n~;iges T h e  LLC Agreement restricts payment of dividends cxccpt with the approval n i  both members 

operations alier establishment of cash 
that DCP Partners will [pay Ule minimi 

event of delault. or an event of deiiiult 
entitled to recei\'e the minimum quarterly distribution only alier DCP I'artners'common unitholdcis lima I ~ C L ' I Y C ) ~  the minimum quarterly distribution plus any nrreornges in (lie piiymenl of the 
minimum quarterly distribution Srom prior quarters nic subordination period will end on Dsccmber 21, XI1 0 if  certain distribution tests are met and earlier if certain more siringent tests are 
met At such time that ilie suhrd inoi ion  period ends. the suborclinaled units \ui11 be converted 10 comman units During die year ended December 3 I, 2 t J L j C I '  I'artners paid (11strit)ulions 01 

approximately 61 3 million to i t s  public unitholders \\IC hold g 

E P  Piirtiicrs coiisidcrs the pqmcnt oi a qunrtcrly distrihutinii t o  the holders of its common uniLs and subnrdinatcd units, to I l ic  extent DCP Parlncrs has sullicicnt cash from its 
peyment 01 fees and expenses, including payments to  i!s general partner. 3 wholly-owned subsidiary of ours There is no  guarantee, however, 
distribution nn tlie uni& in any quarter D C P  Partners will he prohibited finm making any distributions to unillioldcrs if it would cause ;in 
r ILS credit ;agreement Our 4196 limited p;inner interest in DCl' Partners primarily consists oi subordinated uniui The subordinated units are 

I partner inccntivc distribution r ipha ,  which entitle us to rcceivc an increasing shore oi available cash whcn prc-delincd 

Foreig~r Currmqr Tro~islntin~i-We translated iissek m d  Iinbilities of our Cmadian opcr:itions. where Uis Canadian dnllar \\,as Uie functional currency, at  the period-end eschange rates 
Revenues ;ind cxpenscs wcre translated using avcragc moritlily cscliangc ratcs during the pcriod, wtiich appiosim;itcs thc cscliangc riitcs at  tlic time oI ciich transaction during tlic p a i o d  
Foreign currency triin:iliilion nd]ustmenls are includcd in tlic consolidated stiitemcnts of comprehensive income In July 7005, as parl ofthe 50.50 Triinsiiction, w e  dJslributed to Duke Energy 
substantially a11 of our Canadian business As a result, there were no trnnslniion gains or lnsses in AOCI at  December 51, M(l6 and ?t:ii15 

Rei*e~iue Recognitioti-\Ve generate the myority oi iiur revenues from natural gas &ithering. processing, comprcssion 1r;insponation and storage, and natural gas liquid or NGI 

We obtain occcss to riiw natural gas and pro\,ide niir miilstrenm natural gas services principally under contracts that contain a combination of one or more a f t l i e  rollowing arrangemen& 
* 

i r d o n a t i o n ,  transportation. gathering, beating, proccssing dnd storage, cis well as trading ~ l d  markcling oinatural gas and NG1.s 

~ee-birr.edofraiiSenieiifs-Untlsr ii.e-b;ised arr;ingemcnts, we receive ii fee o r  fees for one or more oi the iollowing sewices gathering, compressing, ucating. processing, or 
transporting ofnnturnl gas Our fec-biised orrangcmcnts include natural giis purchiisc cirrangemcnts pursuont to \vliich w e  Ipiircliasc raw natural gns a t  the wcllhend, or other receipt 
points, at an index reliited price at thc del ivcn poi,! 1es.s a specified nmounl, generally the same iis the fees we would othenvisc charge lor gathering 01 raw natural gas from the 
wellhead location to the delivery point 'The revenue !ut earn is dircctly related to the volume ol natural &is that llows through nur systems and is not directly dependent on 
commodity prices 1 I) tlie cstcnt a sustniiicd decline in cninmorlity prices r a u l t s  in ii decline in volumes. Iinwcvcr, our re\*cnucs from thcse arrangements would bc  reduced 
Perce,11-0J:pr ocecddimler on aiiS'nr~,,ifv-Untler percentage-ol-prncee~slindes iirriingenients. \YC gener:illy purchsse nilturn/ gns irom producers tit the wellhead, gather the wellheod 
natural gas through our gathering ys lc in .  treat and procesc the na1ur:il gas. and then sell the resulting residue natural gas and NGLr at index prices based on published indes markel 
prices We remit to the producers tither ;in ;agreed-upon percentage oi the actual proceeds t ha t  w e  rcceive h n  our sales o i  the residue nil turd gas and NGL s. or an agreed-upon 
percentage of the procecds boscd on inrlcs rcliitcd prices tor dic natural gas oncl thc NGLs, rcgnrtlless n i  t h e  iictunl amount ol the sii les proceeds we rcccivc Under that types of 
arrangemen&, our revenues correlate rlircctly \vith the price nrnaturnl gas and N G I  s 

Keep-wholc n~,ril~genieiir~-UntIrr the terms 131 ii keep-whole processing contract. we gather riivi natural gas from the prtiducer ior processing, market the NGL s and return to the 
proclucer residue natural  gas wiili a Btu contcnt c q u i ~ ~ ~ / c i i t  to the Btu content of tlic raw natural gas gathered This arrangcmcnt keeps the producer whole to die tlicnnal value of the 
row naturnl p s i  received Under these types of contracts. w e  are  esposed to the "friic spread " The irnc !spread is the ildlercnce between h e  value of the NGLs extracted from 
processing :ind the value iofthe Utu equivalent of the residue natural s i r  \\'e hcnclit in periods when NGL prices are higher reliilivs to natural gas prices 

* 
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Notes To Consolid nted financial Stateriients-(Continued) 
Years Ended Deceiiibrr 31, 2006 ant1 2005 

Our trading and marketing oiniituriil gas and NGLs, consists 01 physical purchases and sales, iis well iis ilerivative instrumcnLs 
W c  recognize rwenuc  for sales onrl scnwccs under Uie liiur rcvcnue recognition criteria. its idlo\\,s 
Perrrimiw ciirlciice o f o r i  a i r o i i ~ e m o i r  arrrr-Our customary practice is to enter into a written contracL esecutcd by both us and the customer 
Delhvgl-Delivery IS deemed to have occurred iit the time custody is transfurred, or in the case of fee-hised arrangcments. when the services are rendered 1.0 Uie ehlent w e  retain product 

as  inventory. delivcry occurs when the invci 
The fk i s  fiwd or hter  nrrrioble-\Ve 

arrangements, h e  amount of reveniie, based on contiactual terms. is determin;ible wlien tlie sale of the applicable product has been completed upon del ivery and transfer of custody 
Colleck~ilir)~ is~~robohl~-Collectab~lity is cvaluated on ti customer-by-customer basis New and existing customers are sulijecl to a credit review process. which evaluates the customers’ 

financial position (for esiimple. cash position and credit rating) and their ability to p iy  If collectability is not consiilereil prohnhle i it  the ~ h e t  o f a n  arrangement in accordance with our credit 
review process, reveniie is recogniurd when tlie fee is collected. 

We generally report revenues gross in the consaliilated statements of operations and comprehensive income. i is we typically act as the principal in these transactions. lake cusiody of lhe 

,ubsequcntly sold and custody i s  trmsfcrrcd to the third party purchaser 
e ilie lee ror our swvices ;it tlie outset o i  our fee-hased arrangemenk In these arrangements. the fees are nonrefundable For other 

product and incur h e  risks and rew,irds oi o\wxrship Ellectivc April I .  20ti6, any new or amcndcd contracLs lbr certain sales and purcliascs of inventory wid1 Uie Scime counterparty, when 
entered into in contemplation o i  one another. iire rcponeil net as one transaction \Ve recognize revenucs for our NGI and re!;idiie gas derivative trading activities net in the consolidated 
statements of aperatiom and comprdiensive income iis trading ;and ni;irkcting $?ins (losserj These act is i l ics incliide miirk-to-m;irkel gains and losses on energy trading contmcts, and Uie 
financial or physical settlement oicnelgy trading contracts 

Revenue for goods and services provicled but not invoiced is estimated each month iind recorded along with relritzd purcliuses of goods nnd services us‘+ but not invoiced rhese 
cstimates are generally based on estimated commodity prices, preliminar). throughput measurements and allocations ;and contriict data There are no  miiterial diil~erences between the actual 
amounts and tlie estimated iimounts of revenues and purchases recordcd at  Ilecember 31, 7006 and 21Xl5 

GRS mid NGL. I,,tbnlnrice~lccoiirihrig-Qimntitics oi natural @is or NGLs wcr-dclivcrzd or under-rlclivcrcd related to imh~ilancc agreements with customers. producers or pipelines are 
recorded monthly as otlier receivables or other pnpahles using current market prices or the weighted average prices of natural gas cor NGI. s at (lie plant or system 1 hese balances are settled 
rvilh deliveries of natural gas or NGLs, or tvirh cash lnclu~lcil in the consolidate 
million and $59 million. respectively Includcd in the consolidated b;ilance shee 
periods 

.Sigiiificn,it Cii~t~iiiicrs-ConocoPhilli~~, an ;affiliated company, \vas 3 signiSicant customer in both of the past two yews Sdes to ConocoPhillips. including i t s  50% owned equity 
method investment, ChevronPhillips Chemical Company I LC. or CI’ (:hem. totaled approximniely S2.677 million during 2iiM and S.?,.Slj million during 3(iO5 

Ensir onmortiil ~ ~ ~ ~ ~ ~ i r l i ~ i i r ~ ~ - E i i v i r o n i n e n i o l  cspenrlitures are expensed or capiti i l iu-cl as appropriaic. depending upon tlic luture economic bcncfit Expenditures that rclate to an 
existing condition caused by past operntions, and that d o  not generaic current or future revenue, are espensed Liabilities lor these cspcnditiires are recorded on an uniliscounted basis when 
environmental assessments andlor clean-ups arc prnhable and the costs can he reasonably cstimaled Environmental l iahilities :is iif December 31. 7006 and XJ05, included in the consolidated 
balance sheets. totaled 66 million for both periods recorilcd as other current Iiobilities. and totiiletl Xi millinn mil $7 million, rcspecLivelg. rectirded as other long-term liabilities 

Relative Performance Units. or RPU’s, Strategic Performance Units, or SPU’s. onrl Phantom UniLs l’rinr lo January 2. XKI7~ each of the above units constitutes :I notional unit equal to the 

weighted average fair value of a common share or unit oi Ciinocol’hillips. Duke Energy ;and I X P  Partners. weighted 1596. 45?6 and 1046, respectively Upon the Slxctra spin, the 4556 
weighting iittributahle to Duke Energy rvill be valued as onc cnmmon s h i m  ol Duke Energy and one-half of one common share of Spectra Energy n i e  2006 Plan also provides for t h e  grant of 
D C P  Partnew’ Phantom UniL?, which constitute a iiotional unit ccjuiil io !he lair \.slue of D C P  Partners’ cnmrnon units Each unit provides Tor the grant of dividend or distribution equivalent 
rights The XI06 Plan is ndminislered hy Uie compensation ciimmittee of our hoard 01 directors We l i rst  granted nmardr under the 7006 Plan during t l ie  second quarter n i  21106 

e sheels as accounts receivable-nUier as 01 December :I. 21JO6 and 2t:KJS mere imbalances totaling $15 
iunts p:iyable--olher. iis 01 December 51, 71JUG and 2Oi)9 were imbalances totaling $42 million at both 

Stodi-Based Conipoisnh‘ori-IJnder our 2OOF L ong Term Incentive Plan, or 2006 Pliin, equity instruments miiy he grented to our key employees The 2006 Plan provides for the grant of 

I;-1 1 



I>CP AIDSTREAAL I I (- 

(lormerly L>u!,e Energy Field Services I I C )  
Notes To C'onsolid iitctl 1hinci;d St:itciiients-(C'ontinued) 

Years Pnrlecl Deceinbei 31,2006 and ZOOS 

Under DCP Partners' Long rerm Incentive Plan, or DCP Partners' Plan. equity instruments may be granted to DCI' I'artners' key employees DCI' Midstream Gl'. LLC adopted the DCI' 
Partners' Plan for employees, consultants and directors o i  DCP hhdstrcnm GP. L.1 C and its offilintcs who perform services for DCP 1'arlncr:i Thc DCP Par!ncrd Pliin prn\,idcs for tlic p a n t  of 
unvested units, phantom units. unit options and substitule awards, and, wi th  respect lo unit options ;and phantom units. the grant of distribution equivalent nghL! Suhject lo a~ljuslment for 
certain even&. ;in aggregate oi 850,I:njO common units may be dclivercd pursuant to a ~ v ~ ~ r ~ k  under llie D(31' Partners' Nan i\\vards tliiii tire canceled. forfeited or withheld to satisI+y DCP 
Ivlidstream GP, L I  C's tax ivirl~iolding obligations arc avatl;ihlc for clelivuy pursuant to other awards The DCP Pdrtncn' Plan is admiiiistcred by the compcnsntiiiii committee of DCP 

s boord of directors DCP Partners iirst granted awards under this plan during !hi. Iirst quarter of 20i16 
Through Iuly 1, XXJ5, w e  accounted for stock-based compensation in accordance wilh Uie intr~nsic value recognition ani1 me;isuremmt ]principles of Accounting Principles Board, or 

APB. Opinion No 25. or APB 25. ':4ccoiriifiirg /oi Srocf Irrrierlm Ei:,ripl~)~ecs."and Financid Accounting Stnndanls Bo;lrd. o r  FASB, Interpretalion No 44. or I; IN 4. "Accoiriiring. for Ceirnrn 
Trniisnclioiisiiti~oli~iiig Srocf Coiii~~~~is~~lioi~--ollIiirc~prcratioii o/.L"B Opiiiioii No 7.5 "Under that method. cwnlxnmtiiin esliense W D S  meosured as die intrinsic vr:Iue o i  an award at the 
measurement dates. The intrinsic value o f m  award IS the omount by which the quoted market price oillie underlying stock escecds the amount, i fany ,  an eniplnyee would LE required lo pay 
to acquire the stock Since the exercise price for all options granted under the plan was  equal to the market v;iIue or the underlying common stock on tlie date ofgr;int. no cornpensation expcnse 
has historically been recognized in the accompanying consolidatccl stakmcnts of operations and comprchcnsi\x income Compensation cspcnsc lor phantom stock awards and odicr stock 
tiwards was recorded from the date of grant over the required v d n g  prior1 based on  the market value of the awards  ;it tlie date of grant Comlmwitian espensc lor stock-based performance 
awards was recorded over the required vesting period. and adjusted for in and dscreiiscs in market value :it eiicli repoiting date up to tlic meiisuremcnt dales 

Under its 1998 Long-Term Incentive Plan. or 1995 Plan. Duke E.rici tcd cati t in 01 our key employees stack options. pliantom stock awiirds. stock-hiiscd pcriormaricc atvards and 
other stock ii\vcirds to be settled in shares of Duke Energy's common %LOCI( Upon execution ol the Si1.50 lransilction in Iuly 1t.105. certain of our eniplagres wlio tiild been issued awards under 
the 199s Plan incurred a change in status Liom Duke Energy employees to non-employees As a result. all outstanding stock-h;ised ow:irds were required t o  be remeiisurcd as o f  July 2005 under 
EITF Issue No 96-1 S. or hITF 96-1 6 ,  ':.lccoriiirliig foi-Eqrr~rniirsri-iii i~eiiis I l i~ i r .4rc1s~i icd to Orhcr 71 im Eiiipli?ivcs / i i r  .Ic~7iiii-iii,~. oi iii Coii~rincrioii i i i rh ScNiiig:. Cioah 01 Seivices."using 
the fair value mcthod prescribed in SFAS No 113, ';.icco:,riiifiiigjbi Sruc~-Bnr-edConipoi.sotroii."or SFAS 113 Compensation cspcnse is recognized prospccti\~ely hcginning at  tlie date of the 
change in status over the remaining \,esting perioil based on the fair ~ a l u e  01 each award at  each reporting data Ihc  I;iir ~ a l u e  of stock options IS deterniineil using the Black-Scholes option 
pricing model and lhe fair value of all olher awards is delerminrd based on !he closing eqiJi!y price at each measurement dale 

cxchnngcd for cmployee and non-employee services Accordingly, equity c lass i f id  stock-hnscd compennntion cost is mciisurcd ,it grant LIOIC. bssed on  the Tiiir \ d u e  o f  the award. and is 
recognized as espense over the requisite s e n w e  period 1. iiibilily classified stock-based compensation cost is remcasured al  each reporting date, and is recognized over the requisite service 
period 

Effective January 1. 2006. w e  adopted the provisions of SFAS No I ?3(R) (Revised 7004) 'SSliare-Doved Pm?iieiir,"or SFAS l23R. which estnbllshes accounting l o r  stock-based awards 

We elected to adopt tlic modificd prospective application melliod as provided by SFAS 12311 and. accnrdingly, linancial stnterncnt amounts fix the prior periotls prcscntcd in these 
consolidated financial statements have not been restated Compensation expense lor :iwarJs with graded vesting provisinns is recognized on i~ straight-line bns~s ovcr tlie requisite service 
period of each separately vesting portion of the ;iw;ird 

We recorded slack-based compensation ehrpense lor the years ended December 31. 31.106 and 2 W 5  iis follows. tlic cixnponents of which are iurther descr ibd  in Note 13 
Y e w  Ended 

Dcceiiiber 31, 
2006 200s 

Perfo 
Phantom awards 4 7 

% S $ 5 



DCP MIDS TRFAkl LI C 
(formerly Duke Energy Field Services. LLC) 

Notes To Consolidntetl F'inancid Shteinen ts-(Continued) 
Years Dntlecl 1)eceniber 31,2006 and 2005 

I'he following table shows what net income would have been if the fair value recornition provisions of SFAS 123 l i d  been applied t o  a11 stock-based com]xnsation awards for t h e y w  
ended Dcccmbcr 3l,20115 

Year Eii t l~t l  

Drceniber 31, 

2nns 
(i i l i I l i0i i~) 

) 
Pro  forma net income 1 2,170 

ilccuuiiti~tg for  Snlcs of liiiits 6jj n Sihi~linrq.-In December 2005, we formed DCP Partners through the contribution 01 cert.iin I i s e t s  and investments in uncon~olidatetl alfiliatc; in 
ewhange  f o r  common units, suhordiwted units and d 2% general parbier interest Concurrent with the fomdt ion  we sold appro\imdtely i s o n  of DCP Partners lo the public through an initial 
public offering, lor proceed5 of appro\imately $205 million. net of offering costs We account lor sales 01 units by a s u b ~ i t l i ~ y  under Staff Accounting Bullctin No i l  or SAB > I ,  
"Icco~iriliiigjor Stiles o/Slod ofo Sii6nclrai-v "Under SAB 51, companiea may elect, via an iiccounting palicy decision lo record a &>in nr 105s on tlie sde nl cnmmnn eriuit) of 11 sub5idinry 

equal t o  tlie amount of proceed5 received in ewes$  of tlic c.irrying value of the uniir sold Under SAD 51, ii gain o n  the s d e  of sub~ididry eriuitj cannot he re~ngni7ed until multiple cIasse5 of 
outstanding securities convelt to common equity As a result. w e  have deferred appro\tmately 1150 inillion ol gain on sale of common units in D C P  Partnen a5 other long-term liabilities in the 
comolidatzd bdance  sliccts W e  wil l  rocogni7e this &nm in earnings upon conversion of all 01 lour subordinated units in D C P  Partner5 to commnn uni t5  

Itrconte Tma-We we structured as a limited liability company, which is a pass through entity for U S incnmc tax p u r p o w  We o\+n .I corporation t h i t  f i le5 its nwn federal foreign and 
state corpor.ile income La\ return', The income b\ mpense related to this corporalum is included in our tncomc la\ e\pense, d o n g  with state, local franchise .ind margin Ia\es 01 the limited 
liability cnmpdny dnd other subsidiaries In addition until July 1, 1005, we had C a n d i a n  subsidi,irie\ t h d t  were rubject to Canadian income ta\es 

We follow the iisset nnd liability method 01 iiccounting for income tn\cs Under the asset and iinbilit). method deferrcd income tii\es are recognired for the i n \  conxquc.nce3 oftempornr) 
ditlerences k t w e e n  the financial statement carrying amounts and the tax h a m  of Uie assetS and liabilities 

Nc?e ~lccounntig Stntirlnrd~-SFAS No 159 "ntc Fnir Vnlue Opnotrfoi Fiiinncinl Assets nnd Fitinncinl I inhilttics-iirclitilirig nit flitiendtneiif of F IS I 1  5." oi  51, 25 159 In 
February 2007, the FASD issued SFAS 159, which al lows entities to choose, at yxcified elcction dates, to measure eligiblc financial assets and iiabilitiea ,it lair \raIuc t h d  arc not othmivix 
required to be measured at lair valuc If a company eleck, the fair value option for an eligible item, changes in that item's fair vdlue in subsequent reporting periods must be remgniied in 
current earnings SFAS I59 also eslablishcs presentation 2nd disclosure requuemenis designed io draw comp.irison between en ti tie^ Ilia1 elect ddlcrent mea\urement a t l ~ i l i u t e ~  fur similar assets 
.md Iiabilitics SFAS 159 is cifcctivc for us on January 1. 2008 We have not asscssed the imp.ict of SFAS 159 on our consolidated result5 of operation\, cash llo\rs or linancidl position 

for measuring it ,  and requires additional disclosure about the use of fa i r  value to measure asseb and l iabilities S F G  157 em]~hasims that f a r  vdlue is a mariet-based measurement, not an 
entity-specdic measurement, and seLs out a lair value luerarchy with the highest priority being c]uoted prices in active marhets Under SFAS 157 fair calue meawrement? dre di5closcd by level 
within that hicrarclry SFAS 157 will apply whenever another standard requires (or permits) a s e t s  or liabilities 10 he measured at lair value SFAS 157 doe5 not expand the use til l auva luc  to 
any new circumstanLes SPAS 157 is effective for us on January 1, 2008 \Ye have not assessed the impnct of SFAS I 5 7  o n  our cnn~ol id~i ted  result5 01 opcr.'tion~, cnali flows o r  financial 
poritlon 

Chauge5"and SFAS No 3 ,  ' ~ e p o ~ ~ o i g ~ l c c o r ~ ~ i t i ~ t g  Changes ~ i i l i l re r rn i  ~iitaticinlSlnlcnictili "Among other changes, SFAS I54 requires that zi voluntaq change in aLcounting principle be 
applied retrospectively with all prior period financial statements presented under the new accounting principle, unless i t  is i m p r x t m b l c  to do 50 SFAS 154 dso  (I) provides l l iat  a change in 
depreciation or amortizition o i  a long-lived nonfinancial asset Ix accounted for as a change in estimate (prospctiveiy) that wa\ cflected by a change in .iccounung principle, and ( 2 )  cdrrres 
forward without changc thc guidance within A P B  20 for reporting the correction of an error in prcviously is5ucd financial Stdtemcnt) and a change in accounting cbtimatc 1 hc  adoption of 
SFAS 15 I on January I ,  2UM, did not have a material impact on our consolidated results of operation5 c.ish flows or Iinanu.il ~w'.itinn 

SFAS No 157 "lirir 1 hlue dfco~vrriireitt~," 01 SFAS 157 In September 1006, Uie FASB issued SFAS 157, \\hich provides n single Jclinition 01 lair \dIue togelhcr n i l l i  d frumeworl, 

SFAS No 154 "ilccoumng Clioiigm m i d ~ r r o r  Corrccnoris," or SPAS 15.4 In June 7005. the FASB isued SFAS 154 a replacement 01 APB Opinion No 211 or APB 71). "Accoirtirrng 
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DCP hlDSlREAX1. LLC 
(formerly Duke Energy Field Service$. LLC) 

Notes To C'onsolidatecl Financial Stateliients--(Continufd) 
Years Ended Deceniber 31, 2006 and 2005 

lrIN No. 48 ".-lccoir:irittg/or Li:icermi:ity in Iticoitie T~es-,.lii Iiirerprenmrioti oJK.lSL3 Srotonoir 109," or FIN 48 In July 2005, the FASB issued FW 48. which clarifies the 
accounting lor  uncertninty in income Iaxcs recognized in linancinl statements in accordance with FASB Statement No 109, "Acuotuiti:iSfur Iiicunir 7 ' ~ i w s ~ " F I N  48 prcscribes a recognition 
threshold and measurement attribute for the financial statement recognition and measurement o ra  tax position taken or expected to be taken in a tax return FIN 48 also p r o v d t r  guid:ince on 
derecognilion. classiiication, interest and penalties. accounting in interim periods. disclosure and transition The provisions ol FIN 46 are e ikc i ive  ior  us on Junuary I ,  2~lt i7 The  adoption of 
FIN 4s is not expected to have a niaterial impact on our combined results o i  operations, cash flows or iinancial position 

EITF Issue No. 04-13 "..iccou:tti:rg for Purchases niidSnle.7 ofliiiwitot:)' with fIreSaisc Coirtiterpnrty, I' or EITF 04-13. In September 21105, the FASB ratified the EITF's consensus 
on Issue 04-13, which requires an entily to irezit sales and purchases of inventory between the entity and the same cotinterparty as one lransiiction for purposes ot applying APB Opinion No 29 
when such triinsiictions are entercil into in contemplation o i  each otlier When such imnsaclions arc legally contingent on each odmr. they :ire considered to have been entered into in 
contemplation ol euch ndier The EITF nlso agreed on other factors thnt should be considered in determining whether transactions lime been entered into in contemplation of cnch other EITF 
04- I3 was applied to new arr:ingements that w e  entered into afler March 31, 2006 The  adoption of EIX; 04-13 did not have a material impact on  our consolidated results of operations, cash 
flows or financial position 

September 7006, the SEC issued SAL3 10s to address diversity in practice in quantifying fmancial statement misstatements SAB IOS requires entities to quantify misstatements based on h e i r  
impact nn anch of their finnncial statements and relaled disclosures SAB 108 is eKeclive as  of the end of our 2006 fiscal year. allowing a one-time lransition;il cumul:itive c l i kc t  adjustment ti) 
retained earnings as o l  January I ,  21106 for errors that were not previously deemed matcrial, but arc niaterial under the guidance in SA13 IO8 The ;idoptinn o iSAl3  l l )H  ilirl not have a rnaterial 
impict on our consolidated results of operations, cash llows or financial position 

Stn//.-lccou:itiirg B i i l l ~ t i t ~  N o  108, Consirlcritrg tlrcEflects o/ Prior I'enr Misstntmirnts n~lretr Quanti/yi:j.itrg A/isstflteinoits in Currmtt l'enr Fiiimcinl Stnrmrettts, or S,\B 108-In 

1. Acquisitioiis m c l  Dispositloiis 
;Icqvisifions 
,.Icqiii~itio:~ oJ' l~'oriui,s G~i f l~e iw~g ,  T r m s ~ i i i s ~ i u ~ i  ond Piucessirig ,l.rsets-In the fourth quarter of 2005, we entered into :in ngreemenl lo purchase certain Fcrleml Energy Regulatory 

Commission. or FER(:, reGulated pipeline and  compressor station assets in Kansas, Oklahoma and Texis for approximately $50 million We did not receive regulatory approval from the FERC 
to purchase the assets as non-.iurisdictional gathering. but w e  are proceeding to lile with the FERC for a cerlific;ite to operate these assets as intr:istate pipeline 1-liis acquisition is expected to 
closc in die smond half of 2007 

..ILqiiisifion u J ~ l ~ ~ ~ ~ i t i u ~ ~ ~ ~ l ~ q i i i h ~ l ~ i f ~ r e s f s - I n  December 2006, we acquired an additional 33 33 ?6 intcrest in Main Pass Oil Gathering Company, or hlmn Pass. lor approxim:itely $30 

in November 7016, we purchased the remaining 1646 minority interest in  Dauphin Island Fatlicring Partners, or DIGP, lor $7 million DIGP was mvncd 84"b by us prior to this 

in Dcccmhr  2005. we purchased an additional 6 67% interest in Discovery Producer Services, LLC, or Discovery. from W111i:ims Energy, 1.LC Ior n purchase liricc o i  $13 million 

million We now own 66 67% ol  Main Pass with one other partner Main Pass is a joint venture whose primary operation is a crude oil gathering pipeline sysiem in the GulTol Mexico 

trans;iction, and subsequent to this transaction, is owned 100% by us DIGP owns gathering and lransmission assets in the Gulf Coast 

Discovery is an unconsolidated alf i l iate,  which  prior to this trnnwction. was 33 33% owned by us. and subsequent to this transaction is 4006 owned by us Discovery owns and operates an  
interstate pipeline, a condensate linndling incility. a cryogenic gas processing plant and othw gnthering assets in deepwater offshore L.ouisiana 

nisposirions 
L)i~]~u,sifio!i of 1,briuri.s Fnfhm rrig, T'rni:.sniissro:i oiidl'rucsrsing ,.lssers-ln December 2005, based upon management's asscssmenl of the probable clispositinn of ccrtain planl, gnthcring 

and transmission as~ets, we classiiied certain oi these assets as held ior  d e ,  recorded in other non-current asseb. consisting primarily oi  property, plant and equipment totaling X5S million :it 
December 3 I. 2005 Assets at one location, totaling %JS million as of December 3 I ,  2005, were sold in the first quarier oi2IX)G for $76 million and we recognized a gain nt X2S million Assets 
iit another location. totaling S9 million as oiDeccmbcr 31, 2205, were sold in the first quarter of 2005 for $9 million and we recognized no gain or 1nss 



DCP h f D S  IRLAhL LLC 
(formerly Duke Energy Field Services. LLC) 

Notes To Consolidnted Enancid Stateiiients-(Continued) 
Years Entleil I~ecrniber 31, Z0OG and 2005 

In August 2lKl5. we sold ceniiin gas gathering iacilities in Kansas and Oklnlioma for a sales price ol npprosimately $1 I million No gain or loss w a s  recognized 
In February ?OOS, \ve cschiingcd certain processing plant assets in Wyoming lor certain gathering asscts and rclaterl gathering contracts in Oklahoma of cquiviilent lair value 
In February 7005. ivc sold certain gathering, compression, fractionation, processing plant and transportation assets in \Vyoming for npprosimately 528 million 
Divposirroir q/ ~~~i i i r ) ' I i i tct .c .srs- ln February 2005. we sold our general partner interest in TEPPCO lo E,nterprise GP Holdings L P. an unrelated third party. Tor S1,1110 niillion in cash and 

recognized a gain oi $1 ,I 37 million llic cash proceeds from this transaction were rcccived in February 21105 and loiincd to Duke Energy and Conocol'hillips in nniounts q u a l  to their 
ownership percentages in the Company a t  h a t  time I l i e  loans were made under the terms of revolving credit facilities established in February 2005 with Duke Capital LLC. an all-iliate of 
Duke EnerLy. and ConocoPhillips in Uie amounts oI'S767 million and 1333 million, respectively ConocoPhillips repaid iLs outsbnding borrowings in full in blnrch 2005 Duke Capilal, Ll. C 

repaid its oulslanding borrowings in rull in July 700.5 
Dishihii/iori o/ Cni~alliorr Bfisiiiess toDiike Eiicrpb-In July 700.5, tis port  ol the 50-511 Iransiiction, w e  distributed to Duke Energy substantially a l l  o i  our Cantidtan business These nsset:i 

comprised a component of the Cornpmy for piirpnws of reportins discontinued operations The results or operations and cash flows related lo these as~uts hdve been reclassified to 

Cash 1 44 

Accounli rcceivabl 

_.- 

e.==%= 
Ne1 

We routincly sell assets that comprise a component of the Company. and are recorded as discontinued openiions. but are not individually significant 'The results of operations and cash 

There were no assets accounted for as discontinued operations for the year ended k c e m b e r  31. 2006 The following table selii forth selecled financi;il information associated with assets 
llows related lo these assets hove been reclassified to discontinued operations lor all penods presented 

ticcounted for as disconlinued operations for the year ended December 31. 7CO5 
2005 

Iriiillians) 

s 4 

Income irom discontinued operations 1 
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DCP hlIDSTRGAh4, LLC 
(lormerly Duke Energ), Field Services. L I C) 

Notes 'To C'onsolidntrcl 1;lnancinl Stateriieiits-(C'onGnurd) 
\'cars Ended Deceiiiber 31,200G and 2005 

3. Agreeinelits :iod 1r:iiisnctions rritli Aflilkites 
nic following table represents the unrealized p i n s  and unrealized losscs on mark-to-market and hcdging in.utrumenls with atKiliutes us of December 3 1  

ZOOG ZOO5 -- 
(millions) 

Dukc GnerSy 

Unreulized loss 

Interest income S 

C 
S.tles oi natural ga5 and petroleum products to afltliates $ 2.677 S 2.5 13 

Uncon.;olidated a111 

Spccno EMW~J'  mid Duke Eiicrgv 
So,?uL'r~lSrfL'Nio~f-Undci a services agrccmcnt, Duke Energy and certntn oi its subsidiaries provided us with various stat1 iind support services, including information technology 

products and services, payroll. employee benelits, property tases. media relations, printing and records management Additionally, we used other Duke Energy scrv ica  subjcct to hourly rates, 
including legal. insurance. internal audit. las planning, human resources and security departments 

In connection with the Spectra spin, \vc will need to transfer responsibility for all services prcviously providcd to us by Duke Energy to our corporate operations, or transition these 

Included on the consolidated balance sheets in other non-current assets-atliliates a s  01 Ikcember  5 I ,  2006. are insurance recovery rece ivable  of $47 million, and included in accounts 
services either to Spectro or to third party service providers 

receivable-afliliates as oi December 31. 2iilt6 and 2W5.  are other receivables of $6 million and %.?9 million. respectively. from an insurance provider that is a subsidiary o f n u k e  Energy 
During the yews ended December 31, 2006 ond 2005, ivc recorded hurricane related business interruption insurilnce recoveries of $1 million and $3 million, rcspcctively, included in the 
consolidated statements of opcrntions and comprehensive income iis sales of natural gas and petroleum products 

In the four111 quancr of 2it06. an insurance provider lhal is a subsidiary of Duke Energy agreed to settle an insur;ince claim, related t oa  damaged underground storage facility, for 
approximatcly $21 million We had rccordcd a rccct\,ohlc in 2005 rclatcd to this claim lor approsimatcly M million Llpon receipt of die cash in December 2006, we relieved the receivable and 
recorded business interruption insurmce rccoveries of approsimatcly SI6 m i l l i o ~  included in ihe consolidated stalemenls o i  operations and comprehensive income as transportation, storage 
and priressing 
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DCP hlIDSTREAhl. LLC 
(lormerly Duke Energy Field Sewices. LLC) 

Notes To Consolidated financid SCateriients-(Contiiiued) 
Years Ended December 31,2006 :tnd 2005 

Coniiiiodiry T F ~ ~ I ~ s ' ~ c I I O ~ Z ~ - - W ~  sell ii ponion o i o u r  residue gas zinc1 NGLs to, purclinse raw natural gas and other petroleum products liom. and provide gathering and transportation 
scrviccs to Duke Energy and Spectra Encrgy and their suhsidinries blnnogement tinticipotcs continuing to purchase and sell these cornmotlilies iind providc these services to Spectra Energy in 
the ordmary course of business 

ConocoPliiNips 
1 o,iS-Ierni NGLs Piri-chnrer Coiiliacl a n d  Ti o~i,soc~iow - W e  sell a portion nf nur residue gas tind NGLs to ConocoPhillips and CP Chcm, a 509; equity investment of ConocoPhillips 

( see  Note 1) In addition, we purchase raw natural gas liom ConocoPhillips Under the NGL Output Purchase and Sale Agreement, or l h e  CP Chem NGL Agreement, between us and C P  
Cliem. CP Chem has die riglit to purchase a t  intlcs-based prices substantially all N(3L.s produced by our various processing plants located in the blid-Continent and Permian Basin regions, and 
tlie Austin Chalk area, which include npprosimately 400b of our toto1 NGL prorluction The CP Chem NGL. Agreement also grants CP Cliem the right to purchase at indcs-based prices certain 
qu;intitics of NGLs produced at  processing plants that are iiciluired and/or constructed by us in the future in various counLies in the hdid-Continent and Permian Basin regions, and tlie Austm 
Chalk area The  primary term ol.the agreement is ellective until January I, L o t >  i v e  anticipate contmuing io purch;isc anti b b x  

and CP Chem in the ordinary course of business 

. .  
L _ r  

. .  

Traitsnch'oirs with other uircoirsolirlaterl nfjilintes 

In Fcbruary 70ii5. we sold our general partner interest in TEPPCO to I~.iitcrprise GP I-loldings L 1'. an  unrclatcd third party, for I l . l O 0  million in cash and rccognized a gain a i  $1,137 
million The cash procccds liom this transaction were r e c e i s d  in Februnry 2005 and loaned to Dike Energy and ConocoPhillips in amounts equnl to their ownership percentages in the 
Company at that  time The loiins were made under the terms of revolving credit iacilities established in February 2005 with Duke Capital LLC, an affiliate o i  Duke Energy, and ConocoPhillips 
in the amounts of 5767 million and 5333 million. respectively CnnocoPliillips repaid their outstanding borrowings in full in h,lnrch 2005 Duke Capital L L C repaid their outstanding 
borrowings in lull in July 3005 

;ifXliates \We anticipate continuhg to purchase and sell Lhese commodities and provide these services to unconsolidated affiliates in thc ordinary course ofbusiness 
\Ve sell ii portion of our residue gas and NGL s to, purchase raw natural gas and other petroleum products from, and provide gathering and transportation services to, unconsolidated 

Estiitinfes rclnterl to nffiliritcs 
Revenue For goods and servv~ces provided but not invoiced to affiliates is estimated each month and recorded along with related purchases ofgoods and services used but not invoiced 

Thesc estimates are generally based on estimated commodity priccs, preliminary throughput measurements and allocations and contract data Actual invoices lor the current month arc issued in 
tlic followina month mid ditfurcnces from estimated amounts arc recorded There iirc no material dilfkrcnca from tlic actual amounts invoiced subscquent to year end relating to estimated 

revenues and purchases recorded a t  December 31, 2006 and 1035 

4. h1nrl;etablc Securities 
SIIOFI-10 ni mid r.esfn'cIedbi,.esli,ieiilF-At December 31. 2006 and 2005, ivc had $437 million nntl M27 million, respectively, of short-term investments These instruments are classified 
ihble-for-sale securities under SFAS 115 as mantigcment does not intend to hold them to maturity nor are they bought and sold with the objective of generating profits on short-term 

in July 2005. ConocoPhillips contributed cash of $395 million to our Company This ci is l i  w a s  invcstcd in financial instruments a described above Under the terms oi the amended and 
difi3rences in price n i e  carrying value of these instruments approximates theu fair value as the interest rates re-set on a daily, weekly or monthly basis 

restated I.LC Agreement, however, proceerls from this contribution were designtiled for the ncquisition or improvement ol property, plant and equipment As this cash was t o  be  used lo acquire 
non-current assets. we hsd $0 and $ 2 6 4  million, respectively. classified as a long-term asset. as restricted investments, on Lhe Consolidated balance slice& at December 51. IC06 and 2005 At 

December 31, liiiO6 and 2005, we had restricted investments of $102 million and 5100 million. respectively, consisting of collateral for DCP Partners' term loan 
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DCP AIIDSTRFAbL I L C  
(formerly Duke Energy Field Services. I LC) 

Notes To C'onsolidatrd financid Stateiiients-((l'ontinurd) 
Years Ended Deceiiiber 31,2006 2nd 2005 

5 Ii ivenlorim 
hvcntorica by category were i is follows a> of Dccember 31 

2006 2005 

Natural gns licld for rcsalc 3 
NGLs 67 

otol i i n e n t o r i e ~  

6. Pi~operty, Plant ;ind &ptiptiiest 

Proixrly. plant and equipment by classification \vas as  follows as of December 31 
1)rprcclable 

2005 -- 2006 - -  Lire 

(million\) 
Gatliering 
I'roceasing 
7 ran6porta:iori 

Accumulatcd ilepreciation 

Pmpertv. plniu and equiymenl. ne 

Ilcpreciation cspcnsc for 30116 and 2005 was $175 million and $27S million, respectively In te ra t  capitalized on construction projccLs in 2006 and 2005, was approsimalcly $3 million 
nnd $2 million. respectively At December 31, 2006, ivo hod non-cnncelnble purchilse ohligntions ofnpprosimotely $27 million for capital projects expected to be  completed in 2007 In 
nddition, propeny. plant and equipment includes 610 million and 533 million 01-non-cash additions for the years ended December 31, 2006 and 2005, respectively 

7 Goodwill mid Ollicr Inkiiigihlcs 
The changes in the carrying amount of good\vill a re  os follows for the years ended December 31 

2006 2005 
(niillionr) 

Guodwill bogmning 11 

(11) 

1 
Purchase price adjusments - 

Distribution 01 Cnnndion business to Duke Enerlrv 

Goodrrill, end o f p e n  

We perform an annunl g o d w i l l  impi rment  test, and update the test during interim periods i ievents or circum:itnnces occur that would more likely than not reduce the loirvnlue o l o  
reporting unit k l o w  its carrying amount \&'e use a discounted cash Ilow analysis supported by market valuation multiples to perform the assessment Key assumptions in the analysis include 
the use of an  appropriate discount rnte. estimated future cash flows and an estimated run rate d general nnd administrative cnsts In estimating cash flows. we incorporare current marker 
infimnotion. as we11 ns historicnl ond other factors. into our forecasted commodity prices 

We completed our annual goodwill impairment (est iis ofAugust 31, ?OW We also tested goodwill for imparrmcnt in July 200s upon Ihe distribution of substantially :ill of our Canadian 
business to Duke Energy, in conjunction with the 50-50 lransnction These goodwill impairment tesLs were perfomied lip comparing our reporting units' estimated fair values to their carrying. 
or bnok, values nicx valuatkuw indicated ow rcporting units' foir \'alucs were in CYCCSS ol their ciirrying, nr book, values: therciore. W L '  liavc determined that there is no indication of 
impnirment There were n o  impoirments of goodwill for the yenrs ended December -31, 2006 and Xi05 

];-IS 



DCP hlll3SIREAhL L L C 
(lormerlp L > u k  Energy Field Sentices 1 I C) 

Notes To C'onsolid ntetl I;lnnncinl St;iteiiients(C'ontinued) 
Years Ended December 31, 2006 and 2005 

During 21)11~, \\'e recorded an  adlu\tment to properly .iccount for defemd cstablislied as a re5ult o i  purchaie businers combindtions thdt  occurred dunng 3JU1 A\ a rBuI1 of th is 

odju>tmcnt, gmdwill snd dcfcrrcd income lily li&ilitits dccrcnscd by appro\iinn!ely %I I million and $ 3  million rcspccti\cl) and prnpcny, plant and equipment, net, incrcawd by $8 million 
In July XI175 a\ pirt o i the 50.5iI lransaction, w e  distributed to Duke Energy subFtaniialIy all of our Canadim husine~s Includetl in the distribution w a s  XIS million 01 goodwill, which 

\VJ\ detcrmineil b.iaed on the r c l a t i ~ e  1.iir vdue of the Canadian business to the fair ~ a l u e  ofthe N'itural Gar Serviccr reporting unit 
n i c  Frms carq iing amount .ind accumulated aiiiofli~itioii lor coinniodily s d ~ r  and purchases contract:, arc a\  lolloiub lnr thc ycnrs ciiclcd Dcccmbcr 1 I 

2006 2005 

(niillinni) 

During the 1 ears ended December 31, 2 i m  and 2Oll5, w e  recorderl amortization e\pcnae associated \villi commodity sales mil purchaser, contract5 ot $9 million The remaining 

Estim,ited c i n i o r t i m i ~ ) n  lor these contr. ic~i l o r  tlic next live years and thereafter is a i  follows 
8morti~ition pcriods lor Uieac inlangiblea n n g c  lrom ICY\ than one yedr to 70 ledra with n weighted avmfic  rem.iining imioil of .ippro\imately 7 yedrs 

E\liin:iled An 

(inillio 

21107 

?UIU 

7 otiil 

R l i i r  crttiicnb in Uiicoiisolid.ilcd Af l i l~ .~ter  

\Ve h , i w  i t i \ ~em~cn ts  in the following un~onsolid.ited al l i l idtes xcounted for using the e q u i t ~  mctliod 
2006 December 31, 

O\\nerrliip 2006 2005 

(Illllllon\) 

DiscwcN Producer Scniccr LI.(' 
hlnin Pars Oil Gilthering Company 
Sycamore O3.i  Svstern General P,irtner.;liip 
lvlont Belvieu I 
Tri-S!nic,WGL Piplmc, LLC 

Total inve\lment\ in unconsolidated n i i i l i a te r  s 704 s 169 

nnco\r.n,Pio'li,LE, S P I ~ ~ I L E ~  I I  C-Discover)' Producer Senices  I I C or Discovery, owns and operates J GOO MMcfid interstate pipeline a condensate handling facility, a cryogenic gas 
procor ing  plant and ntlici p.ithcring as,,et~ in deepwater olfshorc I ouisiaiia In Dcccmbcr 2005, w c  .Icrluuctl an  addition,il6 67'0 interat  in Discovcq from \Villiams EncrSy, LLC for a 
purchoie pncs ol Si 3 million. bringing our totd ownerahip to -IO0,/o The defici! bet\veen !he carrying amount 01 the inve?tmenl and the underlying equity o l  Discovcry o f W 9  million a t  
Deccmber 3 I ?nlM IF nsiociated 11 ith, and I \  being depreciated over the lire of, Uie underlying long lived assel i  oiDixovery 



DCI’ hllDSTRE4hL L L  C 

(lormerly Duhe Energy Ficld Servicer, LLC) 
Notes ‘Io C‘onsolidatecl Finaricial Statemen ts-(Continued) 

Years Ended Deceinber 31, 2005 and 2005 

,\iiri17 Poss 011 Gorlieiiiig Con~poi~j-ln Ikccmbcr ?U(l6, we acquired an additional 3; 3396 interest in M;iin P;iss. a joint venture whose primary operation is a crude oil gathering pipeline 

system in the Aloin Pnss East and  V i o s c o  Knol l  Block areas in the Gulj ol Mcsico We now own 66 679‘. of Main Pass with one other pnrlncr Siiicc hlain Pass is not ti vnriiiblc interest entity, 
and we do not hove the ability to exercise control, we continue to account Ibr h,iain Pass under the equity method The e s c c ~ s  of the canying amount of the investment over the underlying 
eiquity 01 h h n  P;lss of $1 2 million a i  December 31, zixl6, is associated with. and is being depreciated over the l i fe of, the underlying long-lived assets oi  Main Pass 

gas gathering and compression 
2006. is associated with, and is being depreciated over the lice of, the underlying long-lived assets of Sycamore 

underlying equity n i  hlont Belvieii I o i  $1 I million a t  December :I, 2006. is associated with. iind is being depreciated over tlie l i feoi,  tho underlying tong-lived assets of Mont Belvicu 1 

1 ouisianii l l ie  delicit beliveen the carrying iimount ofthe investment and the underlying equity 01 lri-Slates 01 b3 milTion at uzczmbcr 21. - p d  
ovcr the liie 01, tlic underlying long-lived ;isseLs tn1 Ti-Statcs \\‘e oivn less than 20% interest in this Partnership, however. we exercise significant influence. thcrdorc. this invcslmcnt is 
accountcd Tor under the equity method of accounting In iiccordiince with APB Opinion No I S. ‘The Eqiiily A h f l i d  q/Accuiiitliiig forlm~e~lnie?ils 118 Cunrnron Stock ” 

ruceivcs NGLs from ii number nl g;cs plants in Louisiana and Tcsas TJic NGLs arc transpoiicd to hlonl Bclvieu fractionators Ihe dciicit bctwcen the carrying amount of the invcslment and 
the underlying equity 01 Black I..nke nl $7 million zit December -31, 31!06, is iissociiited with, and is being deprccialed over tlie l i fe  oi, \lie underlying l o n p l i v d  assets of Bliick 1 nke 

gathering T;iciIily and gas processing plant in Carter County. Oklahoma Subsequent to h4ay ?ilO6. Fos Plsnt, L L  C was ;iccounted for as n consolidated subsidiary Fos Plant. 1 LC is included in 
otlitr unconsolirlatcJ a l f i l i i ~ t e ~  in the abovc table as of Dcccmbsr 31, ZOOS 

TEPPCO P d n e n  L P --In Febru;ir). 2ilC15. we sold our general partner interest in 1 EPPCO to Enterprise GP Flolrlings I. P . an unrelated third party, ior X I . I O c I  million in cash and 

Cquitv in earnincs oi unconsolid;iteil alliliatcs ‘mounted to tlie bllowing for h e  years ended Dmember 51 

$vcc1n1ore Girs S ~ ~ f c m  Gcr~crol Prrrliicr.rliip-Sycamorc Gas System Gencral Partnership, or Sycamore, is a pirlncrahip formed lor dic purpose of constructiiig, owning and operating a 
m in Cartcr County, 0kl:ilioma ‘?lit escess 01 tlie carrying amount of the investment over !lie underlying equity o i  Sycamore o i  $9 mil l ion at December 3 I, 

XIorir Oeli~iei i  I-h4ont Bclvieu I owns ii 151) bfBbl/d iractionation lacility in the Monl Belvieu. Tesas Mirket Center llie deficit between the carrying amount ol the investment and tlie 

7 i ~ S 1 o 1 e s  NGL Pi]~eli,ie, LI C-Tri-States IJGL. Pipeline. L.L,C, or Tri-States, owns 169 miles o f  NGL pipelme, extending from a point near Mobile Bay. Alabama to a point near Kenner, 
. .  . .  

BlockLiltc /“lie Lure Coni/~o,ii,-nl;ick 1. ake Pipe Line Cnmpany, or Black Lake, owns ii 31 7 mile long NGI. pipeline, with a current capacity of approsimalcly 40 M13bl/d The pipeline 

J+.\ Ploiif, LLO-ln May 2OI!G, w e  lpurcliased the remaining 5I:IOb interest i n  Fox Plant, LLC, a limited liability company formed lor the purpose of constructing, owning. and operating a 

recognized a gain 01 S1.137 mil l ion 

2006 2005 -_______  

Di~covery  Producer Scnices  I LC 

Blacl. LoAe Pipe L ine Compiiny - __ 
lEPPCO Parher\, L P 



DCP AIDSTREAAL L l C  
(formerly Dule Energy Field Services. L l  C j  

Notes To Consolid atrcl I;inniicial S tateinen t s (  Continued) 
Years liniletl Decrinber. 31,2006 and 2005 

Ihe lollowing summarize, cnmbincd financial inlormation of unconaolidatcd alliliatea lor the yean ended and a? o i  December 51 
2006 2005 

(nlllllon\) 

771 $ 786 

9. Estimntrd Fair V:iIiie ufl7iii:iiickil I n s t r u n i e n b  
\'de have determined the following Ihir value amounts using ;ivnilable miirkel information and appropriate viiluation methodologies Considerable judgment is required, however. in 

interpreting market data to cIci,cInp the estimates of fair value Accordwglg, the cslirnatcs prcsentctl herein arc not necessarily indicative o f t h c  amounts that we could realizc in a current market 
exchange The  use o l  different market assumptions and/or estimation methods may have a material eflect on the estimated fair ~ n l u e  nmounls 

- Drcemhrr 31,2005 -. D r c m i b e r  31, 2006 - 
Estiiniited Iinir Cirrying Estininterl Riir C ~ I I  rying 

An1nunt V I l l U C  Aniount  Vnlue 
(niilliuii\) 

Account\ pnyable 
Net unrealized gain5 and Imser on mark-to-rnnrkct and hedging instrument 
Current matuntics of long-term debt __ ( U O j  

The fair value of s h w - t e r m  investments. restricted investments, accounts receivable and accounts pay:ible are not matenally diflerent from their carrying amounts because of the short- 

Ihe estimated iair i'iilues oi  current debl, including current maturities oi long-term deb!. antl long-term debt. with the esccplion of DCP Partners' long-term debt, are determined by prices 
term nature 01 Uiese instruments or h e  sl:iled rates approsimnting market rates Unrealized gains antl unrealized loses on mark-lo-market and hedging insbumenls are carried at fair value 

obtainerl from miirket quotes 1 he ciiri).ing vtilue 01 DCP Partners' long-term debt npprosimates Inir YGIUZ.  ns llic interest rate is variiiblc and reflects current market conditions 

10. Asset Retlreiiirnt 0blip;itloiis 

contractual leases for land use \\le recngnize the fair vdue of a liability for an nsset retirement obligation in !lie period in which it is incurred, if a reasonable estimate of fair value can be made 
The lair v n l u ~  ofthe liability is added to the c;irqmg amount of the associated asset This additional carrying nmounl is then depreciated over the life of the asset 'The liability increases due to 
thc passage of t ime based on the t i rnevduc  d r n o n c y  until  lie obligation is scitled 

\Vc identdicd \'orious asscts iis having an indeterminate lite, for which there is no  requirement to estiiblish a iair viilue for luture retirement obligations nssocinted with such asset5 These 
assets include certain pipelines. gaher ing  q s t e m s  and processing fncilities A liability for these asset retuement obligations wil l  be recorded only if and when a Suture retirement obligation 
with a determinable liic is identified 1 liesc assets have an indeterminate l i f e  because they are owned and will operate ior an indeterminate future period when properly moinlained 
Additionally. l i t h e  portinn oSan owned plant containing asbestos were !a be modified or dismantled, we would bc legally required to remove thc asbestos \Ve currently have no plans to take 
iiclions that ivould require he  rernosd oi the asbestos in these assets Accordingly. the lair value of the asset retirement obligation related to this asbestos emnot  be  eslimatcd and no  obligation 
hi is been recorded 

Our i issct retirement nbligntions relate primarily to the retirement of various gathering pipelincs and processing facilities, obligations rclatcd to right-of-way casemcnl agreements, and 
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D(7P hllnSTREAI\L L I  C 
(lormerly DuAe Energy Field S e n w e s  I L(') 

Notes To C'onsolid iitecl financial St:rteiiients-(Continurd) 
Years Entlecl Decenibrr 31, 200G ant1 2005 

The .issei re tmment  obligation I\ adju\ted each quarter fix an) I iabi l i l ies incurred or beitled during the period accretion a p e n s e  and any revisions made to the eatimated Cash lloWS rhe 
following table summiirizes chdnges in the m s e t  retirement obligation. included in othcr long-term l iabilities i n  thc consolidatcd bnlance shccts, fix Uie ycnrs ended December 31 

2006 2005 

(niillioti\) 

iinndian business to DukeEncrgy 

11 lilnnllclllg 
L ong-term debt wii5 115 loll ow^ u t  lkcemher  31 

PI incipal/Di.icottnt 
2006 2005 

(million$) 
-- 

005. interest dt 5 37506 pa) able ueOctober 2015 

(a) See Note 12 for further dixusi inn 

De01 Secnrilies-In October ?(J06. w c  isstred $300 million principal amount of 6 J ? b  Senior Notes due '(136, or the 6 J5?6 Notes, for proceeds of approximately $297 million (ne1 ol' 
related offering costsj nie 6 4596 Not= mature and become due and payable on Novcmher 3, 2036 We will pay interest semiannu;llly on May 3 and November 3 ol each year. commencing 
May 3, ?M)7 n i e  proceeds from this olf'ering were used to r q a y  our 5 7 5 9 b  Senior N n k s  that matured on November 15. ZOU6 

In October 2005. we issucd $200 niillion principal amount a i 5  37546 Senior N o t a  Due 20i 5, or 5 3759b Notes, fix proceeds or $197 million (net of related offering costs) The 5 3759'0 

Notes mature on October 15, 201 5 {Ve pay intcresl semiannually o n  April 15 nnd October I5 oleach yeor. commencing April 15, XJU6 The proceeds from thrs okicring were used lo repay the 
August 2005 tcrm loan facility discussed below 

In August 2005. w e  rep;iid ihc %(ic-10 million 7 5% Notes that were due on A U ~ U S I  16. 2005 We repaid a lpiirtion oilhis debt \villi available cash and proceeds from I l ie issuance of 

The debt securities mature iind become payable on the respeclive due dates. and are not subjecl to any sinking lund proxwions Interest is payable semiannually The debt securities are 
commercial paper, and relinanccd a portion of this dcbt with ihe August 20115 term loan facrlity discussed below 

unsecured and m e  redeemable at ow option 



DCP KIDS 1 RI;.AAL L 1. (? 

(formerly Duke l i n e r g ~  I;icld S e n v x s .  11.C) 
Notes To C'onsolicliitctl Finiincinl Shteinen ts-(C'ontinucd) 

Years Ended I>eceniber 31. 2006 nntl 2005 

CrediiFodilies n?rh Fiiiir,iciiillii.~iiiiii~oiis-On April 29, 2005. we entered into a credit facility. or the F m l i t y ,  to r e p l x e  a $250 millmn 364-day itlcility i l i i i t  was terminated on  
April 29, 2005 The Facilily is used to support our commerciiil p p c r  program, nnd fix working capital and Intlicr general cnrporotc purposes In December ?(US, we omended the Facility 10 

amend the definition ofconsolidaied capitnliwlion to include minorily interest. which is referred to in these financial statements :is non-controlling intercst In October 2006, w e  amended the 
Facility to modify the change orcontrol provisions to allow lor the Spectra spin io estencl tlic maturity Rpril 29. 3 1 1  2 to amend the pricing, Io remove ilie interest coverage cisJcnilnt and 10 
incorporate othcr minor revisions Any outslanding borrolvings under lhe Facility a t  maturity iiiciy, dt our option. be converted ln en  unsecured one-year term loan nie Facility is a W5(1 million 
revolving credit facility, all of which can be used for letters 01 credit The Facility r e i p r e s  us to miiintoin a t  a11 timcs a debt to tntill cnpitaliz;ition ratio oi less than or equal to 6096 Draws on 
lhe Facility bear interest at ii rate equal to, at our option and based on our currcnt dchl rating, either ( I )  L.IBOi7 plus 0 . 3 5 O &  per year for the initiiil 5006 iis:ige or LIBOR plus 0 4596 per year if 
usage is greater than 5096 or ( 2 )  the higher oi (a) the \Vachovi;i Bank prime rate per year and ib) the Federal Funds rate plus 0 5 %  per year The Facility incurs an annual l ac i l i t y  iee of 0 1% 
based on  our credit rating on  h e  drawn iind undrawn portions As of I k c e m l w  31. ?006 there were no bnrrowings or commercial paper oulstonding, iintl there was approximately $5 million in 
letters of credit drawn against the Fa~ility !\a ofDccember 31. 2005 there w r e  no b r i o w i n g s  or commwcial paper outitanding, and there were no letter5 of credit dr,ii\n .~gninst the Facility 

In August 20115 w e  entered into a credit agrcernenl. or the 1 e m  I oan Facilih nhere we made d one t ime reclueit l o  borrow $200 million in the l o rn  01 a term loan \Ve us,ed this .1erm 
L oan Facility to repay a porlion oI our $600 million 7 So, Notes that matured on Augu5t I b ZOli> Thc l c rm I o m  Facilit) \ \as rcpaid i n  Octobcr 20Ui \vith proceeds from the 5 375"b Notes 

O n  December 7, 2005, DCP Partners entered into a 5 year credit agreement or the DCI' Pxtners' ('retlit Agreement, l c i t l i  a $250 inillion revolving ~re i l i t  fx i l i ty  and a 6100 million term 
loan facility Ille l X P  Partners' Credit Agreement matures on December 7, 2010 At  neccmhcr il, 20116 and XIOi, there wd, 6168 million and $ 1  I O  millinn, respectively oulstanding on the 
revolving credit 1 d i 1 y  and $100 million o u t s t d i n g  on thc tcrm lnan facility n i c  term lodn I w l i t \  15 lull\ collateralired by invesments in high grade xcurit ier n h i c l i  .irc clacsified a>  

restricted invclstments on the iiLcompiinb ing consolidated biildnLe sheet Outstunding ict(er5 ol credit on the ~ ( ' P P i i r t n e r ~ ' ( ~ r ~ ~ i t  Agreement  ber re k s r  than 61 millton as ol December 3 1, 30n6 
and there were n o  letters oi credit out\tanding a t  December i l ,  2005 The DCP Partncrr' Credit Agreement requirea D'I' Partner5 to maintain a t  <ill ~ imes  (commencing wit l i  the quarter ending 
March 3 I ,  2006) ,I ILver,ige ratio (the r,itio io1 DCP P,irtncr5' conbolidated intlebtcdness, to i t s  cons,nliddled kBITD.\ in each c .15~ ,IS 15 ilelineil by the M3P Parinera' Credit Agrt%ment) 01 Ias 
than or equal to 4 75 to 1 0 (and on a icmporap ha515 lor not mnrc than tlirce Lon%cuti>c quarter, Jollm\ing the acquirition cdarrcts in the midstrcem energy husiness of not more than 5 25 to 
I O), and maintain a t  the cnd a i  each fiscal quarter an interest LoveraSe ratio (defined to be the r,itin 01 ,IdJU5ted FBITDA a5 defined b\ the DCP Partners' Credit Agreement to be earnings 
before wtere-Ft, taxes and deprcci~itton and ,imortizdtion and other nun-car11 .1dpilmenta lor lhe lour moil  rerent quxterh Io intere\t c-qxnae lor the s a n e  period) oJ ?renter Ihan or equal lo 3 0 
to 1 0 Indebtednas, under !he revolving credit lacilit) bears Inierc\t, at our option, at  either ( I  \ the higher OJ \\'achovil B,inL'$ prime rate or the lederal funds idle plus 0 i O o o  or (2) 1 IBOR 
plus on npplicnblemorgin, which r m g m  from 0 27Ou tn I U 3 i o u  rlcpenndcnt upon tlic Ic\er,igc I c \ d  nr credit rnting 
at LIBOR plus n rate per annum of 0 15% lhe  revolving credit f'icility incurr an dnnulil f.icilily lee of 1) t l V o  io 0 35." dcpeniling on the .ipplic.ihle leverage level or debt raling rhis fee i s  

paid on d n i v n  and undrawn portions 01 the revolving credit lacility 

of December 31 2006 the 'SI011 million lcrin loan iocility bears interert 

Long-term debt s 2,115 

12. Risk Iv1~1tingei11cnt nitcl Hcdgiiig Aclivilics, CI d i t  Risk anil  Finniici;~l I i i s l r u ~ ~ i n i b  
Coniniorlityvpitce i i s k 4 u r  principal operations of gathering, processing. compression. tnnsportatinn ond storage in1 natural gas, and the accompanying operations of fractionation, 

transportition, gathering, &eating, processing, storage and trading and marketing of NGLs create commodity price risk exposure due to market tluctuations in commodity prices, primarily with 
respect to the prices of NGLs, 



DCI' MIDS IR EAAL I. I. I7 
(formerly Duke Energy Field Services, I. L C j  

Notes 'Io Consolidatctl Ihiincid St;iteiiicnts-(C'ontinucd) 
Years Ended lleceniber 31,2006 and 2005 

natural gas and crude oil A s  an owner and o p m t o r  of natural gas processing and other mitlstream asscis. we have an inherent espnsure t o  market variables and commodity price risk The 
amount nnd tyjx of price risk is dependent on the underlying niitural gas contracts cntered into to purchase iind process raw niituriil g;is Risk is also dependent on thc typas iind mechanisms for 
sales of natural gas and NGLs, iind related products produced. lprocessed, transported or stored 

Eiiergv rraiiiiig (iiinrker) rid-Certain of our subsidiaries are engaged in the business of trading energy related products iinil services. including managing purchase and sales portfolios. 
storage contracts atid iacilitics, and transportation comniilmcnb for products These cnergy trading operations arc esposcd to market vanablcs and coinniorlity price risk wit11 respect to tliesc 
produccs and services, and w e  may enter into physical contracts and financial instruments with the dijective nf realiang ii positive margin irom the p u r c h x e  and sale of commodity-based 
insvuments 

liirererr iote rirk-We enter inla debt arrangements Uiat have either fixed or floating rates. therefore w e  are exposed to market risks related to clianfes in interest riitcs \Ve peridically 
use interest rate swaps lo hedge interest riite risk as5ociiited with our debt Our primary goals include (1) moinlaining tin iippropriate ratio 01 lised-rote debt to lloating-rate debt: (2 )  reducing 
volatility of earnings resulting from interest rate fluctuations, and ( 3 )  locking in attractive interest rates based on liistorical rates 

may affect our overall credit risk, in that these customers may be  similarly affected by chmges in econwnic. reguliiinry rir other factors \'/here exposed to credit risk. w e  analyze the 

counterpartics' financial condition prior to entering into an agrccrnenL establish credit l imi ts and monitor the appropriateness of tlicsc l im i ts  on ;in ongoing basis \Vc may use master collateral 
agreements to mitigate credit exposure Collateral agreements provide ior a counterparty to post cash or letters of credit inr exposure in escess o l  the estiihlished thrashold The threshold 
amount represents an open credit limit, determined in accordance with our credit policy The cnllnteral agreements also provide tliiit the inability to  post collater:il is suilicient cause 10 

terminate ii contract and liquidate all posilions In addilion. our standard gas and NGI. sales contracts cont;iin adeqtiote assuriince provisions. ivhich allow us to suspend ileliverias iind Ciincel 
ageemcnts ,  or continue delivcrics to the buyer aller the buyer provides security lor payment in n satisfactory lorm 

orsuch  collateral to secure our obligations to provide future services or to perform under 1inanci;il contracts Collaleral amounts held or posted may bc fixed or may vary depending on  the 
value o f t h e  underlying contracts. and could cover normal purchases and sales. wading and hedging contrncIs In many ciises. we and our counterp;iriies' publicly disclose credit ratings. which 
may impact the amounts 01 collnternl requirements 

Physical forward contracts and financial derivatives are generally cash settled at the expiration ofthe conbact tcrni These tmiisnctinns are gcneriilly subject to specific credit provisions 
within the contracts that would allow the seller. at  its discretion. to suspend deliveries. cancel agreements or ciintinue deliwries to h e  buyer niter the buyer provides security for payment 
satisfactory to the seller 

As 01 December 31, 20116, we held cash or letters of credit oi $ 8 3  million to secure Suture performance of financial or physical contriicis, and had dcpositerl with counterparties $7 million 

Coninioilip hcdgiiiS .sh~fegi:iEr-f-IistoricaIly, w e  hiive used commodity cash flow hedges, a s  speci1ic;illy delined in S F A S  I .3:, in reduce the potenti;il negative impact that commodity 

price changes could have on our mrnings nnd our abilily to adequately plan for cash needed lor debt senwe. capibil expenditurc?~ and tax distribtiiinns Our current strategy is to use cash flow 
hedges only for commodity price risk related to DCP Partners' operations Some of the asseis operated by Dl3P Piirtners generate cash Ilows that iire suhject to volatility from lluctuating 
commodity prices As a publicly traded mnster limitetl pnrtnership, an important component 01 the strategy oI DCP Pnrtneri is to generate consistent cash flow f rom its operations in order to 
pay distributions to its unitholders For operations other than those ofDCP P:irtncrs. w e  do not currently anticipate using ciish flow h c d g t ~  in the near future, because management believes cash 
!lows will be sufficient to fund our business 

Coifiniodih. cosh J ~ O W  hedgcs--\Ve have executed a series oi derivative financial instrumcnts. which have been designated as cash llow hedges 01 the price risk associated with forccaslcd 
sales OS natural gas, NGLs and condensate through 2010, and the price risk associated with forecasted sales of condensate during 2111 I .  related to assets olDCI' Partners Because of the strong 
correlation beliveen NGL prices and crude nil prices. and the lack of liquidily in the NO1 iinanci:il market. w e  have used crude oil cwiipc to hedge NGL price risk 
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DCP hlII)STRE.Ahl, I. 1 C  
(formerly Duke Energy Iaield Services. 1 L O  

Notes To C'onsolidnted Financial Statciiirnts-(Continue.d) 
Yrws Entletl December 31, 2006 anti  2005 

For the year ended December 31, 2006. amounts recognized as comprehensive income in the consolidated statements of operations and comprehensive income lor chiingm in the lair 
value o i  these hedge inslrumcnts were gains of $4 million, and amoune  recognized for the effccts of nny ineffectiveness \vcre insipil icnnt l'or th 

ended December 31. 2005, amounts recognized in the consolidated statements of  operations and compreliensive income Tor changes in the i:iir viilue of these hedge instrumenLs and for the 
e r e c t s  of any inellectivenrss were not significant During the year ended December 3 I .  2006, \ve reclassilied 61 million in net gains (net ofminority interest orb2 million) to the consolidated 
statements of opcrations and comprehcnsive income as  a result of settlements No derivative gains or lnsses were rec1;issificd Cmin AOCI t o  current period earnings as a result of a change in the 
probability of forecasted trnnsactions occurring, which would cause us to discontinue hedge Ireatment The deierred balance in AOCI \vas a gain of $3 millinn at December 31, 2006, and was 
insignificant at December 31. 2005 As 01 December 31, 2006, PI million of deferred net gains on derivative inslmmenls in AOCl are espected 111 be reclassified into earnings during the nest 

11 months as the hedged transactions iml~act earnings: however, due to the volatility of the commoditics markets. the corresponding value in AOCI is sub]ectto change prior to its 

reclnssiiication into earnings 

IiSed price risk We may lledge proclucer price locks (iiseti price gas purchases) anu marliet IocKs (Iised price gels s;llcs) ill rcuucr 
risk for a floating price position m e w  York Mercantile Exchange or indcs based) 

derivative's gain or loss are included in the assejsment of hedge effectiveness, unless othcnvise noted We did not li;ive any firm commimients that no longer r]ualiiied as fair viilue hedge itCmS 

and, therefore. did not recognize an associated gam or loss 

fixed rate obligation, thereby reducing the esposure to market rate fluctuations All interest rate swaps espire on December 7. 2010 and re-price prospectively approsimaiely every 90 days The 
differences to be paid or received under tlic interest rate swap agreements are recognized as ;in adjusment to interest espcnsc ?lie interesl riite swap agreements have been designated as cash 
llow hedges. and eKcctivencss is determined by matching the principal balance and terms with that of the spcciiied obligation The erec t ive  pnrtions nl changes in lair value arc recognized in 
AOCl in the accompanying consolidated balance sheets For the year ended December 31, 2006, amounts recognized in the consolidated stalcments ol operations and comprehensive income 

for  changes in the fair value o i  these liedge instruments were not significant, and there was no ineficctivenejs reconled for the year axled December 3 I .  2006 A t  December 3 I ,  2006, Ule gains 
deferred in AOCI related to these swaps were insignificant At December 31.2006, the amount oi deferred net gains o n  derivative mstruments in AOCI that are espected to be reclassified into 
earnings dwing  the nest  1 2  months tis the hedged t r a n s d o n s  occw nre insignificnnt; however, due to thevolntilily of the interest rntc mnrkcts. tlie corresponding V I I I U I :  in AOCI IS subject to 
change prior to its reclassification into earnings 

Prior to issuing fised rate debt in August 20011 we entered into. and lerrninated. tre;isury locks and interest rate s\vnps to lock in the interest rate prior ti) it being iised at  the time ol debt 
issuance Thc losses rcalizcd on these agreements, wliicli were terminated in 2000, are deferred into AOCl and amortized a ~ a i n s t  in te ra t  cspcilse o\wr the life oi ihc respective debt The 
amount amortized to interest espense during the years ended December 3l,20OG and 2005, was X I  million l o r  both periods The deferred bolance was a loss of $7 million and XS million a t  

December 3 1, 2006 w d  2005. respectively Approximately SI million of deferred net losses related to these instmmenk in AOCI are especlcd t o  bc reclassdied into enrnings during the nest I 2 
monhs as the underlying hedged interest espense transaction occurs 

Inrerest ra/e/hir vahre lieciges--In October 2001, we entered into on interest rate swap to convert $250 inillion ol lised-rate debt securities. which were iswed in August 2000, to floating 
rate debt The interest rate fair value hedge \vas a t  a floating rate based on a six-month LLBOR, which was re-priced semiannu;illy through the date oimaturity. August 2005 

In August 2003. we entered into two additional interest rate swaps to convert $100 millioii of fixed-nte debt securities issued in August XiilO to lloating riite debt These interest rate iair  
value hedges arc a t  a floating rate based on sis-month 1 IBOR, which is re-priced semiannually through 2030 The swaps meel conditions. which permit thc assumption of no ineffectiveness, as 
defined by SFAS 133 As such, for the life of the swaps no ineffectiveness will be recognized As of December 31. 2Oi:lG and 2005.  the fair value of the interest rate swaps was  n $4 million ;and 
$S million asset, respectively. which is included in the consolidated balance sheets as unrealized gains or loses  on mark-to-market and lhedging instruments wi th  oifscts In the underlying deht 
incluclcd in current maturities of long-term debt and long-term debt 

01 c n d d  Dccemher -31,  21JM For theyear 

Conintodip ~ ~ ~ I ~ ~ I ~ c ~ I I I L !  Jzedg.er--We use iair  value hedges to hedge exposure lo changes in the fair value of an  asset or a liability (or an  identilied portion thereof) th:it IS attributable to 
L, . c  

. . .  

For the years ended December 3 1, 2006 and 2005, tlie gains or losses reprcsenting the inellkclive portion oi our fnir \ d u e  hedges were not significant All components of each 

inreresl role rash ~ o , i ~ l i r ~ ~ ~ ~ . r - D u r i n g  X O G ,  D C P  Partners entered into interest rnte swap agreements to convert $125 million of the indebtedness on  their re\,olving credil facility to a 
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DCPhlDSIREAh,L LLC 
(lormerly Duke Energy Field Services. 11 C )  

Notes 'To C'onsolid atcd IGniincid Stateiiients-.(C'ontinued) 
Years Ended Decriiiber 31, 2006 and ZOOS 

Coniniorlih~ rle~i1~~7lii~es-trirciin~ aiidnior~ctiris-Our trading and marketing program is designed to realize margins related IO iluctuations UI commodity prices and basis differentials, 
and to miiximize the viilue of certain storage and transportotion assets Ccrloin ofour subsidiaries arc engaged in the business of trading energy related products and services including 
managing purchase and sales portfolios, storage contracts and fncilitier, and transportcition commitmen& for products These energy trading operations are esposed to miirkel variables and 
commodity pr ice risk with respect to these products and services, and may enter into physical contracts and financial instruments with the objective of reolizing ii positive margin from the 
purchase and sale of commodity-based instruments We manage our trading and marketing portfolio wi th  strict policies, which limit exposure to market risk, and require doily reporting to 
man;igement 01 potential financial esposure These policies include statistical risk tolerance limits using historical price movements to calculate daily value :it risk 

13. Stock-Uas~l  Coiiipeiisntioii 

pcrformancc period and a five year deferral period The number ofRPUs that will ullimately vest range from 0% to 200% of the outstanding Rl'U's, depending o n  the achievement of specified 
lierformance tnrgcts over a tliree year period ending on December 31. 2008 The linal performance payout is determined by [lie compensation committee 01 nur hoard 01 (IirccIors At the end 01 

the pcrformancc p r i o r i  bascd on  the market value of the RPU's. ive will creatc an account for each grantec in our deferred compensation plan Payment 01 the grantee's deferred compensation 
account will occur aflcr a live year deferral period, thevalue ofwhich  is based on the value oftlie participant's investment elections during the deferrd period Each RPU includes a dividend or 

distribution equivalent right, which will be paid in cas11 at  the end of the pe6orm;lnce period Expense related to lhe RPUs for the year ended December 51, 2006, was not significant At 

Dcccmbcr 3 1, 7ijU6, thcre IVOS appro.ximately X I  million of unrecognized compensation e spnse  related to the RPll's, which was  cslculnted using nn estim;itcd forfeiture rate ol 64%. 2nd is 
expected to be  recognized over a rveighted-overage period of 7 0 years The following tables presents infbrmntion related to RPUs 

DCP Atirlsheni,r, L L.C L .OII~-TWI~!  Inccntiw Plm,  or 2006 Plnn-Relotive Peiforiiir71i~e Unirs-RPU's generally clifivest iit tlie end or eight years, consisting of a lhree year 

(; r:i lit Meosureiiienl 
D i l e  Dale 

Weiglite~l- Weiglitcd- 

Price I'r Ice 
AveI:ige .Avcl-;lgc 

Granted -u,0s0 S 42 BY 
0 7s 

E\pecled to v e ~ t  15.869 S 4289  s 30 78 

depending on the achievement of bpecilied perionnonce targets over a three year p e r i d  ending on December 3 I ,  200s I he final performance pq out 15 delermined by tlie compenwtion 
commitlee of our board of director\ Each SI'U i n c l u d s  a dividend or dirtribution equivalent right, which will be paid in Lash nt the end of the ]performanLe period E\pense related to the SPUs 
tor the pear ended December 31.  2006. i v a ~  approumately %I million A1 December 31, 2006 there ivas appro~imnlely $3 million 01 unrecognized compenrolion expense relatcd lo the SPu's. 
whicli w a s  calculaled using ertiinatcd lorleilure rates ranging from 12% to 32%. and is cxpccted to be  recognizcd over a weighled-average p e r i d  01 2 IJ year? I h c  following tables presents 
information related to SPUs 

G r m t  iV1e:t~ureiiicnt 
Date DdtC 

\v elghtctl- \Veiglilcd- 
Avci age Aver ngc 

Price Price 

December 51,2006 

E\pectcd to VCSt 65,949 S 4292  6 50 7R 
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DCP hlIDSFRF4hL LLC 
(i'ormerly Duke Energy Field Services, I LC) 

Notes To C'onsolidotetl financial Stateiiients-(C'ontinued) 
Years Ended December 31.20015 ant1 2005 

1lie estimate of RPUs and SPUs thal are espected to vest is based on highly subjective assumptions that could potentially change over time, including the espected forfeiture rate and 

ilchievement oi performance targets Thcrcfore the m o u n t s  of unrecognized comixnsation expense noted ihovc d w s  not necessarily rcprescnt the value that will ultlniitcly be rcnlized LD OUI 

consolidated statements of operations and comprehensive income 

Espcnse related to tlic Phantom Units lor the year ended December 31, 2006, was not significant At Dcccmber 3 1, 2006 there was approximatcly $1 million oiunrccognized compensation 
e x p s e  related to the Piiontom Units. which wiis calculated using an estimated forfeiture rote of 1994, and is expected to be recognized over a weighted-:iver;ige period of 4 0 years The 
following table presents information related to Phantom Units 

Pliatroiii Uiiils-Phantom Units generally d i l l  vest at the end oi five years Each Phantom Unit includes a dividend or distribution equivalent right, which is p i id  quarterly in arrears 

Grant Mcnsurcnlcllt 
DllC Date 

\Vclglltcd- Wcightrd- 
j.. .. ..*' 

Price 
I ..-. ..b- 

I'ricc 
UIlliS Pcr Unit Pcr Unit 

17,460 S 42 9s 

E\pccted to V C F I  l.i,l.l3 $ -12% F 50 76 

DCP Pa, liien'PliLwtoin C/iirl~-Tlie DCP P.irtnerr' Phantom Units constitute a notional unit equal to the lair value of a common unit of DCP Partners, whch  generally clill vest a t  
December 3 I 200s Each DCP Partners' Phantom Unit includer n distribution equivalent righl, which IS paid quarterly in arrears Expense related to the DCP Partners' Phantom Units lor the 
ywr  ended Dcccmber 31 2oCJ6. was not signilicanl At Doccmbcr 31, 2006 there was appro\imiltely $1 milllon of unrecognized compensation apensc relatcd to the DCP Partners' Phantom 
IJnils, wliich w n ~  calculated wing estim.itrd forfeiture rates ranging from 12% to 3246. and ir expected to be recognized ovcr n weighted-nvernge period of 2 0 years The lollowing table 
prerentr infoi mdtion related to the DCP Partnerr' Phantom Unils 

Grniit I\.lr;iwrcmcnt 
Date Untc 

\Vcigliiccl- \Vciglilcd- 
A1 e1 ngc Avcrdge 

PliCC 1'1 icc 
Unit\ l'cr Unit Per Unit 

ber 31.2005 
Granted 

a m b u r  3 I .  21JOG 

Eyiected to vest 34.920 s 34 55 

During the 4 ear ended December 31, ?lJr6 no nwdrds under the XI06 Plnn were forfeited, vested or rctt!ed 
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DCP IVIII)S3REAI\~l L L C 
(formerly Duke Energy Field Services. LLC) 

Notes To Consolidntecl Financial Statei::ents--(Contnucd) 
Years Intlecl 1)eceniber 31,2006 and 2005 

DCP Pflrnicrs' L.otig-Tcrin Incendiv Plnn, or DCP Pnriiiers' ~flti-Pei~~iris~iiice Uiiils-Perform;ince Unit.. generally cliC v s t  at  the end of a three year performance period Ihe 
number of Pcriormnncc Units that will ultimately vest range from i i ?b  to 1509b of the outstanding Performance Units, depending on the achicvcmcnt 01 specified performance targets ovcr a 
three year period ending on December 31, Xiiis The final performance percentage payout is determined by the compensation commitlee of DCP Partners' board of directors Each Performance 
Unit includes a distribution equivalent righl. which will he paid in  cash a t  the end of the performance period E.spcnse related to ilie Pcriormance Units for the year cnded December 31, 2006. 
was not significant At December 31, Xi06. thcrc was  approsiinatcly $1 million ol unrecognizcd compcnsation cspcnsc rclaled totl ie Perforrnnncc Units, which is expected to be recognized 
ovcr a weighted-average period o i ?  0 y e a n  The lollowing tables presents informatioii related to the Periormance Units. 

h1e;isureiiieiit 
Giaiit Date Date 
Weig1itt.d- Weighled- 

Average Price Average Price 

Granted 40,560 6 26 % 
(I  7,170) s 

0utst.inding at December 3 I ,  2006 23,090 6 26% f 34 55 

E. 
Thc estirnnte of Pwformancc Units that arc cspccted to vcst is b a e d  on highly subjcctivc assumptions that could potentially change ovcr time, including the expected forfeiture ratc and 

achicvement o i  performance targets Therelore the amount of unrecognized Compensation expense noted above does not necessarily represent the value that will ultimately be  rwlized in our 
consolidated statements of operations m d  comprchensive income 

a distribution equivalent right which is paid quarterly in arrears Expense rclnled lo the Phantom 1Jnits for the year ended Dzcember 31, 2006, was not significant At December 31, 2006, 
crtimnted unrecognized coinpens:ition cxpense rel;ited to the Phantom Units w a s  not significant The following tables presents information related lo the Phantom Llnits: 

Plroirrorr Urrris-Oi the Pliantom Units. 16,700 unib  will vest upon the tlirec year nnnivcrsary ol the grant thte and 8,000 units vcst ratably over three years Each Phantom Unit includes 

Me;isiircincnt 
Grant Date Dale 
Weightcd- Weighted- 

Average Price Averngc Price 
Pei Unit Per Unit 

Outstunding 111 Decrmb 
Granted 35,900 6 24 0 5  

The estimiite of Phantom Ilnits that are expected to vest is based on  highly subjective assumptions that could potentially change over time, including the expected forfeiture rate 
TliereSore the amount of unrecognized compensation expense noted alwve does not necessarily represent the value that wi l l  ultimately be re;ilized m our consoliclnled stalanents ofopzrations 
and comprehensive income 

All awards issued under thc 2006 Plan and the DCP Partners' Plan are intended to Ix: settled in cash upon vesting Compensation expense is rccognizcd ratably over each vcsting period, 
and will be remeasurecl quarterly for dl awards ouLslonding until Ihe units are vested The fair value of all awards is determined based on the closing price of the relevant underlying securities 
at each measurement date During theyear ended December 31, ?UOG, no awards werc vested or settled 

Dulie I ? I I L T ~ I ~  JYPS Plnii-Under its 1998 Pl;in, I luke Energy granted certain of our key employees stock options. phantom stock awards, stock-based performance awards and other stock 
awards to Ix: settled in shares of Duke Energy's common stock Upon execution o i  thc 50.50 Transaction in luly 2005, our cmployccs incurred a change in status from Duke Energy employees 
to non-employees As a result. we ccased accounting for these awards under APB 25 and FIN 44. and began accounting for these awards in accordance with ElTF 96-1 S, using the Sair value 
method prescribed in SFAS 12; No awards have been and we do no t  espect to settle any awards granted under the 1998 Plan with cash 
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DCP A I D S  rREAh4, LLC 
(lorrncrly n u h e  Energ)) Field Senwcs .  I LC) 

Notes To Consolidated financial St:iteiiients(C'ontinuc~) 
Years lintlecl Decenikr 31. 2006 ant1 2005 

Srock Oprroris-Under tlic 1946 Plan, the cwrcise price 01 each optian granted could not be l a b  than the marLet price of Duhe Energy's common stocL on the date of grant Vesting 
~pcriocls range from immediate to four yew> with a miiYimum option term of I O  years Effective July I ,  2005 ,  thcsc option, were accounted lor in accordiincc with EITF 96-1 8, using the lnir 
value method preccrihal in SFAS 123 A5 n recult, compensation e\pen\e \uh5equent to July 1, ZCOi i s  recognized hrsed on the change in the iair value ofthe ?lock. option5 at each reportlng 
d . 1 ~  until vesting 

nic lollowing tablcc show iniomdtion rcgmliiig options to purchacc DuLc Energy'b common stocL grantcd to our employccs 
\Vciglitcti-Avei iige Aggregntc 

Slidre$ E\ci c i x  1'1 icc ( > P i l l s )  (millions) 
Intrln4c Vnlue \Veigliteii-h\'ri ;igc Rcni;iining Life 

0 er 31,2005 ,592,567 3 29 46 

Outstanding at December j I .  2006 3tr 89 4 1  x 1 2  

Idspected ti1 vest 155,630 s I3 77 6 2  S 3 

The total intrinsic value of options esercised during tlie year ended December .<I, 20116 and 2005, was ;ipproslmatcly $5 million and 62 million, respectively Rs ofDecember 31, 2006, 

There were no options granted during thc years cndcd December 3 1, ZWG or 2005 
Slock-BoscciPerforrrroiicc ,I,i~a,rls-Stocl;-hased pcrlbrmancc awards outstanding under the 199s I'lan vest over three years if certain periormance targets are achieved Duke Energy 

The lollowing table summarizes inlormalion about stnck-hosed perforniancc aw;irrls activity during the year cndcd Deccmhcr 31, 2006 

all compensation expense related to these awards has been recognized 

awarded 160,910 shcires during Ihe year ended Decembcr -31, 2lW5 7licis were no stock-based performance ;Iwards grnnted during theyear ended December 31, 2006 

Grant Dnic Mcasurciiiciit Dntc 
Wrightecl- Weiglited- 

Avcrngc Pr ice  Avcrnge I'ricc 
Sl1;1rcs I'cr Unit Pcr Uni l  

2,J.s 7: 89 
Forfeited 2; 8 5  

21J0 

Fspectcd to \%St Z89.161 E 23 90 S 33 21 

As of December 31, 2006, !he estimated unrecognized compensation ~ x p m s c  related lo t h a e  awards \vas iipproximetcly SI million, which is espcctcd to he recognized over a weighted- 
aver;igc period or less than 1 year No ;wards were gronkd, vmted or canceled during the year ended December 31, 2006 

December 3 I ,  2lXl5 Thcrc wcrc no phantom stock ;ii\mds granted during the year ended December 3 1, 2006 
Phonfonr Srock 4words-Plimtom stock awards outslanding under tlie I998 Plan vest over periods from one to Sive years Duke EneGy nwarded 1 ?S,XSO s h a r s  during Ihe year ended 



DCP hIIDSTREAhL L I  C 
(lormerlg DuAe Energy Field S e n w e s .  LLC) 

Notes To C'onsolidnted 1;inancial Stateiiients--(Continuc.cl) 
Years Ended Decenibw 31,200h iind 2005 

Ihe following table summarizes informalion about phantom stock aivards activity during l l ie year endal December .3 I ,  ?i106. 
Gr:int Ih te  
Weigllted- 

Avcrngc I'ricc 

hlrisui eiiieiit Ih tc  
\Veiglitetl- 

A w i n g e  Price 
Slilll cs Per Uiiit Per Unil 

Outstanding at Decem 
Vesied (54 1501 S 7; 9 0  

OuL?tantling at Dccember 31.7006 IGJ.6SS S 2-134 S 33 21 

The total fair value of the phantom rtocl, a\v.irds that vested during the year ended December 51, 2iJ06 and 2nM w a c  appro\imalely 62 million and less than $1 million, respectively As 
01 December i l ,  2006 llie estimated unrecognized compensation c\pen.;e related to IlieSe a w d s  !vas appro\imately F1 million which is e\pected lo be rccogmzerl over a weighted-average 
period 01 L 7 years No awards \%we granled or canceled during the year ended December 31, .?Ofib 

December 3 I ,  X U 5  There were no  oUier stock, awards granted during the year ended December : I ,  2006 
Otho S/ocPrhi orrh-Other stoch award, outstmiling under the 109s Plan vett over periods from one to five yea'. Duhc E n c i s  grsnted i (JIM other stncci, awards during the yeiir ended 

The following table summarites information aboul other stocA awirds activity during the year ended December i l  ?(K& 

\Veigillud- 

>\vel :igc 1'1 ice 

Grsiii  Diile hlctiwrenient Date 
\Vcighled- 

A\ ei dge Price 
SIi.11 es Pei Unit rei  unit 

OuLstanrling nt December 31. 71106 ?1,6(10 S 33 21 

Expected to ve9t x 
The tntal fair viilue ol !he other stock owartk that vested during the years ended December 31, 1iifJ6 and 2 ( 0 5  wa:; not significant As oiDccember i l .  2006, the estimated unrecognized 

compensation espcrnsc relalcd to these awards was not significanl, and i s  espected In be recognizsd over ii weighted-average period of less than I year No awards were granted or canceled 
during theycar ended December 31. 2005 

14. lkilclits 

eligible cmplnyce's qualified earnings. through December 31. 7006 Effective January I .  7007, we began contributing a range of436 to 7% or a c l i  eligible cmploycc's qualified earnings, based 
on years oiscrvice Additioniilly. we match employees' contributions in the plan up to 696 of quiilified earnings During ?(IO6 and 2005. we expensed plan contributions o i  $1 5 million 

IVe offer certain eligible cxccut i~es  the opportunity to participate in the DCP Midstreiim LP's Non-Qualified E.sccutive Deferred Compensation Plan This plan allows participanLs to 
~lelkr current compensation on a pie-tax basis and to receive tax drierred earnings on  such contributions The plan also has make-whole provisions for plan panicipants who may otherwise be  
limited in the amount that w e  can contributc to the J@l (k) plan on the participant's behalf All amounts contributcd to or earned by the plan's investments arc held in a tmst account for the 
benefit of the participants The trust and the liability to the participants are part 01 our general assets and liabilities, respectively 

All C o m p n y  employees who are 18  years old and work ai lezst 20 hours per week we eligible Tor participation in our JOl(k) and retirement plan. to which w e  contributed 4% of each 
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15 Iiicoiiic T;i\es 

corporate income Li\ return, 1 he  i n ~ o m e  ta\ e\pense related to this corporation is included in our income Id\ e\pense, along with st.11~. lecal franchi% and margin la\es ofthe limited 

liability compdn) dnd other wbwliaries In rddition until July 1 211115 n e  had Canadian ~ubaidiarrer that were W ~ J S C ~  to Canadian income t a w \  Taw\ associ.lted with these subsidiaries hRVC 

becn rcclnsiilicd to discontinued opciations fix) oir c n d d  Dcccmber 3 I ,  7005 
In hl.iy 2006, the State 01 Te\,is e n a ~ t c d  a new margin based Iranchise ta\i I.iw th.11 replaces the e\isling franchise Ins. 1111s new la\  is commonly rclerred io a5 the Teus mdrgin 13s. 

Corporation$ limited p?rtner\hipr, limited liability romp,inies, linuted liability partnerships and Joint \'enlures are c\nmple\ 01 the types o l  entities that are SlibJect 11) the new t&\ 

As n result 01 the Lhnnge in T 
.idjustment, to the delcrred tn\i Iiob 
tax rcports due on or aflcr January 1 ?Of18 The 2008 La\ wi l l  be based on revenues earned during the 2007 fiscal )ear 

currently a>ailnble \vc recorded a deferred tax liability of X I  8 million in 2006 The deferred t a l  liability I> recorded as non current in the con5olidatcd balance sheet5 as  orDecember 31, 2006, 
and as ,I non ca5h offscl to income tax c\pense in the consolidated statements of operation5 .ind comprchcnsne income lor the year ended December 31 2006 

\We arc ltructured a i  a limited Iiobility Lompnny $3 h i ~ h  15 a p , m  through entity lor United St.itcr income tax p u r p s e s  We own a corpi~rntion that f i l e r  its own federill, foreign and state 

Irnnchi,e law.  our l a \  s t d t u ~  in the state ofTe\as  has chnnged Irom non-tAlble to t.hable The La\ 15 considered an  income tn\ lor purpose5 o i  
1 he tn\ is determined by appls ing ,I tn\ rote to a base that considera both revenues and w p e n s a  The Tems morgin tu\ becomes eflective lor lionchibe 

I ne 1 e\& i n d ~ i n  I . iY IB ~ l ~ ~ c % c ~ i  dl 

Income La\ e\lxn,c ctimist$ 01 the Iollo\ring lor the yesir$ ended Dccember i I 
2006 ZOO5 

Current 
Federal 
Statc 

Temporary diifcrences lor our gross rlelerrerl tas n s s c ~ s  of $4 million primarily relate to basis dilfeicnces between property, plant and equipment, and investmcnls in unconsolidatcd 
nllili;ites Temporary dill~erences for  our gross ileferrcrl tas liabilities 01 SI 7 million prim:irily reliite 10 basis diltcrenccs between property, plant and equipment 

Our effbtive tax rate diilers from statutog. rates. primarily due to our being structured as  a limited liability company, which IS a pass-through entity lor United Slates income tax 

purposes, whiic being treated as a tnsablc entity in certain status 

16. C o i i i i n i l i i i c i i l s  :ind Cnnlingcnt L.i:tbilities 

these types of cases before, they were typically brought by a single plaintifl-or small group of plaintiffs A nuniber of these cascs are now bciiig brought as class actions We are currcntiy 
named as  defendants in some of these cases Management hclieves we have meritorious defenses to these cases and, therefore, will continue to M e n d  them vigorously These class actions, 

r, can he costly and time consuming to defend We are also ii party to various legal, administmtive and regulatory proceedings that have arisen in the ordinary course of our business 

i irigoriun-Ihe midstream industry bas seen a number oi  class action laivsuits involving royalty disputes, mismeasurement and mispaywent allegations Although the industry has seen 

In Decemlxr XIl16, El Paso ESP Company, I P , or El Paso. filed a Iawui t  against one o i  our subsidiaries, DCP Assels 1Ioldin~. LP and an atfilinte of DCP Midstream GP, LP, in 
Distnct Court, Harris County. rexcis The litigation stems kern an ongoing commcrciiil dispute involving DCP Midstream Partners' blinden processing plant tho1 dotes btick to August 2000 El 
Paso claims damages. including interest. in the amount of XC, milllon in the litigation, the bulk oiwliich stems from audit claims under our commercial contract It is not possible to predict 
whether we will incur any liability or to estimate the damages. if any. we might incur in connection with this matter lvlanagement does not believe the ultimate resolution of t l i is  issue will have 
11 matcrial adverse cfI"ect on our consolidated result.. ni opcrntions, financial position or cash flows 
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In November 3Oi6, w e  received a demand ;issociated wid1 the alleged migration oi acid gas from a storage formation inlo a third party producing formntion l h e  plaintifl-seeks a broad 
m a y  ol remedies. including i i  purch:ise oSthe pliiintiff's lease rights \lie conducted an investigation using n gcotcchnicnl consulting firm find belicve that ticid gas is migrating from the storage 
formatiiin into the producing tiormation We could be Ii:ihle for damages related to t h e  diminution in market v:ilue to the leases, if any. caused by the migration of tlie acid gas At this time, i t  is 

not possible to predict Llie ultimate dnni;iges. iinny. that w e  might incur in connection with this matter 
hlanagement cunenily bclicvcs that  tliese miittcrs. t k e n  as  a ivholc. and alicr consideration of amounts accrued, iiisurancc coverngc and otlicr inilcninilicetmn arrangements. will not 

have a material adverse effect upon our consolidated results oi operations, iinancial position or cash flows 
GL.,iemlIiirirrii,rcc.-ln 200.5, we csrried all of our insurance coverage with :in affiliate of Duke Energy Beginning in 2Ot16, w e  elected to carry only property and excess liability 

insurance coverage ~ i t l i  ;in all-iliate o f  Duke Energy and an affiliate of ConocoPhillips, however, eiiective August 1006. w e  no longer c a m  insurance coverage with an alTiliate oSDuke 
Energy Our remilining insuriince coverage is with an ofiilinte of ConocoPhillips and 11 third party insurer Our insurance coverage includes (I) commercial general public liability insurance ioi 
liabilities arismg to third parties for bodily i n j u q  and property damage resulting from our operations; (2) u.orkers' compensalion liability coverage to required statutory Iun i ts ;  ( 3 )  automobile 
tiabitity msurmce iiir i i t t  owneit. non-owneu iiiiu i i i r L L  
~ a l u e  $01 a l l  real and pnsonal propaty  damasc, including clamages arising from boiler ;and machinery breakdowns. earthquake. flood damage and business intcrruptionicxtra expense All 
coverages tire subject to certain deductibles, terms ;ani1 conditions common Tor companies with similar types o i  operations Property insurance deductibles are currently $1 million for onshore 
or nnn-hurricme related incidents or up to $5 million per occurrence liir hurricane related incidents We also maintain excess liability insurance coverage above the established Iprimary limits 
liir coinrnercial gencral liability iirid iiutornoOi1c liability insuriince Cisualty insurancc deductibles arc currently bl million pcr o c c u ~ e n c e  The cost o i  our general insurancc coveraga  
increwed over the past year rellecting the adverse conditions o i  the insurance miirkets 

* . L  

. .  . . .  
' L  

. .  

During the third quarler o i  201'U. certain assets. located in t l ie GulSCoasL were d;im:igerl as :I result o i  hurricane Ivan n i e  resulting losses are expected to he covered by insurance, 
subject to npp1ic;ihle t1eductiblt.s for property and business inierruplion Insurance recovery receiv;ibles related to hurricane Ivan included on the consolidated balance sheets in ollier non- 
current asscts-aifiiintes as  o1 Dcccmber 31, 2006. tire %?5 million. iind incluclcd in ;iccounts rcccivable-al*lliato as oSDeccinbcr 3 I, 20106 and X1O.F. arc $3 million and $28 million, 
respectwely. f iom ;in insurance provider that is a subsidiory of Euke Energy 

hmvever. substantitilly iill ol our iacilities have resumed pre-hurricane levels of capacity utilization Several of our assets sustained property damage. including some of our operating equipment 
on a platform in thc Gulf o r h l e s i c o  :\ portion of the resulting losl revtnucs ond p r q m l y  (lnrnogcs are covered by our irtsuriince, subject t u  applicable dcductibles The linnncial rmpnct of 
recent hurricanes has incrcased market rates for insurance coverage: houwver. these increases did not have a material adverse effect on ow consolidated results ofoperations, financial position 

or cash flows Insurance recovery receivables related to hurricane K;itrin;i included on the consolidated balance sheets in other non-currcnt assets-affiliates as of December 31, 2006 are $21 
million. and included in a c c ~ ~ u n t s  receivable-allilint~s as in1  Deccmbcr 31, 3 i i M  ani1 M O S ,  arc $2 million and S5 million, respectively. from an insurance provider tliat is a subsidiary of Duke 
Energy Included in other non-cuncnt assets--aflili;ites iis of December 3l.201:!6. are insuriince recovery receiv:ibles related to hurricane Rita of $1 million a t  Dccember 31, ?(IO6 The balance 
at December 3 I .  2CX15. \vas not signiiicant Based on recent ncgnliations. we have reclassified a portion oi these hurricane insurance receivables as non-current at  December 31 .1006 

During the third qu:irter of1005, hurricanes Katrina and Rita lorced us to temporarily shut down our openilions at  certain assets located in iUabama, Louisiana, Texas and  New blesico,  

During tlie years ended D e c c m k r  31. 20l16 and 2Ull5. w e  recorded business interruption insurance recoveries related to these hurricanes of $1 million iincl $3 million. respectively. in the 
consolidated statements of (operations find comprehensive income os sales olnaturol g;is ;ind petroleum products 

~iii,ii-oiini~iital-1 lie operation o i  pipelines. plants and other facilities for gathering, transporting, processing, treating, or storing natural gas, NGLs and other products is ~ubject  to 
stringent and comples l aws  and regulations pertaining to health. saiety and the environment A s  an owner or operator of these facilities, we must comply with United States laws and 
regulations at the rcderal, state and local ICYCIS that relate to air and water qu~ l i t y .  hazardnus and solid waste managcmcnt and disposal. and other environmental mattns The cost ofplanning 
designing, constructing snrl operating pipelines, plants. and nihcr lacilities must ~ncorporaie compliance with environmental l a w s  and regulations and  safety standards Failure to comply with 
these lamc and regulatinns m:iy trigger a variety oi  administrative, civil and potentially criminal enforcumcnt measures. including citizen suits. which can include the assessment of monetary 
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penalties, the iinposition o i  remedial requirements, the issuance ofinjuncuons or restrictions on operation I\.lanagcmcnt belic\~es that, based on currently known information, compliance with 
these lii\vs and regulations will not hove a miiicriiil adverse ef’ltct o n  our consolidtited restilts oi operations. financial position or cash flows 

operated f i ic i l i t ics in New A4esico The orders allege a number oi violations related to excess emissions from January 2001 11) date and lurther require us to insiall flares for smokeless 
operations and to use the llares only for cmergcncy purposcs The Compliance Orders scck a civil penalty hut did iiot rcqucst a spcc&c amount \Ye inicnd to conicst t l vse  allegations 
Management does no t  believe this will result in a material impact on our consnliclated results of operations. cash Ilows or financial position 

Oflicr Coarmifnro~~s and C o i i t i i i ~ ~ r 7 c ~ ~ s - \ ~ ~ e  utilize assets under operaling leases in severiil areas of operations Consolid:ited rental expense, including leases tvitli no continuing 
commitment. amounted io $37 million and $36 million in 2006 and ?005. respectively Rentd  expense for leases with escalation clauses is recognizcd on a straight line basis over the initial 
lease term 

On July 20. L(l(16. the State olNew Mexico Environment Department issued Compliance Orders to  us that list nu quality violations during the past l ive years at  three of our owned or 

Minimum rental p;iymenLs under our various operating leiises in the year indicated are iis fbllov\.s a t  December 31. 2006. 

Total net pa) menk 

17 Gu:ir:iiitrrs aiid I n d e m a i ~ c i i t i ~ ~ i i s  
In September 301.15. we signed a carpnriite guarmty. which !viis iimcnded in Dcccmher 111(15 upon our purchiisc 01 an  dli t ioncil  intcrest in tlie rclnicd unconsolidated nfiiliale, pursuant to 

which \vc are the guarantor of a maximum ol X l i l  million of consiruclion obligations The original gu:iranty was $22 million as of December 3 1, 2005. and was  reduced by construction 
payments o1 XI 2 million during the year ended December i l .  2006 The guaranty will expire upon cnmplution and psyment ior construction of :I pipeline espccted to be completed during 
2i:i07 ‘The fair  value of this guarantee is 1101 significant ti7 our cniisolidated results tor opcratiims. liiiancial position or cash flows 

We periodically cnter into iigreenicnts for the acquisition or divestilure oi assets These sgreements contain indcmnilicotion provisions that may provide indemnity for environmental, tnx, 

employment, outstanding litigation, breaches ofreprcsentations. warranties :and covenants. nr other Iinbilities related to tlie assets being ;icquired or divested Claims may be made by third 
parties under these indemnification agreements lor various periods of time depcnding on the nature ofthe claim The effective periods on these indemnification provisions generally have terms 
of onc to f i s t  years, although some are longer Our inasimum potential exposurc under thesc indemnification agreements can vaiy dependins on  the nature of the claim and the particular 
transaction We are unable to estimiite thc total masimum potential amount of future payments undcr indemnification agreements due to several factors, including uncertainty as to whether 
claims will be made under ihese indemnities At both L3cccmbcr 31, 2UUB and ?(105. we had a liability o1:ipprosimately $1 million recortletl fo r  known liabilities related to ouujlanding 
indcmnification piovisions 

18. Subsequent E\Wlt 
During the year ended December i l .  21:1117. we distributed $1.364 million to Specua E.nergy and Coiiocol’billips. ;and DCP Partners distribuled $44 million to iis unitholders On 

In September 201:17. we issued $450 million principal m o u n t  of G 7596 Scnior Notes due 31137. or the 6 l 5 ? 0  Notes, Ibr proceeds of opproximatcly $444 million (net of related offering 
January 14. 2008, DCP Portncrs announced thc declaration of a cash distribution 01 $0 57 per unit. piyiible a n  February 14, LI)I)8, to unitlioldcrs of record on February 7, 200s 

costs) The 5 7596 Notes mature mil become duc and  payable on Scplemhcr 15, 
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2037 We will pay interest semiannually on h&irch 15 and September l j  of cadi year. commencing Marcli 15, ZOOS Ilie pmcceds of this oil-ering were used to fund the blomentum Energy 
Group, Inc or h E G ,  acquisition 

anti Powder River producing basins Concurrent wi th  this transaction. DCP Partners acquired certain subsidiaries of h E G  from us for XI65 million plus closing adjustments of approximately 
$10 million, subjcct to h a l  closiiig adlustmcnb Thcsc subsidiaries o i  ivlEG m v i i  assets in Uic Piccdncc Basin. including ii 7046 operated iiitcrcst in the 31-mile Collhran Valky  Gas Gathning  
joint venture in western Colorado, assets in the Powder River Basin, including the I.3?.i-mile Douglas gas gathering system. and other facilities in \Vyoming \Ve ultimately funded our portion 
of h i s  acquisition witli the 6 75% Notes, as well as cash on hand DCP Partners linnnced this transiiction with $120 million 01 revolver and term loan bnrrnwings u n d a  DCP Parinerr' 
Amended Credit Agreement. the issuance of approximately $100 million oi commnn units through a private pl:tccment (described in Uie next sentence) with certain institutional inventors and 
cash on hand In August X 0 7 ,  DCP Partners sold 2,360.952 common limited pnrtner units in n private plncement. pursunnt to a cornman unit purchase agreement with private owners of blEG 
or affiliates of such owners, at $ 2 2  i l i l  per unit, or approslniatcly SI 00 million in the aggregate 

In luly 3007. w e  contributed to DCP Panncrs ii 7596 limited liability company inter~w in 1x2 Last 1 exiis I-loldings, LL(J,  our 4Wo limited Iiiioiiity company interest in I.)iscovzry 
Producer Services L1.C. a n d  a dcri\,ativc instrument, for aggcgate  comidnat ion  oi $244 millinn in cash. including $1 million f o r  net working capi ta l  ;and other adjustments, $27 million in 
common units and $1 million in general partner equivalent units \Ve own thc remaining 7 5 O ~  limited liability company interest in East Sexits I-loldings, L L.C. while third parties still own the 
other 6096 limited liilbility interest in Discovery Producer Sewice$ LLC DCP Partners financed the c:ish poltion OJ this transaction with borrowings under DCP Partners' existing credit 
agreement \Vc will continue to operate thcsc assets and these asscts wi l l  cnntinue to bc includcd in our liniincial statemcnts, along wi th  X I '  Partners 

price 01 643 25 per unit. and received proceeds oJ SllB million. net ofoJfcring costs DCP Pariners used i i  1portinn nl the net proceeils nfthis private placement to pay down a portion of the 

debt associated with the acquisition from Anadarko Petroleum Co~poie t ion  of assets in southern Okl;ihi)m;i. and used the remaining portion orthe net proceeds to fund future capital 
exlx'nditurcs, including the LEG acquisition 

On August 29, 2007, w e  acquired the stock oTbEG for :ipprosimntely $6.35 million plus closing adjustments ofappro~imately $8 million A E G  owns assets in the Fort Worth, Picennce 

In June 2007, DCP Partners entcred into t i  private plncemcnt agreement with a group 01 instilutioniil inveitors for $1 30 million. representing i.th'J5.7S0 common limited pnnner units at n 

In June 2007, DCP Partners entered into an Amended and Restated Credit Agreement, or DCP Partners' Amended Credit Agreement, which amended DCP Partners' Credit Agreement 
This new 5-year DCP Partners' Amended Credit Agreement consists of a $6430 million revolving credil lacilily and a $250 million term loan 1-acility. and matures on June 21, 2012 The 
amendment also improved pricing and certain odier terms and conditions 01 DCI' Partners' Credi i  Agreement 

Corporation for approximately $1 SI million 
In May 2V07, DCP Partners ncquired certain gathering nnd compression asscts 1oc;itecl in southern Okliihnnin. tis we l l  iis relntcd commodity purchase cnntriicts, from Anndgirko Petroleum 

On January 2. 2007. Duke Energy c r c m d  two separate publicly triitled compnnies hy spinning n i l  their iiiilural gas businesses. including h e i r  Xi96 ownership interest in  us. to Duke 
Energy shareholders As  a rcsult of this traii~actioii. we arc  no longer 504b orvncd by Duke Energy Duke E n c r g '  
Energy IVc do not expect this transaction to hnvc ii material effect on our operntinns 

b o\ \~~crs l i ip  intercst in u s  was  transten-ccl to a new company, Spectra 

On 1anu:irp I ,  21707, we changed our nilme lrom Duke Energy Field S c n i c e r  L I C  to DC1' I\Iidslrc;ini. LLC. to coincide with the Spectr;i spin 
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I n 0  c:1scs 

Allowance for doubtful accounts 4 %  I S  

Litigation 

s 37 5 18 5 (27) !$ 

(a) 
(b) 
(c) 

Principnlly consists o i  other contingency rcscrvcs, which arc included in othcr current liabilities 
Consists of other contingency and litigation reserves rccla!;sified between accounts 
Principally consists cash payments, collections, rcscrvc reversals and liabilities seltled 
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Agreemen1 and Plan of Merger, dated as of lvlay 8. 2005, as amended as of July 1 I .  2005, as of October 3, 211(15 and a s  of March 30, Xtn6. by and :imong the registrant. 
Duke Energy Corporation, Cinergy COT, Deer Acquisition Corp , and Cougnr Acquisition Corp (filed with Form 8-K o i  Duke Energy Corporation. File No 1-32853. April 
J, 2006, ns Eshibit 2-1) 

Amended and Restated Combination Agreement dated 8s oi  September 20. X01, among Duke Enerfy Corimralion, 30.58368 Nova Scotia Company. 3946jl19 Canada lnc 

Separation and Distribution Agreement, dated as of Decemhcr 12, 2006, by and between Duke Energy Corporation and Spectra Energy Gorp ( f i led with the Form 8-K of 
Duke Energy Corporation, File No 1.32853, December I S ,  2006. as  Pshibii 2 1 ) 
Amendcd and restated Certificate of Incorporation (filed with the Form 8-K of Dukc Encrw Corporation. Fi le  No 1-3353. April 4. 2OM, as Exhibit 3-1) 
Amended nnd Rcitnted By-lmvs of registrant (filed with the Form 6-F; of Duke Energy Corporiition. File No l-32S53, March 3, 200s. ns Esiiihit .? I )  
Purchase and Sale Agreement dated as of January S,  2006, by and among Duke Energy Americas, L 
the registrant lor the qoaner ended March 31, 2006. File No 1 -32S52, as Bshibil IO 7) 

nd I S  Bay I 1  I-lnrhor I-IolJing. L1.L (filed with the Form I O - 0  of 

E-1 



Esliibil 
Nuiiiber 

1 0 1  1 
7 

Amendment to Purchase and Sale Agreement, dated as o i  May -I, 30M, by and among Duke E,nergy Americas, L.L.C. L S Powcr Generation. I. LC (formerly known as L.SP Bay 
11 Harbor Molding. LLC), LSP Gen Fmance Co, LLC, LSP SouthBay I-loldm&s, LLC, L,SPOakland I-loldings. LL.C, ;ind LSP hdorro Bay Holdings, LLC ((filed wlth tl1el;orm 
lihy of the registrant Tor the quarter ended ILlarch 31. 2OiJ6. File No 1-32853. as Exhibit 10 Z I )  
Master Transaction Agremen t  by and among Dukc Energy Marketing America, L L C, Duke Energy North Amcricu, l..L.C, Duke E,ncrgy Trading and bfarkcting, L. L C , Duke 
Energy ivlarketing L.imited Parhership, Engage Energy Canada, I P and Barclay Bank IXC, dated as oi November 17, ZOOS (Tiled with the Form 1 C1-K oi Duke Energy 
Carolinas. 1.L C for h e  year ended rXcember 3 I ,  2005, File No I J 9 2 6 ,  as Exhibit I O  S) 
Directors' Charitable Giving Program (filed with Form 1 U-K of Duke Energy Carolinas, L.1.C for the ycar cndcd D e c e m k r  3 1, 1992, File No 1-4928, a s  Exhibit IO-P) 
Amendment to Directors' Charitiible Giving P~ogrnm doted June IS, 1997 (filed with Form IO-K of Duke Energy Ciiroliniis. LL.C for the yew ended December 3 I, 7003, File 
No 14928.  iis Exhibit 10-1 I) 
Amendment LO Directors' Charitable Giving Program dated July 28. 1997 (Iiled wilh Form IO-K of Duke Energy Carolinas, L.1.C for the ycar ended December 3lI2O03, File 

Amendment to Directors' Charitable Giving Program dated February 1 S. 199s (Tiled with Form 10-K of Duke Energy Carolinas. LLC for tliu year ended Dccember 3 I ,  ?0113. 

File No 1.192& a s  Eshibit 10-1 3)  
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Duke Energy Corporation 1998 L.ong-Term lnccntive Plan, iis amended (iiled as Eshibit I t o  Schedule I-IA of Duke Energy Carolinnu, L L  C, h4arch 2s. 7003. File 1% 

Duke Energy Corporation E,secuiive S h o n T e r m  Incentive Plan (filed as Exhibit 2 to Schedule I-IA oiDuke Energy Carolinas. 1.l.C. blarch 1s. 2iltJ3. File No 11918) 
Duke Energy Corprat ion Exccutivc Savings Plan, as anicnded and rcstatcd (filed with Form 10-K oi Duke Energy Corporation, dated October 31, 20lJ7. Filc No 1-4928, as 

Exhibit 1 I1 1) 

Duke Energy Corimration Fsecutivc Cash Balance Plan (filed with Form IO-K o f l E P P C O  Partners, LP, File No 1-10403, for the year ended December 3 1, 1999. as 

E,shibit 10-S) 
Amendment No 1 to the Duke Energy Corpordon  Executive Cash Bnlrince Plnn, doted August 26, I999 (filed with Form 10-K oi Duke Encrgy Carolinas, 1.1.C for the ycnr 
ended Decemlm 31, 2004, File No 1-4928, as Eshibit 10-7 I )  
Amendment No 2 to the Duke Energy Corporation Executive Cash Balance Plan. dated lvlarch 6,2000 (liled with 
r )ilpNn , - 1  1 -447s P.&,J,,I i o  -7 7 )  
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Amendment No 3 to the Duke Energy Corporation Executive Cash Balance Plan, diited December 21, ?0(0 (filed with Form 10-I: ol Duke Energ). Carolinas, L.LC for the 
year ended December 31, 2004, File No 1-4928, as Eshibit 10-7 3)  
Amendment No 4 to the Duke Energy Corporation Esecutive Cash Balance Plan. dated October 27. 20il4. efiective December 3 I .  20i-i (filed with Form 1 0 4  ol Duke 
Energy Carolinas, L l C  t o r  the year ended Deccmbcr 31, 2004, Filc No 1.4928, as Eshibit 10-7-1) 
Amendment to the Duke Energy Corporation Esecutive Cash Balance Plan. effective December 1, ?(lo6 (f i led with Form 10-K of Duke Energy Corporation for the ycar 
ended Decemkr 31, 20015, File No 1-32853, as Eshibil 10 I8 5 j  
Ameiidment to the Duke Energy Corporation Esccutive Cash Balance Plan I Sr D. efi'ective December 31. 2006 (filed with Form Ill-K o i  Duke Energy Coq)or:ition for h e  
).car ended December 31.2006, Filc No 1-32853.11s Exhibit 10 I S  6) 
Form of ETey Employee Severance Aprecment and Release between Duke Energy Corporation and certain key csecutives (filed with Form I TI-h' 01 Duke Energy Carolinas, 
L L C for the ycar ended December 3 I, 1999. File No 1-4928. as Eshibit IO-DB) 
First Amendment to Key Employec Swmance Agreement and General Rcleasc bctween Dukc Energy Corporation and Richard 1 Osbornc. datctl August.?], 2004 (filed 
with Form 10-Q oiDuke Energy Carolinas, L l .C for the quorter ended October 3 1,2004, File No I -4928, as Eshibit 10.2) 
Form oiChange in Conlrol Agreement between Duke Energy Corporation and certiin key esecutives dated as of July I ,  2005 (tiled with Form 8-K oiDuke Energy 
Caro1in;is. L l  C dated August 24. 2005. File No 1-4928. as Exhibit 10-1) 
Employment Agrecmcnt dated November 2003 between Paul kf Andcrson and Duke Energy Corporation (filcd with Form 10-K of Dukc Energy Carolinas. LLC for Ihc 
year ended December 31, 2003, File No 1-4928, as E.xhibit 10-1 8) 
First Amendment toEmployrncnt Agreement dated March 9, 2004 between Paul kl Anderson and Dukc Energy Corporation (filed \!'it11 Form 11)-K of Duke Energy 
Carolinas, LL C for tlic ycar cndcd Dcccinbcr 3 I ,  2003. Filc No 1-4928, a Exhibit 10-1 6 1) 
Second Amendment In Employment Agreement, dated ns of April 4, 2006, by and among Paul h.1 Anderson, Duke Energy Moldinp C o p  (subsequently renamed Duke 
Energy Corporation) and Duke Energy Corporation (subsequently renamed Duke Energy Carolinas, I L C) (filed wilh Forni S-K of Duke Energy Cnrporation. File No 
1.32853. April 6,  7006. as Exhibit 10 5 )  
Non-Qualiiied Option Agreement datcd as ot November 17, 2003 pursuant to Dukc Energy Corporation 1998 Long-Tcrm Incentive Plan. by and between Duke Energ>, 
Corporation and Paul M Anderson (filed !villi Form 10-K of Duke Energy Carolinas, L I  C for the year ended December 31,2004. File No I-4928. as Exhibit 10-1 8 4) 
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10 12"" Supplemental Compensation Agreement dilled June 11, 1997 bekveen Duke I'o\ver Company and Dr Ruth G Shilw (Iiled with Form 10-K o iDuke  Energy Carolinas, LLC 
for tlieyear ended December 31, 2003, FileNo 1.4928, as Eshibit 10-19) 

Severance and Relention Agreernsnt bctrveen Duke tine%)' Corporalion and Ruth Shaw, dated April 4. 2006 [filed with Form 8.K of Duke Energy Corporation. File No 
1-32853, April 6, 2006, as Exhibit 10 7) 
Severance and Consulling Agreement between Duke Energy Corporation and Ruth Shaw, dated October 24, 2006 (liled with Form 8-6 a i  Duke Energy Corporation, File 
No 1-32853. Oc tokr  77. 2006, as Exhibit 10 2) 
Form of Phantom Stock Aw;ird Agreement d;iled February L S .  21105. pursuant to Duke Energy Corporation 199s Long-Term Inccnlivc Plan by and between Duke Energy 
Corporation and eiich of Fred I Fowler, David L I-lauser, Jimmy W Mogg and Ruth G Shaw (filed with the Form &E: of Duke Energy Carolinas, LLC, File No 1-4926, 
February 28. 2005, as Exhibit I O - ? )  
Form of Phaiiiom Stock Award Agreement daled as of May 1 I ,  2005. pursuant to Duke Energy Corporation 1998 1 ong-Term Incentive Plan by and between Duke Energy 
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Form of Phantom Stock Award Agreement dated as of May 12, 2005, pursuant to Duke Energy Corporation 1998 1.ong-l.erm Incentive Plan lry and between Duke Energy 
Corporation and noneiq ioyee  directors (filed in Form 8.K of Duke Energy Carolinas, LLC, May 17,2005, Flle No 1-4928. as Exhibit 10-1) 

Agrcemcnl bclnwm Dukc Energy Corporation and Jimmy \V h b g g  relating 1n cerlaiii retirement beneiils, consisting of lelter agreements dtitcd May 25, 1995, August 4, 
2001 and hlnrch 29, 2004 (filed with Form 10-K of Duke Energy Carolinas, L l  C for the yeix ended December 3l,1004, File No 1-+92S, 11s Exliibit 10-23) 
Form of Phantom Stock Award Agreement (filed with Form 8-K oiDuke EnerSy Corporation, File No 1-32853, April 4,2006, as Exliibil I0  I )  
Form ofPerIormance Share Award Agreement (filed with Form S-K 01 Duke Energy Corporalion, File No 1-32853, April 4. 2006. as Exhibit I O  2) 
Employmcnt Agrccmunt betwccn Duke Energy Corporation and J a m a  E Rogers, rlalcd April 4, 2006 (filed wiUi Form 8-h' of Duke Energy Corporation, File No 1.32853, 
April 6.  7CKi6. as  Eshibil I O  I) 
Performance Award Agreement between Duke Energy Corporation and James E Rogers, dated April 4, 2006 (filed with Form 8-K of Duke Encrgy Corpontion, File No 
1-32553. April 6,  2006, as E,xhibit 10 2)  
Phantom Stock Grant Agreement between Duke E,nergy Corporation and James E Rogers, dated April 4, 2006 (filed with Form S-K of Dukc Energy Corporntion, File No 
1-32853. April 6, 20116, as Eshibit 10 3 )  
Siocl; Option Grant Agreement kt-iween Duke Energy Corporation and James E Rogers dated April 4. 2006 (filed with Form 8-K of Duke Energy Corporation. File No 
1.32853. April 6, 2llil6. as Exhibit 10 4) 
Retention Award Agreement between Duke Energy Corporation and David L. I-lnuser, dated April 4 ,2006 (filed with Form S-h' of Duke Energy Corporation, File No 
1-32853, April 6. 2006, asEsliibit IO 6 )  
Summary 01 Director Compensation (filed with the Form IO-Q oi Dukc E.nergy Corporation Ibr the quarter ended Junc 30.2006. File No 1-32853. as Exhibit I O  13) 
Form Phsntom Stock Award Agreement and Election lo Deier (Tiled with Form 6-K of'Duke Energy Corporalion, File No 1-32853, May 16. 2006, as Eshibit I 0  1)  
Agreemenls with Piedmont Electric Membership Corporation, Rutherford Electric Membership Corporation and Blue Ridge Electric Membership Corporation Lo provide 
rvholesale eleclricily and related power scheduling services from Seplemkr 1. 2006 through December 31. 2021 (filed wilh the Form 10-Q ofDuke Energy Corporation for 
the quarter ended Junc 30, 701:ffi, File No 1-32853, as Exhibit 10 1 S j  
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Agreement with Dyncgp Inc iind Rockingham Power, L I C to acquire tin approximiitely S25 megawatt power pliint located in Rockinghorn County, N C for 
approsimately 5195 million (filed with Form 6-i: of Duke Encrgy Corporation, 
Purchase and Sale Agreement by and among Cinergy Capital & Irading. lnc as Seller. and Fortis Bank. S A /N V . as Buyer. dated as of June 26. 2006 (filed with Form S- 
K ofDuke Energy Corporation, File No 1-32853, June 30,7006, as  Exhibit 10 I )  
Form oihmendmcnt  to Pcriormance Award Agreement and Phiintom Stock Award Agreement (filed with Form 8-K of Duke Energy Corporation, File No 1-32853, August 
24, 20Od as Exhibit 10 I )  
Form o i h m e n d m c n t  to Phantom Stock Award Agrccment (iiled with Form 8-K ol Dukc Energy Coqmratkon. File No 1-32553, August 24.2006. as Eshibit 10 2) 
Formation and Sale Agreement by nnd among Duke Ventures, LI.C, Crescent Resources, 1 l.C, Morgan Stonlg Real Estate Fund V IJ S 1. P ,  Morgan Stanley Real Estate 
Fund V Special U S , I. P I  hlorgan Stanley Real Estate Investors V U S , 1 P ,  hdSP Real Estate Fund V, 1 P ,  and Morgan Stanley Strategic Investments, lnc , dated as or 
September 7. 2006 (iiled with the Form IO-Q 01 Duke Energy Corporation for the quarter ended September 30. 2006. File No 1 -32S.53, as Exhibit 10 3) 

s accesso r  to Gunrantv T N S ~  Company 
oi New York), as trustee (the " Trusiee"), supplementing the Senior Indenture, dated as  o l  Sep temkr  I ,  1998, between Duke Encrgy Carolinas, ILL (formerly Duke Energy 
Corporation) and !he Trustee (filed wilh the Form IO-Q of Duke Encrgp Coq~or;ition for the quarter ended June 30, 2006. File No 1-32853, as Exhibit I O  1) 
Duke Energy Corporation 201:16 I ong-Tcrm Incentivc Plan (iilcd with Form 8-K of Dukc Energy Corporation, File No 1-32853, October 27, 2006, a s  Exhibit I O  I )  
10s hh t t e r s  Agreement, dated as of December 13, 2006, by and between Dukc Energy Coqxmition and Spectra Energy Corp (filed \vitR Form S-# of Duke Energy 
Carporatinn. File No 1.32853, December 15. XIM, as Exhibit I O  I )  
Transition Services Agreement, dated r z ~  of December 13. 7006. by and  between Duke Energy Corporation and S lmt ra  Energy Coq, (filed with Form S-I< of Duke Energy 
Corporation, File No 1-32853. Dcccmber 15, 2I:lOci. as Exhibit 10 2) 
Amcndmcnt No 1 to the Transition Services Agreemcnf, rlaled as of December 13, 2006, by and between Duke E,ncrgy Corporation and Spectra Encrgp Corp (filed in Form 
10-Q ofDuke Energy Corporation for b e  quarter ended March 3 1. 2007. File No 1-32853. as Exhibit 10 4) 

File No 1-32853, May 25, 2006, ns Exhibit I O  I )  
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Number 
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10 32 3 

Amendment No 7 to the Transition Services Agreement, dated iis ol Decembcr 13, 20116, by and between Duke E.nergy Corporiltion and Spectrii E n e r w  Corp (filed in Form 
IO-Q of Duke Energy Corporation for the quarter ended March 3 I ,  7007, File No 1-33353, tis Exhibit I O  5 )  
Amendment No 3 to h e  Transition Services Agreement. dated as of December 13, 2006. by and between Duke Energy Corporation and Spectra E,ncrgy Corp (filed in Form 
I O Q  of Duke Encrgy Corporation f i r  thc quarter cndcd June 30. 2007. Filc No 1-32853, as Exhibi t  10 3) 
Amendmcnt No 4 to Ihe Transition Services Agreement, dated as of June 30. 2007, by and between Duke Energy Corporation and SpecIra Energy Corp (fild in Form I D -  
Q of Duke Energy Corporation l o r  die quailer ended Seplemhcr 30. 2007, Fi le No 1-32853. as Exhibit I O  1 j 
Employee hhl tcrs  Agreement, dated a s  ol December 13. 2006, by and between Duke Energy Corporation and Spectra Energy Gorp (lilcd with Form S-6 of  Duke Energy 
Corporation, File No 1-32553, December 15, 2006, as Exhibit IO 3 )  
First Amendment to Employee Matters Agrecment, dated as of  September 2s. ?[I07 (filed in Form ILL(> ol-Duke Energy Coqnxition for h e  qux te r  ended September 30, 
7007. File No 1-32853 as Exhibit I O  3 )  
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December 21. 2006, as  Exhibit I O  I )  
Duke Energy Corporation Directors’ Savings Plan I B II, as amended ani1 restilted (filer1 wiUi Fomi 8-K of Duke Energy Corporation, dared Oclober 31, 2007. File No 
1-4298, a s  Exhibit I O  2) 
Amendment to the Cinergy Corp Escess Pension Plm, ell~ective J i i n u n q  1, 1007 (filed witli Form 1I:l-I; orL7ukeEnergy Corporation for the yeur ended December 31, 2006, 
FileNo 1-3285.3, as Exhibit IO 64) 
Amendment to the Ciiiergy Corp 4Ol(k) Escess Plan. elfective December 1 S. XI06 (lilcd with Form IO-K d D u k e  Energy Corporation for the year ended December 31. 

2006, Filc No 1-32S53. as EXhibit 1065) 
Amendment to the Cincrgp Corp Excess Profit Sharing Plan, enect ive L>ecemhcr 19, 2006 (tiled with i k r m  10.6 of Duke Energy Corporation for the year ended December 
31. 2006, FileNo I-32853,as Eshibi! 1066)  
i\rnendmcnt to the Cinergy Coqi -lOl(k) Escess Plan. c~fect ivc &cumber 19. 2006 (filed with Form IO-E; of Duke Energy Corporation Ibr the year ended December 31, 
1006. FileNo 1-3353, asExhihit 1067) 
Amendment to the Cinergy Corp Directors’ Deferred Compensation Plan, effective December 19, ? O M  (Tiled with Form IO-I;. of Duke Energy Corporation for the year 
ended Decanber  31. 7l:li:6. FileNo 1.32853, as Eyhjhil I O  6 s )  
Form of Phantom Stock Award Agrecmcnt (filed in Form 8-K n i  Duke Energy Corpor,itiiin. March S, 2007, FileNo 1-32853, as item I O  O l )  
Form of Perlormance Shire Award Agrcemcnt (filed in Form 8-I; ol Duke Energy Corporation. March S. 7007. File No 1-32653, as item 10 0 2 )  
Separation and Distribution AgreemenL dated as ol December 1 3, 7006. by and between Duke Energy Corporation and Spectra Energy Corp (filed in Form 6-K oTDuke 
Energy Corporation. Fi lcNo 1-31853. December 15, ?006, as item 2 1) 
Amendment No I to the Sepnration and  Distribution Agreement, dated as oiDeccmher 13, 2Oi:l6, by iind between Duke Energy Corporution and Spectra Ehergy Corp (liled 
in Form IO-Q ofDuke Energy Corporation for the quailer ended March 31, 7007, File No 1-32SS3, as Eshibit 10 .?) 
Amendment to the Duke E,nergy Corporation 1998 Long-Term Incentive Plan. eifeclivc as of February 27, 2007. by and between Duke E,nergy Corporation and Spectra 
Energy Corp (filed in Form IO-Q of Duke Energy Corporation lor the quarter ended tvlarch 31. LC07, File No 1-32853, as Exhibit 10 6) 
Amendment to the Duke Energy Corporation 2006 I ong-Term Incentive Plan, cirective as of February 27, 2007, by and between Duke Energy Corporation and Spectra 
Energy Corp (filed in Form 10-Q of Duke Energy Corporation for the quarter ended March -31. 2007. Fi le  No 1.32853, iis Exhibit I O  7) 
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~2,650,0110,000 Amended and Restated Credit Agreement, dated 11s o i  June 28. 21Jti7, among Dulie Energy Corporation. Duke Energy Carolinas, LL.C, Duke Energy Ohio, 
lnc , Duke Energy Indiana. Inc and Duke Energy Kentucky, Inc . as Borro\r,ers. the banks listed therein, IVachovia Bank. National Association. as Administrative Agent, 
JPhdargan Chase Dank, National Association. Barclays Dank PLC, Bmk of h e n c a .  N A and Citihiiik, N A ,  as Co-Syndication Agents and The Bank of Tokyo- 
Mitsuhishi, L.td, New York Branch and Credit Suisse. as Co-Documenlation Agents (filed in Form 8-K of Dukc Energy Corporation, July 5, 2007, File No 1-32853, as 
Eshihit I <I 1; the agreement \vas esccuted June 74j 
Summary oiDircctor Compensation Progr;im (filed in I k m  8-E: 01 Duke Encrgy Corporation, Evlilp 15, 3 0 7 .  File No 1.52853 as Exhibit 1 I 1  I j 
E,ngincering, Procurement arid Construction Agreement, dated July 1 I ,  20tJ7, by and helwccn Duke Energy Carolinas, LLC iind Stone YI Webstcr National Engineering P C 
(portions of the eshihit have been iomiitetl and filed separately with the Securities and Ixchtmgc Commission ~ ~ u r s u a n t  to ii request for conlidentinl treatment pursuant to 
Rule 74h-2 under the Securities Exchange Act of 1934, as amended) (Tiled in Form I O - Q  o i l ~ u k e  Energy Corporation for the quarter ended September 30, 2007, Fi le  N o  
1-32S53, as Eshibit IO  2 )  
Employment Agreement, (lilted September 24, 2002, by and between Cincrgy Carp and lames 1. Turner (filed with Form IO-K of Duke Enagy Corporation for die year 
ended December 31, 2007, File No 1-32853, as Eshibit IO M) 
Change in Control Agreemcnt by a n d  between Duke Energy Corporation and James 1. Turner, dated April J, 2006 (filed with Form IO-I; ol Duke Energy Corporation for 
the year cncled Dcccmbcr 31.2007, File No 1-32853. as Exhibit 10 64 I )  
Amendment No 1 to Employment Agreement. dilled December 17, 21103, by and between Cincrgy Corp nnd lames I l u r n e r  (filed wiili Form IO-K of M e  h e r g y  
Cnrporatinn for the year ended December 31, 7007, File No 1-32853, as Eshibit I O  64 2) 
Amendment No 2 to Employment AgreemenL dated July 19, 7@14 by iind between Cinergy Corp and lames L Turner (filcd with Form IO-h '  o f n u k e  Energy Corporation 
Tor theyear ended 1)eccmber 31, 7U07, Fi leNo 1-32853, as Exhibit 10 61 3 )  
Amendment No 3 to Employment Agreement, dotal h h y  9, 2005, by and between Cinergy C o p  and J a m s  I. 1 urner (filed with Form 10-K of Duke Energy Corporation 
Tort)~eyearendcilDecember '51. 7007. F i leNo I-iZS5i. as Exhibit 1 O 6 J J >  

Amendment No 4 to Eniploymerit AgrcemenL d a t d  December 14. 2005, by and betwcan Cincigy Corp iind lamcs L. Turncr (filed with Foirn IU-K of M e  Energy 
Corporation lor the year ended December 31, 2007, File No 1-32855, ns E.xhihit I I1 GI 5 )  
Retention Award Agreement hy and between Duke Energy Coqmr:ition and lames Turner, dated April 4. Xllffi ( l i l ed  with Form 10-K ol 'Duke Energy Corporation €or the 
year ended December 31, 20117, File No 1.32853, as Exhibit 10 65) 
Employmcnt Agreemcnt, dated Novemher 15, 2002, by and bctwcen Cincrgy Coq? and klarc E Manly (filed with Form IO-K. o i D u k e  E n a g y  Corporation For the ywr 
ended December 31, 71107. File No 1 - 2 8 . ? ,  as Exhibit I 0  66) 
Change in Conirol Agreemenl by and between Duke Energy Corporation and Ivlarc F Manly, rlaled April 4. ZOOG (tiled with Form 10-K oi Duke Energy Corporation far the 
year cndccl k c e m b e r  31. 20o7. File No 1-32853, as Exhibit 10 66 I) 
Amendment No I tn  Employment Agreement, dated December 17, 200.3. by and between Crnergy Corp iind Marc E Manly (filed with Form 10-K of Duke Energy 
Corporation for the year ended k c e m b e r  31, 2007, Fi le  No 1-.328S3, as Eshibit IO 66 I )  
Amendment No 2 to Employment Agreement, datcd klay 9, 2005. by and between Cinergy Corp ant1 Marc E klanlp (filed with Form 1CI-E: of Duke Energy Corporation 
lor theyear  ended Dcccinhcr 31, 2Cri17. Filc No 1.32553, as Exhibit 10 66 3) 
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Amendment No 3 to Emplloyment Agreemen6 dated December 14, 2ii05. by and between Cinergy Cor]? and hdsrc E. Manly (filed with Form IO-E; ofDukeEnergy 
Corporation for the year ended D c c e m k r  31, 7007, File No 1-37SSi .  as E.shibit I O  C 5  4) 

Retention Awnrtl Agreement by and between Duke Energy Corporation and blarc bl;inly. dated April 4. 71106 (lilcd With Form IO-I< oil2ukc Ener&y Corporation for Ihe 
ycar endcd Deccmbcr 31, 2007, File No 1-32853, as Exhibit 10 67) 
Split Dollar Coll;iterel Assignment Insurance Plan Agreement by and bclween Duke Energy Carolinas. L L  C (fornierly known as Duke Enerby Corporation) and Henry B 
Barron Jr  . dated October 1. 2997 (filed wilh Form 10.6 of L7ukc Energy Corporation ior lhe year ended Ekcember 31, 2007, File No 1-32853, 8s Exhibit I O  GS) 
Rcstricted Stock Awiird Agrccmcnt by and bclwcen Duke Energy Carolinas. L.L.C (formerly known as Duke Encrgy Corporation) a n d  I-lcnry B Barron Jr ,dated February I. 
2066 (filed with I; wn lii-K of Duke Energy Corpnrtition for the year ended L3ecember i l ,  2007, File No I -3285;. as Exhibit I O  651) 
Amendment 10 tlie Cinergy Corp Nonqualified Deferred Incentive Compensation Plan, eriective December 19, ?Oil7 (filed \vi l l i  Form Ill-C of Duke Energy Corporation for 
!he year ended December 31. ?OO7, File No I -37S5.3, as Esliibit IO 70) 
Amcndmcnt to thc Cincrgy Corp. 401 (k) Excess Plan, cff cctive Dcccmbcr 19, 2007 (filcd with Form 10-I< of Duke Energy Corporation for thc year ended December 31, 
2007, FileNo 1-32853, asEshibit 1 0  71) 
Amendment to the Cincrgy Corp Excess Profit Sharing Plan, effective D e c m b c r  19, 2007 (lilcd with Form IO-E: ot Duke Energy Corporalion for LIie year entlerl December 
31, 2i107, File No 1-32853. as Exhibit 10 72) 
Amended and Restated Engineering, Prncurcment iind Construction Agreemenl, dated Februiiry 70, 1118, by and bctween Duke E,nergy Caroliniis. 1 LC and Stone & VVebster 
National Enginewing P (3  (portions of tlie eshibit hiivc been omitted and filed separalcly with the Securities and Eschange Commission pursuant lo a request for 
conlideniial treatment Ipursuant to Rule 7Jb-2 under the Securities Exchange Act of 1934. as ;imcnded) (filed in Form lii-Q of Duke Energy Corporation for the quarter 
cndedi\larch31.2CIOS,FilcNn 1-32853, asExhibit 10 I) 
Agreement. cfiective h.f;ircli -3 I .  2iiIi8. 

ended Miirch 31. 2COS File No I-3ZS55, as Eshibit 10 2)  
Form oiPhantom Stock Agreement (filed on Form 8-I< of Duke Encrgy Cori'oration, February 22. I O U Y ,  File No 1.37853, as Eshibit 10 I )  
Form of Performance Share Asreement (Tiled on Form S-L o l  Duke E,nergy Corporiition, February 22. ?OCIS, File No 1-32853. ns Exhibit I O  2) 
Amendment No I 10 the Amenilcd and Restated Credit Agreement (filed on Form 8-6 of Duke Energy Corporation. March I?, 2008, File No I- 32S53 ,  as Exhibit I O  1 )  

Summary olDtrector Compensation Program (filed in Form 10-Q of Duke Energy Corporation for tlie quarter enilctl June 30. 2(iOS, File No 1-32853, as Exhibit 10 I )  
Agrccmcnt and Plm 01 hlcrger by and among DEGS \Vind I. LLC. DEGS \Vind Vermont, Inc , Catamount Energy Corporation (filed in Fnrm IO-Q ofDuke  Energy 
Corporation lnr the quarter ended June 30. ?iiOY, File No 1-32853, as Exhibit I O  2) 
Engineering. and Construction Agreement. dated iis o l  May 5,  2008, by and between Duke Energy Carolinas, LLC and Shnw NarUi Carolina. Inc (filed in Farm I O - Q  of 
Duke Energy Corporation Tor llic qiiancr cridcd lune 30, 7CWJS. File No 1-37853, as Exhibit 11:) 3 )  
Operating Agreement of Pionecr Irnnsmission. 1 I C jiiled in Form 10-Q o l  Iluke Energy Corpariition Tor tlie quiirter endcd Septcniber 30, 2008. File No 1-325S3. as 

Eshibil I O  I )  
Amendment to Duke Energy Coqxmtion Esecutive Savings Plan. elicctive as ol August 26. ?(IO8 (filed on Farm 8-E; of Duke Energy Corporation, September 2. 2008, File 
No 1-32583, ;is Exhibit 10 I )  

and between I lenry B Barron, Jr and Duke Energy Corporation (filed in Form 11-1-(2 oiDu1;e Energy Corporation lor the quarter 
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PART I V  

Esliibit 
Nunihcr 
P 

10 68** 

10 70"" 

10 71"" 

10 72"* 

10.73** 

10 74** 

10 75** 

'10 76** 
* I O  77 

*12 
*21 
*27 1 
'23 2 
*2J 1 
*2J 2 
'*?I  1 
"71 2 
*32 1 
*32 2 

Duke Energy Corporation Esecut iw Cash Balance Pitin, 11s Amended and Restated Effective August 26. 20tN (tiled on Form S-E: of Duke Energy Corporalion, Sei>tember 2, 
ZIXIS. File No I .3?5S3. as Exhibit 10 2) 
Amendment to Employment Agreement witli J a m s  E Rogers. el'iective as of August 26, ?(IO8 (filed on Form 8-E: of Duke h e r g y  Corporation. September 2. 2008, File No 
1-3258.3 as Eshibit I O  3) 
Form of Amended and Restatcd Change in Control Agrcemcnt, effective as 01 August 16. 2NiR (filed on Form 8-K of Duke Energy Corporation. September 2, 2008, File No 
1-32513 as  Pshibit l(l.8) 

Amendment to Phsntom Stock ;ind Pcr lbmancc  Aiviirds wit l i  James E Rogers. elfective as of august 26. 201i8 (filed on Form 8-E: of Duke Energy Corporation Scptembcr 2. 
?COS, File No I -.32S53. ii!; Exhibit 10 5)  
Amendment to Deferred Compensation A p e m e n t  with lames E. Rogers, efrcctive as of August 26, 2008 (filed on Form S-F of Duke Energy Corporation, September 2,  
2COS. File No 1-32583. iis Esliibit I O  6 )  
Amenrlmcnt to Axvard AzreemenLs pursuant to the Long-Term incentive Plans (Employccs~  effective as ol August 26, 2Oi.18 (filed on Form I?-li of  Duke Energy Corporalion. 
September 2 ,  2OkI8, Fi le No 1-.325S3. :is Esli ihi t  10 7) 
Amendmenl to Award ACreements pursuiint to the L ong-Term incentive Plans (Direclors). elfectjve as oi Aueusl 26. 200s (filed on Form S-E: nf Diikc Energy Corporation. 
Scptcrnbcr 2,  ZtiOX. Fi le Nn 1-33583. as Exhibit 99 1 j 
Amendment to Duke Energy Corponitinn Directors' Snvings Pliin, effective os of August 26. 301>S (filed on Form 8-E: of Duke Energy Corporation, September 2, 200S, File 
No 1..32583, as Eshibit 99 2) 
Deferred Compensation Agreement dated December 16, 1992, between PSI Energy. Inc and James E Rogers. Jr 
Engineering. Procurement and Conslruclion h,lsnagcment Agrccmcnt dated December 15, 2cXX beliveen Duke Energy Indiana. Inc and Bcchtel Power Corpomtion (Portions 
of the eshibit have been omitted and lilecl separately witli the Sscurities and Exchange Commission 1)ursuant to a request for conl'idenlinl treatment pursuant tn Rule 2-lb-2 
under the Securities Eschange AcI of 19.3, as iimcnded) 
Computation of Ratio of Earnings to 
List of Subsidiaries 
Consent of inrlepcndrnt Registered Public Accounting Firm 
Consent of  Independent Registered Public Accuunung Firm 
Power 01 attorney autliorizmg David 1. Ilauscr dnd others to sign the annual report on k h a l i o f  the registrant and certain of its director; and oificers 
Ccrtlfierl copy of resolutian 01 the Board of Directors of the registrant authorizing power of attorney 
Certilicaiion of the Chief Executive Clllicer Ihrsunnt tn Section 302 01 Uie Sarbanes-Oslg Act of 2002 

Certification of the C h i d  Financial Ollicer Pursuant to Section 302 of the Sarbilncs-Oslcy Act of 2002 
Ceriilicotion Pursuant lo 1 S U S C Sectinn 1350, 11s /\dopled Pursuant In Section 906 of the Snrbnnes-Osley Act of 2OO? 
Certification Pursuant to 1 S U S C Section 1350. as Adopted Pursuant lo Section 906 of the Snrbanes-Osley Act of 2On? 

The total amount ofsecurities ol the registrant or its subsidiaries authorized under any instrument with respect to long-term debt no1 filed as an  exhibit does not esceed 10% ofthe total 
assets oi tlic rcgistrant and ILS subsidiaries on a consolidated basis 1 lie registrant agrccs, upon requcst oi the Securities and Exchange Commission, to l'urnisli copies oi any or all of such 
instruments to i t  
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Exhibit 10 75 

DE FE IIRED COR/II'ENSATl ON AGRlS E ME N l  

71-11s AGREEMENT. dated December 16, 1992. is betwcen 1 3 1  Energy. lnc ("131") and h i e s  E. Rogeis, Jr. ("Rogers") 

A PSI desires to assuie itselI of the continued benefit of Rogers' seniices utitil liis ictiremerit by providing an inceiiti\k? for llogers to continue 111s 
eniployiiient with PSI 

B 

The parties agree as follows: 

This Agreement is intended by PSI to provide an incentive to Rogers to continue his einployiiient \\*it11 PSI unt i l  his retirement 

SECTION 1 
DE FE I i  K E I) IN C15 NT I V E AWARD 

On Deceiiiber 1 1 ,  1991. but effective Jnnuaiy I ,  1992. PSl's Board of Directors directed illat i n  lieu of awarding Rogers n full cash increase to his 
aiinual base pay. Rogers sliall be crcdited witli a Fifty Tlioiisand Dollar ($50.000) aniiual base pay increase in the fomi of deferred compeiisation ("Deferred 
Incentive Award") for the live (j)-year pciiod begiiliiiiig January 1. 1992, and ending December 31, 199G ("First Award Period"). Thus, Rogers will not 
ieceive Two I-Iuiidred Fifty Thousand Dollars (16250,000) i n  cas11 cornpendon during the First Award Period which lie would have received but for this 

increase sliall be furtlier deferred foi an additional live (j)-year pciiod beginning Ionuary 1. 1997. and eliding Deceniber 31,2001 ("Second Award Period"). 
Thus, potentially Rogers will not ieceive a total oi Five 1-Iundred Tli~usaiid 1hIln1s (%500.000) iii cash compensatioii duiing the First Award Period and the 
Second Award Period wliicli lie would 11:ive otlieiwise ieceived but for this Agreement 

SECTION 2 
1315NE1~17 S RISGARDING FIRST A'VI'MZI) 1'ERIOI~ 

a 
PSI tcmiinotes, 

Benefits if Eniploynient 1 cnninntes for a Ileasoii Otlier tlian Death bclorc Ianuniv I 1997 Subiect to Stlbsection 2 c . i f  Rogers' eniploynicnt wlt l i  



iiivoluiitnrily 01 voluiitaiily. lor any ieasoii otlicr 111aii deatli piior to the completion of the First Award period, Iic shall receive a luinp swii payment as 
follows: 

Ih le  u l  I-vr niinntiuii 

011 or aficr 1/1/92 a i d  
prior to 1: 1/93 s 50.000 

I.unip Suni .\mount 

On or after 1/1/93 and 
prior io 1/1/94 s 105.000 
011 oralicr 1/1,94 and 
piioi to 1/1/95 s 165.000 
On or after 1/1/95 and 
or to 1/1/96 %- 2-30 000 - ._... 

On ornlier 1/1/96 :iiid 

prior IO 1/1'97 6 300.000 

b Benefits iI'Eiiiployiiient Tcmiinates for a Reasoii Other lliaii Death after Deccinber 31, 1996. 11 Rogers' eiiiployiiient \villi PSI lerininates, 
I1 I I  5)- 

year certain period beginniiig tlic first Janiiaiy following his eiiiplovinciit tcrniiiiatioii I-Iowcvcr, bciicfit paymerits slid1 iiot coiiinieiice earlier tliaii Jaiiuaiy, 
2003, nor later h i  Jaiiiiary. 2010 The ariiiiial beticlit aiiioiirits payable for a fiftceii (Ij)-year certain period aic as follows: 

004 ( 

005 I 

January, 2006 $ 29( 

Januarv. 2008 401 
J 71 
Jaiiuory, 2010 5% 

c Benefits Upoii Disability bcforc Jaiiiiarv I .  1997 "Disability" shall have tlic saiiic meaning as "total disabilitv" i n  PSI'% Long I'cirii Disability Plan, 
as amended from tiiiie to tinie IIo\vever, i t  nl the deteiiiiiiiatioii 01 disability PSI doe5 iiot yxiiiwi the PSI 1,oiig 1 e m  D~sability Plaii, "disability" sliull nieaii 
the complete ~iiabilily 10 perI'oiiii tlie ~ioniiol duties of occupatloii 
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during the lirst six months after coiiinienceiiien~ o i  disability: thereafter. "disabilitv" nieans the inability lo eiigage i n  any gainful occuplion fo~ which Rogers 
is reasonably fitted by cduc:ltion. tiaining. o r  esperience 

IiRogers incuis disability prior IO the completion of the First Award Peiiod, he sliall be entitled to receive 11ie annual bciielirs provided in  
Siibsection 2 b in  tlie proportion that the total of his Deferred Incentive Awards received at tlic occiirrence of the disability (wliich awards are made at Ihe 
beginning of each calendar year) bears to the total incentive awards over the First Award Period I'ayment of benefits shall coiiiineiice as ol the cessation of 
the disability but no later than January, 2010 

d Benefits Pavable Upon Rogers' Death I n  lieu of tlie benefits described i n  Subsections 2 a .  2 b , and 2 c . death beliefils payable to Rogers' 
designated beneficiary shall be made as follo~vs: 

1 IiRogers is "insumble" and his death occurs eithei (A) prior to January I .  1997, while Rogers is eithet actively eniplo)red by PSI or 
"dis:ibled" (as defined in Subsection 2 c )or  (B) on or a h  J:iii~~aiy I ,  1997. but prior lo the co~ii~iieiiceiiienl of the p~yyiiie~it ofbeiielits Iinder Subsection 2 b .  
his designated beneficiary shall receive an annual benefit pavable for a fifteen ( I  j>,;car certain pciiod coniincncing i n  llie niontli following Roge~s' death as 
follows: 

For purposes of this Agreeiiient, tlie terni "insorable" nieans tlie lile of Rogers is instliable by an insurance coinpany at rates acceplable lo PSI ill the exercise 
of its sole and absolute discretion and Rogers is deemed insurable only when so notilied i n  writing by the CIi:lirinan o i  tlie Conipeiisation and Noininating 
Coinrnittce of PSI'S Board of Direclors 
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2 I t  Rogeis is iiol "iiisurable" wlieii applicatioii for a life iiisuraiice policy I S  niade i i i  1992 and his deatii occurs pnor to tlie coiiiplelioii of the 
Fiisl Award Penod, 
Ius designated beneficiary shall ieceive a lump suiii benefit equal to tlie aiiiouiit Rogers would Iiaw reLeivcd puisuaiit to Subsection 2 a 11 lie had teimitiated 
eiiiployiiient pnor to completion 01 the First Award Period 

3 I1 Rogers I S  not "iiisurable" nnd 111s death occiiis alter coiiipletioii of tlic First Award Period. his designated beiieficiay sliall receive aii 

annual beliefit payable for a fifteen (I5)-year ceitain peiiod coiiiiiieiiciiig i n  the nioiith lollowirig Rogers' deal11 as followr 

55  E 175 
56 I (  
51 24; 

SECTION 3 
I3li;NEI~ITS REGAIWING SECOND AWAKI> PERIOD 

a Wenelits if Employment Tcnninates for a Reason Ollier Thaii Death oii or After Joiiuaiv I .  1997. but Beloie Jniiuarv I .  2002. Subject to Subsection 
3 c.. if Rogers' einployiiieiit \villi PSI terminates, iiivoluntarily or voluiilarilp. for any reason other tlian death prior to the coiiipletioii oftlie Second Award 
I'criod. lie shall receive a lump suiii payment as follows: 

Ddle of 1 ci niin:ition Luiiip Sun: Aniounl 

011 or after 1/1/98 and 
prior t o  1/1/99 E 105.000 



'1/2000 $1 65,000 
011 or after 1/1/2000 a id  prior to 1/1/2001 $230.000 

$300,000 

b Bcnclits if Eiiidoviiient Terminates for a Rcason Otlicr Than Death After December 31 2001 I f  Rogers' eniploynieiit with 1 3 1  teriiiiiiatcs. 
iii\oluiitarily or voluiitanly. for oily reason olhier tlian death after coiiiplction of the Second Awaid Peiiod. he will receive, in addition to tlie oiiiiiial benefits 
described iii Subwctioii 2 b , annual beiieftts over a fifteen ( 1  5)-year certain period beginning i n  January following his emplo~mient tcrniinatioii However. no 
beiiefits sh:ill begiii earlier tliaii Jaiiiiwy. 2008, nor lalei t l iw January, 2010 The annual benefit amounts, payable lor a lilteeii ( I  5)-year ceitaiii period are as 
follows 

Commmccmcnt D.itc of I)enclih 15-Ye~r Ccrtiin Annunl I) 

c Benelits Umii Disobilrtv oii or After January I .  1997. but Before Januarv 1. 2002. "Disability" shall have the sniiie meaning as "total disnbility" i i i  

PSI'S Long Term Disability Plan, as amended from tiiiie to tiiiie lIowever, if at tlie deteiiiiinatioii of disability PSI does not \poiisor the PSI 1 niig Tertii 
Disability Plan. "disability" shall inean tlie coiiipletc inability to perform tlie normal dulics of occupation during the first six months after ~oiiiiiiencement 01 
disability, tlieieafter, "disability" iiieniis the inability to engage i n  aiiy gaini'ul occupation lor which Rogers i s  reasoiiably fitted by education. training. or 
experleiice 

I t  Rogcis iiiciiis dirability piior to the completion of the Second Award Period. he 4ia11 be entitled to receive, in addition to the aiiiiiial bciielilr 
described iii Subscctioii 2 b ,  the aiinual benelits provided in  Subsection 3 b i i i  tlie piopoition that the total of h i s  Deferred Incentive Awards received at the 
occiirrciicc 01 the disability (wliicli awardr are made at the beginning of each calendar year) bears to the total incentive awards for the Second Award Period 
Payiiicnt of benelits slinll coiiiiiieiice os o i  h e  cessatioii of tlie disability but no later tlian Jaiiuaiy, 2010 
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d Bciielits l'avablc Upoii Roacis' Death. 111 lieu oi  tlie benelils described in Siibsectioiis 3 3. 3 b., and 3 c , d e d i  bciiclits. iii additioii to llic annual 
bciiclits described iii Subsection 2 d . payable to Rogers' designated beneliciary slinll be inode as I'ollo\vs: 

1 I f  Rogers is "iiisumblc" and his dcatli occiirs cithci.(A) prior to .January 1, 2002. wliilc Rogers is citlier actively ciiiploycd by PSI or 
"disabled" (as dcfined i n  Subsection 2 c ) or (B) on or after laiiuary 1. 2002, but prior to tlie comiiiencemcnt of the payiiicnt o l  benefits, his designated 
beneficinry sliall receive an niiiiiial benefit payable for n fifteen (15)-yeor certaiii period conin~cnciiig i n  the iiioiitli followiiig Rogers' death as follows: 

60 % 21( 
6 31 
62 E 24; 

2 IlRogcrs 15 not "insiirablc" and 111'5 death occ~iis pnor to the completion 01 the Second Award Pcnod, his de'5lgiiated beiieficiani sliall receive 
a l imp sun1 bciielit equal to the niiiociiit Rogcis woidd have rcccivcd pursiiant to Subscction 3 a 11 he liad tcimiiiatcd ciiiployiiicnt prior to coinplclion 01 tlic 
Second Award Period 

3 I1 Rogcis 1'5 not "insiimble" nnd h is  death occurs alter completion of tlic Second Award Period, liis designated beneficiary shall receive nii 
aiiiiiial benefit payable lor a Iiiieeii (13) -year ccrtaiii period beginning i n  the month lollowing Itogers' ueatii as ioiiows 

Age at 1)c:itIi 15-Yc:ir CCI hiiii A I I I I U ~  U 

60 E 175 
61 I (  
62 s 2.t; 

SECTION 4 
DESIGNATION OF 13ENEFICIARY 

Rogers niay designalc. rcvoke. and rcdesignatc bciieficiarics This actioii sliall bc taken in writing and delivcrcd to PSI'S Manager. Benefits & Payroll. 
and sliall be efrective iipori receipt 
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by PSI'S Manager, 13eiiefits R Payroll IJpoii Rogeis' death. any benetit payable under this Agreement sliall he paid to tlie person or pcrsons determined under 
tliis Section Aniounts payable shall be paid to tlie highest priority pel son or  peisoiis surviving at tlie tinie distribution is acttially paid 01- coiiiiiience~ 
Distributioii is as follows: 

I 

2 

3 

4 

5 

6 Sixth. to Rogers' estate 

The detciniination of PSI'S Maiioger, Benefits R Payroll as to wliicli persons, if any. qiidify withiii these classes shall be final and conclusive upon a11 

Fiist, to tlie peisoti or persons properly designated by Rogers undei lliis Section 

Second, to Rogers' sunk~ing  spouse 

Third. to Rogers' suiviving children 

Fourth. io Rogers' siirviving parents 

Fif?li, to Rogers' brothers and sisters. 

persons 

SECTION 5 

Iffor any reason a claiiii for benefits under tliis Agrccnicnt is denied by i'S1, tlic senior lcvcl Vice President of PSI having responsibility for PSI'S 
liiiniaii resoitrces functions ("Claims Manager") shalI deliver to the clainiant a writlen explanation setting forth the specific reasons for tlie denial: peitinent 
references to tlie Agreement's provisions on which the denial is based, any other data as may be pertinent, and inforination on tlie procedures to be followed 
by the clainiant i n  obtaining a review of his claim, all written i n  a niaiiiicr calculated i o  be understood by tlic clainiant For tliis purpose: 

a 

b 

The claimant shall have 60 d:rys following his receipt of the denial o i  the claiiii to file with die Claims Mainger a written request for ieview oftlie 

The clainioiit's claim shall be deemed filcd when presented orally or i n  writing to tlie Claims Manager 

The Claims Manager's explanation shall be in  writiiig delivered to tlie claimant within 90 days of tlie date tlie claim is filed 

denial For the revicw, tlie claimant or his rcpreseniati\~c map submit pertinent documents and written isst~es and comments 
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Ilie Clairiis Managei sliall decide tlie issue on review and iurnisli tlie clainiant witli a copy willtin 60 d a w  of receipt of the claimant's request for review 
o i  h i s  claini The decision on review sliall be i n  writing and slid1 iilclude spci l ic  reasons f a  the decisioii written i n  a iiiaiiiier calculated 10 be understood by 
tlie clainiant, as well as specific refcrenccs to tlie pertinent provisions of tlic Agrceinciit on wliicli the decision is based If a copy of the decision is not 
lumislied to tlie clw'niant witliiii tlie GO-day period. tlie clulm shall be denied on review 

SECTION 6 
ARBITIIATION OF DENIED CLAIR1S 

Any controversy or claim arising out o lor  relating to ii final decision, upon review pursuant to tlie procedures set forth in Section 5. that denies a claim 
for benefits under this Agreement shall tx: settled by arbitration under t h e e  arbitrators in accoidance with the Commercial Arbitration Rules of the American 
Aibitratioti Association. and judgriient upon tlie award rendered by tlie aibitrators iiiay be entered i n  any couil wit11 conipetent jurisdiction Any arbitration 
under this Agieenient sliall be subject to tlie statutes of limitations tliat would apply if the claim on whicli tlie arbitration is based were brouglit as a suit in a 
United States district court undel tlie Employee Retirement Income Sccuritv Act of 197.1, as amended Tlic site of any arbitration under this Agreement sliall 
be Indianapolis. Indiana 

SECI'ION 7 

Tlie benefits under th is Agrecnicnt sliall be paid solely from PSI'S general asscts Rogers and his beneficiary or beneficiaries, sliall not liave any interest 
ii i  any specific assets of PSI under tlie tcrnis o l  this Agreement This Agiecnient shall not be considered to create a11 escrow accouiif trust fund, or other 
itinding arrangeinent of any kind or a fiduciary Iclationsliip between Rogers and PSI 

SECTION X 
FACILI7Y OF I ' A Y i V I ~  

Ilany benefit under th is Agreement is payable to a minor, or oilier person under legal disability. PSI sliall have the payment made to the legal guardian 
o1t1iat person or to tlie person or organization as a court of coiiipetent jurisdiction may direct Any poyiiient under tliis Section sliall be a complete discharge 
of any liability under this Agreenient to Uiat persoil 
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SISCTION 9 
IlFFECT ON OTIIER 13ENEI;II'S 

Any deferred compensation payable under this Agreeiiieiit shall not be deeined salary or otliei coiiijwisaiioii to Rogers for tlic purposes o l  coiiiputing 
beliefits to wliich he may be entitled under any qualified pension plan o l  ]'SI for the benefit of its employees 

SECTION 10 
THIS AGREEMEN.1- IS NOT .A CONlRAC7 FOR EMlI'LOYMEN1' 

Nothing coiitained iii this Agreement shall be construed as conferring i i p o ~ i  Rogers the riglit to coiitiiiue i n  PSI'S employ as an executive or i n  any otlier 
capacity This Agreeiiieiit shall not constitute an employiiieiit contract for n definite tcriii or i l l  :my way act as a restriction on PSI'S riglit to discliarge Rogers 
at any  tinic 01 Rogers' light to teimiriate employment at any tiinc 

SECTION 11 
NONALIENATION OF BENEIWS 

No- n v  nq-ar tliic A o y  do $0 
. .  _I - .  

I 

sliall be null niid void The be~icfits payable under this Agrceitieiit shall be escnlpt from the claims ol Rogers' or his beneficiary's creditors or other clain~ants 
and fioin all o~dcrs. decrces, levies, and cxecutioiis and nnp other legal process to the fdlest extcnt that may be pcriiiitted by law 

SECTION 12 
RIERGER, CONSOLIDATION, OR CHANGE IN CONTROL 

I i  a nicrger or consolidation by 1 3 1  with another corporation. or tlie acquisiiion o l  substantially all ol the assets or outstaiidiiig stock of PSI by another 
corporation oilier tlinn PSI Rcsourccs, Inc ("Resources") or any of its subsidiarics or alliliatcs. or a Change i n  Control o l  Resources occurs, then tlie 
obligations and iespoiisibilities of PSI uiider tliis Agreeinciit shall be assumed by any successor. acquiring corporation. or coiitrolling entity, and all of the 
iiphts. piivileges: and lmiefits of Rogers under this Agreenient shall continue 
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For purposes of this Agreement. a "Change i n  Control" sliall occur ii ( I )  any "persoil" or "group" (within tlie meaning of Sections 13(d) and l4(d)(2) of 
tlie Securities Ikcliange Act of 1934, as amended (Uie "1934 Act")) beconies tlie "kiieficial owner" (as defined i n  Rule 13d-3 01 tlie 1934 Act) oi iiioi-e tlian 
50 percent of the tlicii outskuiding voting stock oi  Resources, otherwise than tlirough a transaction arranged by. 01 consummated with the prior approval of. 
17esources' Board of Directors: (2) the sliaicholders of Resources approve a delinitive agreenienl to merge or consolidate Resources with or into another 
corporation iii a transaction i n  wliicli neither Resources nor any o i  its subsidiaries or affiliates will be the surviving corporation. or to sell or otherwise dispose 
of a11 or sobstantially all o i  Resources' assets to any person or group other than Resources or m y  of its subsidiaries or affiliates, otlier tlian a merger or a sale 
wlucli will result i n  the voting sectlrities oi Resources outstanding prior to tlie iiierger or sale continuing to represent at least 50 pelcent of the combined 
voting power ol tlie voting securities of tlie coipoiation surviving the merge1 or purchasing the assets: or ( 3 )  during any period of two consecutive years, 
individuals ivlio at Uie beginning o i  that period constitute Resources' Board of Directors (and any new dircctor whose election by Resources' Board of 
Directors or wliose nomination for clcction by Resoui-ces' sliareliolders was approved by a vote of at least two-thirds of ilie directors tlicn still i n  office who 
eitlier were dii ectors at tlie beginning of tlie period or whose election or nomination for election was previously so approved) cease for any reason. with the 
esception of tlie escrcise oftlie voting lights conferred upon tlie iecord holders o i  Resouices' curnulalive preferred stock pursuant to tlie provision of Article 
(V)(B)(iii) o i  Resources' Articles of incorporation, lo coiistitute a iiiajority of Resources' Board o i  Directors 

SECTION 13 
ENTIRE AGREEMENT: AMENDMENT 

. .  . . .  
I liis iigreeiiieii1 and :in! 

sub.iect of tliis Agreenient and sliall constitute tlie entire agreement of the parties, any otlier alleged terms or provisions being of no effect This Agreement 
may not be amended or modified except by a wiittcii docuiiiciit signed by all parties to tliis Agreement. 
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SECTION 11  
INTERPRETATION OF AGREE MIS Nr 

No niciiibcr oiPSl's Boaid or Directors shall be liable to any persoti for any actioli taken or omitled i n  coniiection with tlie intcrpietation and 
odininistration of this Agreement unless attributable to his 01~11 willful misconduct or lack oigood faith 

SECTION 15 
GOVERNING LA\\' 

1 his Agrceineiit shall be construed and adiiiiiiistered by the laws of tlie State of Indiana to tlie extent lliose laws arc not preempted by the laws oftlie 
U n i ~ x J  States of America 

SECTION 16 
RINIIING .4GRISER,IENT 

This Agreement shall bind all pai-tics. and their successors. assigns. personal representatives, heirs, and any beneficiary In  addition to any obligntioiis 
I to all 

or substantially a11 of the bilsincss and/or assets of PSI to cspressly asslime and agree to pcrforni this Agrceiiicnt iii tlic same manner and to tlie sanie extcnt 
that PSI wixild be rccpired to pcifoinl i t  i f  110 siiccessor had takcn place Failure of PSI to obtain sucli assumption and agreeniciit prior to the cfiectiveiiess o l  
any sucli ~i icces~ioi i  slid1 be a bleach 01 this Agrcenictit and sliall entitlc Rogcrs to a11 ainouiits that would have k e n  paid plirsuant lo the Icrms of Sectioii 2b 
of this Agrceinciit iiad Rogeis rciiiaincd i n  employiiicnt u i i t i l  ntlcr the cotnpletio~i oi tlie Fiist Award Period coinmencing :it such time as provided for 
pursuant lo tlie tenns oi  siicli section 

ct . .  hv 
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CXECIJ I CD by PSI sild Rogers elleclive a? 01 Decciiibei 16, 1992 

PSI ENERGY. INC 
BY 

Van P Siiiitli. Chaimiaii 
Coiiipcn.j;itioii aiid Nominating 
Committee oi the PSI Eiieig38. Iiic 

Board 01 Directors 

By: 
JAMES E ROGERS. J R  

James E liogers. 11 

12 



Exhibit 10.77 

PORTIONS OF Tll lS ISSI-111311~ RLZRKED BY * * *  HAVE IiEEN ORIITTISD PURSUANT TO A 
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ENGINEERING. PROCUREMENT AND 
CONSTRUCllON MANAGEMENT AGREEMENT 

This ENGINE.E.RING. PROCUREMENT AND CONSTRUCTION MANAGEMENT AGREEMENT (tlie "i\grce~nent") is entered into as of the 15th 
day of December. 2008 (tlie "Effective Date"). by and betwwn DUKE ENERGY INDIANA. INC , an Indiana corporation having a place of business in 
Plainfield. lndiaiia ("Owner"). and BECI-1TEL POWER CORPORATION, a Nevada corporation with a place of business in Frederick, Malyland 
("Contrxtor") Owner and Contractor may be referred to iiidividually as a "Party" and collectively as the "I'nrties" 

RECITALS 

WHEREAS. O\vner has announced its intent to procure, construct, inst:ill and eoniinission a new. noniinally rated 630 MW integrated gxification 
combined cycle coal-fired elcciiic:il genelation facility (the "F;~di t f ' )  to be located at tlic Edrvardsport Site (as filrtlicr described in Exhibit D attached 
Iiercto. tlie "Site") in  Kilos County. Indiana (tlie "Project"); 

\\'IIEREAS, Contractor is engaged in  the business oidesigning. engineerirlg, constructing and commissioning power generating faciliiies: 

\VIlEREAS, tlie Parties, together with the General Electric Conipany, acting througl~ its GE Energy business ("GE"). have previously entered into 
til) i h h  . .  . 
(collectively, as amended, tlie "Initial TSAs"). purslmit to whicli Contractor and GE. provided Owner (i) a Front-End Enginecling and Design Study (a 
"FEED Stucly"). wliicli included a feasibility study for tlie coiistrliction of tlie Facility as well as a Facility design and a basis for determining the price for 
Contracior and GE to provide tlie engineering. design. procuienlent, construction and commissioning of the relevant portions of the Facility, and (ii) certain 
additional enginecling services iii support of tlie Project: 

\WEREAS, following review of the D Study and tlie other woik products delivered to Owner by Contractor and GE pursuant to tlie Initial TSAs, 
tlie Parties have mutually agreed to modif>! the scope o i  senfices to be provided by Contractor and GE wit11 respect to tlie Facility and the price sinletlire 
related tlicreto; 

WIIEREAS, as a result of such modilication, Owner and GF, liave entered into an agreement pursirint to which GE. will provide certain equipment and 
engineering services related to the Project. 

WIIEIIEAS, as an additional result o i  siicli niodification, Owner and Contractor liave entered into a non-binding Term Sheet, dated as of April 25, 
2008 (tlic "Terni Sheet"), \vhiclr. provides tlic basis for negotiations between Contractor and Owiier with respect lo an agreement ivlicreby Contractor woilld 
perform cei tain engitieeling. proctlrcmcnt and construction tnanngcnietit services i n  connection with the Project; 
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\VIlEREAS, the Parties have eiitcicd into a Technical Services Agreeinent. dated as oi lune 9. 2008 (tlie "Recent TSA"). pimilant to wliich Contractor 
has coiiimenced. on a limited notice to proceed basis. ceitain oi  the seiviccs described i n  the Teriii Sheet oil the teims and conditions set foith in  the Recent 
TSA; and 

WIIEREAS. the Parties now dcsirc that Owner engage Contractor to perform engineering. proccirement and construction management services i n  
connection with the Project as set rorth herein; 

NOW, THEREI:OKE, i n  consideratioil 01 tlie recitals. the mutual proniiscs lierein and other good and valuable consideration. tlie receipt and 
sufficieiicy of which the Parties ac1;nowledge. tlie Pal ties, intending to be lcgnlly bound. stipulate and agree as rollows: 

I DEFINITIONS 

The following capitalized wolds and phrases used i n  this Agrecnient shall have the rollowing nicaiiings unless otlicrwisc noted: 

*** shall inem *** 

*** sliall iiiean ***. 

"Affiliittc" shall niean, with respect to any Person, any othei I'crson that, directly oi indirectly, through one oi iiiore intei mediaries, Controls, is 
n .  
L",,L*Y. VI 15 L L .  

"Agreenicnt" sliall have the incaning set h t h  i n  the first paragraph above and sliall iiiclude all Exhibits, and all amendments hereto (including, to tlie 
esrtent applicable, Change Orders) 

"Air Perniit" shall niean, collectively. tlie docuinents issued by the Indiana Departnieiit of Environniental Management. Office of Air Quality, relnted 
to and perniitling the Significant Source Moditication to Part 70 oftlie existing Operating Permit No T083-7243-00003 issued to Owner on January 25,2008 

"Assigned Job Duties" shall liave the meaning set iorth in  Section 5.1 

"U&\i" shall have the meaning set forth i n  Section 21.4(b) 

"lliiseline Contractor Sclirdule" shall nican tlie critical schedule 01 key dates and milestones for Contractor's Scope of Seiviccs, including the 
Milestones, as of tlie Effective Date, os preprued 11y Owner and Contractor and attached hereto as Exhibit G, as ainended fiom tinie to time pursuant to Article 
9 

"Borrowed Eniployees" shall have tlie meaning set forth i n  Section 5.1 

"Rusiness Day" shall nieaii every Day other thaii Sahtiday. Sunday or a legal holiday recognized by the State 
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sliall have the incaning set forth iii Section 8.2 I****" 

*** shall iiieaii *** 

"Certilicatr of Find Coiiipletion" sliall have the nicaniiig set f i l t h  in Section 1 1  .Xe)  

"Certificntc of klechaiiical C'onlpletion" shall have tlic meaning set forth iii Section 1 1 .I(c) 

"Change" shall Iiavc the iiicaiiing set forth in  Section 9.1 

"Climgc in Law" shall nieaii a change ton Law, or a change in tlie biiidiiig interpretation or app1ic:itioii of a L a w  by the cogiiizmit executive orjudicial 
autlioiitics Iiaving jurisdiction tliercoi. afier the Eifcctivc Date that results in  an iiicrcasc in costs for Contractor to pcrforni the Scrvices, as affcctcd to comply 
with such clinnge, wliich increase i n  costs Contractor wooid not have incurred but for this Agreeiiicnt; provided. however, that a "Change in Low" shall not 
include ( a )  any chaiige to a Law that is enacted by any Govcmmcnt Authority prior lo the Effective Date but. by its terms, does not conic into effect until after 
the Ell'cctive Date or (b) any cliarigc to any Law, or n cliange in  tlie binding iiiterprctation or application o f a  Law by the cognizant esccutivc or judicial 
autlioiitics having jurisdiction thereof, tliat govcriis the niaiiiicr in  which Contractor pcrforms i t s  obligations undcr this Agrccmciit 

"Changc Orclcr" shall liave the meaning sct forth in Section 9.3 

"C'M ISBL Work" shall nieaii that portion of tlic work incliiding rc-work, in connectioii with the Project that is "inside tlie battery limit" iioiiiely the 
gasification island. power block, llare systciii and cooling towcr. aiid abovc the gi ouiid and abovc tlic finished foundations. iiicluding a11 such work 10 be 
perloiiiicd or provided undei the Owier Contiacts. as siicli work is further described in Part I of the Scope Book. 

"Coiniiiuiiic;ition and Minagen~tnt Protocol" shall iiieaii the Coniniunication and Manageiiient I'rotocol to be followed by Owner and Contractor 
attaclicd hereto as Exhibit B 

"C'onipctitors of Contractor" shall iiicnii each of *** and their respective Affiliates (other than any siicli Affiliate that. before becoming such mi 
Afliliate. I V ~ S  a I'eeriiiitted User) 

"C:onficlentiility Agreement" shall i i iea i i  that certain confidentiality letter agreement. dated as of June 9.2008. by aiid between Owner and Contractor 
:illached hereto as Exhibit L 

"C"onstruction Man:igenient Services" shall liave tlie meaning set forth iii  Section 3.4(31 

"Construction Phase" shall have the meaning set Toi 111 i n  Section 18.2 
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"Contract I'iice'' sliall nieaii the siiiii of (a) the *** and (b) the ***, as such aniounts may be adjusted by Change Ordcls i n  the niaiiiier set forth liereiii 

"Contlactor" sliall have the meaning set forth i n  the lint paragraph above and sliall include its successors and pennitled assigns 

"C~ont~xctor Default" sliall have the meaning set forth iii Section 19.1 

"Contiactor Intlcninitees" sliall liavc the meaning sct foith i n  Sec~ion 13.2 

"Contwctor El' Schrtlule" sliall nieai the critical sclicdule of key dates and niilcstones relating to the Engineering Services and the Procurement 
Services to be periormed by Contractor Iicrcuiider (including the Milestones related thereto) as prepared by Contractor, and as niodificd or updated from time 
to time by Contractor i n  accoidance with Section 6 2 2 oil'art 1 oillie Scope Bookand Section 7.1 lierein 

"Continctor's Houston Office" shall nieaii the office of Contractol located at 3000 Post Oak Road, Houston, Texas 77056 

"Contractor's Project R.lannger" sliall mean the Person wlioni Contractor designates in  Exhibit I: lo issue and rcceive coiiilii~lliications on Cotitractoi's 
beliall under this Agreeiiiciit 

"C:ontfiictor's Site Representative" sliall iiieaii the Person wliom Contractor designates in Exhibit I: to represent Contiactor ~t the Site 

"Contractor's Steering Coninlittee Rlenibers" sliall nieai1 tlic two (2) executives oi Contractor designated by Contractor to represent Contractor on 
the Stceriiig Coniriiittee 

"C~ontiol" sliall iiienii (a)  the possession. directly 01 indirectly, of the power to direct 01 cause the direction of iiinnageinent and policies o l  a Person: 
wlicther througli tlie ownership of voting securities, :is a trustee or executor, b)~ contract or credit ai rangemeiit, 01 atlienvise, or (b) tlie ownership. directly or 
iiidiiectly. of fifty percent ( 5 0 O h )  or more oithe equity interest in a Person 

"C'IY-N" sliall mean the Certilicate o i  Public Convenience and Necessity issued to Owner by the IUIlC autlioiizing Owner lo begin co~istriictioii of llie 
Facil itv 

"CPR Itules" slinll have the nieaning set fol-th iii Section 23.2 

"D:iy" shall iiicaii a caleiidai day. including Saturdays, Sundays. and holidays 

"Defects" sliall have tlie ineaning set iortli i i i  Section 12.2 

"Design 1)ocuiiimtation" sliall have the incaning set fortli in Section 3.5. and i i i  each cnse excluding any T e c h n d  Data 

"l)ispote" sliall Iiavc the incaning set forth i n  Section 23.1" 
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"1)ispute Ilesolution Meeting" sitdl have the rneaning set forth i n  Section 23.2 

"Docunient;~ tion" sliall mean collectively (a) all drawings. specifications. reports. studies, plans, nianuals, schedules. analyses, I ecoiniiiendations. 
estimates and otlier docunicnis. and the data tliercin, in  printed or electronic I'oriiia1, that are prepared in  the performance of the Services and delivered, 01 

rcquircd hereunder to be delivered. to Owner, including Design Doc~~mentation, and (b) all "Work Product" as defined i n  the Recent TSA 

"Effective Ihte" sliall mean the date set forth i n  tlie hst pnragrnpli of this Agreement 

"Engineering Services" shall liave the nieaiiing set forth i n  Section 3.5 

"En~~ilonnientaI, Safety :ind I-Iealtli 1'l:in" s11aIl niean that certain Site Environniental. Safety and I-lealtli Plan, which, among otlier things, add~esses 
unsafe and undesirable bel~avior for enviionmenial tiiatters (U S Pnvii onnienL?l Protection Agency and any applicable State agency). Iiealtli inalters 
(industrial liygiene and employee Iiealtli Iiazard preveiitioti/iiiiti~atio~i) and saretcty inatieis (including w o k  safety and fitness for duw), for the I'rojcct, Rev 5, 
as amcndetf. restated or supplemented iron1 time to time 

"Estini;ite" sliall tiieaii *** 

sliall liave the iiieaniiig set foi th i n  Section 8.3(a), ,!***" 

"Facility" sliall 1iave the rneaning set I'orth i n  tlic Rccitds 

"IiISliD Study" shall have the nieatiitig set foi 111 i n  the liecitals 

*** 

"Final Coniplrtion" shall liave the mcnning set forth in Section I I .3 

"Final Coniplction Date" shall iiicaii the date on \vIiicIi Final Coniplction actually occurs, as deterinincd in the n~anner set forth i n  Sectioii 11.3(e) 

"Final Paynient Invoice" sliall liave tlic meaning set h t h  i n  Section 8.6 

"l~inancial Institutions" sliall nienii any party entering into a loan agreement. guarantee. note. indenture or security agreement witli Owner or its 
Al~lliates in  iclation to tlic Facility. including a~rangcnicnts relating to iiitcrest rote or currency llcdging and airangcnicnts relating to the construction 0 1  

periiiaiicnt linancing or refinancing oi the Facility 

*** 

"Force h,lajrurc" sliall iiiean, with respect to a Pattj., ( i )  unanticipated caiiscs beyond its reasonable control (actions of Alliliates arid subcontractors of 
a Party will be deemed to be under the control of that Paity): or (ii) acts of God (including fires. cai-thquakes, floods. hurricanes. tornadoes. cartliquakes. 
lightning. pandeniic. epidemics and otlier natutnl 
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calaniilics). severe weatlier coiiditioiis. strikes or other 1ab01 disturb:inces except those iiivolving only employees of Coiibactor (unless they arc a part of a 
iiational or intcni:ition:il strike 01 otlier nation:il or international 1:ihr disturbance), ivnr (declared or undecl:iied), or riots, i n  each case, which actually delays 
or prevents a Party's perforiiiance hcreiindei I'or thc avoidaiicc of doubt. local strikes and otlier local labor disturbances involving eiiiplopccs ol' Contractor 
that are not a part of a rcgional. national 0 1  internatioiial strike or other national or iiitenietioiial labor disturbance sliall not be deemed to be Force Majeure 
Force Majeure sliall not include inability to pay 

"GE" shall liavc the nieaning set Cortli i n  the Recitals 

"GE C'1i:inge I?eview Board" sliall mean GE's "Project Maiiagei" wider tlie GE Equipment Continct and Owner's Project Geneid Malinger 

"GE Equipiiimt" sliall iiicaii h e  po\\,er'generatinii. gasilicntion island, power island and related equipnient to be provided pursuant to tlic GE 
Equipment Contract 

I, 1 7  GI> Equipnient Contract" sIiaII mean tlic Controct loi the Sale of Po\\cr Gciicrntion. Gasification Island aiid Miscellaneous Power Island Equipment 
and Related Services, dated as of Deceriibei 20, 2007, by and between Owner and GE. 

"Government Appro~,:ils" tiieaiis a11 permits. licenses. autlioi izatioiis. consents. decrees. waivers. privileges and approvals from and filings tvith any 
Govcmmciit Authority required for or riiaterial to the dcvelopnient, liiiancing. ownersliip, construction, operation or iiiaiiiteiiance of the Facility i n  accordaiice 
with this /+grecnicnt, iiicriiaing tiic LE iu' and otlici- iwri; pciiiiiis. c i i v i r u i ~ i i i c i ~ i a .  . .  

"C;ovc.rniiic.nt iiutlioIity" sliall iiicnii any fcderal. state. coiinty. city. local. niuiiicipol. foreign or otlier govemriicnt or quasi-governmental authority 01 

any department, agency. subdivision. court or otlier tribunal o i  any of the forcgoing 

"1.1. ,izm . . clous Rlaterials" shall iiicaii substances defined as "liuardous substaiiccs" pursu:rnt to Section 10 l(14) o i  the Coiiiprclicnsive E~nvironinentnl 
Response. Compensation aiid Liability Act of 1980. l is aiiieiided (42 U S C Sectioii 0601( 14)); those substances defined, identified or listed as "liazardous 
waste" pursuant to Section 1004(5) 01 Section 3001 of tlie Rcsouice. Conservation and llccoveiy Act (42 U S.C Sectioii 6901 or 6921); tliose substances 
dcsigiiatcd as a "liozaidous substaim" purstiaiit to Section 31 I (b)(2)(A) oi as a "toxic pollutant" pursuant to Section 307(a)(1) ol the Clcnn Water Act, as 
aiiiciided (.3.3 IJ S C Section 3121(b)(2)(A) or Scctioii 1317(a)(1)): tliose substances delilied as "hazardous mateiials" pursuant lo Section 103 o i  tlic 
1-iazaidous Materials Traiisportatioii Act (49 U S C Sections 1801 et= ): tliose substaiiccs regulated as a "chemical substance or mixture" or as an 
"inimineiitly Iiazardous cliemical subst3nce oi iiiisture" punuaiit tu Section 6 01- 7 of' the Toxic Substaiices Control Act  as amended ( I  5 U S C Sections 2605 
or Section 2606); those subslanccs defined as "conlanijnarits" piirsiiant lo Sectioii 1401 01 tlic Safe Drinking Water Act  as amended (42 U S C. Sections 
300f). i f  present i n  CNCCSS of permissible levels; those substaiiccs iegulated puisiiaiit to tlie Oil Pollution Act of 1090 (33 lJ S C Sections 2701 
substances defined as a "pesticide" pursuant to Scction 2(u) o t  tlie Federal 

);those 
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Insecticide. I;ungicide. and Rodenticide Act as aniended by llie Federal I;,iiviionn~entaI Pesticide Control Act o i  1972 and by the Federal Pesticide Act of 1978 
(7 U S C Section 136(u)). t l~ose subst:inces dcflned as a "source". "special nuclear" or "by-product" material pursuant io Scction I I oftlie Atomic Energy Act 
of 1954, as amended (42 U S  C Section 2014): tliosc substances defined as "residual radioactive niateiial" in Section 101 ol the Uranium Mill Tailings 
Radiaiion Control Act of 1978. as aiiiended (42 U S C Sections 7901 ): those substances defined us "toxic materials" or "harmful physical agents" ptirsuani to 
Section 6 of the Occiipational Safety and I-lealth Act, as amended (29 IJ S C Scctioii 651): iliose substances defined as "liazardous air pollutants" pursuant lo 
Section 112(n)(6). or "regulated substance" ptirsuant to Section 112(r)(2)(B) of the Clean Air A c t  as amended (42 U S C. Section 7412(a)(6) or 
Section 7412(r)(2)(B)): tliose substances listed as "exti emely liazurdous substances" pursuant to Section ?02(a)(2) of tlie Einergency Planning a Con~n~unity 
Right-to-Know Act of 1986 (42 1J S C Section 1 1002(a)(2)): and tliose other Iiazardous substances, Iiazaldous wastes, toxic pollutants, liaza~dous niatenals. 
cliemicnl subslances or mixtiires, imniinenily hxardous clieniical substances or inistures. contan~ina~its: pesticides. source iiiaierials, by-product materials, 
residual radioactive materials, toxic ma~crials, Iiariiiiul pliysical agents, air poIIut:ints. icgirlated substances, or cst~eniely Iiazardous substances defined, listed 
or identified i n  any regulations proniulgoted pursuant to any eiivi~oiiiiiental Law, and all otlier contaniinoiits, tosins, pollutants, Iiazaldous scibstances, 
substances. inaterials and co11to111i1iants. iosic and Iiamdous nlaierials. tlie use, disposition.  possessio^^ or coiitlol of \vliicli is regulnled by one 01 niore Laws 

"HR Issues" sliall Iiave tlic nieaniiig set forth iii Section 5.1 

"HR I'olicies" shall liave the nieaning set forlli i n  Sectioii 5.1 

"Inclcninifietl I'oIty" sliall nlcan O\rnei Indeinnitces or Conirnctor Indcnioitces. 3s applicable 

"Initial TSAs" shall have the nieaning set forth io the Recitals 

"IURC?' sliall have tlie meaning set folih in  Section 21 A 

"I.,avr.s" shall nienn, 31 any date of deteiniination, dl statutes, laws. codes. o~di~lances. ordeis. judgments. decrees. injuiictioiis. licenses, rules, pemiits, 
approvals, agrccinents. and regulations of any Govcrninent Authority, including all applicable codes, standards, niles and regulations or  tlie Slate, in cKect on 
such dote, including all Govciiiment Appiovals 

"Licn" shall incan any lien, nioi tgage, pledge. cncumbrancc. chaigc. sccui-ity inkiest. defect i n  titlc. or other claini filed or assci ted in connection with 
the Project by or through Contractor, a Subcontractor o r  any other third pnrly under the control of Contractor (piuvided tliat neitlier the Managed Vendors nor 
GE. shall be construed to be "under the control" of Contractoi) 01 any Subcontractor :lgainst the Facilit)l, the Site, the Owner Equipnieni. the GE, Equipinent or 
any other structure or cqiiipnicnt at the Site 

"Liwnse Continuation Fee" shall Iiave ilie meaning SCI forth i n  Section 19.5lcMiif 
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"R.lnn:iged Vmtlors" sliall mean tlie suppliers oi Owier Equip~nent or Owiier Services pursuant t o  tlie Owner Contracts 

"R4iiterial Assignment Schrclule" shall niean the Material Assigiiiiient Schedule attaclied Iiereto as Esliibit C. as aiiiendcd or siipplementcd from time 
to tinie i n  accoidaiice with Section 3 3 3 1  

"Mechanical Conlpletion" sliall liave the meaning set forth i n  Sectioii 1 1  . I  

"b1eclianic:il Coniplrtion Ihte" shall tiicaii tlie date oii wllicli Mechanical Conipletion nctuallp occiirs, as determined i n  the iiianiier set follh i n  Section 

"Milestone" sliall iiiean an activity or series of activities i i i  the eseciitioii of the Services o r  the CM ISUL Work designated as a "Milestoiie" 011 the 
Baseline Contractor Sclicdule or tlie Contractor F,P Scliedule 

"Mine Renictliation Reports" sliall mean the "Mine Subsidence E,valiiation. Edwaidsprt Power Plant. GAI Project Niinibei: C040605" dated Apiil 
2005, aid "Final Report. Edwardsport Mine Stabilization. LMie Eiiergy. Edwardsport Generating Station, GAI Projcct Nunibei-: C060638 02" dated April 
2008. 

'Ib** Payment Invoice" shall have the ineaning set forth i n  Section 8.Xa) 

"Monthly Progress 12ritort" sliall niean tlie wiittcn report Contractor delivers to Owncr each 11inntli describing the progress i n  tllc Services and the CM 
ISBL Work achieved during tlie prior niontll, as provided i n  Section 3.9(a) 

"Non-Directed Cliiinge" shall have the nieaning set forth in  Scctioii 9. I 

"Noticr of Fin:il Completion" sliall l i m e  the meaning set forth i n  Section 11.3fdl 

"Notice of R'leclianical Completion" sliall liave the nieaning set forth in Section 1 1 . I fc l  

"NPDES Permit" shall niean tlie documents issued by tlie liidiaila 1)cpartiiieiit oi Environn~e~ital Malingenlent. Ollice of Water QualitJt. related to the 
modification oftlie existing Edwardsport Geiieraling Station NPDES permit n~inibei IN0002780 ror tlie purpose of cl~aracterizing and perinittirig discliarge or 
tlie integrated gasilicatioti conibincd cycle process and storniwatcrs via the existing outMl, wliicli docunients shall bc issued following Ownei's application 
for such niodification (it beiiig understood that Owner shall si~bniit such application after the ILlfective Date at a lime reasonably deteniiiiied by Owner, i n  its 
sole discretion, based iipon the critical path activities set Colt11 in tlie tlien-c~~rre~it I'ioject Schedule) 

"***"  sliall Iiave the ~neaning set forth i n  Sectioii 14.4fa) 

" ***  Atlininistrnto," shall linve tlie menning set forth i n  Section I4.6(b) 
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"***  Site" sliall Iiavc the meaning set forth in Section 1 4 . 4 ~ )  

"Omner" sliall Iiave the nieaning set fort11 in  the first paragraph above and sliall iiiclnde its successors and pennilted assigns 

"Owner Contracts" sliall nlean the Owner Eqiiipinent Contracts and the Owner Service Contracts 

"Owner Defnult" sliall Iiavc the nleaning set forth in Section 19.3 

"Owner Equipnient" shall nieaii tlie eqiiipment that Owner shall pucliase as contenlplated by the Mateiial Assignmelit Schedule and with iespect to 
which Contractor sliall piovide Procurement Services as generally described in Part I oi the Scope 13ook and i n  the Material Assigiiniciit Sclicdule 

"Owner Equipnicnt Contracts" sliall mean the contracts, purchase orders. limited notices to piocecd or otlicr agrceillents betwecn Owner and the 
siipplieis of Owner Eq~~ipiiieiit 

"Owner Intleninitecs" sliall have tlic meruiing set forth in Sectioii 13.1 

"Ownet Itenis" shall iiicaii the Ownci Equipment and o t l ~ e ~  materials. supplies. par15 and equipnlcnt irsed or to be usctl b~ a 1 1 ~  Managed Vendoi i n  
connection with tlie CM ISBL Work. 

"Owner Service Contracts" sliall iiicaii tlic contracts, purcliase orders, limited notices to proceed or oilier agreements between Owiicr and the suppliei s 
oi Owner Services 

"Owner Services" sliall nieaii the services illat Owner shall piocure and with r'espect to wliich Coritructoi sliall provide Construction Maiiagenieiit 
Services as desciibed i n  Pait I of the Scope Book and as indicated i n  the Material Assigninent Schediile 

"Owner Suppliers" sliall iiiemi tlie vendors. suppliers, construction contlactors and others pioviding Procuiement Ilcnis to Oiviier in respect of the 
Facil i ty 

"Owner's Plainlirltl Office" shall iiieaii the oflice of O\viier located at 1000 East Main Street, Plainfield, Indiana 46168 

"Owner's Project Grnernl Manngcr" shall nican the Person whooi Owner designates in  writing to issue and receive colnmuliicntiolis oil Owner's 
belialf wider this Agreement. 

"Party" sliall liave the meaning set foi,tli i n  the lirst pamgiapli 

"Prmiitted User" sliull nlean any independent contiactor engaged by Owner or any of its Afliliates that (a )  is under a confidentiality obligation to 
O\vner 01 such Afiliate and (b)  agrees to w e  tlie Documentation only Cor the piirposes for which such independent contractor 
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was engaged by Owner or sucli Affiliate (wliicli purposes may not be broader than the Perinitled Puiposes) 

"Permittctl Purposes" shall liave tlie meaning set fortli i n  Section 18.2 

"Person" sliall mean any individual. company, coiporation, pailnership, joint veiitwe, association, joint stock company, liniited liability coinpany. trust. 
estate, iiiiiiicoi porated oigaiiization, Government Autliority or other entity having legal capacity 

"Priiiie Interest Rite" shall iiiean, a s  of a particular date. tlie prime rate of interest as published on tliat date i n  The Il/o//S/ree/ Jourml. and generall\' 
delined therein as "tlie bnse rate on coiporate loans posted by at  least 75% of tlie nation's 30 largest banks " I f  The l f / t r / I  Sfreel J o / r m /  is not published on a 
date for wliicli tlic interest inte must be dcteniiined. tlie priiiie interest rate shall be tlie prime rate published in  The Il'n//S/ree/Juiir~io/ on tlie iiearest- 
preceding date on wliich T/K  Il~nllStreetJori~nol was published If T/7e lT~n/lS~~ee/Jorrr~~~o/ discontinues publishing a prime rate. the piinic interest rate shall 
be the prime rate announced publicly froiii time lo lime by Bank of Aineiica, N A or its successor 

"Procurenient Items" shall liave the nieaning set forth iii Section 3 . 3 3 )  

"I'rocureinent Services" sIia11 Iiavc the iiieaiiing set forth i n  Scctioii 3.3fa) 

"Progress R4eetings" shall have tlie iiicaning set forth i n  Scction 3.9(b) 

"l'ro,ject" sliall lime the iiieaning set fortli in tlie Recitals 

"l'ro.ject Job Rules and Regulations" shall iiicaii those certain I'rqject lob Rules and Regulations Rev dated July 22, 2008. as aiiicndetl. restated or 
supplerneiited from time IO time 

"Project Schetlule" shall mean tlie critical schedule of key dates aiid iiiilestoncs for the Project as prepared by Owner aiid as iiiodilied or updated fioni 
time to time bv Owner 

"Prudent Industry Practice" shall iiieaii those practices. methods, processes and standards oi safety and performance. as tlic saiiie may cliaiige froin 
time to tinie. as ale coninioiily used. or are generally accepted, i n  the engiiieering, procureiiieiit or construction mnnagenieiit, i n  the case of Contractor. or 
construction, operation aiid maintenance. i n  the case o i  Owner, of electric power generation facilities with a complexity at a level siniilar to tile Facility 
(irrespective of whetlier any  sucli siiiiilar facility is intended to capture carbon dioxide). wliicli in die exercise of ieasoiiable,judgiiient and i n  light of tlie facts 
kiiowii at tlie time tlic decision was made, after due and diligent inquiry, are considered good, safe aiid prudent piactices, methods, proccsses and staiidards in 
accordance with generally accepted standards of professional care, skill, diligence, and competence applicable to tlie engiiieering, procureiiieiit and 
construction iiianageiiieiit in tlie case of Contractor, or constniction, operation aiid maintenance, i i i  tlie case of Owner. practices i n  the United States for 
electric power generation iacilitics with B complexity at a level similar to the Facility (irrespective of whetlier any such similar facility is iiitciided to capture 
carbon dioxide) "Pnideiit Industry 
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I'ractice" does not necessarily iiicaii a practice that would achieve an optinial solution or mininial solution. or any method 01 standard in  all cascs 

"Punch List Itenis" shall nieaii any ininor defects identified by Owner or Contractor during installation and conimissionirig (and t l p n  wh~cli the 
Parties shall mutually agicc) that do not affcct tlie safety, reliability. opcrability or the iiiechaiiicnl integrity of the Facility or tlie ability of Owner to operate 
tlic Facility in  accordance with Prudent Industry Practiccs 

"Quality Assurance Plan" shall iiieaii that certain Duke E,iiergy Edrvardsport ICCC Project 1ntegr:ited Quality I'lai, vvliich comprises all those planncd 
and systcmatic actions iieccssaw or prudent to providc adequate confidcncc that a structure. system or coiiiponent will pcrfonii satisfactorily in service and 
includes nianagcoient and control of the design, eiigiiicering, and constrtictioii services for tlie Project. Rev doted October 21. 2008, as unicnded, restated or 
supplenieiited froin time to time 

"***"  shall have the tiieaiiing set forth i n  Exhibit J 

"Recent 'TSA" shall Iinve tlie nieaniiig set forth i n  the Rccihls 

*** 

"Sales and Use Taxes" sliall nicaii all prcscnt a id  fiiturc sales, iisc and similar Taxes imposed 011 tlic salc of any materials from Contractor to Ownci, ii - . .  any, or tile pcriorinance 01 UIL' x i l i i y .  

"Scope Ibolc" sliall iiicaii the Scope Book attached hereto as Exhibit A 

"Scope of Seivices" shall iiieaii tlic scopc o i  Scrviccs to bc pcrformcd by Contractor as described i n  Part I of tlie Scope Book Contractor's Scope of 
Services shall not include any  o l  the services, cqiiipmerit, matcrinls or other work required to be provided by Owner as described i n  Part I of the Scope Book 

*** 

"Screening b1e;isuws'' shall I i a ~ c  the rncaning set forth in Section 5.1 

"SDS shall have tlie iiicariiiig set forth i n  Section 3.10 

"Services" shall iiiean tlic eiigineeriiig. procurement, constniction managenieiit and related services and other obligations to be performed 01 complied 
with by Contractor I~creuiidcr. including thosc services and odicr obligations to be performed or complied with by Contractor as described i n  Part I of tlie 
Scope Book. the Material Assigntiicnt Scliedulc 01 the Communication and Managcmcnt Protocol, and tlic repair and warranty work relating thereto. and slid1 
include all of'thc lbrcgoing items ilia1 were perlornied prior to the EiTeclive Date pursuant to the Recent 'TSA, provided, Iiowever. that the Services shall not 
include any Shaed  Services 

"S1i:ired Services" slid1 lime tlie riicaiiing set lor111 i n  Section 3 . l ( b )  

1 1  
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"Site" sliall have tlie nieaiiiiig set forth i n  the Recitals as fiirther described i n  Exhibit D and sliall iiiclnde any additional propeity that Owner puicliases. 
leases or otherwise lias ai1 ownership interest i n  :ind that is used fbr the Project 

"Site Control m c l  Access Plan" sliall incan (a) tlie Time and Attendance Procedure, Document Nunibei 2j44l-100-GPP-GCP-01012. Rev 0 dated 
Scpteinbcr 15. 2008, as amciidcd, restated or supplemented from time to time and (b) any other Site Project Procedures. whicli. among other things. address 
the safe, efficietil nnd proper prosectrtion of the J'roject at the Site, sectrrity at the Site. cirslody a i d  control of equipment, nialerials and supplies at the Site and 
iiglit of access and entrance to the Site by a11 Persons. 

"Site I'roject I'rocetlures" sliall have the meaning set forth i n  Part I o l  the Scope Boot 

"Staffng Plan" sliall iiieaii the suinniary project organization chart reflecting the overall organization and supervision of the Pel sons employed or 
nianagcd by Contractor to provide tlie Services. attaclied lieieto as Exhibit I: 

sliall liave the nieaiiiiig set forth i n  Section 15.1 ,,***,I 

"State" sliall nieaii the Statc oi Indiana 

"Steering C'omniittee" sliall have tlic mcaning set forth i n  Section 6.3 

"Subcontractor" sliall nicari a Person. including ally vendor, niaterialman or supplier, who Im a contract (whetlier written or oral, a purchase order or 
otliciwise) with Contractor or a contract with any Person hired by Coiiti,actor or with a Person of any lower tiel (e g . a second- or third-tiei~subcoritractor) to 
perforin any oftlie Services. at the Site or elsewliere 

"Substnntid Conipletion" shall Iinve tlie meaning set forth i n  Section 11.2 

"Substantinl C:onipletion D;:te" sIia11 mean tlic date on which Substantial Completion actually occurs 

"Sulfur Intr1lectu;il I'ropwty ItigAts" shall riicaii any and a11 existing and fiitiire patent rights, tradcniarl; rights, copyright rights. trade secret rights. 
know liow rights and other rights oiyned by or licensed to Contractor relnting to processes or apparatus for the conceision of hydrogen sulfide to sulfur i n  an 
environmentally acceptable iiiain1er. including Cla~is sulfur recovery, liydrogenating tail %as treating, and tliernial oxidizing. 

"Sulfur Jointly Developetl Iinproveiiients" shall nieaii any and all improvements, modifications, vnriations, additions, deletions, or other clianges of 
any kind 01 nature, wliich are iiseliil for or in connectioii with Claus sulfur recovery, hydiogenation tail gas treating and thermal oxidizing, which are 
developed or acquired ,jointly bv Owicr and Contractor during tlie term of this Agreement and \diicli are based in wliole or in  part 011 the Sulfur Intellectual 
Property Rights 

"Sulfur License" slid1 Iiavc ilic iiieaning set iorth in Section 18.3 
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"Sulfur Licenscc hiipro~enients" shall mean any and a11 iiiiproveiiieiits, modtlicatlons, VaiIatIons. additionr. deletions 01 other changes of any h n d  or 
iiatiiic which are uselul lor oi i n  connection wltli Clous sullur recovely, Iiydiogenation tall gas treating and tliermil owdizing \vhlch are based I n  whole 01 111 

pait on the Sulhr Inicllectnal Property hghts  and which are developed by O w m  during the tenii of tlits Agieetncnt and whch are not at the tlme known to 
Contractor. or I a o w  111 the public doinun 

"Sulfur License Royatty" sliall Iiave tlie meaning set lbrtli i n  Section 18 3 

*** 

*** 

*** 

"Tnses" sliall i i i a i i  oll present aiid future license. docunientation. recording and registration lees, all taxes (including income, gross receipts, 
unincorporated business iiicome, payroll, sales, use. personal property (tangible and inbngible), leal esmte, excise and stamp taxes), levies, imports, duties, 
assessments, fees, charges and withholdings o i  any nature whatsoever, and all penaltics. fines, additions to tax. and interest iiiiposcd by any Government 
A1 

charges imposed by North Aniericon Free Tiade Association ( N M T A )  

"Technical I)ata" sliall iiican ilie calcolatioiis identilied i n  Exhibit E attaclied liereto 

"Term Slicet" sliall Iiave ihe meaning set rortli i n  tlie Recitals 

"Teriiiination Charges" sliall liave the meaning set forth in  Section I9.5(cXi) 

"Tliircl I'm ty Claim" shall ineaii any claim. demand or cause of action of every kind and character by any I'crson other than Owner, Contractor or their 
respective Affiliates 

"Warrnnties" shall Iiave the Inconing sei forth i n  Section 12. I 

"Warr;int;v Perioci" sliall iiieaii the period coninleiicing on the Substantial Completioii Date a ~ i d  ending 011 the date that is tlie earlier of (a) *** and 
(b) ***. as such period may be extended froin time to time as provided i n  Section 12.3 

2 GENERAL PROVISIONS 

2 1 lnieiit of Contract Documents I t  is the intent of the Parties that Contractor perform tlic Services and all of its other obligaiions kinder this Agreement 
[or the Contract Price, which sliall not be increased, except i n  accordance with Aiticle 9 or as otherwise expressly set forth herein 

13 

RESTRlCTED L3URE-BE,Cl-I-TEL. CONFIDENI'IAL. INFORMATION 



2 2 Iiidcpendeiit Contractor Contractor sliall perform and execiitc !lie piovisioiis of this Agieciiieiit as an iiidcpendent contractor to Owner and sliall not 
in any respect be deenied or a c t  o r  liold itself out, as an agent of Owner for any purpose or reason wliatsoever, except as contemplated in  Sections 3.2.3.3aiid 
- 3.4. 

2 3 S~rbcontracting. Contractor sliall not engage anv Pcrson, excluding Persons related to or affiliatcd with Contractor and fiiiictioning i n  the ofticcs 
specifically idcntikied in to perli,nii any podion ol  tlic Sciviccs witlioiit the prior writtcii conseiil of Owner, wiiicli consent shall not be unreasoiiably 
withheld In any event. Contractor sliall cnsiire that i t  shall have tlie right to grant tlie intellectual property licenses to Owner, its Affiliates and Periiiitted 
Usei s herein iriespective of the per~orinaiicc by my Subcontiactor of any Senices No coiitracti~al relationship sliall exist between Owner and any 
Subcontractor with respect to the Seniccs Contractor sliall be folly responsible for all acts, oinissions, failuics and ladts o i  all Subcontractors as fiilly as  if 
tlicy were the acts, omissions. failores and laiilts of Contractoi. 

2 4 l~iteiprctation 

(n j  I-leadines Tlic titles and I~cadiiigs in this Agrccii~cnt me insei-tcd [or convenience only and shall not be used for the purposes of coiistriiing or 

(b) l'Ii~ral/Siiir~lar Words iiiiporting tlic singiilar also include the plural and vice versa 

(c j IZefereiices. Refci eiices to natural persons include Persons. Rcferei~ccs to "ArIicles" mid "Sections" are refcrences to Articles and Sections ot 

interpreting this Agieciiient 

Illd 

information incorporated therciii, and all Exhibits are incoi poratcd into this Agreenient by reference 

(d) Gel,del Words iniporting one gender iiicliide the other gender 

( e )  Without Liinitation 1 lie words "include" and "iiicluding" arc not words of liniitntioii and slinll be deenicd to be followed by the words 

(1') Amendmcnts NI refcrcnces in tlus Agreemcnt to contracts, agreements or otlicr documents sliall be dceiiied to mean those coiilmcts, 

(g) lndustiv Meanines Words and nbbreviations not otherwise dcfiiicd in this Agrecnient which have well-linown technical or design, 

"witlioiit liinitatioii " 

agreements or doctrments as the sainc may be modified, supplemented or amended froiii time to timc. 

eiigineeiing or coiistruclion iiidustiy nicanings i n  the United States are used i n  this Agreenient i n  accordance with those recognized meanings 
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(11) Aeieenient I'iovisioiis including tlie word "agiee". "agreed" or "agreement" icquiie tlic agrcenient to be iecordcd i n  writing 

(i) Approve Piovisioiis including tlic word "approve". "approved" or "approval" require the approval to be recorded in  writing 

(j) Wtitten Piovisions including tlie word "written" o r  " i n  writing" iiican Iiand-written. type-written. printed or electronically made and resulting 

(k) Drafting Neither Contractor nor Owner shall assert or claim a presumption disljvoring tlic otlier by virtue of tlic Iacl that this Agreement was 

i n  a pcrinancnt rccord 

drafted primarily by legal counsel Ior the other, and tliis Agreement sIia11 be construed as if drafted jointly by Owner and Contractor and no 
presumption or burden of proof will arise iavoring o r  disfavoring any Party by viitue of tlie authorship of any of the provisions o l  this Agreement 

2 5 Inclusion: Conflicts This Agreenieiit (excluding the Exhibits) and tlic Exhibits sliall be considered coinplementary. and what is required by one 
sliall be binding as if required by a11 Tlie Parties sliall attciiipt to give ellecl to all provisions Tlie fnilure to list a requirenient specilically in one document 01 

section of a document, once that rcqiiiremciit is spccilicallp listed i n  another docunient or section, sIia11 not iinplv the inapplicability of tliat requirement. and 
Contractor shall provide as poi-t of its obligations hereunder all items required to confoim tlie Services to tlie requircinents 01 this Agreement Any provision 
addressing any issue with specificity shall not be construed to limit any provision addressing tlie S a m  oi  similar issue ill general I n  the event of a conflict 
between tliis Agreement (escluding tlie E.xliibits) and the Exhibits, this Agrcemeiit (excluding the Exhibits) shall control and the conflicting provisions slid1 
bc interpreted so as to accoid with tlic provisions o l  this Agreement (escluding the Exhibits) 

11c99 nnv 

3 CONTRACTOR RESPONSIl3ILITIES 

3 1 I'erforinance oi Services 

(a) Gcnerallv Contractor shall diligently. dilly and properly perform and complete tlie Senjices and its otlier obligations in  accordance \villi this 
Agreement, applicable Imvs and I'rudent Industry Practiccs. and shall obtain and maintain all Government Approvals necessary or prudent for tlic 
proper execution and coiiiplctioii 01 tlie Services Contractor sliall perlhmi and provide all services not specifically delineated i n  this Agreenieiit lo the 
extent custoiiimy and necessary to complete tlie Services i n  accordance with Prudent Industry Practices Contractor shall perl'orm and pi wide tlie 
Services i n  a niaiiiier that will not disrupt or interfere with Owner's opciation of its existing coal-fired electric generation plant adjaceiit to the Site 
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(b) Shared Services '[lie Parties ackmrvledge aiid agiec 11131 they liave established a sliared sew ices team comprised o i  personnel from each 
Party as mole particularly described in  the Coniiiiuiiicatioii and Managenlent Protocol, ivliicli 1e:ini is intended to yovide support for W O I ~  on tlie 
entirety o i  the Project. iiicluding tlic Scivices to be provided by Contractor liereunder. as described in tlie Comniunication and Manageinent Protocol, i n  
older lo reduce costs for the Piolect (the "Sliarcd Services") Owner shall be responsible for directing and supcrvisiiig tlie Sliared Services teani and 111 

the perforiiiance oi tlie work allocated to tlie Shared Services team The personnel of Contractor on tlie Sliaied Seivices teani. without regard to tlie type 
of work to be performed by such personnel or the portion of tlie Project for wliicli such work relates, sliall at all times be Borrowed Employees as 
conleiiiploted by Articlc 5 Tlte Parties acknowledge and agree tliat lliis Shared Services teani shall Ix: avnilable lo Owner for work relating to any 
portion oi  the entire Prqjcct. including work outside of tlie CM ISBL. Work I n  perforniiiig the services wit11 respect to any type of work allocated to the 
Sliared Services teain as indicated i n  the Staffing Plan or Coiiiniunication and Management Protocol, Contractor sliall m e  only personnel froni this 
Sliarcd S c n k e s  tcani l l ie  Parties agrec to provide good faith. prompt and courteous coordination and collaboration, and to a 
request, i n  siicli otliei acti\cities, as may be i easonzibly required for tlie successful and timely completion of work to be performed b s  l l~e  Shared Sentices 
tea111 

3 2 Appointnient as Aeent Sulject to tlie delined l i d s  of autliority set fort11 iii this Section. Owner liereby autliorizes Contractor to, and Contiactor 
liereby agrees to. act 3s O\vner's agent for the purpose of pcrlbiniiiig tlie Procurcnieiit Seivices and the Coiistnictiori Ma~iageiiieiit Services Contractor shall 
liavc no autliorily to, and sliall not, take any o l  tlic following actions i n  connection with tlie Procui-eineiit Services or the Coiistriiction Managcment Services 
(witliout Owner's general o r  specific approvnl): ( I  ) iiiakc awards. (2) approve invoices, ( 3 )  consent to any cliange order under any Owner Contract or tlie GE 

OIII- Contract: (4) aeree lo or aeiniit an\! amendment modification. or supplenient of any Owner Conlract or tlie GE Ilquipnient Contract; ( 5 )  waive or 
prejudice any of Owlieis rights with respcct lo an\' Owner Contract or tlie GE Equipnient Contract. as applicable. or tlic obligations of thc Managed Vendors 
or GE, respectively, ielating tliereto: (6) initiate or conduct any litigation, arbitlation or other similar proceedings on bclialf o l  Owner: (7) talte niiy action that 
would cause a default or breacli by Owicr oiaii Owner Contract or tlie GE Equipment Contiact: or (8) agree to or consent to ternmination or suspension of 
woi k or activities uiider any Owncr Contract or tlie GF Fquipincnt Contracl 

- .  

3 3 Scope of Prociirement Services 

(a) Subject to Scction 3.2. Conti:ictor slid1 peifoim procurement Services for services, equipment (including spare parts ielated tliereto). 
materials and supplies (collectively. tlic " I ' r o c ~ r e ~ ~ ~ c i i t  Itcms"), as siicli Services are further described i n  this Section and i n  Part I oi  tlic Scope Book 
(tlie "Procurciiient Services") 1-lie Parties acknowledge and agree tliat the Material Assignment Schedule contains a pieliniinarp scliedule of 
Procurenicnt Items requited for the Project foi. wliicli Contractor sIia11 provide Procurement Senjices. that Contractor is 
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riot obligated Iiereuridcr lo provide 11ocuren1erit Services w i l l i  iespect lo a11 services, eqiijpriieiit (including spare ports related thereto), materials and 
supplies iequired for the Project and that the amount or type 01 I'iocurciiieiit Items required for tlie Project for which Contractor shall provide 
Procureineiit Services may be cliaiiged by Owner from time to time Accordingly. Owner may. from tinie to time, propose changes to the Material 
Assigiinieiit Scliedule to cliaiigc the aniount 01 type of Procurement Iteins required for the Project for which Coiitractor shall peiforiii Procurenlent 
Seiviccs. and the Parties sliall piocecd with respect to sucli pioposed change i n  accordance with tlie teniis and conditions set forth iii Article 9. 
Contractor shall perform tlie Procurernent Services. as a I~cimbiirsable Cost, with respect to any additions to the Matcrial Assignment Scliedule in  
accordaiice \villi the teniis of this Agrceiiient 

iii Part I of the Scope Book based on tlie actions 11131 Contractor would take ii Contractor were directly respoiisible to Owner as the prime contractor for 
tlie applicable Proctireriient Iteilis Each conkact, purcliase order or otlier agrceriieiit executed or entered into pt~rsuaiit to Iliis Section 3.3 shall be 
csccuted by Owner, and each such contract. purcliase order or other agreemerit shall be an Owiier Coiilract for all purposes lierctindcr. I n  connection 
with the Prociireiiient Services to be provided Iiereuiider. the Parties sliall miihia~ly develop a process lo integrate Owner's porcliasiiig system with 
Contracto~'~ purcliasing systeiii iii order to coordinate tlie maiiagenieiit o i  materials purcliased for the Facility and Uie pyinents iiiade or due to Owner 
Supplieis. Nothiiig conhiiicd Iiei ciii sliall creak any contractual relationship between Contractor, on tlie otic hand, and GE 01 any Managed Vciidor, on 
the other Iiaiid. and Contractor shall have no liability (including aiiy papiiiciit liability) to GE or any Managed Vendor with respect to goods or services 
provided by aiiy oi them piirsuant to the GE, Eqiiipiiieiit Coiitract or the Owner Contracts, as applicable 

(b) Contractor shall. i n  connection witli the provisioti of Procuretiieiit Services, provide the advice and iecoinmendntions to Owner as described 

I , I  
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3 4 Scope o i  Construction Mananciiiciit Services 

described i n  Pail  I oftlie Scope Book and tlic Coniniunicatioii and Manageiiieiit Protocol (the "Construction h1;inagement Services") Contractor shall 
perforni tlie Construction Ma~iagcnicnt Sci.viccs i n  a iiiaiiiier designed to acliicve Mechanical Coiiipletion, Stibstantial Coinplctioii and Final 
Conipletion by tlieii respective dates set lortli i l l  tlie Project Scliedule Contractor shall perform tlie Construction Management Seivices in  a niaiiiier 
designed to achieve conipletioii o i  tlie CM lSI31- Work i n  compliancc with tlie Scope Book, Design Documentation. Project Scliedule and the other 
teniis and conditions set forth lierein Contractor shall diligently perfonii the Construction Managciilcnt Services in accordance with Prudent Industry 
Practices and the other t erm aiid conditions of this Agreenient In perloriiiing the Construction Manageinent Services hereunder, Contractor and Owner 
understand that Contiactor is acting iii 3 construction maiiagciiient role and does not assiiiiie the liab 
respect to the responsibilities assunied by tlie Managed Vciidors or GE. unless the saiiie 01 similar obligations are specifically set forth herein 

(17) Without limiting the gencrality of Scction 3.4(a). but subject to Section 3.2. i n  pcrforniing the Construction Management Services, Contractor 
shall. for the benefit oiO\vlier and with tlic sanie diligeiice and care and pursuant to the sonic standards as Contractor uscs on any other electric 
generating power plant constiirctioii project in  tlie United States with a similar Ievel of complexity where Contractor is acting as the contractor for such 
project (but not less than the diligence. care and standards ieqiiircd by this Agreenient). require each Managed Vendor to perfoim all elenients of its 
work to be peiforiiicd by such Person in compliance with tlie terms of tlic Ownci. Contract foi such Managed Vendor and manage tlic Owner Coiibacis 
i n  a iiinniiei designed to achieve tlie Project Sclicdulc Owncr shall provide Contractor with the relevant portions of each Owner Contmct i n  order for 
Contractor to perform the Construction Manageiticnt Services with respect thereto. 

3.5 Eiieinccring Seivices Contractor slid1 diligeiitly. d d v  and properly perform and coniplete enginecling Services, including providing working 

(a) Subject lo Section 3.2,  Coiitractor shall geiicrallp manage. supervise and coordinate all CM ISBL. Work as contemplated herein and as further 

es and obligations of a prime contiactor with 

drawings, designs and specifications (the " D e s i p  1)ocunientation") setting forth i n  detail the design of. 311d the requiiements and plocedurcs for the 
construction or testing for. that portion of the Project for \rhicli Contractor is rcsponsiblc for the design. as n i o ~ c  fully described i n  Part I of tlie Scope Book 
(collectively, tlie "Engineei-ing Services") Contiactor licrebv ncl;iiowledges that tlie Design Docuinentatioii shall fori11 the basis lor work performed by other 
contractors, siibcontraclors, Managed Vendors 01 Owiiei Supplien i n  respect oi the Facility aiid that any ieview or approval by Owtier 01 any Design 
Docninentntion shall not relieve Contractor froiii aiiy obligation or  respnsibility under this Agreenient 
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3 6 Devclopniciit o i  I'roiect I'laiis 

(a) Site Control and Access I%ii Contractor shall comply with. iiiiplcnieiit and cnlbrce the Site Control aiid Access 1'1aii as set forth i n  the Scope 
Book For the avoidance of doubt. Owner sliall Iiavc tlic ultiiiiate autliority with rcspcct to tlic coiitcnts oi tlie Site Control and Access Plan and m y  
update the Site Coiitiol and Access Plan froin tiiiic to time 

set forth in tile Scope Rook For the avoidance of doubt, Owicr sliall have the ultiniate authority with rcspcct to llie contents of the Environiiiental, 
Saiety arid I-Ieolth l 'hi aiid niap update tlie Environiiiental. Safety and I-lealth Plan froni time to time 

the avoidance of doubt, Owncr sliall have the ultimate autliority with iespcct to t l ic contents 0 1  tlic Quality Assurance 121an and may update tlic Quality 
Assurance Plan froiii time to time 

3 7 Intentionally Omitted 

3 8 Facilihi Manuals: Traininr: In conncction with the Construction Maiiagcmcnt Scnticcs. Contractor sliall rcvicw and assist Owner i n  collecting tlic 

(b) Environmental. Safetv aiid I-Iealtli 1'1311. Contiactor sliall comply with. iiiiplcment and enforce tlic Eiiviionmental. Safety and I-Iealth Plan as 

(c) Ouditv Assurance Plan Contractor sliall comply with. implcmeiit and enforce die Quality Assurance P h i  as set forth iii the Scope Book For 

~iimiuals prepared by Managed Vendors in the iiiaiiiier set fbrtli i i i  Psi-1 I of the Scope Book 

(a) Status Report Witliin b*:F Days alter the elid of each calendar month, Contractoi sliall prepare and w h i t  to Owier a wiittcn status report 
covering the previous calendar iiioiitli, which report sliall be prepared iii a iiianiier and format (hard copy a id  electronic) reasonably acccptable to 
Owner and sliall include the iiifoliiiation required to be iiicluded in  such status i-cpoi-t as described i n  Section 6 3 of I'art I of the Scope I3ook (the 
"Monthly Progress Report") In additioii, Contractor sliall picparc and deliver to Owner siicli ciigiiicciing. procurcinetit. iiintcrial Iiandling: cost. 
sclicdule, manpower, quality. safety, resource or other project repoiis rclatiiig to tlic Piojcct as described i n  Section 6 6 01 Pail I oftlie Scope Book and 
at the frequency set forth tlicreiii 

(b) Progress Meetings Fioni the E.ffective Date u n t i l  the Find Conipletion Date, Contractoi sliall attend and participnte i i i  iegular meetings with 
Owncr which sliall occur monthly (or upon such otlicr iiitcnul as tlic Parties agrcc i n  writing) for tlic piirposc or  discussing tlic status of thc Services 
arid tlie CM ISBL Work and anticipoliiig and iesolving any problcnis ("Progress R,teetings") 7 lie Progress Meetings may also include. at tlie request o l  
Owner, Managed Vendors. GE, Owner Suppliers. the Fiiiaiicinl Institutions. Subcontractors, consultants arid otlicr Pel sotis Contractor shall prepare and 
promptly deliver to Owner written 
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minutes of each ineeting; piovided. Ilia1 tlie publication oi distribution of such niiiiutes sliall not coiistitute a permitted b 
otlierwise asserting clainis, undei this Agreement by any Party No implication whatsoever sliall be drawn :is :I consequence oi a failure by any Party to 
comment on or object to any niiiiutes prepared or distributed by Contractor Unless otlierwisc iiiiitually agreed, Contractor's Project Manager shall 
attend all Progress Meetings after Contractor mobilizes to the Site :I** In addition to the above inoritlily Progiess Meetings and liiiless excused by 
Owner. Contractor and Owner sIia11 hold iegularlv sclieduled (but not less frequently than weekly during consiruction) status or sclieduliiig nieetiiigs as 
reqiiested by Owner 

3 10 Coiiipliance with Laws Coiiiractor shall perform all Services i n  conf'oriiiaiice with applicable Law Noiwitlistanding anything to the coriiinry 

' lor piovidiiig notice. or 

contained herciii, Coiitnctor shall not be required to take any action or peifoi iii any Scivices liereunder that  nilti ti result i n  tlic violation oi any applicable 
Laws, including IJ S. anti-boycott Laws, and applicoble Laws perlainiiig to export control and saiiclioiis If not otlier\vise eseiiipied by Title 48 and to tlie 
extent applicable, Contractor shall adopt arid utilize a subcontracting p h i  that complies with 48 C I; R 52-219-9 for Small Diverse Supplieis ("SDS") 
Contractor shall: ( i )  use all coniniercially rcasonablc efforts to utilize SDS (and Large Diverse Suppliers): and ( i i )  provide Owncr a quarterlv status report in  a 
fonnat ieasonably acceptable to Owner Contractoi shall enter siicli report 011 Owner's wcbsite at \viv\v dul;e-energy coiiiisiipplicrslsiipplier-diversiiy asp 
Owner. its designated auditors and any applicable Government Aiitliority sliall have the riglit oi access diu iiig iioriiial business lioiirs to inspect Contractor's 
records related to the I'ro,ject as tliep relate to SDS aiid compliance widi this Section 

3 11 Owner Oilice Space Continctor sliall provide Owiier with five oflices and six cubicles in  Contractor's I-Ioustoii Office and two cubicles in 
Contractor's office located in Frederick. Maryland and such addiiional space as reasonably requested by Owner *** To tlic exleiit any additional oifice space 
is requested by Owner and tlicre arc issues with rcspcci to the scope of such request or availability of ollicc space. the I'ariics w i l l  discuss the allocation oi  
such oflice space and/or invoicing for siicli oflice space. 

3 12 Liiiereencies In  the event of any emergency eiidangering life or property. Contractor shall take. 01 diicct any Persons undei Coiltractor's control to 
take, a11 actions as may be reasonable and necessaq to prevent, avoid oi mitigate iiijuiy, damage or loss and shall iinmedi:itely repoi t each siicli emergency. 
and Contractor's responses tliereto, to Owner's Project General Manager aiid sliall provide Owier a writteri report of siicli emergency, and Contractor's 
resporises tlierelo, witliiii ~weiily-four (21)) Iioiiis after the occurrence oi such emer_eericy 

3 1.3 Sienaee Neither Contiactor nor its Subcoiitnctors shall display. iiistall, crect 01 maintain any advertising o r  other sigiiagc at the Site witliout 
Owner's prior written approval, other tlian signs and notices iequired by applicable Laws, related safet~f or work I-ides. Site identificaiion. or iised to solicit 
employees for the perfonnance of the Services 
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3 14 Acknowledeeniciit oi Scope of-Seivices Contractor and Owner Iiereby acknowledge tliat tlie Services are only a portion 01 tlie woik  required for 
tlie completion o i  tlie entire Projecl and that tlie siiccess~ul aiid timely coiiipletioii 01 tlie Project i n  accoidance with tlie Project Scliedule will require the good 
faith, pronipt and courteous coordination and collabontion anioiig inany contractors. subcontractors aiid other Persons. including Contractor. Managcd 
Vcndors. GE. Owner Siipplrers. O\vnei and Owner's other contractors Contractoi agrees to provide siicli good laith. plump! and courteous cooidination and 
collabora~ion on its own bellalland to assist Owner. upon request, i n  such other activities as may be required for tlie successid aiid tiiiiel!) conipletion of the 
Project, including assistance in  obtaining any Govcrnniental Approvals necessary for tlic operation. maintenance. use and ownership 01 tlie Facility Owner 
sIia11 use reasonable efforts to require Owner's otlier contractors to coordinate, collaborate aiid coopeinte with Contractoi i n  a iiiaiiiier designed to acliievc and 
inaintain a schedule and scquence that will acconiiiiodate tlie interest of a11 pnrties so  as not to iinreasonably disrupt and interfere with their respective work 

3 15 Use of Esistine Owner Property Circiimsfances may arise wliere Contractor ieqtiests Owner to iiial;e available to Contractor certain of' Owner's 
equipnient or facilities for the perforniance of Contractor's Services the use o i  rvliicli is not provided for i n  this Agreement lJpoii siicli request. Owner sliall 
use commercially reasonable cfi'orts to provide Contractor with tlie use of siicli cqtiipiiient or facilities: provided. that the use of such equipment or facilities 
shall not unreasonably disrupt or interfere with the work of otlier contractors, subcoiitiactois aiid other Persons, including Managed Veridors. GE. Owner 
Siippliers. Owner atid Owner's otlier contractors. Contractor sliall be responsible for reasonably inspecting such equipiiient to assure itself o i  tlie safety of sucli 
equipinent before use and shall return such equipment to Owner in  the conditioii which i t  was received. except Cor reasoiialile \war and t a l  Coiilmctor sliall 
inspect such equipment before Contractoi's use and upon its retiirn to Owiicr Upon return, Owner niay also inspect sucli cquipnicnt to siibstantiate wlicther or 
not nnv ~ a i t  oitlie eouianieiit tiscd bv Contractoi lias been damaeed i n  anv \vav as a result of its use bv Contractor I1 O\vner is reouiied to csoeiid amounts . ,  .( , 
I n )  to -ee to its equipnient or (b) to ~ a v  anv deductible required to be pnid for any insured damage, in each case. resulting fiom 
Contractor's use of sucli uliripmcnt or lacilities (ordinary wenr and tear excepted), +*+ 

.., 

4 CONTRACTOR PERSONNEL 

4. I Contractor's Personnel Contiactor shall comply in  all respects with a11 applicable labor, eniployinent and imniig~ation L.aws Illat m a y  iiiipact 
Contractor's Senices  under tlus Agreement. including tlie Iniiiiigration Refonil and Control Act of 1986 and Form 1-9 requirements Witlrout liniiting tlic 
generality of the foregoing. Contractor sliall perform all required employnieiit eligibility and verification cliecks and maintain :ill required eniployment 
records for its eniployces tlial will be perioriiiing Services aiid S h e d  Services and for a11 Borrowed Employees provided by Contractor Contractor 
acknowledges and agrees 1liat i t  is responsible for conducting adequate scieening o i  its employees and agents pi ior to assigning any such Person to perfonii 
any Semite. By providing an cniployee or agcnt under this Agreement, Contractor wairants and repi-esciits that i t  has completed tlic Sciecniirg Measures ( a s  
delincd i n  Section 5.1 below) with respect to sucli Person and that such Scleening Measures did not reveal any inrorniation that adveiselv aifects such 
Person's 
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suitability lor assigninei~t by Contractor to perfomi tlie Service Owner. in its sole discretion. sliall have the option of b m h g  l h n i  the Site any person whoin 
Owner deterniines is not lit or qualilied to pel fomi the Service, or who violates applicable requirenients hereundci 111 all circt~~nsta~ices. Coiitiactor shall 
eiisure that the substance and iiianiier of any and all Screening Measures peilorined by Contiactor pursiiaiit to tliis Section confonn fullv io applicable Law 
Contractor shall advise aiid instruct the I"eisons assigned to the Site by Contractor to comply with all applicable office and field rules. iegulatioiis and salety 
procedtlres At all tinies. a person assigned by Contractoi to perfomi Services sliall iemain an employee of Contractoi 

4 2 Stafline Plan Contractor sliall iinplenient and maintain tlie Staffing Plan in connection with the provisioii o i  the Services Owner may incorporate 
cliaiiges to tlie Con~r:ictor staitiiig scope in the Stalling Plan with tlie consent of Contiactor (siich co~iseiit not to be ~ ~ n ~ e a s ~ ~ ~ ~ : i b l y  witlilield) Owner sliall liave 
the riglit to make any otlier ciianges to such organization cliart i n  its sole discretion Contractor sliall employ a sufficient nuinber of qualified Persons, who 
sliall be licensed if required by applicable Laws, so that Contractor may complete the Services and Contractor's otlier obligatioiis under this Agreement i i i  an 
ellicicn~. prompt, econoinical and professional iiianiier i n  accordance with the Stalling Plan aiid the Project Scliediile 

4 3 Sunendsion and Discipline Contiactor sliall supervise, coordinate and direct the Services i n  accordance with Prudeiit lndusliy Piactices Contiactoi 
sliall enforce discipline and good order m o n g  all Persons carrying out the Sentices and shall w e  comiiiercially reasonable efforts to eiifoice discipline and 
good order among all Persons perlomiing CM ISBL Work at tlie Site, in each case i n  accordance with the Prqiect Job liules and Regulations Contractoi shall 
at a11 times take a11 iiecessaiy precautions to prevent any unlawfiil, unsafe or disoiderly conduct by or ainong Persons performing the Services Contractor 
sliall only permit the eiiiployiiient of Persons who are f i t  on eocli Day they perlirnii the Services and who are qtialilied and skilled i n  the tasks assigned to 
tlicin. Contractor sliall retain resoonsibiiity for tlie performance, conduct and compliance of each of its employees aiid agents nssigncd to pi-forin the Sentices 
at tlie Site Owner sliall liave tlie riglit to bar from tlic Site any Persoii Upon request of Owiicr in  its discretion. Contractor shall inmediately reiiiove those 
Persoils to wlioni Owner objects from the Site and sliall not allow the furtliei perioriiiance oftlie Services by those Persons (ii any such Person is a "key 
personnel" as described i n  Section 4.4. such discretion exeicised by Owner must be ieasoiiable) In addition. in the event that Contractor learns o i a i i y  sucli 
inisconduct. incoiiipctcnce or negligence iiidcpendcnt of Owiiei's objection, Contractoi sliall remove such Persons fiom the Site, sliall not a1Iow any furtlier 
per~orniance of tlie Sentices by swli Persons and shall piomptly notify Owner of such misconduct incompetence or negligence and tlic actions taken by 
Contractor as a iestilt tliereof 

4 4 Contractor's Kev Pelsonilel Exhibit F contains a list of the iianie and title of each of Contractor's key personnel who sliall be respoiisible lor the 
perfoiniance of Contractor's obligations under diis Agreement The key personnel set lorlh on Exhibit I; includes a designation of Coiitractol's Project 
Manager mid Contractoi's Site Representative Replaceinelit of any of tlie kev personnel listed i n  other tlian due to death, ternmination in  
einployineiit or a leave o i  absence permitted as required by applicable Law. shall be subject to the prior written approval of Ownel, whicli approval Owner 
SI1311 not 
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unreasonably witliliold. and any replacctiient miist be qualilied for tlie applicable position as i i iu t i ia l l~~  agieed between the Pallies (such Owner 
:ickiiowledgeiiieiit of qualifications not to be uiireasonably withlield) Coiiuactor shall reiiiove and repkice any such key personnel at Owner's reasonable 
discretioil Contractor's Project Manager shall act as Contractor's liaison witli Otviicr and shall liave the authoiity (a) to administer this Agreeinelit on behalf of 
Contractor. (b) to 1x1 forni the responsibilities of Contractor under this Agreement, and (e) to bind Conlractoi as to the day-to-day project iiianngeiiieiit 

operations under the Agreeinelit, i n  each case, subject to the terms and conditions set forth in  the Communication aiid Management I'mtocol Contractor's Site 
Iteprcsentativc or other Contractor supervisow pcrsonncl shall be present at tlic Site at all times when tlic Services or CM ISBL Work are bcing perfornied at 
the Site 

4 5 Diue and Alcoliol restint: Neithci Coiitraclor nor its Subcontractors shall in any way use, posscss, or be wider tlie inIltrcncc of illegal drugs or 
controlled substances or coiisunie or be under the influeiice of alcoholic beverages dining the perfoniiance of tlie Services Any person (whether einploycd or 
retained by Contractor or any Subcontractor or otherwise) under the iiilluence, or i n  possessio11 of. alcohol, any illegal drug, or any controlled substance, will 
be removed Irom the Site in accordance with the Environmental, Safety and I-lcalth Plan and. subject to Owner's litness for duty prograin requirements. sliall 
be prevented lroni performiiig 311p future Services at the Sile or elsewhere relaled to the Project Upon mquest, a i d  to the extent permitted by applicable Law. 
Contractor will fiirnisli Oxviler copies of the records of employee drug aiid alcoliol test results required to be kept by applicable Law Contractor will 
indeiiiiiify and hold liariiilcss Owner fiom any and all liability for m y  claims iiiadc by a Contractoi or Subcontractor employee resulting fioiii removal froin 
the Site by Contractor oi bv Ownei i n  the event oian emeigency or otlici exigent circumstances as piovidcd i n  this Article 

4.6 Traiiiinrr of Emnlovees. Contractor represents that all Contractor and Subcontractor pcrsonnel have received all necessary training required to 
pcrforiii tlic Scrviccs i i i  accordance with applicable Laws 

4 7 Substitution Subject to Scction 4.4, Contractor rcscrves the right to change any of its peisonnel perfoniiiirg Services In such event. Contractoi shall 
provide ieplacenieirt pet soniiel nieetiiig the requisite qualifications ofthe position to be Iilled and wlio lieve substantially similar capabilities 

4 8 lhplovcr  Rcsponsibilitics For so long as any Pcrson is assigned by a Party to pcrfomi Services at the Site, the I'arty assigiiiiig tlie Person and such 
Person sliall act as an iiidcpendeiit contractoi aiid not as an agent or eiiiployee ol' the other Party Neither Party intends to create a co-employinent relalionsliip 
f o r  the Peisoiis working at the Site Each P:irly shall comply, at ils espense, with a11 :ipplicable provisions of workers' compensation Laws; unemployment 
compensation Laws, I'ederal social scciiiitics Laws. the Fair Labor Standaids Act and all other applicable federal, state and local Laws relating to tcniis arid 
conditions ol einploynicnt required to be fulfilled by employers with respect to any of its own employees 
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5 BORROWED IMI'LOYEES 

5 1 As.sinriiiicnt o i  13oirowcd Employees Each of Contractor a i d  Owner sliall assign certain of its employees (the "Borrowed lhiployees") to tlie otlicr 
Party to perform ccrtaiii job dutics required for coiiiplctiou oitlie entiic Projcct. including the job duties identified as Shared Scrvices in tlic Staffing Plan and 
tlie CoiiiniunicatioiI and Mruiagciiiei~t Protocol and tlic io17 dutics ncccssaiy to coiiiplcic portions of tlic CM ISBL Woi k (collcctivcly, tlic "Assigned Job 
Duties") By assigning a Borrowed Employee, each Party repiescnts 11131 i t  113s completed tlic Screening Meastires (as defined below) with respect to sucli 
Borrowed Employee and that such Screening Measures did not reveal any information that adveiscly affects such Bonowed E,iiiployee's suitability for 
cmploymeiit by sucli Party As uscd in  this Section, the tcnn "Screening Rlrasures" means, with rcspcct to cithcr Party. such scrccning and eligibility 
iiieasiires as I-equired by such Party's geiierally applicable liuiiiaii resources policies and procedures (tlic "I-Ill Policies") and applicable Law Each l'nrty shall 
~iiaiiilaiii a11 records will1 respect to each of its Borrowed Eiiiployees as required of an ciiiployer by applicable Law At a11 tiiiies tliat a person is sewing as a 
Borrowed E.niploycc. such Boi rowed liniployec slid1 ieiiiaiii a i  ciiiplovcc of the Party siipplying sucli Borrowed Employee subject to all of its I-IR Policies 
Promptly aftcr exccutioii of this Agrcciiicnt, each Party shall dcsignatc i n  writing a liaison to bc rcsponsiblc for addressing performancc, conduct, and 
coiiipliancc issues ("I-IR Issues") relating to tlie Boriowed Eiiiployces Each Party may change its designated liaison Ironi time to time upon ten ( 1  0) Days 
prioi written notice to tlic other Party 

5 2 Qualilications Each Pa11y s11a11 provide cuiriculum vitae for cacli person such Party proposes to be a Boriowed Employec, wliich curriculum vitae 
shall include a description of the role of such person i n  his or her ieccnt projects Each Parly shall permit the otlicr Party the opportunity to interview each 
sucli pcison Each Party covenanis that its Borrowed Employees shall Iiavc such crcdeiitials rcpresciited i n  tvriting by i t  to the other Party Contractor sliall 

providing Owiier with tlic services of any of its Borrowed Eiiiployees without ilie pi ior written approval of Owner, provided that Contractor may cease 
providing Owiicr with tlic services o i  a Boriowed Employee without the piioi appioval ol tlic Owner (a) i i  such Borrowed Employee dics, resigns, tiansfers in 
accordance \villi tlie I-IR Policies, goes on leave o i  absciicc i n  accordance with tlic I-IR Policies (in which case Contractor sliall provide O w c r  notice oiall 
relevant dates regarding such leave of absence)? or is tenninated for cause, as defined iii the I-IR Policies, (b) if such Borrowed Eniployee is not expected (by 
Owner) to pcrfomi aiiy services i n  connection with, or otlicrwise relating to, the start-up oftlie Facility (including any schcdiiling or planning), upon tlic 
Mcclianical Coinplction Datc or such latcr datc upon which tlic Partics may niutually agrcc 01 (c) if such Borrowcd Employcc is cxpcctcd (by Owner) to 
perform services i n  connection witb, or otherwise relating to, the start-up of tlic Facility (including nny sclicduling or planning), upon the Final Completion 
Date II Contractor ceases to piovide a Borrowed Eniployee as permitted Iicrein, Contractor sliall promptly repl:ice such Borrowed Employee with aiiotlier 
Borrowed Einploycc meeting tlic rcquircmcnts licreoi Owiicr niap rcassign any of its Borrowed Eiiiployecs 
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5 3 Assiericd Job Duties h C h  Party sliall deteiiiiiiie tlie procedures to be follomed by the Borrowed 13nployees assigned to siicli Paity witli respect to 
their Assigned lob Duties. provided, Iio\vcver. that such I'arty shall not direct such Borrowcd Employees to perform any duties otlici tlian tlie Assigned Job 
Duties oi to perforin tlic Assigned lob Duties i n  3 iiiaiiricr that would violate any of tlie otlici Party's H R  Policies lcliowii to sucli Party Each Party represents 
to tlie other Party tliat nothing iii its FIR Policies prevcnt any oi its Borrowed Employees from pcrforiiiing his or lier Assigned lob Duties The Borrowed 
E,iiiployces assigned to each Pai-ty sIia11 be advised by sucli Party oi. and the assigniiig Party shall iiistruct such Borrowed E,inploVees to coiiiply with, a11 
applicable office and field rules. regolations and safety procedures To tlic extent permitted by applicable Law, each Party assigning Borrowcd Employees 
sliall provide the otlier Party with siicli iiifoniiation pertaining to such Borrowed Employees i n  coiiiiection with rendering tlie Assigned lob Duties as the otliei 
Party may request and wliich is reasonablv iiecessa~y to tlie other Party's direction and oversight of sucli Borrowcd Employees and tlie pel foriiiaiice of tlie 
Assigned lob Duties Each l'arty shall require each of its Borrowed Eniployees to obtain and niaintain all liceiises (iiicluding professioiial engineering 
licenses) aiid work perinits. ii any, required in  connection with his or her pcrforniance oi tlic Assigned Job Duties. 

5 4 Respoiisibilitv for Work Each Party shall be solely responsiblc for the effectiveness or technical, economic or environmental feasibility of any 
nietliod. tccliiiique, or process implemented by such Party or third pni-tics resulting froin any Borrowed Employee funiislied to i t  wider this Section 
Accordingly, neither Party assigning Borrowed E.mployecs sIia11 have any liability to the other h r t y  for loss or damage aiisiiig out of or resulting from the 
perfoniiancc by such Borrowed Eiiiployxs oitlie Assigned lob Duties. iiicludiiig loss oi or damage to property of tlie other Party, and the other Party hereby 
releases and agrees to indcninil'y. hold Iiaiiiilcss and defend the Party assigning Bonowed Employees and each such Boriuwed Einployec from and against 
any and all claims, deiiiands, Iosses, damages. costs, liabilities and expenses (including reasoiiable attorneys' fees) for injuries to persons (including death) and 
n,- V d u d i i r  , Pnrty g aut of tlie ~erforiiiance by such Borrowed Employee of his or lier Assigned Job 

Duties. provitled that such Borrowed Employee had the ciedciitials represented i n  writing by the Party assigning Borrowed Einployecs to tlie other Party 

For so long 3s any person selves as 3 Borrowed Employee. tlie Paity assigning such 13orrowed Eiiiployee and such 

. .  
~ 

5 5  
Borrowed 
eniployiiieiit I-clntioiiship lor the Boi-rowed Eiiiployees Each Party sliall coiiiply, at its expense, with all applicable provisions of workers' compensation Laws, 
niiemploynieiit compensation L.aws, federal social security L.aw. tlic Fair 1 abor Stmidaids ACL and a11 other applicable federal, state, and local L.aws relating 
to terms and conditions ofcinployiiicnt required to be fiilfilled by eiiiployeis with respect to a n y  of its Borrowed Employee Without limiting the generality of 
the foregoing and for so long as aiiy person SCITCS os a Borrowed Employee of a Party, such Paity shall: 

ndcpcndent contractor and iiot as a11 agent or einployce of the otlier Palily Neithci Party iiiteiids to cieate a cc- 

(a )  pay such Boriowed Employee at such conipensatioii levels (iiicludiiig any ovcrtiiiie pay. i f  applicable), and provide employee benefits. as it 
piovided siicli 
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person prior to becoming a 13oirowed Employee, subject to periodic reviews and ad,justmciils i n  tlie ordiiiaiy course of business. 

of its otlier eniplovecs: 

uiieniployiiieiit and disability insurance ( i f  applicable). and pmmptly ieniit such witlilioldiiig deductions and taxes due to a11 taxing authorities: 

(b) innkc wage payniciits to such Borrowed Employee ilirougli its payroll sysleriis a i d  on the saiiie b 

(c) niakc all applicable payroll withholding deductions for sucli Borrowed Emplovee. including Federal and State income tax. social security, 

(d) provide each such Borrowed Eiiiployce. on the smiie basis as its otlier employecs. with access to an electionic pay stub each pay day mid a 

(e) infoi-ni such Borrowed Employee ofcliaiigcs i n  benefits i n  tlie s w i e  iiiaiiner sucli inforination is provided to its otlier eiiiployees and enable 

(I) have solc responsibility for administering a11 oi its rctircmcnt plan(s). health aiid wellarc plan(s) and all other lion-statutory cinployee benefit 

(g) niaiiitain woikers' coiiipensatioii I I ~ S U I ~ I I C ~  and kecp such insurance in full foice and effect at all times with respect to such Borrowed 

s such coinpelisation is provided to any 

W-2 form at tlie end of each year during which such person is a Borrowed Employee: 

siicli Borrowed Eniplovcc to cnmll in iicw lxiielit programs. 

plans and programs for which such Borrotvcd Employee is eligible to pal-ticipnte; and 

E,niployce and i n  compliaiice with applicable Law 

For the avoidance of doubt, tlie Parties acknowledge and agice that no Boirowed Employee sliall be considered a11 employee of tlie Pmty to whom such 
Borrowed Employee I S  assigned for any purpose% iiicruaing EN issiies, aiscipiinc, rcrniiiiaiioii, r c k i i I l ' b  1 \  

liability insurance, all o i  wliich shall remain the responsibility of the Party assigning siicli Borrowcd Eniployec Each Paity assigning a Borrowed Eiiiployce 
liereby releases a i d  agrees to iiidemnifi, Iiold Iiaiiiiless and deiend the othei Party from and agninsl any and all claims, demands, losses. damages, costs. 
liabilities aiid expenses (including reasonable attoliieys' fees) arising out o i  the failure o i  ilie assigning Party to comply with its obligations in this Section 5.5 
Each Paily slid1 maintain ptiyroll and otlicr wage, beiiefit and tax records related to its Boi-rowed Eniplovecs i n  accordance with generally accepted 
accounting practiccs aiid all applicable L a w  Upon rviittcii request of cadi Party and to II IC  cslc~il permitted by applicablc Law, thc otlicr Paity shall make 
available to tlie requesting Part)> its records relating to tlie otlier Party's obligations i n  this Seclion 5.5 and its coiiipliaiice with siicli obligations, and shall 
provide sucli certiticates aiid copies of sucli receipts or vouclicrs, :is tlie requesting Party iii:iy rcasonabls rcquire lo msure ilself 11iat tlie otlicr Party has 
coiiiplicd with its obligations i n  this Section 5.5 

5 6 Cooperation Each Party will reasonably coopxate with [lie otliei Pari)! i n  the defense o l  any and all claims. iiicludiiig litigation and adiiiinisrrative 
claims. against such 
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other Party brottglit by aiiv 13~mowed Employee, titiless and then only to tlie e?;tent 11131 the Parties have an actual conflict of inteiest with respect to such 
niat~er Such cooperation niav include providing tlic other Party with access to claim inforination. facilities. witnesses and otlier infoimatioii aiid documents as 
reasonably requested 

5 7 No Third Party Rielits No provision of tliis Agreement sliall create any third party rights in  anv Borrowed Eniployce (including any beneficiary or 
dependent thereof) 

6 PROJECT MANAGI'MIJNT 

6 1 Owiiei's Representative Owner sliall appoint Owiier's Project General Manager with wlioin Contractor may consult 3t a11 reasonable times. and 
wliose iiistnictioiis. requests aiid decisions shall be binding upon Owner as to a11 matters pertainiiig to tliis Agreement aiid the peiformance of the Parties 
tinder th is Agreenienl: provided. that no :iiiiendment or modification of this Agreement shall bc effected except by an Amendnient. and no Change shall be 
effected except as provided i n  Article 9 

6 2 Proiect Mananeiiieiit: Conimiiiiicnti~~~i and Mniiaeenient I'rotocol The Parties liereby acknowledge and agree that Owner shall have the riglit and 
authority to direct a11 matters relatiiig to the Project. subject. wit11 respect to the CM IS13L Work. to tlie Communication and Maiiagement Protocol Witliout 
liniitiiig the generality 01 the li,i.cgoing. Contractor's Project Manager shall ieport to Owner's Project General Manager Tlie I'arlies sliall interface, 
comiiiiinicate, coordinate and collaborate with one another i n  tlie manlier set fortli i n  tlie Communication and Management Protocol in  order to achieve tlie 
successful and tiniely completion oftlie Project 

6 3 Steerinq Conitnittee 71ie Ik t ies  sliall establish a steering committee (die "Steering Coriiniittec") consisting of Contractor's Steeriiig Committee 
Menibers and two (2) executives designated by Owner. Tlie purpose ol the Steering Corrrniittee sliall be to provide giiidaricc wit11 respect to the Project and to 
ensure eificicnt project ~nanngeiiiciit i n  nccordaiice with tlic ternis and conditions set iiorth heiein Tlie members of tlie Steering Coniniitlee shall meet at least 
oiice each caleiidai quartei (and at such otlier times leasonably requested by Owner) at such tiiiies and locations as Owner sliall reasonably request for tlie 
purpose of discussing tlie status oi llie Pinject and resolving any existing or potential pmblems or issues with respect to the Project At the request of Owner. 
executives from GE n i w  also paflicipate i n  siicli Steering Committee 

6 4 GF, Clianne Review Board At the request oCOwner, Contractor's Project Manager sliall participate in  any nieetings o i  the GE Change Review 
Boaid to discuss the inipctct to tlic Projcct of any changes i n  tlic "Process Design Package" supplied by GE or tlie scope of tlic GE Equipment Contract 
including tlie iiieaiis to oiiielioiale anv such impact 

6 5 Access. Coiitractor's Orlice Space Froin tlie Effective Llnte until tlie Substantial Completion Date: Owner sliall piovide Contractor unrestricted 
iiglil of access to siicli portioii oftlie Site as Contractor may lensonably require to perform tlie Services at the Site and for Contractor's office space and 
ciiiplo\~ee p i k i n g  Owicr (and its rcpiesentatives) 
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sliall at all times Iiavc acccss to llie Site Owner shall provide Contractor with office space at tlie Site as described i n  Part I o i lhe Scope Book 

6 6 Estimate Upon request ol  Owner. Contractor shall assist Owner in  preparing a budget for the Project, i n  detail reasonably satisfactory to Owner, 
based upon tlie inforination coiitaiiied iii the E.stimate At the request of Owner from time to time, Contractor shall temporarily relocate one of its eniployees 
to Oivncr's Plainfield Ollicc with a hard copy and an accessible, electronic copy of thc Estimate Such relocated einployee sliall remain at Owner's Plainfield 
Ollice for the length o l  time requested by Owner: provided, that such employee sliall not be required to reinnin at Owner's I'lainfield Office beyold the Final 
Coinplelion Date Altemalivelv. ai the iequest of Owner from time to time. Contractor sliall send an employee lo Owner's Plainfield Oiiice with a hard copy 
a i d  an accessible. elccisonic cop\' 01 llie Estimate O\vnersliall beai all *** incurred ' by Contractor i n  relocating siicli employce or sending snch employee to 
Owner's Plainlield Ollicc Contractor sliall inake availablc to Owner at Contractor's Houston Office aiid at the Site, during norinal business hours upon 
Owner's request froni time to time, B haid copy and an accessible. electionic copy of the Estimate lor Owner's review and inspection 

7 PROECT SCI-IEIXJI..E 

7 1 Sclicdulc Coinpliance. Updates Contractor sliall perform its obligations under this A p x m e n t  and shall direct the Managed Vendors to pcrfolm 
work iii relation to the CM ISDL Work in  a iiianner designed to coniply with the Pro,ject Schedule. Contractor sliall (a) provide the Contraclor EP Schedule to 
Owner iar  uploading into the Project Scliedule and the Contractoi E,P Scliedule shall be updated from time to time and (b) cooperate with Owner and 
participote iii dcveloping and iipdating the Project Scliedule. including. witlioiit limitation, assisting Owner in collecting tllc information obtained from 
Mnn:iPrd Vendnrsihat Owtier will use to tiadate tlie Proiect Scliedulc. i n  each case, i n  tlic inanner set iorth in  Section 6 of Part 1 ol  the Scope Book and i n  the 
Comniunication and Management Protocol For the avoidance of doubt this Section 7.1 sliali not limit tlie Consfiiiction Management Services, including 
Contractor's obligatioii to coordiii:itc the activities oi Managed Vendors 

7 2 *** 

8 COMPENSATION AND PAYMENT 

8 1 Contiact Price I n  consideration of the perfomiance by Contractor ol'tlie Services aiid its other obligations Iiereulider, Owner sldl  pay to Continctor 
the Conti-act Price i n  accordance with the teniis and conditions set forth herein. 

8.2 ?:*:s 

g 3 c * *  

( a )  *** 
( i )  *** 
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(ii) *** 
(iii) li.’%* 

(iv) *** 
(b) *’* 

8 4 Invoicinn and I’avinents 

(a) I f  any *** is deficient. Contiactor shall k required to iesubniit that *** i n  proper foini: provided. Iiowever, that Owner s11a11 p3y any portion 
of i t  Illat is no1 deiicienr or subject lo dispute Owner sliall rcview each *** atid sliall endeavor lo nuke exceptions, if any, by providing Contractor with 
written notice by tlie earlier of (i) such date the *** is paid by Owner or (ii) *** Days after Owiiei receives the *** and such substanlialing 
documenlation and inaterials as Owier inay 11ave icasonably required Notvl4thstanding anylhing i n  this Article to the contrary, the lailure of Owner to 
iaise ai exception sliall not pi cclude Owner from subsequently seeking, and Contractor fiom paying. :I refund of any amounts io which Contractor was 
not cntitlcd under this Agiccnient. and Owner niay, by any payment pursuant to Section 8.4b) k low,  iiiake an\‘ cor~-cction 01 modification that should 
properly be mode lo any aniount previously considered due 

(b) Owner sIia11 pay Contractor. within *** Days of receipt oftlie *** and such substantialiiig documentation and inaterials as Owner nioy 11aw 
reasonably required. in  IJ S dollais, ihe undisputed aniounts designated in  such ***. plus any additions and less any deductions wliich niay have 

Al-licle 23; provided. that. i f  ilie amount i n  dispute equals oi exceeds ***. tlie Parties slinll initiate the dispute resolution procedures set forth i n  
2 j  witliin *+* Days following the deterinination of the existence of :1 dispute Once the dispute is resolved. Owner or  Contractor, as applicable, sliall 
pay any amount owing promptly alter ilic dale of ilie final resolution If  for any reason Owner rails lo pay Contractor for a11 sunis due and owing (other 
than sunis that are the subject o l a  good Ihiili dispute 01- pcrniiticd to be wiilllicld puisuant to this Section R..l(bl) witliiti *** Days d tc r  rcceipt of a 
substantiated *** Payniciit ltivoice wliicli coinplies with tlie requircnients of this Article. iiiteicst sliall tliercaftcr accrue on such sunis due and owing at 
tlie *** until  paid 

U C C G  . .  I .  

. .  
9 .  

8 j*** 

(a) *** 
(b) *+* 

8 G Final Pa\~nient Following acliieveiiiciit of F-iiial Coiiipletion. Contiador sliall sttbniit to Owner an iiivoice lor the final payment and other payincnts 
due iiuder t h i s  
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Agrccniciit (tlie " I k a l  Payment Invoice") wliicli sliall contain *** (d)  :I dctci mination of a11 otliei icmainiiig aniounts due to i t  pursiiaiit to this Agrccment 
and (e) all suppoi ling docuiiicriraljon rc:isonably requested by Owicr Wlieii submitting tlic Final Paynieiit Iiivoice. Contractor shall submit a written 
discharge, i n  rorm and siibstaiicc reasoiiably satisfactory to Owncr. confirining that tlic total oi  tlic applicable Final I'aynicnt Invoice rcprcscnts full and final 
setlleiiient of all iii~nics due to Contiactoi undci tliis Agicenicnt Tlic procedures set lortli i n  Section 8.4 (including application of inteiest for late payments) 
sliall be followed for payiiiciit of the applicable Final Payment Iiivoice. and Owner slid1 bc entitled lo offset against any *** or Filial Pay~ne~it  Invoice any 
ainotints owing by Contractor to Owncr tlnder this Agrcenicnt 

8 7 Certification bv Contractor I n  each :;'** a id  i n  tlie Final Payment Invoice. Coliclactor sliall certi@ as follows: 

clainiing through Contiactor or any Subcoiitractor for whicli Contractor has not piovidcd a bond or otliei assurance of payment: all amounts that arc due 
and payable to any third paity (incliiding Subcontractors) with icspect to the Sciviccs 3s of tlic date of this invoice have becn paid or are iiicliidcd i n  the 
anioiiiit requested i n  this invoice. and, csccpt for tliosc bills not paid but so included and aniounts dispiilcd between Owner and Contractor, tlicre is no 
known basis for a Lien to be filed Contractor licrebv waivcs and relcascs, to tlic chtcnt o i  tlie reccipt or payment rcqucsted i n  this invoice. any right to 
:my Lien with respect to payniciit for siicli porlion of the Services included iii th is  invoice " 

8 8 No Acccptancc bv I'evnicnt Owner's paymcnt of any invoicc. including a Final Payiiient Invoice. docs ! lot  constitutc approval or acceptance of any 

"There arc no known 1 iciis that arc oit&~anding 31 the d3tc of this invoice and arose bv or iliiougli Conlractor, any Subcontraelor or any Person 

item or cost i n  that invoice nor sliall be coilstrued to relieve Contractor of any of ils obligations under this Agreement 

9 CI-IANGE ORDERS 

9.1 Clianec Requcsts Williout invalidating th is Agicenicnt, Owner may I-cquirc Contractoi 10 pcifomi Iicrcuntlcr services not ilicludcd in thc Services, 
reniove services included i n  tlic Sciviccs or revise services included i n  tlic Services (each, a "C'h:~npe"); provided, that. witliout the conscnt of Contracto~ 
(sucli coiisent not to be iinrcason:ibly wiMield), Owner may no1 direct a Change that icqiiircs Contractor to peiforni services (a) *** (b) 'x** or (c) *** (each, 
a "Non-DiIected Ch;inge") 

9 2 Clianec Proposals IiOwnci desires to  ni:ike :I Change. i l  shall submit a wiitten propos:iI to Coiitmctor describing tlic Change rcqtiested Contractoi 
sliall proniptly rcview Owner's proposal and submit to Owner a good faith estiniatc oi tlie cost to dcvelop a Cliangc Order for such Changc, such dcvclopnient 
costs to be detcrniincd on a basis I f  the estimated costs to develop the Cliange Order are reasonably acceptable to O\vner. Owner slid1 promptly provide 
notice thereof to Contractor i n  writing Upon receipt of sucli notice, 
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Coiitractoi’s I’roject Manager shall proii iptl~~ notify Owner iii writing. as soon as practicable. citlier by giving reasons wliy Contractor. either diiectly or 
indirectly tlirougli a Subcontractoi. could not clfect sucli Change (if this is tlie case) or by submitting tlie proposed conleiits for a Change Order, wliicli sliall 
include i n  icasonable detail: 

(a) the effect and impact, if any, that the Cliaiige would have. i n  Contractor‘s reasoiiable,jiidg~iieiit. on tlie Services. tlic **:c. tlic Baseline 
Contractoi Schedule. any warranties lierein and tlie operation o r  iiiaiiitcnaiice of tlie Facility. 

(b) Contractor’s proposal for aiiy necess:iry modifications to Services, tlie **+. tlie Baseline Coiit13ctor Scliedule or any waimities herein. and 

( e )  Coiitractoi’s proposal for any necessary modifications to aiiy otlier pi,ovisions of Iliis Agreement, including tlie Scope Book and tlie 
Coiiiniunicatioii and Manageriient I’rotocol 

Contractor shall provide Owner sucli supporting docunientation for the foregoing as Owner iiias reasonably iequcst Owircr shall, as sooil 3s practicable after 
receipt o f  such subniit~al and supporting documentation. respond with any comments or qtiestioiis Contractor shall not delay am’ Scniccs wliilc awaiting a 
response I f  Owner responds with comments or questions, Contractor sliall endeavor to address such coniiiieiits o r  ans\\’er sucli questions as soon as 
practicable. If  Owner decides iiot to proceed with a Change (otlier than a Change requested by Contractor pursiiaiit to Section 9.4 but not required to be niade 
by this Agreement). i t  shall pay Contractoi :@** incurred i n  dcvelopiiig tlie estimates :ind otlier iiiformnlioii iegarding tlie potential Change 

9 3 Cliaiiee Orders. If O\vner wishes to proceed with tlie Cliange, Owner sIia11 issue a writteii order to Contiactor autlioiizing the Change mid setling 

Cliange Order, Contractor sliall provide Owner written notice tliereoi within *+* Days o i  its receipt of tlic Change Older. describing in leasonable detail its 
objections to tlie Change Order Owner sIia11 be entitled, despite sucli notice lion1 Coiitractoi. to requiie Contractor to continue to perform its obligations 
liereunder 3s would be oiodified by the Cliange Order, piovided tliat. ifO\vner requires Conlractor to so perforin and Coiitiactor lias provided Owner timely 
notice objecting to sucli Cliange Order. (a) tlic Parties sliall resolve tlic Dispute ovci the neccssaiy mjisioiis i i i  accordance with the disputc rcsolution 
procedtircs set forth in  Article 23 and (b) ii tlie Cliaiige requires additional Services, Owner sliall continue lo pau Contrxtor *** incurred i n  pcrforniiiig the 
Services ordered i n  tlie Change Order i n  accordance with Article 8, subject to resolutioii o i  tlie Dispule pursiia~it to Article 23 For the avoidance of doubt 
Owner may issue a Change Order i n  order to elfect a Cliaiige prior to completion oftlie process described in Scction 9.2 and. i f  tlie Portics disptitc wlietlicr 
m y  instructions by Owtiel constitute n Change or are periiiitted by tlie temis of this Agreeiiient witliout tlie necessity oca Cliaiige, Contractor shall comply 
with such instructions. but ~ 1 1 ~ 1 1 1  be entitled to re.seive its tight io dispirte Ilia1 a Cliaiige has occurred 

. .  . tort11 any revisions to t~iis kigreement treccssn~y IO ufGm I;; . .  

9 4 Contractor Proposed Cliniiges Contiactor sliall Iinve tlie light to iequest a Change ( in  wliicli evciit i t  sliall provide Owiier tlie iiilbmiatioii required 
by Section 9.2) but 
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shall have 110 right to requii-e a Change Ilia1 is 1101 rcqiiired by this Agicemeiit u~itlioul tlic prior i\~rittcn consciit oiOwner I f  Contractor detcr~ni~ies that a 
Cliatige is required by this Agreement. Contractor sh:ill give Owner writlen iiotice withiii *** Days Uieieoi 

9 5 *** 

10 FORCE MAJEURC 

10 1 Event of Force Mnicure The perfomiance by Owner 0 1  Contiactor ttiider this Agrec~ncnt sl~all be excused to tlie extent that such Pafly's 
pcrii)nn:ince is actually delayed or preventcd by 1-ea501i of a11 event of Force Majeuie I 1  a Party is or will be reasoiiably preveiitcd froin p?rforming its 
obligations uiidcr this Agreciiiciit by a11 event of Force Majeure, sucli Party sliall usc all cotnnicrciallv Ieasoiioble effoits to rciiiovc tlie causc alEccting sucli 
lion-pcrfor~ii~nce, to miiiiinize ariy delay in or impact upon tlie perfortiiance of this Agrecmeiit or any damage to 01 other impact upon tlie Owiier Equipment 
or the GE Eqiiipiiieiit and contain costs tiid expciises :irising froin such Force Majeuie event or its effects: provided. that Owner slid1 liave tlie right to direct 
tlie efforts to be expended by Contractor i n  reiiioviiig the cause allccting sticli non-peiforniance and tniniiiiiziiig the iinpact tlie~eoi 

10 2 Notice If a Party is or will be reasonably prcveiited from perforniiii~ its obligations under this Agreement by a11 event of Fowe Majeure, tlre~i i t  
sIia11 notify tlie other Party of tlic obligations. tlie performance of which is or will tx prevcntcd, and t l ie natiire and causc oftlic e\wit it i  writing ~~por r  tlie 
earlier of (a) *** Days after tlie notifying Party or its Projcct Manager bccomcs a\varc, througli tlie excrcisc of rcasoiiablc diligciicc. o i  tlic e\wit of Force 
Majeuie and (b) *** Days d tc r  the evei i~ of F a c e  Majeure The Party affected by a11 eveiit of Force Majeure sliall piovide the otlier I'aity wi l l1  weekly 
upd:Ites (1) estima111ig its expected duration, clie COS1 ol'aiiy rcined~al act~on, and tlic probable impact 0 1 1  tlie pel loriii:iiice 01 ~ t b  obIigatio11~ tiereunder. ( i i )  of 
the actions taken to icniove 01 ovcrco~iie tlic event of Foice Majeure and ( i i i )  of  tlic d h t s  taken to mitigate or liri i i t  daniagcs to tlic otlicr Party The Parly 
affected by an eveiit of Force MaJeure shall also provide writlcii riotice to tlie otlict Part\, wlien i t  ccases to bc so nflcctcd 

10.3 &pciisioii: Tcrniination Due to Force Maicurc I f  ai)' event of 1:orce Majcure claiiiied by Contiactor or Owner de1q.s Coiitmctor's pcrfomiaiicc 
of siibstantially all of the Services for an aggregate time period greater than *** consecutive Days. tlien eitlici Party shall have tlic riglit to terniinate this 
Agieement without liability upon *** Days prior written iiotice to the otlici Pafly 

1 1. MECI-IANICAL COMPLETION: SUBSTAN l lAL COMPLETION: FINAL COMPI..ETION 

1 I 1 Mechanical Completion "Mccfianic:il Co~nplction" shall iiienii tliat tlie following conditioiis have been satisfied: 

(a) All materials, equipiiient and systems (other tliaii any I'iiiich L.ist Iteiiis) related to the safe st:trt-up and lcstiiig 01 tlie Facilit~~ (excluding an)' 

32 

RESTRICTED DIJKE-BECIITEL CONFIDENTIAL, INFORMATION 



pemiaiient impiovements on the Site not to be performed, provided, constiuction niaiiaged or adiiiiiiistered by Contractor as part of the Services) slid1 
have been coiisti ucted and installed i n  accordance with the applicable Owner Contract and :ipplicable Laws. and i n  :i niaiiiier That does not void :IW 
warranties, and all siicli systems sliall have been checked for aligiiiiient, lubrication. iotation and liydiostatic and pneumatic pressure integrity as 
required; 

(b) The Owiier Eqtiipnient mid tlie GE Eqtiipnient (excluding tlie air separation unit), iespective1)r. shall he ieady to twn over' to Owner lor start- 
up pursuant to the applicable O\viier Contract; 

(c) Contractor sliall liave delivered to Owner a11 Documentation that Conlractor is iequired to deliver 10 Owner purslmt to [lie Contractor EP 
Scliedule alid the Project Scliedule, by tlie Mechanical Conipletion Date; 

(d) Contractor shall have delivered to Owner tlic turnover packages (the required contents of whicli sliall be detcriniiicd bv O\vnel) for each 
system as  signed by Contractor and a certificate certifying that, to Contractor's knowledge. a11 of the pieceding conditions in  this Section I I . I  liave been 
satisfied (the "Notice of  Rledianical Coiiipletion"): and 

Scope of Services and, following sticli inspection, Owner shall either: (i) delivei to Contractor a written acceptaiice of Contractor's Notice of 
Meclianical Completion (the "Certi1ic;ite of hkchanical Completion") or (ii) notify Contractor i n  writing that i t  disputes Contractor's c e ~  tillcation that 
tlie conditions for Meclianical Completioii liave been met  stating with specificity the reasons tlicrefor. If  Ownei issucs the Certilicatc of Mechanical 
Completioii the date oTOwner's issuance of tlie Certificate of Mechanical Completion sliall be deemed the Meclianical Conipletion Date. If Owner 
notifies Contractor that i t  disputes satisfaction oftlie conditions for Mechanical Conipletlon, then Contractor sliall either promptly Ilndcrtake such 
action or Services as i s  iiecessaiy to meet such conditions and issue another Notice of Mechanical Conipletioii to Owner upon completion tliereof or 
refer the matter to dispute resolution i n  accordance with Article 23 In  tlie event Contractor prevails i n  lhe Dispuie. the liftli (P) Day hllowing the date 
of Owner's receipt of the tlicn applicable Notice of Mechanical Conipletion will be deemed the Meclianical Coinpletioi~ Date 

1 1 2 Substaiitial Conipletioii. "Subst:tnti;il ConipIetion" sliall iiieai~ that  tlic following conditions liave been satislied: 

(e) Witliiii live (5) Days of receipt of llie Notice of Meclianical Coinplctioii by Owiier, Owner sliall inspcct the Facility rclated to Contractor's 

(a) Mecliaiiical Coiiipletion shall have been achieved and 

(b) "Substaiitial Completion" (as defined i n  the GE Equipment Contract) shall have occurred Owner shall iioiify Contractor i n  wiiting within ten 
( 10) Days 
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oi acliievenicnt of "Substantial Conipletioti" uiidcr tlie ternis of tlie GE Equipnieiit Coiitract 

1 1 3 Final Conipletioii "Find Complrtion" shall iiieaii that tlie following conditions liave been satislied: 

(a) Substaiitial Completion sliall liave been acliievcd: 

(b) Contractor shall Iiave completed [lie peri'ormance of the Services according to all of tlie provisions of this Agreenicnt, otlier tlian itenis that 

(c) Contractor shall Iiavc delivered to Owner tlie Docurlietitalion that Contractor is required to deliver to Ownei pursuant hereto lip the Final 

(d) Contractor shall have deliveied to Owner a certificate signed by Contractor ceilifying that the conditions set forth i n  the preceding clauses 

(e) Within five ( 5 )  Btisiiiess Days oiieccipt of tlie Notice of Final Completion by Owner. Owner shall inspect the Facility related to Contractor's 

connot be conipleted iiiitil after Final Coinplelion (e  g . warranty work); 

Completion Date: 

(b) and (c) in this Section 1 I .3 have been satislied (the "Notice of Find Conipletion"): and 

Scope of Services aid. following such inspection, Owner sliall either. ( i )  deliver to Contractor a \vritten acceptance of Contractor's Notice of Final 
Conipletion (tlie "C~ertificate of Final Completion"), or ( i i )  iiotify Contractor i n  writing that i t  disputcs Contractor's certification that the conditions 
lor Final Conipletion liave been met, stating with specilicity the reasons therefor IfO\v~ieI issues the Certificate o i  Final Completion, the date of 
Owner's receipt of the Notice of Final Completion will be deemed tlie Final Coinpletiori Date. If Owner notifies Contractor that i l  disputes satisfaction 
01 the conditions lor l ina l  Coinpietion. iiieii i;uiiiiacior s i i  
arid issue another Notice of F ind  Completion to Owner itpoll completion thereof or reier the matter to dispute resolution i i i  accordaiicc with Article 23. 
in  tlie event Contractor prevails i n  tlie Dispute. tlie date of Ownel's receipt oi tlie then applicable Notice of Final Coinplelion sliall be deemed the Final 
Conipletion Date 

. .  

12 WARMNTY 

12 1 Warraiitv Coiltractor \varraiits as follo~vs (collectively, the "Warr.anties"): 

to the ieqiiireineiits of this Agreement. will be free fmtn defects and will reflect competent professional knowledge and judgment, 
(a) a11 Services will be performed in a pronipt, professional and workmanlike iiianiier in accoidaiice with Prudent Industly Practices, will conform 

(b) the design Services will be free from errors and omissions, and 
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(c) tlie F,iigineeiing Sersices ( i )  will be consistent with tlie data supplied to Contiactor by Owicr for integration of Owner's scope of work for tlie 
Facility with tlic reniainder o i  tlie F:iciIity~ (ii) will be consistent with tlie process design package docuiiients delivered to Owner pursuant to tlie GE 
Lquipnient Contiact, as such docuiiients are described ii i  Attaclinients It-01 tlimtigli It-08 to Esliibit R of the GE Equipincnt Contract (as sucli 
docuiiicnts are ainended. restated. siipplemeiited or revised i n  accordance with tlie GT: Eqoipnieiit Contract) and Attaclinients R-09 and R-10 to Exliibit 
R of the GE. I:'quipiiieiit Contract (as siicli docunicnts are ainended. restated. suppleniented or rcvised by Contractor aiid Owner. respectively), i n  each 
case provided to Contractor i n  accordancc wilh the Conimunication and Managcment Protocol and applicable Sile Project Procedures. (iii) will not 
caiise tlie Facility to fail to iiiect the niinimiim perforiiiniice guarantees as provided by Owner to Contractor from time to time, (iv) will not cause the 
Facility to fail to meet tlie requirenieiits 01 tlie Air Peiiiiit or NPDES Permit for tlie Prqject or any applicable Laws, in  each case. as applicable to tlie 
Scope o i  Seivices. ( v )  will he consisteiit with a n y  design criteria provided by any Managed Vendor or Owner Supplier a id  (vi) will be consistent with 
thc Scopc Book aiid the Mine Renicdiation Repoi-ts 

12 2 Defects If any deviation from. breach of, or failure oitlic Warrantiesfa "Dcfcct") is discovcrcd by Owner or Contractor, Contractor sliall 
coniiiience. witliiii a timely inaiinei upon sticli Defect being discovered or upon notice o i  sucli Defect from Owner (vvliicli notice sliall be delivered promptly 
but i n  aiiy event 110 later tlim thirty ( 3 0 )  days ironi discovery), to correct, and diligently and continually prosecute measures which are reasonnbly calculatcd 
to correct, siicli Defect. including re-peitbriiiance or re-provision o i  any affected portion of tlic Services, and shall demonstrate to Owncr's reasonable 
satisfaction that such Defect lias been properly COI rectcd. Tlie Paiiics shall use co~iimercially reasonable efforts to coordinate performance of wananty 
Services at a tinie responsive to and consistent with Owner's iiiteicst i n  the ellicient operation of its business *** Contiactor shall not be entitled to *** i n  

inforiiiatioii as may be necessary for Contractor to C ~ I T C C ~  Defects: provided. that any siicli access sliall be restricted. and subject to siicli conditions. as Owner 
iiiny liave instituted generally foi ils coiitraclors I n  no event sJia11 Coiitractor's warranty obligatioiis include aiiy obligation to perfoini or to be liable for the 
costs of any reiiicdial construction rcwork. repair oi rcplnceniciit of coiiiponents. pnrts, equipment or inaterial 

-d pinvide Contractor with reasonable support and access at tlie Site, facilities, data a i d  

12 3 Extension of Wanaiitv Periods II a Defect is discovcred prior to 01 within tlie Warranty Period, tlien tlic Warranty Period shall be estcnded to tlie 
*** o i  tlie date such Defect was corrected il such * * *  is later t11311 tlie last Day 01 tlie tlien existing Warranty Period, but only with icspect to tlie Service tliat 
was tlic subject of such Defect In no event, Iiowever. slialt Contractor's obligations wider Section 12. I .  incliiding any mrvarranty. extend beyond Ilie earlier to 
occtir oi (i) *** after Substantial Conipletion and (ii) *** diel acliicvemeiit of Meclianical Completion 

12 4 Intellectual I'ropei+v Wilriaities Contaclor warrants tliat: (a) tlie Services, (b) Docuriientatioii (other tlian any Tcclinical Data), (c) Owner's or any 
Perniitted Uscis autlioiized implenientation 01 proccsses described i n  tlie Docunieiitation (other tliaii any 
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Tecliiiical Data). (d) Owner" or any Periiiitted Usei's autlioi ized coiistructioii or operatioil of the Facility as described i n  the Documentation (otlier tlian any 
Tecliiiical Data), (e) Owner's or m y  Peimitted User's piactice or exercise of the Sulfur Iiitcllectual I'ropei IT Rights. ant1 (i) Owner's 01 any Permitted IJser's 
autlioiized use oi  data contained i n  tlie I)ocuiiiciitation (otlier tlian any Tecliiiical Data) shall not iiifriiigc or constitute a misappropriation of any riglit of any 
third party. including any copyriglifs, mask work rights. patent rights, tradeniarl; riglits, trade secret rights or confidentiality rights of any third party 
Contractor tvarrains that it  lias tlie light to grant tlie licenses purported to be granted by i t  herein Tlie foregoing wanailties sliall not apply with respect to 
Owner's csercise 01 any intellectual property rights owned by GE (and not owned by Contractor) or any modification to tlie Documentation made by Owner 
or its Perniitted Users. unless sucli n iodi f icuh  was sutlioiized i n  writing by Contractor I n  tlie event Owner terminates tlie Agreement pursuant to 
Section 1 9 3 b )  and Owner fails to pay tlie License Continuation Fee identified i n  Section 19.5(cl(iil, tlien tlie u'arraiity obligations contained in  Sections 
12.4(b). IC), @J and shall inimediately cease and terniiiiate 

12 5 Responsibility for Warranty Services Contractor shall Iiwe primaiy liability with respect to the warranties specified i i i  Sections 12.1 and 12.4, 
whether or not any Defect or otlicr matter is also covercd by a warranty of a Subcontractor, and Owner need only look to Contractor to correct such Defect In 
addition, Contractor's warranties sliall not be restricted i n  any iiiaiiiier by any warranty of a Subcontiacto~, and the refusal of a Subcontractor to piovide or 
lionor a \varranty or to correct defective, deficient or iionconforniing Services sliall not excuse Contractor from its liability on its wvaiianties to Owner. 
Contractor shall l ime no liability for iabricalioii errors or violations of an Owner Services Coiitmct or an Owner Equipiiient Contract or oilier defect iii iteins 
supplied or wolk pcrfoimed by Owncr Suppliers iiriless strcli iteins or work WCI e prepared 01 pcrfonned in accoidaiice \villi llie Design Documentation 
provided by Contractor or otlicrwise at !lie direction of Contractor, in  wliicli case Contractor's liability shall be liiiiited to the re-perfoimance oftlie applicable 
%!-on or defcct. 

12 G Exclusive Warranties THE WARRANTIES SET FORTH IN "TNIS AGREEMENT ARE EXCLUSIVE AND ARE IN LIEU 01; ALL OTHER 
WhRRRNIIE,S, WI-IETtlER STATTJTORY. E.XI'RESS. OR IMPILIED (NCL.UDMG ALL. WARMNT1E.S OF MERCI-IRNTAl3IL.ITY AND FITNESS 
FOR A PARTICULAR PURPOSE, AND AL.L WARRANTIES ARISING FROM COURSE OF DE,ALR\IG OR LJSAGE OF TRADE) Coircctioii of Defects 
in tlie tiiniiiier and within tlie period of tiiiic provided lierein sliall constitute complete ftilfillment of all tlie liabilities of Contractor witli respect to such Defect 
whether the claims by Owner are based in contract, i n  tort (including negligence aiid sttict liability). or otlienvise 

1.3 INDEMNlFICATlON 

13 1 Contractor's Iiidemiiity Contractor sliall indemnify and hold Iianiilcss Owner, its parents and Affiliates, and their respective paitiiers, shnreliolders, 
members, agents, employees, oiliceis, directors. and lenders and Financial Institutions (collectively. tlie "Owrier Inda~nnitws") from aiid against: 
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(a) any and a11 Third Party Clainis and a11 daniagcs. liabilities, losses, costs and expenses associated therewith (including reasonable attorneys' 
lees aiid other professionals' fees) for any injury of or death to persolis, damage to or destruction of third p~il)~ property (other t1i:in the Facility), 
whether coiitiactual. i n  t o r t  or as a niatter of strict liability or liability imposed by Law. to tlie cxtcnt any of the foregoing arise out of the negligence 01 

willful miscondnct 01 Continctor. 

(b) any lines or penalties arising out of any violation or alleged violation of Laws by Contractor. and 

(c) any and a11 clainis: deiiimids or causes oiaction of ever\' kind and character by any Person aiid a11 daniages, liab 
expenses associated therewith (including rcesoriable attorneys' fees and other professionals' fees) for iiuproper iiianagenieiil of Nazaldous Materials 
brought onto or generated (otlier than iioriiial operational by-products) on the Site by Contractor and, witti respcct fo any Hazardous Materials brought 
onto the Site i n  containers, any release of siich I-lazardous Matei-ials caused by Contractor 

111 no event shall Contractoi's indeinnification obligations Iieteuiider extend to bodily iiijul-p or property daiiiagc c l a i m  brought by eiiiployees of Managed 
Vendors, or any of Owner's otlier coritractors, and their respective Io~vci-iier s~rbcontractors Owner agrees that i t  shall iise coi~~niercially reasonable efforts to 
cause all indeninity. release, additional insured and hold-harniless apieenients conlained i i i  Ownel Contracts whereby the Managed Vendors agree to 
indemnify, release or hold Iiaiiiilcss Owner or iiaiiie Otviici as an additional iiistircd to extend simila~ piotectiori to Contractor Contractor's liability under 
Section 13.l(c) shalI tenniiiate *** after the expiration of tlie Warranty Period 

v. Owner shall indemnifv and hold liarinless Contractor, ils parents and Affiliates and their respective partners, shareholders, 
nienibcrs, agents, eniployees, ofiiceis. diiectors. and lenders (collectively. the "C'ontwctor Indenmitees") from and against: 

(a) any and all TIiiid Party Clainis aiid a11 dainages, liabilities, losses. costs and expenses associated therewith (including reasonable attorneys' 
fees aiid otlier professionals' fees) for any irijiiry o lor  dealii 1 0  peisons. damage to or destruction of third parly property (otlier than die Facility). 
whcthci contractual, i n  tort. or as a matter of strict liability or liability imposed by Law. to the extent any of the foregoing arise out of tlie negligence or 
\villlul misconduct of Ownei: 

(b) any lines or penalties arising out of any violation 01 alleged violation of Laws by Owner. and 

(c) any and all clainis, demmids or causes o i  action of eveiy kind and character by any I'ersoii mid a11 damages. liabilities. losses, costs and 
expenses associated tliei ewitli (iiicl~iding reasonable afionlevs' fees and oilier professionals' fees) for 
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(i) any pre-existing eiiviic~ii~iietital coiiditions esistiiig at the Site and any damages or claims resiiltiiig froiii Hazardoiis Materials brought 

(ii) any iiiiiie reiiicdiatioii work or iiiine subsidence perfoniied by or on belialiof Owner. provided. that Owiicr's indemnity obligations 

onto oi generated oii the Site by aiiy p:ii'ty otlier tlian Contractor. as well as any noniial oper:itioiial by-products; or 

iiiidcr this Section sliall not extend to any failure of Contiactor to address 01 incorporate iiiforinatioii specilically stated in !lie Mine Reinediation 
Repoi Is. 

1.3 3 Intellectual Propelt\, Indeiniiity Contractor sliall def'end. indemnify and hold Iiarniless Owner Indemnitces froni and against all liabilities, actions. 
daiiiages. claiiiis, deiiiands requests. jiidgiiients, losses. costs. expenses. suits or actions, including reasonable attorneys' fees aiid court costs for allegatioiis 
that the Seivices. Dociinientatioii ( o h  than any Tcclinical Data), Owiier's or any Permitted User's autliorized i~nplementation of processes described in  the 
Docuineiitntioii (otlier tliaii any Teclinical Data). Owner's or any Pemiitted User's ptactice or exercise ol the Sulfiir Intellcct~ial Property Rights, Ownei's or 
any Perinitted User's aiitlioiized constiuction or operation of the Facility as described in the Docuiiieiitation (other than any Teclinical Data), or Owner's or 
any Perinitled 1Jser's aiitlioiized use oi  data contained iii the Docuiiientatioii (other tliaii any Technical Data) infringe any iiitcllectual or propiietav riglit o l  
any third pr ty ,  including any copyrights. patent rights. trademark rights, trade secret rights or confidentiality rights of any third party The foregoing 
obligations shall not apply with respect to inlriiigcnients caused solely by Owner's exercise of aiiy intellectual pioperty rights owned by GII, (and not owned 
by Contractor) or any niodificatioii to the Documentation ninde by Owner or its Pennitted Users. iiiiless such nrodiiic~tion was authorized i n  writing by 
Contractor I n  the e i ~ i i t  O\\mer teriiiiiintes the hgreenietit piirs11ant to Section 19.5(b) aiid Owner iails to pay the L.icense Coiitinuation Fee identified in 
Section 19.5(c)(ii)> tlicti tlic indeniiiity obligations coiitained i n  this Section 13.3 shdl (i) only apply to the actions or activities (including, without limitation, 
the iisc of any Docunientation) of tlie Owner lndeinmtees taken pnor to the expiration o i  the ilccnse granted p u ~ . s u a i ~  CUI il 

period of "'** lion1 the date of' siicli termination or expiration 

13 4 Indeiiinitv Pioccdurcs for 'Third Ih lv  Claiiiis 

(a )  I n  the event of a l'liiid Party Claini with respect to wluch a11 Indeninilied Party lias a claim for iiidemiiification wider this Article, then the 
Iiideiiiiiified Party mist notify the indemnifviiig Party thereof i n  writing of the existence of such Third Part\' Claim and must deliver copies o l  any 
docunieiits semed on tlic Iiideiiiiiified Party with respect to sticli 1-hird Pat-ty Claim; piovided. however, that any failure to notify tlie iiideniiiif)ing Party 
or deliver siicli copies will not relieve the iiideiiinifying Party hoin any obligation liereunder ~iiiless (and tlieii solely to the extent that) the iiidemnif~~ing 
Pal-ty is iii:itci-i:illy prejiidiced by such failure 

(b) 7 - l ~  indciiiiiifyiiig Party sliall Iiave tlie obligation to conduct aiid control. throng11 counsel of its o w  clioosiiig, reasonably acceptable to the 
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Iiideinniiied I’ai-t>l. any lliird Psi-ty Claim: pi-ovided. Iiowever. tliat (i) tlie Iiidemiiiiied Party may, at its election. participate i i i  the defense thereof at its 
sole cost and expense and ( i i )  i f  (A )  the indemni&iiig Party shall fail to defend any Third Pa11y Claim. (B) the Parties mutually agree iii wiitiiig lo allo\\~ 
the Iiideninified Party to asstiiiie the defense of sticli Third Party Claim and forego any indemnity claimed under this Articlc. (C) iii the reasonable 
opinion o l  legal counsel fool the Iiideninified Party, such Third Paily Claim involves the potential imposition orciiiiiinal liability oii the Indemnified 
Party. its directors. oflicers, cinployees or agents. (D) iii die teasonable opinion of legal coi~iisel for ilie Indemnified Pariy. t l~e  Tliird Part)‘ Claim 
involves. or is likclv to involve, any claim by any Government Authority or (E) i n  the reasonable opinion of legal cowisel for tlie Indeninified Party, an 
actiial or potential conflict of interest exists wliere i t  is advisable for such Indemnified Party to be represented by separate counsel, then tlie Indemiufied 
Party shall be entitled to coiitiol and asstiiiie responsibility Cor the defense of such Third Party Claim, at Uie cost and expeiise of tlie indeninifying Party 
l h e  indemnifying Party may, in any event, participate i n  such proceedings at its own cost and expense 

(c) The indeiiiriifying Party. in tlie defense of any such litigation. other proceeding or otlier claim. shall have the riglit i n  its sole discretion to 
settle sucli Ihird Party Claim only if(i) sticli settlement involves only the paynient of money and execution of appropriate releases of tlie Iiideniiiified 
Party and its Alliliates. (ii) there is no finding or admission of any violatioii of Law, (iii) tlie Indeiiiiiified Paily or its Affiliates \\‘ill have no liability 
with ~espect to sticli compioiiiise or settlement and (iv) the Iiideninified Party and its Nlfliatcs \vi11 have no restiiction on their respective exercise of 
lights granted herein Othenvise, no such Third Party Claim shall be settled or agreed to without tlie prior written coiiseiit oftlie Indemnified Party. The 
Indeinnilied Party and the iiideiiiiiifying Party shall fully cooperate i n  good faitli in connection with such defense and shall cause their legal counsel, 
accountants and affiliates to do so. and sliall iiiake available to the other Party all relevant books, recoids, and inforination ( in  such Party’s control) 

I 3 5 Insuiaiicc Notwitllstanding anything in this Agreciiieiit to the contray, the indemnification obligations in this Agreciiient are indcpcndent of, and 
sliall not be limited by. any insurance required hereunder or otlieiwisc available 

(a )  *** 
(b)  *** 
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(e) *** 
(d) ' i i F *  

(e) * * *  
(1) *** 

14 2 *-(* 

**,I 

*** 
,B*+  

*** 
:r** 

*** 
*** 
*** 
*** 
**t 
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(c) *** 
(d) "'*" 

(e) *** 
(0  +:** 

(g) * * *  
( i )  ***  

( i i )  *:'* 

14 5 Contiactor Insurance 

(a) Contracior shall, and sliall ieqriire and ensure that each d i t s  Stibcontractors pellbiiiiiiig Services on Site wlietlier or not enrolled it1 tlie ***, 
purcliase and inaintain tlic insurance covcrages listcd below from a coiiipon~ or coinpanics licciiscd to do business in the State that have (and sliall inninlain 
during tlie applicable policy period) a minimum A M 13est roling 01 A-VI1 and are reasonably acceptable to Owner Contractor's iiistIrance shall be effective 
as of tlie Effective Date and sIia11 be maintained until Final Conipletion except for Products L.iability/Coiiipleted Operations coverage, wliich shall be 
iuaintained for ten ( I  0) years bcuond F i d  Completioii Deductible amounts sliall be tlie sole responsibility ol Coiitractor and tlie Subcontractors. 

( i )  Automobile. Ijodily 1nlui-y and I'n>perly lh i iage  Liabilily iiisiirance covering aii autoniobiies wriethcr owned, iioii-owned. :cased or irifsu', 

(ii) All Risk Coiltractor's Equipment liisuiance covering owiicd. used and leased tools. construction plant and equipnieiit required to perfomi the 

Iiaving *** combined single limit: 

Services (Contractor or Siibcontractors niay elect to self-insure SLICII exposure iiappioved in  writing by Owner, which approval sIia11 not be 
unrcasonnbly witlil~cld). 

Longshoremen's atid I-larbor Workers Act Coveinge as appropriate and Eniploycr's Liability will be provided with the following liiiiits: 
( i i i )  Worl~.xs' Conipensalion and Employer's L,iability Instironce Iiaving Indiana Statutory L.imits with All States coverage including U S 

(A) $*** Each Accident Bodily Injury by Disease: 

(B)$**'* Policy Limit Bodily Injury by Disease: and 

(C) IF*** Each Disease Bodily Injury by Disease 
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Such Workers' Coinpensation iiisurancc sliall include a w i i v w o f  subrogation i i i  favor o f  the Owner. Contractor and any Subcontiactor that is enrolled 
i n  the *** 

(iv) Cornnierci:il General Liability Ii~siiruiicc covcring Oft-Sitc Activities Only (ii ciiiolled i n  the ***. otlierwise without tlic Oil-Site Activities 
Only limitation) having liniits oi$*** per occiiirciice. $*** aiiiiiial aggiegate Coverage sliall bc wri t ten on an IS0 OCClllTellCC Fotni (CG 00 01 12104) 
or equivalent and iiiclude the lollowiiig: 

(A) Preiii i ses-Operalioiis; 

(B) Pioducts L iability/Conipleted Operations; 

(C) Broad Forin Property Damage; 

(0) Contractual L.iability (Broad Fomi) Including Third Party Coverage: 

(E) Explosion, Collapse and Ilnderground, and 

(F) Fellow Employee lixcliision Reniovcd 

(v) Umbrella Liability covering Off-Site Activities Oiilv *** liaving liniits of $*** per o ~ ~ i i r r e i i ~ e  and aggregatc for Contractor and $*** per 
occurmiice and aggregate for Subcontiactors Sucli i~nibrclla liability policy shall follow the iomi of the required underlpiiig coverages, be in  csccss of 
those uiiderlying policies without gaps in limits and provide coverage as broad as the underlying 

Insurance having a per occtirrence limit of $*** 

(b) Prior to beginning any Services a1 the Site. Conti actor and each Subconti acto1 sliall iitrnisll to Owner's designated *** industry standard ACORD or 

(vi) I i  aircraft are used in  perfonnance o i  tlic Seivices, Contractoi sliall provide o r  cause tlie operators olaircralt to provide Aircraft Liability 

Owtier-approved form ccrtilicates evideiicing tlie above coverages Certilicatcs sliall sIio\v that policies will not be canceled. renewed or materially modified 
unless at least thiity (10) days' piior written notice via certified United States illnil lias been given lo Owner All coverages and cerlilicates (except Workeis 
Compensation) furtlier shall show Owner and its successors and assigns as  additional insureds for their imputed liability as a result of Contiactor's negligent 
operations hereunder. using I S 0  :ldditioiial insured (CG 20 10 11 8 5 )  or equivalent of the coinbination o i  foims CG 2033 and CG 20 37 for completed 
operations. All insurance coverage shall include a waiver o i  stibrogation rights bu tlie iiisurer against Owner, Contractoi and Subcontractors *** and as 
contractually required Neitlier approval nor failiiie to disapprove insurance iurnislied bln Coiilractoi or any Subcontmctor shall relieve 
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Contractor from responsibility to provide. or cause to be provided, insurance as r-cqiiired by this Agrecnienl 

14 G General 17cquiieinenis 

(a) Contractor acknowledges and agrees that Contractor's costs for maintaining tlie instil-ance required under Section 14.5 are *** to the Agreement and 
will not be separately invoiced **'* 

(b) **d 

(c) Each Subcontractor *** coveiage under this Article shall seek *** by giving witten iioticc to ***? in wiiting. wiUiiii two (2) 13usi1iess Days after the 
award of m y  subcontract piovidiiig the following iiifoiiiiation: 

1 Subcontraci Nuniber 
2 ~ e g d  t\lame o i  Subcomctol  

3 Address 

4 Telepltonc. persons to contact 

5 .  Estimated amount ol subcontmct 

6 Estimated dates Uic stibcontrnct woik will coninieiice and will be completed 

7 Type(s) of woik to be peil'ornied 

I t  is the responsibility of Contractor to cause all of its Subcontractors to give such written notice *** Subcontractors who are not *** shall not be covered by 

this Section 
Owiier shall liavc no liability or responsibility for the absence of' insurance coverage for Subcontractors who do not provide written notice ns described i n  

(d) Promptly upon placement of ***, Contractor shall properly ***. All Subcontiactors sliall properly *** pnoi lo coininencing any scmices at the Site 

(e)All dividends or refunds payable under *** shall be the propcity of Owner and are liereby assigned to Owner 

(f) Contractor and each Subcontractor shall report all accidents aiid shall assist i n  e v e n  nianncr JCaSonablc i n  tlic investigation of any accidcnt Upon 
request, Contractor and each Siibcontractor shal l  coopciate with Owiier and the insurance conipnnv designated by Owner iii  the liandliiig of any claini by 
securing and giving evidence aiid obtairiiiig the attendance of witnesses as required f o r  311)' claim i v  sui1 

(g) Contractor and each enrolled Subcontractor sliall ftiriiish *** with inlormation required to issue any iiisiiiance policies to be provided under this 
Ailicle If requested by Owner, Contractor and each enrolled Subcontractor slmll attend a meeting held to esplaiii and discuss I**'* 
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(11) Contractor sIia11 incorporate a copy oi these iiisin.ance reqnirciiients in  each subcontract and shall reqnirc e:1cIi enrolled Subcoiitrnctor lo wlioni these 
requirenients apply IO l i ~ l l y  coiiiply with these insurance requirenients 

(i) Contractor shall not attempt to exercise any right to cancel *** policy without tlie expiess written consent o i  Owne~ 

(.I) Nothing contained i n  this Article 14 will relieve Contractoi or its Subcontractors o i  their respective obligations to exercise due care i n  tlie 
performance of their duties in  connection with tlie Scivices and to coniplcte tlie Services i n  strict coiiipliance with the Agrecment 

14.7 Contiactor Resnonsibilitv The provisions of this Article 14 do not modif)! or change any responsibility oi Contractor or any o i  its Subcontractors 
as statcd elsewhere iii this Agreeiiieiit Owner assumes no responsibility for tlic solvency of ally insurer to settle miy claim The insumnce requirements herein 
are separate and apart froni and i n  no way limit Contractor's indeninit). obligations as stated i n  Article 1 3  of this Agreenient Anything lieiein to tlie contrary 
~iotwitlistaiiding. tlie liabilities olCoritiactor under this Agrecnient shall survive and not be terniinaled. ieduced or otherwise limited by any expiration or 
temiination of Contractor's itisurnnce coverages 

I 5 PROJECT CREDIT SUPPORT 
1 j 1 *%*, 

1-1 * 

(c) * * *  
(d) +** 

** 

(b) *** 

15 2 Cooperation with Owner Finaiicins 

(a )  Contractor shall promptly provide to Owner (i) all cooperation that Owiiei ieasoiiably requests to make presentations 10 potential Financial 
Iiistitutioiis and tlieir consultants and representatives mid to respond to any questions or requirenicnts asl;ed or imposed bv any Financial Institutions. 
and ( i i )  all cooperation that Owner reasonably requests with respect to Financial Institutions and their consultants and icpresentntives. including 
developing and providing inlortnaliorr regarding the Facilily (lo the extent avoilable to Contractor) and !his Agreement At t l~e  I equesl o l  Owner, 
Contractor shall provide the Financial Institutions and their consultants and representatives with reasoilable access to. and will perniit tlieni to review, 
the Docunientation. subjcct to their execution oca confidentiality agreenient substantially i n  the form o i  Attachment No 2 to tlic Conlidentialitv 
Agreenient 111 addition. Contractor shall provide tlie Financial Institutions with the right to receive 
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arid render pcrl'orniance and to give rcasonable time to CUI-c dchults by Ownei, on belialf of Ownet, under this Agrceinetit 

(b) Ownei sliall bc entitlcd to grant a security interest 01 other lien i n  this Agrcenient to one or niorc Financial Institiitions as security [or 
financing for tlic Project Coiiiractor also sliall enter into a consent to assignriicnt with tlic Financial Institutions rcgarding this Agreenieiit i n  a 
custornary forrn Oivricr will be crititlcd to assign. and Coiitractor shall ciisiii c ilia! ilie rclevant iiistriniierits pel-iiiit tlic assignment 01. tlie bciiefit of any 
*** or otlier financial instrumcnt at any time to tlie Financial Instihitions to secure tlie obligations o i  Owner under the Iiiia~icing for the Project witliout 
llic consent o i  Contiactor or the issuer o i  such **%' or otlier financial insttunient being iequired 

16 LIMITATION OF LIABIL17 Y 

16 1 Liability Cap CONTRACTOR'S AGGREGATE LIABILITY UNDER THIS AGREEMENT WILL NOT EXCEE.D *** 

16.2 No Coiiseqiietitial Ilaniaees. NEITHER OWNER NOR CONTRACTOR WILL 13E LIABILE TO TI-IE OTHER FOR CONSEQUENTIAL 
DAMAGES THIS SECTION 16 2 SI-IALI, NOT BE INTERPRETED TO L.IMIT, AND THE PARTIES AGREE THAT TI-11.5 SECTION 16 2 DOES NOT 
LIMIT, CONTRACTOR'S RIGI-IT TO COMPENSATION FOR SERVICES UNDER THIS AGREEMENT IN ADDITION, THE PARTIES AGREE THAT 
THIS SECTION 16"2 SI-IALL NOT BE CONSTRUED TO, AND IS NOT INTENDED TO, LIMIT OR RE,LIEVE EITI4ER PARTY OF ITS EXPRESS. 
LIMll ED OBLIGATIONS IJNDER ARTICLE 13 THE WAIVERS AND DISCLAIMERS OF LIABII,ITY, RELEASES FROM LIABIILITY, 
LIMITATIONS AND APPORTIONMENTS OF 1.IABIL.ITY AND EXCLUSIVE REMEDY PROVISIONS AND D 

LIABILITY. BREACH OF CONTRACT OR OTHERWISE OF THE PARTY RELEASED OR WHOSE I,IABILIIY IS WAIVED, DISCLAIMED, 
LIMITED, APPORTIONED OR 171XED BY SLICI-I EXCL.USIVE RE.MEL3Y PROVISIONS, OR WHO IS DE.FENDED OR INDEMNIFIED TO TI-IE. 
EXTENT A PARTY IS DEFENDED OR INDEMNIFIED HEREUNDER WITH RESPECT TO ANY CLAIM. SUCI-I PARTY MAY NOI' I'URSUE A 
CLAIM AGAINST THE DEFENDING OR INDEMNIFYING PARTY'S AFFILIATES OR SUBCONTRACTORS OR THEIR RESPECTIVE 
DIRECTORS. OFFICERS, EMPLOYEES AND AGENTS FOR THE SAME CLAIM 

NSF ANL) INDE.MNITY 
-pi31 v I. FVF-T . ~ .  . or . TFir. . .  11 1- -SlRlCT . .  

17 1214M 
17 1 Liens Contractor aliall kecp the Facility, the Site, the Owner Equipment, the GE Equipmciit and any other structure 01 equipment at tlic Site liec 

Irotn all Liens and shnll promptly notify O\vner of any sucli Liens. 

I 7  2 Disclmq~e or Bond Contractor slioll toke prompt sieps to discliarge or bond any Lieti If Contrnctor fails to so discliorge 01 proniptly bond any 
Lien, Oiviiei shall liave the 
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right. upon notifying Contractor in  writing and providing Contractor ieasonable time to discharge or bond tlie Lien. to 1aI;c any and a11 reasonable actions and 
steps to satisfy, defend. set1lc oi otherwise reniove the L.ien at Contractor's expense. including re:isoiiable ntlomeys' fees. costs: and expenses Owner shall 
have the right to deduct and oilsct any expenses so incurred froni any payment due, or wliich may beconic duc. to Contractor under this Agreement or to 
recover those expenses froni Contractor Contractoi shall have the right to contest any Lien, provided it first must provide to the lieiiliolder. a court or other 
third Person, as applicable, a bond or other assurances of payment necessaiy to reniove the h e n  in accordance with ihe Laws of the State 

I8 INTELLECTUAL PROPIXIY 

I8 I Deliverv o i  Documentalion Contractor shall deliver to Owner coiiiplcte arid accurate copies (in pliysical and electronic lorniut) of all 
Documentation iequired hereunder to be prepared or delivered, or otherwise agreed by the Parties to be delivered by Contractor. i n  accordance with the 
following: 

(a) Documentation lor which a specific delivery date or delivery sclicdule is set forth herein or i n  the Scope Book. including witliin the 

(b) 1)ocuiiientation plepared ii i  coiijiniction with the Services necessaiy for the pcrforniance oTn specific task, procedure or test for which a 
specific deliver); date or delivery schedule is not set brtli herein, i n  the Scope Book 01 i n  the Contiactor E,P Schedule and Project Schedule shall be 
delivered to Owiicr a rcasoiiablc period of tiiiie (as deterniincd by Owner) prior to the performance oi such task procedure or test necessary to support 
tlie needs of the I'roicct: 

Contractor EP Schedule and Project Schedule, shall be delivered in  accordance with such deliverj date or delivery schedule; 

(c) All iiiial, "as-built" Docuiiientation (in hard copy and electronic loriiiats (iion-native files)) as piovided i n  Reference .%IO of Part I of the 
Scope Book. including a11 drawings of buildings, structines. plants. operating equipment and aiicillaiy plant equipment, shall be delivered no later thali 

Fiiial Coiiipletion. aiid 

such puiposc "AS IS" wilhout wart artty by Contractor) 
(d)  Technical Data shall be dclivcrcd to Owiier at Final Complction, and to be nscd iii  liilure modifications at Owner's sole risk (and provided for 

All sticli Docunicntation shall iricl tide aciy corrections. iniprovenients. arid enhanceiiicnts to such Dociicncntatio~i that werc incorporated during the 
construction of the Facility and shall be of an "as-built" status upon Final Completion. Contractor shall pi ovide Ownei~ during the Warranty Period any 
corrections to eriors discovered by Contractor or Owner i n  the Docunientation (other than any Technical Data) subsequent to Final Coiiipletion Contractor 
shall promptly noti@ Owner oi tlie discoveiy of any such errors I11 the event that this Agreenient is terminated: by Owner pursuant to Section 19.2fa): by 
Contractor or Owner pinsitant to Section 19.6 01 by Owner pursuant to Section 19.5(a) or 
Sectioii 19.5(b). Owner pays the License Coiitinuation Fee as 

and. with respect to teniiinatioii pursuant to 
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described in Section 19.5(cXii). tlicn Contiactor sliall deliver to Owner witliin ten ( I O )  Days aftei siicli termination a11 tlicn existing Dociimentation. including 
drafts tliereoi. in liaid copy and electionic formats leasonably requested by Owner. provided that sucli Dociiinentalion and tlie intellectual property rights 
resulting fioni the Services or rclatcd to or described i n  tile Documeiitatic~ii shall contini~e to be sub,ject to the Confidentiality Agreement and this Article. The 
indin on which l>ocunientation is provided to Owner will be lree orviiiises and otlier I~ar~~i iu l  or malicious code or piograniming and will be capable of 
conveying tlie infonnation contained therein coriectly 

18 2 Grant of Intellectual Propert\' 1,iceiise Contractor liereby grmits to Owner. its Affiliates and each Pennitted User an i i  revocable (subject to tlie last 
sentence ofthis Section 18 2). perpetual. roy:ilty-free. iully paid lip iioiiesclitsive license to (a)  reproduce, distribute. display, perform, create deiivative works 
from and otlieiwise use the I~ociinicniation and (b) piacticc. iiialte, exercise and otlicrwise use all intcllect~~al property rights resulting froni the Services or 
ielnted to or described in the I~ocuiiientntioii. i n  each case, solely for the purposes of Facility design, construction, iiiaintenance, operation (for electricity 
generation, byproduct prodiiction oi dierwi.se), training, niodification. consultation. repair. reconstnictioii. licensing. simulation, comtnissioning. 
decommissioning and compliance with Laws and otlierwise for Owner's internal business piirposes (collectively. the "I'rmiittetl I'uIposes") To the edent  
that exercise of the foregoiiig license I iglits rcqiiires use or disclowre of Conlidential Irifi~niiatioti as deliiied in  the Confidentiality Agreement, such use or 
disclosure shall be subject to tlie terms and coiiditioiis set forth i n  the Conlidciitiality Agreement; provided, liowevei, that restiictioiis i n  the Conlidentiality 
Agreement on the use of Contractor's Confidential Iiifoniiation Iiy Conipelitors o i  Contractor prior to the Substantial Completion Date sliall cease and 
temiinate iii the event that this Agreeiiiciit is terminated by Owner pimuant to Section 19.2fa) I n  the event that Owner teriiiiiiates this hgreemeiit pursuant to 
Section 19.53b) and fails to pay tlie L.iccnse Contiiiuation Fee, if any. by the date sl~cli License Continuation Fee is due pursuaiif to Section l9.5[cKii), then the 

18 3 Grant of Sullirr License Conlractoi liereby giants to Owner. its Affiliates and each Permitted User an irrevocable (stibject to the last sentence ol' 
this Section 18.3). peipetual, loyalty-free (otlier t h i  tlie Sdiur L.iceiise Royally), and nonexclusive license to practice and exercise tile Sulfur Intellectual 
Property Rights foi tlic iciiioval of liydiogeii sullide nnd pioduction of sulfur and otlierwisc foi.any oi  the Permitted Purposes (tlie "Sulf'ui~ License") I n  
consideration foi tlie Suliur I.,iccrise, Owiiei sliall pay to Contiactor a one-time royalty fee in an aggregate amount equal to $*:I.* (tlie "Sull'ui License 
Royilty") i n  a iiimiiier deteriniiied by tlie I'ai-ties To tlie esqent that exetcise or practice of the Sulfur License requires use or disclosure of Beclitel Sulfur 
Infomiation as defined i n  tlie Confidcntialit~ Agreeiiient. sucli use or disclosure sl~all be subject to the ternis and conditions set forth in  tlie Confidentiality 
Agreement; provided, lio\vcver, that rcstrictioiis i n  tlie Confidentiality Agreement on the use of Beclitel Sulfui Inforination by Competitois of Contractor prior 
to tlie Substariiial Completion Date sliall cease and tcmiinate i n  tlie event that this Agreement is terminated by Owner pursuant to Sectioii 19.2(a) In  the event 
that Ownei terminates tliis Agreement :ind i d s  to pay tlie Sulfur License Royalty (lo the cslent not tlieii paid) witliiii *** following tlie d:ite of such 
tenniiiation. then tlic Sulfur License slia11 cease and teiiniiiatc 
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18 4 Limitatioiis Contractor reserves all intellectuai property tights not set hr th  herein Owner sliall no[ reiiiove any patent copyriglit or trademark 
notice from rlie lhcunientation Owner liereby 91 ants to Contractor an irievocable. non-exclusive. worldwide, royalty-free license under Sulfur L.icensee 
Iiiiproveinents and Sulfur .loititly 1)evelopcd Improvements to use Sulfur Licensee Iinprovenients and Sulfiir Iointly Developed Iinprovcinents in the Claus 
sulfur recovery, Iiydrogenation tail gas treating arid tliei nial oxidizing processes or for any other purpose. together with llle right to grant licenses. without 
accounting tlierelor to Owner arid \villi no reslriclioiis on siiblicensiiig 01 aiiy SuIfiir Licensee Iniprovenien~ or any Sulfur Jointly Developed Improvement 
Within a reasonable time alicr request by Contractor. Owner shall make qualified personnel available to discuss with Contractor ivhetlier any material S o l h i  
Licensee Iniproveiiients or Sulfur lointly Developed Improvements have been created. and, if so, si~bsequent to such discussions, to document such Sulfur 
Licensee Improvenients 01 Sulfur lointly Developed Improvenients. THE SU1,FUR LICENSEE IMPROVEMENTS AND SCJLFUR .JOINTLY 
DE.VELOI'ED 1MPROVE.MENTS ARE PROVIDED "AS Is"  AND WITHOUT WARRANTY OF ANY KIND, WI-IETHBR EXPRESS OR IMPL.IED, 
ANI) ALL IMPLIED WARRANIIES INCLUDING ANY WARRANTY OF MERCI-IANTABILITY RELATING TO SUCI-I IMPROVEMENTS ARE 
HEREBY EXPRESSLY DISCLAIMED BY OWNER USE OF THE SULFUR LICENSEE IMPROVEMENTS AND SULFUR JOINTLY DEVEL,OPED 
IMPROVE,ME,NTS BY CONTRACTOR AND ITS L.ICI!.NSE,E,S ARE. AT CONTRACTOR'S SOLI RISK CONTRACTOR SHALL. INDEMNIFY. 

IMPROVEMENTS MADE AGAINST OWNER OR ITS AFFILIATES BY A PERSON TO WI-IICI-I CONTRACTOR OR ITS AFFILIATES I-IAVE 
PROVIDED OR LICENSED ANY SULFUR LICENSEE. IMPROVEMENT AND SUL.FIJR JOINTLY DE,VEL.OPED IMPROVEMENT 

ND AND HOLD I-IARMI~ESS OWNER AND I n  AFFILIATES FOR AND AGAINST ALL CLAIMS RELATED TO ANY suci-i 

I8 5 Otlier Licenses 1.0 tlic extent that a license may be required under any patent, copyiiglit. trade secret right or other proprietary right of Contractor 
niitractor liereby erants to Owner. its Aililiates and each Perniitted User an irrevocable, perpetual, royalty- 

free, noiiexclusive licciisc lo pinctice and exercise such otlier patent. copyriglit, trade secret right and proprietary riglit for  an^ Periiiitted Purpose 

18 6 Additional W:irranties. Reoicsentatioiis :ind Covenants Contractor reprcsents, \vainnts and covenants that. except for the license riglits granted 
lierein and except with rcspcct to any iiitellcctual piopcily owned exclusively by GE contained i n  sucli Docunientation. Contractor owns all rights, title and 
interest i n  and to the Doc~rri~e~~tntion snd lias tlie riglit lo grant the license riglits granted by Contractoi lierein 

I9 DEFAULT TERMINATION AND SUSPENSION 

of tlic following circuiiistances (cacli. a "Contl'actor Defiiult"): 
19 1 Contractor Events of Default Contractor sliall be iii default of its obligations pursuant lo this Agieemcnt upon tlic occurrence of any one or more 
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(a) Noii~avnieiit Contractor fails to pap o r  cause to be pnid any anioiint that is not subject to 3 good faith dispute and 113s beconie due and 

(h) I~isolvcncy Contractor beconies iiisolveiit or fails generally to pay its debts as tlicy bccoine due. or adniits in writing its inability to pay its 

pavable by it to Owiier under tliis Agreenient witliin *** after receipt of writ~en iiotice that such ainotints are past due: 

debts as they become due, or niakes a genci al assignment for the bcnefit of crcditois: coniniciiccs any casc. proceeding o r  otlier action scelting 
reoiganization. arrangement. ad.justnient liquidation. dissolution or coinposition of itself or its debts or assets: or adopts an arrangenient with creditors, 
tinder any bankruptcy; nioratoriuni, reariangenieiit, insolvency, reoi gnnization or similar L a w  of tlie United States or any state thereof for tlie relief o i  
creditors or affecting tlic riglits or remedies of creditors generally: 

(c) Assieiinient Contractor assigns or transfers, or atteinpts to assign or transfer, this Agrccnient or any right or interest lierein, except as 
expressly permitted by tliis Agreement; and 

i n  Section 19.l(a) tluougli w a n d  foi which no otlier reniedy is specified i n  tliis Agreenient and, if siicli breach is capable oibeing ctired, Contractor 
fails to ctire such breach within *** after written notice of strch breach. provided that sucli cure period shall be extended to *** alter written notice of 
such bieacli ii siicli breach is capable of being cuicd but not within ***, and Contractor imniedintelp coiiinicnces to cure such breach and diligently and 
continually piosecutes iiieasures wliicli are reasonably calculated to cure such breach witliiii sucli *** period 

19 2 Owner 12emedies In the event ol a Contractor Default, Owner sliall liave any or all oftlie I'ollowing rights and iemedies: 

(a) Teniiination Owiicr may teniiinate this Agreeiiient immediately by delivey o f a  notice of teniiination to Contractor. 111 wliich event, as 
Owner's sole and exclusive reniedy i n  connection with terniination for a Contractor Default. but witliout prejudice to remedies Uiat Owner niay Iiave for 
bieacli of any obligations that suivive tcmiination, Owner niay rccovei fioni Contractoi (sub.jcct to Article 16) Owner's actual and reasonable costs (at 
fully btirdened rates for internal personnel costs) of replacing Contractor and niobilizing oiie or more other contractors i n  order to coniplete tlie 
Services, including (i) all acttial and reasonable costs of preparing requests for proposals, reviewing proposals. selecting and negotiating with 
conti-actors and ( i i )  all actual a i d  rcnsonable costs for [lie replacement coiitractors to iiiohilize. review and understand I'rojcct-relakxl doconients and 
meet with Project participants i i i  ordei to get to substmitially tlie same position as Contiactor wns at tlie p i n t  of tcriiiinatioii: and 

(d) Ureoch Contractoi breaclies any d i t s  inaterial obligations under this Agreement otlier tlian those obligations ieloting to tlie iiiatlers set forlh 
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(b) Other I?eniedies Subject to Article 16 and Section 24.1. if Owner does not terminate this Agreenient ptirstiaiit to Section 19.213) as a result of 
such Contractor Deiault. O\vnei shall liave any other reiiicdy available at law 01 i n  equity 

I9 3 Owner Eveiit of Default Owner slid1 be iii  defaault of its obligations pursuant to this Agreenieiit q m i  the occiirreiice of any one or iiiore of the 
folloiving circuinstances (each. an "0wi.nrI D e f d t " ) :  

(a) Insolvency Owner becomes insolvent, or fails generally to pay its debts as they become due. or admits iii writing its inability to pay its debts 
as they beconie due. or iiinkes a geiieral assignnient for tlie benefit of creditors: coiniiieiiccs any case. proceeding 01 other action seeking reorganizntion. 
arrangeineiit. adjustmelit, liquidation. dissolution or coniposition of itself oi its debts or assets, or adopts a11 arrangement with creditors, under any 
bankruptcy, nioratoiiiini. rearrangemelit. insolvency, reoigaiiization or similar Law of the United Slates or any slate rliereoi for the relief of creditors or 
affecting the rights or remedies of creditors geiiei ally. 

(b) Noiipavnient O\viicr fails to pay or cause to be paid any amount that is not subject to a good faith dispute and lias become due and payable by 
i t  to Contractor under this Agrccmeiit witliiii *** nitel receipt of written notice 11131 such aiiiouiits are past due: and 

a period of"";L consecutive Days or a cuiiiiilative total ot +** Days, in  tlie aggregate, ii i  any  *'+* peiiod 

19.4 Contractor Reiiiedies 111 tlic cvent o i  an Owner Default, Contractor sliall have any or a11 o i  the following rights and remedies: 

teiniinate this Agrceincnt imniediately by delivery of :i notice of ternmination to Ownei. and sucli temiination shall be deemed as i f  done foi 
coiiveiiieiice of O\vnei tinder Sections l9.5(b) atid 18.7: 

(c) Material Breach Udess  dire to the breach by Contractor of ils obligatio~is Iiereiiiider, siispe~isiotis of dl or substantially all of tlie Services for 

(3) Termination Contractor, tvitliotit prejudice to remedies that Contractor iiiay liave ibr breach ot any obligatiolis !lint siirvive teniiiiiat~oii, may 

(b) Otlier Ikmedies Subject to Article 16 and Section 24.1. Contractor sliall have any otlici remedy available at /n\v or i i i  equity 

19.5 'leiminotion Rig& 

as a Iesiilt of Project caiicellation by Owner, i n  which event Ouvncr sliall pay tlie cancellation cliarges set foil11 i i i  Section l9.j(c)(i]" 
(a) l'eniiiiiatioii for l'roicct Cniicellatioii Upx i  piior written notice to Contiactor. Owner will be entitled to terniiriate this Agreement at any time 
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(b) Tennination for Convenier~cc Owner niay terniiiiaie lliis Agreciiiciil at its conveniciice and i n  its entirety upon prior written notice io 
Contractoi (provided. h t .  for a period o i  *** aftcr such written notice, representatives ol each of Contmctor and Owner (escalating to cxecutives) shall 
discuss the issues ponipiiilg such notice and at any iinic p~ior  to expiration oi  swli 30-Day period. Owner, i n  its solc discretion, niay withdraw such 
iiotice). i n  which event Owner sliall pdy  tlic cancellation cliarges set fort11 i n  Section 19.XcXii) below 

(c) Caiicellation Cliaiaes 

(i) I f  Owner lcniiinates this Agreement under Seclion 19.5[a). Owner s11a11 pay tlie terniinaiion charges to Contractor, within thirty 
(30) Days after ilie date of such icrniination. as Contractor's exclusive remedy, wliich termination charges sliall consist of d1 aniounts billed or 
currcnily billable by Contractor and duc and owing under this Agrecnieni for Services perfornicd i n  accordance witli this Agrccmcnt prior to sucl~ 
tcniiinntion, ***. and all unavoidable and reasonably incurred demobilization costs, including cancellatioii cliarges pnid to Subcontractors 
(collectively. the "Tcrniination C'liarges") Tlie total aiiiotnii payable by Owner as a Teniiination Charge shall be reduced by any rebates, credits 
o r  refunds obtained or. if tlie Termination Chargc has bcen paid, Contractor shall refiind to Owncr tlic amount 01 such rcbaies, credits or refonds 

(ii) If Owner ierniinates this Agrecnicni under Section 19.5(b), Owner shall pay to Contractor, witliin thirty (30) Days aftcr tlic date of such 
termination. us Contractor's exclusive ieniedy. 311 aniount equal to (A) the Tcnnlnaiion Charges calciihted as of the date of silcli tcniiinoiioii in 
the nianner set forth i n  Section I9.Yc)(il. pills (U)  if Owner desires to niaintain tlie licciise g~anted ptirs~~arit to Scction 18.2 following such 
teniiii~~tion. :iii anioiint (wliicli shall not be less tlian zeta) equal to 
Continuation Fee") 

(the aniount determined pursuant to this clause (Bj, the "License 

19 6 Tciininatioii for I k c c  Maiciirc Ownei or Contractor niay terminate this Agrcemcnt i n  ils eniirciy. and witlioot liability. due to Force Majeure i n  
accordaocc with tlie teinis of Aiiiclc I O ,  piovided that such icrminoiion sliull not relicvc the teriiiinnting Party iron1 its obligation to  pay any tlieii due and 
owing amoiints hereunder 

19 7 Suspension 

Contractor slrall coniply with sucli order 'The si~spension sl~all coninlcncc on the Day specified i n  Owner's wrillerl notice to Contractor 
(a) Orvner may, i n  its sole discretion. order Contractor io sirsped 311 01 any portion oftlie Services for a period 01 time as Owner may request 

(b) Contractor m a y  suspend the Services witliout liability upon wiitteii notice to Owner after the occurrence of any of the following: 
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( i )  Nonp:ivnieiii Owiiei hils to pay  or cause to k paid any aniount tliat is not silkject to a good iaitli dispute atid lias become due and 

(ii) Brencll Owner bi-caches any o i  its niatcrial obligations under tliis Agrcenient otlicr tlian those obligations relating to the niatters set 

payable by it to Contractor uiider this Agieement within *** after receipt of wiittcii notice tliat sucli aniouiits are p3St due; 

fort11 i n  Section 19.7(b$J above and for wliicli nc) other rcnicdy is specified i n  the Agrecnient and. if such breach is capable of being cured, 
Owner fails to cure siicli bieacli within :I** after written notice ol siicli breach, provided that such cuie period sliall be extended to *** after 
written notice of such breach if such brwcli is cap:ible of being cuied but not withill and Owiiei imniediately coninleiices to cure such 
breach and diligently and continually prosecutes nieasures which arc rcasonably calculated to cure such breach within such *** period 

(c) During aiiy suspension pursuant to Section 19,7(a] and Section 19.7(bMii), Contractor shall, to the e>lcnt requested by Owner and as a ***, 
niaintaiii its Project personnel designated to provide tlie Services liercunder for a peiiod of six (6) niontlis from tlie coniiiieiicelnent date of such 
suspensioii. During any sucli suspeiisioii. Contractor sliall. to tlie extent requested by Owner and 31 Owner's direction, (i) mobilize and deniobilize 
Contractor's plant. forces and equipment. ( i i )  suspciid all rental agreements. if any, and (iii) niainbin and protect that portion o i  the work that lias been 
suspended Contractor sliall be ieinibursed on n *** for all *** reasonably incurred and directly related to the perforniance of sucli activities at Ownei's 
request and direction and sucli other *** i n  connection witli sticli suspension Witliiii ten (10) Days (i) with respect to suspension under Section 19.7(a). 
after Owner gives Contractor writleii notice to resume Seivices. or (ii) ivitli respect to siispension under Section 19.7(b)(ii), alier Contmctor 
acknowledgcs that Owner 113s remedied the bleach, Contractoi, shall submit a plan foi resuniption of the suspended Services Contractor and Owner 
sliall discuss and agree upoii such plan lor resuinption 01 tlie suspended Services, but i n  any event Contractor sliall use all coinniercially reasonable 

Contractor sliall have tlie riglit to terminate tlie Agrccnierit 

(d) During any suspension puisuant to Section 19.7(b)(i). Contiactoi shall ( i )  niobilizc and deniobilize Contractor's plant. foices and equipment, 
(ii) suspend all rental agrecinciits, i f  aiiy. a i d  (iii) inaintain and protect that portioii of tlie work tliat 113s been suspended but only to tlie extent necessary 
to address any peisonnel safety issues Contractor shall be reiiiibursed oi i  a *** for a11 *** ieasonably incurred and directly iclaled to t i le perforniance 
of such activities, as \\dl as dl other *++ reasonably incui.ied by Contractor i n  connection with such siispensioii. Contractor shall iesuiiie any 
suspeiidcd Sentices proiiipily following tlie reason for siicli suspension ceasing and sliall use all commercially reasonable efforts to fully resuiiie the 
Services as sooil as reasmiably possible 

P,lP,,l :1 $,I 3 n101e than ***. 
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20 Iiiteiitioiiallv Omitted 

21 RECORDS AND AUIIIT. COOPERAI ION 

21 I fntenfioiidlv Omitted 

21 2 Acconntin~ Recoids Escept to the extent applicable LAW requires a longer retention, Contractor shall maintain and shall cntise its Subcontractors 
to maintain coniplete accounting records relating to all Services pcrfoniied 01 provided tinder this Agreeiiient *** i n  accordance with geneially accepted 
acconntiiig pi inciples i n  the United Stares, as set forth i n  pronoiinceiiients oi Uie Financial Acconnting Standards Board (and its predecessors) and the 
Ainericaii Institute of Certified Public Accountants. [or a period of three ( 3 )  yeal-s after tlic Final Coinpletion Date (or, i f  Find Completion does not occur, for 
three (3) years after teniiinolion of this Agreeiiient). except that records relating to Sales aiid Use 1-axes for siicli items must be retained for four (4) years as 
specified i n  Section 21.5 Contractor sliall give O w c r  thirty (30) Days prioi witten notice befoie destroying o r  disposing of any sncli accounting records and 
3 reasonable opportunity Tor Owner during such period to make copies of aiiv such documentation 

21 3 Audit Rielits 

(a) For wrilication a[++*. Owner 01- its autliorizcd representative sliall Iiave the riglit and coinplctc access at reasonable times during normal 
business hours to exaiiiine, audit and copy Contractor's rccords aiid books related to *** as i s  reasonably ncccssa1y for Owner to veriij. such costs 
Neitlier Owner nor its authorized repiesentative sliall Iiave the i iplit to audit Contractor's 1 ccords and books concerning agreed rates, agreed lump stmi 
anioiints, agreed allowances 01 iiiultiplicrs I f  any audit reveals charges or costs charged to or paid by Owner as costs or lies which are not proper or 
exceed the rates or amounts peniiittd hcreuiidcr for any such niattcrs. tlicii Owner shall be entitled upon demaiid ioi a rcftiiid fioin Contractor of all 
sucli amounts, plus interest tliereoii from the date of payment by Owner until the date of icfnnd by Contractor at a rate of the lessci of (i) *** oi (ii) the 
niasinium rate allowed by applicable I. aw 

(b) *** 
(c) Any records made available by one Party to the other Pal-ty for audit that aic proprietaw or confidential i n  iialure will be deemed to be 

Coiiiidcntid Inforniation o i  sucli Party rvitliotit tlic need liv aiiv niarking or other designatiori arid sliall be Iicld lw the receiving Party in  confidence as 
provided in the Confidentiality Agieeiiicnt, except as disclosrirc may be required i n  order to pilrsiie an audit claim Any such andit sliall be at tlie 
expense of the Paity conductiiig such audit; piovided, Iio\vever. that tlie Isnrly being audited sliall provide reasonable assistance necessary to enable the 
auditing Party to conduct such audit 
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21 4 Cooperation 

(a) Contractor acknowledges that Owner is 3 regulated entih? tliat is subject to tlie jurisdictioii o i  tlie Indiana Utilitj! Regiilatoi~ Commissioii (tlie 
"IURC") and otlier Goveriiment Atitliorities and. as sucli. iiiiist lroiii tiiiic to tinic provide inforniatioii about its operations, business and affairs to tlie 
IURC and such otlicr Govemmcnt Aiitlioritics Accordingly, subject to tlie proccduics sct forth i i i  Section 21 .Ah), Contractor s11a11 pronipdy and in 
good tiitli cooperate with Ownei i n  a11 requests l o r  inlorination by tlie IURC or any sucli Governnient Aiitliority or by Owner lor the lURC or any sue11 
Government Authority. iiicluding providing testimony nnd siicli assistance mid iiifo~niatioi~ as Owner may reasonably ieqtiest and that is available to or 
can be developed or produced by Contractor relating to Contractor. any Subcontractor, the Services, the CM ISBI, Work. tlie Facility o r  the Project i n  
order for Owner to coinply with requests troiii Goveniriieiit Autliorities Iinving jurisdiction over it. including the II.JRC. irrespective of wlietlier 
compliance wit11 such request is niaiidated by applicable Laws 

(b) The IURC has retained the seivices oi Black aiid Veatcli Corpoiatioii as its advisor \villi respect to the Project ("B&\'") Notwidistanding 
anything contained lierein to the contrary. i n  the event that Owner rcceives an order or otlicr rcqiiest for information by tlie lURC or any Governnient 
Authority that Owtiel believes could reasonably be expected to require the disclosure of Contractor Coiilideiitial Informatioii, tecliiiicol engineering 
deliverables created by Contractor: Contractor's constructioii procedures, or Conti actor's proprictary estiiiialiiig and pricing infoi niation. inethods and 
procedures t h a t  in each case, have not been specilically cleated for tlie Project. Owner sliall piomptly provide notice of sr~ch oldel or other reqiiest for 
infool niatioii to Contractor Following such notice. Owner and Contractoi- ogi ce to iicet pioinptlv and i n  good faith to detci-mine tlie pi ocess that Owner 
sliall use in responding to sucli ieqtiest, wliicli niay include the iiii}~leiiiciitati[~ii of information access procediires neeessay to control tlie access of 

complies witli such requests i n  all respects 

21 5 Sales Tar Records Coiitrac~or sliall provide to Owier a11 iiifoiiii:itioii arid data Owner iiiay fiom tinie to tinie reasonably request and otherwise 

l o  R B V  while ensuring that Owner 

fiilly cooperate with Ownei i n  connection with tlic rcporting of (a )  any Sales Taxes pasablc \\lit11 iespcct to die Services and (b) any  assessment, refund claim 
or proceeding relating to Taxes payable with respect to the Services Contractoi slinll require its Subcontroctois lo provide to Contractor all iiifoiiiiation and 
data Contractor niay reasonably request for purposes of complying \villi the pieceding Sentelice and otlierwise fully cooperate \villi Owiici Contractor sliall 
retain. and sliall require Subcontractors to retain. copies of siicli doctiinentation and a11 documentation relating to pwdiases relatillg to t l~e  Services or the 
payment of Sales Taxes, if any, for a period oi not less than lotti (4) years from the Final Coinpletion Lhte (01,  ilFinal Conipletion docs not occur. for four 
(4) years alter terminatioii of this Agreement) Contractor sliall eiisiire that its contracts with a11 Subcontractors effectuate tlie provision o i  this Section 
Contractoi's a i d  Owner's obligations iiiidcr his Sectioii sliall survive tlie tcriiiination. 
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cancellation or expiration of this Agrcciiiciil for any rcasoii aiid sliall last so long as is iicccssaip to resolve aiw and a11 niattcrs iegaiding I-axcs attribulable to 
the SenTiccs: provided. tliat ii O\viier requires Contr:ictor to take action under this Section at any time alicr two (2) ycars after coinplction of tlie particular 
item of Scnliccs. Owner slioll ieimbursc Contractor for all actual and reasonable cspciiscs Coiitractoi inctiis i i i  taking those actions 

22 TAXES 

are not pcniiaiiciitlp incorporated into tlic Facility and which rcniaiii tlic propcity ol the Coiitractor Contractor slid1 also pay all Taxcs attributablc to 
Contiactor's and its Subcontractors' employees. construction cqiiipiiiciit, tcinporaiy buildings and otlicr property uscd by Contractor and its Subcontractors in 
its pcrforniance of tlic Services under tliis Agrceinciit which are not pcrmaieiitly incorporated iiito tlic 1;acility and wliicli rcniaiii tlic property of tlie 
Contractor Allowance for such Taxes is not includcd in ***. and Contractor sliall pap tliosc Taxes wlicn asscsscd. witliout claiiii against Owiicr for  
rciiiiburscniciit Contractor shall impose u siinilai obligation on all Subcontractois and sliall cnsiirc that no Subcontractoi sliall liavc any claiin against Owner 
lor rcimburscnient oftliosc Taxes 

22 1 General Contractor shall pap all T a e s  on Contractor's employees, purcliases oigoods. tools. cqtiipiiiciit. supplies and otlicr consuiiiablcs which 

22.2 Sales and Use Taxes For Salcs and Use Tax purposes of tlic State, the Parties agicc that this Agrccinciit is ii sepaiatcd contract O w c r  shall pay 
directly when dric aiid payable all Sales and Use Taxes. Owner shall provide to Contractor an Indiana Direct I'ay Pciiiiit and SI--105 Certificate Iian audit by 
a Governiiiciit Authority dctcrniincs tliat any additional Sales aiid IJse Tnxes arc duc from Contractor, tlicn Owner sliall icimbursc Contractor for such Salcs 
llld -v upon receipt of an iiivoice foi such Sales and USC Taxes. 

22.3 Tax Indcinnificatioii Contractor shall defend, indcniiiify and hold Iiaiiiilcss Owiicr and its Afliliatcs Irom aiid agaiiist all c1:iiiiis bs  any 
Govcnimeiit Autliority claiming Taxes based upon gross rcceipts or on tlic inconic of Contractor. its S~ibcoi~tractors or tlicir respective employees, agents or 
reprcscntativcs derived from aiiy paynieiit for the Services made to or eaiiicd by such Pci sons under the Agrccinent I i  i-equiied by L.aw or any Govcmiricnt 
Aiitliofitv. Owner sliall liavc the riplit to witlihold amounts. at tlic witliliolding rate spccificd by I h v ,  lion1 payinciits duc from Owiicr to Coiitmctor 
Iicrcuiider. and any amount so witlihcld sl~all be crcditcd against m y  payiiicilt otlicnvisc owing by Owner to Contractor uiidcr tlic Agrcciiient 

22 4 Cooperaiion and Assistance. Contractor sliall promptly notify Owner upon receipt bv Contmctor of aiiy proposed tax atidits or tax assessments 
relating to the Services Contractor shall assist and cooperate with Ownei's crforts to niii~iinize potential tax liability bv pioviding rccoids and otlicr necessaiy 
dociinicntation to appropriate authorities in response to such proposed tax audits or tas asscssnrciits 

22 5 Tax Protests and Appeals. IC it elects to do so, Owner sliall bc ciititled io piotcst. defend or appeal i n  ilic iiaiiic oiContrnctor or a Stibcontractor, a s  
the case iiiay be. in aiiy and all adniinistntivc and judicial proceedings: ( a )  tlic asscssniciit o l  any 1-axes o r  (b) tlic 
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denial of any iefiind claiiii liled Should Owner elect to protest o r  appeal any assessnieiit or denial. Contiactor sliall ~easonablv coopeinte and assist as 
iiecesswy with such protest or appeal Tlie Parties agiee that any such protest or appeal sliall be controlled by Ownet: including clioice olcoonsel, with Owner 
hearing a11 costs. fees and expenses i n  fiirtlierclrice of the protest or appeal Any and a11 rcfiinds of Taxes and interest resulting l'rom any protest or appeal shall 
be solely lor tlie aec~iiiit of Owner Contractor slid1 impose a similar obligation in its agreements with Subcontractors 

22 6 Sirviva1 Contractor's and Owner's obligations under this Article 22 sliall survive tlic leimiinntion or expiration of tlie Agi eement lor any reason 
and sliall last so long as necessaiy to resolve any and a11 matters regarding Taxes attributable to tlie Services 

23 DISPUTE RESOLUTION 

2.3 1 Disputes Tlie Parties Iiereby agree to submit any dispute 01 otlier coiitrooersy arising out of or relating to this Agreement, incltiding. with respect 
to tlie arbitrability, negotiation, invalidity, tennination, or breach tliereof, (each a "Dispute") to resolution i n  accordance with this Aiticle 23 

2.3 2 Meetine Reeurdine, Disnute I n  the event of a Dispute, tlie Parties shall first attenipt in  good faitli to settle and resolve such Dispute i n  accordance 
witli tlie provisions oftliis Section 23.2 A Party asserting the existence o f 3  Dispute sIia11 iiotify tlie other Party oitlie Dispuie in writing setting forth the 
nature ofthe Dispute in reasonable detail W i t h  *** Days after delivery of any such notice by one Pally to the otlier Party iregarding a Dispute. the Parlies 
sliall mcct at a mutiially agiced time and place to attempt, wit11 diligence and good faith, to resolve and settle such Dispute ("Dispute Resolution Meeting") 
I n  tlie event tlie Parties are unable to resolve tlie Disoute. eitlier Party may request that the niattei be referred to non-binding mediatioii. Tlie Parties agree to 
such non-binding mediation i n  Indianapolis, Indiana at a iiiutiially agreed upon iinie and place with 3 niutiially :~gieed neutral mediator. fbiiorving procedures 
agreed to by tlie Parties or set by tlie mediator Sliould nititual resolution aiid settlenicnt not be obtained witliin *** Days aftei the Dispute Resolution Meeting 
(or should no siicli meeting take place within sucli *** Day period), tlien eitlier Party niay. by notice to tlie other Party, submit tlie Dispute to non- 
adniinisteicd binding arbiiration iii Iiidianapolis, Indiana, iii accordance witli tlie International Institute for Conllict Pievention and I<esolutioii's Rules for 
Non-Adniiriistered Arbitration (the "CPR Ru1c.s") and the provjsions o l  this Article 23 Judgment on tlie award rendered by tlic arbitratofls) may be entered i n  
any court 1iaving.jiirisdiction tliereof iii accordance with tlie remaining provisions of tliis Arlicle 23 Sliould the Parties agree to engage i i i  mediation, such 
proceeding sliall not affect tlie timing or piocess for arbitration 

23 3 Initiation of Bindiiig Arbitlation and Selection of Arbitrotois Tlie Party desiring arbitration shall so notify tlie other Party. idcntiljhg 111 

reasonable detail the Dispute to be arbitrated and tlie relief sought and file notice of arhitration in accordance witli the CPR Rules Arbitratioii liereunder sliall 
be before *** selected iii accordance with tlie CPR Rules and qualified in the field most relevant to tlie issues iaiscd in tlie Dispute 111 tlie event that any 
Party's claim exceeds ***. exclusive of interest, tlic Dispute sliall be lieard and 
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deteiniined bv a thrcc-pcison paiel o i  neutral arbitrators selected i n  accordance with tlie CHI  Rules and qualilied in tlie field inost rclevant to tlie issues &sed 
in  the Dispute 

23 4 Arbitration Procedures The arbitratoi(s) shall conduct a healing no later than ninety (90) Days aliei submission of the niatter to nibitration (or 
such other tiniefraine as mutually agreed by the Parties), and a decision shall he rendered by the arbitrator(s) within thirty (.30) Days of the hearing I n  
connection with any Dispute, the Parties sliall have sirch rights lo discover): including depositions, as the arbitrator(s) may pennit. provided that, wlierc tlie 
ainount in controveisy with respect to such Dispute is equal to or more thm %***. the Parties shall have tlie rights to discovery set forth in Rules 26 through 
36 of the Federal Rules o i  Civil Procedure (or. to tlie estent that the proceeding involves only the Pnrties, in  accordance with such rules of discovery 3s 
niutually agreed by the Parties) Any dispute concerning discovcty will bc rcsolved by the arbitntor(s) Each Party will, upon tlie written request of tlie other 
Party> promptly provide the other with copies of documents on which tlie requesting Party may rely i n  support of a claiiii or dei'elise or which are relevant to 
the issties raised ii i  the Lhpiite At the hearing. the Parties shall present such evidence and witnesses as they niay choose, with or without counsel Adherence 
to formal rules of evidence shall not be required but tlie arbitmtor(s) shall consider any evidence aiid testimony that i t  determines to be relevant. i n  accordance 
with procedures flint  i t  detcnnines to be appropriate Any nwaid entercd i n  arbitration shall be iiiade by a written opinion stating the leasons for tlie nward 
made 

2.3 5 Consolidation Owner. i n  its sole discretion, shall have the option at any time to (a) join Contractor to any arbitration or dispute that involves 
Owner and any Person providing senrices to Owner i n  connection with the Project or (b) consolidate any arbitration or Dispute arising heietinder with any 

Contractor hcieby consents to any sucli joindci or Consolidation If Owricr aiid Contractor are involved in an arbitration or dispute in connectioii with the 
Projcct, and Contractor reasonably Mieves that a tliiid party [including GE, a Managed Vendor or a Subcontractor) is substantially involved in  a coninion 
question o i  fact or such third party's piesence is nccessaiy i l  complete relief is to be alTorded and/or inconsistent decisions arc to be avoided. then. Continctor 
shall promptly provide notice thcrcoi to Ownei iequesting that such tliiid party be consolidated into such arbitration or dispute If Owner. i n  i t s  sole discietion. 
agrees to grant such request the Pailies will use their respective reasonable efforts to consolidate such third party into the applicable arbitintion or dispute. 
niaking such accommodating adjustments as are fair and appropriate to accommodate additional par~ies; piovided, however. that such third parry has 
conscntcd to such inclusion and agrees to be bound by the awai-d of tlie arbitrators 

-@- which involves Owner and any Person pmviding services to Owner in connection with tlie Project. and . .  . .  
,%,., , . . 

23 6 Enfoiccnieiit. This submission and agrcenieiit to at bitrate shall be specifically enforceable Arbitration may proceed in the absence of a Party if 
notice of the proceedings has been given to siicli Paity i n  accordance herewith The Parties agree to abide by all awards rendered i n  such proceedings During 
the pendency of a Dispute. each Party shall continue to perlomi all of its respective obligations under this Agreement. I f  the Dispute concerns a Party's 
cessation o i  performance under this Agreenicnt then that Paty shall not be deemed i n  default under the terms of this Agreenicnt with respect to  the specific 
matter that i s  the subject 
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of tlic Dispiile ii Ilia1 Party ceased perfomiance i n  ~vlial  i t  consideled i n  good Iaitli to be coiiipliant witli the tcrriis 0 1  this Agreement. duiing the peiidency of 
the Dispute 

23 7 Fees and Costs E,ach Paity sliall bear its own costs and expenses related to tlie arbitration and iiiediatioii Tlie aibitrator's(s') fees and 
mediators fees aiid other adniinistrativc costs of the arbitration and tlie mediation sliall be borne cqiially by tlie Parties 

23 8 Inlerini Relief E.itlier Party niay apply to the arbitrator(s) seeking injunctive relief uiitil the arbitration award is rendered or tlie controversy is 
othenvise rcsolved Either I'ait~ may. without waiving any reiiicdv tinder tliis Agieement, seek fiom any court having jurisdiction any interim or provisional 
ieliei tliat IS neccssniy to piotect the iiglits or property of tliat Party. pending tlie establishment of llie arbitial ttibunal. 

23 9 Award 7-lie aibitrator(s) will hove no authority to award any daiiioges prccliidcd by Article 16 

23 10 Conlideiitialitv Except as may be required by applicable Law, eacli Pai ty  sliall treat the existence, content or results olaiiy settleincnt discussion 
pursuant to this Article 23 or arbitration as confidential inforiiiatioii of tlie otlier I'arty i n  accordance with tlie Confidentiality Agreeiiieiit and sliall use 
coiiimercially reasonable eliiorts to ciiisc any arbitrator(s) to keep such infoiriiatioii contidentid 

24 MISCELLANEOUS PROVISIONS 
. .  . .  

24 1 I<enicdies. Subject to Section 1L.6  h,rlicic i b ,  Seclioii j $.ani. E. ' 5 ' .  
reriiedy is expiessly provided. the rights and reriiedies available liereunder will be in  addition lo and not ii i  liiiiitation of any rights and remedies otlierwise 
imposed or available at law or in  ccluity 

24 2 Governing I.a\vs This Agreemenl shall be governed by and construed i n  :iceordance witli the Laws of the State, without ieferciice to its conflict of 
laws principles 

24 3 Entire Aereement This Agreenieiit and the Confidentiality Agreeniciit rcpreseiit ilie entire agreement between Owner a id  Contractor with respect 
to tlic subject mattcr liereof and thereof. and supersede all prior negotiations. biiidiiig dociinicnts. rcprcscntatioiis and agreciiients, wlictlier written or oral. 
with J C S ~ C C !  to tlic subject tnstler liereof and tliereof. inchding the Tenii Sheet, tlie Initial TSAs and the Recent TSA This Agreement niay be amended or 
niodified only by o written instriinient duly eseciited by eacli of tlie Parties 

24 4 Successois and Assiens. Neither this Agreeiiient nor any right. interest or obligation hereunder may be assigned by Contractor without tlie prior 
\vritien consent oTOwtier, aiid any atienipt to do so sliall be void, cscept that the whole of this Agreement niay be assigned by Contractor iipon prior writlen 
notice to Owiicr to a parent company or a wliolly-o\viied Affiliatc, provided tliat Contractor shall no( be relieved of suiy oi its obligations l~crcriridcr and 
provided that such assignee deinoristiates to die reasonable satisfaction of Owiier that i t  is capable of iiillilling all o i  tlie obligations of Contractor 
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Iiereuiider. iiicludiiig tlie grant o i  the licenses provided lierein Subject to tlie preceding sentence. this Agreeiiienl is binding upon. inures to tlie benefit of and 
is eiiforce:ible by tlic Poities and ilieii respective successors and :issigns Owner niay assign this Agreement or any benefit, interest, i iglii or cause of action 
arising under this Agreeiiieiit to any Person, provided that, if such assigiiiiieiit occurs piior to payment ol  tlie Final Payment Iiivoice, then such assignment 
sliall i iot ielieve Owiicr of any of its obligations hereunder 

24 5 No Third Party Beiieliciaiies Except as expressly set forth iii this Agreement tlie provisions oftliis Agreenient are intended lor the sole benefit of 
Owner and Contractor. and there are no tliird party beneficiaiies No reference lierein to any other Person shall restrict i n  any way tlie ability of tlie Parties to 
aineiid or modit)! this Ayreeiiieiit from time to time iii  tlieir sole and absolute discretion Neitliei this Agreement nor anything conlaiiied lierein sliall be 
coiisti tied to cieatc a conti aclual relationship o i  any kind between: (a) Coiitractor and any ollier contractor 01 aiiy siibcontractor of any such ollier contractor; 
(b) Contractor aiid uny M~iiaged Vendor: (c) Contractor and Gli; or (d) any person or entities other than Owiier and Contractor, except as  expressly piovided 
iii  this Agreement (Owner Indeiiinitees and Contiactor Indeiiinitees are intended third party beneficiaries under Article 13) 

24 G No Waivei No coiirsc of dealing or Iailiire 01 Owtier or Contractor to enforce strictly any term. right or condition of this Agreement sliall be 
coiisliiied as a waiver oi  tliat lenii, riglit or condition No express waiver of aiiy temi, right or condition o l  this Agreeiiient sliall operate as a waiver of any 
otliei temi, riglit oi condition 

24 7 Sun4val Article 13 (Iiidciiinificatioii), Article 16 (Limitation of Liability). Article 18 (Intellechial Property). Article 22 (Taxes). Article 23 
(Dispute Resolution), Ai ticle 24 (Miscellaneous Provisions) and all other Sections providing l o r  iiideninilicatioii or limitation or or protection against liability 
of eitlier Party shall survive tlie terininatioii, cancellation, or expiration of this Agreeiiieiit 

24 8 Sevembilit\, Ifany piovision of this Agreeiiieiit or the application o i  this Agreemetit to any Person or circuiiistaiice shall to any extent be lield 
invalid or unciiforceable by a cotirt of competent jurisdiction or arbitrators under Article 23. then ( i )  the retnairider of this Agreeiiieiit and tlie applicatioii of 
that provision to Pel-soiis or circuiiistaiices otlicr than those as to which i t  is specificallv held invalid or uiiciiforccablc shall iiot be affected, and every 
reiiiainiiig provision oithis Agreement shall be valid and binding to tlie fullest extent pcriiiitled by ILaws, and (ii) a suitable and equitable pravisioii shall be 
substituted lor such invalid or unenforceable provision i n  order to carry out, so iar as niay be valid and enforceable, tlie intent and piitpose of such invalid or 
uncnCorceablc provision 

24 9 Nolices Any notices. deinands oi otlier coniiiiiiiiicatioii to be sent or given liereunder by eitlier Party shall i n  every case be in writing aiid sliall be 
deeined properly seived if  (a) delisered personally to tlie recipient. (b) sent to tlie recipicnt by reputable express courier seivice (cliarges paid) or (c) mailed to 
the recipient by registered or certilied niail, return receipt requested aiid postage paid Date o l  senrice of such notice shall be (i) tlie date such notice is 
personally deliveied. (ii) tliree ( 3 )  Business Days after llie date ofiiiailing if sent by cei-tified or registered mail. 01 (iii) one (1) Business Day after the date of 
deliveiy to 
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tlic overiiiglit courier i i  sent by overniglit courier Such notices. denialids and otlier communications shall be sent to the addresses indicated below or such 
otlier addiess or to the attention of such otlier person as the recipient 113s iiidicated by prior wiilten notice to tlie sending party i n  accoidance \villi this Section: 

Ifto Owner. Duke E,iieigy Indiana; Iiic 

1000 East Main Street, WP6.31 
Plainfield, Indiana 461 68 
Ann: *** 
1-itle: *** 
Facsimile No : *** 
Duke Energy Corporation 
139 East Foiirtli Street, EA025 
Cincinnati, Ohio 45202 

Title: ***  
Facsimile No . *** 
13ecl1tcl Power Corporation 
5275 Westview Drive 
Fredeiick. Marvland 21703 
Attn: *** 
1 ,!le: :F% * 
Facsiiiiile No.: *'** 
Beclitel Power Corporation 
5275 Westview Drive 
Frederick. Mary1:ind 2 170.3 
Attn. *** 
.Title: *:e* 

Facsimile No : *** 

witli a copy to: 

Attli: :F*:F 

I f  to Contractoi: 

\villi a copy to. 

24 I O  Vienna Convention The Parties liereby cspresslv agree to exclude and disclaim the application 01 the provisions of the United Nations 
Coiivention 011 Contracts for the Iiiternational Sale of Goods (also refelTed to as the Vienna Convention). and any successor convention or legislation, to this 
Agreement. 

24.1 1 Counterparts This Agreement may be esecuted by the Parties i n  multiple countelparts and shall be effective as of the date set forth above when 
eacli Party shall have executed and delivered a counterpart liereof, wlictlter oi not tlie same coiinteipart is executed and delivered by each Party When so 
cxccuicd and delivered, each such counterpart sliall be deemed an original and all siicli countelparts shall be deemed one aiid the same docunient 
Transmission of images oT signed signulure pages by facsiniilc. e-innil or otlier electronic m a n s  sliall have the smile effect as  ilie delivery of nianually signed 
docuiiients i n  person 

60 

RES I'RICTED DIJKE-I3ECIIi EL CONFIDENTIAL INFORMA1 ION 



24 12 Conlideiitialitv Use and disclosure olCoiilidentia1 Inforination (as delined i n  the Coiifidentialit-\~ Agreement) i n  the performance of this 
Agreciiient sIia11 be govenied by tlic Coilfidenti:ility Agreeineiit 

24 1.3 Biisiness Practices Contractor aiid its iepresentatives have not iiiade any payment. and Contracior will not and Contractor will direct its 
employees. agents. and Siibcontraciors. and their employees or agents to not. iiiakc any payment to any governnient official (including any ofliccr or 
eniployee of any Government Authority) to influence his, her, or its decision or to gain any d i e r  advantage for Owner or Contractoi in  connection with the 
Services io be perlbriiied liereunder None of Contractor, its Subcontractors, iior any of their employees or agents slinll take any action that violates ilie United 
States Foreign Corriipi Practices Act or any similar applicable Law Contractor shall inimediatelp notify Owner o l  any violation of this covenant Owiier and 
its ieprcscntaiives liave iiot made any payment, and Owner will not, and Owner \vi11 direct its employees, agents, and their employees or agents to not, niake 
any paynieiit to any governnient oflicial (including any olficer or employee of any Goveriiiiicnt Autliority) to influence Ius, her, or its decision or io gain any 
otliei advani:ige for Contractor or Owiier i n  conneciion with the Services to be perfoi iiied liereunder Neither Owner nor any of iis employees or agents shall 
take any action that violates the United States Foreign Corrupt Practices Act or any similar applicable Law Owner shall immediately notify Contractor of any 
violntioii o i  this covenant 

24 14 Covenant o i  Good Faith and Fair Dcaliiig. Without liniiiing any rights aiid obligations as specifically sei forth licieiii, each of the Parties agrees 
that tlic obligation o l  good faith aiid fair dealing, as applied io contracts governed by the Ia\vs of the State 01 New York is imposed by this Agreement on such 
Pariy i i i  its perlixinaiice. execution and enfoforcenient of this Agreement This provisioii is not a choice of law provision but is definitional for purposes of the 
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IN 1111 NESS 1YI1171<EOF. eacli of the Paities 113s caused this Agreelnent to Ix: executed by itsduly authorized iepieseiitative asol the date first above 
Willtell 

BECI-ITEL. POWER CORPORATION DUKE ENE.RGY INDIANA. INC 
BY 
Name. Janics L. Turiicr Name: 
Title. Pres Rr COO. USFERrG Title: President 

-- i s /  Jaines L. Tiirner By: is/ Jack Futclier 

Jack Futclier 





ESllIBlT B 

EDWAR DSPORT 

IGCC 

Project 
Coiiiiiiunicalioii arid 

Maiiageiiient Pintocol 
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Coiitaiiis coiilidential itiforiiialioii pinpi-ietaq to Duke EiicIgy atidlor Beclitel which iiiay oiily be used. reproduced. or disclosed outside of such companies 
pursiiaiit to the teniis of llie coiifidenlialih; agrecincnt betwecii Duke Energy and Beclilel 



1.  I'1tO.JIIC'T MANAGEhlENT I'IAN 

7Hie description of llie Scope of Services provided by Contractor is contained i n  [lie Project Scope I h o k  attached a s  E.shi bit A to tlie Agreeiiient. 7-he purpose 
ol  this Project Coiiimuiiicatioii and Managemciit Protocol ("Chl I'rotocol") is to lurtlier deliiicate the division oTresponsibilities identitied i n  the organization 
chart attached as Exhibit I; to the Agrccineiil, gciicrally describe the roles and rcspoiisibilities ol tlie Sliared Seivices lean1 and establish an overall 
coiiiiiitinicntions protocol 

Wlien used i n  this CM Protocol, capitalized terms ale intended to have the same nieaning ns dcftncd iii the A, oreenlent 

1 .l. Ol-g:iniza ti on 

l h c  Owner will be tlie overall program manager lor the Prqject and retain control o l  the Site Contractor has clear bowidaries for i ts scope o l  work and for the 
construction area Contmctor is managing TIie integrated O\viier/Controctor oiganizatioii cl,art cui  bc lound ii i  Iishibit 1- to the Agreenient wliicli depicts both 
the home office and Site organizations 

1.1.1. Conhactor Plqject Organization 

Contractor will lead the teaiii that is responsible for the coordination and execution of the CM ISBL Work Owner personnel supprtiiig these activities will 
fiiiiction as Borrowed Employees The ISBL. Consrruction Manager will be ai1 integral participant in  the overnll Site M:inagemeiit Team (defined below) 

The Contractor's Scope of Seivices is organized along Coiitractoi's traditional EPCM laige project stlucture wliicli will be integrated into Owner's overall 
Project organization I n  general. erigiiieeriilg and procui-eiiient activities will be performed i n  the I.lousto~i oftice lor tlic gasification island and i n  the 
Frederick oltice for the powcr island Construction will bc performed on a construction inanagcment basis using qtialificd local, regional. and nalioiial 
contractors. Start up activit ies are to be pcilornied by a11 O\\mi-led integrated lield site organizotion The key Contractor positioiis (and general description of 
outliority and roles) are ns I'ollows 

PROJECT DIRECTOR (***) 

Oveiall signatule authority ror a11 aspects ofthe Project (as i t  ielates to CM IS131. Work) 

Copied on correspondence as indicated i n  Section I 2 1 ottliis CM Protocol mid i n  accordance with a cotnInuliiCotiotls and distribution iiiatris 
currently k i n g  developed bv the Pallies 

Signature aulliority for Agreenient requirements (such as Chnngc Orders) and a11 i~tlicr issues rclating to the Agreeiiient - 
3 

RESTRIC'IED DUKE-BECI-IT EL CONFI DENT1 AI., IN FORMATION 



1’ROlECT MANAGER (***) 

* 

* Maiiageinent o[ tlie Agreement 
* 

. 

Responsible for ovcrall CM lSBL Woik and d:iy-to-day project execution with respect to ihe CM ISRL. Work 

Piimary coiitact for all Agreciiient requirenients 

Signature authority for Agreeiiieiit requirements (siicli as Change Orders) 

Overall signature authority for all aspects 01 tlic Project (as i t  relates to CM lSBL Work) 

Copied on correspondence 3s indicated in Scction 1 2 1 01 this CM Protocol and i n  accoldalice with a commuliicatioiis and distribution matrix 
ctirrently being developed by tlie Parties - Liaison lor Borrowed Employees 

PROJECT ENGINEERS (***) - 
* 

* 

Responsible to I’roject Managcr for day-to-day project technical csccution for rcspcctive areas 

Primary contact for Engineering Services matters with Owner* Managed Vendors, and GE 

Contact (with Project Manager) for tcclinical iequirciiicnts related to Agrccinciit 

Copied on all correspondence ( i n  nccoidaiice with a coiiiiiiunicatioiis and distribution iiiatris citrrently being developed by tlie Parties) lelating to 
tccliiiical matters wit11 Owner, Managed Vendors and GE 

PROJECT PROCUREMENT MANAGER (***) 

* Responsible to Project Manager for day-to-day project piocurement activities 

Priniary contact for Procurement Services niatters ivitli Owner and Managed Vendors 

Contact (with Project Manager) for Procureiiient Services rcquirenients related to Agreemiit 

Copied on all correspondence (in accordance with a coiiiinunicalions aiid distribution iiiatris cuirenlly being developed by tlie Parties ) relating to 
procuieiiient iiiatlers with Owner aiid Managed Vendors 

* 

PROJECT CONTRACTS MANAGER (***) 

* 

* 

Responsible to Project Manager 101 day-to-day contracts activities 

Primary contact lor Owner Service Contracts matters \villi Olvner and Matiaged Vendois 

Contact (with Project Manager) for Owner Scivice Contracts requirements related to Agreeinelit 

Copied on a11 coiiespotidence ( in accordance with a coiiiiiiunicatioiis anti disilibutioti mitiis currently being developed by the Parties) relating to 
Owner Scivice Contracts niatters with Owlier and Managed Vendors 

ISBL CONSTRUCTION MANAGER (***) 

Responsible to Project Manager for day-to-day CM lSl3L Woik at Site 
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* Priniaw interlace with Owner and Owtier's Project Director-Project Eseciition. Managed Vendors and GI!. lor CM IS131. Work at  Site 

Contact (with Project Manager) lor CM ISBL Woik reqtiireinenls related lo Agieement 

Copied on a11 correspondeiice ( i n  accord:ince with a communic:ltioiis and distribudoii matrix curreiitly being developed by the Pailics) relating to 
CM ISBL Work with Owncr. Managed Vcndors and GE 

1.1.2 Owner Prqject Organization 

Owner's Projeci General Manager will have responsibility for the overall Project Owner's Project Directoi -Project Ereciilioii will have overall aulhonly lo 
direct activities at the Site Owner will lead tlic OSBL construction team, which is rcsponsiblc for the coordination and csecutioii o l  the OSBL Work (as 
defined iii Part I Section 2 3 oi  the Scope Book). Contractor persoiiiiel supporting these fuiictions will serve as Borrowed Employees T lie OSBL Coiistructioii 
Manager will be an iiitegml p:lrticipaiit iii the overall Site Management Tcnm Ownei will coniinission and sta1t-iip the Facility The key Ownel positions (and 
general description of authority and roles) arc as follows: 

VICE PRESIDENT MAJOR PROECTS (***): 

* 

Signature autliority for Agreeiiieiit requireinelits (siich as Change Orders) :ind a11 oclier issiies relatiiig to the Agreenient 

Overall signature authority for a11 aspects oitlie Project 

PROJECT GENERAL MANAGER (:F**): 

Responsible for overall Project 
* 

* 

Maiiagciiietit o l  tlie Agreement 

Primary coiitact for llie Agreement 

Signntiiie authority for Agreement requireinents (siich as Change Orders) and a11 otlicr issues relating to the Agrccnienl 

Overall signature autliority for dl aspects of tlie Project 

Copied oil correspondence as indicated i n  Section 1 2 1 o i  this CM Protocol and iii accordance with a coi i i~~i i i i i icat~o~~s and distnbiitioii InnIr is  
cuiscnt1y king developed by the Partics 

* Liaison for Borrowed Employees 

PROJECT DIRECTOR-ENGINEXRING CL. TECHNICAL. (***): 
* Signature autliority for the Kollowing areas: 

* Engincering Services 
* Procurcnient Services for Owner Equipment until delivered to thc Site 

Engineering and specifications 

Contract administration of Owiicr Eqiiipment 

All expediting, quality n~siiraiice and technical evoluatioii 

Traflic and logistics of Owner Equipment 

* 

* 

* Invoice approval 
* Owner Services - Bechiel home of ice  techiiicni specifications 

5 

RESTR1CTE.D L>lJKE-BE.Cl-lTE.L. CONFIDE,NTIAL. INFORMATION 



I~IIZO IEC T DIREC TOR-PRO lr C I EXECU TlON ( * **) 

Signature authority lor tlic lollowing areas 

* CMlSBL Work 

* Ownel Scrvlces - 
* 

Procurcnrent 01 all Owner Services 

Contract adminislration 01 Owner Scrvices 

* I11vo1cc apploval 

* Ovciall nianagenicnl of Site cuccution 

Shaicd Scrviccs 
* 

- Maiiageniciit 01 all Sliared Services Teains 

Mniingement of dl Site ~cn ' ices  

OSBL Work 

Administiative issues rclallng lo LjOriOWeu ClfT@Spcs 

MANAGING DIRECTOR - SOIJRCING Rr MATERIALS MANAGEMENT ('**) 

* Approval of all bidders 

Approval o l  bid documents pnoi to subiiiitlal to bidders 

Approval of ally clianges to pro I'ornia tcmis 

Approval o l  any vaninlions to thc bid docuineiits 

Firial award 

- 
* 

1.1.3 Sliarnl Services Teain 

1-lie Sliared Scrviccs teain will be icsponsiblc for supporting both Construction Managers (ISBL and OSBL) Isad  positions i n  llic Shared Services team will 
be responsible for developillg and iniplemeiiting the appropriate strategy for their respective Cunctional area across the Pivjcct as wcll as  eflicicnt otilizalion of 
rcsotirces within the functional arc3 Owner will also appoint pcrsorniel i n  a "shadow role" within tlic Shared Services team Personnel ill such "shadovv role" 
will assist the Project in a program ovcrsight role. auditing to insure that the work is coinpletcd in a manner consistcnl with the AgreenicnL this CM Protocol. 
and Owner policies, as applicable 

Owner will manage the Shared Scnriccs which consist of tlic I'ollowing I'iirictions: 

* Quality Assuiance 
* 

* Cooiiiiissioniiig and Stmi Up 

Pro,ject Support Services (CostiDocuinent Control/IT Support) 

Environmental Safety and I-lealth 

Contract Management 

Site Materials Management 

Project Schcdule Managcment 

Qualily Assurance 
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* The Quality Assuiancc 1-cain will pel forin and manage qualitv activities at the Site The Qiiality Assurance Teal11 will verif>r and monitor all 
contractors’ (including Managed Vendors’ and GE‘s ) and their subcontiactors’ adherence with the Quality Assurdrice I’lan Quality assurance 
audits supplernented with sirr~eillai~ces will be conducted by tlie Quality Asstirorice Teain to veiilj’ the I’roject’s coiifooniiance to approved 
policies, procedures and instructions, including: review and status of contractor p~ocesses and procedures. independent verification of work being 
pcrfornied, and ensiii ing coinpletcd work is fully compliant with the design requirements: provided, Iiowever, that the day-to-day qudity 
surveillances of the CM ISBL Work will be perfotnicd by Contractor All inspections will lx documented, and corrective work, if any, will be 
autlioiized by appropriate personnel The key position witliin the Quality Assurance l ~ e a m  is: 

O?m/ihf ~ r o ~ r m t t  Coordi?ialctf”: 
* Maintains and verifies implenientation 01 the Quality Assurance Plan for tlic Project Manages and coordinates the Quality Assurance Plan 

activities associated with one or mole functions in  engineering, envitoiiinental, procurement, construction. testing. and operations Advises Site 
Managcinelit Ieam of Project qualily assui aiice problenis and progress 

Tlie Quality Progimii Coordinator will desigiiate at least one individual fioiii tlie Quality Assurance Tenin to take day-to-day direction fiom the ISBL 
Construction Manager 

\ 

1 he Project Support Services 1 eani will perform Site serviee~ for cost engineering. document control and I I support O S  follows 

Cost Eiioineerinr! 

Responsible for the overall cost control, cost analysis, perfonnancc, and estimating functions for the Site 

Document Control 

Reyonsible for the overall management and control 01 design documents for the Site 

IT Support 

Respoiisible for the overall inloniiatioii tcclinolog>~ support for the Site. including equipment purcliase and inaintenaiiee and s>’stem set-up 

Tlie key position within tlic Project Support Services Teain is: 
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Directs cost cstiniating. analysis, controls, maintenance. moiiitoring. and impact identification, and supports recovery plan development activities 
L>irects the preparation and presentation of  Pro,ject estimates and cost forecasts. Supports Project or-ganizational and adniinistmtive activities 
Provides generally non-Ioutine cost engi~ieering/pla~ining Identifies: analyzes, mid provides solutions to cost engineering problems Directs IT 
support, IT equipment purcliase and maintenance. and systems setup Directs field document controls systems and processes Advises Site 
Manageiiient T e m  of  Piojcct Support Sewices problem and progress 

1 lie Project Support Services Manager will designate at least one individiial from the Project Support Services leain to take day-to-day direction from the 
ISBL. Conslrilction Manager 

Corii~i~issionihg and Start l ip  

Tlie Comniissioninp aiid Startup 1-eaiii will be responsible for developing and iniplenieiiting a strategy for the oveiall commissioning and startup 
of !lie entire Facility 

Contractor will supply startup and operations personnel to the Commissioning and Startup Team as Borrowed Employees Tlic Contractor ISBL 
Systems Coordinator will mobilize to the Site to support coniniissioniiig. startup and operation activities ol the CM ISBL Work 

* 

The key position witliin the Commissioning and Stait Up Teani is: 

Coni~iiissioiiiiir/S/~i Iriri Mniiorer. - Iiiipleriients tlie strategy for h e  overall conitiiissionirig and startup of the entiie Fncility and ninnages and supervises all coitiiiiissioni~~g/startup 
activities and personnel (including those activities and startup personnel of Managed Vendors and GE) on the Project Plans and directs startup 
assignments on tlie Prqject 1-echnical responsibility for oiganizing, executing, and coordinating these assignments Makes day-to-day decisions 
witliin assigned area or project and makes rccoiiiiiieiidations to departnicnt or Pro,ject nianagcnient regarding policy and procedure Responsible 
lor review of Project designs and recomniendation of changes to design so that Project is safe and operable. Advises Site Management Teani of 
coniinissioning and start up problems and progress 

Environriiental, Safety and Health (ESGIII) 
* Tlie Site ESk1-I Teani is responsible for tlie iiiipleiiientation. managenient and enlorcement of tlie Environmental, Sui'ety and Healtli Plan for tlie 

Site; piovided, Iiowever. that the day-to-day ESBI-I oversight o i  tlie CM ISBL. Work will be perfoinied by Contractor 

The key position i n  tlie ESkl-I 'Teat11 is: 
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ESCW J\lntroser 

* Supervises the E.S&l-I functions for the entire Project and interfaces with the Owner’s Senior Safet\l I’rofessional on a periodic basis to :issure 
coininon agreement on tlic various safety initiatives and liazard control inetliods Advises Site Maiiagcnient Team ofEScYr1-I pioblenis and 
plugiess 

The ESRcH Manager will designate at least one individual lroin the ESRcI-I Team to take day-to-day direction from tlie ISBL Construction Manager 

Con tmc t Mane gem en t 

7-he Contract Managenient Team will administer conti acis for the Site I<esponsibiliiies include mnnagenieiit of correspondence with contractors (including 
Managed Vendors). managing contractor change requests. evaluating propscd chruigcs. preparing pre-niobilization checklists, and contract closeout. 

The key posiiion wiiliin tlie Contract Manapentent Team is 

Cot itr-oct.> Alrnioaer 

* Rcsponsible for adniinistering contracts at tlie Site including iniplcnicntation of the Owner Project Group work p~ocess proceduics and autoniatcd 
contract ~nanngeiiicnt systems Responsible for tlic training of personnel assigned lo support contract administration Advises Site Mniiagcnient 
Trnni W r . n n t l n c r n r e s s .  

The Contracts Manager will designate at least one individual from the Contract Matiagenient Team to take day-to-day direction fmm the ISBL Construction 
Mnxiger 

Si te Ma teiids Managmi ent 

The Materials Mnnagenient Tenin is responsible lor niatcrials managenient for the Site ~ncluding furnishing current status of equipnicnt and niaterial at the 
Site and will act as liaisoii between Site aiid olT Site procuren~ent i n  coordinalioii oliliese efIorts Tlie Materials Managenieiit Tean will be responsible for tlie 
receipt inspection. i-esolution of unsatisfactory. overage. shortage. and dmiiage reports, Site materials managenicnt, Site traffic and logistics management; 
storage and maintenance; inventory control; and issuance of equiplnent and mateiials to contractors The Materials Management Tenm will also be 
tesponsible fbr procuienient of niiscellaneous material not iiicluded on tlie Material Assigninent Schedule 

The key position wiiliin the Materials Management Team is: 

Director of Aloteriols hloiioeeittetit: 
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- I. cads the Project and field materials nianageiiieiit activities to eiisi~ie the overall oiganizational ellectiveness aniong all fiuictions responsible for 
the matei-ials managenient process Establislies policy and nionitors and approves the developnicnt oT automated and rnan~ial material 
mnnagenient and inventory control systems Plaiis. directs, coordinates. and nionitors personnel actions Cor material management staff Advises 
Site Manageniciit Team oi  material managenient problenis and progiess 

The Director o l  Materials Manngenient will desigriatc at least one iiidividtml iruni tlic Materials Maiiagenient Tea111 to lake day-io-day direction froni the 
ISBL Constniction Manager 

I’wject Sclirclulc Alnnagea~cnt - 1 - l ~  Project Schedule Management Teani is responsible Tor creating, managing, statusing. and issuing tlie Project Schedule and otlier general plonning 
mid sclieduling activities at the Site 

As the construction contract packages are awarded, the Project Schedule Management Teani will incorprate contractors’ appioved level 3 scliedules 
into the Project Schedule. The Project Schedule Management Team will. on a weekly basis. receive inputs froin the Contractor (which consists of the 
Con~ractor El’ Scliedule) and otlier coiitraciors fbr integratioo into the Project Scliedule oiid will subseqoeiitly status the Project Schedole and report 
status mid variances to Contractor and others as applicable Tlie Project Scliedule Managenient Teanl will lead the development and coordiiiatioii of any 
icqiiired recovery plan 

* l’lic key position within tlic Project Scl~edule Managelllent 1 eani IS: 

I’roiucl Schehle Momger  
* Supervises the creating. managing, statusing, aiid issuing o i  the Project Scliedulc and other generol planning and sclieduling activities at the Site 

Advises Site Manngenient Teain of Prqject sclieduling pioblems and piogiess 

71ie l’ioject Scliedule Manager will designate at least one individual froni the PI-oject Schedule Managenient Team to take day-to-day directiol, irom the ISBL 
Construction Manager 

1.1.4. Joint Ownrr/Contractor Teanis 

1 lie Owner and Contractor will establish certain comniittees and teams to assist with Pioject nianagenicnt Tlie Steering Coinillittee will be established and 
perfoiiii i n  accordance with the ternis oi the Agreemeni The Parties will also establisli a Site Manageinent Teani to perfonii the overall execution, fiinctional, 
and adiiiiiiistrative niaiiageiiicnt of the day-to-day work activities at the Site Tlie Site Manageiiicnt l - ean~  is an integrated OwiieiiContractor leadership teain 
and will consist ol the iollo\\Gig fiinctional iiianagers: 

Project Director-Project Execution 

I O  
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CM ISBL Construction Manager 

OSBI.. Consti nction Mmrager 

IIngineering Managci 

* Project Support Seivices Manager 

* Quality Prograin Coordinator 

* ESBI-I Managcr 

* Coirinii.ssioriit~g/Start-Up Managei- 

* Contracts Managcr 

Dircctor of Materials Maiiagcnicnt 

- Project Scliedulc Manager 

I .2. Coiiiiiiunicatioiis I'roceclures 
1 7 I r- I7Tl \h/l r'N nwmR /\Nn -TO1< . -  . I .  

Owncr will liavc aiithority to direct a11 mat~ers relating to the Project. snbjcct to the cominuiiications protocol described below Owner reserves tlie riglit to 
~ccommcnd or direct cliangcs to thc order and approach of tlic work by defined coi~~iri~~~iicatiotis with tlie autliorized Contractor represcntativcs. as dcscribcd 
belo\\' 

Siibjcct to the final sentence of this pnragiapli. any "sigiiilicant" conrninnications must be delivered iii writing by letter, transmitted via the dcsignntcd Ownei 
cRoonr creatcd SOICI>J Ibr Contractor and Owner access (the "DultdUeclitcl eRooni") Significant comm~~nicalions directed to Contiactor will also be e- 
niailcd in the Coi1ir:ictor's Project Manager willi copies to Contractor's Projcci Directoi Signilicant conin~itnications directed to Owner will also be e-niailcd 
to Owncr's Gcncial Managci with copies to Otvncr's Assistant Gcncial Counsel Any I'oinial noticcs 11131 requirc scwice upon another Party (such as 3 notice 
oTsuspensioii. notice of bieaclr, etc . iii eiiclr case, n "Foriiinl Notice") slinll be delivered i n  accordairce with Section 24 9 of the Agrecment 

Significant coirr i r~i~~i ic~t io~is  include the followiiig: 
* Coinmi~nicatioiis that reflect the position of Owner or Contractor 

Original inessages of policies or directives 

Coninrtir~ications that direct changes to tlie order and approach of Contractor's Setvices 11131 1ravc a significant act11aI 01 powxitial ellect on the 
cost. design. qiialitv. safcty. scliednlc, work process and procednrcs, or perfoi niance 

Coniinuiiications relating to Clrmigcs or anrendnicnts to the Agreenrcnt * 

All "signiiicant" cotirirruiiications issued by Owner will be issued by tlic autliority of the Project General Manager or designee All "signilicant" 
coniniiinications issued by Contractor wil l  be issued by the autlioritv o f  the Contractor Project Manager or dcsignee. The Project General 
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Manager a i d  the Contractor Project Manager iiia)~ designate individuals, i n  writing. with a sigiiatiire au t l io r i t~~  

All Project coiiimiiiiications betwceii Contractor' and Owner (other tliaii any Foiiiiul Notice or technical data as described below) aiid all coiiiiiieicial data will 
be placed through the Duke/Bechtel eRoom Contractor is responsiblc for iss~~ance of coiiiniercial and technical data into the dcsigiiated Owner eRooiii 

Technical data will be placed by Contractor i n  llie designated eIloom created solely l'or Owner, Contractor and GE access ( " h v a y  eRooni") wliich resides on 
the Owiier's server This 3-Way eRooni is designed for the cniiiiiiiiiiicatioii exchange between Owiier/Contractor/Geiiernl Electric for certain Contractor aiid 
Managed Vciidor teclitiical in formation 

1 2 2 COMMUNICATION TO MANAGED VENDORS 

Contractor will bc responsible for tlic day-to-dav coiniiiunication with Managcd Vendors. provided. Iiowc\~er that Owner rcscnes tlie riglit to communicate 
with all Managed Vendors at its discrctiori but will to tlic cstetit possible cooidinole such coiiiinunicatioii with Contractor Tlic Contractor will copy the 
Owner on any of its corrcspoiidetice \vit l i  tlie Managed Vendors by issuing a copy to the DukeiBechtel eRooin 

Controctor 113s cstablislicd a Managed Vendor cRooiii on Contractor's sewer ("Vendor eRmiii") foi cxchangirig technical data ainoiig tile Managed Veiidors 
for review and issuance 1.11~ Managed Vendors will issue all of their respective coiiiiiiiiiiicatioiis and related data to the Vendor cRooni Contractor is 
~-espoiisible for issuing teclinical data rcccived from the Managed Vendors to Owner into the %way elloom. I t  is tlie ititen1 of the Parties that Contractor will 
l l i l  j. *** . .  , .  . ,  

1 2 3 SITE COMMUNICATION 

I n  tliis iiitcgiatcd anangcniciit soiiie Owiicr peisonnel will directly utilize Conhactor applications within the Contractor network Only Owner pcisoiinel 
aolliorized by Coti~iactor (and identilied as acco~iiit Iiolders for this piiip0.w) iitilizirig Cotitmclor i~iaiiagcd devices will be allowcd to connect directly to tlie 
Contractor netn'ork Several Contractoi applications will be m:idc accessible via web based interfaces to aiitho~izcd Owner personilel esternal to the 
Contractor nctwork Tools such as eRoom, CTI and BecTraiisfer will be enabled i n  this capacity 
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ESIIIBIT C 

*** 



EXHIBIT D 

S I ~ E  DCSCRIP~  ION 

The Site shall iiieaii that area of land located iii Sectiolis I mid 12 of Towilship 04 NoIth and 1l:inge 08 West i n  Vigo Township, Knos Coullly, Iiidiaiin. and 
geiierally wcst of tlie West Fork of the White River. north o i  Statc Road 358, east oi State Road 67, and south of the site of tlie existing Duke Energy 
F,.dw:trdsport Generating Station as shown on the atlaclied drawing 



E?JIll311 E 

LIST OF 1 LCIINICAL DATA 

I 

2 

? 

4 

Major louiidation stress calculatioiis (iiicludriig eiectroiiic files) 

Stiiictoral steel strcs.; calcitiatioiis (iiicludiiig electronic lilcs) 

Critical pipe stress calculations (including electronic files) 

Electrical .;y~tem calculntioiis. c 8 , slioit ciicuit. i e h y  cooidiiiatioti, ctc (iiicludriig electronic files) 





**;I: 



-~ 
ESIIIBIT I I  

*** 



ESIIIBIT I 

*** 



EX11 11311' J 

*** 



*** 





.lune 9. 2008 

Bcchtcl Power Coi poratioii 
5275 Westvicw Drive 
Frederick. MD21703 
Attii: Anios A Avidan 

Re: Confideiitialitv Aigecment 

Dcar Arrios: 

I>ukc Energv Indiana. Inc. ("Duke". wliicli terni sliall. for purposes of tliis Agrccnient include i ts  afliliates and subsidiaries) and Bechlel Power 
Corpointioii ("Beclitel", which teiiii sliall. foi purposes of tliis Agreenicnt iricii~de i t s  affiliates and siibsidiarics) (Duke and Beclitel each u "paitv" and 
collectively. the "I&Ii&'). togctlier with Uie General Electric Company (''=I), previously entered into tliat certain Amended and Restated Confidentiality 
Agreeiiieiii dnied as of July 26, 2007 (the "Exisfine Coiilidentialitv Aereeniciit"). relating to disclosure of confidential i ~ ~ h i i a t i o ~ ~  in coii~iection \villi their 
respcctive preliminaiy work on tlie Edtvardsport integrated gasification combined cyclc hcility (the "w ). Furtlier, the P a r k s  previously cntered into a 
Teclinical Services Agieenieiit effective as of February 13. 2006, as amended by Aiiieiidmeiil No. I dated May 30, 2006, and anotlier 'reclinical Senwes 
Agrcemciit effective as of May 7. 2007 with respect to sticli preliminary work relating to tlie Project. Tlie Parties are entering into negotialions relative to a 

ices Aereenren t .d  as of the date liereal 
for purposes of undertaking additional work for tlie developnient and construction of tlie Facility As n result of sucli third Technical Services Agreement, the 
Parties no\v desire to entei into this confidentiality letter agreenient (tliis "Aareeiiient"): iii order, aniong other things, (i) ior b i k e  to use tlie Contldential 
Inioriiialioii (as detincd below) of Beclitel tor tlie piirposes o i  design. construction. niaintenance. operation, repair. modification, licensing, simulation, 
coiiiniissioiiing and decomiiiissioniiig of thc Project. tminiiig. consultation and compliance with laws in  rcspcct of tlie Project and otlicrwisc for Duke's 
internal busioess purposes and ( i i )  fbr Beclifel to use the Coiifideritial Infoniiation of' Duke for tlic purposes of f'111filli1ip its contractual obligations to Duke in  
respect oi  tlie Project (sucli puiposes described i n  llie foregoing clauses (i) aiid (ii) of tlus pnragiapli, collectively, the "Pumoses") Each Paay furiiisliing its 
Confidential Infonnaiion sliall k licreinaiier referred to. with respect to sticli infomiation, as the "Disclosine Part\$." and cacli Part){ receiving such 
inli,riiintioii shall be hereinafter ieferred to. with respect to such inforiiiation. as tlie "Receivine Pnrtv" 

A!I iiifoniiatioii I cparding a Pal ty's properties. employees. finances, businesses, operations, assets. prospects, iinancial affairs and propiietaiy 
tccli~iology fiiriiislied o r  discloscd by a Disclosing Pai-ty or its Repiesentatives (as defined below) to tlie other Party, tvlietlier furiiislied or disclosed before 01 

after the date Iieieof and rcgaidless oi llic ~iiaiiner in wliicli i t  is fiirnislicd or disclosed, that is: (i) written or electionic and clearly iiiaikcd Confidential', 
Proprietaiy'. Bechtel SulTiii Confidential' or Bechte! Sulfui Iiiibrmation'i. o r  (ii) if furnislied or disclosed orally or visually, i s  identified by the Disclosing 
Part)) as being Conlideritial'. 

1 Altaclinieiit No  I liereto coiitaiiis a complete definiiion 01 "Beclitel Sulfur Infonnation" 



1'ropriet:iiy'. Beclitcl Sulfur Coniidential' oi Beclitel Sulfiir lniorniation' at tlie time of such oral or visual disclosure and also identified as snch i n  a writing or 
electronic message sciit by Uic L>isclosiiig Party and received bv tlie Receiving Party within ten (10) days niter such disclosuic, sttch writing or electronic 
incssagc setting 1brtli (A) tlie datc and approximate time of tlie oinl o r  visual disclosure. (B) tlie naiiies of the Represclitatives of cacli Party disclosing and 
iecciving such oral o r  visiial disclosure and (C) tlie inforination that was identilied by t i le  Disclosing Party at tlie time of oral or visual disclosure as being 
Coiiiidentinl'. Proprietaiy'. Beclitel Stiliui Coniidential' oi Beclitel Sulitir lnfoiiiiation' (sucli information described in the foregoing clauses (i) and (ii) of this 
paragrapli. collectively. thc "Confidciitial Information") All such information disclosed by a Disclosing l'arty or it.. Representatives shall remain the 
Disclosing Party's Codderitial Inforination riotwitlistanding tlie inclusion ol sucli in101 mation i n  si~tiit~iaries or otlier dociiiiients created by tlie otlicr Party or 
its Repi esentatives 

The term "Confidciitial lnrormation" sliall not include iniomiation that: (a) is or becomes available to tlie public other than as a result of a 
disclosure by tlie Receiving Party 01 any of its Representatives (as delined below) in bieach of this Agreenient or any previous agieenient to wliicli the Parties 
were previously b o d .  (b) \vas available to tlie Receiving Party on a non-confidential Oasis prior to its disclosure by the Disclosing Party or its 
Representatives from a person who was not kriowii by tlie Receiving Party or any ol its Representatives to be otherwise bound by a conlidentinlity agreement 
with tlie Disclosing Party o r  any of its Represcritatives. or otlietwise under a n  obligation to tlie Disclosing Party or any oi  its Representatives not to transmit 
tlie information to the Receiving Party, (c) is dcvelopcd independently by llie Receiving Pa111)' or m y  of its Represcntntives without use or belielit of 
inioi-niation disclosed by tlie Disclosing Party, or Id) bcconics available to tlic Receiving Pal-ty 011 a non-confidential basis Iron1 a person otliel than the 
Disclosing Party or its Representatives wlio is not. to tlie best or the Receiving Party's lanowledge, othei-wise bound by a confidentiality agreement with the 

VIV or 3uv d&..E.cyresent?iives not to traiisinit the 
iniormation to tlie Receiving Pafly Specific inlomiation shall not be deemed to fall within one of the exceptions described i n  (a) tlirougli (d) above solely 
because i t  is contained in nioie general inforination tliot does fall witliiii one of tlie aforeiiieiilioned exceptions 

Subject to tlie imniediately succccdiiig paiag~apli. unless otliciwise agreed to i n  writing by a Disclosing Pa~ty, cacli Poity agrees: (a) except as 
requiied by Iuw, ride. applicable regulation. slocl~ exchange I tile or disclosure requirement oftlie Securities and Excliange Coiiimission (collectively, "w), 
to  keep a11 Coiiiidential Information of tlie other Party confidential and not to disclose 01 reveal any such Confidential Information to any person other than to: 
( i )  its directors, paitncrs. office]-s 311d emplovecs and those attoriieys. accountants. financial advisois, consultants or otlier agents or advisors who are not 
officers 01 employees and \vho need to hio\v such Coniidential liifoi riialion for such Party's Pui poses (such persons beiiig collectively refei red to lierein as 
"Representatives"): (ii) i n  tlie case of Duke. 1"otential Participants (as defined below) who need lo know sucli Confidential Inforniation to evaluate 
participation in  tlie Project :uid wlio li3W entered into a confidentiality agieemcnt with Duke substantially i n  the fonn anaclied as Attachment No 2 liereto; 
(iii) contiactors and vendors of Dike wlio need to kiioiv Confidential i~iioniirttion of Bcclitel for Duke's l'orposes and who have entered in to  a confidcntialitv 
agreeiiient with Dul;e substantially i n  tlie fbriii attached as Attacliiiieiil No 2 liereto: and (iv) contractors and vendors of Beclitel wlio need to hiow 
Confidential lnfoomiation oiDltkc iix Beclitel's Puiposes a i d  tvlio agree i n  writing to 1;eep siicli 



inforniatioii coillideiitial in  accordance with tlie lei-iiis ol this Agreement: and (b) not to use. and to take conimcicially reasonable elforts to cause its 
Representatives not t o  use. Coiilideiitial Inlorination ol tlie otliei h t y  for any purpose otlier tliaii i n  coiinectioii witli such Pai~y's Purposes During the period 
prior to substantial coinpietion of tlic construction of tlie Project. coinpctitors of 13echtel identified i n  Scliedttle I attached hereto (each. a "Declitel 
Coiiipetitor") sliall use any Coiilidcntial l ~ i l i ~ r ~ n a t ~ o n  oi  13eclitel only for tlie purposes of piaviding tecliiiical or advisoiy services or 011.-site fabrication 
services in coiuiectioii with tlie Project and sliall bave l i s t  entered into a confidentiality agreeiiient with Duke substaiitially in  tlie form attaclied as Anacliiiient 
No 3 liereto, and Duke s l ia l l  pcnnit disclosure only to those Beclitel Competitor employees in positions and i n  ii~iii-tbers appropriate to the scope of work 
coiiteinplnted (but in  no eveiit more than ten eniployees for any confidentiality agreeiiient without the prioi written consent of Bcclitel, which consent sliull not 
be uiiieasoiiably witlilield) I n  no event shall Duke allow any Declrtel Competitor to access the Project data rooiii containing Beclitel estimate data without lbe 
prior written consent oi  Beclitel Each kiity will be responsible for any breach o i  tliis paragraph by any oi  its Rcpreseiitatives Each Party will be houiid by 
tlic foregoing obligations 01 confidentiality lieiciindcr for a period of five ( 5 )  years from tlie date licrcof With respect to Becbtel SuIiur Inlormation, tlic 
Receiving Party's obligatioii slioll Ix evergreen, so long as sucb inlormation sliall iiot be available to tlie public, and liave no teimiiiatioii 

I i i  connection with tlie Projcct, Duke may deem i t  necessary or advisable to discuss tlie Project with one or moie tliird parties with respect to sucli 
third parties' potential poiticiption with iespect to the Pioject (each. a "Potential Participant") 111 this regard. it niay be iiecessary or advisable for Duke to 
disclose to a Potential Participaiit Beclitel's Confidential Iiiforniation Declitel licreby consents to aiiy fittiire discussions between Duke and ai)' Potential 
Participants with respect to tlic Project and to the disclosure ol Beclitel Confidential Iiiforniation by Duke to any and all I'otential Participants. so long as such 
Potential Participant lins entered into a conlidcntiality agrceiiieiit with Duke oii tlie ternis set foil11 i n  tlie picceding paragraph Notwitlistaiiding the foregoing, 
iii !lie evmt that Duke does not pnrsue oarticipation in  the Project with a Potential Participant, but continues work on tlie Project with Beclitel, Duke agrees 
not to thereafter disclose. aiid will direct its Representatives not to tliereafter disclose, to sucli Poteiitiol Participant any fiirtlier Confidential Information of 
Beclitel. subject lo !lie esceptioiis set hili i n  ibis Agieenieiil 

The Paltics achiowlcdge and agree tliat Dcclitcl a i d  GE are pr t ics  to an agieciiient protecting tlie coiifidcntiality of eacli of their iespective 
Confidential Iiifomiatioii Accordingly, and iiot\iiithstnnding anything to llie coiitiaiy berein. (a) Duke and its 17epicseiitatives shall be Iree to disclose 
Beclitel's Conlideiitial I n h i  inatioii (unless marked "Restricted Ilukc-Bechtel Inforination" or sonietliiiiy substantially sinlilar tliat indicates that disclosure to 
GE is not pennitted). iiicliiding Bcclitel Siilfiii- Iiiforniatioi~. 10 GE and its alliliales ivitliout Iirst ciiteriiig into an)' agrecnient tlieiewitli regarding pmtectioii of 
Beclitel's Confidential Inforiiiatioii and (b)  Iltilic slid1 Iiave no liability to Beclikl or io any third p i t y  foi tlie failure or alleged failore of GE or any oi  its 
affiliates to protect the confidentiality of Beclitel's Confidential l i i foi  niation 

I n  tlie eveiit tliet a lieceiviiig Paily or aiiv of its Representatives is legally compelled. piiisuaiit to a subpoena. civil investigative demand, 
iegiilatory demand oi otlier process or Law. to disclose aiiy Coiilideiilial 1nfi)riiiatioii of the otlici Pariy. such Receiving Party agrees 



that i t  will provide tlie Disclosing I’arty with proiiipt notice oi  sitcli request or requirement ( i t  legally pemiissible to do  so) to enable tlie L>isclosing Partjr, at  
ilie Disclosing Party’s sole expense, to seck an appioprinte pioiective order oi other remedy, to consult with tlie Receiving Party with respect to the Disclosing 
Party taking steps to resist or narrow tltc scope ofsucli I-eqiicst or legal plocess. 01 to waive coinpliancc. i n  wliole or iii part, with the ternis oitliis Agreement. 
In any siicli event, tlic Receiving I’aily will use coiniiierc~all~ reasonable efforts to eiisuie that all sucli Coiilidential Infoiiiiatioii oi tlie other Party that is so 
disclosed will be accorded corifideiitial treatinent :~nd  sliall fiimisli o i i l v  h a t  portion of such Confidential Infomiation that the Receiving Party is advised by 
counsel is legally required. 11. in tlie absence of a protective order. the Receiving I’artv or anv of its Representatives is coiiipclled to disclose Confidential 
Infoinintion oithe otlicr Party as a nintier o l  Law, llie Rccei\%ig I’arty sliall disclose otil)~ that part of sncli Confidential Inforination ns is required by Law to 
be disclosed ( in  which case. prior to such disclosure. the Receiving I’arty will, to the extent practicable and pcrniissible. advise and consult with tlic 
Disclosing Party and its coiiiisel as to such disclosure and the nature and wording of such disclosiire), and, to tlic exteni practical in tlie circunistniices, tlie 
Receiving Party will use its reasonable efforts to obtaiii conlidcntial treatiiiciit for any Confidential Infoiiiiatioti so disclosed 

I n  connection with the I’roJect, Duke mav deem i t  iicccssarv o r  advisable to discuss certain matlers relating to the Project with the Midwest 
Independent System Operator (MISO), tlic Tiidiaiia Utility Regulatory Coiiimissioii (IlJRC), tlie Indiana Ilepai tnient of Environmental Manilgenient (IDEM), 
tlie Indiana Office oiIJtility Consumer Counselor (OUCC), tlie federal I! nvironnientnl Protection Agency (EPA), or othei similar entity whose iiivolvement or 
approval is iiecessmy or prudent for catlying out d ie  Pro,ject or tlie wotk requircd by oilier agreements betwcen the Parties 111 this regard. i t  inay Lx: necessary 
or pi udent for Duke to disclose to such pci sons tlic pioposed terms tlieieol 0 1  13echtel’s Confidential Iilformation In Iiolding such discussions, Duke 
undertakes to coii\’ey to such persons tlie importance of niaintaining coiilidentiality with respect to tlie inotters that are discussed Accordingly, Beclitel liereby 
f l E p & t o m  I~ . matters pertinent 
to the Project and Duke niay disclose Confidential Iiiforniation oiBeclitcl to MISO. IURC, IDEM. OUCC. EPA or other similar entity i n  such discussions 

. .  . .  . .. 

Each Receiving Party :~cknowledges that Conlidentinl Inhrni~~t ion is :ind :it 311 times reiiiniiis tlie sole m c i  exclusive property oi die Disclosing Party. 
and tlie Disclosing Party lias tlic cscIusi\~c right. title and iiitcicst to its Confidential Information No right or licciisc, by iiiiplication or otlieiwise. is granted 
by the Disclosing Party as a result of disclosuie of Confidential Iiilixiiiatioii wider this Agreement. but such light or license niay arise as specilied in  any prior 
or future agi eeiiieiits between the Parties 

Each Rcceiving Pal-ty acknonkdges that no Disclosing 1’31 ty nor any ol its Representatives. bs its signature below. makes any express 01 implied 
representalion or warranty as to tlie accimcy or conipleteiiess of its Confidential Infnrniation. and e:icli Receiving Party agrees that none oisucli pel-sons, by 
sole reason oftliis Agiceiiieiit, shall have any liability to ai ls Receiving Part\, or an\‘ oi i ts  Ikpresentativcs relating to or arising fro111 the use of any 
Confidential Iiifomintioii by tlie Receiving Portv or its Representatives or for uny errors tlierein or oniissio~~s tlieiefroin For the avoidance ol doubt tlie 
foregoing shall not negate or iestrict any express or implied representation or warranty ielatiiig to the accuracy or conipleteness of a 



Party’s Conlideiitial Iilfbrniation arising 3,s spccilicd i n  any otlier agreenierrt.~ bet\seeii the Parties 

This Agreeincnt binds tlie Parties only with respect lo tlie matters expressly set forth lierein and nothiiig i n  Illis Agreenieiit sliall bind any of the 
Parties to ollier specific teniis or conditions re1:iting to tlie Project Neitlier of tlie Parties is bound or coinniit~ed to negotiate or eo~is~i~iiniate the I’rqject by 
virtue of this Agreement unless and until a dcfinitive agrccnicnt on siicli niatters between tlie Parties 113s becn executed and delivered on behall of each such 
Party by its duly authorized officer 

Each Recciviiig Party is aware, and will advise its llcprcseiitatives wlio are ii~fornied o l  tlic niatters that arc the subject oltliis Agreeiiient, o l  thc 
restrictions imposed by the United States securities laws on the purcliase or sale of securities by any peison who lias 1 eceivcd niaterial. iioii-public inforniation 
froiii the issuer of sucli securities and on the conini~inication of such inforniatioii to any other person wlien i t  is ieasonably foreseeable that sue11 otl1er person 
is likely to purchase or scll such securities i n  reliance upon sucli iniormation I3cli Receiving Party liercby conlirnis that it. and its Ileprcscntatives. will take 
any action necessary to prevent the use of any inforination about any Disclosing Party i n  a way wliicli niiglit violate any antitrust or other applicable Law 

Notwitlistanding anything to the contiary herein, Duke sliall Iiave the iiglit to permit visitors to tour the !3nlwardspoi-t integrated gz~ification 
combiiied cycle facility without entering into any confidciitiality agrccinent with such vsitois prior to such tour 

It  is understood that tlie covenants of this Agicenicnt and tlie Confidcntial Iniorination disclosed arc spccial. unique and o i  cstraordinary 
cliaracter. Eacli Disclosine Partv inav be iirepnrablv Iiainicd by a breach of this Agreeiiient by a Receiving Party. and the use of the Confidential Infon~ialion 
for the business purposes of any person otlier than the Disclosing Pal-ty may enable such person to compete unfairly with the I3iscloslng I’artv W~t l iou t  
prejudice to the rights and remedics otherwise available to each of tlic Parties. each Party sliall Ix: entitled to seek eqiiitablc relief bs  way of ii~.iunction or 
atlienvise if another I’arty or any of its Repiesentntives breaches or tlircotens to breacli any ol the provisions of this Agreement I t  is fi~rtlier understood and 
agreed that no failure or delay by a Party in escicisiiig any riglit. poi\ier or piivilege liereunder sliall operate as a waiver thereof. 1101’ sIia11 any single or partial 
exercise tliereof preclude any other or fiirtlier exercise tlicrcof or the exercise of any right. powci- or privilege licrcunder 

Each Party sliall be responsible for the costs and expenses iiicuited by i t  and its Representatjves i n  cnrrying out the purposes of this Agreenietit 

This Agreement sliall be governed by and construed in accoidaiice witli tlie Ia\vs o i  the Starc of Iiidiann applicable to contiacts executed i n  and lo 
be performed i n  that state 

This Agreeitierit sliafl be binding on the Parties and their respective successors and perniitted assigiis Any assigiiinent of illis Apieenienl. i n  
WIIOIC or in part, by either Party without the prior written consent ol the other Party hereto sliall be null and void nb inilio 

This Agreenient is solely for tlie benefit oi the Parties. and lliis Agieenient sIia11 iiot be deenied to  confer upon o r  give to any tliiid party any 
remedy, claim ol liability or reiinbt~rsement, cause ol  actioii o i  other I ight 



liatiy pio~ision of tliis Agreenient is held by a cowl ol competc~it,jurisdiction to be invalid. illegal or unenforceable. tlie reniainder of tlie 
provisions of this Agreenient shall remain i n  lul l  force and eiTect The Pal ties sliall endeavor in  good laitli negotiations to replace any invalid. illegal or 
unenforceable provision with a \did legal and enforceable provision, the erfect olwhich conies as close as possiblc to tliat ol the illvalid. illegal or 
unenforceable provision 

No niodilication oltliis Agieement or waiver 0 1  [lie tcrnis and coiiditions liercolsl~all be binding iipoii [lie Parties. i~nless approwd i n  a writing 
signed by each of the Parties 

This Agreenieiit contains the entire agreement aniong tlie parties concerning the subject matter hereof and supersedes any and all previous 
understandings or agreenients, wlietlier written or oral. pertaining to said subject ~iiattei~ including the E.sisting Confidentiality Agreenient, tvliich is liereby 
terniinated with respect to Duke and Beclitel without surviving obligations This Agreement niay be executed in  counterparts. each of which sliall be an 
original, but all of which together sliall constitute one and the same agreenient 

Bechtcl shall not, and sliall not permit any of its Reprcsentatives to, issue any press or publicity release, concerning this Agieement. tlie Piojcct or  an^ 

other agreenient between the Parties ielating to the Project without the express prior written consent of Duke. uvliicli shall not be iiiireasonabl~ withlield 

Please acknowledgc your agreement to the foregoing by countcrs~gn~ng this Agrecnicnt 111 the space provided below and rcti~rn~ng to tlie undersigned a 
iully executed original copy ot this Agieenicnt 

Sincerely, 

DUKE ENFRGY INIIIANA, INC. 
By: !d W. MicIiaeI Womack 
Nanie: W Micliael Womack 
Title: Vice President 

Accepted and Agreed as oftlic date first written above: 

DECI-ITEL POWER CORPORATION 
By: id Amos A. Avidan 
Name: Amos A Avidan 
Tille. lGCC/Gasification Operalions Manager 



Attachnimt No. 1 - Delinition of "Brchtel Sulfur Infoiiiiation" 

"Bechtel SulIui 111Iorniatioii" iiieans Bechtel's I I ~ ~ X I I ~ O ~ I O I I  relating to proceses lor the coiiversioii of hydrogen sulfide to eleiiienlal sulriir iii ai l  
eiiv~ioiirnei~tally acceptable iiiaiiiier, including but 1101 liinited to, Claur sulfiii recovery, iarl gap trenhng. slid tlieinlal oxidizing 



Attachnient N o .  2 - 1;oriii of Confitlenti:ilih~ Aercenient (non-coriiDetitozsl 



Forni Non-Disclosule and Srcrecv Armenient 

THIS NON-DISCLOSURE AND SECRECY AGREEMENT (this "Amxmeiit") is entered into as 01 tlic day of , 20 , between 

(the "Coniixinv"). Duke Energy and the 
Duke Eiicrgy Indiaiia Inc , an Indiana corporation liaviiig its principal place of business i n  Charlotte, North Carolina ("Duke Enerev"), and 

Icorporation) liaving its principal place oi business in  
Company shall sometimes be individually refened to lierein as a I'm" and collectively as 'I& " 

. a  

R E c I .r A I.. S: 

A Dike Energy is developing an integrated gasiiicatioii combined cycle Iacility i n  Edrvardsport, Indiana (the "Facility") 

B Duke Iineigy and the Company are engaged in, or intend to engage in. discussions pursuant to which i(a) Duke Energy may engage the Company to 
construct, operate. niaintaiii: modify, repair, test, train, commission. decommission, license or inspect the Facility, or (b) the Company may consider 
purcliasing a11 or a portion o i  the Facility] [Tailor to pul-posn in connection with the Coiiip;iny.l 

C The Parties acknowledge that each Party may make available to the other Party, from time to time. i n  connection with tlie aforementioned purposes, 
certain Coiddentid Infomiation (as dclincd below), including Confidential Information belonging to Gcnei-al Electric Company or its arfiliates (collectively, 

~ i ~ ~ e c I t s i t c 1 " )  rtmt is disciosed by P,oi;e ciiergy, GE 01-j. 3 .  

NOW, THEREFORE. in  consideration of tlie premises and the mutual promises and covciiants liercinafier set foil11 and for other good and valuable 
consideration, the receipt and sulliciency of adiich are hereby achiowledged by eacli Party, the Parties, intending to be leg:illy bound, agree as follows: 

I Deiinitioris As used in illis Agreement. 

(a) "Confidenhl Infomiation" iiieans all iionpiiblic information disclosed by. or on behali of, a Party (01, with respect to disclosures o iGE or Beclitel 
iionpublic infomiation to the Company, GE or Beclitcl. as applicable) (tlie "Disclosine Parly") to the other P a Q  (the "Receiving Party") or its Represenratives 
(as defined below), wlictlicr disclosed before or after tlie datc Iiercof(iiic1uding any inforiliation disclosed under any previous confidentiality agreements) and 
regardless of the iiiaiiiiei or forniot of such disclostire, iliat: (a) is designated I n  wiling a s  "coiifideiitial," "proprietary," "GE Gasification Information," 
"Rcchtel S d h  Iid.ormation." or similar designation by the Disclosing Party at tlic tiiiie of writlen disclosure; (b) a reasonable person i n  the power generation 
industry would understand to be confidential or proprietary by virhie of its nature: or (c) is orally or visually disclosed and confirmed and designated by the 
Disclosiiig Party to be "coiifideiitial" or "proprietary" i n  writing withiii thirty 



(30) days after. sircli oral or visual disclosure Oiicc orally or vistially disclosed iiilbitiiatioii has bceii designated as "Coniideniial" or 3s 3 similar designation. 
all fiituic disclosures o l  such information shall be protected. icgardless o i  wlietlier such iuture disclosures :ire marked or designated as "Confidential" or with 
a similar designation "Confidential Inforination" sliall a/ iiicludc any information that: (i) was publicly available prior to disclosure tliereof to a Itcceiving 
Party or its Representatives by a Disclosing Party; (ii) becomes publicly available after disclosure tliereof to a Receiving Party or its Representatives by a 
Disclosing Party otlier 11ian as a iesult o f 3  ptiblie disclosure by such Receiving Par~y or its Representatives: (iii) is at tlic time oi i ts  disclosure to a Reeeiviiig 
Party or its Representatives. or becomes thcreaficr, available lo tlie Receiving Party or its Representatives on a non-confidential basis lion1 a source other than 
the Disclosing Party and such source is not, to the best oi the Receiving Party's knowledge, subject to a confidentiality obligation to the Disclosing Party 
regarding such inforination: (iv) is independently developed by a Receiving IWy or its Repiesenlalives without reference to the Disclosing Party's 
Confidential Inforination, or ( v )  is approved for disclosure i n  writing by the Disclosing Party Specific in fo indon shall not be esclnded rroni the above 
obligations merely because it is embraced by inore general information excluded under itenis (i), (ii) or (iii) abovc A specific combination of featiiics or itcins 
sliall not be so excluded unless die specific combination itself falls .witl i in itcnis (i). (ii) or (iii) above; and 

(b) "GE GasiGcntioii Infomiation" has the ineaniiig set rortli 011 Scliedulc A liereto. which is hereby incorporated by reference into this Agreement; and 

(c) "Rcclitcl Sulfur Info1 niatiini" lias the meaning set forth on Sclicdulc 13 liereto, which is hcrcby incorporated by reference into this Agrecnient; and 

(d) "Representative" nieaiis (i) aiiy affiliatc, dircctor. oiliccr. eniployec. agent, advisor or otlier representative of a Disclosing Party or Rccciving Party, 
I I$ t h  
train. commission, decommission. license or inspect the Facility and wlio enters into a Non-Disclosure and Secrecy Agreement with the Receiving Party i n  
substantially the form Iiereof ivirli Duke Energy. as \vel1 as GE and Becli~el. as third p:ifly benelicianes liiereol 

to know the Confidcotial illformation to construct. operate, maintain, iiiodify, repair, test, 

2. Nan-Disclosuie Subject to Section 4 belo\v, the Receiving Party sliall (a )  take rasonable precautions to prevent uiiautliorizcd disclosure or use of 
Confidential I i i f o n n a h  disclosed to it by. or on bclialfof. the Disclosing Party. such piecautions takcn being ai least as great as tlic precautions taken by the 
Rcceiviiig Party to protect its own Confidential Infomialiori (but i n  no case less than reasonable care), and (b) not disclose Confidential Inforination discloscd 
to it or its Representatives by. or on belialf oL the Disclosiiig ]'arty to aiiy third party (other Ilia11 Duke Energy's Representatives) without tlie Disclosing 
Party's piior written autliorizaticxi Notwitlistanding tlic roregoing, the Receiving Party niay disclose Confidential Infomiation of the Disclosing Party to any 
Representative oT the Receiving Party, provided that the Receiving Party agrees to be rcsponsible Tor each such Repicsentative's compliance with the terms 
hcreunder binding on tlic Receiving Party Duke Eneigy and tlic Conipany agree tliat Bcchtel and GE are tliiid party beneficiaries of this Agreenient. 



3 Autlioiizcd llses Tlie Receiving Party and its Represcntativcs sliall use any Conlidciitial Inforniation disclosed to thein by. oi oil bcliallol. the 
Disclosing Party only (a) to the csteiit required IO construct operate. iiiaiiitniii. niodify. repair. test, train, coiiiiiiission. dccoiiiniission. license oi inspect the 
Facility or (b) in the consideration of purcliasing all or a portion oftlic Facility 

4 Rcnuired Disclosure Notwithstanding anything to tlic contrary i i i  this Agreement. a Rcceiving Party or its Representatives may disclose Confideiitial 
Infoiiiiation disclosed to i t  by. oi  on beliali of, the Disclosing Party il required, accordiiig to a good faith bclicf by Receiving Party’s or its Representative’s 
legal counsel. by law, legal process or a goveiniiieiit authority 113 Receiving Party or i ts Representative is legally compelled to disclose Confidential 
Information disclosed to it by. 01 on bellall of. the Disclosing I’artv, or i f  such disclosun: is necessary i n  order to comply with laws or obtain or maintain 
governmental approvals, applicatioiis or cxcinptioiis, the Receiving I’arty or its Rcprcscntativc must piovide (if lcgally permissible to do so) the Disclosing 
Party with as iiiucli advance written notice as practicable to aflord the Disclosing Party tlie opportiiiiity lo scek a protective order 01 other remedy to prevcnt 
disclosure lfsucli piotcctive order or otlicr remedy is not obtained, the Receiving I’arty or its Represeiitative, as applicable, shall furnish only that portion of 
the Confidential Inrorination disclosed to it by. or on bchalfo[ tlic Disclosing Party that is required i n  the opinion ofits legal couiisel a id  shall cooperate with 
the Disclosing Party, at tlie Disclosiiig Party’s espense. to enable tlic LXsclosiiig Party to obtain a protective order or o~lier reliable assiiraiice that coiifideiitial 
trcatiiieiit will be accorded tlie same 

5 Grotitbacks I n  tlic event tlic Company slioiild obtain a patent, trade scciet. or otlier intellectual properly riglit inclliding. \vithout limitation. a n  
iiiiproveinciit to or :i niodilicatioii of GE. Gasification Iiiforiiiation. or cquipnicnt or niatci-ids uscd therein. based on or resulting froin access to or use of 
c- nf c & p .  ? .  tlie Coiiiannv aerees to grant and hereby grants an irrevocable, royalty-free, non-exclusive 
liccnsc to GE uiidcr sticli patent and/or siicli otlicr iiitcllcctual propcrty right. togctlicr with tlic riglit to cstciid such license to licciisces of GE, all without 
accountiiig to tlie Company tliciefor 

. * .  

6 Return or Destructioii 01 Coiifideiitial Information Ifaiy Paity decides tliat i t  docs not \vis11 to contiiiue discussioiis with respect to tlic Facility, such 
Party will pioiiiptly notify the otlier Paitv oftliat decision by giving a written tcriiiination iiotice I n  such case or at any tiine fo1 aiiy reason, upon tlic written 
request of the Disclosiiig Party, the Receiviiig Partv will, and will cause its Rcpresciitativcs to, proniptlv. (i) deliver to the t>isclosiiig Party all original 
Confidential Inioniintioii (wlietlicr written or electronic) fiiriiislied to the Receiving Paity or its Repiesentatives by o r  on belialf of the Disclosing Party, and 
(i i )  i i  spccilically I cquestcd by the Disclosing I’arty. destroy any copies of such Conlidciitial Iiiforiiiation (iiicluding aiiy extracts tlierefroni); provided, 
however. so long as the Coiiipaiiy is iiot iii breach of any term ol  this Agieciiicnt with respect to Conlideiitinl Iiiformatioii of GE, or Bcclitel, the Compaiy 
sliall iiot be required to rctiim or destroy Confidential Iiiformatioii at tlie requcst of GE or Bcchtcl, as applicable, to the extent the Company requires such 
Coiifideiitial Infomiation to pcrforiii its obligations with respect tu tlie Faciliw Upon wiitten request of tlie Disclosing Party for any reason. the Receiving 
I’arly Shall. aiid slinll caiisc its Represeiilativcs to. camc oiic of its diily aiitliorized officers to certify i i i  w i t i n &  to llie Disclosing Paity that the requiremeiits of 
the 



preceding sentence have been satislied in full Nolwithstandiiig the tenninatioii of any discussions \villi iespeci to ilie Facility or the return or destruction of 
any Coniidential Informaiioii. ilie Receiving Paity will continue io  be b u n d  by iei 111s of this Agieeiiieni :IS provided Iiereiii 

7 Miscellaneous 

(a) Neither this Agreenieiit nor any light remedy. obligation or liabiliiy aiising hereunder sliall be assigned by any P u y  (tvlieiher by operation of law 
or otlierwisc). and any such assignincnt shall be null arid void, escepl with tlie prior written consent ofthe other Party Sub.icct to the loregoing. this 
Agieement shall be binding upon and inure to tlie benefit of the Poi ties and their respective successois and permitted assigns 

(b) The Patties acl;nowledgc and agree that no failure oi delay by a Party i n  csercising any riglit or privilege hereunder shall operate as a waiver 
llieieof The provisions of this Agrecnieni may be iiiodified or waived only i n  writing signed by tlie Party from whom coniplinnce is soiiglit 

(c) The Conipany agrees tlint neither GE nor Bcclitel (i) iiinkes any wai-rnnty to tlic Conipany as to the accuincy or coiiiplcteness o l  the Confidential 
Informatioii of GE or Ueclitel: or (ii) sliall have any liability i o  tlic Company resultiiig froni ihc use of any Conlideiiiial Inforination of GE or Bechlcl 

(d) .Tliis Agreement shall be govcrncd by and construed i n  accordance with tlie Ia\m of the State of Indiana, without regards lo tlie priiiciples of conflicts 
01 I 3 \ V S  tl1creof 

4. b i l l  . .  

one and tlie same iiist~iiiiicni A iacsiniile of any signature shall have Uie saiiie force :ind effect as a11 original 

( i )  Each Party acknowledges and agrees ihai nioney damages would noi be a sufficieiii reiiiedy for any breach of this Agrecmcni by such Party and that 
tlic other Party sliall be elititled io seek equitable relief. iiicluding seeking an injunction and spccific perforniance. as a renicdy for any such brcacli Such 
ieiiiedies shall noi be deemed to be ilie exclusive reniedics fora breach oftliis Agreenicni, but shall be i n  addition lo all othei reiiicdies available at law or 
equii)? 

(g) Tliis Agi eenicnt coiisiitiiies the entire agreenicnt betwceii tlie Parties with respect to the suiject inatter herein and supersedes and cancels any prior 
agreements, representations. warraniies. or coiii~ii~~iiicatioii~, wlieilier oral or written, between the Parlies rclaiing to llic siibject limiter lierein 

(11) A Receiving I’aity shall: (i) nolilj  tlie Disclosiiig Party imiiiediatcly u p i i  discovers of any unauthorized disclosure or use ol  Coiifidential 
Infoiiiiation disclosed bv. or on bclialfof. ilic Disclosiiig Party: and (ii) cooperate. without cliarge, with ieasonable clToris by ilie 



Disclositig Party to regairi pssession ol~siicli Coiilideiitial Iiibriiiation, prevent iirrllle~ breoclies ofthis Agreement or prcveiil fiirllier iiiiautliorized iises oi 
disclosures of siicli Contidentiel Infoi tiiatioii 

(i) As between ilie Disclosing Party and the Receiving Pal-iy, the Disclosing Party shall reiiiain tlie owner oTa11 rights i n  Conlideiitial Infoiiiiation 
disclosed by, or 011 behalf of, tlic Disclosing Party Escepi for the limited righi to w e  such Conlideiiiial Infonnatinn for the piirposes set forth in Section 3 
above, nothing iii this Agreciiient grants any express, implied or other license or riglit i n  such Confidential Iiiloriiiation io the Receiving Party 

(j) The foicgoing conGdcntialit\f obligaiioiis sliall coiii~iicncc on tlic date licrcoi and shall end 17ve ( 5 )  wars  tlicreafter, except with respect to GE 
Gnsilicutioii Information and Becliiel Sulfiir Iiiloriiiatio~i, for which sucli confidentiality obligations shall be evergreen and sliall have no expirelion 

( k )  IT any pro~isiori o l  this Agreenicnt or portion tliereol is found to be invalid. illegal or unenfoiceable. ilien, notwitlistanding such invalidity, illegality 
or iitieiiforceabilit~~~ the illegal 01 unenf~~rceablc provision or portion shall be deemed to be deleted from this Agrceiiient and the remaining provisions shall 
coniiniie i n  f d i  force and ell’ect The Parties specilicdly nchiowledge that ilie absence of a iinie limitation i n  illis Agreenient is reasonable and properly 
r-eqiiired for the piotectioii of cacli Coniidcntirtl Infoiiiiafion disclosed by cach Party lrcreundci In ilie event tliai the absence of sucli limitaiion is dcenied by a 
court of coiiipcient jurisdiction to cause t h i s  Agrcenieiit io be invalid or uncnforceable. then tlie Parties specilically inteiid for such court to impose on? sucli 
tinie limitation as sucli couii sliall deeiii reasonable 

IN WllNESS WIIEREOI;. each paity lieieto ha\ ewcuted this Agreeiiieiit, 01 caused iliis Ageeiiieiit to be eveciited on its behall. all as 01 tlie day and 
yeai tiisi nbove WI itten 

Duke Energy Indinnn. Inc 
B v: 
N a n  e. 

Title. 
Tlic Company: 



SCI-IEIIULE A 

"GE Gasification Inforination" shall iiieaii Confidential lnforiiiatioii provided. directly or indirectly, by Duke Energy to the Conipany Illat is proprietary s d e l y  
to GE,, marked as "GE Gasilicatiori Infbrniatioii" or siiiiilar term and that describes: ( I  ) the manufacture of synthesis gas (lipdrogen and carbon nionoxide) i n  a 
secret and proprictant process, and (2) its integration with other eleinents for. (a) electric power generation: (b) liigli puritv hydrogen production: and 
(c) carbon capture. as described below 

( 1 )  I l ie  rnaiiuiacttire ofsyiitliesis 93s iii this contest iefeis to the following: 

Processes for pioducing syntliesis gas. also l a o w n  as reducing gas. or iuel gas. via the partial oxidation 01 solid, l i q ~ d  and/or gaseous 
hydrocarbonaceous feedstocks. or coiiibiiiatioiis tliereof, \villi osygeti. sucl~ as in tlie 1'01711 of high purity okygeli. enriclied air, or air, fer the handling, 
prcpantion. and introduction of tlie feeds into the svntlicsis gas generation process. including anv temperature moderators. sttcli as steam. water. 
nitrogen, or carbon dioxide. lor heating. cooling (11 recovering waste enei gy from feed, internal, or pioduct streams. for separating contaiiiinnnts from 
tlie syntliesis gas. or otliei7vise pui iiyiiig or  processing the syiitllesis gas for its end use. aiid lor recovering and processing the contaminants and wlastc 
solids for recycle. for disposal. or to foini useiiil byproducts Quanrities, pressures, temperatures. compositions, and certain physical and cheniical 
piopei-tics of each o i  the associated streams aic included i n  this delinilion Thc configmation o i  control swtems tliat nionitor oi govern the flow of these 
streams aiid  lie operation ol tlre ~ J ~ C C S ~ ,  as well as the process design of tlie equipnient and the nicclmnical design of the GE proprietary equipment 
used in  and for tliese pioccsses, are also included 

w j  Tile 

(a) that for electric power geiieration i n  tliis contest refers to tlie following: 

(i) Proccsscs ror lieat eschange kt\vccn the gasiliciitioii section, tlic air sepnration unit (ASU). and tlie combined-cycle power island 
utilizing stcaiii. syngas. arid watei Quantities. conlpositions. pr-essures, and tenrpxatures of each of Llrese streams are iricluded in  Iliis 
definition Coiifiguiatioii o i  control systems tliat moiiitor or govern the flow oi tliese streams, as well as the thernial design of the Heat 
I~ecoveiy Steam Gencrator a i d  other lieat exchange equipment ale :ilso included 

Processes tliat utilize aiid integrate the Ilow of compressed air between the gasification. ASU. and powcr plant sections and processes that 
utilize llows of dilueiits to the syngas fcd to tlic combustion turbine This includes the cscliange ofair and fuel dilucnt streams between 
the gasilicatioii section. the ASIJ. and the coinbustion turbine including these streams' quantities. temperatures, pressules, and 
compositions The coiiligui:~iio~i o i  control systciiis that oioiiitor or govern tliese streams are also included i n  this delinition Fuel diluent 
streams are tliose streams that 

(ii) 



ai-e used to enliarice the power plant's output and to reduce emissions of NOs froni the combustion turbine These diluent streanis tnas  
include. but are iiot limited to. nitmgcii. steam. water. and carbon dioxide 

Control systems configuratioii and csccution. including software that is involved i n  tlie feedback. lied-foiwaid, and hybrid systems that 
govern tlie relationsliip of fuel Ilow. o!iigcn flow, diiuent flow. and power plant oiitpiit 

(iii) 

that for hydrogen productioii i n  this contest refers lo the following: 

Processes tliat increase the yield of liydrogeii i n  tlie synthesis gas by reacting steani or water with carbon monoxide in the synthesis gas to form 
additional hydmgen. fbr separating and concentrating the Iiydrogen to form one or niore gaseous streanis of higher liydrogen purity, sucli as high 
piiiity hydrogen, foi. modif$ing the pressiire of tlie feed a n d  product streanis. for heating. cooling or recovering waste energy from feed, 
intermediate. or product streanis, for rccycling hydrogen and non-hydrogen containing gases to increase tlie net yield 01 hydrogen. and for 
otherwise purifying. or ienioviiig or recoveriiig containinants Troni Iiydrogen-enriclied and other product gases: including the synthesis gas 
Quantities. pressures, tenipe~aturcs. and the compositions oieacli of the associated strmiis arc included in  this definition Control system that 
monitor or govern tlic flow o l  these streanis and tlic operation of thc process. as well as the meclianical design of the equipment used in and for 
these processes. are also included 

that for corbon capture i n  this contest refers to shift conversion. purification, iiienibrane separation, acid gas removal andor  coinpression 
including any nieaiis or inethods for intcgrating said combination, and any modilications or iniprovements to any of tlie foregoing for the purpose 
of producine carbon dioxide. 

(b) 

(c) 

For the avoidance of doubt. the physical bypioducts of suliur and slag are not included within tlie dctinitions oi  "GE. Gasilicatioii Inforniation" or 
"Conl~dcntial Inforniation 'I 
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"Beclitel SulTiir Information" iiieans Rechtcl's inforniation relating to processes for tlie conversion of hydrogen sullidc to eleineiital sulfur in a11 
cnvironineiitally acceptable iiiaiiiier. including but not limited tn, Clous sulliir recovery. tail gas treating. and tlieniial oxidizing. 





FORM OF ('ONFIDIINTIAI.,I'T~' AGIIIXilIENT [CONlPETIr ORs] 

This CONFIDENTIALITY AGREEMENT (this "Agreeiiient") is made 011 200 , ("EtTcctivc Date") by and bettvccii Duke Energy 
Indiana. l i s  , a11 Indiana corporation having its principal place of business i n  Cliailottc. Noitli Carolina ("Duke 13iergy"). and [ 
its principal place o i  business at [ 
Iiiforiiiatioii (os defined below) to RECIPIENT, RECIPIENT agrees os follows: 

] ("RE,CIPIBNT") witli 
] (collectively the "Parties" and each individually. a "Party") In consideration of disclosurc o i  Confidential 

SECTION 

1 1  

SECTION 

2 1  

Purposc 

RECIPIENT lias been engaged by Duke Energy to assist Dukc Energy in  [tasks rclatirig to the constrtrction. licensing. coniiiiissi~~iii~ig. operatioil. 
repairs, maintenance, iiiodification or decoiiiriiissioiiing of, or triiniiig with iespect to,] the integrated gasification combined cycle coal-fired 
electrical geiieration facility [to be constiuctcd] a1 the Edwardsport site i n  Knos County, Indiana (tlic "Facility") aiid. in such capdcily, 
RECIPIENT may conic into possession of Confidential Information as licrciiiaftcr dcfined [NARROW PUIWOSE FOR ENGAGEMENT] 

Definitions and Rules of Interpretatioii 

Capilnlized tcrnis used but not otliensisc defined iii this Agreciiient hove llie iiieanings set fortli i n  this Section 2 1 :  

A.fldc& nieaiis :inv Person that directly or indirectly, tlirougli one or iiiore inleriiiuliaries, controls. is coiitrolled by. o r  is under coliinion 
control with a Party For piirposcs of this definition, "control" iiieans the possession, directly or indirectly, of the power to dit-cct or cause the 
dircctioii of tlic nianagcriient and policies o i  o Person, whethei through the owliership ol voting securities o r  otlienvise 

"Confidenlial Inforniation" nieaiis any and all iiifoniiation received by or otherwise niade available to 1ZECII"IENT or oily of its eiiiployces 
(wlictlier before or after the Effective Date) which is marked as being coi&dcntial to Beclitcl Power Corporation ("13eclitcl") 

''Person" nieaiis. unlcss othei wise speciiicd, a nalural pci son, corporntion: society. partneisliip, joint lieiittiie. tiriiiicoi-porated associ:ltion or 
consortium or other entity. incliiding a govemniental autlioritv 

I-leadings aiid captions in this Agreeinciit hove been inscited foi ease of reference only and shall not be used iii  tlic construction or iiitci-pietation 
of lliis Agreeiiieiit 

I ,  - .  (1 

2 2 

SECTION 3 Term of Aerceinent. Survival of Oblieatioiis 



.3 I This Agrccriietit sliall be effective as ol' the Ell'ectivc Dale aiid tlie conlidcntiality obligations set 0111 i n  Section 4 sliall ccasc to be effcctivc alicr 
tlie expit)# of five (5) years from the ElTective Date. except with respect to 13cchtcl Sulfur Infomiation. for wliich such conlidciitiality obligations 
sliall, as long as such iiiioriiiation shall not be rivailable to the public. be evergreen and sliall liuve no expilation "Rcclitel Sulfilr Inroriiiation" 
means Bechtel's iiifoiiiiatioii rclating to processes lor the conversion o i  hydrogen sulfide to eleiiiental sulfur i n  an eiivi~ui~iiictitnlly acceptaMc 
iiiaiiner. including but iiot liiiiitcd to. Claus sulfur rccovciy. tail gas treating. and tlierinal oxidizing 

SECTION 4 Underlakinas of RECIPIENT 

4 1 RECIPIENT sliall keep all Confidentiai Itiiormalion confidential and sliall not disclose Conlidential Information to any Peisoii including any 
Afiiliate of RECIPIE.Nl'. except as perniitted under Section 5 

RE.ClPlENT sliall proteci the Coiifidential Information against disclosure and sliall exercise no Iessei secuiity iiicasiiies and degree oican: i n  
1 elation to the ConGdential Infomiation thaii (a) a reasonable Person under similar circumstances would cscrcisc i n  rclatiori to its own 
confidential inloiniation. and (b) RECIPIENT uses to protect its own confidential information o f 3  like nature 

No right, license or other iiiteresl is gianted to RECIPIENT in relation to t l ie Coiilidential Infoiniation except as exprcssly set lorth ill  this 
Agreenicntl and RECIPKNT shall not iisc Confidential Information for any purpose except 3s contcn~platcd by Section 1 I 

RECIPIENT shall ensure that each Person to whom Confidential Infannation is disclosed (othcr than pt~~suaiit  to Section 5 2)  coniplies with tlie 

attached to this Agreenieiit ("Rckiiowledgemciit") as a coiidilioii to disclosure of such Confidential Information Without liiniting the foregoing. 
and notwitlistanding any confidentiality agreeiiieiit entered into by any of RECIPIENT'S employees with RECIPIENT or Bec6rcl, RECIPIENT 
shall Ix and remain fully liable for the acts or omissions of its employees with respect to Confidcntial Information and any disclosurc o r  use o l  
Confidential lilfotiiiatioii i n  violutioii oi the terms o l  this Agreement. 

RECIPIENT sliall keep all Confidential Infoiiiiation, as well as all information, docuincntation or other materials bcaiing or incorporating oily 
Conlidcntial Ii~t'orniation. both pliysically and electior~ically separate fiom other doeiiiiicnts of I<ECIPIL;NT in such 3 iiiarinci to limit Ilie 
potential for disclosure (inadvertent or otherwise) to others \vho have iiot similarly executed an Achio\vlcdgment I n  no cvciit sliall RECIPIENI 
iise any Confidential Inforination fix any comiiiercial or conipctitive purpose, except as contcinplatcd by Section I I 

4 2 

4 3 

4 4 
leniis 061iiis i\grceniciii aid cc b L  

4 5 



SECTION 5 Periiiittcd Disclosuies 

5 1 RECIPENT inay disclose Confidential Infomiaiion io its eniployccs who Iiave signed the Ackiiowledgewmt. but only to the esient such 
disclosure is icquired foi llic p~rposc conteniplated by Section 1 1 

REClPlFNT may disclose Confidential Inforiiiation to tlie cstei~t such disclosurc is rcquircd by! any applicable law or regiilatioii 01 court or other 
goveriinieiital autlioiit~, of coiiipetciit jurisdiction provided that any such disclosure sliall be Iiniitcd to the specific pari o i  the Confidential 
lnforniation required io be disclosed Immediately upon RECIPIE.NT becoming aware that it is rcquiied, or may become required. io disclose 
Confidential Iillbrmation for such reason. RECIPIENT shall ( i f  legally permissible) give prompt writlen notice to Bechtcl o l  such requirement or 
potential requireiiieiit aiid RECIPIENT sliall assist, at Bcchtel's expense, i n  coiinection with Bcchtel's pursuit of lcgal remedies i i i  older to limit 
the extent of Confidential Iiilorniation required to be disclosed RECIPIENT and Bechtel shall use con~n~ercially reasonable efforts to limit or 
pteveiit any f i i n i ~ ~ r  disclosure of Confidential Inforiiiation rcqiiiied to be disclosed and to eiisiire tlint such Confidential Iiifonnation is accorded 
confidential status aiid trcatnicnt by tlic court or other govcriimciital authoritv i n  qiiestioii 

RECIPIENT sl~all Iiave no obligation of confidentiality with respcct to Corifidcntial Inforiiiation that RECIPIENT can demonstrate: (a) \vas 
already i n  RECIPIENT'S possession at the time of its disclosure pursuant lo this Agreement and which was not acquired, directly or indirectly, 
lioni Bcchtel under obligation of confidentiality: (b)  is or becoiiics a matter o i  public knowledge through no fault of RECIPIENT or any of its 
employees; (c) is lawfully reccivcd by RECIPIENT Goni a Pcison other than Bcchtel i n  circumstanccs not iiivol\~ing a bicach of any 
confidentiality obligation; or (d) is independently developed by RECIPIENT without benefit of disclosuie pursuant to this Agreement 

5 2 

5 3 

SECTION 6 Other Underiakiii~s oi ilie Paitics 

6 1 At any time upon the written request of Bcchtel or Duke Energy. RECIPIENT and its eniployccs shall promptly deliver to Beclitel or Duke 
Energy (as applicable), or if diiccted by 13cchtel or l h k e  Energy destioy by slircdding or iiicinciation, all Confidential Inforniatioii received i n  
written. ebxtroiiic or otlier taiigible forni. includiiig copies, repJodlICtioiiS, computer diskettes or written matei ids contaiiling Conlideiitial 
Information. provided. however, so long as the RECIPIENT is not i n  breach of any term of this Agreeinciit with respect to Coiifidential 
Information, RECIPIENT sliall not be required to ietiirn o r  destroy Coiifidential Infomiation at the request of Bcchtel to thc extent IiEClPIENT 
requires such Confidential Infoniiation to perform its obligations with respect to tlic Facility To tlie extent that any othei notes, analyses, 
compilations or studies i n  ilie possession of RE,ClPlENT or its employees contain Confidential Inforniatioii. such notes, analyses. coinpilaiions or 



studies sliall be destroyed to that saiiie esteiit aiid sucli destruction shall be confilmed by RECIPIENT i n  writing to Beclitel 

REClPlENT sliall immediately notif? Duke Energy aiid Bechtel i n  the event 11131 i t  becomes aware o i  aiiy violation of tlie terms of this 
Agreement by i t  or its cniployces and shall assist Bcchtel. at REClPlENT's owii cspcnse. in taking measures to protect the Conlidential 
Information froin fiirthci use or disclosure 

All Confidential Information sliall at a11 tinies be subject to the esport control laws and regulations of the United States Govemnient 
RECIPIENT agrees that no Confidential Information. or any product thereol, shall be espofled or re-exported by RE.CIPIE,NT or its employees 
directly or indirectly froiii tlie USA. unless permitted by U S export control laws aiid regulations. The obligations of RECIPIENT under this 
Section 6 3 slid1 sirrvivc any lerniiriatiori, cspitstio~i or discliarge of any otlier contract obligations 

6 2 

6 3 

SE,Cl-lON 7 Non-Comrdiaiice with this Ameeiiieiit 

7 1 Tlie Parties acknowledge and agree that money dninages would be both incalculable arid 311 inadequate rernedy for any breach oitlris Agreement 
by REClPlENT or REClPIENT's einployccs and tliat any such breach would cause each of Beclitel and Duke Energy irreparable harm 
Accordingly. the Paltics agiee 11iat in the eveiil of aiiy breach 01 llireateiied breach of this Agreement each of Dechtel and Duke Energy, in 
additiou to any otlier reniedies it may Imve at law. shall be ciititied, witliout the requirement o i  posting a bond 01 otlier security, to e q ~ i k ~ b l e  and 
injunctive reliei. iiicludiiig spccilic performance. against RECIPIENT and RECIPIENT'S employees 

SECTION 8 Miscellaneous 

8 1 E,sccpt :is otlicnvise espiesslv agreed i n  witing. neither Duke Energy nor Beclitel make any representations or \varmities wit11 regard to the 
substance. content, acciiiacy o r  coniplcteness oi  Confidential Infoinintion disclosed Except as othenvisc expressly agreed in writing. neitlier 
Duke Energy. Beclitcl nor any of their respective Affiliates shall have any liability to REClPlENT or any ofits employees arising out of or 
iesultiiig froiii any disclosun: of Conlidential lnfoimation or any alleged reliance on or use of any Confidential Information, wlietlier such 
liability arises or is alleged to arise i n  coiltract (including by way of indemnitv). tort (including negligence), misrepresentatioii, by way of 
contribution. o r  otherwise 

Tlie rights aiid remedies contained in  this Agreement are cuiiiulntive and not esclusive of rights and remedies provided by applicable law Any 
iailure to exercise o r  del:iy i n  exercising any riglit or iemcdy provided by this Agreement or by applicable law shall not conslitute a waiver of 
sircli riglit or remedy or 3 waiver o i  any otliei- right o r  remedy provided by illis Agreement or by applicable law No single or parlial esercise of a 
right or rciiicdy provided by this Agreement or by applicable law shall prcvcnt a further exercise or such riglit or remedy 01 tlie exercise of 
another riglit or ieniedy provided under th is Agreewent 01 applicable law 

8 2 



a 3  

a d  

a 5  

a 6  

8 7  

8 8  

All additions. aiiieiidnients, waivers or modifications to this Agreenient shall be made i n  wliting and shall be signed by tlie Parties 01. i n  the case 
of a waiver. tlie waiving Party 

This Agreenient sliall be governed by. and construed i n  accordance witli, tlic laws of Indiana (without giving efilect to tlie principles theieof 
ielating to conflicts of law) 

If any provision oftliis Agreement sliall be deterniined by a goveiiimental authority ofeoiiipeteiitjt~risdiction to be invalid or unenforceable for 
any reason, the validity or enforceability of the reniaining provisions of this Agreeinent. or any portions or applications tliereof, shall not be 
aKectcd by tlie invalidity or tinenforceability of any otlier provision of this Agreement, and any invalid or unenforceable provision shall be 
deemed severed from tlie ieniainder o l  this Agreement In such an event. the Parties sholl use comniercinlly reasonable efforts to negotiate an 
equitable adjustment to this Agreenient with a view loward acliievi~ig ilie oiiginal purpose and ititen1 of lhis Agreement 

Neitlier Party slinll assign tlus Agreenient, or its iiglits or obligalioiis Iieieunder. i n  wliole or in pari to any oilier Person witliout tlie prior witten 
coiisent o l the  oilier Pariy 

Tliis Agreement sliall be binding iipoii and inwc to llie benefit of tlie Parties liereto and their respective stlccessors and permitted assigns 

Tliis Agreemelit represents the entire agreement between tlie Parties w i t h  respcct to the matters referred to I~erein and supersedes all prior written 
and oial tinderstandings perioining to tlie inatlers referred to herein 

8 9 1111s Agreement may be executed 1x1 any number of cotintcrpmts. each of wl~icli when e.;ecuted and deliveied sl~nll be an orrglnal, but nil of wh~ch 
shall constitute one and the same instrtiiiieiit 

8 10 Beclitel is an intended third party beneficiary of iliis Agreeiiieiit: entitled to enfoice its piovisions against REClPlE,NT 

[execution page lollo~vs] 



IN WI TNLSS W-IE,REOF, the Pot-ties Iiave duly executed this Coiilideiitiality Agreement as o i  the dale first above written 

Duke Energy Indiaiia. Inc [ I  
- 

Authoiizcd Coiporate Autliorized Corporate 
Oficer Signature 

I'rintcd Ol'liccis Name Printed Oficer'sNainc 

Officer Signature 

-- 
Printed Oflicei's Title Printed Offtcci's 'l'itle 



FORM OF "ACKNOWLEDGEMENT" 

ACKNOW1,EDGEMENT OF 

1. 
"Agreement") dated 
I have rend the Agreement, that I understand the obligations contained tliereiii, and that I agree to personally abide by the temis thereof 

I specifically agree that I will not di.sclose such Conlide~itial Infonnation to any otlier employee or agent of Employer or any alfiliate of E,inployer. otlier tIia11 

an employee of Employer who lias siiiiilarly executed an hcbiowlcdgenicnt in the sane fonn as this Ackno\vledgenient 

, iri corisideialioii [or receiving "Coiifiden!ial Iiifoniiatioii", as si~cli ten11 is deli i~ed in  tile Confidentiality Agreement (the 
, 2008. between Duke Energy Indiana, Inc aiid ( "Employer"). liercby acknowledge that 

Bv: - 
Naiiie 
Title: 
Date: 



Sehctlule I - Mcchtcl C'oin~etitors 

Thc following ciitihcs and tlicir afliliatcs (e\;cludiiig indepeiidcni contractors engaged by Duke for a Duke Riipose piior Lo sucli independent contractors 
bcconiiiig 311 atxliote 01 any ot the followiiig entities) cotislilttie "Becl~~cl  Coiiipetirors" 

. *** . * * I  

. *,I* 



('0kII'LIT;Yl'ION 01; RYTIO OF EARNINGS TO FIXED C'IIAIZGES 

The ratio 01 cnrninfs 10 n x i l  charges is calculated using thc Securities ;and Escliange (:ommission guidelines 

I'c:it Endccl Drcriiihci 31, 

2008 2007 1006 200s 2004 

d for fixed ch.irgescnlculation 

(a) 
(b) 

Excludes minority intercst expense and income or loss irom equity ii~vestaes 

Excludes ecpily costs reliitcxl to .Allowance ior Funds Used Diinng Construction thnl iirc included in Other Income and Expcnses in Uie I:onsolidnied Statemenls of 01xmLionr 
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Ihe lollo\\w~g is  ii list 01 certain subsidiiiries (greater th;in 510"~ oivnetl) of lhc regisIran1 and their respective slates or countries of incorporation 

13SS36S Ontario Inc (Ontario) 
30352.13 Nova Scotia Compiiny (Csnndii-Nomi Scotia) 
Advance SC L L C (Smith Carolina) 
Aguaytia Energy del Peru S R L Ida (Peru) 
Aguaytia E,nergy, LLC(Dc1aware) 
Antelope Ridge Gas Processing Plant 
Attiki Denmark ApS (Denmark) 
Bison Insurance Company Limited (l3ermudn) 
Brown County L.nndfill Gas Associates, I.. P (Delaware) 
Brownsville Power I, L L C  (Dslauwe) 

BSPE Holdings, LLC (Delaware) 
BSPE General, L L C  (resas)  

Cadcncc Network. Inc (Delaware) 
Caldwell Power Company (North Carolmil) 

Catawba hilanulacluring and Electric Power Company (North Csrolin:~) 
Centra Gas l~oluca  S de R I.. de C 1; Oulesico) 
CGP Global Greecc I-loldings, SA (Greece) 
Cinergy Capital L Trading. Inc (Indiana) 
Cinergy Climate Change InvestmcnLr, LLC (Dclswire) 
Cinergy Corp (Delaware) 
Cinergy General Holdings, LLC iDelawiire) 
Cinergy Global (Cayman) Holdings. Inc (Cayman Islands) 
Cinerby Global Ely, Inc (neltirvare) 
Cinergy Global FIellas S A (Greece) 
Cinergy Global I-Ioldings. hie (Delaware) 
Cinergy Global Power W S j  Limited (England) 
Cinergy Global Power Africa Proprietary) L imited [South Africa) 
Cinergy Global Power heria,  S A (Spain) 
Cinergy Global Power Services L imited (l.ondon, England) 
Cinergy Global Power. Inc (Delaware) 
Cincrgy Global Resources, Inc (Dclawarc) 
Cinergy Global Trading L imilerl (England) 
Cinergy Global Tsavo Power (Cayman lslandsj 
Cinergy Holdings BV (Netherlands) 
Cinerby Investments. Inc (Dcliir\wej 
Cinergy Limited I-Ioldings. 1I.C (Delawarej 
Cinergy Mexico General, ILL C (Deliiwarc) 
Cincrgy Mcxico Holdings, L.P (Dclatvarc) 

Cinergy Mesica L imiteil. L1.C (Delownre) 
Cinergy bleslco blarkciing & Trailing, L LC (Delaware) 
Cinergy Origination L Trade, LLC (Delaware) 
Cinergy Power Generation Services, LLC (Delaware) 
Cincrgy Power Iriwstincnts, Inc (Ohio) 
Cinergy Receivables Company L I. C (Delaware) 
Cinergy Retail Power General, Inc (Tesas) 
Ciiiergv Retail Power Limited. Inc (Delaware) 
Cinergy Retai l  Power, L I' (Delaware) 
Cinergy Risk Solutions Ltd (Vermont) 

Cinergy Solutions-Utility, Inc (Del;iware) 
Cinergy Solutions L imiteil Partncrship (Ontario) 
Cinergy Solutions Partners, L.L C (Delaware) 

Cincrgy Two, Inc (Dclawiiia) 
Cinergy UK, Inc (Delnwsre) 
Cinergy Wholesale Energy, Inc (Ohio) 
Cinergy-Cenlrus Communications. Inc (Delarvnre) 
Cinergy-Centrus. hie (Delaware) 
CinFueI Resources. lnc (Delowarej 
CinPower I. I.LC (Delawirej 
Claiborne Energy Senwes.  Inc (1 ouisiiina) 
(?omcrcinliziidor;i Duke Encrgy de Centro .America, Liinitnda (Ciuatemnls) 
Commercial Electricity Supplies L imitetl (England) 
Cornpanin tlrt Servicios de Compresion d e  Campcche. S A LIZ C V filesicn) 
Countiysidc L andiill Ciasco. L L C  (DcIa\~wc) 
CRE. LL.13 (Delaware) 
CSCC I-loldings I.imitci1 P;irtnersliip (Canado - Uritish Columlki) 
CSGI' General. 1.L C ( l e s a s j  
CSGP L imited, L LC (Delswiirej 
CSCP nf Southeast 1 exas. 1 L C (Dclaivare) 

CSGP Services. 1 .  I' (Deliiwiire) 
CST General. ILLC (Texas) 
CST Green Power, L P (Delawiirz) 
CST L imited. LLC fl3elnw;irej 
CTE Petrochemicals Cornpan), ( C q m a n  Islands) 
DIFD I-loldings, L LC (Dclawiirc) 
DIFD Operatins Services 1,l.C (Delaware) 
DE Fossil-lHydro Engineering, Inc (North Carolina) 
DE Marketing Canada i.td (Canadian Federal) 

L ine rgy  I echnoiogy. mc m i a )  



DE Nuclear Engineering Inc (North Carolina) 
DE Opeititing Scrvices. L.LC (Dcl;iware) 
DE l’ower Generating, L L  C (Delinvm) 
DEGS Biogas, Inc (Delinvarej 
DEGS EPCOM College Park, I.LC  ela aware) 
DEGS GASCO, L 1 C (Dcl;iwarc) 
DEGS O&M, L 1.C (Delaware) 
DEGS of Boca Raton, LLC (Delaware) 
DEGS of Cincinnati, LLC (Ohio) 
DEGS of Delta Township. LLC (Delnw;irc) 
DEGS of Lansing, LLC (Delawire) 
DEGS of Monaca. LLC (Delaware) 
DEGS of Narrows, L L C (Dclawarcj 
DEGS of Oklahomo, LLC (Delaware) 
IJEGS of Parlin, LLC (Delaware) 
DEGS of Philadelphia. LLC (Delaware) 
DEGS of Rock Hill, LL C (Delaware) 

DEGS of Shreveporl, LLC (D2laware) 
DEGS of South Charleston, LL.C (Delawarc) 
DE,GS of SI  Bernard, 1.LC (Delawsre) 
DEGS of St Paul, LLC (Deliiware) 
DEGS of Tuscola. lnc (Dolawarc) 
Delta Township Utilities, LLC (Delaware) 
DENA Asset Partners, L. P (Delaware) 
DENA Parlners Molding. LLC (Delaware) 
DETIvl blarketing Northeast. LL.C (Delaware) 
DETIvfI Management, lnc (Colorado) 
L>isilyn-Field (Nigeria) L imiled (Nigeria) 
Disilyn-Field Drilling Company (Delaware) 
Disilyn-Field Intcrnntionol Drilling Company, S A (Pnnemo) 
DTMSl Management Ltd (Alberta. Canada) 
Duke Broadband. LLC (Delaware) 
Dukc Conada 1 td (Alberta, Canada) 

Duke C;ipiinl Pariners, L L  C (Delaware) 
Duke Communication Services Caribbean L.td (Bermuda) 

Duke Communication Services, lnc (North Carolina) 
Duke Communicaiionr Holdings, lnc (Delarvare) 
Duke Energy Allowance Ivlanagcrnenl, LLC (Dclawnrcj 
Duke E n e r a  Americas, L L  C (Delaware) 
Duke Energy Business Servicis LLC (Delnwarc) 

Duke Energy Cari4inas Plant Oper:~tinnc. L LC (Dclanwe) 
Duke Energy Carolinas, LLC (North Carolina) 
Duke Energy Development Ply Lld (Austniliiij 
Duke Energy E.genor S en C por A (Peru) 
Duke IZnergy E Icctrquil  P;inners (Delo\rare) 
Duke Energy Engineering, Inc (Ohio) 
Duke Energy Fintinee Canada L imbed Partnership (Alberta, Canada) 
Duke Energy Fossil-Hydro Cnlil~omia, Inc (De la iwe)  
Duke Energy Fossil-llydro, LI. C (Delawarcj 
Duke Energy Generating S A (Argentina) 
Duke Energy Generation Sewico: Holding Company. Inc (Delinvare) 
Duke Energy Generation Senwss. Inc (Delawarc) 
Duke Encrgy Global Ivlarkcts, Inc (Nc\roda) 
Duke E n e r g  Greenleaf L ILC (Delamarc) 
Duke Energy Group Holdings. 1 LC (Delaware) 
Duke Energy Group, 1 LC (Delaware) 
Duke Energy I-Iydnicarbons Caniido Limited Piirtnership (Conoda) 
l>uke m v  I-lvdroc;irbons 1m~estment.r Ltd. (Canada-Allrrrta j 

Duke Energy 1ndian;i. lnc (Indiana) 
Duke Energy Intlustrial S d c s  1. 
Duke Energy Interamcrican Holding Company LDC (Cayman Islands) 
Duke Energy Intem:itional (Europe) Hnldings ApS (Denmark) 
Dukc Energy 1ntern;itional (Eurripcj L imitcd (Uriilcd Kingdom) 
Duke E.nwgy lntcrnnlionsl Argentina I-Ioldings (Cayman Islands) 
Duke Energy International Argentina Miirketlngilrading (Bermuda) Ltd CDermudaj 
Duke Energy Intcrniirional Asia Paciiic L td (Bermuda) 
Duke E,ncrgy International Bol iv ia  Holdings No I, L L  C (Delawarcj 
Duke Energy International Boli\w Investments No 1 L.imited (Cayman Islands) 
Duke Energy Internaiional Bolivia Investments No Z Limited (Cayman lslandsj 
Dukc Energy Intern;ition:il 13rasil Commercial, Ltda (Brazil) 
Duke Energy intemotianol 13riisil Iloldings. LLC (Deltiwore) 
Duke Energy International Brazil lloldingr Ltd (Dermuda) 
Duke Energ), In1ern;itional del Ecu;iilor Cia Ltda (Ecuador) 
Duke Energy Inteniational 

Clilke Energy International El Salvador In\’esiments No 1 L i d  CDermuda) 
DukeE,nergy Internaiional El Salvador Investmcn[s No 1 y Cia S enC de C \’ (El 

Duke Energy Intemation:il El Salwdnr, S cn C dc CV (El Salvndorj 
Duke Energy International Electroquil I-Inklings. 11 C (Delaware) 
Duke Energy International Espdnn I-lnldings. S L U (Spain) 
Dukc Energy Internotional Fintince (UK j Limited (United Kingdom) 
Duke Energy In1em;itinnal Ciuoicmala Moldings No 1. Ltd (Bermuda) 

ilvaclor Comcrcializadora dc El Salvador, S A de C V (El 
Snlvatlorj 

Sal\,iidorj 



Duke Energy Internalion;ll Guatemala I-loldings No 2 .  Ltd Permuda)  
Duke Encrby lntcinational Guatcmnki I-Inklings No 3 (Cayman Islands) 
Duke Energy Internstional Guntemula 1 imitnda (Guatemala) 
Duke Energy Internalional Guatemala y Compania Sociedad en Comandita pnr Acciones 

(Guatemala j 
nergy lntcrnational Investments No 2 L Id (Bcrmudaj 

Duke Energy inlernational Lotin America, Ltd (Bermuda) 
Duke Energy International ivlexico, S A de C V (blcxico) 
Duke Energy International Netherlands Financial Sewices B V (Netherlands) 
Duke Energy Internationi~l Opereciones Guatemala L irnitnda (Guatemala) 
Duke Energy International Peru Inversiones No I. S R 1. (Peru) 
Duke Encrgy International Peru Investments No 1. Ltd CDermudaj 
Duke Energy International P P  Holdings (blauritiusj Ltd (Republic of blauritius) 
Duke Energy International PJP Moldings, Ltd (Bermuda) 
Duke Energy International Pty Ltd (Australia) 
Duke Energy International Services (UK) L imitcd (United Kingdom) 
Duke Energy International Southern Cone  SRL (Argentina) 

Duke Energy International Transrnision Guatemala Limitada (Guatemala) 
Duke Energy 1ntcm;itional Uruguay Holdings, LL C @elaware) 
Duke Energy International Uruguay Investments, S R L (Liruguayj 
Duke Energy International, Brasil Ltda (Brazil) 
Duke Encrgy lntrrnational, Gcracilo Paranapanma S A (Brazil) 
I h k e  Energy Internationnl, L.1 C (Delaware) 
Duke Energy Kentucky, Inc (K.entucLy j 
Duke Energy L.antana LL.C (Delawarcj 
Duke Energy Marketing America, I .L.C (Dclawnrc) 
Duke Energy Marketing Canada Corp (Delaware) 
Duke Energy Marketing Corp @levatla) 
Duke Enerby Marketing L irnilcd Partnership (Alberlii. Caniide) 
Duke Energy Merchant Finance, 1.L.C (Delnwiirc) 
Duke E n e r g  Merchants Investments (LJK jLunited (England and Wales) 
Duke Energy Merchants Trading and Marketing (LK) Limited (England) 
Duke Energy Merchants UE: 1.L.P (England and Water) 
Duke Fnergy Merchants, L LC (Delaware) 
Duke Energy Moapa, LL C (Del;iware) 
Duke Energy Murray Operating, L L  (3: (Delawwej 
Duke Energy North America, 1-1 C (Delaware) 
Duke Energy Ohio, Inc (Ohio) 
Duke Energy One. Inc (Delaware) 
Duke Energy Peru Holdings S R L (Peru) 
Duke Energy Power Assets I-Iolding, lnc (Colomrloj 
Eastover Mining Company (Kentucky) 
Elcctroguayas, Inc (Cayman Islands) 

Duke Energy Providence. 1.LC (Iklmflare) 
Duke Energy Receivablcs I'inancc Company, L1.C (DeIaw;irej 
Duke Energy Registration Services. Inc @elo\\wrej 
Duke Energy Retail Sales. I 1.C (Dcl;waiej  

Duke Energy Royal, ILLC iDclawarc) 
Duke E,nergy Services Canada 1. td (Alberta, Canada) 
Duke Energy Services Ireland Limited (Republic ol irel;lndJ 
Duke Energy S c n w c s .  Inc (Dc1;iwaiej 

Duke Energy Sliared Scmiccs, Inc (Delaware) 
Duke Energy St Francis. LLC ( D e l a i \ w e j  

Duke Energy Supply Chain Scnwes. 1.L.C (Delaware) 
Duke Energy Trading and h,iarketing. LI. (2  (Eelaware) 
Duke E,ncrgy Trading Exchange. I.1.C (Delawiircj 
Duke Eneineering .t Senlices (Europe j Inc (Delaware) 
Duke Engineering k Scn'ices International. Inc (Cayman Islands) 
Duke Inveslmants, L . L L  (Delawiirc) 

Duke Project Sentices Ausmlia Ply Lid (Ausualiaj 
Duke Project Scrviccs, Inc (North Ceroliniij 
Duke Supply Net~vorli, LLC (Delaware) 
Duke Technologies, Inc IDcloware) 
Duke Tradirig Do Brasil Ltda (Brazil) 
Duke Ventures 11, 1..1. C (Delawarcj 
Duke Ventures, 1 1.C (Nevi~da) 
DukeJTlunr Daniel (North C;iroliniij 
DukeJTluor Daniel Caribbean. S E (Pucrto Ricoj  
DuldFluor Daniel El Snkwlor S A de C V (El S;ilvadorj 
DukeFluor Daniel International (Nevada) 
DukdFluor Daniel Intcniation;~l Seiv ices OJwada)  
Dukfiluor Daniel Intemationiil S C N I C ~ S  (~rrinidndj L t d  ( lnn idnd  and Tab;igoj 
Dukdlouis  Drcyfus LLC (Ncvadai 
Duke-Cadence, Inc (Indiana) 
DukcNct Comniunicalion Scrviccs. L l.C ['Dclawarcj 
DukeNet Communications. 11 C (Delaware) 

Duke-Reliant Resources, Inc iDel;lwarc) 
DukeT~ec 1. L.LC (Dela\sare) 
Dukelcc  11, LLC (De1awarc.j 
DukeTcc, L.LC (Del:~ware) 
Elstman Whipsiock do Brasil Ltila (Drazil) 
Listman Whipstock, S A (Argentina) 
Eistover 1. and Company ( K c n t u c l ~  j 
National Methanol Company (BN SINAj (Saudi Arabia) 
NorthSouth Insurance Company Limitcd (Berrnud;i) 



troquil, S A (Guayaqull, Ecuador) Oak bfountnin Products. L LC iDd;iivare) 
Ohio River Vnllcy Propane. ILL C (Del;iware) 
I' 1 D C Agunytin, 1I.C (Deliiwnre) 
Pan S e n w e  Company (Delaware) 
PanEnergy Corp (Delnwarc) 
Peru Energy I-loldings, LLC Dclnware)  
Power Coiistruction Sewices Pty Ltd (Westem Australia) 
Reliant Services, L 1.C !Indiannj 
Seahnrse do Brasil Senkos Maritimos Ltda [Brarilj 
South Construction Company. Inc (Indiann) 
South I-louton Green Power, L P IlJclaware) 
Southeastern Energy Services. lnc (Dcla\vare) 
Soutlicrn Pawcr Company n \ jod i  Carolina) 
Spruce Ivlountain Investments, LLC (Del:iw:ire) 
Spruce Ivlountain Products, 1. L C Delaware)  
St P:iul Cogeneration, L1.C (A4innesoto) 
SUEZ/V\VNNDEGS nl  L,ansing. L 1.C (Delnwnrc) 

Empiem E,Icctrica Corani. S A (Doliviaj 
Energy Pipelines Interntitionill Company (Deliitvnre) 
E,nerVest OlanLi. 1LL.C (Tes:isj 
Environmental Wood Supply. 1.1 C (Minnesota) 
Etcsclva S R L (Peru) 
even t  Resources lloldings LLC (Delaware) 
even t  Resources I LLC (Delaware) 
Fiber L.ink, L.1.C (Indiana) 
Fort Drum Cogcnco, Inc (New York) 
Gas lntegral S 17 I (Peru) 
Gencntlora L a L.aguna Duke Energy International Guatemala y Cia , S C A (Guatemala) 
GNE Holdings, 11 C (Dchvare )  
Green Power G P , L1.C (Texas) 

Green Power Holdings, LLC (Delaware) 
Green Power L.imited, L.1.C (Delaware) 
Greenville Gas and Electric Light nnd Power Company (South Corolina) 
Hidroelectrlca (:erros (Jolorados, b A (Argentina) 
IGC Aguaytia Fanners, 1 L.C (Cayman Islands) 
I1 Tryon Invcstmcnt Trading Snciety (North Carolina) 
Inversiones Duke Bolnw S A @olivia) 
KO Transmission Company K.entucL3,) 
L.ansing Grand River Utilities. LLC (Delaware) 
I.H1,1 LC (Delaware) 
1.1zacorp S A (Ecuador) 
h4CP. LLC (South Carolina) 
bliami Power Corporation (Indiana) 
blidland:; I-lpdrocarlwns (Bongladesh) L imited (England) 
Morris Gasco, LLC (Delaware) 
IvP Supply lnc (North Carolina) 

\ 

SIEZ-DEGS of Orlando. LL.C (Delaware) 
SCEZ-DEGS, L L.C (Dalawarc) 
SYNCAP 11, LLC (De1:iware) 
TEC A g u a y h .  L Id  (Dermuda) 
Termoselva S R I.. Peru) 
'Tesas Enstem (Bermuda) L.td (Bermuda) 
Texas Eastern Arabian 1 td ~Bermudo) 
Tri-State Improvement Company (Ohlo) 
UK Electric Power L imitcd (England) 
Wateree Power Company (South Carolmi) 
Western Carolina Poivcr Company (North Corolinaj 



CONSENT OF 1NI)El'EM)ENT IIEGISTERED PUBLIC ,ZCCOUNTING FIWI 

W e  consent to the incorporation by reference in Registration Statements No 33.3-1 574j5.333-146-1S3 and 333-1 i2??6 on Form S-3 and Registration Slatcments No 333-1329.3.3 
(including Post-cflcctivc Amendment No I therelo), 333-134lIE0, 333-141023 and 333-147132 on Form S-8 orour  report dated Fcbmary 27, 2111)9, rcliiting to tlic financial statcmcnts and 
financial statement schedules oiDuke Energy Corporntion ond subsidiaries (die "Company") and the c1Tecliveness of the Company's mtcmal conirol over financial rcporlrng. appearing in lhk 
Annu;il Report on Form IO-E; of Dillre Energy Corporntion Iar the year ended December 31, 2008 

/d DELOITTE & TOUCHE LLP 
Chnrlotle, North Carolm;i 
February 27,2009 



CONSENT 01: INDEl’13NDENI AUl)ll ORS 

We consent to the incorporation by reference in Registration Statements No 333- I S740.5.333-146483 and 33.3-1 3?9Y6 on Form S-3 and Rrgistratriin Statements No 333-I32Y.33 
(including Post-eflcctive Amendrncnt No I thereto), 333-134060, 333-141023 and  333-147132 on Form 5-8 of Duke Energy Corporation ol our report dated March 7, 20OK relating to the 
consolidated financial statements and financial statement schedule of DCP Midstream, LLC and subsidiaries as of and for the pears ended Wccmber  31, 2006 and 2005, appearing in this 
Annual Report on Form I0.K d D u h e  Energy Corporation fur the year ended Dccernber 31, 2008 

l s iDELOlTTE9  lOUCIlE11P 
Denver. Colorado 
February 27, 100‘3 



Exhibit 24.1 

DUIUE ENERGY CORPORATION 

FORM 10-K 
Annuid Report Pursuilnt to Section 13 or 15(d) 

of the Securities Eschange Act of 1934 
For tlie fiscal year- ended December* 31,2008 

(Annual Report) 

nil: undersigned thikc Energy Corporation, ii Dclawiire corporation and certain of its officers andlor Jirectois, do each liercby constitute and appoint David L I-Inuser, David S Maltz 
and Steven I: Young, and each of them. to act iis attorneys-in-iiict for and in :lie respective names, places and stead of the undersigned. to execute, seal, sign and f i l e  with the Sccurities and 
Exclxmge Commission the Aiinual liepon of said Duke Energy Corporation on Form 1 0.I: for the year ended December 3 1, 2008, of said Duke Energy Corporation and any and all 
amendments thcreto. hereby granting to said attorneys-in-lhct. and each io1 them. full power and authority to do and perform a l l  and every act and  thing whatsoever requisite, necessary or 
proper to be done in and a h u t  tlie prcmises, as fully to a l l  intents and purposes a:; tlie undersigned, or any o i  them, might or could do if personitllg present, herehy ratifying and approving the 
acts of said atlorneys-in-fact 

Executed as  o i  the I@ day of February, NO!) 

DLNE ENERGY CORPOR4 rION 
BY /SI riu\esE ROGERS 

-. . --.--.- 
Chairman President and 
Chiel F\ecutive Officer 

(Corporate Seal) 

ATTEST: 

/SI SUJi C I-IARIUNGTON -- -..- ____- I 

Assishint Secretary 
/s i  IAMESE ROGERS 

James E Rogers 
/SI DAVID L I-IAIJSER 

David L I-lauser 
/SI SIXVENK YOUNG 

Steven I: Young 
/SI WILLIAM BNINEr. 111 

Chairman, I'rcsident ani1 
Cliiei Executive Ofliccr 
(Principiil Executive Onicer and Director) 
Group Executive and 

Chief Financial Officer 
(Principii Financial O E c e r )  
Senior Vice President and 

Controllcr 
(Principal Accounting Oi i~cer )  
(Director) 

Willinm Darnel. Ill 
IS/  G ALES BERMMRDT, S R  Director) 

G A l a  Bemhardt, Sr 
i s /  MICILIEL G BROWNING (Director) 

h lchocl  G Browning 
i s i  DANIEL R Dllriic(:o 

-, _- . . . . --. . " .. 
Daniel R Diblicro 

(Director) 



I S /  A N N M  G I U l  (Director) 
" - 

Ann M. Gray 
/SI' JAMES 1.1 I-IANCE. JR (Llircctor) 

James 1-1 I-inncc. Ir 
/ S i  1 f i ) E S  7 RHODES (Director) 

J a m s ?  Rhodes 
(Director) 

(Dircctor) 

Dudley S Tnft 



Elhibit 24.2 

FURI'IIER RES01 

DUKE ENERGY CORPORATION 

CERTIFIED RESOLUTIONS 

Forat 1 0 4  Artrtiiul Report Re.rolnfiorry 

'ED. That each officer and director who niav be reqiiiied to execute sucli 308 Foirii 0-K o r  any amendiiients 
thereto (whellier on behalf of the Corporation or as an officer or director thereof or by atiesting the seal of the Corporation or otherwise) be nnd 
Iiereby is autliorized to execute a Power of Attorney appointing David 1.. I-Iatiser, David S Mallz and Steveii K Young. and each ofthem. 3s 1nie 
and iaivfiil attorneys and agents lo execute in his or lier nanre. place and s l e d  (in any such capacity) such 2008 Fonii IO-K. as map be deemed 
neces.wiy and propcr by such ollicers, and any and all aniendments thereto and a11 instruments necessary or advisablc i n  connection therewith, to 
attest the seal oi the Corporation tliereoii and to tile the same with the Securities and Exchange Commission, each o i  said attorneys and agents to 
liave p w e r  to act with o r  without the otheis and to liave full power and authority to do and perform i n  the name and on beh:llf of each of such 
officers and directors. oi both. as the case may be, evciy act \\,hatsoever necessaiy or advisable to be donc i n  the premises as ftilly and to a11 
intents and purposes as any such otlficer or director might or could do in  person 

4% .I( 1. d 1 * 

I. MARC E NANL Y. Group E,seculive, Chief L egal Officer and Coqmate Secretary of Duke Energy Coqmrntion, do hereby cerlify lh;tt the foregoing is G full, true and complete extract 
lrnm the Minuter o f the  meeting oltlie Audil Commiltce of the Board of Directors 01 s t i d  Corporation with full aulhority delegated to it by the Board ol Directors held on Fsbninry 25,2009, nt 

which rnccting it quorum was prrscnt 

IN \VI I NESS \VI-~lCRl~Oli. I 1i;ive liereunto set my hand and all-ised t i le  Corporate Seal o i  said Duke Energy Corporation. this lhe 27" day of Febru;iry. 2009 

/ S i  MARC E MANLY 
. . .  - .. ... .. 

lvlnrc E h h l y ,  Group Executive, C h i d  ILegal Ofiicer and Corl?orattc Secretary 



I. James E Rogers. certiry that: 

1) 
?) 

1 have  reviewed this nnnual report on  Form 1t:l.K o i  Duke Energy Corporation, 
Based on my knowledge, this r e p r t  docs not contain tiny untrue stotcment o l  a material fact or omit to state a material Tact necessary to make the statements made, in light of the 
circumstiinces under which such statement5 wcrc mode, not misleading with respect to tlie penod covered by this report; 
Based on my knowledge, the financial statements. antl otlier iinancial inIorniation included in this report, iairly present in all malerial respect.; tlie financial condition. results of operations 
a i d  cash flows of tlie rcgistraiit as o], ond lor, the periods prcsrnted in this report: 
The registrant's other certifying ollicer(s) and I are responsible ior establishing and maintaining disclosure controls antl procedures (as defined in Exchange Act Rules 13~1.1 S(e) and 
I Sd-I5(ej) iind internill contrnl over iinancial reporting (as delined in Eschnnge Act Rules I3a-1.5(0 iind 1 5d-15(1]) for thc regisliont and have' 

a )  

-3) 

4 j 

Designed such tlisclosure controls and procedures. or caused such disclosure controls and procedures to be  designed under our supervision. to enswe that material information 
reliiting to the rq$stront. including its consolidiitcd subsidiiiries, is made known to us by others within those entitie:;, pnrticularly during the period in which this report is being 
prepared: 
Designed such internal conlrol ovcr iinnncial reporting. or c;iused sucli internal control over financial reponing to be designed under our s u p e n w o n ,  to provide rlnsonable 
assurance regarding thc reliability of financial rqmrting ond the preparation of f inancial  statcmcnts for esttrmal pu'poses in accordance witli generally accc~?tcd accounting 
princil 
E\~alu;itc.d fhe declivencss or tlie rrgistmnl's disclosure ciintrols and procedures and presenleu in this report our cwclusmns I I ~ O U L  u x  c-b .ui 

procerluics. as oi  the cnd 01 the period coverecl by this rcport based on such Lvaluation. and 
Disclosed in this report any change in {lie registrant's internal control over linnncinl reporting that occurred during the rcgistriint's most recent fisciil quarter (the registrant's fourth 
Jiscal qunrter in the case o i  ;in annual report) that has mntcridly aflected, or is reasonably likely to materially affect, tlie registrant's internal control over financial reporting, and 

b) 

c )  

d)  

The registrant's other certiJj4ng ollicr.r(s) and I have disclosed based on our most recent evaluation o i  internill control over financial reponing, io the registrant's auditors and tlie audit 
comniittec o l  the registrant's board of directors (or persons pcrlorming tlic equivalcnt iunctions). 

a )  

5 )  

All signiiicttnt deiiciencicr; and materiiil weaknesses in the design or operatinn of internal control over financial reporting which are reasoniibly likely to adversely nlTect the 
registrant's ab i l i t y  to record, process. summarize and report iinancinl information; and 
,Any lriiud, whether or nix material, that involves management or other employees who h i v e  a significant rnle in the registrant's internal control w e r  financial reponing b) 



CEIITII~IC \TION OF TIIE CIIIEF FINANCIAL OFIFICER 
I'tllIStiAN I 1 0  SEC rION 302 OF THE SARRANES-OYLEY A C  r OF 2002 

1. David L I-lauscr. ccrtify that 

I have revicwetl this annual report o n  Form 1 OX o i D u t c  E,nergy Corporation, 
Rased on my knowledge, this report does not contnin ;my untrue statement of n miiterial iact or omit to state a mnterial inct neccssury to mnke the statements made. in light of the 
circumstances under which such statements were made, not misleading with respect to the penod covered by this report; 
Rased on  my knoivledge. the Jitxmcial statements. and other financial inlormation included in this repoil, fairly present in all material rcspecls the financial condition. results of operations 
and cash flows o i  die registrant as oi. and ior. tlic periods prcscntcd in this report: 
The registrant's other certifying ollicer(sj and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in E,schange Act Rules 13,- I S(e) and 
Ijd-IS(e)) and intemiil control over financial reporting ( 3 s  defined in Exchange Act Rules 1 i a - l 5 ( l j  and I jd-IS(1)) for the registrant and have. 

a )  Designed such disclosure controls and procedures. or caused such disclosure controls and procedures to he designed under our supervision. to  ensure that  material information 
reliiting to the rqistriint. including its consolidi!ted subsidiiiries, 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 linirncial reporting. or caused such internal conlrol over financial reponing to be  designed under our  supervision, to ]?rovide reasonable 
assurance regarding the reliability of financial rcporting and the prcparation oifinancial  statements for external purposcs in accordance wid1 generally iicccptcd accounting 

h) 

principles. 
Evaluated the effecti\'enes\ of tlie regirtinnt's disclosure controls and procedures nnd presented in this repon o w  conclusions about h e  el lect ivene~s 01 tile iIis~ii~\i- c )  
proccdurcs. as oi the end n i  ~ h c  pcriod covered by this rcport based on such evaluation, and 

Disclosed in this rqmrt any chonge in the registrimt's internal control over linnncial reporting thnt occurred during (he registrant's most recent fiscal quartcr (die registrant's fourth 
fiscal quarter in tlie c a s e d  ;in annual report) that has materially ;iCfected. or is reasonably likely to materially affect, the registr,ant's internal control over finnncial reporting. 2nd 

d )  

The  registrant's otlicr certiljring otlicer(s) and I have disclosed, based on our most recent eviiluation oi internal control over financial reporting. to the registrant's auditors and the nutlit 
coinniittcc oi the rcgistrant's board o iducc tnrs  (or persons pcrforining tlic equivalcnt iunctions) 

n) 

b j  

5 )  

All signiiicont deficiencies and  miitcriiil weokncsses in the design or operation of internal control over finnncial reportins which are renrionnbly likely to ndverscly aBect the 
registranti. ;ihility 1 0  record. process. summanze and report linnncinl information; and 
Any h u d .  whether or not material. that involves management nr other employees who hnve il significant role in  tlie registrant's internal control over financial reponing 

Dote Fehrunry 27, XJU9 

David L I-lauser 

Group Executive and 
Chiel Financial Oflicer 



I~Xll lBIT 32.1 

c m r I F I c r i i  ION IYJRSIIANT TO 

SECTION 306 oI:nrE SARBANES-OSLEY ACT OF 2002 

18 L1.S C. SECl ION 1350, 
AS ADOPTED PURSUANT TO 

In connection with I1ie Annual Report o i  Duke Energy Corporation ("Duke Energy") on Form 10-K Tor Uie period ending December 31,700s as filed wilh the Szcuritics and Erchange 
Commission on the date hereoi (the "Rcport"). I ,  James E Rogers. Chairman. President and ChiefEsecutive Officer ai Duke Energy, cenify, pursuant to 1 S U S C section 1350, as adopted 
pursuiint to section 936 oftlie Snrbancs-Oslcy Act of 2ClO2. thnt. 

( 1 )  
(2) 

The Report lully comiilies with the requircments o i  section 1 X a )  or IXd) oi the Securities Eschange Act oi 1934; and 
Tlic iniorniation contained in the Rcport lairly presents, in all material respects. !lie financial ciiiiclition and results of operations n iDukc  Energy 

/ S i  . l A A E S  E, ROGERS 
I -. . - ...... - . ________I__;..._ _*. .~.. .... -- - . .  

James E R o ~ e ~ s  

Chnimnn. President and Chief Esecutive Officer 
I;ebru;iry 21. 2 f W  



I?SlllBl'I 32.2 

C'ERTIFIC.ATION PURSIIANTTO 
18 U.S"C'. SECTION 1350, 

SECTION 906 OF T l I E  SARB.ANES-OSLEY ACT 01; 2002 
AS Al~OI'TED PURSUANT 1.0 

In connection with the Annual Report of Duke Enerey Corporalion ("Duke Enerey" j on Form IO-K for Uie period ending December 3 1, 200s as filed with Uic Sccuritiss md Exchange 
Commission on {he dote hereof (the "Report"), I. David L I-lauser. Group Esccutive and Chief Finsnci;Il Oflicer oCDuke Energy. certify. pursuant to 1 S IJ S C section 1550. as adopted 
pursuant to section 906 of !he Snrbnnes-Oxley Acl of 2002. thiit: 

( I )  

(2) 

The Repon fully complies with llie requirements ofsection 13(;1) or 1Xd) o l the  Securilies Eschnnge Act ol193-1: and 

The information contained in the Reporl fairly presents, in all material respects, h e  linancial condition and results ofoper;itims o i  Duke Energy 

/si D)\vm L I-IAUSER 

llavid L llauner 

Group Esccutivc and Chief Financial Of i cc r  
Februoiy 27, ?Nil9 


