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such shorter period that the registrant was required to file such reports) and (2) has been subject to such filing requirements for the past 90 days Yes [® No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 403 of Regulation S-K is not contained herein. and will not be contained. to the best of registrant's knowledge, in
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(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Securities Exchange Act of 1934). Yes O No
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

This document includes forward-looking statements within the meaning of Section 27A of the Securitics Act of 1933 and Section 21E of the Securities Exchange Act of 1934 Forward-
looking statements are based on management's beliefs and assumptions These forward-looking statements are identified by terms and phrases such as "anticipate.” "believe.” "intend,”

" n o "o »u

"estimate,” "expect,” "continue,” "should,” "could,” "may.” "plan,” "project,” “predict,” "will," "potential,” "forecast,” “target.” and similar expressions Forward-looking statements involve
risks and uncertainties that may cause actual results to be materially different from the results predicted Factors that could cause actual results to differ materially from those indicated in any
forward-looking statement include, but are not limited to:
+  State, federal and foreign legislative and regulatory initiatives, including costs of compliance with existing and future environmental requirements;
+  State, federal and foreign legislative and regulatory initiatives and rulings that affect cost and investment recovery or have an impact on rate structures,
«  Costs and effects of legal and administrative proceedings, settlements, investigations and claims;
¢« Indusirial, commercial and residential growth in Duke Energy Corporation's (Duke Enerpy) service territories;
- Additional competition in electric markets and continued industry consolidation;
«  Political and regulatory uncertainty in other countries in which Duke Energy conducts business;,
+  The influence of weather and other natural phenomena on Duke Energy's operations, including the economic, operational and other effects of hurricanes, ice storms, droughts and
tornados;
+ The timing and extent of changes in commodity prices, interest rates and foreign currency exchange rates:
«  Unscheduled generation outages, unusual maintenance or repairs and electric transmission system constraints;
+  The performance of electric generation and of projects undertaken by Duke Energy's non-regulated businesses;
«  Theresults of financing efforts, including Duke Energy's ability to obtain financing on favorable terms, which can be affected by various factors, including Duke Energy's credit
ratings and general economic conditions;
«  Declines in the market prices of equity securities and resultant cash funding requirements for Duke Energy's defined benefit pension plans:
+  The level of credit worthiness of counterparties to Duke Energy's transactions;
«  Employee workforce factors, including the potential inability to attract and retain key personnel,



+ Growth tn opportunities for Duke Energy's business units, including the tming and success of efforts to develop domestic and international power and other projects,

«  The effect of accounting pronouncements issued periodically by accounting standard-setting badies; and

»  The ability to successfully complete merger. acquisition or divestiture plans

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

otherwise
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PART
Item 1. Business.

GENERAL

Duke Energy Comporation (collectively with its subsidiaries, Duke Energy) is an energy company located in the Americas that provides its services through the business units described
below

In the second quarter of 2006, Duke Energy and Cinergy Corp (Cinergy) consummated a merger which combined the Duke Energy and Cinergy regulated franchises, as well as
deregulated generation in the Midwestern United States

Duke Energy Holding Corp (Duke Energy HC) was incorporated in Delaware on May 3, 2005 as Deer Holding Corp , a wholly-owned subsidiary of Duke Energy Corporation (Old
Duke Energy, for purposes of this discussion regarding the merger). On April 3, 2006, in accordance with the merger agreement, Old Duke Energy and Cinergy merged into wholly-owned
subsidiaries of Duke Energy HC, resulting in Duke Energy HC becoming the parent enlity In connection with the closing of the merger transactions, Duke Energy HC changed its name to
Duke Energy Corporation (New Duke Energy or Duke Energy) and Old Duke Energy converted into a limited liability company named Duke Power Company LLC (subsequently renamed
Duke Energy Carolinas, LLC (Duke Energy Carolinas) effective October 1, 2006} As a result of the merger transaction, each outstanding share of Cinergy common stock was converled into
1.56 shares of common stock of Duke Energy, which resulted in the ssuance of approximately 313 million shares of Duke Energy common stock. Additionally, each share of ecommon stock of

Old Duke Energy was converted into one share of Duke Energy common stock OId Duke Encrpy 18 the predecessor of DUke Energy ToT purposes of U'S Securities Fegiiations goveriing
financial statement {iling Therefore, the accompanying Consolidated Financial Statements reflect the resulls of operations of Old Duke Energy for the three months ended March 31, 2006 and
the year ended December 31, 2005 New Duke Energy had separate operations for the period beginning with the effective date of the Cinergy merger, and references to amounts for periods
after the closing of the merger relate to New Duke Energy Cinergy's results have been included in the accompanying Consolidated Statements of Operations from the eflective date of
acquisition and therealter (see "Cinergy Merger” in Note 2 to the Consolidated Financial Statements, " Acquisitions and Dispositions”). Both Old Duke Energy and New Duke Energy are
referred to as Duke Energy hereinafter

Cinergy, a Delaware corporation organized in 1993, owns all outstanding common stock of its public wtility companies, Duke Energy Ohio, Inc {Duke Energy Ohio) and Duke Energy
Indiana. Inc (Duke Energy Indiana). as well as other businesses including copeneration and energy efficiency investments

Duke Enerpy Ohio, an Ohio corporation organized in 1837, is a combination electric and gas public utility company that provides service in the southwestern portion of Ohio and, through
its wholly-owned subsidiary Duke Energy Kentucky, Inc (Duke Energy Kentucky), in nearby arcas of Kentucky. Its principal hines of business include generation, transmission, and
distribution of electricity, the sale of and/or transportation of natural gas, and power marketing The regulated operations of Duke Energy Ohio are included in the U § Tranchised Electric and
Gas business segment, whereas the unregulated portion of the business is included in the Commercial Power business segment

Duke Energy Indiana. an Indiana corporation organized in 1942, is a vertically integrated and regulated electric utility that provides service in central, north central and southern Indiana
Its primary line of business is generation, transmission, and distribution of electricity

On January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses, named Spectra Energy Corp (Spectra Energy), including its wholly-owned subsidiary Specira
Energy Capital, LLC (Spectra Energy Capital, formerly Duke Capital LLC) The natural gas businesses spun off primarily consisted of Duke Energy's Natural Gas Transmission business
segment and Duke Energy's 50% ownership interest in DCP Midstream, L.LC (DCP Midstream, formerly Duke Energy Field Services, LL.C), which was part of the Field Services business
segment The results of operations of these businesses are presented as discontinued operations in the accompanying Consolidated Statements of Operations for al] periods prior to the spin-off’
See Note | to the Consolidated Financial Statements, "Summary of Significant Accounting Policies "

During the third quarter of 2005, Duke Energy's Board of Directors authorized and directed mansgement to execute the sale or disposition of substantially all of former Duke Energy
North America's (DENA) remaining assets and contracts outside the Midwestern United States and certan contractual positions related to the Midwestern assets The exit plan was completed
in the second quarter of 2006 (see Note 13 to the Consolidated Financial Statements, "Discontinued Operations and Assets Held for Sale") As discussed below, certain assets of the former
DENA business were transferred to the Commercial Power business segment and certain operations that Duke Encrgy continues to wind-down are in Other The results of operations of the
former DENA businesses which Duke Energy exited have been reflected as discontinued operations in the accompanying Consolidated Statements of Operations for all periods prior to the

completion of the exit activities

s
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At December 31, 2007, Duke Energy operated the {ollowing business segments, all of which are considered reportable segments under Statement of Financial Accounting Standards
(SFAS) No 131, "Disclosures about Segnents of an Enterprise and Related Information,": U S Franchised Electric and Gas, Commercial Power, International Energy and Duke Energy's 50%
interest in the Crescent Resources joint venture {Crescent JV or Crescent)} Prior 1o Duke Energy's sale of an effective 50% ownership interest in Crescent in September 2006 (see below), this
segment represented Duke Energy's 100% ownership of Crescent Resources, L1.C Duke Energy's chief operating decision maker regularly reviews financial information about each of these
business segments in deciding how to allocate resources and evaluate performance For additional information on each of these business segments, including financial and geographic
nformation about each reportable business segment, see Note 3 to the Consohidated Financial Statements, "Business Segments "

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
southern Indiana, and northern Kentucky U S Franchised Electric and Gas also transports and sells natural gas in southwestern Ohio and northern Kentucky It conducts operations primarily
through Duke Energy Carolinas, Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky These electric and gas operations are subject 1o the rules and regulations of the Federal
Energy Regulatory Commission (FERC), the North Carolina Utilities Commission (NCUC), the Public Service Commission of South Carolina (PSCSC), the Public Utilities Commission of’
Ohio (PUCO). the Indiana Utility Regulatory Commission (IURC) and the Kentucky Public Service Commission (KPSC).

Commercial Power owns, operates and manages non-regulated power plants and engages in the wholesale marketing and procurement of electric power, fuel and emission allowances
related to these plants as well as other contractual positions Commercial Power's generation asset fleet consists of Duke Energy Ohio's non-regulated generation tn Ohio, acquired from

CTRErEy i April 2006, and The TIve MIaWestern gas-Tired non-regulated ceneration assers Thatl were

A POFIOR O
megawatts of power generation primarily located in the Midwestem U S, The asset portfolio has a diversified fucl mix with baseload and mid-merit coal-fired units as well as combined cycle

CWer's assels Comprise i\pDTOleiﬂCly 3,020

and peaking natural gas-fired units Most of the generation asset output in Ohio has been contracted through the Rate Stabilization Plan (RSP). For more information on the RSP, see the
“Commercial Power” section below Commercial Power also develops and implements customized energy solutions Commercial Power, through Duke Energy Generation Services, Inc and
fts affiliates (DEGS). develops, owns and operates clectric generation for large energy consumers, municipalities, utilities and industrial facilities. DEGS currently manages more than 6,600
megawatts of power generation at 23 facilities throughout the U S DEGS has 240 megawatts of wind energy under construction and well over 2,500 megawatts of wind energy projects in the
development pipeline

International Energy owns, operates and manages power generation facilities, and engages in sales and marketing of electric power and natural gas outside the U S It conducts operations
primarily through Duke Energy International, LLC (DEI) and its activities target power generation in Latin America Additionally, International Energy owns equity investments in Saudi
Arabia and Greece

Crescent develops and manages high-quality commercial, residential and multi-family real estale projects primarily in the Southeastern and Southwestern U S Some of these projects are
developed and manaped through joint ventures Crescent also manages "legacy” land holdings in North and South Carolina

On 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 (MSREF)
and other affiliated funds controlled by Morgan Stanley (collectively the MS Members). Under the apreement, the Duke Enerpy subsidiary contributed all of the membership interests 1n
Crescent to a newly-formed joint venture, which was ascribed an enterprise value of approximately $2 1 billion as of December 31, 2005 In conjunction with the formation of the Crescent JV,
the joint venture, Crescent and Crescent's subsidiaries entered inte a credit agreement with third party lenders under which Crescent borrowed approximately $1 21 billion, net of transaction
costs, of which approximately $1 19 billion was immediately distributed to Duke Energy Immediately following the debt transaction, the MS Members collectively acquired a 49%
membership interest in the Crescent JV from Duke Energy for a purchase price of approximately $415 million A 2% interest in the Crescent J'V was also issued by the joint venture to the
President and Chief Executive Officer of Crescent, which is subject to forfeiture if the executive voluntarily leaves the employment of the Crescent 1V within a three year period Additionally,
this 296 interest can be put back to the Crescent JV after three years, or possibly earlier upon the occurrence of certain events, at an amount equal to 2% of the fair value of the Crescent JV's
equity as of the put date Therefore, the Crescent JV will accrue the oblipation related 1o the put as a hability over the three year forfeiture period Accordingly, Duke Energy has an effective
50% ownership in the equity of Crescent JV for financial reporting purposes Duke Energy's investment in the Crescent JV has been accounted for as an equity method investment for periods
after September 7, 2006
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The remainder of Duke Energy’s operations is presented as Other While it 1s not considered a business segment, Other primarily includes certain unallocated corporate costs, DukeNet
Communications, LLC (DukeNet) and related telecom businesses and Bison Insurance Company Limited (Bison), Duke Energy's wholly owned, captive insurance subsidiary Additionally,
Other includes the remaining portion of Duke Energy's business formerly known as DENA that was not exited or transferred to Commercial Power, primarily Duke Energy Trading and
Marketing, 1L.C (DETM), which management is currently in the process of winding down. Unallocated corporate costs include certain costs not allocable to Duke Energy’s reportable business
segments, primarily governance costs, costs to achieve mergers and divestitures (such as the Cinergy merger and spin-off of Spectra Energy) and costs associated with certain corporate
severance programs DukeNet develops, owns and operates a fiber optic communications network, primanly in the Carclinas, serving wireless, local and long-distance communications
companies, internet service providers and other businesses and organizations Bison's principal activities as a captive insurance entity include the insurance and reinsurance of various business
risks and losses, such as workers compensation, property, business interruption and general liability of subsidiaries and affiliates of Duke Energy On a limited basis, Bison also participates in
remsurance activities with certain third parties

Duke Energy is a Delaware corporation Its principal executive offices are located at 526 South Church Street, Charlotte, North Carolina 28202-1803. The telephone number is
704-594-6200 Duke Enerpy electronically files reports with the Securities and Exchange Commission (SEC), including annual reports on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K, proxies and amendments to such reports The public may read and copy any materials that Duke Energy files with the SEC at the SEC's Public Reference Room at 100 F

Street, N B, Washington, D C. 20549 The public may obtain information on the operation of the Public Reference Room by ca]hng the SEC at 1.800-SEC-0330. The SEC also maintains an
TRTEriel 51 1ha 15 3 C ?

AW SeC g oV AddiTionaty;
information about Duke Energy, including its reports 11lcd with the SEC, is available through Duke Enug) s web site at Itip://www.duke-energy.com Such reports are accessible at no charge
through Duke Energy's web site and are made available as soon as reasonably practicable after such material is filed with or furnished to the SEC

GLOSSARY OF TERMS

The following terms or acronyms used in this Form 10-K are defined below:

Term or Acronym Definition

AAC Annually Adjusted Component

AFUDC Alowance for Funds Used During Construction

AOCI Accumulated Other Comprehensive Income

APB Accounting Principles Board

Bison Bison Insurance Company Limited

BPM Bulk Power Marketing

Bridgeport Bridgeport Energy LLC

CAA Clean Air Act

CAIR Clean Air Interstate Rule

Campeche Compafiis de Servicios de Compresién de Campeche, SA deC V
CANMR Clean Air Mercury Rule

cC Combined Cycle

CMT Cinergy Marketing and Trading, LP, and Cinergy Canada, Inc
CT Combustion Turbine

Cinergy Cinergy Corp

CO4 Carbon Dioxide

COL Combined Construction and Operating License

CPCN Certificate of Public Convenience and Necessity

Crescent Crescent JV

DCP Midstream DCP Midstream. LL.C (formerly Duke Energy Field Services, LLC)

n
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Term or Acronym

Definition

DEGS

DEI

DEM

DENA

DENR

DETM

DOE

DOI

DSM

Duke Energy

Duke Energy Carolinas
Duke Energy Indiana

Duke Energy Generation Services, Inc

Duke Energy International, LL.C

Duke Energy Merchants, LLC

Duke Energy North America

Department of Environment and Natural Resources
Duke Energy Trading and Marketing, LLC
Department of Encrgy

Department of Justice

Demand Side Management

Duke Energy Corporation (collectively with its subsidiarics)

Duke Energy Carolinas, LLC
Duke Energy Indiana, Inc

DURe ERSrEy Kentucky
Duke Energy Ohio
EITE
EPA

EPS
FASB
FEED
FERC
FIN

FSP

F1C
GAAP
GCSA
1GCC
IRS

IS0
TURC
KPSC

L.S Power
MBSSO
Mef
Moody's
MSREF
MW
NCuUcC
NDTF

DUKe Ef¢rgy Kenticky, Tc

Duke Energy Ohio, Inc

Emerging Issues Task Force

Environmental Protection Agency

Eamings Per Share

Financial Accounting Standards Board

Front End Engineering and Design Study

Federal Energy Repulatory Comimission

Financial Accounting Standards Board Interpretation
Financial Accounting Standards Board Staff Position
Federal Trade Commission

United States Generally Accepted Accounting Principles
Gas Compression Services Agreement

Integrated Gasification Combined Cycle

Internal Revenue Service

Independent Transmission System Operator

Indiana Utility Regulatory Commission

Kentucky Public Service Commission

L.S Power Equity Partners

Market Based Standard Service Offer

Thousand cubic feet

Moody’s Investor Services

Morgan Stanley Real Estate Fund VU S L P
Megawatt

North Carolina Utilities Commission

Nuclear Decommissioning Trust Funds

6
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Term or Acronym Definition

NERC North American Electric Reliability Council
NMC National Methanol Company

NOx Nitrogen oxide

NRC Nuclear Regulatory Commission

occ Office of the Ohio Consumers’ Counsel

OIL Oil Insurance Limited

ouce Indiana Office of Utility Consumer Counsclor
PEMEX Mexican National Oil Company

PSCSC Public Service Commission of South Carolina
PUCO Public Utilities Comemission of Ohio

PUHCA Public Utility Holding Company Act of 1935, as amended
RSP Rate Stabilization Plan

SAB SECURTES TR EXCHInge Commision St Accounting Buttetn
SB 221 Ohio Senate Bill 221

sEnergy sEnergy Insurance Limited

SEC Securities and Exchange Commission

SFAS Statement of Financial Accounting Standards
SO, Sulfur dioxide

SPE Special Purpose Entity

Spectra Energy Spectra Energy Corp

Spectra Capital Spectra Energy Capital, LL.C (formerly Duke Capital L1.C)
SRT System Reliability Tracker

S&P Standard & Poor's

Synfuel Synthetic Fuel

TEPPCO GP Texas Eastern Products Pipeline Company, L1.C
TEPPCO LP TEPPCO Partners, L P

UBE United Bridgeport Energy LLC

VIE Variable Interest Entity

Westcoast Westcoast Energy, Inc

The following sections describe the business and operations of each of Duke Energy's reportable business segments, as well as Other (For more information on the operating outlook of
Duke Energy and its reportable segments, see "Management's Discussion and Analysis of Financial Condition and Results of Operations, Introduction—Executive Overview and Economic
Factors for Duke Energy's Business” For financial information on Duke Energy's reportable business segments, see Note 3 to the Consolidated Financial Statements, "Business Segments )

U.S. FRANCHISED ELECTRIC AND GAS

Service Area and Customers
U S Franchised Electric and Gas generates, transmits, distributes and sells electricity and transports and sells natural gas It conducts operations primarily through Duke Energy
Carolimas, Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky (Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky collectively referred to as Duke Energy

Midwest). Tts service area cavers
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about 47,000 square miles with an estimated population of 11 million in central and western North Carolina, western South Carolina, southwestern Ohio, central, north central and southern
Indiana, and northern Kentucky U S Franchised Electric and Gas supplies electric service to approximately 3 9 million residential, commercial and industrial customers over 148,700 miles of
distribution lines and a 20,900 mile transmission system U S Franchised Electric and Gas provides domestic regulated transmission and distribution services for natural gas to approximately
500,000 customers in southwestern Ohio and northern Kentucky via approximately 7,100 miles of gas mains (gas distribution lines that serve as a common source of supply for more than one
service line) and service lines Electricity is also sold wholesale to incorporated municipalities and to public and private utilitics In addition, municipal and cooperative customers who
purchased portions of the Catawba Nuclear Station may alse buy power from a variety of suppliers, including Duke Energy Carolinas, through contractual agreements For more mformation on
the Catawba Nuclear Station joint ownership, see Note § to the Consolidated Financial Statements. "Joint Ownership of Generating and Transmission Facilities "

Duke Energy Carolinas' service arca has a diversified commercial and industrial presence Manufacturing continues to be the largest contributor to the economy in the region. Other
sectors such as finance, insurance and real estate services also constitute key components of the states' gross domestic product

The textile industry, rubber and plastic products, chemicals, and machinery and computer products were the most significant contributors to the area’s manufacturing output and Duke
Energy Carolinas' industrial sales revenue for 2007 Motor vehicle parts, paper, food and beverage. building materials and electrical and electronic equipment manufacturing also have a strong
impact on the area's economic growth and the region's industrial sales. The textile industry, while in decline, is the largest industry served in both North Carolina and South Carolina

(collectively referred 1o as the Carolinas)

ke Energy Carolinas has business development Salcgics 1o leverage the compeulive advaniages of 1is service teniory 1o alract and expand advanced manufacturing and dafa
intensive business These competitive advantages. including a quality workforee, strong educational institutions, superior transportation infrastructure and competitive electric rates 30% below
the national average were key factors in attrscting new businesses The success in attracting new companies, as well as expanding the operations of existing customers, substantially offset the
sales declines in the industries like textile and furniture in 2007

Duke Energy Ohio's and Duke Energy Kentucky's service area both have a diversified commercial and industrial presence. Major components of the economy include manufacturing, real

estate and rental leasing, wholesale trade, financial and insurance services, retail trade, education, healthcare and professional/business services Cincinnati, Chio is positioned to become a
healthcare hub and the presence of non-durable manufacturing makes the area less vulnerable to economic fluctuations than other areas

The primary melals industry, transportation equipment, chemicals, and paper and plastics were the most significant contributors to the area’s manufacturing output and Duke Energy
Ohio's and Duke Energy Kentucky's industrial sales revenue for 2007 Food and beverage manufacturing, fabricated metals, and electronics also have a strong impact on the area's economic
growth and the region’s industrial sales

Duke Energy Ohio and Duke Enerpy Kentucky have business development strategies to leverage the competitive advantages of the Greater Cincinnati Region to attract and expand
advanced manufacturing businesses The availability of a highly skilled workforce. superior highway access, low cost of living, and proximity to markets and raw materials are key factors in
attracting new customers in the transportation, food manufacturing, chemical manufacturing, plastics and data processing industries

Industries of major economic significance in Duke Energy Indiana'y service territory include chemicals, primary metals, and transportation Other significant industries operating in the

area include stone. clay and glass. food products, paper, and other manufacturing Key sectors among commercial customers include education and retail trade

Duke Energy Indiana has business development strategies to leverage the competitive advantages of the Indiana region to attract new advanced manufacturing, logistics, life sciences and
data center business to Duke Energy Indiana's service territory  These advantapges, including competitive electric rates, a strong transportation network, excellent institutions of higher learning,
and a quality workforce, were key in attracting new customers and encouraging existing customer expansions This ability 1o attract business investment in the service ternitory heiped balance
the slight decline in sales in the chemical. food and transportation equipment sector in 2007

The number of residential and commercial customers within the U 8 Franchised Electric and Gas' service territory continues to increase. As a result, sales to these customers are
increasing due 1o the growth in these sectors As sales to residential and commercial customers increase, the level of sales to industrial customers becomes a smaller, yet sull significant, portion

of US Franchised Electric and Gas sales
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U'S Franchised Electric and Gas' costs and revenues are influenced by scasonal patterns. Peak sales of electricity occur during the summer and winter months, resulting in higher revenue
and cash flows during those periods By contrast, fewer sales of electricity occur during the spring and fall, allowing for scheduled plant maintenance during those periods Peak gas sales oceur
duning the winter months

The following maps show the U § Franchised Electric and Gas' service territories and operating facilities

Duke Energy — Carolinas
Power Generation Regulated Facilities
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Duke Energy — Midwest Power Geaeralion
Regulated Facilities
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Energy Capacity and Resources

Electric energy for U'S Franchised Electric and Gas' customers is generated by three nuclear generating stations with a combined net capacity of 5,020 megawatts (MW) (including Duke
Energy's 12 5% ownership in the Catawba Nuclear Station). fifteen coal-fired stations with a combined net capacity of 13,552 MW (including Duke Energy's 69% ownership in the East Bend
Steam Station and 50 05% ownership in Unit $ of the Gibson Steam Station), thirty-one hydroelectric stations (including two pumped-storage facilities) with a combined net capacity of 3,213
MW, fifteen combustion turbine (CT) stations burning natural gas, oil or other fuels with a combined net capacity of 5,241 MW and two combined cycle (CC) stations burning natural gas or
synthetic gas with a combined net capacity of 560 MW Energy and capacity are also supplied through contracts with other generators and purchased on the open market Factors that could
cause U §. Franchised Electric and Gas to purchase power for its customers include generating plant outages, extreme weather conditions, summer reliability, growth, and price. U S
Franchised Electric and Gas has interconnections and arrangements with its neighboring utilities to facihtate planning, emergency assistance, sale and purchase of capacity and enerpy, and
reliability of power supply

U.8 Franchised Electric and Gas’ generation portfolie is a balanced mix of energy resources having different operating characteristics and fuel sources designed to provide energy at the
lowest possible cost to meet its obhigation to serve native-load customers All options, including owned generation resources and purchased power opportunities, are continually evaluated on a
real-time basis to select and dispatch the 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 almost continuously (or at baseload fevels) In 2007, approximately 97 7% of the total generated energy came from U §
Franchised Electric and Gas' low-cost, efficient nuelear and coal units (66 5% coal and 31 2% nuclear) The remaining energy needs were supplied by hydroelectric, CT and CC generation or
economic purchases from the wholesale market

Hydroelectric (both conventional and pumped storage) in the Carolinas and gas/oil CT and CC stations in both the Carolinas and Midwest operate primarily during the peak-hour load
periods (at peaking levels) when customer loads are rapidly changing. CT's and CC's produce energy at higher production costs than cither nuclear or coal, but are Iess expensive to build and
maintain, and can be rapidly started or stopped as needed to meet changing customer loads Hydroelectric units produce low-cost energy, but their operations are limited by the availability of

water {low
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US Franchised Electric and Gas' major pumped-storage hydroclectric facilitics offer the added flexibility of using low-cost off-peak energy to pump water that will be stored for later
generation use during times of higher-cost on-peak generation perinds  These facilities allow U S Franchised Electric and Gas to maximize the value spreads between different high- and low-
cost generation periods

U S Franchised Electric and Gas is engaged in planning efforts to meet projected Joad growth in its service territories Long-term projections indicate a need for significant capacity
additions, which may include new nuclear, integrated gasification combined eyele (IGCC), coal facilitics or gas-fired generation units Because of the long lead times required to develop such
assets, U'S Franchised Electric and Gas 15 taking steps now to ensure those options are available In March 2006, Duke Energy Carolinas announced that it had entered into an agreement with
Southern Company to evaluate potential construction of a new nuciear plant at a site jointly owned in Cherokee County, South Carolina In May 2007, Duke Energy announced its intent to
purchase Southern Company's 500 MW interest in the proposed William States Lee 111 Nuclear Station, making the plant's total output available to Duke Energy Carolinas’ clectric customers
On December 13, 2007, Duke Energy Carolinas filed an apphcation with the Nuclear Regulatory Commission (NRC) for a combined construction and operating license (COL.) for two
Westinghouse AP1000 (advanced passive) reactors at the Cherokee County, South Carolina site Each reactor is capable of producing approximately 1,117 MW Submitting the COL
application does not commit Duke Energy Carolinas to build nuclear units On February 27. 2008, Duke Energy Carolinas received confirmation from the NRC that its COL application has
been accepted and docketed for the next stage of review Also, on December 7. 2007, Duke Energy Carolinas filed applications with the NCUC and the PSCSC for approval of Duke Energy
Carolinas' decision to incur development costs associated with the proposed William States Lee I1) Nuclear Statton. The NCUC had previously approved Duke Energy's decision to incur the

North Carolina allocable share ol up to 3125 milhon i development costs through JUU7 THie new requests Cover 1 Wi or up © $ 230 mition i presconstructiondevelopmrencosts througtr
2009, which is comprised of approximately $70 million incurred through December 31, 2007 plus an additional $160 million of anticipated costs in 2008 and 2009 The PSCSC has scheduled
an evidentiary hearing on Duke Energy Carolinas' application for April 17, 2008 and the NCUC has scheduled an evidentiary hearing for April 29, 2008 Also, in December 2006, Duke Energy
announced an agreement to purchase a portion of Saluda River Electric Cooperative, Inc ‘s ownership interest in the Catawba Nuclear Station Under the terms of the agreement, Duke Energy
will pay approximately $158 million for the additional ownership interest of the Catawba Nuclear Station Following the closing of the transaction, Duke Energy will own approximately 19
percent of Catowba Nuclear Station This transaction, which is expected to close prior 1o September 30, 2008, is subject to approval by various state and federal agencies

On June 2, 2006, Duke Energy Carolinas filed an application with the NCUC for a Certificate of Public Convenience and Necessity (CPCN) to construct two 800 MW state of the art coal
generation units at its existing Clifiside Steam Station in North Carolina On February 28, 2607, the NCUC issued a notice of decision approving the construction of one unit at the Chifside
Steam Station On March 21, 2007, the NCUC issued its Order, which explained the basis for its decision 1o approve construction of ane unit, with an approved cost estimate of $1.93 billion
(including allowance for funds used during construction (AFUDC)), and certain conditions including providing for updates an construction cost estimates A group of environmental
interveners filed a motion and supplemental motion for reconsideration in April 2007 and May 2007, respectively Duke Energy opposed the motions and the NCUC denied the motions for
reconsideration in June 2007 On January 31, 2008, Duke Energy Carolinas filed its updated cost estimate of $1 8 billion (excluding AFUDC of $600 million) for the approved new Cliffside
Unit 6 Duke Energy Carolinas belicves that the overall cost of Cliffside Unit 6 will be reduced by approximately $125 million in federal advanced clean coal tax credits On July 11, 2007,
Duke Energy Carolinas entered into an engineering, procurement, construction and commissioning services agreement, valued at approxsmately $1 3 biltion, with an affiliate of The Shaw
Group, Inc, of which approximately $950 million relates to participation in the construction of a new 800 MW coal unit, with the remainder related to a flue gas desulfurization system on an
existing unit, at Cliffside On January 29, 2008, the final air permit was issued by the North Carolina Department of Environment and Natural Resources (DENR)

On June 29, 2007, Duke Energy Carolinas filed with the NCUC preliminary CPCN information to construct a 600-800 MW combined cycle natural gas-fired generating facility at its
existing Dan River Steam Station, as well as updated preliminary CPCN information to construct a 600-800 MW cambined cycle natural gas-fired generating facility at its existing Buck Steam
Station On December 14, 2007, Duke Energy Carolinas filed CPCN applications for the two combined cycle facilities The NCUC has consolidated its consideration of the twa CPCN
applications and scheduled an evidentiary hearing on the applications for March 11, 2008

In August 2005, Duke Energy Indiana filed an application with the JURC for approval of study and preconstruction costs related 1o the joint development of an IGCC project with
Southern Indiana Gas and Electric Company d/b/a Vectren Energy Delivery of Indiana, Inc (Vectren) Duke Energy Indiana and Vectren reached a Settlement Agreement with the Indiana
Office of Utility Censumer Counselor (OQUCC) providing for the recovery of such costs if the IGCC project is approved and constructed and for the pastial recovery of such costs if the IGCC

project does not go forward The JURC issued an order on July 26, 2006 approving the Settlement Agreement in its entirety
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On September 7, 2006, Duke Energy Indiana and Vectren filed a joint petition with the JURC seeking CPCN's for the construction of a 630 MW 1GCC power plant at Duke Energy
Indiana's Edwardsport Generating Station in Knox County, Indiena The petition describes the applicants’ need for additional baseload generating capacity and requests timely recovery of all
construction and operating costs related to the proposed generating station, including financing costs, topether with certain incentive ratemaking treatment. Duke Energy Indiana and Vectren
filed their cases in chief with the TURC on October 24, 2006 As with Duke Energy Carolinas' Clitfside project, Duke Energy Indiana’s estimated costs for the potential IGCC project have
increased. Duke Energy Indiana's publicly {iled testimony with the JURC states that industry estimates (as provided by the Electric Power Rescarch Institute (EPRI)) of total capital
requirements for a facility of this type and size are now in the range of $1 6 billion to $2 1 billien (including escalaion to 2011 and owners' specific site costs) In April 2007, Duke Energy
Indiana and Vectren filed a Front End Engineering and Design (FEED) Study Report which included an updated estimated cost for the IGCC project of approximately $2 billion (including
AFUDC). An evidentiary hearing was held June 18-22, 2007, and a public ficld hearing was held on August 29, 2007 On November 20, 2007, the JURC issued an order granting Duke Energy
Indiana CPCNSs for the proposed IGCC project and approved the timely recovery of costs related to the project The JURC also approved Duke Energy Indiana's proposal to initiate a
proceading in May 2008 concerning proposals for the study of partial carbon capture, sequestration and/or enhanced oil recovery for the Edwardsport 1GCC Project The Citizens Action
Coalition of Indiana, Inc, Sierra Club, Inc . Save the Valley, Inc , and Valley Watch, Inc , all intervenors in the CPCN proceeding. have appealed the TURC Order to the Indiana Court of
Appeals That appeal is pending On January 25, 2008, Duke Fnergy Indiana received the final air permit from the Indiana Department of Environmental Management. In August 2007, Vectren
withdrew its participation in the IGCC plant. Duke Energy Indiana is currently exploring #ts options, including assuming 100% of the plant capacity. Absent identification of an alternative joint

owner, Duke Energy Indiana would own T00%% of the IGCC plant capacity

Fuel Supply
U S Franchised Electric and Gas relies principally on coa) and nuclear fuel for its generation of electric energy The following table lists U S Franchised Electric and Gas' sources of

power and fuel costs for the three years ended December 31. 2007

Generation by Source Cost of Delivered uel per Net
(Percent) Kilowatt-hour Generated (Cents)
2007 2006() 2005 2007 2006(9) 2005
Cadlm 6.5 634 525 2.20 Gy
Nuclear® ; ; 312 331 457 038 042 041
Oilamd gus® k : 11 0.6 0.1 932 12.67 2883
All fuels (cost based on weighted average)@(®) 98 8 99 1 983 17 161 136
II\dmeh.mnc(“) e . e cm v gy il L . s
100.0 100.0 100.0

(a)  Statistics related 1o coal generation and al} fuels reflect U 8. Franchised Electric and Gas' 69% ownership interest in the East Bend Steam Station and 30 05% ownership interest in Unit 5

of the Gibson Steam Station
(b)  Statistics related to nuclear generntion and all fuels reflect U S Franchised Electric and Gas' 12 5% ownership interest in the Catawba Nuclear Station
(c) Cost statistics include amounts for light-off fuel at U S Franchised Electric and Gas' coal-fired stations
(d) Generating figures are net of output required to replenish pumped storage facilities during off-peak periods
(¢) Includes legacy Cinergy regulated operations from the date of acquisition (April 3, 2006) and thereafler

Coal. US Franchised Elcctric and Gas meets its coal demand in the Carolinas and Midwest through a portfolio of purchase supply contracts and spot agreements Large amounts of coal
are purchased under supply contracts with mining operators who mine both underground and at the surface U S Franchised Electric and Gas uses spot-market purchases to meet coal
requirements not met by supply contracts Expiration dates for its supply contracts, which have various price adjustment provisions and market re-openers. range from 2008 0 2016 U S
Franchised Electric and Gas expects to renew these contracts or enter into similar contracts with other supplicrs for the quantities and quality of coal required as existing contracts expire.
though prices will fluctuate over time as coal markets change The coal purchased for the Carolinas is primarily produced from mines in eastern Kentucky, West Virginia and southwestern
Virginia The coal purchased for the regulated Midwest entities is primarily produced in Indiana, Illinois, and Kentucky. U S Franchised Electric and Gas has an adequate supply of coal to 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 Franchised Electric and Gas for the Carolines is approximately 1% however, as Cerolinas coal plants continue to bring on
scrubbers over the next several years, the sulfur content of coal purchased could increase as higher sulfur coal options are considered The current average sulfur content of coal purchased by
1J S. Franchised Electric and Gas for the Midwest is approximately 2%. Coupled with the use of available sulfur dioxide (SO2) emission allowances on the open market. this satisfies the
current emission limitations for SO for existing facilities in the Carolinas and Midwest
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Gas U5 Franchised Electric and Gas is responsible for the purchase and the subsequent delivery of natural gas to native load customers in the Midwest U$ Franchised Electric and
Gas' natural gas procurement strategy is to buy firm natural gas supplies (natural gas intended to be available at all times) and firm interstate pipeline transportation capacity during the winter
season (November through March) and during the non-heating season (April through October) through a combination of firm supply and transportation capacity along with spot supply and
interruptible transportation capacity This strategy allows U'S Franchised Electric and Gas to assure reliable natural gas supply for its high priority (non-cuntailable) firm customers during peak
winter conditions and provides US Franchised Electric and Gas the flexibility to reduce its contract commitments if firm customers choose alternate gas suppliers under U 8 Franchised
Electric and Gas' customer choice/gas transportation programs In 2007, firm supply purchase commitment agreements provided approximately 97% of the natural gas supply, with the
remaining gas purchased on the spot market These firm supply agreements feature two levels of gas supply. specifically (1) baseload, which 1s a continuous supply 1o meet normal demand
requirements, and (2) swing foad, which is gas available on a daily basis to accommodate changes in demand due primarily to changing weather conditions

U'S Franchised Electric and Gas also owns two underground caverns with a total storage capacity of approximately 16 million pallons of liquid propane In addition, U S Franchised
Electric and Gas has access to nine million gallons of liquid propane through a storage agreement with a third party This liquid propane is used in the three propane/air peak shaving plants
located in Ohio and Kentucky Propane/air peak shaving plants vaporize the propane and mix with natural gas to supplement the natural gas supply during peak demand periods and
emergencies

.S Franchised Electric and Gas manages natural gas procurement-price volatility mutigation programs for Duke Energy Ohio and Duke Enerpy Kentucky These programs pre-arrange

Between 25-75% of Winter iealing Seasofn baseload gas requitermnents and up 1o 25-50% of SUmmer Serson buseioad requirentents up o three years i wdvarnce of the detivery mrontts-Duke
Energy Ohio and Duke Energy Kentucky use primarily fixed-price forward contracts and contracts with a ceiling and floor on the price: As of December 31, 2007, Duke Energy Ohio and Duke
Energy Kentucky, combined, had hedged approximately 5296 of their winter 2007/2008 base load requirements

U'S Franchised Electric and Gas is responsible for the purchase and the subsequent delivery of natural gas to the gas turbine generators to serve native electric load customers in the Duke
Energy Carolinas, Duke Encrgy Indiana and Duke Energy Kentucky service territorics The natural gas procurement strategy is to contract with one or several suppliers who buy spot market
natural gas supplies along with firm or interruptible interstate pipeline transportation capacity for deliveries to the site This strategy allows for competitive pricing, flexibility of delivery, and
reliable natural gas supplies to each of the natural gas plants Many of the natural gas plants can be served by several supply zones and multiple pipelines

Duke Energy Indiana hedges a percentage of its winter and summer expected native gas burn from Indiana gas turbine units using financial swaps tied to the NYMEX-Henry Hub natural
gas futures

Nuclear. Developing nuclear generating fuel generally involves the mining and milling of uranium ore to produce uranium concentrates, the conversion of uranium concentrates to
uranium hexafluoride gas, enrichment of that gas, and then the fabrication of the enriched uranium hexafluoride into usable fuel assemblies

U8 Franchised Electric and Gas has contracted for uranium materials and services required to fuel the Oconee, McGuire and Catawba Nuclear Stations in the Carolinas Uranium
concentrates, conversion services and enrichment services are primarily met through a diversified portfolio of long-term supply contracts The contracts are diversified by supplier, country of
origin and pricing U.S Franchised Electric and Gas staggers its contracting so that its portfolio of long-term contracts covers the majority of its fuel requirements at Oconee, McGuire and
Catawba in the near term, but so that its level of coverage decreases over lime into the future Due 1o the technical complexities of changing suppliers of fuel fabrication services, U
Franchised Electric and Gas generally sole sources these services to a single domestic supplier on a plant-by-plant basis using multi-year contracts

Based on current projections, U S Franchised Electric and Gas' existing portfolio of contracts will meet the requirements of Oconee, McGuire and Catawba Nuclear Stations through the

following years:

Nuclear Station Uranium Material Conversion Service Larichment Service Fabrication Service
Oconee 2012 2012 2009 2015
McGuire 2012 2012 2009 2015
Catawba 2012 2012 2009 2014
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Afler the years indicated above, a portion of the fuel requirements at Oconee, McGuire and Catawba are covered by long-term contracts For requirements not covered under long-term
contracts, Duke Energy believes it will be able to renew contracts as they expire, or enter into similar contractual arrangements with other suppliers of nuclear fuel materials and services Near-
term requirements not met by long-term supply contracts have been and are expected to e fulfilled with uranium spot market purchases

Duke Energy Carolinas has entered into a contract with Shaw AREVA MOX Services (MOX Services) (formerly Duke COGEMA Stone & Webster, LLC) under which Duke Energy
Carolinas has agreed to prepare the McGuire and Catawba nuclear reactors for use of mixed-oxide fuel and to purchase mixed-oxide fuel for use in such reactors Mixed-oxide fuel will be
fabricated by MOX Services from the US government's excess plulonium from its nuclear weapons programs and 15 similar to conventional uranium fuel Before using the fuel, Duke Energy
Carolinas must apply for and obtain amendments to the facilities' operating licenses from the NRC On March 3, 2005, the NRC issued amendments to Catawba Nuclear Station's operating
licenses to allow the receipt and use of four mixed oxide fuel lead assemblies These four lead assemblics completed their first eycle of irradiation on November 11, 2006 and have been
inserted for a second ¢ycle of irradiation in Unit 1 of the Catawba Nuclear Station

Energy Efficiency In May 2007, Duke Energy Carolinas {iled an energy efficiency plan with the NCUC that recognizes energy efficiency as a reliable, valuable resource that is a "{ifth
fuel,” that should be part of the portfolio available to meet customers’ growing need for electricity along with coal, nuclear, natural gas, or renewable energy. The plan would compensate Duke
Energy Carolinas for verified reductions in energy use and be available to all customer groups The plan contains proposals for several dilferent energy efficiency programs Custorners would
pay for enerpy efficiency programs with an energy efficiency rider that would be included in their power bill and adjusted annually. The energy efficiency rider would be based on the avoided

cost of generation not needed as a result of the success of Duke Energy Carolinas’ energy efficiency efforts The plan is consistent with Duke Energy Carolinas’ public commitment to invest
% of its annual retail revenues from the sale of electricity in energy efficiency programs subject to the appropriate regulatory treatment of Duke Energy Carolinas' energy efficiency

investments A hearing is expected in 2008

On September 28, 2007, Duke Energy Carolinas filed an application with the PSCSC seeking approval to implement new energy efficiency programs in South Carolina Duke Energy
Carolinas’ South Carolina application is based on the application filed in North Carolina In advance of the evidentiary hearing held February 5-6, 2008, Duke Energy Carolinas reached
settlement agreements with the South Carolina Office of Regulatory Staff (ORS), Wal-Mart, Piedmont Natural Gas ond the South Carolina Energy Users Committee Certain environmental
groups that were also interveners on the proceeding did not join any of the settlements This agreement calls for Duke Energy Carolinas o bear the cost of the programs and allows for recovery
of §5% of the avoided generation charges An evidentiary hearing is expected to be scheduled by the NCUC for North Carolina in 2008

Implementation of these plans is subject to approval from the NCUC and PSCSC As a result, Duke Energy is not able to estimate the impact this plan might bave on its consolidated
results of operations, cash flows, or financial position

On July 11, 2007. the PUCO approved Duke Energy Ohio's Demand Side Management/ Energy Efliciency Program (DSM Program) The DSM Program consists of ten residential and
two commercial programs Implemeniation of the programs has begun. The programs were first proposed in 2006 and were endorsed by the Duke Energy Community Partnership, which is a
collaborative group made up of representatives of organizations interested in energy conservation, efficiency ond assistance to low-income customers The program costs will be recouped
through a cost recovery mechanism that will be adjusied annually to reflect the previous year's activity Duke Energy Ohio 1s permitted to recover lost revenues, program costs and shared
savings (once the programs reach 65% of the targeted savings level) through the cost recovery mechanism based upon impact studies to be provided to the StafY of the PUCO

On October 19, 2007, Duke Energy Indiana filed its petition with the IURC requesting approval of an alternative regulatory plan to increase its energy efliciency cfforts in the
state Similar 1o the plans in North Carolina and South Carolina, Duke Energy Indiana seeks approval of a plan that will be available to all customer groups and will compensate Duke Energy
Indiana for verified reductions in energy usage Under the plan, customers would pay for energy efficiency programs through an energy efficiency rider that would be included in their power
bill and adjusted annuaily through a proceeding before the TURC The energy efficiency rider will be based on the avoided cost of generation not needed as a result of the success of Duke
Energy Indiana's energy efliciency programs The IURC is expected to consider the petition in an evidentiary hearing in May 2008

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consisting of nine residential and two commercial and
industrial programs, and to true-up its gas and electric tracking mechanism for recovery of lost revenues, program costs and shared savings An order on the application is expected in the first
quarter of 2008



Fable of Contents
PART1

Renewable Energy. Climate change concerns, as well as the high price of oil, have sparked rising government support in driving increasing renewable energy legislation at both the
federal and state level For example, the new energy legislation passed in North Carolina in 2007 establishes a renewable portfolio standard for electric utilities at 3% of output by 2012, rising
gradually to 12 5% by 2021 Duke Energy Carolinas, Duke Energy Ohio and Duke Energy Indiana have issued Request for Proposals seeking bids for power generated from renewable energy
sources, including sun, wind, water, organic matter and other sources that can be available as early as 2012

Inventery

Generation of electricity is capital-intensive U S Franchised Electric and Gas must maintain an adequate stock of fuel, materials and supplies in order 10 ensure continuous operation of
generating facilities and reliable delivery to customers. As of December 31, 2007, the inventory balance for U S Franchised Electric and Gas was approximately $817 million Sce Note | to
the Consolidated Financial Statements, "Summary of Significant Accounting Policies," for additional information

Insurance and Decommissioning
Duke Energy owns and operates the McGuire and Oconee Nuclear Stations and operates ond has a partial ownership interest in the Catawba Nuclear Station The McGuire and the
Catawba Nuclear Stations each have two nuclear reactors and the Oconee Nuclear Station has three. Nuclear insurance includes: hability coverage; property, decontamination and premature

decommissioning coverage: and business interruption and/or exira expense coverage The other joint owners of the Catawba Nuclear Station reimburse Duke Energy [0r cerain expenses
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 of liability,
which is approximately $10 8 billion. See Note 17 to the Consolidated Financial Statements, "Commitments and Contingencies—Nuclear Insurance.” for more information

In 2005, the NCUC and PSCSC approved a $48 million annual amount for contributions and expense levels for decommissioning During 2007, Duke Energy expensed approximately
$48 million and contributed approximately 348 million of cash to the Nuclear Decommissioning Trust Funds (NDTF) for decommissioning costs The entire $48 million was contributed to the
funds reserved for contaminated costs as contributions to the funds reserved for non-contaminated costs have been discontinued since the current estimates indicate existing funds to be
sufficient to cover projected future costs. The balance of the external funds was $1,929 million as of December 31, 2007 and $1,775 million as of December 31, 2006 These amounts are
reflected in the Consolidated Balance Sheets as Nuclear Decommissioning Trust Funds Within Investments and Other Assets

Estimated site-specific nuclear decommissioning costs, including the cost of decommissioning plant components not subject to radioactive contamination, total approximately $2 3 billion
in 2003 dollars, based on a decommissioning study compieted in 2004 This includes costs related to Duke Energy's 12 5% ownership in Catawba Nuclear Station The other joint owners of
Catawba Nuclear Station are responsible for decommissioning costs related to their ownership interests in the station. The previous study, conducted in 1999. estimated a decommissioning cost
of $1 9 billion ($2.2 billion in 2003 dollars at 3% inflation}. The estimated increase is due primarily to inflation and cost increases for the size of the organization needed to manage the
decommissioning project (based on current industry experience at facilities undergoing decommissioning). Both the NCUC and the PSCSC have allowed Duke Energy to recover estimated
decomrmussioning costs through retai rates over the expected rematning service periods of Duke Energy's nuclear stations Duke Energy believes that the decommissioning costs being
recovered through rates. when coupled with expected fund earnings, are sufficient to provide for the cost of decommissioning

Afler used fuel is removed from a nuclear reactor, it is cooled in a spent-fuel pool at the nuclear station. Under provisions of the Nuclear Waste Policy Act of 1982, Duke Enerpy
contracted with the Department of Energy (DOE) for the disposal of used nuclear fuel The DOE failed to begin accepting used nuclear fuel on January 31, 1998, the date specified by the
Nuclear Waste Policy Act and in Duke Energy's contract with the DOE In 1998, Duke Energy filed a claim with the U S Court of Federal Claims against the DOE related to the DOE's failure
to accept commercial used nuclear fuel by the required date Damages claimed in the lawsuit are based upon Duke Energy's costs incurred as a result of the DOE's partial material breach of its
contract, including the cost of securing additional used fuel storage capacity. On March 6, 2007, Duke Energy Carolinas and the U.S Department of Justice reached a settlement resolving
Duke Energy's used nuclear fuel litigation against the DOE The agreement provided for an initial payment to Duke Energy of approximately $56 million for certam storage costs incurred
through July 31, 2003, with additional amounts reimbursed annually for future storage costs Duke Energy will continue to safely manage its used nuclear fuel untit the DOE accepts it

Duke Energy has experienced numerous claims for indemnification and medical reimbursements relating to damages for bodily injuries alleged to have arisen from the exposure to or use
of asbestos in connection with construction and maintenance activities conducted by Duke Energy Carolinas on its electric generation plants prior 1o 1985 Duke Energy has third-party

insurance to cover certain
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losses related to Duke Energy Carolinas' asbestos-related injuries and damages above an aggregate self insured retention of $476 million Reserves recorded on Duke Energy's Consolidated
Balance Sheets are based upon the minimum amount in Duke Energy's best estimate of the range of loss for current and future asbestos claims through 2027 Management believes it is possible
that claims will continue to be filed against Duke Energy Carolinas after 2027 In light of the uncertainties inherent in a longer-term forecast, management does not believe they can reasonably
estimate the indemnity and medical costs that might be incurred after 2027 related to such potential claims Asbestos-related reserve estimates incorporate anticipated inflation, if applicable,
and arc recorded on an undiscounted basis These reserves are based upon current estimates and are subject to greater uncertainty as the projection period lengthens A significant upward or
downward trend in the number of claims filed, the nature of the alleged injury, and the average cost of resolving each such claim could change management's estimated hability, as could any
substantial adverse or {avorable verdict attrial A federal legislative solution, {urther state tort reform or structured settlement transactions could also change the estimated liability Given the
uncertainties associated with projecting matters into the future and numerous other factors outside Duke Energy's control, management believes it is reasonably possibie that Duke Energy
Carolinas may incur asbestos liabilities in excess of its recorded reserves

Duke Energy Indiana and Duke Energy Ohio have also been named as defendants or co-defendants in lawsuits related 1o asbestos at their electric generating stations The impact on Duke
Energy's financial position, cash flows, or results of operations of these cases to date has not been material Based on estimates under varying assumptions, concerning uncertainties, such as,
among others: (i) the number of contractors patentially exposed to asbestos during construction or maintenance of Duke Energy Indiana and Duke Energy Ohio generating plants; (if) the
possible incidence of vanous ilinesses among exposed workers, and (i) the potential settlement costs without federal or other legislation that addresses asbestos tort actions, Duke Energy

estimates that the range of reasonably possible exposure in existing and future suits over the foreseeable future is not material This estimated range of exposure may change as additional
settlernents occur and claims are made and more case law 15 established

See Note 17 to the Consolidated Financial Statements, "Commitments and Contingencies—Asbestos Related Injuries and Damages Claims,” for more information

Competition

U 8 Franchised Electric and Gas competes in some areas with government-owned power systems, municipally owned electric systems, rural glectric cooperatives and other private
utilities. By statute, the NCUC and the PSCSC assign service areas outside municipalities in North Carolina and South Carolina, respectively, to regulated electric utilities and rural electric
cooperatives Substantially all of the territory comprising Duke Energy Carolinas’ service area has been assigned in this manner In unassigned areas, Duke Energy Carolinas' business remains
subject to competition. A decision of the North Carolina Supreme Court limits, in some instances, the right of North Carolina municipalities to serve customers outside their corporate limits . In
South Carolina, competition continues between municipalities and other electric suppliers outside the municipalities' corporate limits, subject to the regulation of 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 generation service 1o residential, commercial
and industrial customers In Indiana, the state is divided into certified electric service areas for municipal utilities, rural cooperatives and investor owned utilities There are limited
circumstances where the certified clectric service arcas can be modified, with approval of the IURC U S Franchised Electric and Gas also competes with other utilities and marketers in the
wholesale electric business In addition, U S Franchised Electric and Gas continues o compete with natural gas providers

Regulation

State

The NCUC, the PSCSC, the PUCO, the TURC and the KPSC (collectively. the State Utility Commissions) approve rates for retail electric service within their respective states. In
addition, the PUCQ and the KPSC approve rates for retail gas distribution service within their respective states The FERC approves U S Franchised Electric and Gas' cost based rates for
electric sales to certain wholesale customers For more information on rate matters, see Note 4 to the Consolidated Financial Statements, "Regulatory Matters—U S Franchised Electric and
Gas." The State Utility Commissions, except for the PUCQO. also have authority over the construction and operation of U S Franchised Electric and Gas' facilities CPCN's issued by the State
Utility Commissions, as applicable, authorize U S Franchised Electric and Gas Lo construct and operate its clectric facilities, and ta sell electricity to retail and wholesale customers Prior
approval from the relevant State Utility Commission is required for Duke Energy’s regulated operating companies to issue securities
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In June 2007, Duke Energy Carolinas filed an application with the NCUC secking authority lo increase its rates and charges for electric service in North Carolina effective January 1,
2008 This application complied with a condition imposed by the NCUC in appraving the Cinergy merger On October 5, 2007, Duke Energy Carolinas filed an Agreement and Stipulation of
Partial Seitlement (Partial Settlement), a settiement agreement among Duke Energy Carolinas, the NCUC Pubiic Staff. the North Carolina Attorney General's Office, Carolina Utility
Customers Association Inc, Carolina Industrial Group for Fair Utility Rates 11T and Wal-Mart Stores East LP, for consideration by the NCUC. The Partial Settiement, which includes Duke
Energy Carolinas and all intervening parties to the rate case, reflected sgreements on all but a few issues in these matters, including two significant issues  The two significant issues related to
the treatment of ongoing merger cost savings resulting from the Cinergy merger and the proposed amartization of Duke Energy Carolinas’ development costs related to GridSouth Transco,
LLC (GridSouth), a Regional Transmission Organization (RTO) planned by Duke Energy Carolinas and other utility companies as a result of previous FERC rulemakings. which was
suspended in 2002 and discontinued in 2005 as a result of regulatory uncertainty  The Partial Settlement and the remaining disputed issues were presented to the NCUC for a ruling

The Partial Settlement reflected an agreed to reduction in net revenues and pre-tax cash flows of approximately $210 million and corresponding rate reductions of 12 7% to the industrial
class, 5 05% - 7 34% to the general class and 3 85% to the residential elass of customers with an effective dale of January 1, 2008 Under the Partial Settlement, effective January 1, 2008, Duke
Energy Carolinas discontinued the amortization of the environmental compliance costs pursuant to North Carolina clean air legislation discussed above and began capitalizing all environmental
compliance costs above the cumulative amortization charge of $1.05 billion as of December 31, 2007 Over the past five years, the average annual clean air amortization was $210 million. The

Partial Settlement was designed to enable Duke Energy Carolinas to earn a rate of return of 8 57% on a North Carolina retail jurisdictional rate base and an 11% return on the common equity

component of 1he approved capiial Struciure, WHIch Consists 0l 47% debt and 53%e COmon equity As parror tesertement; Huke Enerpy Carotimas wgreed worsher the e existing butk
power marketing (BPM) profit sharing arrangement that included a provision to share 50%% of the North Carolina retail allocation of the profits from certain wholesale sales of bulk power from
Duke Energy Carolinas’ generating units at market based rates Under the Partial Settlement, Duke Energy Carolinas will share 90% of the North Carolina retail allocation of the profits from
BPM transactions beginning January 1, 2008

The NCUC issued its Order Approving Stipulation and Deciding Non-Settled Issues on December 20, 2007, The NCUC approved the Partial Scttiement in its entirety  The merger
savings rider and GridSouth cost matters are discussed in detail below For the remaining non-settled issues, the NCUC decided in Duke Energy Carolinas' favor. With respect to the non-settled
issues, the Order required that Duke Energy Carolinas' test period operating costs reflect an annualized level of the merger cost savings actually experienced in the test period in keeping with
traditional principles of ratemaking The NCUC explained that because rates should be designed to recover a reasonable and prudent level of ongoing expenses, Duke Energy Carolinas’ annual
cost of service and revenue requirement should reflect, as closely as possible, Duke Energy Carolinas' actual costs However, the NCUC recognized that its treatment of merger savings would
not produce a fair result Therefore, the NCUC preliminarily concluded that it would reconsider certain language in its 2006 merger order in order to allow it to authorize a 12-month increment
rider of approximately $80 million designed to provide a more equitable sharing of the actual merger savings achieved on an ongoing basis. Additionally, the NCUC concluded that
approximately $30 million of costs incurred through June 2002 in connection with GridSouth and deferred by Duke Energy Carolinas, were reasonable and prudent and approved a ten-year
amortization, retroactive to June 2002 As a result of the retroactive impact of the Order, Duke Energy Carolinas recorded an approximate $17 million charge to write-off a portion of the
GridSouth costs in 2007 The NCUC did not allow Duke Energy Carolinas a return on the GnidSouth investments As a result of its decision on the non-settied issues, the NCUC ordered an
additional reduction in annual revenues of approximately $54 million. offser by its preliminary authorization of a 1 2-month, $80 million increment rider. as discussed above The Order
ultimately resulted in an overall average rate decrease of 5% in 2008, increasing to 7% upon expiration of this one-time rate rider. On February 18, 2008, the NCUC issued an order confirming
their preliminary conclusion regarding the merger savings rider This order reaffirmed the prior tentative conclusion that the provisions of the Merger Order will not produce a fair sharing of
the benefits of estimated merger savings between ratepayers and shareholders and that, for that reason, Duke Energy should be authorized to implement a 12-month increment rider to collect
$80 million.

South Carolina passed new energy legislation which became effective May 3, 2007 Key elements of the legislation include expansion of the annual fuel clause mechanism to include
recovery of costs of reagents (ammonia, himestone, etc ) that are consumed i the operation of Duke Energy Carolinas' 80, and nitrogen oxide (NOy) control technologies and the cost of
certain emission allowances used to meet environmental requirements The cost of reagents for Duke Energy Carolinas in 2008 is expected to be approximately $30 million With the enactment
of this legistation. Duke Energy Carolinas will be allowed to recover the South Carolina portion of these costs, incurred on or after May 3, 2007, through the fuel clause. The legislation also
includes provisions to provide assurance of cost recovery related to a utility’s incurrence of project development costs associated with nuclear basceload generation, cost recovery assurance for

construction costs associated with nuclear or coal baseload generation, and the ability to recover financing costs for new nuclear base-

17



Table of Contents
PART

load generation in rates during construction The North Carolina General Assembly also passed comprehensive energy legislation in July 2007 that was signed into Jaw by the Governor on
August 20, 2007 The North Carolina legislation allows utilities to recover the costs of reagents and certain purchased power costs Like the South Carolina legislation, the North Carolina
legislation provides cost recovery assurance for nuclear project development costs as well as baseload generation construction costs A utility may include {inaneing costs related to
construction work in progress for bascload plants in a rate case The North Carolina legistation also establishes a renewable portfolio standard for electric utilities at 3% of energy output in
2012, rising gradually to 12 5% by 2021, and grants the NCUC authority to approve a rate rider to compensate utilitics for enerpy efficiency programs that they implement On August 23,
2007, the NCUC mtiated a rulemaking proceeding to adopt new rules and modify existing rules, as appropriate, to implement the legislation That proceeding is pending and final rules are
expected in the first quarter 2008 At this lime, Duke Energy is not able to estimate the impact these legislative initiatives might have on its consolidated results of operations, cash flows, or
financial position

On December 12, 2007, the PSCSC directed the ORS to provide a written report concerning the NCUC's resolution of Duke Energy Carolinas' rate application and its relevance to Duke
Energy Carolinas' rates in South Carolina The ORS in turn requested information from Duke Energy Carolinas. After review of information supplied by Duke Energy Carolinas and several
other documents refated to the North Carolina rate case, and afler conversations with the North Carolina Public Staff, the ORS {Hled its report with the PSCSC on January 31, 2008. The ORS
concluded that the outcome of the North Carolina rate case had no bearing on Duke Energy Carolinas' rates in South Carolina The PSCSC has not yet responded to the report filed by the ORS

Electric generation supply service has been deregulated in Ohio. Accordingly, Duke Energy Ohio's electric generation has been deregulated and Duke Energy Ohio is in a competitive

retail electric service markel in the state of Ohio Under applicable legisation goverming the dercpiianion of genertion. Duke Bnergy-Ohivhas implenrentedw RSP Hnclodinga-market-based
standard service offer (MBSSO) approved by the PUCO The RSP. among other things, allows Duke Encrgy Ohio to recover increased costs associated with environmental expenditures on its
deregulated generating fleet, capacity reserves, and provides for a fuel and emission allowance cost recovery mechanism through 2008 See Note 4 1o the Consolidated Financial Statements,
"Regulatory Matters—U S Franchised Electric and Gas - Rate Related Information” for additional information

On September 25, 2007, at the request of the Governor of Ohio, the Ohio Senate introduced a bill (SB 221) that proposes a comprehensive change to Ohio's 1999 electric energy industry
restructuring legistation. If enacted, SB 221 would expand the PUCO's authority over generation to: implement the state's revised energy policy; regulate electrie distribution utility prices for
standard service; and permit the PUCO to implement rules for advanced energy portfolio and energy eficiency standards, greenhouse gas emission reporting requirements, and pilot project
carbon sequestration activities in conjunction with other state agencies Under SB 221. electric distribution wtilities have the ability to apply for PUCO approval of one of two generation
pricing alternatives —a market option or an Electric Security Plan (ESP) option. The market option is based upon a competitive bidding process The ESP option would allow for the recovery of
specified costs. The PUCO, however, would have authority to disallow the market option and compel! the ESP option SB 221, if enacted, would limit the ability of a utility to transfer its
dedicated generating assets 1o an exempt wholesale generator absent PUCO approval SB 221 pagsed the Ohio Senate on October 31, 2007, and is currently pending before the Ohio House of
Representatives

Federal

Regulations of FERC and the State Utility Commissions govern access to regulated electric and gas customer and other data by non-repulated entities, and services provided between
regulated and non-regulated energy affiliates These regulations affect the activities of non-regulated affiliates with U S Franchised Electric and Gas

The Energy Policy Act of 2005 was signed into law in August 2005 The legislation directs specified agencies to conduct a significant number of studies on various aspects of the energy
industry and to implement other provisions through rulemakings Among the key provisions, the Energy Policy Act of 2005 repealed the Public Utility Holding Company Act (PUHCA) of
1633, directed FERC to establish a self-regulating electric reliability organization governed by an independent board with FERC oversight, extended the Price Anderson Act for 20 years (until
2025y, provided loan puarantees, standby support and production tax credits for new nuclear reactors, gave FERC enhanced merger approval authority, provided FERC new backstop authority
for the siting of certain electric transmission projects, streamlined the processes for approval and permitting of interstate pipelines. and reformed hydropower relicensing In 2005 and 2006,
FERC initiated several rulemakings as directed by the Energy Policy Act of 2005 These rule makings have now been completed, subject to certain appeals and further proceeding Duke
Energy does not belicve that these rulemakings or the appeals will have a material adverse effect on its consolidated results of operations, cash flows or financial position
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The Energy Policy Act of 1992 and subsequent rulemakings and events initiated the opening of wholesale energy markets to competition. Open access transmission {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 and deliver capacity and energy at market based prices. which can lower overall costs to retail customers

Duke Energy Ohio, Duke Energy Kentucky and Duke Energy Indiana are transmission owners in a regional transmission organization operated by the Midwest Independent Transmission
System Operator, Inc (Midhwest IS0), a non-profit arganization which maintains functional contrel over the combined iransmission systems of its members In 2005, the Midwest ISO began
administering an energy marke! within its footprint

On December 17, 2001 the IURC approved the transfer of functional control of the operation of the Duke Energy Indiana transmission system to the Midwest ISO, an RTO established in
1998 On June 1, 2005, the TURC autherized Duke Energy Indiana to transfer control area operations tasks and responsibilities and transfer dispatch and Day 2 energy markets tasks and
responsibilities to the Midwest ISO

The Midwest ISO 1s the provider of transmission service requested on the transmission facilities under its tarifl It is responsible for the reliable operation of those transmission facilities
and the regional planning of new transmission facilities The Midwest ISO administers energy markets utilizing 1.ocational Marginal Pricing (i e, the energy price for the next MW may vary
throughout the Midwest ISO market based on transmission congestion and energy losses) as the methodology for relieving congestion on the transmission facilities under its functional control

On December 19, 2005, the FERC approved a plan filed by Duke Energy Carolinas 10 establish an "Independent Entity” (IE) to serve as a coordinator of certain transmission functions

and an "Independent Monitor” (INf) to manitor the transparency and fairness of the operation of Duke Energy Carolinas™transmission sysiem Duke Encrgy Carohnas remams (he OWner and
aperator of the transmission system, with responsibility for the provision of transmission service under Duke Encergy Carolinas’' Open Access Transmission Tariff. Duke Energy Carolinas
retained the Midwest ISO to act as the [E and Potomac Econornics, Ltd. to act as the IM The IE and IM bepan eperations on November 1, 2006 Duke Energy Carolinas is not currently
seeking adjustments to its transmission rates to reflect the incremental cost of the proposal, which is not projected to have a material adverse effect on Duke Energy’s future consolidated results

of operations, cash flows or financial position

Other

U 8. Franchised Electric and Gas is subject to the NRC jurisdiction for the design, construction and operation of its nuclear generating facilities In 2000, the NRC renewed the operating
heense for Duke Energy’s three Oconee nuclear units through 2033 for Units 1 and 2 and through 2034 for Unit 3 In 2003, the NRC rencewed the operating licenses for all units at Duke
Energy's McGuire and Catawba stations The two McGuire units are licensed through 2041 and 2043, respectively, while the two Catawba units are licensed through 2043, All but one of U S
Franchised Electric and Gas' hydroelectric generating facilities are licensed by the FERC under Part I of the Federal Power Act, with license terms expiring from 2005 to 2036, The FERC has
authority to issue new hydroelectric generating licenses Hydroelectric facilities whose licenses expired in 2005 are operating under annual extensions of the current license until FERC issues a
new license Other hydroelectric facilities whose licenses expire between 2008 and 2016 are in various stages of relicensing Duke Energy expects to receive new licenses for all hydroelectric
facilities with the exception 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 of the muti-stakeholder licensing agreement

U S Franchised Electric and Gas is subject to the jurisdiction of the U 8 Environmental Protection Agency (EPA) and state and Jocal environmental agencies (For a discussion of
environmental regulation, see "Environmental Matters" in this section )

COMMERCIAL POWER

Commercial Power owns, operates and manages non-regulated power plants and engages in the wholesale marketing and procurement of electric power, fuel and emission allowances
related to these plants as well as other contractual positions Commercial Power's generation asset fleet consists of Duke Energy Ohio's non-regulated generation in Ohio, acquired from
Cinergy in April 2006 and the five Midwestern gas-fired non-regulated generation assets that were a portion of former DENA Commercial Power's assets are comprised of approximately
8,000 net megawatts of power generation primarily located in the Midwestern United States The asset portfolio has a diversified fuel mix with baseload and mid-merit coal-fired units as well
as combined cycle and peaking natural gas-fired units Most of the generation asset output in Ohio has been contracted through the RSP described below See Item 2. "Properties” for further

discussion of the generating facilities Commercial Power also develops and implements customized energy solutions
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Commercial Power, through DEGS, is an on-site energy solutions and utility services provider Primarily through joint ventures. DEGS engages in utility systems construction, operation
and maintenance of utility facilities, as well as cogencration Cogeneration is the simultancous production of two or more forms of usable energy from a single source In support of a strategy
to increase its renewable energy portivlio, DEGS acquired the wind power development assets of Energy Investor Funds from Tierra Energy in May 2007 Three of the development projects
for a total of 240 MW of wind energy acquired from Tierra Energy are anticipated to be in commercial operation in late 2008 or 2009 and are currently under construction DEGS also has over
2,500 MW of wind energy projects in the development pipeline

DEGS also owns coal-based synthetic fuel (synfuel) production facilities which convert coal feedstock into synfuel for sale to third parties. The synfuel produced in these facilities
qualified for tax credits through 2007 in accordance with Internal Revenue code Section 29/45K 1f certain requirements are satisfied. The production of synfuel was ceased at the end of 2007
upon the expiration of the tax credits

In October 2006, Duke Energy completed the sale of Commercial Power's cnergy marketing and trading activities, which were acquired in the Cinergy merger Additionally, in December
2006, Duke Energy completed the sale of Caledonia Power 1, LLC, which is the project company that operated and managed the Caledonia peaking generation facility in Mississipps

In February 2008, Duke Energy entered into an agreement to sell its 480 MW natural gas-fired peaking generating station located near Brownsville, Tennessee to Tennessee Valley
Authority . This transaction, which is subject to FERC and other regulatory approvals, is expected to close in the second quarter of 2008

Competition

Commercial Power primarily competes for wholesale contracts for the purchase and sale of electricity, coal, natural gas and emission allowances The market price of commodities and
services, along with the quality and reliability of services provided, drive competition in the energy marketing business Commercial Power's main competitors include other non-regulated
generatoss in the Midwestern U S wholesale power, coal and natural gas marketers, renewable energy companies and financial institutions and hedge funds engaged in energy commodity

marketing and trading
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Duke Energy Ohio has been charging the MBSSO to non-residential customers

ince January 1, 2005 and to residential customers since January 1, 2006 The MBSSO charge consists of
the following discrete charges:
+  Annually Adjusted Component - intended to provide cost recovery primarily for environmental compliance expenditures. This component is avoidable (or by-passable) by all
customers that switch to an alternative clectric service provider
« Infrastructure Maintenance Fund Charge - intended to compensate Duke Enerpy Ohio for commuitting its physical capacity This charge is avoidable (or by-passable) only by non-
residential customers that switch to an alternative electric service provider and agree to remain off the RSP
»  System Reliability Tracker - intended to provide actual cost recovery for capacity purchases This charge is by-passable only by non-residential load under certain circumstances
+  Generation Prices and Fuel Recovery: A market price has been established for generation service A component of the market price is a fuel cost recovery mechanism that is adjusted
quarterly for fuel, emission allowances, and certain purchased power costs that exceed the amount originally included in the rates frozen in the Duke Energy Ohio transition plan
These new prices were applied (o non-residential customers beginning Januacy 1. 2005 and 1o residential customers beginning January 1, 2006
+  Transmission Cost Recovery: A transmission cost recovery mechanism was established beginning January 1, 2005 for non-residential customers and beginning January 1, 2006 for
residential customers. The transmission cost recovery mechanism is designed to permit Duke Energy Ohio to recover certain Midwest ISO charges and all FERC approved
transmission costs allocable to retail ratepayers that are provided service by Duke Energy Ohio

Regulation

Commercial Power is subject to regulation at the state level, primarily {from PUCO and at the federal level, primarily from FERC The PUCO approves prices for all retail electric
generation sales by Duke Energy Ohio for its native retail service territory See "Regulation” section within U S Franchised Electric and Gas for additional information regarding deregulation
in Ohio

Regulations of FERC and the PUCO govern access to regulated electric customer and other data by non-regulated entities, and services provided between regulated and non-regulated
energy affiliates These regulations affect the activities of Commercial Power

Other ongaing regulatory initiatives at both state and federal levels addressing market design. such as the development of capacity markets and real-time electricity markets. impact
financial results from Commercial Power's marketing and generation activities

Commercial Power is subject 10 the jurisdiction of the EPA and state and local environmental agencies (For a discussion of environmental regulation, see "Environmental Matters” in this
section )

INTERNATIONAL ENERGY

International Energy operates and manages power generation facilities and engages in sales and marketing of electric power and natural gas outside the U S It conducts operations
primarily through DET and its activities target power generation in Latin America Additionally, International Energy owns equity investments in: National Methanol Company (NMC), located
in Saudi Arabia, which is a regional producer of methanol and methy] tertiary butyl cther (MTBE) and Awiki Gas Supply S.A. (Attiki), located in Athens, Greece, which is a natural gas
distributer and was acquired in connection with the Cinergy merger

International Energy’s customers include retail distributors, electric utilities, independent power producers, marketers and industrial/commercial companies International Energy's current

strategy is focused on optimizing the value of its current Latin American portfolio and expanding the portfolio through investment in generation opportunities in Latin America
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International Energy owns, operates or has substantial interests in approximately 4,000 net MW of generation facilities. The following map shows the locations of International Energy's

facilities, including its interest in non-generation facilities in Saudi Arabia and Greece

Duke Energy International Facilities

LCHAI

Ml -

PR dprayia - ik
EANIYIN

ST SRARIA

In February 2007, International Energy closed the sale of its 50 percent ownership interest in two hydroclectric power plants near Cochabamba, Bolivia to Econergy International

International Energy had an investment in Compafiia de Servicios de Compresidn de Campeche, 5 A (Campeche), a natural gas compression facility in the Cantarell oil field in the Gulf
of Mexico. In August 2007 as a result of the expiration of a gas compression services agreement with the Mexican National Oil Company (PEMEX), ownership of the facility transferred to
PEMEX

Competition and Regulation

International Energy’s sales and marketing of electric power and natural gas competes directly with other generators and marketers serving its market areas Competitors are country and
region-specific but include government owned electric generating companices, local distribution companies with self-generation capability and other privately owned electric generating
companies The principal elements of competition are price and availability, terms of service, flexibility and reliability of service

A high percentage of International Enerpy's portfolio consists of baseload hydro electric generation facilities which compete with other forms of electric generation available 1o
International Energy's customers and end-users, including natural gas and fuel oils Economic activity, conservation, legislation, governmental regulations, weather and other factors affect the
supply and demand for electricity in the regions served by Internationsl Energy

International Energy's operations are subject to both country-specific and intemational laws and regulations. (See "Environmental Matters” in this section )
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CRESCENT

As previously discussed, effective September 7, 2006, Duke Energy completed the Crescent JV transaction, whereby Duke Energy sold an effective 50% interest in Crescent

Crescent develops and manages high-quality commercial, residential and multi-family real estate projects. and manages land holdings, primarily in the Southeastern and Southwestern
U S As of December 31, 2007, Crescent owned 0 9 million square feet of commercial. industrial and retail space, with an additional 0 5 million square feet under construction This portfolio
included 0 7 million square feet of office space, 0.7 million square feet of warchouse space and 49 thousand square fect of retail space Crescent's residential developments include high-end
country club and golf course communities, with individual lots sold to custom builders and tract developments sold to national builders Crescent had two multi-family communities at
December 31, 2007, including one operating property and one property under development As of December 31, 2007, Crescent also managed approximately 122,608 acres of land

Competition and Regulation

Crescent competes with multiple regional and national real estate developers across its various business lines in the Southeastern and Southwestern U.§ Crescent's residential division
sells developed lots 1o regional and national home builders and retail buyers, competing with other developers and home builders who have inventories of developed lots Crescent's
commercial division leases oflice, industrial and retail space, competing with other public and private developers and owners of commercial property, mcluding national real estate investment

trusts (REITs). Similarly, Crescent's multi-family division leases apartment units primarily to individuals, competing with other private developers and multi-family REITs

Crescent is subject to the jurisdiction of the EPA and state and Tocal environmental agencies

OTHER

The remainder of Duke Energy's operations is presented as Other While it 1s not considered a business segment, Other primarily includes certain unallocated corporate costs, DukeNet
and related telecom businesses and Bison Insurance Company Limited (Bison), Duke Energy’s wholly owned, captive insurance subsidiary Additionally, Other includes the remaining portion
of Duke Energy's business formerly known as DENA that was not exited or transferred to Commercinl Power, primarily DETM, which management is currently in the process of winding
down Unallocated corporate costs include certain costs not allocable to Duke Energy’s reportable 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 corporate severance programs DukeNet develops, owns and operates a fiber optic communications
network, primarily in the Carolinas, serving wireless, local and long-distance communications companies, intemet service providers and other businesses and organizations Bison's principal
activities as a captive insurance entity include the insurance and reinsurance of various business risks and losses, such as workers compensation, property, business interruption and general
liability of subsidiaries and afTiliates of Duke Energy On a limited basis. Bison alsa participates in reinsurance activities with certain third parties

Competition and Regulation
The entities within Other are subject 1o the jurisdiction of the EPA and state and local environmental agencies (For a discussion of environmental regulation, see "Environmental Matters”

in this section )

ENVIRONMENTAL MATTERS
Duke Energy is subject to international, federal, state and local laws and regulations with regard to air and water quality, hazardous and solid waste disposal and other environmental
matiers. Environmental laws and regulations affecting Duke Energy include, but are not imited o
+  The Clean A Act, as well as state laws and regulations impacting air emissions, including State Implementation Plans related to existing and new national ambient arr quality
standards for ozone and particulate matter Owners and/or operators of air emission sources are responsible for obtaining permits and for annual compliance and reporting
+  The Clean Water Act which requires permits {or {acilitics that discharge wastewaters into the environment
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+  The Comprehensive Environmental Response, Compensation and Liability Act, which can require any individual or entity that currently owns or in the past may have owned or
operated a disposal site, as well as transporters or generators of hazardous substances sent to a disposal site. to share in remediation costs

+  The Solid Waste Disposal Act, as amended by the Resource Conservation and Recovery Act. which requires certain solid wastes, including hazardous wastes, 1o be managed pursuant
to a comprehensive regulatory regime

+  The National Environmental Policy Act, which requires federal agencies to consider potential environmental impacts in their decisions, including siting approvals

. The North Carelina clean air le&jslmion that froze electric utility rates from June 20, 2002 to December 31, 2007 (rate freeze period), subject to certain conditions, in order for North
Carohna electric utilities, inchiding Duke Energy, to significantly reduce emissions of SOy and NOy from coal-fired power plants in the State The legislation allows electric utilities,

including Duke Energy, to accelerate the recovery of compliance costs by amortizing them over seven years {2003-2009). However, Duke Energy Carolinas ended its amortization in
2007 as part of ils raté case settlement with the NCUC

(For more information on environmental matters involving Duke Energy, including possible Liability and capital costs, see Notes 4 and 17 to the Consolidated Financial Statements,
"Regulatory Matters,” and "Commitments and Contingencies—Environmental,” respectively )

Except to the extent discussed in Note 4 to the Consolidated Financial Statements, *Regulatory Matters," and Note 17 o the Consohidated Financial Statements, "Commitments and
Contingencics,” compliance with international, federal, state and local provisions regulating the discharge of materials into the environment, or otherwise protecting the environment, is

incorporated into the routine cost structure of our various business segments and is not expected to have a material adverse effect on the competitive position, cansolidated results of operations,
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GEOGRAPHIC REGIONS

Tor a discussion of Duke Energy's foreign operations and the risks associated with them, see "Risk Factors,” "Management's Discussion and Analysis of Results of Operations and
Financial Condition, Quantitative and Qualitative Disclosures About Market Risk—Foreign Currency Risk,” and Notes 3 and 8 1o the Consolidated Financial Statements, *Business Segments”
and "Risk Management and Hedging Activitics, Credit Risk, and Financial Instruments," respectively

EMPLOYEES
On December 31, 2007, Duke Energy had approximately 17,800 employees A total of approximately 4,500 operating and maintenance employees were represented by unions

EXECUTIVE OFFICERS OF DUKE ENERGY

STEPHEN G DE MAY, 45, Vice President and Treasurer Mr De May assumed his current position in November 2007 Prior to thal, he served as Assistant Treasurer since April 2006,
upon the merger of Duke Energy and Cinergy Until the merger of Duke Energy and Cinergy, Mr De May served as Viee President, Energy and Environmental Poliey of Duke Energy since
February 2004 Prior to that Mr De May served as Vice President, Business Unit Finance from November 2000 to February 2004

LYNN J. GOOD, 48, Group Executive and President, Commercial Businesses Ms Good assumed her current position in November 2007 Prior to that. she served as Senior Vice
President and Treasurer since December 2006; prior to that she served as Treasurer and Vice President, Financial Planning since October 2006; and prior to that she served as Vice President
and Treasurer since April 2006, upon the merger of Duke Energy and Cinergy Until the merger of Duke Energy and Cinergy, Ms Good served as Executive Vice President and Chief
Financial Officer of Cinergy from August 2005, Vice President, Finance and Controller of Cinergy from November 2003 to August 2005 and Vice President, Financial Project Strategy of
Cinergy from May 2003 to November 2003 Prior to that, Ms. Good was a partner with the international accounting firm Deloitte & Touche LLP in Cincinnati, Ohio from May 2002 to May
2003

DAVID L. HAUSER, 56, Group Executive and Chief Financial Officer Mr Hauser assumed his current position in April 2006, upon the merger of Duke Energy and Cinergy. Until the
merger of Duke Energy and Cinergy, Mr Hauser served as Group Vice President and Chief Financial Officer of Duke Energy since March 2004 and as Acting Chief Financial Officer of Duke
Energy from December 2003 to March 2004 Prior to that, he served as Senior Vice President and Treasurer of Duke Energy from July 1998 to December 2003

DHIAA M. JAMIL, 51, Group Executive and Chief Nuclear Officer Mr Jamil assumed his current position in February 2008 Prior to that he served as Senior Vice President, Nuclear
Support, Duke Energy Carolinas, 1.L.C since March 2007; and prior to that he served as Vice President. Catawba Nuclear Station, Duke Energy Carolinas, LLC since April 2006, upon the
merger of Duke Energy and Cinergy
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Until the merger of Duke Energy and Cinergy, Mr Jamil served as Vice President Catawba Nuclear Station, Duke Power {rom March 2004 to April 2006, and prior to that he served as Nuclear
Station Vice President, Duke Power of Duke Energy from September 2003 to March 2004 Prior to that he served as Vice President, McGuire Nuclear Station Duke Power from September
2002 to September 2003

JULIA S JANSON, 43, Senior Vice President, Ethics and Compliance and Corporate Secretary Ms Janson assumed her current position in December 2006, Prior to that she served as
Vice President, Corporate Secretary and Chicf Ethics and Compliance Officer since April 2006, upon the merger of Duke Energy and Cinergy Until the merger of Duke Energy and Cinergy,
Ms. Janson served as Chief Compliance Officer of Cinergy since 2004 and Corporate Seeretary of Cinergy since 2000

MARC E. MANLY, 55. Group Executive and Chief Legal Officer Mr Manly assumed his current position in April 2006, upon the merger of Duke Energy and Cinergy. Until the merger
of Duke Energy and Cinergy, Mr Manly served as Executive Vice President and Chief Legal Officer of Cinergy since November 2002

JAMES E ROGERS, 60, Chairman, President and Chief Executive Officer Mr Rogers assumed the role of Chiel Executive Officer and President in April 2006, upon the merger of’
Duke Energy and Cinergy and assumed the role of Chairman on January 2, 2007 Until the merger of Duke Energy and Cinergy, Mr Rogers served as Chairman of the Board of Cinergy since
2000 and as Chief Executive Officer of Cinergy since 1993

CHRISTOPHER C ROLFE, 57, Group Executive and Chief Administrative Officer Mr Rolfe assumed his current position in November 2006 Prior to that, he served as Group
Executive and Chief Human Resources Officer since April 2006, upon the merger of Duke Energy and Cinergy . Until the merger of Duke Energy and Cinergy, Mr Rolfe served as Vice

President, Human Resources of Duke Energy since January 2003 Prior to that, M RoI€ Served a3 Senior vice Prestdent. STRERY, Phnig & Hummn Resourcesof Buke Energy-tromrvarch
2003 to January 2005 and Senior Vice President, Human Resources of Duke Energy from January 2001 to March 2003

B KEITH TRENT, 48, Group Executive and Chief Strategy, Policy and Regulatory Officer Mr Trent assumed his current position in May 2007 Prior to that he served as Group
Executive and Chief Strategy and Policy Officer since October 2006 and prior to that he served as Group Executive and Chief Development Officer since April 2006, upon the merger of Duke
Enerpy and Cinergy Until the merger of Duke Energy and Cinergy, Mr Trent served as Executive Vice President, General Counsel and Secretary of Duke Energy since March 2003 Prior to
that he served as General Counsel, Litigation of Duke Energy from May 2002 to March 2005

JAMES L. TURNER, 48, Group Executive; President and Chiel Operating Officer, U S Franchised Electric and Gas Mr Turner assumed his current position in May 2007 Prior to that
he served as Group Executive and President, U S. Franchised Electric and Gas since October 2006, and prior to that he served as Group Executive and Chief Commercial Officer, U'S
Franchised Electric and Gas since April 2006, upon the merger of Duke Energy and Cinergy Until the merger of Duke Energy and Cinergy, Mr Tumer served as President of Cinergy since
2005, Executive Vice President and Chief Financial Officer of Cinergy from 2004 to 2005 and Executive Vice President and Chief Executive Officer, Regulated Business Unit of Cinergy from
2001 to 2004

STEVEN K YOUNG, 49, Senior Vice President and Controller Mr Young assumed his current position in December 2006 Prior 1o that he served as Vice President and Controller since
April 2006, upon the merger of Duke Energy and Cinergy Until the merger of Duke Energy and Cinergy, Mr Young served as Vice President and Controller of Duke Energy since June 2005
Prior to that Mr Young served as Senior Vice President and Chief Financial Officer of Duke Energy Carolinas from March 2003 to June 2005 and as Vice President, Rates and Regulatory
Affairs of Duke Energy Carolinas from March 1998 to March 2003

Exccutive officers serve until their successors are duly elected.

There are na family relationships between any of the executive officers, nor any arrangement or understanding between any exgcutive officer and any other person involved in officer

selection
Item 1A. Risk Factors.
Dudee Energy may be unable to achieve some or all of the benefits that are expected to be achieved in connection with the spin-eff of its natural gas businesses in Jamuary 2007,

Duke Encrgy may not be able to achieve the full strategic and financial benefits that are expected to result from the spin-ofT transaction or such benefits may be delayed or may not occur
atall
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Duke Energy's franchised electric reverues, earnings and results are dependent on state legislation and regulation that affect electric generation, transmission, distribution and
related activities, which may limit Dule Energy's ability to recover costs.

Duke Energy’s franchised electsic businesses are regulated on a cost-of-service/rate-of-return basis subject to the statutes and regulatory commission rules and procedures of North
Carolina, South Carolina, Ohio, Indiana and Kentucky 1f Duke Energy's franchised electric ¢amings exceed the returns established by the state regulatory commissions, Duke Energy's retail
cleetric rates may be subject to review by the commissions and possible reduction, which may decrease Duke Energy's future eamnings. Additionally, if regulatory bodies do not allow recovery
of costs ncurred in providing service on a timely basis, Duke Energy's future earnings could be negatively impacted

Duble Energy may incur substantial costs and liabilities due to Duke Energy’s ownership and operation of nuclear generating facilities.

Duke Energy's ownership interest in and operation of three nuclear stations subject Duke Energy to various risks including, among other things: the potential harmful effects on the
environment and human health resulting from the operation of nuclear facilities and the storage, handling and disposal of radioactive materials; limitations on the amounts and types of
insurance commercially available to cover losses that might arise in connection with nuclear operations; and uncertainties with respect to the technological and {inancial aspects of
decommissioning nuclear plants at the end of their licensed lives

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

compliance, the NRC may increase regulatory oversight. impose fines, and/or shut down a unit, depending upon 115 assessment of (he SEVerity of The situation Revised security amd safery
requirements promulgated by the NRC, which could be prompted by, among other things, events within or outside of Duke Energy's control, such as a serious nuclear incident at a facility
owned by a third-party, could necessitate substantial capital and other expenditures at Duke Enerpy's nuclear plants, as well as assessments against Duke Energy to cover third-party losses. In
addition, if a serious nuclear incident were to occur, it could have a material adverse effect on Duke Energy's results of operations and financial condition

Duke Energy’s ownership and operation of nuclear gencration facilitics also requires Duke Energy to maintain funded trusts that are intended to pay for the decommissioning costs of
Duke Energy's nuclear power plants Poor investment performance of these decommissioning trusts' holdings and other factors impacting decommissioning costs could unfavorably impact

Duke Energy's liquidity and results of operations as Duke Energy could be required to significantly increase its cash contributions to the decommissioning trusts

Duke Energy's plans for future expansion and modernization of its generation fleet subject it to risk of failure to adequately execute and manage its significant construction plans, as
well as the risk of recovering such costs in an untimely manner, which counld materially impact Dulie Energy's results of operations, cash flows or financial position.

During the five-year period from 2008 to 2012, Duke Energy anticipates cumnulative capital expenditures of approximately $23 billion The completion of Duke Energy's anticipated
capital investment projects in existing and new generation facilities is subject to many construction and development risks, including risks related to financing, obtaining and complying with
terms of permits, meeting construction budgets and schedules, and satisfying operating and environmental performance standards Moreover, Duke Encrgy’s ability to recover these costs m a
umely manner could materially impact Duke Energy's consolidated financial position, results of operations or cash flows

Duke Energy's sales may decrease if Dulce Energy is unable to gain adequate, reliable and affordable access to transmission assets
Duke Energy depends on transmission and distribution facilities owned and operated by utilities and other energy companies to deliver the electricity Duke Energy sells to the wholesale
market FERC's power transmission regulations require wholesale electric transmission services to be offered on an open-access, non-discriminatory basis I transmission is disrupted, or if

transmission capacity is inadequate, Duke Energy's ability to sell and deliver products may be hindered
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The different regional power markets have changing regulatory structures, which could affect 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 past, and may impose in the future, price limitations and other mechanisms to address
volatility in the power markets These types of price limitations and other mechanisms may adversely impact the profitability of Duke Energy's wholesale power marketing and trading
business

Duke Energy may be unable to secure long term power sales agr Is or tr ission agr , which conld expose Duke Energy's sales to increased volatility,

In the future. Duke Energy may not be able to secure Jong-term power sales agreements for Duke Energy's unregulated power generation {acilities If Duke Energy is unable to secure
these types of agreements, Duke Energy’s sales volumes would be exposed to increased volatility Without the benefit of long-term customer power purchase agreements, Duke Energy cannot
assure that it will be able to sell the power generated by Duke Energy’s facilities or that Duke Energy's facilities will be able to operate profitably  The inability 10 secure these agreements could
materially adversely affect Duke Energy’s resuits and business

Competition in the unregulated markets in which Duke Energy operates may adversely affect the growth and profitability of Duhe Energy's business.

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

pressures increase, the economics of Duke Energy's business may come under Tong-term pressure

In addition, regulatory changes have been proposed to increase access to electricity transmission grids by utility and non-utility purchasers and sellers of electricity These changes could
cantinue the disaggregation of many vertically-integrated utilities into separate generation, ransmission, distribution and retail businesses As a result, a significant number of additional
competitors could become active in the wholesale power generation segment of Duke Energy's industry

Duke Energy may also face competition from new competitors that have greater financial resources than Duke Energy does, secking atiractive opportunities 1o acquire or develop energy
assets or energy trading operations both in the United States and abroad These new competitors may include sophisticated financial institutions, some of which are already entering the energy
trading and marketing sector, and international energy players, which may enter regulated or unregulated energy businesses This competition may adversely affect Duke Energy's ability to
make investments or acquisitions

Duke Energy must meet credit quality standards. 1f Duke Energy or its rated subsidiaries are unable to maintain an investment grade credit rating, Duke Energy would be required
under credit agreements to provide collateral in the form of letters of eredit or cash, which may materially adversely affect Duke Energy's liquidity, Duke Energy cannot be sure that it and
its rated subsidiaries will maintain investment grade credit rarings

Each of Duke Energy's and its rated subsidiaries senior unsecured long-term debt is currently rated investment grade by various rating agencies Duke Energy cannot be sure that the
senior unsecured long-term debt of Duke Energy or its rated subsidiaries will be rated investment grade in the future

If the rating agencies were to rate Duke Energy or its rated subsidiaries below investment grade, the entity's borrowing costs would increase, perhaps significantly. In addition, Duke
Energy or its rated subsidiaries would likely be required to pay a higher interest rate in future financings, and its potential pool of investors and funding sources would likely decrease Further,
if its short-term debt rating were to fall, the entity's access to the commercial paper market could be significantly limited. Any downgrade or 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 rn could increase Duke Energy's need to provide liquidity in the
form of capital contributions or loans to such subsidiaries, thus reducing the liquidity and borrowing availability of the consolidated proup

A downgrade below investment grade could also trigger termination clauses in some interest rate and foreign exchange derivative agreements, which would require cash payments All of
these events would hkely reduce Duke Energy’s liquidity and profitability and could have a material adverse effect on Duke Energy's financial position, results of operations or cash flows
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Dulce Energy relies on access to short-term money markets and longer-term capital marhets to finance Duke Energy's capital requirements and support Duke Energy's liquidity

needs, and Duke Energy

access to those markets can be adversely affected by a number of conditions, many of which are beyond Duke Energy's control.

Duke Energy's business is financed to a larpe degree through debt and the maturity and repayment profile of debt used to finance investments often does not correlate to cash flows from
Duke Energy’s assets Accordingly, Duke Enerpy relies on access to both short-term money markets and longer-term capital markets as a source of liquidity for capital requirements not
satisfied by the cash flow from Duke Encrgy's operations and to fund investments originally financed through debt instruments with disparate moturities 1f Duke Energy is not able to access
capital at competitive rates, Duke Energy's ability to finance Duke Energy's operations and implement Duke Energy's strategy will be adversely affected

Market disruptions may increase Duke Energy's cost of borrowing or adversely afTect Duke Energy's ability to access one or more {inancial markets Such disruptions could inchude:
economic downturns; the bankruptey of an unrelated energy company; capital market conditions generally: market prices for electricity and gas; terrorist attacks or threatened attacks on Duke
Energy's facilities or unrelated energy companies; or the overall health of the energy industry. Restrictions on Duke Energy's ability to access financial markets may also affect Duke Energy’s
ability to execute Duke Energy’s business plan as scheduled An inability to access capital may limit Duke Enerpy’s ability to pursue improvements or acquisitions that Duke Energy may
otherwise rely on for future growth

Duke Energy maintains revolving credit facilities 1o provide back-up for commercial paper programs and/or letters of credit at various entities These facilities typically include financial
covenants which limit the amount of debt that can be outstanding as a percentage of the total capital for the specific entity Failure to maintain these covenants at a particular entity could

preclude that entity from issuing commercial paper or letters of credit or borrowing under the revolving credit facility and could require oiher of Duke Energy's alliliates (o immedialely pay
down any outstanding drawn amounts under other revolving credit agreements

Duke Energy's investments and projects located outside of the United States expose Duke Energy to risks related to laws of other countries, taxes, economic conditions, political
conditions and policies of forcign governments These risks may delay or reduce Duke Energy's realization of value from Duke Energy's international projects.

Duke Energy currently owns and may acquire and/or dispose of material energy-related investments and projects outside the United States. The economic, regulatory, market and political
conditions in some of the countries where Duke Energy has interests or in which Duke Energy may explore development, acquisition or investment opportunities could present risks related to,
among others, Duke Energy’s ability 1o obtain financing on suitable terms, Duke Energy's customers’ ability to honor their obligations with respect to projects and investments, delays in
construction, Jimitations on Duke Energy's ability to enforce legal rights, and interruption of business, as well as risks of war, expropriation, nationalization, renegotiation, trade sanctions or

nullification of existing contracts and changes in law, regulations, market rules or tax policy

Duhe Energy's investments and projects located outside of the United States expose Duke Energy to risks related to fluctuations in currency rates. These risks, and Duke Energy's
activities to mitigate such risks, may adversely affect Duke Energy's cash flows and results of operations.

Duke Energy's operations and investments outside the United States expose Duke Energy to risks related to fluctuations in currency rates As each local currency's value changes relative
tothe U S dollar—Duke Energy's principal reporting currency--the value in U § dollars of Duke Enerpy's assets and liabilities in such locality and the cash flows generated in such locality,
expressed in U S dollars, also change

Duke Energy selectively mitigates some risks associated with foreign currency {luctuations by, among other things, indexing contracts to the U S dollar and/or local inflation rates,
hedging through debt denominated or issued in the foreign currency and hedging through foreign currency derivatives These efforts. however, may not be effective and, in some cases, may
expose Duke Energy to other risks that could negatively affect Duke Energy's cash flows and resulis of operations.

Duke Energy's primary foreign currency rate exposure is expected to be to the Brazilian Real A 10% devaluation in the currency exchange rate in all of Duke Energy’s exposure
currencies would result in an estimated net loss on the translation of local currency eamings of approximately $10 million The consolidated balance sheets would be negatively impacted by

such a devaluation by approximately $145 million through cumulative currency translation adjustments
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Duke Energy is exposed to credit risk of counterparties with whom Duke Energy does business.

Adverse economic conditions atfecting, or financial difficulties of. counterparties with whom Duke Energy does business could impair the ability of these counterparties to pay for Duke
Energy's services or fulfil} their contractua) obligations. including loss recovery payments under insurance contracts, or cause them to delay such payments or obligations Duke Energy
depends on these counterparties to remit payments on a timely basis Any delay or default in payment could adversely affect Duke Energy's cash flows, financial position or results of
aperations

Poor investment performance of pension plan holdings and other factors impacting pension plan costs could unfavorably impact Duke Energy's liquidity and results of operations.

Duke Energy's costs of providing non-contributory defined benefit pension plans are dependent upon a number of factors, such as the rates of return on plan assets, discount rates, the
level of interest rates used to measure the required minimum funding levels of the plans, future government regulation and Duke Energy's required or voluntary contributions made to the plans
While Duke Energy complied with the minimurn {unding requirements as of December 31, 2007, Duke Energy has certain qualified U S pension plans with obligations which exceeded the
value of plan assets by approximately $240 million Without sustained growth in the pension investments over time to increase the value of Duke Energy's plan assets and depending upon the
ather factors impacting Duke Energy's costs as listed above, Duke Energy could be required to fund its plans with significant amounts of cash. Such cash funding obligations could have a

material impact on Duke Energy's cash flows, financial position or results of operations

Duke Energy is subject to numerous environmental laws and regulations that require significant capital expenditures, can increase Duke Energy's cost of operations, and which may
impact or limit Duke Energy's business plans, or expose Duke Energy to environmental liabilities,

Duke Energy is subject to numerous environmental laws and regulations affecting many aspects of Duke Energy's present and future operations, including air emissions (such as reducing
NOx. $O7 and mercury emissions in the U S, or potential future control of greenhouse-pas emissions), water quality, wastewater discharges. solid waste and hazardous waste These laws and
regulations can result in increased capital, operating, and other costs These laws and regulations generally require Duke Energy to obtain and comply with s wide variety of environmental
licenses, permits, inspections and other approvals Compliance with environments] laws and regulations can require significant expenditures, including expenditures for clean up costs and
damages arising out of contaminated properties, and failure to comply with environmental regulations may resull in the imposition of fines, penalties and injunctive measures affecting
operating assets The steps Duke Energy takes to ensure that its facilities are in compliance could be prohibitively expensive As a result, Duke Energy may be required to shut down or alter the
operation of its facilities, which may cause Duke Energy to mour losses Further, Duke Energy's regulatory rate structure and Duke Encrgy’s contracts with customers may not necessarily allow
Duke Energy to recover capital costs Duke Energy incurs to comply with new environmental regulations Also, Duke Energy may not be able to obtain or maintain from time to time all
required environmental regufatory approvals for Duke Energy's operating assets or development projects If there is a delay in obtaining any required environmental regulatory approvals, if
Duke Energy fails to obtain and comply with them or if environmental laws or regulations change and become more stringent, then the operation of Duke Energy’s facilities or the development
of new facilities could be prevented, delayed or become subject to additional costs. Although it is not expected that the costs of complying with current environmental regulations will have a
material adverse effect on Duke Energy's cash flows, financial position or results of operations, no assurance can be made that the costs of complying with environmental regulations in the
fuwre will not have such an effect

There is growing consensus that some form of regulation will be forthcoming at the federal level with respect to greenhouse gas emissions {including carbon dioxide (CO;)) and such
regulation could result in the creation of substantial additional costs in the form of taxes or emission allowances

In addition, Duke Energy is generally responsible for on-site liabilities, and in some cases off-site liabilities, associated with the environmental condition of Duke Energy's power
generation facilities and natural gas assets which Duke Energy has acquired or developed, regardless of when the liabilities arose and whether they are known or unknown In connection with
some acquisitions and sales of assets, Duke Energy may obtain, or be required to provide, indemnification against some environmental liabilities If Duke Energy incurs a material liability, or

the other party to a transaction fails to meet its indemnification obligations to Duke Energy, Duke Energy could suffer material losses
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Deregulation or restructuring in the electric industry may result in increased competition and unrecovered costs that cowld adversely affect Dule Energy's results of operations, cash
flows or finandial position and Duke Energy's wtilities' businesses

Increased competition resulting from derepulation or restructuring efforts, including from the Energy Policy Act of 2005, could have a significant adverse financial impact on Duke
Energy and Duke Energy's utility subsidiaries and consequently on Duke Energy's results of operations, financial position. or cash {lows Increased competition could also result in increased
pressure Lo lower costs, including the cost of clectricity Retail competition and the unbundling of regulated energy and gas service could have a significant adverse financial impact on Duke
Energy and Duke Energy's subsidiaries due 1o an impairment of assets, a loss of retail customers, lower profit margins or increased costs of capital Duke Energy cannot predict the extent and
timing of entry by additional competitors into the electric markets Duke Energy cannot predict when Duke Energy will be subject to changes in legistation or regulation, nor can Duke Energy

predict the impact of these changes on its financial position, results of operations or cash flows

Duke Energy is involved in numerous legal proceedings, the outcome of whicl are uncertain, and resolntion adverse to Dule Energy could negatively affect Dule Energy's results of
operations, cash flows or financial position.
Duke Energy is subject to numerous legal proceedings, including claims for damages for bodily injuries alleged to have arisen prior to 1985 from the exposure ta or use of asbestos at

electric generation plants of Duke Energy Carolinas Latigation is subject to many uncertainties and Duke Energy cannot predict the outcome of individual matters with assurance It is

reasonably possible that the final resolution of some of the matters in which Duke Energy is involved could require Duke Energy 1o make additional expendiiures, in excess ol established
reserves, over an extended period of time and in a range of amounts that could have a material effect on Duke Energy's cash flows and results of operations Similarly, it is reasonably possible
that the terms of resolution could require Duke Energy to change Duke Energy's business practices and procedures, which could also have a material effect on Duke Energy's cash flows,

financial position or results of operations

Dulkie Energy's results of operations may be negatively affected by sustained downturns or sluggishuess in the economy, including low levels in the market prices of conunedities, all
of whicly are beyond Dulie Energy's control.

Sustained downturns or sluggishness in the economy generally affect the markets in which Duke Energy operates and negatively influence Duke Energy’s energy operations Declines in
demand for electricity as a result of economic downturns in Duke Energy's franchised electric service territories will reduce overali electricity sales and lessen Duke Energy's cash flows,
especially as Duke Energy's industrial customers reduce production and, therefore, consumption of electricity and gas Although Duke Energy’s franchised electric business is subject to
regulated allowable rates of return and recovery of fuel costs under a fuel adjustment clause, overall declines in electricity sold as a result of economic downturn or recession could reduce
revenues and cash flows, thus diminishing results of operations

Duke Energy also sclls electricity into the spot market or other competitive power markets on a contractual basis With respect to such transactions, Duke Energy is not guaranteed any
rate of return on Duke Energy'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 regional markets and other competitive markets These market prices may fluctuate substantially over relatively short periods of time and could reduce Duke Energy's
revenues and margins and thereby diminish Duke Energy's results of operations

Factors that could impact sales volumes, generation of electricity and market prices at which Duke Energy is able to sell electricity are as follows:

«  weather conditions, including abnormally mild winter or summer weather that cause lower energy usage for heating or cooling purposes, respectively, and periods of low rainfall that

decrease Duke Energy's ability to operate its facilities in an economical manner,

+  supply of and demand for energy commodities;

- illiquid markets including reductions in trading volumes which result in lower revenues and camings;

» pgeneral economic conditions, including downturns in the U S or other economies which impact energy consumption particularly in which sales to industrial or large commercial
customers comprise a significant portion of total sales;

+  transmission or transportation constraints or inefficiencies which impact Duke Encrgy’s non-regulated energy operations,

- availability of competitively priced alternative energy sources, which are preferred by some customers over electricity produced from coal, nuclear or gas plants, and of energy-
efficient equipment which reduces energy demand;

+ natural gas. crude oil and refined products production levels and prices;
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+  ability to procure satisfactory levels of inventory, such as coal;
« electric generation capacity surpluses which cause Duke Energy's non-regulated energy plants 1o generate and sell less electricity at lower prices and may cause some plants to
become non-economical to operate;
+  capacity and transmission service into, or out of, Duke Energy's markets;
+ natural disasters, acts of terrorism, wars, embargoes and other catastrophic events to the extent they affect Duke Energy's operations and markets, as well as the cost and availability of
insurance covering such risks; and
+ federal, state and foreign energy and eavironmental regulation and legislation
These factors have led to industry-wide downturns that have resulted in the slowing down or stopping of construction of new power plants and announcements by Duke Energy and other
energy suppliers and gas pipeline companies of plans to sell non-strategic assets, subject to regulatory constraints, in order to boost liquidity or strengthen balance sheets Proposed sales by
ather energy suppliers could increase the supply of the types of assets that Duke Energy is attempting to sell In addition, recent FERC actions addressing power market concerns could
negatively impact the marketability of Duke Energy’s electric generation assets

Dule Energy's operating results may fluctuate on a seasonal and quarterly basis.

Electric power generation 1s generally a seasonal business In most parts of the United States and other markels in which Duke Energy operaies, demand Tor power peaks quriig s iior
summer months, with market prices also peaking at that time. In other areas, demand for power peaks during the winter. Further, extreme weather conditions such as heat waves or winter
storms could cause these seasonal fluctuations to be more pronounced As a result, in the future, the overall aperating results of Duke Energy's businesses may fluctuate substantially on a
seasonal and quarterly basis and thus make period comparison less refevant

Dulie Energy's business is subject to extensive regulation that will affect Duke Energy's operations and costs.
Duke Energy is subject to regulation by FERC and the NRC, by federal, state and local authorities under environmental laws and by state public utility commissions under laws regulating
Duke Energy's busine:

s Regulation affects almost every aspect of Duke Energy's businesses, including, among other things, Duke Enerpy's ability 1o take fundamental business management
actions; determine the terms and rates of Duke Energy's transmission and distribution businesses' services; make acquisitions; issuc equity or debt sccurities; engage in transactions between
Duke Energy's utilities and other subsidiaries and affiliates; and pay dividends. Changes to these regulations are ongoing, and Duke Energy cannot predict the future course of changes in this
regulatory environment or the ultimate effect that this changing regulatary environment will have on Duke Energy's business However, changes in regulation (including re-regulating
previously deregulated markets) can cause delays in or affect business planning and transactions and can substantially increase Duke Energy's costs

Now laws or regulations could have a negative impact on Duke Energy's results of operations.
Changes in laws and regulations affecting Duke Energy, including new accounting standards that could change the way Duke Energy is required to record revenues, expenses, assets and

Habilities These types of regulations could have a negative impact on Duke Enerpy's financial position, cash flows or results of operativns or access to capital

Potential terrorist activities or military or other actions conld adversely affect Dule Energy's business

The continued threat of terrorism and the impact of retaliatory military and other action by the United States and its allies may lead 10 increased political, economic and financial market
instability and volatility in prices for natural gas and oil which may materially adversely affect Duke Energy in ways Duke Energy cannot predict at this time In addition, future acts of
terrorism and any possible reprisals as a consequence of action by the United States and its allies could be directed against companies operating in the United States Infrastructure and
generation facilities such as Duke Energy's nuclear plants could be potential targets of terrorist activities The potential for terrorism has subjected Duke Energy's operations to increased risks
and could have a material adverse effect on Duke Energy's business In particular, Duke Energy may experience increased capital and operating costs to implement increased security for its
plants, including its nuclear power plants under the NRC’s design basis threat requirements, such as additional physical plant security, additional security personnel or additional capability
following a terrorist incident

The insurance industry has also been disrupted by these potential events As a result, the availability of insurance covering risks Duke Energy and Duke Energy's competitors typically

insure against may decrease In addition, the insurance Duke Energy 15 able to obtain may have higher deductibles, higher premiums, lower covernge limits and more restrictive policy terms
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Item 1B. Unresolved Staff Comments.

None
Item 2. Properties.
U.S. FRANCHISED ELECTRIC AND GAS

As of December 31, 2007, U.S. Franchised Electric and Gas operated three nuclear penerating stations with a combined net capacity of 5,020 MW (including a 12 5% ownership in the
Catawba Nuclear Station), {ifteen coal-fired stations with a combined net capacity of 13,552 MW, thirty-one hydroelectric stations {including two pumped-storage facilities) with a combined
net capacity of 3,213 MW, fifteen CT stations with a combined net capacity of 5,241 MW and two CC stations with a combined net capacity of 560 MW The stations are located in North

Carolina. South Carolina, Indiana, Ohio and Kentucky The MW displayed in the table below are based on summer capacity

Ownership

Total MW Owned MW Toterest
Name Capacity Capacity Fuel Location (percentage)
Carolinas:
Oconee 2,338 2.538 Nuclear SC 100%%
Catawba 2,258 282 Nuclear s3C 125
Belews Creek 2,270 2,270 Coal NC 100
McGuire 2,200 2,200 Nuclear NC 100
Marshatl 2,110 2,110 Coal NC 100
Bad Creek 1,360 1,360 Hydro sC 100
Lincoin CT 1.267 1,267 Natural gas/Fuel o1l NC 100
Allen 1,145 1,145 Coal NC 100
Rockingham CT 825 825 Natural gas/Fuel oil NC 100
Cliffside 760 760 Coal NC 100
Jocasses 680 680 Hydro sC 100
Mill Creek CT 596 596 Natural gas/Fuel oil SC 100
Riverbend 454 454 Coal NC 100
Lee 370 370 Coal sSC 100
Buck 369 369 Coal NC 100
Cowans Ford 325 335 Hydro NC 100
Dan River 276 276 Coal NC 100
Buzzard Roost CT 196 196 Natural gas/Fuel oil SC 100
Keowee 152 152 Hydro 3C 100
Riverbend CT 120 126 Natural gas/Fuel oil NC 100
Buck CT 93 3 Natural gas/Fuel oil NC 100
Dan River CT 85 85 Natural gas/Fuel oil NC 100
Lee CT 80 80 Natural gas/Fuel oi} sC 100
Other small hydro (26 plants) 651 651 Hydro NC/SC 100
Midwest:
Gibson(?) 3,127 2,820 Coal N 90
Cayuga'®) 1,005 1,005 Coal/Fuel oil N 100
Wabash River(©) 676 676 Coal/Fuel oil N 100
East Bend 600 414 Coal KY 69
Madison CT 596 596 Natural gas OH 100
Gallagher 560 560 Coal IN 100
Woodsdale CT 300 500 Natural gas/Propane OH 100
Wheatland C7 460 460 Natural gas IN 100
Noblesville CC 285 285 Natural gas N 100
Wabash River cC(P) 275 275 Syn Gas/Natural gas N 100
Miami Fort (Unit 6) 163 163 Coal/Fuel ol OH 100
Edwardsport 160 160 Coal N 100
Henry County CT 135 135 Natural gas N 100
Cayupa CT 106 106 Natural gas/Fuel oil N 100
Miami Wabash CT 96 96 Fuel oil N 100
Connersville CT 56 86 Fuel oil N 100
Markland 45 45 Hydro N 100
Total 30,055 27,586

(]
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(A) Duke Energy Indiana owns and operates Gibson Station Units 1-4 and owns 50 0525 of Unit 5, but is the operator
(B) Includes Cayugpa Internal Combustion (1C)

(C) Includes Wabash River iC

(D) Wabash River Unit | 1s included in Assets Held for Sale

In addition, as of December 31, 2007, U S Franchised Electric and Gas owned approximately 20,900 conductor miles of electric transmission lines, including 600 miles of 523 kilovolts,

1,800 miles of 345 Kilovolts, 3,300 miles of 230 kilovolls, 8.800 miles of 100 10 161 kilovolts, and 6,400 miles of 13 10 69 kilovolis U § Franchised Electric and Gas also owned

approximately 148,700 conductor miles of electric distribution lines, including 102,900 miles of overhead lines and 45,800 miles of underground lines, as of December 31, 2007 and
approximately 7,100 miles ol gas mains and service lines As of December 31, 2007, the electric transmission and distribution systems had approximately 2,300 substations U § Franchised
Electric and Gas also owns two underground caverns with a total storage capacity of approximately 16 miltion gallons of liquid propane. In addition, U S. Franchised Electric and Gas has
access to nine million gallons of liquid propane through a storage agreement with a third party This liquid propane is used in the three propane/air peak shaving plants located in Ohio and
Kentucky. Propanefair peak shaving plants vaporize the propane and mix with natural gas to supplement the natural gas supply during peak demand periods and emergencies

Substantially all of U S Franchised Electric and Gas' electric plant in service is mortgaged under the indenture relating to Duke Energy Carolinas', Duke Energy Ohio's and Duke Energy

Indiana's various series of First and Refunding Mortgage Bonds
(For a map showing U S Franchised Electric and Gas' properties, see "Business—U 8. Franchised Electric and Gas” earlier in this section.}

COMMERCIAL POWER

The following table provides information about Commercial Power's non-regulated generation portfolio as of December 31, 2007 The MW displayed in the table below are based on

summer capacity

Approximate
Ownership
Total MY Owned MW Interest
Name Capacity Capacity Plant Type Primary Fuel Location (percentage)
Hanging Rock 1,240 1,240 Combined Cycle Natural gas OH 100%
Lee 640 640 Simple Cycle Natural gas IL 100
Vermillion GAO 480 Simple Cycle Natural gas IN 75
Fayette 620 620 Combined Cycle Natural gas PA 100
Washington 620 620 Combined Cycle Natural gas OH 100
Dick's Creek 152 152 Simple Cycle Natural gas OH 100
Beckjord C1 212 212 Simnple Cycle Fuel oil OH 100
Miami Fort CT G0 60 Simple Cycle Fuel oil OH 100
Miami Fort (Units 7 and $)() 1,000 640 Steam Coal OH 64
W C Beckjord® 1,124 862 Steam Coal OH 375
WM Zimmer®) 1,300 605 Steam Coal OH 465
IM Stuantt® 2,340 912 Steam Coal OH 39
Killen™ 600 198 Steam Coal oH 33
Conesville(® 780 312 Steam Coal OH 40
Brownsville 466 466 Simple Cycle Natural gas N 100
Total 11,794 8,019

(A) These generation facilities are jointly owned by Duke Energy Ohio and subsidiaries of American Electric Power, Inc. and Dayton Power and Light, Inc

(For a map showing Commercial Power's properties. see "Business—Commercial Power” earlier in this section )
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INTERNATIONAL ENERGY

The following table provides information about International Energy's generation portfolio in continuing operations as of December 31. 2007

Approximate

Toun Owned Ownership

MW MW Interest
Name Capacity Capacity Tuel Location (percentage)
Paranapanema 2,307 2112 Hydro Brazi 95%
Hidroelectrica Cesros Colorados 376 523 Hydro/Natural Gas Argentina 91
Egenor 502 501 Hydro/Diesel Peru 100
DE} Guatemala 250 250 Fuel Oil/Diesel Guatemala 100
DEI El Salvador 328 297 Fuel Oil/Diesel El Salvador 90
Electroquil 181 150 Diesel Ecuador 33
Aguaytia 177 135 Natural Gas Peru 76
Total 4,321 3,968

International Energy also owns a 2526 equity interest in WM In 2007, NMC produced approximately 840 thousand metric tons of methanol and 1 million metric tons of MTBE

Approximately 40% of methanol is normally used in the MTBE production Additionally, International Energy owns a 25% 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 of Athens, Greece (For additional information and a map showing

International Energy's properties, see " Business—International Energy” earlier in this section )

CRESCENT

(For information regarding Crescent’s properties, see "Business—-Crescent” earlier in this section )

OTHER

Duke Energy owns approximately 5 7 million square feet of corporate, regional and district office space spread throughout its service territories in the Carolinas and the Midwest

Additionally, Duke Energy leases approximately 1 5 milhion square feet of office space throughout the Carolinas, Midwest and in Houston, Texas

Item 3. Legal Proceedings.

For information regarding legal proceedings, including regulatory and enviranmental matters, see Note 4 to the Consolidated Financial Statements, "Regulatory Matters” and Note 17 to
Environmental "

the Consotidated Financial Statements, "Commitments and Contingencies—Litigation” and "Commtments and Contingencies:
Brazilian Regulatory Citations. On September 5, 2007, the State Environmental Agency of Parana assessed {ines against International Energy of approximately $10 million for failure to

comply with reforestation measures allegedly required by state regulations in Brazil International Energy believes that federal law is controlling and has challenged the assessment In addition,

International Energy was assessed a fine by the federal environmental agency. IBAMA, in the amount of approximately $150 thousand for improper maintenance of existing reforested areas

International Enerpy believes that it has properly maintained all reforested areas and will also contest this assessment

Item 4. Submission of Matters to a Vote of Security Holders.
No matters were submitted to a vote of Duke Energy's security holders during the fourth quarter of 2007

34



Table of Contents
PART II
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.
Duke Energy's common stock is listed for trading on the New York Stock Exchange (ticker symbol DUK) As of February 22, 2008, there were approximately 170,099 common

stockholders of record

Commen Stock Data by Quarter

2007 2006
Stock Price Stock Price
Range(® Range®
Dividends Dividends
Per Share High Low Per Share High Low

First Quarter & ‘ 021§ 2062 % 1830 8 03158 2077 58 2738
Second Quarter® 0.43 21.30 18.06 0.63 29,85 26,94
Third Quarer i n S : o : 19.90 [ 1) B B e SURgR g g Ry
Fourth Quarter® 022 2078 1825 032 3450 2982

(a)  Stock prices represent the intra-day high and low stock price
(b) Dividends paid in September 2007 and December 2007 increased from $0.21 per share to $0 22 per share and dividends paid in September 2006 and December 2006 increased from
$0.31 per share to $0 32 per share

On January 2, 2007, Duke Energy consurmnmated the spin-off of the natural gas businesses to sharcholders In connection with this transaction, Duke Energy distributed all the shares of
common stock of Spectra Energy to Duke Energy sharcholders The distribution ratio approved by Duke Energy's Board of Directors was one-half share of Spectra Energy common stock for
every share of Duke Energy common stock Subsequent to the distribution, the market price of Duke Energy common stock was significantly less than the trading ranges in 2006 due to the fact
that a proportionate share of the value of Duke Energy stock prior to the spin-off was transferred to Spectra Energy Additionally, dividends paid on Duke Energy common stock during 2007 of
$0 86 per share were less than the 2006 dividend of $1 26 per share as dividends subsequent to the spin-oft were split proportionately between Duke Encrgy and Spectra Energy such that the
sum of the dividends of the two stand-alone companies approximated the former total dividend of Duke Energy, subject to future adjustment by each company's Board of Directors In the
second quarter of 2007, the Board of Directors increased the common stock dividend from $0 21 per share 1o 50 22 per share Duke Energy expects to continue its policy of paying regular cash
dividends; however, there is no assurance as to the amount of future dividends because they depend on {uture earnings, capital requirements, and financial condition, and are subject to
declaration by the Board of Directors

Issuer Purchases of Equity Securities for Fourth Quarter of 2007

There were no repurchases of equity securities during the fourth quarter of 2007

In 2005, Duke Energy announced plans to execute up to approximately $2 5 billion of stock repurchases over a three year period From the inception of the plan through December 31,
2007, Duke Energy has repurchased approximately $1 4 billion of common stock. As of December 31, 2007, the dollar value of shares that may yet be purchased under the plan is
approximately $1 1 billion; however, Duke Energy does not currently anticipate future shares repurchases under this plan
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Stock Performance Graph

The performance graph below illustrates a five year comparison of cumulative total returns based on an initial investment of $100 in Duke Energy Corporation common stack, as
compared with the Standard & Poor's (S&P) 500 Stock Index and the Philadelphia Utility Index for the period 2002 through 2007

This performance chart assumes $100 invested on December 31, 2002 in Duke Energy common stock, in the S&P 500 Stock Index and in the Philadelphia Utility Index and that all

dividends are reinvested

Comparison of Cumulative Five Year Total Retumn

2002 2003 2004 2005 2006 2007

S

! ‘-’J'I)i))'ﬂﬂl)ll vdLVJ( Uniily Beclor
NYSE CEO Certification

Duke Energy has filed the certification of its Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 as exhibits to this Annual
Report on Form 10-K for the year ended December 31, 2007 In June 2007, Duke Energy's Chief Executive Officer, as required by Section 303A 12(a) of the NYSE Listed Company Manual,
certified to the NYSE that he was not aware of any violation by Duke Energy of the NYSE's corparate governance listing standards
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Item 6. Selected Financial Data. @

2007 2006 2005 2004 2003

(in millions, except per-share amounts)
Statement of Operations - - : : T . - :
Total operating revenues $ 12,720 § 10607 § 6,906 % 6357 % 6,006

Total operating expenses 10,222 9,210 5,586 5,074 6,550
Gains on sales of investments in commercial and multi-family real estate — 201 191 192 84
(Losses) gains 'on sales of other-assets and other, net © 0 1L 0 LU0 TR T D AR R D Ot T 233 s L 438) (202)
Operating income (loss) 2,493 1,821 1,456 1,040 {662)
Total other income and expenses : 428 354 217 180 326
Interest expense 685 632 381 425 431
: e R e i e e s e s e s e I T R R T T ey o
Income (loss) from continuing operations before income taxes 2,234 1,530 1,268 810 (688)
Income tax expense (benefit) from continuing operations = : 712 450 375 192 (288)
Income (loss) from continuing operations 1,522 1,080 §93 618 (400
(Loss income from discominued operations; Retof a7 =« i s i i o (22 783 935 872 (761)
Income (loss) before cumulative effect of change in accounting principle 1,500 1,863 1,828 1,490 (1161
Cumblative effect of chiange in accounting principle, net of tax and minority interest el = ST o ) e (1623
Net income (loss) 1,500 1,863 1,824 1,490 (1,323)
Dividends and prémiums on redémptim of preferred and preference stock : : — — 12 9 15
Eamings (loss) available for common stockholders b 1,500 % 1,863 % 1,812 % 1487 & (1,338)
Ratio'of Barnings 1o-Fixed Charges LI Lo e SO gy : 2.6 Cimg 16 - ]
Commen Stock Data )
Shares of common stock cutstanding@.: co e i e . :
Year-end 1,262 1,257 9238 957 a1l
Welighted average--hasic 7 T § e i 1,260 170 934 931 903
Weighted average—diluted 1,266 1,188 970 966 904
Earnings (loss) ]Scr sharé (from continuing operations) : :
Basic 3 121 % 092 § 094 § D65 % (044)
CDimed C e e B e e e S e Sy oel 092 064 A
(Loss ) camnings per share (from discontinued operations)
Basic ‘ , ; ' $.00D8 0 0678 100 % 084§ (D36)
Diluted (0 02) 066 096 090 (0 86)
Eammgs (loéé)ﬁcr ,shaw (b(.forc cu'muiabh;vc:éf‘fé,c.t Ufchangbma&:cnummg prmcmlc) e : ‘,: i - st SERREE o
Basic ¥ 119 % 139 % 194 % 159 % (1.30}
Diluted : : 118 157 1.88 1.54 (1.30)
Eamings (Joss) per share
L R AR EEE SUSEAE CIE FEIEE R MR R 1598 - {148)
Diluted ) i18 157 188 154 (148)
Dividends per share@® 1T s s s ‘ = 086 126 117 110 110
Balance Sheel
Toth) assets - R RS ST SN PR P . RN $oo49704 5 68700 8 34723 % 35770 8 57485
Long-term debt including capital leases, less current maturitics 9498 § 18118 § 14547 § 16932 § 20,622
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(a)

(b)
(c)

(&)

Significant transactions reflected in the results above include: 2007 spin-off of the natural gas businesses (see Note 1 to the Consolidated Financial Statements, *Summary of Significant
Accounting Policies”), 2006 merger with Cinergy (see Note 2 to the Consolidated Financial Statements, " Acquisitions and Dispositions™), 2006 Crescent joint venture transaction and
subsequent deconsolidation effective September 7, 2006 (see Note 2 to the Consolidated Financial Statements, " Acquisitions and Dispositions™), 2005 DENA disposition (see Note 13 to
the Consolidated Financial Statements, "Discontinued Operations and Assets Held {or Sale"), 2005 deconsolidation of DCP Midstream effective July 1, 2005 {see Note 13 to the
Consolidated Financial Statements, "Discontinued Operations and Assets Held for Sale"), 2005 DEFS sale of TEPPCO (see Note 13 to the Consolidated Financial Statements,
"Discontinued Operations and Assets Held for Sale”) and 2004 sale of the former DENA Southeast plants

Earnings were inadequate to cover fixed charges by $746 million for the year ended December 31, 2003

As of January 1, 2003, Duke Energy adopted the remaining provisions of Emerging Issues Task Force (EITF) 02-03, "Issues Involved in Accounting for Derivative Contracts Held for
Trading Purposes and for Contracts Involved in Energy Trading and Risk Management Activities” (EITF 02-03) and SFAS No 143, "Accounting for Asset Retirement Obligations”
(SFAS No 143) In accordance with the transition guidance for these standards, Duke Energy recorded a net-of-tax and minority interest cumulative effect adjustment for change in
accounting principles

2006 increase primarily attributable to issuance of approximately 313 million shares in connection with Duke Enerpy’s merger with Cinergy (see Note 2 to the Consolidated Financial

Statements, "Acquisitions and Dispositions”).

(e}

2007 decrease duc to the spin-off of the natural gas businesses to sharcholders on January 2, 2007 as dividends subsequent 1o 16 Spin-oi1 Were spirproportiomatety-berweer Duke Errergy
and Spectra Energy such that the sum of the dividends of the two stand-alone companies approximated the former total dividend of Duke Energy prior to the spin-ofl
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.

INTRODUCTION

Management's Discussion and Analysis should be read in conjunction with the Consolidated Financial Statements and Notes for the years ended December 31, 2007, 2006 and 20035

On January 2, 2007, Duke Energy completed the spin-off of its natural gas business to sharcholders, as discussed below. Accordingly, the results of operations of Duke Energy’s Natural
Gas Transmission business segment and Duke Energy's 50% ownership interest in DCP Midstream have been reclassified to discontinued operations for all periods presented. Additionally, in
April 2006, Duke Energy consummated the merger with Cinergy

EXECUTIVE OVERVIEW
2007 Objectives. During 2007, management of Duke Energy focused on the following objectives, as outlined in the 2007 Charter:
- Establish the identity and culture of the new Duke Energy, unifying its people, values, strategy, processes and systems,
+  Optimize its operations by focusing on safety, simplicity, accountability, inclusion, customer satisfaction, cost management and employee development,
+  Achieve public policy, regulatory and legislative outcomes that balance customers' needs for reliable energy at competitive prices with sharcholders’ expectation of superior returns;

«  Invest in energy infrastructure that meets rising customer demands Jor reliable erergy 1n an encrgy cHicient and environmenially sound manner; and

+  Achieve 2007 financial objectives and position Duke Energy to meet future growth targets

With the completion of the spin-off of the natural gas businesses on January 2, 2007, Duke Energy began its first year as primarily an electric utility and met or exceeded most of its
financial and non-financial objectives established for 2007 See "2007 Financial Results” below for discussion of Duke Energy's 2007 financial results Overall, during a year of record-
breaking heat and an exceptional drought in the Carolinas, Duke Energy was able to meet its preductivity challenges as the coal flect experienced superior operational performance and three of
Duke Energy's nuclear units set new capacity factor records Additionatly, Duke Energy focused on reguliatory and legislative initiatives that will allow Duke Energy to balance the need for
cleaner, more efficient power sources with future energy needs of its customers

Planning for future capital expansion was a primary focus in 2007 Over the next five years, Duke Energy plans to spend approximately $23 billion on capital expenditures, with
approximately $19 billion anticipated to support the U S Franchised Electric and Gas segment Of this amount, approximately 25% of this capital is expected to go towards new pulverized
coal, IGCC, gas and renewable generation resources to meet growing customer demand During 2007 and early 2008, Duke Energy achieved important milestones with various state and
federal regulators related to future capital projects. In the Carolinas, the NCUC approved the construction of one state of the art coal generation unit at Duke Energy Carolinas’ existing Cliffside
Steam Station and Duke Energy Carolinas entered into an engineering, procurement, construction and commissioning services agreement with an affiliate of The Shaw Group, Inc related to
participation in the construction of Cliffside Unit 6, which has a current cost estimate of approximately $2 4 billion, which includes approximately $0 6 billion of AFUDC In January 2008, the
North Carolina Department of Environment and Natural Resources 1ssued the final air permit for Cliffside Unit 6, which was the last regulatory hurdle before construction could begin
Additionally, in December 2007, CPCN's to build two 620 MW combined cycle natural gas-fired generating facilities, one each at the existing Dan River and Buck steam stations, were filed
with the NCUC Duke Energy Carolinas is also continuing to seek all necessary regulatory approvals for the proposed William States Lee 111 Nuclear Station, including December 2007 filings
of a COL application with the NRC, which was approved in February 2008, and an Integrated Resource Plan with the NCUC and PSCSC Duke Energy Carolinas also currently plans to file a
CPCN related to the nuclear project in South Carolina during 2008 Although these actions are 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. In Indiana, the IURC issued an order in November 2007 granting Duke Energy Indiana CPCN's
for the proposed 630 MW IGCC power plant at the Edwardsport Generating Station, which has an estimated cost of construction of spproximately $2 billion, including AFUDC The order also
approved the tmely recovery of costs related to the project. In January 2008, the Indiana Department of Environmental Management approved the air permit for the project, and major
construction is expected to begin in the Spring of 2008 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

The continued development of renewable energy as part of Duke Energy's generating portfolio was another primary focus of management during 2007 Climate change concerns, as well
as the high price of oil, have sparked increased support for renewable
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energy legislation at both the federal and state level For example, the new energy legislation passed in North Carolina in 2007 establishes a renewable portfolio standard for electric utilities at
3% of output by 2012, rising gradually to 12 5% by 2021 In response to this legislation. during 2007, Duke Energy Carolinas issued Request for Proposals (RFP) seeking bids for power
generate from renewable energy sources. including sun. wind, water, organic matter and other sources A similar RFP has also been issued by Duke Energy Ohio and Duke Energy Indiana
Additionally. in suppon of a strategy 1o increase its renewable energy portfolio in its unregulated businesses, Duke Energy acquired the wind power development assets of Energy Investor
Funds from Tierra Energy in May 2007 Three of the development projects acquired from Tierra Energy are anticipated to be in commercial operation in late 2008 or 2009 and Duke Energy
has already contracted to purchase wind turbines that are capable of generating approximately 240 MW when placed n commercial operation

Management is also making progress on increasing the role energy efficiency will have in meeting customers' growing energy needs Energy efficiency is considered a "fifth fuel” in the
portfolio available to meet customers' growing needs for clectricity, along with coal, nuclear, natural gas and renewable energy During 2007, new energy efliciency plans were filed in North
Carolina, South Carolina and Indiana and energy elficiency programs were expanded in both Kentucky and Ohio. The energy efficiency plans filed in North Carolina, South Carolina and
Indiana are save-a-watt programs that would compensate Duke Energy for verified reductions in energy use and be available to all customer groups The PSCSC and IURC have scheduled
evidentiary hearings in 2008 10 review these filings for South Carolina and Indiana, respectively In advance of the evidentiary hearing held February 5-6. 2008 related to the South Carolina
energy efficiency filing, a settlement agreement was reached with the South Carolina Office of Regulatory Staff, Wal-Mart, Piedmont Natural Gas and the South Carolina Energy Users
Committee. This agreement calls for Duke Energy Carolinas to bear the cost of the programs and allow for recovery of 85% of the avoided generation charges. An evidentiary hearing is

expected 10 be scheduled by the NCUC for North Carolina in 2008

Duke Energy also participated in the development of energy legislation in various jurisdictions in 2007 Both North Carolina and South Carolina passed comprehensive energy legislation
during 2007 This legislation includes provisions that will allow Duke Energy to recover new plant financing costs during the construction phase and allows recovery of costs of certain
reagents used in emission removal The Nerth Carolina legislation also includes a renewable energy portiolio standard discussed above Additionally, the Ohio Senate introduced Senate Bill
221 (8B 221), which proposes a comprehensive change to Ohio's 1999 electric energy industry restructuring legisktion If enacted, SB 221 provides 2 workable framework for the development
of new technologies, the building of new generalion, environmental improvement, as well as energy efficiency. $B 221 is currently pending before the Ohio House of Representatives and
could be enacted during the first quarter of 2008

In the fourth quarter of 2007, Duke Energy Carolinas completed its first comprehensive rate case in North Carolina since 1991 Duke Energy Carolinas reached a settlement with
interveners and the NCUC approved it Overall, the rate settlement reduces customer rates in North Carolina without significantly impacting current caming levels Although camings levels
will not be significantly impacted as a resuit of the rate settiement, future cash flows will be reduced as a result of a reduction in customer rates effective January 1, 2008 The decrease in
revenues from the decrease in customer rates will be mostly offset by the discontinuance of amortization of clean air expenditures Future clean air expenditures of approximately $700 million
through 2010 will be capitalized as a component of rate base Additionally. the PUCO affirmed Duke Energy Ohio's RSP, which had been remanded by the Ohio Supreme Court to the PUCO
for further consideration The ruling maintained the cusrent price and provided for continuation of the existing rate components, including the recovery of costs related to new poliution controf
equipment and capacity costs associated with power purchase contracts to meet customer demand, but provided customers an enhanced opportunity to avoid certain pricing components if they
are served by a competitive supplier

Overall, the regulatory and legislative accomplishments during 2007 have positioned Duke Energy well for 2008 and beyond

2007 Financial Results. For the year-ended December 31, 2007, Duke Energy reported net income of §1,500 million and basic and diluted earnings per share (EPS) of $1.19and $1 18,
respectively, as compared to reported net income of $1,863 million and basic and diluted EPS of $1 539 and $1 57, respectively, for the year-ended December 31, 2006 EPS (basic and diluted)
decreased for 2007 as compared to 2006, primarily due to lower net income, which is discussed below, and 2007 earnings per share being impacted by the dilutive effect of the issuance of
approximately 313 million shares in April 2006 related to the Cinergy merger

Income from continuing operations was $1,522 million for 2007, as compared to $1,080 million for 2006 due largely to the inclusion of Cinergy operations for a full year in 2007 versus
nine months in the prior year. Total reportable segment EBIT increased {rom $2,553 million to $3.009 million An increase for U S Franchised Electric and Gas of $494 million was primarily
related to $218 million of {irst quarter 2007 EBIT contributed by Cinergy's regulated Midwest aperations for which there was zero in the comparable period of the prior year, as well as
improved results in both the Carolinas and Midwest in 2007 due largely to favorable weather and additional long-term wholesale contracts, partially offset by higher operations and
maintenance expense Segment EBIT for Commercial Power increased
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$231 million due to improved retail clectric margins resulting largely from timing of fuel and purchased power recoveries, higher overall prices and favorable weather, favorable mark-to-
market results, and improved results from the Midwest gas-fired assets as a result of higher generation and capacity revenues, partially offset by higher operations and maintenance expense
Higher segment results at International Enerpy of $225 million are primarily a result of higher equity earnings at National Methanol Company (NMC), higher prices in Latin America and
favorable foreign currency exchange impacts, as well as the absence of a $100 million litigation reserve and a $50 million impairment charge recorded in 2006 Segment results for Crescent
decreased from $532 million in 2006 1o $38 million in 2007, reflecting the $246 million gain on sale of an effective 50% interest in Crescent and the subsequent reduction in ownership from
100% to an effective 50% mn September 2006, two large sales that oceurred in the second quarter of 2006, lower residential developed lot sales 1n 2007 and an impairment charge on certain
residential developments in 2007 In addition, losses at Other decreased as a result of Jower costs related to captive insurance, lower merger costs, lower corporate govemance costs and a
benefit in 2007 related to contract settlement negotiations, partially offset by convertible debt costs of approximately $21 million related to the spin-off of Spectra Energy

In addition to the increase in total reportable segment and Other EBIT, income from continuing operations for 2007 as compared lo 2006 was negatively impacted by higher income tax
expense {fom continuing operations and higher interest expense Income tax expense from continuing operations increased as a result of higher pre-tax income and a higher effective tax rate in
2007 compared to 2006 largely due to certain favorable tax matters in 2006 that lowered the effective tax rate in 2006 Interest expense increased due primarily to the debt assumed from
Cinergy Portially offsetting these unfavorable resuits was higher interest income, largely as a result of increased earnings {rom higher average invested cash and short-term investment balances

during 2007 as compared to 2006, including a $19 million favorable impact related to the inclusion of amounts for legacy Cinergy for the first quarter of 2007 with no comparable amount in

2006

More than offsetting the increase in income from continuing operations was a decrease in income from discontinued operations for 2007 as compared to 2006, primarily attributable to the
classification of the results of operations for the natural gas businesses spun off on January 2, 2007 as discontinued operations for periods prior to the spin-off’

Duke Energy's Direction in 2008 and Beyond. Management of Duke Energy is focusing on the following objectives in 2008 and beyond:

+  Pursue a balanced approach to meeting future energy needs by pursuing new supply options, including energy efficiency, coal gasification, advanced pulverized coal, nuclear, natural

gas-fired generation and renewable energy, while considering whether they are available, affordable, reliable and clean;

»  Accept the reality of a carbon-constrained world and pursue low-carbon and no-carbon solutions for meeting future energy needs;

+  Finding a path to success during this era of rising costs by striving to control costs, run the businesses efficiently and provide excellent customer service; and

+ Meet 2008 financial objectives and, for the long-term, deliver on its promise to shareholders by steadily prowing earnings and dividends

The majority of fulure earnings are anticipated to be centributed from U S Franchised Electric and Gas, which consists of Duke Energy's regulated businesses that currently own a
capacity of approximately 28,000 megawatts of generation. The repulated generation portfolio consists of a mix of coal, nuclear, natural gas and hydroelectric generation, with the substantial
majority of all of 1he sales of electricity coming from coal and nuclear generation facilities While the drought conditions in the Carolinas did not significantly impact earnings in 2007,
continued or sustained drought conditions could have a negative impact on carnings in 2008 Commercial Power has net capacity of approximately 8,000 megawatts of unregulated generation,
of which approximately 4,000 megawatts serves retail customers under the RSP in Ohio Approximately 75% of International Energy's net capacity of approximately 4,000 megawatts of
installed generation capacity in Latin America consists of base load hydroeleciric capacity thal carries a low level of dispatch risk; in addition. for 2008 over 90% of Intemnational Energy's
contractible capacity in Latin America is cither currently contracted or receives a system capacity payment

As mentioned earlier, during the five-year period {rom 2008 to 2012, Duke Energy anticipates total capital expenditures of approximately $23 billion. Annual capital expenditures are
currently estimated at approximately $5 billion in 2008-2011 and approximately $3 billion in 2012 These expenditures are principally related to expansion plans, maintenance costs,
environmental spending related 1o Clean Air Act requirements and nuclear fuel Current estimates are that Duke Energy’s regulated generation capacity will need to increase by approximately
7,700 megawatts over the next ten years, with the majority being in the Carolines Duke Energy is committed 1o adding base load capacity at a reasonable price while modernizing the current
generation facilities by replacing older, less efficient plants with cleaner, more efficient plants. Significant expansion projects include the new IGCC plant at Duke Energy Inchana's
Edwardsport Generating Station. a new 800 MW coal unit at Duke Energy Carolinas’ existing Chiffside facility in North Carolina and new gas-fired generation units at Duke Energy Carolinas'
existing Dan River and Buck Stcam Stations, as well as other additions duc to system growth
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Additionally, Duke Energy is evaluating the potential construction of a new nuclear power plant in Cherokee County, South Carolina Costs related to environmental spending are expected to
decrease over the five-year period as the upgrades to comply with the new environmental regulations are completed

Duke Energy anticipates capital expenditures at Commercial Power will primarily relate to growth opportunities, such as renewable energy generation projects and environmental control
equipment, as well as maintenance on existing plants Capital expenditures at International Energy, which will be funded with cash held or raised by International Energy, will primarily be for
strategic growth opportunities, such as new hydro plants in Brazil, as well as maintenance on existing plants Duke Energy does not anticipate any additional capital investment related to its
mvestment in the Crescent IV

Duke Enerpy does not currently anticipate funding capital expenditures with the issuance of common equity in the foreseeable future, but rather through the use of available cash and cash
cquivalents as well as the issuance of incremental debt

As the majority of Duke Energy's anticipated future capital expenditures are related to its regulated operations, a risk to Duke Energy is the ability to recover costs related to such
expansion in a timely manner Energy legisiation passed in North Carolina and South Carolina in 2007 provides, among other things, mechanisms for Duke Energy to recaver {inancing costs
for new nuclear or coal base load generation during the construction phase In Indiana, Duke Energy has received approval to recover its development costs {or the new IGCC plant at the
Edwardsport Generating Station Duke Energy has received approval for nearly $260 million of future federal tax credits related to costs to be incurred for the modernization of the Cliffside
facility as well as the IGCC plant in Indiana. In addition, Duke Energy has received general assurances from the NCUC that the North Carolina allocable portion of development costs

associated with the William States Lee 111 nuclear station will be recoverable through a future rate case proceeding as long as the costs are deemed prudent and reasonable Duke Energy does
not anticipate beginning construction of the proposed nuclear power plant without adequate assurance of cost recovery from the state legislators or regulators

In response to concerns over climate change, the U S Congress has been discussing various proposals 10 reduce or cap COz and other greenhouse pas emissions. Any legisiation enacted
as a result of these efforts could involve a market based cap and trade program In anticipation, Duke Energy is increasing focus on renewable energy and energy efficiency initiatives in an
effort to reduce emissions. In addition to the wind assets purchased during 2007, Duke Energy Carolinas, Duke Energy Ohio and Duke Energy Indiana have issued RFP's for renewable energy
sources that can be operational as early as 2012 Additionally, new energy efficiency plans were filed in North Carolina, South Carolina and Indiana and energy efficiency programs were
expanded in both Kentucky and Ohio Energy efficiency filings are expected to be made in Ohio and Kentucky in 2008 The energy efficiency plans filed in North Carolina, South Carolina and
Indiana are save-a-watt programs that would compensate Duke Energy for verified reductions in energy use and be available to all customer groups The PSCSC and IURC have scheduled
evidentiary hearings in 2008 to review these filings for South Carolina and Indiana, respectively In advance of the evidentiary hearing held February 5-6, 2008 related to the South Carolina
energy efficiency filing, a settlement agreement was reached with the South Carolina Office of Regulatory Staff, Wal-Mart, Piedmont Natural Gas and the South Carolina Energy Users
Commiltee This agreement calls for Duke Energy Carolinas to bear the cost of the programs and allow for recovery of 85% of the avoided generation charges An evidentiary hearing is
expected to be scheduled by the NCUC for North Carolina in 2008

In summary, Duke Enerpy is coordinating its future capital expenditure requirements with regulatory initiatives in order to ensure adequate and timely cost recovery while continuing to
provide low cost energy to its customers

Economic Factors for Duke Energy's Business. Duke Energy's business model provides diversification between stable, less cyclical businesses like U S Franchised Electric and Gas,
and the traditionally higher-growth and more cyclical energy businesses like Commercial Power and International Energy  Additionally, Crescent's portfolio strategy is diversified between
residential, commercial and multi-family development All of Duke Energy's businesses can be negatively affected by sustained downturns or sluggishness in the economy, including low
market prices of commodities. all of which are beyond Duke Enerpy's control, and could impair Duke Energy's ability 1o meet its goals for 2008 and beyond

Declines in demand for electricity as a result of 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 portion of U.S. Franchised Electric and Gas' business risk is mitigated by its regulated allowable rates of return and recovery of fuel costs
under fuel adjustment clauses

If nepative market conditions should persist over time and estimated cash flows over the lives of Duke Enerpy's individual assets do not exceed the carying value of those individual
asscts, asset impairments may occur in the future under existing accounting rules and diminish results of operations A change in management's intent about the use of individual assets (held
for use versus held for sale) or a change in fair value of assets held for sale could also result in impairments or logses
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Duke Energy’s 2008 goals can also be substantially at risk due to the regulation of its businesses. Duke Energy’s businesses in the United States are subject to regulation on the federal and
state level Regulations, applicable to the electric power industry, have a significant impact on the nature of the businesses and the manner in which they operale Changes to regulations are
angoing and Duke Energy cannot predict the future course of changes in the regulatory environment or the ultimate effect that any future changes will have on its business

Duke Energy's earnings are impacted by {Juctuations in commodity prices Exposure to commodity prices generates higher earnings volatility in the unregulated businesses as there are
uming differences as to when such costs are recovered in rates To mitigate these risks, Duke Energy enters into derivative instruments to effectively hedge known exposures.

Additionally, Duke Energy's investments and projects located outside of the Uniied States expose Duke Energy 1o risks related to laws of other countries, taxes, economic conditions,
fluctuations in currency rates, political conditions and policies of {oreign governments Changes in these factors are difficult to predict and may impact Duke Energy's future results

Duke Energy also relies on access Lo both short-term money markets and longer-term capital markets as a source of lquidity for capital requirements not met by cash fow from
operations An inability to access capital at competitive rates could adversely affect Duke Energy's ability to implement its strategy Market disruptions or a downgrade of Duke Energy's credit
rating may increase its cost of borrowing or adversely aflect its ability to access one or more sources of hquidity

For further information related to management's assessment of Duke Energy's risk factors, see ltem 1A "Risk Factors *

RESULTS OF OPERATIONS

Consolidated Operating Revenues

Year Ended December 31, 2007 as Compared to December 31, 2006, Consolidated operating revenues for 2007 increased $2,113 million, compared to 2006 This change was driven
primarily by approximately $1,408 million of revenues generated during the 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 revenues were recognized in the comparable period of the prior year since the Cinergy merger occurred effective April 2006 Also contributing to the
increase in revenues were

+ A 3576 million increase at U S Franchised Electric and Gas due primarily to increased fuel revenue from retail customers. higher sales volume as a result of favorable weather,
increased wholesale power revenues due to increased sales volumes primarily due to additional long-term wholesale contracts in 2007, increase in retail rates and rate riders primarily
related to new electric base rates implemented in the first quarter of 2007 for Duke Energy Kentucky and the recovery of environmental compliance costs from retail customers in
Indiana, and an increase related to the sharing ol anticipated merger savings through rate decrement riders which was substantially completed prior 1o the third quarter of 2007,

+ A $208 million increase at Commercial Power due primarily to increased retail electric revenues principally related to the timing of collections on fuel and purchased power and
increased retail demand resulting from favorable weather, and increased wholesale revenues due primarily to higher gencration volumes resulting from favorable weather and higher
tolling and capacity revenues, parhally offset by net unfavorable mark-to-market results on non-qualifying power and capacity hedge contracts, and

* A $117 million increase at International Energy due primarily to higher sales prices in Brazil and Peru, and favorable foreign currency exchange impacts compared to the prior year,
primarily in Brazil

Partially offset by:

« A $221 million decrease at Crescent as a result of the deconsolidation of Crescent in September 2006 and the subsequent accounting for Duke Energy's investment in Crescent as an
equity method investment

Year Ended December 31, 2006 as Compared 10 December 31. 2005 Consolidated operating revenues for 2006 increased $3.701 million. compared to 2005 This change was driven by:

*  Anapproximate $3,820 million increase due to the merger with Cinergy; and

« A $216 million increase at International Energy due primarily to higher revenues in Peru from increased ownership and resulting consolidation of Aguaytia, higher energy prices in El
Salvador, favorable results in Brazil, primarily foreign exchange rate impacts and higher electricity volumes and prices in Argentina

43



Table of Contents

PART i

Partially offset by:

.

.

A $274 million decrease at Crescent due primarily to the deconsolidation of Crescent, effective September 7, 2006 and softening in the residential real estate market; and
A $69 million decrease in Other due primanly to the sale of Duke Project Services Group, Inc (DPSG) in February 2006 and a prior year mark-to-market gain related to former
DENA's hedge discontinuance in the Southeast

For a more detailed discussion of operating revenues, see the segment discussions that follow

Consolidated Operating Expenses

Year [nded December 31, 2007 as Compared to December 31, 2006. Consolidated operating expenses for 2007 increased $1,012 million, compared to 2006 This change was driven

primarily by an approximate $1.160 miliion of expenses incurred during the 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 expenses were incurred in the comparable period of the prior year since the Cinergy merger occurred effective April 2006 Excluding the above,

consolidated operating expenses increased as a resuit of the following:

.

A $317 million mncrease ot U S Franchised Electric and Gas due primarily to increased operating and maintenance expenses driven by higher wage and benefits costs, including

increased short-term incentive costs, maintenance costs at fossil and nuclear generating plants. increased fuel expense driven by higher demand from retail customers resulting from

favorable weather, and an increase in deprectation due to additional capital spending, and
An $18 million increase at Commercial Power due primarily to increased fuel expense and operating and maintenance expenses from the Midwest gas-fired generation assets due
primarily to increased generation volumes in 2007 compared to 2006 and higher fuel and purchased power expenses due to increased retail sales volumes and plant outages in 2007,

partially offset by net mark-to-market gains on non-qualifying fuel hedge contracts in 2007 compared to net fosses in 2006 and lower losses from sales of fuel

Partially offset by

.

A $240 milhion decrease in Other due primarily to a 2006 charge and 2007 credits related to contract settlement negotiations, lower costs to achieve related to the Cinergy merger,
lower casts related to Duke Energy's caplive insurance company driven by lower charges for mutual insurance exit obligations, and lower governance and other corporate costs,
partially offset by a donation to the Duke Foundation;

A $160 million decrease at Crescent as a result of the deconsolidation of Crescent in September 2006 and the subsequent accounting for Duke Energy’s investment in Crescent as an
equity method investment; and

A $62 million decrease at International Energy due primarily to a prior year reserve related to a settlement made in conjunction with the Citrus Trading Corporation (Citrus) litigation,
a contract dispute between Citrus and Spectra Energy LNG Sales Ine (formerly known as Duke Energy LNG Sales Inc ), an impairment charge on notes receivable from Campeche
recorded in 2006, partially offset by unfavorable foreign currency exchange impacts, increased purchased power, general and administrative costs in Brazil, and higher fuel

consumption in Guatemala due to higher generation and higher maintenance costs as a result of unplanned outages

Year Ended December 31, 2006 as Compared to December 31, 2005 Consolidated operating expenses for 2006 increased $3.624 million, compared to 2005 The change was primarily

driven by:

An approximate $3,326 million increase due to the merger with Cinergy;

A $312 million increase at International Energy due primarily to higher costs in Peru, driven primarily by increased ownership and resulting consolidation of Aguaytia, a reserve
related to a settlement made in conjunction with the Citrus litigation, higher fuel prices and increased consumption in El Salvador, unfavorable exchange rates, increased regulatory
fees and higher purchased power costs in Brazil and an impairment charge on notes receivable from a Mexican investment recorded in 2006,

A $132 million increase in Other due primarily lo costs to achieve the Cinergy merger, a reserve charge related to contract seitlement negotiations, partially offset by decreases due to
the continued wind-down of the former DENA businesses; and

An approximate $115 million increase at Duke Energy Carolinas driven primarily by increased fuel expenses, due primarily to higher coal costs and increased purchase power
expense resufting primarily from less peneration availability during 2006 as a result of outages at base load stations, partially offset by lower regulatory amortization, due primarily to
reduced amortization of compliance costs yelated to clean air legislation, and lower operating and maintenance expense, due primarily to a Decernber 2005 ice storm
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Partially offsct by:
+ A $239 million decrease a1 Crescent due primarily to the deconsolidation of Crescent, effective September 7, 2006 and softening in the residential real estate market

For a more detailed discussion of operating expenses. see the segment discussions that follow

Consolidated Gains on Sales of Investments in Commercial and Multi-Family Real Estate

Consohidated gams on sales of investments i commercial and multi-family real estate were zero m 2007, as a result of the deconsolidation of Crescent in September 2006 and the
subsequent accounting for Duke Energy's investment in Crescent as an equity method investment, $201 million in 2006, and $191 million in 2005 The gain in 2006 was driven primarily by
pre-tax gains from the sale of two office buildings at Potomac Yard in Washington, D C and a gain on a land sale at Lake Keowee in northwestern South Carolina The gain in 2005 was driven
primarily by pre-tax gains from the sales of surplus legacy land, particularly a farge sale in Lancaster. South Carolina, commercial land sales, including a large sale near Washington, D.C and
multi-family project sales in North Carolina and Florida

Consolidated (Losses) Gains on Sales of Other Assets and Other, net
Consolidated (Josses) pains on sales of other assets and ather, net was a loss of $5 mullion for 2007, a gan of $223 million for 2006, and a loss of $55 million for 2005 The loss in 2007

was due primarily o losses related to Commercial Power's sale of emission allowances. The gain in 2006 was due primarily (o The pre-1aX gams resulling [rom e sale ol an eifetive So%%
interest in Crescent, creating a joint venture between Duke Energy and MSREF (approximately $246 million), partiaily offset by Commercial Power's losses on sales of emission allowances
(approximately $29 million) The loss in 2005 was due primarily to net losses at Commercial Power, principally the termination of DENA structured power contracts in the Southeast region
(approximately $75 million)

Consolidated Operating Income

Year Ended December 31, 2007 as Compared to December 31, 2006. For 2007, consolidated operating income increased $672 million compared to 2006 Increased operating income was
partiaily driven by an approximate $237 million favorable impact generated during the first quarter of 2007 related to legacy Cinergy operations {refiected in the results for U § Franchised
Electric and Gas and Commercial Power) for which there was zero in the comparable period of the prior year since the Cinergy merger occurred effective April 2006, as well as factors
discussed above

Year Ended December 31. 2006 as Compared to December 31. 2005 For 2006. consohdated operating income increased $363 million, compared to 2005 Increased operating income
was primarily related to approximately $465 million of operating income generated by legacy Cinergy in 2006 as a result of the merger and an approximate $250 million gain in 2006 on the
sale of an effective 50% interest in Crescent, partinlly offsct by approximately $128 million of cost in 2006 to achieve the Cinergy merger and approximately $165 million of charges in 2006
related to settlements and contract negotiations

Other drivers Lo operating income are discussed above For more detailed discussions, see the segment discussions that follow

Consolidated Other Income and Expenses

Year Ended December 31. 2007 as Compared to Decoember 31. 2006. For 2007, consolidated other income and expenses increased $74 million, compared to 2006. This increase was
primarily driven by an increase in equity earnings of $3+4 million due primarily to the deconsolidation of Crescent in September 2006 and the subsequent accounting for Crescent as an equity
method investment and increased equily earnings from International Energy of approximately $22 million primarily related to its investment in National Methanol Company (NMC) primarily
as a result of higher margins, approximately $34 milhion increase in interest income, largely as a result of increased earnings {rom higher average invested cash and short-term investment
balances during 2007 as compared to 2006 (of which approximately $19 million of the increase relates 1o interest income of legacy Cinergy in the first quarter 2007 with no comparable amount
in 2006), partiaily offset by Iower interest income related to income taxes resuluing primarily from favorable income tax settlements in 2006, a $17 million impairment charge at International
FEnergy recorded during the second quarter of 2006, and convertible debt costs of approximately $21 million related to the spin-off of Spectra Energy

Year Ended December 31, 2006 as Compared to December 31. 2005 For 2006, consolidated other income and expenses increased $137 million, compared to 2005 The increase was due

primarily to an increase of approximately $1235 million of interest income resulting primarily from favorable income tax settlements in 2006
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Consolidated Interest Expense

Year Ended December 31, 2007 as Compared to December 31, 2006. For 2007, consolidated interest expense increased $33 million, compared to 2006 This increase was due primarily
to the debt assumed from the merger with Cinergy, higher interest on debt in Brazil and interest expense recarded on tax items primarily as a result of the adoption of FIN No 48, "Accounting
Jor Uncertaingy in Income Taxes—an interpretation of FASE Statenient No. 109" (FIN 48). partially offset by debt reductions and {inancing activities and an increase in the debt component of
AFUDC resulting from increased capital spending

Year Ended December 31, 2006 as Compared to December 31, 2005 For 2006, consohidated interest expense increased $251 million, compared to 2005 This increase is primarily
attributable to the increase in long-term debt as a resuit of the merger with Cinergy (approximately $227 million impact)

Consolidated Minority Interest Expense

Year Ended December 31, 2007 as Compared to December 31, 2006. For 2007, consalidated minority interest expense decreased $11 million, compared to 2006 This decrease was due
primarily to lower earnings at Apuaytia in 2007 and the deconsolidation of Crescent

Year Ended December 31, 2006 as Compared to December 31, 2005. For 2006, consohidated minority interest expense decreased $11 million, compared to 2005 This decrease was due

primarily to lower earnings at Crescent's LandMar afTiliate in Florida, as a result of softening in the residential real estate market

Consolidated Income Tax Expensc from Continuing Operations

Year Ended December 31, 2007 as Compared to December 31, 2006. For 2007, consalidated income tax expense from continuing operations increased $262 million, compared to 2006
The increase is primarily the result of higher pre-tax income in 2007 as compared 10 2006 Additionally, the effective tax rate increased for the year ended December 31, 2007 (32%) compared
to 2006 (29%), due primarily to prior year favorable tax settlements on research and development costs and nuclear decommissioning costs, and tax benefits related to the impairment of an
investment in Bolivia, partially offset by an increase in the manufacturing deduction in 2007 and higher foreign taxes acerued in 2006

Year Ended December 31, 2006 as Compared to December 31, 2005 For 2006, consolidated income tax expense from continuing operations increased $75 million, compared to 2005
This increase primarily resulted from higher pre-tax earnings, partiatly offset by favorable 1ax settlements on research and development costs and nuclear decommissioning costs, and tax

benefits related to the impairment of an investment in Bolivia

Consolidated (Loss) Income from Discontinued Operations, nel of tax

Consolidated (loss) income from discontinued operations was a loss of $22 million for 2007, income of $783 million for 2606, and income of $935 million for 2005 The 2006 and 2005
amounts include the after-tax carnings of Duke Energy's natural gas businesses that were spun off to sharcholders on January 2, 2007 The 2007, 2006 and 2005 amounts include results of
operations and gains (losses) on dispositions related primarily to former DENA's assets and contracts outside the Midwestern and Southeastern United States as a result of the 2005 decision to
exit substantially all of former DENA's remaining assets and contracts outside the Midwestern United States and certain contractual positions related to the Midwestern assets, which are
included in Other. The 2007 and 2006 amounts also include Cinerny commercial marketing and trading aperations and synfuel operations, which arc both included in Commercial Power Sce
Note 13 to the Consolidated Financial Statements, "Discontinued Operations and Assets Held for Sale”

The 2007 amount is primarily comprised of an after-tax loss of approximately $18 million associated with former DENA contract settlements, an after-tax loss of approximately $8
million related to Cinergy commercial marketing and trading operations and afier-1ax eamings of approximately $23 million related to Commercial Power's synfuel operations

The 2006 amount is primarily comprised of after-tax eamnings of approximately $953 million related to the natural gos businesses, approsimately $140 million of afler-tax losses
associated with certain contract terminations or sales at former DENA, and the recognition of approximately $17 million of afler-tax losses associated with exiting the Cinergy commercial
marketing and trading operations

The 2005 amount is primarily comprised of afler-tax carnings of approximately $1,623 million related to the natural gas businesses, which includes $1,245 million of pre-tax gains on
sales of equity investments, primarily associated with the sale of TEPPCO GP and Duke Energy's limited partner interest in TEPPCO LP and an approximate $575 million gain resulting from

the DEFS disposition transaction, an approximate $550 million non-cash, after-tax charge (approximately $900 million pre-tax) for the impairment of assets, and the dis-
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continuance of hedge accounting and the discontinuance of the normal purchase/normal sale exception for certain positions as a result of the decision to exit substantially all of former DENA's
remaining assets and contracts outside the Midwestern United States and certain contractual positions related to the Midwestern assets. Additionally, during 2005, Duke Energy recognized
after-1ax losses of approximately $250 million (approximately $400 million pre-tax) as the result of selling certain pas transportation and structured contracts related to the former DENA
operations These charges were offset by the recognition of after-tax gains of approximately $123 million (approximately $200 million pre-tax) related to the recognition of deferred gains in
Accumulated Other Comprehensive Income (AOQCT) related to discontinued cash flow hedges related to the former DENA operations

Consoltdated Cumulative Effect of Change in Accounting Principle, net of tax and minority interest
During 2005, Duke Energy recorded a net-of-tax and minority interest cumulative effect adjustment for a change in sccounting principle of $4 million as a reduction in carnings The
change in accounting principle related to the implementation of FIN No 47, "Accounting for Conditional Asset Retirement Obligations

Segment Results
Management evaluates segment performance based on earnings before interest and taxes from continuing operations, afler deducting minority interest expense related to these profits

(EBIT). On a segment basis, EBIT excludes discontinued operations, represents all profits from continuing operations (both operating and non-operating) before deducting interest and taxes,

and is net of the minority interest expense related to those profits. Cash, cash equivalents and short-term invesiments are managed centrally by [JUKE ERergy. SO (hE gains aid J0SSes O TOTSiEn
currency remeasurement, and interest and dividend income on those balances, are excluded from the segments' EBTT Management considers sepment EBIT to be a good indicator of cach
segment's operating performance {Tom its continuing operations, as it represents the results of Duke Energy's ownership interest in operations without regard to financing methods or capital
structures

See Note 3 to the Consolidated Financial Stalcments, "Business Segments,” for a discussion of Duke Energy's segment structure

As discussed above and in Note 13 to the Consolidated Financial Statements, "Discontinued Operations and Assets Held for Sale” during the third quarter of 2003, the Board of Directors
of Duke Energy authorized and directed management to execule the sale or disposition of substantially all former DENA's remaining assets and contracts outside the Midwestem United States
and certain contractual positions related to the Midwestern assets As a result of this exit plan, the continuing operations of the former DENA segment (which primarily include the operations
of the Midwestemn generation assets, former DENA's remaining Southeastem operations related to asscts which were disposed of in 2004, the remaining operations of DETM, and certain
general and administrative costs) have been reclassified to Commercial Power, except for DETM, which is in Other

Duke Energy's segment EBIT may not be comparable to a similarly titled measure of another company because other entities may not calculate EBIT in the same manner Segment EBIT
is summarized in the following table, and detailed discussions follow

EBIT by Business Segment

Years Ended December 31,

Variance Variance

2007 vs. 2006 vs.

2007 2006 2006 2005 2005

(in millions)

U.S: Franchised Electric and Gas L § 230585 1,811 % 494 -8 149508 w316
Commercial Power® 278 47 231 (118) 165
Tnternational Eneray. 388 63T 2250 UULIE09 T T ) aB)
Crescent® 38 532 (494 314 218
Total reporiablesegment EBIT: ; 3,009 2,553 456 200000 553
Other(® (298) (537) 239 347 (190)
Total . : : 2N B0I6 698 LES3 36
Interest expense e e ‘ . BN ) I e GH ey 3D
Interest income and other(® : 208 146 62 R : 150
Consolidated earnings from continuing operations before income taxes $ 223 & 1,530 §$ 704 % L2688 262
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(a) Amounts associated with former DENA's operations are included in Other for all periods presented, except for the Midwester generation and Southeast operations, which are reflected in

Commercial Power

(b) In September 2006, Duke Energy completed a joint venture transaction of Crescent As a result. Crescent segment data includes Crescent as a consolidated entity for periods prior to

September 7, 2006 and as an equity method investment for periods subsequent to September 7, 2006

(c) Interest income and other includes foreign currency transaction gains and losses and additional minority interest expense not allocated to the segment results

Minority interest expense presented below includes only minority interest expense related to EBIT of Duke Energy's joint ventures It does not include minonity interest expense related to

interest and taxes of the joint ventures.

The amounts discussed below include intercompany transactions that are climinated in the Consolidated Financial Statements

U.S. Franchised Electric and Gas

Years Ended December 31,

Variance Variance
Z007 vs. 200D VS,
2007 2006 2006 2003 2005
(in millions, except where noted)
Operating Tevenues 8,740 - % 8,098 % 1,642 § 5,432 2,666
Operating expenses 7,488 6.319 1.169 3,959 2,360
(Losses) gains on sales of other assets and ofher-net B R 7 e 6))
Operating income 2,252 1,779 473 1,480 299
Other income and expenses, net 53 32 7 15 17
EBIT 2,305 § 1811 % 494§ 1,495 316
Duke Energy Catolinas GWh sufeslii i T Ly 3,952 Cgsarre (3,638
Duke Energy Midwest GWh sales® ®) 64,570 46,069 18,501 — 46,069
Net proportional MW capasity in operation( 27,586 27,590 ) 18,390 9,200
(a) Gigawatt-hours (GWh)
(b) Relates to operations of former Cinergy from the date of acquisition and thereafter
(c)  Megawatt (MW)
The following table shows the percent changes in GWh sales and average number of customers for Duke Energy Carolinas

Increase (decrease) over prior year 2007 20006 2005
Residential sales® 6 5% (1.2)% 3.7%
General service salest®) 54% 1 4% 1.9%
Tndustrial sales(®oz (23)% (3.8)% R
Wholesale sales 40 9% (38 7% 350%
Toml Diike Energy Carolinas sales® 48% G.1)% 31%
Average number of customers 20% 20% 10%

(a) Major components of Duke Energy Carolinas’ retail sales

(b) Consists of all components of Duke Energy Carolinas' sales, including retail sales, and wholesale sales to incorporated municipalities and to public and private utilities and power

marketers

The following table shows the percent changes in GWh sales and average number of customers for Duke Energy Midwest for the nine months ended December 31, 2007 compared to the

same period in the prior year

Increase (decrease) ever prior year
Residential sales™ :
General service salest®

Industrial sales(®

Wholesale sales

Total Duke Energy Midwest soles®
Average number of customers

(a) Major components of Duke Energy Midwest's retail sales

Nine Months
December 31.

(b)  Consists of all components of Duke Energy Midwest's sales, including retail sales, and wholesale sales to incorporated municipahties and to public and private utilities and power

marketers
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Year Ended December 31, 2007 as Compared to December 31, 2006

Operating Revenues. The increase was driven primarily by:

A 51,066 million increase in regulated revenues for the first quarter of 2007 due to the merger with Cinergy;

A $212 million increase in fuel revenues, including emission allowances, driven by increased fucl rates for retail customers and increased GWh sales to retail customers;

A $188 million increase in GWh sales to retail custemers due to favorable weather coaditions For the Carolinas and Midwest, cooling degree days for 2007 were approximately 27%
and 48% above normal, respectively, compared to close to normal in both regions during 2006;

An $82 milhion increase in wholesale power revenues, net of sharing, due to increased sales volumes primarily due to additional long-term contracts;

A $57 million increase in retail rates and rate riders primarily related to the new electric base rates implemented in the first quarter of 2007 for Duke Energy Kentucky and the
recovery of environmental compliance costs from retail customers in Indiana; and

A $40 million increase related to the sharing of anticipated merger savings through rate decrement riders with regulated customers, which was substantially completed prior to the
third quarter of 2007

Operating Expenses The increase was driven primarily by:

An $852 million increase in regulated operating expenses for the first quarter of 2007 due to the merger with Cinergy,;

AST37 million mcrease i opcraling and mamlenance expense primaniy due & kigher wage and berefiteosts, including rereasedshort=ternrimeomtive-costsomd-mamtenat, S5t
at fossil and nuclear generating plants, partially offset by a one time $12 million donation in the second quarter 2006 ordered by the NCUC as a condition of the Cinergy merger,

A $133 million increase in fuel expense {including purchased power) primarily due to increased retail demand resulting {rom favorable weather conditions Generation fueled by coal
and natural gas, as well as purchases to meet retail customer requirements, increased significantly during the year ended December 31, 2007 compared to the sarne period in the prior
year These increases were partially offset by a $21 million reimbursement for previously incurred fuel expenses resulting from a settlement between Duke Energy Carolinas and the
U'S Department of Justice resolving Duke Energy's used nuciear {uel litigation against the Department of Energy (DOE). The settiement between the parties was finalized on

March 6, 2007, and

A $40 million increase in depreciation due primarily to additional capital spending in the Carolinas

Partially offset by:

.

A $6 million net decrease in regulatory amortization expense primarily due to decreased amortization of complisnce costs related to North Caroling clean air lepislation during 2007
as compared to the prior year. Repulatory amortization expenses related to clean air were approximately $187 million for the year ended December 31, 2007 compared to
approximately $225 million during the same period in 2006 This decrease was partiaily offset by the write-off of a portion of the investment in the GridSouth RTO (approximately
$17 million) per a rate order {rom the NCUC and Ohio's regulatory amortization related to the rate transition charge rider and new demand side management (DSM) rider

Other Income and Expenses, net. The increase is primarily attributable to the equity component of AFUDC earned from additional capital spending for on-going construction projects

EBIT. 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 of the required rate reductions due to the merger with Cinergy These increases were partially offset by increased operating and maintenance expenses and additional

depreciation as rate base increased during 2007

Matters Impacting Future U.S. Franchised Electric and Gas Results

U S Franchised Electric and Gas continues to increase its customer base, maintain low costs and deliver high-quality customer service in the Carolinas and Midwest, The residential and

peneral service sectors are expected to grow The industrial sector, particularly textile and housing related, was soft in 2007 and that trend is expected to continue 1n 2008 U S. Franchised

Electric and Gas will continue to provide strong cash flows from operations to Duke Energy, which will help fund the capital spending program in 2008 Changes in weather, wholesale power

market prices, service arca economy, generation availability and changes to the regulatory environment would impact future financial results for U S Franchised Electric and Gas
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The impact of the North Carolina rate order resulting from the 2007 rate review ordered by the NCUC will also affect income for 2008 and future years Particularly, retail base rates were

towered by $287 million, which was primarily offset by the elimination of clean air legislation amortization. For 2008 only, the NCUC also allowed a one time increment rider of $80 million

related to merger savings Legislation enacted in both North and South Carolina in 2007 will allow Duke Energy Carolinas to recover from retail customers more of the costs incurred for

purchases of power and reagents needed to meet customer demand. Various regulatory activities will continue in 2008, including a review of Duke Energy Carolinas’ and Duke Energy

Indiana's proposed cost recovery methodology related to energy cfficiency programs Decisions on 2007 filings for certification for new generation are also expected Duke Energy Ohid's

pending gas rate case could also impact future results through the increase of base rates

The Southeastern United States continues to experience severe drought conditions brought about by a significant shortage of rainfall in the past several months As a result of these

conditions, water supplics in the reservoirs and lake systems that support many of Duke Energy Carolinas' hydroelectric, nuclear, and fossi] electric peneration plants have declined and could

continue to decline in the absence of more normal levels of rainfall Duke Enerpy is analyzing long-term weather forecasts and developing plans to mitigate any potential operational impacts

that continued severe drought conditions could cause; however, at this time we cannot determine if such impacts will have a material effect on Duke Energy

Year Ended December 31, 2006 as Compared to December 31, 2005
Operating Revenues. The increase was driven primanly by:

A $2,651 million increase in regulated revenues duc 1o the acquisition of Cinergy,

A $203 million increase in fuel revenues driven by increased fuel rates for retail customers due primarily to increased coal costs The delivered cost of coal in 2006 is approximately
$11 per ton higher than the same period in 2003, representing an approximately 20% increase; and

A $27 million increase related to demand from retail customers, due primarily to continued growth in the number of residential and general service customers in Duke Encigy
Carolinas' service territory  The number of customers in 2006 increased by approximately 45,000 compared to 2005

Partially offset by:

A $91 million decrease in wholesale power sales, net of the impact of sharing of profits from wholesale power sales with industrial customers in North Carolina (340 million) Sales
volumes decreased by approximately 39% primarily due to production constrainis caused by generation outages and pricing;

A $77 million decrease related to the sharing of anticipated merger savings by way of a rate decrement rider with regulated customers in North Carolina and South Carolina. As a
requirement of the merger, Duke Energy Carolinas is required to share anticipated merger savings of approximately $118 million with North Carolina customers and approximately
$40 million with South Carolina customers over a one year period, and

A $32 million decrease in GWh sales to retail customers duc to unfavorable weather conditions compared to the same period in 2005 Weather statistics in 2006 for heating degree
days were approximately 9% below normal as compared to 2% above normal in 2005 Overall weather statistics for both heating and cooling pertods in 2006 were unfavorable
compared to the same periods in 2005

Operating Expenses. The increase was driven primarily by:

.

A $2,245 million increase n regulated operating expenses due to the acquisition of Cinergy;

A $188 million increase in fuel expenses, due primarily to higher coal costs Fossil generation fueled by coal accounted for slightly more than 50% of total generation for year to date
December 31, 2006 and 2005 and the delivered cost of coal in 2006 is approximately $11 per ton higher than the same period in 2005,

A $42 million increase in purchased power expense. due primarily to less generation availability during 2006 as a result of outages st base load stations; and

A $24 million increase i depreciation expense, due to additional capital spending

Partially offset by:

An $86 million decrease in regulatory amortization, due to reduced amortization of compliance costs related to clean air legislation during 2006 as compared 1o the same period in
2005 Regulatory amortization expenses were approximately $225 million for the year ended December 31, 2006 as compared to approximately $311 million during the same period
in 2005,
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« A $39 million decrease in operating and maintenance expenses, due primarily to a December 2003 ice storm; and
+ A $15 million decrease in donations related to sharing of profits from wholesale power sales with charitable, educational and economic development programs in North Carolina and
South Carolina For the year ended December 31, 2006, donations totaled $13 million. while for the same period in 2003, donations totaled $28 million
Other income and expenses. The increase in Other income and expenses resulted primarily from an increase in AFUDC due mainly to the acquisition of the regulated operations of
Cinergy
[EBIT The increase in EBIT resulted primarily from the acquisition of the regulated operations of Cinergy, lower regulatory amortization in North Carolina, increased demand from retail
customers due to continued growth in the number of residential and general service customers and decreased operating and maintenance expense in the Carolinas These changes were partially

offset by lower wholesale power sales, net of sharing, rate reductions due to the merger, unfavorable weather conditions and increased purchased power expense in the Carclinas

Commercinl Power

Years Ended December 31,

Variance Varinnce
FACLY A 1N PAUL U AT
2007 2006 2006 2005 2005
(in millions, except where noted)

Operating revenues $ 18810 % . A500% 148 % ci 1,183
Operating expenses 1,618 326 200
(Losscs) gains onsales of other asselsand other; net S gt e i 105) e e L (T0)
Operating income 256 246 (122)
Other income and expenses, nel » sy )
EBIT 5 278§ 231§ (118) §
Actual plant prodiiclion, GWRED. 10 b Lt S iiges G062 L IS s
Net proporticnal megawatt capacity in operation 8,019 81 3,600 4,500

(a) Excludes discontinued operations

During the third quarter of 2005, the Board of Dircetors of Duke Energy authorized and directed management to exccute the sale or disposition of substantially all of former DENA's
remaining assets and contracts outside the Midwestern United States and certain contractual positions related to the Midwestern assets As a result of this exit plan, Commercial Power includes
the operations of former DENA's Midwestern generation assets and remaining Southeastern operations related to the assets which were disposed of in 2004 The results of former DENA's
discontinuext operations, which are comprised of assets sold to LS Power, are presented in (Loss) Income From Discontinued Operations, net of tax, on the Consolidated Statements of
Operations, and are discussed in consolidated Results of Operations section titled "Consolidated (L.oss) Income from Discontinued Operations, net of tax "

Year Ended December 31, 2007 as compared 10 Decembey 31. 2006

Operating Revenues. The increase was primarily driven by:

« A $387 million increase related to the non-regulated generation assets of former Cinergy, including the impacts of purchase accounting, which reflects the first quarter 2007 operating
revenues for which there was zero in the comparable period in the prior year as a result of the merger in April 2006,

« A $185 million increase in retail electric revenues due to higher retail pricing principally related to the time of collections on fuel and purchased power (FPP) rider and increased retail
demand resulting from favorable weather in 2007 compared to 2006; and

+ A $134 million increase in revenues due 10 higher generation volumes and capacity revenues from the Midwest gas-fired assets resulting from favorable weather in 2007 compared to
2006

Partially offsct by:

+ A $111 million decrease in net mark-to-market revenues on non-qualifying power and capacity hedge contracts, consisting of mark-to-market {osses of $52 million in 2007 compared
o gains of $59 million in 2006; and

« A $35 million decrease in revenues from sales of fuel due to lower volumes in 2007 compared to 2006
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Operating Expenses. The increase was primarily driven by:

+ A $327 million increase related to the non-regulated generation assets of former Cinergy, including the impacts of purchase accounting, which reflects the first quarter 2007 operating
expenses for which there was zero in the comparable period in the prior year as a result of the merger with Cinergy in April 2006,

+ A $116 million increase in fuel expenses for the Midwest gas-fired assets primarily due to increased generation volumes in 2007 compared to 2006; and

+ A $36 million increase in operaling expenses primarily due to increased plant maintenance in 2007

Partially offset by:

+ A $114 million decrease in net mark-to-market expenses on non-qualifying fuel hedge contracts, consisting of mark-to-market gains of $65 million in 2007 compared to losses of $49
million in 2006; and

¢ A $30 million decrease in expenses associated with sales of fuel due to lower volumes in 2007 compared to 2006

(Losses) Gains on Sales of Other dssets and Other, net. Decrease in 2007 compared to 2006 is altributable to lower losses on emission allowance sales in 2007 due to lower sales activity

in 2007 compared to 2006
Other Income and Expenses, net The decrease is driven by lower equity eamings of unconsolidated affiliates

EBIT. The improvement is primarily attributable to higher retail margins resulting largely from favorable timing of fuel and purchase power recoveries, increased retai] demand as a result

of favorable weather and improved resulis Irom the MidWest gas-Tired assers a5 a result of higher generaton votomes i imreased-vapacity revenues—These-favorable-vartancesivere-partintly
off'set by higher expenses {fom increased plant maintenance in 2007

Matters Impacting Future Commercial Power Results
Commercial Power's current strategy is {focused on maximizing the returns and cash flows from its current portfolio, as well as growing Duke Energy's non-regulated renewable energy

portfolio Results for 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 Future results for Commercial Power are subject to volatility due to the over or under-collection of fuel and purchased power costs
since Commercial Power's Rate Stabilization Plan (RSP) market based standard service offer (MBSSO) is not subject to regulatory accounting pursuant to SFAS No 71, “dccounting for
Certain Types of Regnlation” (SFAS No 71) In addition, Commercial Power's RSP expires on December 31, 2008 Duke Encrgy is currently working with the PUCO and the Ohio legislature
to establish a rate structure beyond 2008 The outcome of this rate structure could impact the results of operations in future periods Compared to 2006 and 2007, Commercial Power's 2008
results will also be favorably impacted by the reduced impact of purchase accounting adjustments recorded in connection with the 2006 merger with Cinergy

Year Ended December 31, 2006 as compared to December 31, 2005

Operating Revenues. The increase was primarily driven by the acquisition of Cinergy non-regulated generation assets for which results, including the impacts of purchase accounting, are
reflected from the date of acquisition and thereafter, but are not included in the same period in 2005 (approximately $1,169 million) Operating revenues associated with the former DENA
Midwest plants were approximately $14 million higher in 2006 compared to 2005 due primarily to higher average prices and slightly higher volumes

Operating Expenses The increase was primarily driven by the acquisition of Cinergy non-regulated generation assets for which results, including the impacts of purchase accounting, are
reflected from the date of acquisition and thereafler, but are not included in the same period in 2005 (approximately $1,082 million) Operating expenses associated with the former DENA
Midwest plants were approximately $10 million higher in 2006 compared to 2005 due primarily 1o higher fuel prices and slightly higher volumes

(Losses) Gains on Sales of Other Assets and Other, net. The increase was driven primarily by an approximate $75 million pre-tax charge in 2005 related to the termination of structured
power contracts in the Southeastern Region, partially offset by net losses of approximately $29 million on sales of emission allowances in 2006.

Other Income and Expenses, net The increase is driven primarily by equity earnings of unconsolidated affiliates related to investments acquired in connection with the Cinergy merger in
2006

EBIT. The increase was due primarily to the approximate $75 million pre-tax charge in 2003 related to the termination of structured power contracts in the Southeastern Region and the
acquisition of Cinergy assets (approximately $95 million)

n
v
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International Energy

Years Ended December 31,
Variance Variance
2007 vs. 2006 vs.
2007 2006 2006 2005 2005
{in millions, except where noted)
Operating revenues 3 1,060 '$ M3 8 11728 727:0% 216
Operating espenses 776 838 (62) 526 312
(L.osses) gains on sales ofother assets and ofher, net e Fiv b Y i B i 1)
Operating income 284 104 180 201 7
Other income and‘mlwnécs_, net 11400 2076 380 116 (40)
Minority interest expense 10 17 (7 8 9
ERIT : 8 38878 163 % )
Sales, GWh 17,127 18,5 (1,374) 17,587 o4
Net proportional megawatt copacity in operation(® 3,968 3,922 46 3,863 59

(a) Excludes discontinued operations

Year Ended December 31, 2007 as Compared to December 31, 2006
Operating Revenies. The increase was driven primarily by:

«  An 381 million increase in Brazil due to higher sales prices and favorable exchange rates:

A $37 million increase in Guatemala due to higher prices and volumes as a result of increased thermal dispatch; and

+ A $27 million increase in Peru due to higher spot prices as a result of transmission line congestion

Partially offset by:

An 518 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 unfavorable hydrology, partially offset by higher average sales prices

Operating Expenses The decrease was driven primarily by:

+ A $100 million decrease due to a prior year reserve established as a result of a settlement made in conjunction with the Citrus litigation,
+ A $43 million decrease in Mexico due primarily 10 a $33 million impairment charge on the notes receivable from the Campeche equity investment in 2006; and

+  An $11 million decrease in Ecuador due to lower fuel used as a result of lower generation

Partially offset by:

+ A $50 million increase in Brazil primarily due to higher exchange rates and higher regulatory and purchased power costs;

+ A %37 million increase in Guatemala due 1o increased fuel used as a result of higher dispatch and higher maintenance costs as a result of unplanned outages; and

+  An $8 million increase in Argentina due 1o higher maintenance costs

Other Income and Expenses, net. The increase was driven primarily by a $26 million increase in equity carnings at National Methanol Company (NMC) as a result of higher methanol and
methy! tertiary butyl ether (MTBE) margins, as well as the absence of a $17 million impairment of the Campeche equity investment recorded in 2006

EBIT. 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 hitigation, a prior year impairment of the
Campeche equity investment and note receivable reserve, favorable prices in Peru due to transmission line congestion, favorable prices and net foreign exchange impacts offset by higher
regulatory costs in Brazil and higher cquity camnings at National Methanol, partially offset by higher maintenance costs and unfavorable hydrology in Argentina

o
G4
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Matters Impacting Future International Energy Results
International Energy’s current strategy is focused on selectively growing its Latin American power generation business while continuing to maximize the retumns and cash flow from its
current portfolio EBIT results for International Energy are sensitive to changes in hydrology. power supply. power demand, and fuel and commodity prices Regulatory matters can also impact
EBIT results. as well as impacts from {luctuations in exchange rates, most notably the Brazilian Real
Certain of International Energy's long-term sales contracts and long-term debt in Brazil contain inflation adjustment clauses While this is favorable to revenue in the long run, as

International Energy's contract prices are adjusted, there is an unfavorable impact on interest expense resulting from revaluation of International Energy's outstanding local currency debt

Year Ended December 31, 2006 as Compared to December 31, 2005
Operating Revenues. The increase was driven primarily by:
+ A $118 million increase in Peru due 1o increased ownership and resulting consolidation of Aguaytia (See Note 2 in the Consolidated Financial Statements, "Acquisitions and
Dispositions") and an increase in Egenor due to higher sales volumes, offset by lower prices;
« A %40 milhon increase in E1 Salvador due to higher energy prices;
« A $31 million increase in Brazil due to the strengthening of the Brazilian Real against the U S dollar and higher average energy prices, partially offset by lower volumes, and

TR TSI 7 million IRCrease 1n ATgenting primanily due Te higher elecaichty gereraton, privesamdnerersed-gasmarketing sates:

Operating Expenses. The increase was driven primarily by:

» A $109 million increase in Peru due to increased ownership and resulting consolidation of Aguaytia and increased purchased power and fuel costs in Egenor;

« A $100 million increase due to a reserve established as a result of a settlernent made in conjunction with the Citrus litigation.

« A $38 million increase in El Salvador primarily due to higher fuel prices and increased fuel consumption;

« A $34 million increase in Brazil due to the strengthening of the Brazilian Real against the U S dollar, increased regulatory fees, and purchased power costs; and

* A $33 million increase in Mexico due to an impairment of a note receivable from Campeche

Other Income and expenses. net. The decrease was primarily driven by a $26 million decrease in NMC due to lower MTBE margins and unplanned outages and a $12 million decrease as
a result of consolidation of Aguaytia in 2006

ERIT. The decrease in EBIT was primarily dueto a litigation provision, an impairment in Mexico, lower margins at NMC, higher purchased power costs in Egenor, offset by favorable
hydroalogy and pricing in Argentina

Crescent®

Years Ended December 31,

Varinnce Variance

2007 vs 2006 vs.

2007 2006 2006 2005 2005
) - (in miltions)

Operating reventes : o o U T T ey s es T T
Operating expenses — 160 (160} 399 (239)
Gains on sales of investments in commercial and multi-family real estate. o L R o g e 0y 9 ST e g
(Losses) gains on sales of other assets and other, net — 246 (246) —_
Operating, income : e : - o : i e OB e ‘(SDVS)F' 287'
Equity in earnings of unconsolidated afliliates 38 s 23 —
Other income and expenses, net ' e 1 : a4y 44
Minority interest expense e 5 (&3] 17
BRIT. © e S e s T R gy e S g oA s s T

{a) In September 2006, Duke Energy completed a joint venture transaction at Crescent and deconsohdated its investment in Crescent due to reduction in ownership and its inability to
exercise control. As a result. Crescent segment data includes Crescent as a consolidated wholly-owned subsidiary of Duke Energy for periods prior to September 7, 2006, and as an equity
investment for the periods subscquent to September 7, 2006 and represents Duke Energy's 50% of equity earnings in Crescent

wn
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EBIT. The decrease was due primanly to a $246 million gain on the sale of ownership interests in Crescent in the third quarter 2006 (see Note 2 in the Consolidated Financial Statements,
" Acquisitions and Dispasitions"); significant gains in the second quarter 2006, primarily an approximate $81 million gain on the sale of two office buildings at Potomac Yard in Washington,
D C and an approximate $52 million pain on a land sale at Lake K.eowee in northwestern South Carolina; lower residential developed lot sales; a $32 million impairment charge recorded in
equity earnings Jor the fourth quarter 2007 related 1o certain of Crescent's residential developments; and the inclusion of approximately $29 million of interest expense in Crescent's equity

earnings for 2007 compoared to $6 million for 2006 Prior to the deconsolidation of Crescent, interest expense was not included in Crescent's segment EBIT

Matters Impacting Future Crescent Resulls
Crescent's results are subject to volatility duc to factors including its management's portfolio allocation decisions, the strength of the real estate markets, the cost of construction materials
and changes in interest rates As discussed above, during 2007 Crescent recorded impairment charges on certain of its properties The impairment charges reflect the current economic
conditions in Crescent's markets and its management's current plans for the properties in its portfolio Changes in {actors such as further or prolonged deterioration in market conditions or

changes reparding the timing or method for disposition of properties could result in future impairments being recorded by Crescent

Year Ended December 31, 2006 as Compared to December 31, 2005

Operating Revenues. The decrease was driven primarily by the deconsolidation of Crescent effective September 7, 2000, as well as a 5272 million decrease in residential developed 1ot
sales, primanily due to decreased sales at the LandMar division in Florida

Operating Expenses. The decrease was driven primarily by the deconsolidation of Crescent effective September 7, 2006, as well as a $187 miilion decrease in the cost of residential
developed lot sales as noted above and a $16 million impairment charge in 2003 related 1o a residential community in South Carolina (Oldfield)

Gains on Sales of Investments in Commercial and Multi-Family Real Estate The increase was driven primarily by an 381 million gain on the sale of two office buildings at Potomac Yard
in Washington, D C along with a $52 million land sale at Lake Keowee in northwestern South Carolina in 2006, partially offset by a $41 million land sale at Catawba Ridge in South Carolina
in 2005, a $15 million gain on a land sale in Charlotte, North Carolina in 2005 and a $19 million gain on a project sale in Jacksonville, Florida in 2005

(Losses) Gains on Sales of Other Assets and Other, net The increase was due to an approximate $246 million pre-tax gain resulting from the sale of an effective 50% interest in Crescent

Other Income and Expenses, net The decrease is primarily duc to $45 million in income related to a distribution from an interest in a portfolio of commercial office buildings in the third
quarter of 2005

EBIT The increase was primarily due to the gain on sale of an ownership inlerest in Crescent, as noted above, as well as the sale of the Potomac Yard office buildings, partially offset by
fand and project sales in 2003 as discussed above

Supplemental Data
Below is supplemental condensed summary financial information for Crescent stand-alone operating results subsequent to deconsolidation on September 7, 2006:

Twelve September 7
Months Ended ihrough
December 31, December 31,
2007 2006
{(in millions)

Operating revenues $ 5360080
Operating expenses 3 415 % 52
Operaling income $ 121y 2]
Net income 3 7% % 30

i
<
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Other

Years Ended December 31,

Variance Yariance
2007 vs 2006 vs.
2007 2006 2006 2605 2005
(in mitlions)
Operating revenues $-167.0% S 408 e RTS8 20008 (69
Operating expenses 467 707 (240) 578 132
(Losses) éains on sales Bf other agsels and other, net o2 A L) -8 R
Operating income (298) 559) 261 (338) (201)
Otherincome and expenses, net (13 130 (14} 14 (1)
Minority interest cxpensc (§))] ()] 8 3 (12)
BRIT 0 598 T (BT 23078 (347§ )

Year Ended December 31, 2007 as Compared to December 31. 2006

Operating Revenues The increase was driven primarily by:

+ A $15 million increase related to revenues earned for services performed for Spectra Energy; and

+ A $14 million increase related to DETM, primarily driven by mark-to.market activity

Operating Expenses The decrease was driven primarily by:

+ A 3110 million decrease related to contract settlement negotiations Duke Energy was party to an agreement with a third party service provider related to certain future purchases. The

agreement contained certain damage payment provisions if qualifying purchases were not initiated by September 2008. I the fourth quarter of 2006, Duke Energy initiated early

settlement discussions regarding this agreement and recorded a reserve of approximately $65 million During the year ended December 31, 2007, Duke Energy paid the third party
service provider approximately $20 million, which directly reduced Duke Energy's future exposure under the agreement, and further reduced the reserve by $45 million based upon

qualifying purchase commitments that fulfilled Duke Encrgy's obligations under the apreement;

+ A $74 million decrease in costs to achieve related to the Cinergy merger,

« A $50 million decrease at Bison due primarily to lower charges for mutual insurance exit obligations of approximately $76 million, pantially offset by higher operating expenses of

approximately $26 million,

« A $42 million decrease in governance and other corporate costs, including prior year shared services cost allocations 1o Spectra Energy not classified as discontinued operations; and

+ A $22 million decrease in amortization costs related to Crescent capitahzed interest

Partially offset by:

« A $25 million increase due to a donation to the Duke Foundation, a nen-profit orpanization funded by Duke Energy sharcholders that makes charitable contributions to selected non-

profits and governmental subdivisions; and
« A $12 million increase related to employee severance costs

Other Income and Expenses. net. The decrease was driven primarily by convertible debt charges of approximately $21 million related to the spin-off of Spectra Energy, partially offsel by

an Increase in investment returns related to executive life insurance of $8 million

EBIT. The improvement was due primarily to contract settlement negotiations, lower charges for mutual insurance exit oblipations, the reduction of costs to achieve related to the Cinergy

merger, lower governance and other corporale costs and a decrease in amortization costs related to Crescent capitalized interest, partially offset by an increase in captive insurance expenses, a

donation to the Duke Foundation, convertible debt charges related to the spin-off of Spectra Energy and employee severance charges

Matrers Impacting Future Other Results

Future Other results may be subject to volatility as a result of losses insured by Bison and changes in liabilities associated with mutual insurance companies and the wind-down of DETM

t
o
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Year Ended December 31, 2006 as Compared to December 31, 2005
Operating Revenues The decrease was driven primarily by:
* A $43 million decrease due to the sale of DPSG in February 2006, and
+ A $21 million decrease due to a prior year mark-to-market gain related to former DENA's hedge discontinuance in the Southeast
Operating Expenses The increase was driven primarily by:
+ A 3128 million increase due to costs-to-achieve in 2006 related to the Cinergy merger;
- A $65 million increase due 1o a charge in 2006 related to contract settlement negotiations; and
» A $14 million increase in corporate governance and other costs due primarily to the merger with Cinergy in April 2006
Partially offset by:
+ A 347 million decrease due to the continued wind-down of the former DENA businesses, and
+ A $45 million decrease due to the sale of DPSG

EBIT. The decrease was due primarily to the increase in charges in 2006 associated with Cinergy merger and a charge for contract settlement negotiations

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The application of accounting policies and estimates is an important process that continues to evolve as Duke Energy’s operations change and accounting guidance evolves Duke Energy
has identified a number of critical accounting policies and estimates that require the use of significant estimates and judgments

Management bases its estimates and judgments on historical experience and on other various assumptions that they believe are reasonable at the time of application The estimates and
judpments may change as time passes and more information about Duke Energy's environment becomes available If estimates and judgments are different than the actual amounts recorded,
adjustments are made in subsequent periods 1o take into consideration the new information Duke Energy discusses its critical accounting policies and estimates and other significant accounting

policies with senior members of management and the audit committee, as appropriate Duke Energy's critical accounting policies and estimates are discussed betow

Regulatory Accounting

Duke Energy accounts for certain of its regulated operations {primarily U S Franchised Electric and Gas) under the provisions of SFAS No 71, "Accounting for the Effects of Certain
Types of Regulation” As a result, Duke Energy records assets and liabilitics that result from the regulated ratemaking process that would not be recorded under U.S. Generally Accepted
Accounting Principles (GAAP) for non-regulated entities Regulatory assets generally represent incurred costs that have been deferred because such costs are probable of future recovery in
customer rates Regulatory liabilities generally represent obligations to make refunds to customers for previous collections for costs that either are not likely to or have yet to be incurred
Management continually assesses whether the regulatory assets are probable of future recovery by considering factors such as applicable regulatory environment changes, recent rate orders to
other regulated entities, and the status of any pending or potential deregulation legsslation Based on this continual assessment, management believes the existing regulatory assets arc probable
of recovery This assessment reflects the current political and regulatory climate at the state and federal levels, and is subject to change in the future If future recovery of costs ceases (o be
probable, the asset write-ofts would be required to be recognized in operating income Additionally, the regulatory agencies can provide flexibility in the manner and timing of the depreciation
of property, plant and equipment, nuclear decommissioning costs and amortization of regulatory assets Total repulatory assets were $2,645 million as of December 31, 2007 and 34,072
million as of December 31, 2006 Total regulatory labilities were $2,674 million as of December 31, 2007 and $3.038 million as of December 31, 2006 Amounts at December 31, 2006

include balances related to the natural gas businesses that were spun off on January 2. 2007 For further information, see Note 4 to the Consolidated Financial Statements, "Regulatory Matters "

Goodwill Impairment Assessments

At December 31, 2007 and 2006, Duke Energy had goodwill balances of $4,642 million and $8,1 75 million, respectively Duke Energy evaluates the impairment of goodwill under SFAS
No 142, "Goodwill and Other Intangible 4ssets” (SFAS No 1423 The majority of Duke Energy’s goodwill at December 31, 2007 relates to the acquisition of Cinergy in April 2006, whose
assets are prumarily included in
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the U S Franchised Electric and Gas and Commercial Power segments The remainder relates to International Energy's Latin American operations Goodwill at December 31, 2006 included
approximately §3,523 million which primarily related to the acquisition of Westcoast Energy, Ine (Westcoast) in March 2002 and was included in the spin-off of the natural gas businesses in
January 2007 As of the acquisition date, Duke Energy allocates poodwill to a reporting unit. which Duke Energy defines as an operating segment or one level below an operating segment. As
required by SFAS No 142, Duke Energy performs an annual goodwill impairment test and updates the test between annual tests i events or circumstances oceur that would more likely than
not reduce the fair value of a reporting unit below its carrying amount K.ey assumptions used in the analysis include. but are not imited to, the use of an appropriate discount rate, estimated
future cash flows and estimated run rates of operation, maintenance, and general and admimstrative costs. In estimating cash flows, Duke Energy incorporates expected growth rates, regulatory
stability and ability to renew contracts, as well as other factors, into its revenue and expense forecasts Duke Energy did not record any impairment on its goodwill as a result of the 2007, 2006
or 2005 impairment tests required by SFAS No 142

Management continues to remain alert for any indicators that the fair value of a reporting unit could be below baok value and will assess goodwill for impairment as appropriate

Revenue Recognition
Revenues on sales of electricity and gas, primarily at U S Franchised Electric and Gas, are recognized when either the service is provided or the product is delivered Unbilled revenues

are estimated by applying an average revenue/kilowatt hour or per thousand cubic feet (Mcf) for all customer classes o the number of estimated kilowatt hours or Mcf's dehvered but not billed

The amount of unbilled revenues can vary siznificantly period to period as a result of Taciors incIuding seasonality, Weallier, CUSTomer usage palernis aid custermix-Unbitled revenues;

which are recorded as Receivables in Duke Energy's Consolidated Balance Sheets at December 31, 2007 and 2006 was approximately $380 mithion and $330 million. respectively The amount

at December 31, 2006 excludes unbilled revenues related to the natural gas businesses transferred in January 2007, as discussed above
Accounting for Loss Contingencies

Duke Energy is involved in certain legal and environmental matters that arise in the normal course of business In the preparation of its consolidated {inancial statements, management
makes judgments regarding the future outcome of contingent events and records a loss contingency based on the accounting guidance set forth in SFAS No. 5, " dccounting for Contingencies”
(SFAS No 5), which requires a loss contingency o be recognized when it is determined that it is probable that a loss has occurred and the amount of the Joss can be reasonably estimated
Management regularly reviews current information available to determine whether such accruals should be adjusted and whether new aceruals are required Estimating probable losses requires
analysis of multiple forecasts and scenarios that often depend on judgments about potential actions by third parties, such as federal, state and local courts and other regulators Contingent
liabilities are often resolved over long periods of time. Amounts recorded in the consolidated financial statements may differ from the actual outcome once the contingency is resolved, which
could have a material impact on future results of operations, financial position and cash flows of Duke Energy

Duke Energy has ¢

use of asbestos in connection with construction and maintenance activities conducted by Duke Energy Carolinas on its electric generation plants prior to 1985

perienced numerous claims for indemnification and medical cost reimbursemnent relating to damages for bodily injuries alleged to have arisen from the exposure to or

Amounts recognized as asbestos-related reserves related to Duke Energy Carolinas in the Consolidated Balance Sheets totaled approximately $1,082 million and $1,159 million as of
December 31, 2007 and 2006, respectively, and are classified in Other Deferred Credits and Other Liabilities and Other Current Liabilities These reserves are based upon the minimum amount
in Duke Energy's best estimate of the range of loss of $1,082 million to $1,350 million for current and future asbestos claims through 2027 The reserves balance of $1,082 million as of
December 31, 2007 consists of approximately $182 million related to known claimants and approximately $900 million related to unknown claimants Management believes that it is possible
there will be additional claims filed against Duke Energy Carolinas after 2027 1In light of the uncertainties inherent in a longer-term forecast, management does not believe that we can
reasonably estimate the indemnity and medical costs that might be incurred after 2027 related to such potential claims Asbestos-related loss estimates incorporate anticipated inflation, if
applicable, and are recorded on an undiscounted basis These reserves are based upon current estimates and are subject to greater uncertainty as the projection period lengthens. A significant
upward or downward trend in the number of claims filed, the nature of the alleged injury, and the average cost of resolving each such claim could change our estimated lability, as could any
substantial adverse or favorable verdict attrial A federal legislative solution, further state tort reform or structured settlement transactions could also change the estimated lability. Given the

uncertainties associated with projecting matters
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into the future and numerous other factors outside Duke Energy Carolinas' control, management belicves that it is reasonably possible Duke Energy Carolinas may incur asbestos liabilities in
excess of the recorded reserves While it is reasonably possible that such excess liabilities could be material to operating results in any given quarter or year, management does not believe that
such excess Habilities would have a moaterial adverss effect on Duke Energy's long-term results of operations. Hguidity, or consolidated financial position

Duke Energy has a third-party insurance policy to cover certain losses related to Duke Energy Carolinas' asbestos-related injuries and damages above an aggregate self insured retention
of $476 million. Through December 31, 2007, Duke Energy hos made approximately $460 mitlion in payments that apply to this retention The insurance policy limit for potential insurance
recoveries for indemnification and medical cost claim payments is $1,107 mitlion in excess of the self insured retention. Probable insurance recoveries of approximately $1,040 million and
$1,020 million related 1o this policy are classified in the Consolidated Balance Sheets primarily in Other within Investments and Other Assets as of December 31, 2007 and 2006, respectively
Duke Energy considers the existence of uncertainties regarding the legal sufficiency of insurance claims or any significant solvency concerns related to the insurance carrier, and is not aware of
such uncertainties as of December 31, 2007

For further information, see Note 17 ta the Consolidated Financial Statements, "Commitments and Contingencies "

Accounting for Income Taxes
Duke Energy accounts for income taxes under SEAS No. 109, "dccounting For Income Taxes," (SFAS No 1097 and FIN 48 Deferred tax assets and habilities are recognized for the

future tax consequences atlributable to differences between the book basis and Tax basis o7 35515 and TaGifiiies Delerred tax assers and Halihites are nemsured-using encred tas rares expected
to apply to taxable income in the years in which these temporary differences are expected to be recovered or settled If future utilization of deferred tax assets is uncertain, Duke Energy may
record a valuation allowance against certain deferred tax assets

Prior to the adoption of FIN 48 on January 1, 2007, Duke Energy recorded tax contingencies based on the accounting guidance set forth in SFAS No 3, which requires a contingency to
be both probable and reasonably estimable for a loss to be recorded. Upon adoption af FIN 48, Duke Energy began recording unrecognized tax benefits for positions taken or expected to be
taken on tax returns, including the decision to exclude certain income or transactions from a return, when » more-likely-than-not threshold is met for a tax position and management believes
that the position will be sustained upon examination by the taxing authorities. In accordance with FIN 48, Duke Energy records the largest amount of the unrecognized tax benefit that is greater
than 50% likely of being realized upon settlement. Management evaluates each position based solely on the technical merits and facts and circumstances of the position, assuming the position
will be examined by a taxing authority having full knowledge of all relevant information Significant management judgment is required to determine whether the recognition threshold has been
met and, if so, the appropriate amount of unrecognized tax benefits to be recorded in the Consolidated Financial Statements Management reevaluates tax positions each period in which new
information about recognition or measurement becomes available

Significant management judgment is required in determining Duke Energy's provision for income taxes, deferred tax assets and liabilities and the valuation recorded apainst Duke
Energy's net deferred tax assets, if any In assessing the likelihood of realization of deferred tax assets, management considers estimates of the amount and character of future taxable income
Actual income taxes could vary from estimated amounts due to the future impacts of various items, including changes in income tax laws, Duke Energy's forecasted financial condition and
results of operations in future periods, as well as results of audits and examinations of filed tax retums by taxing autherities Although management believes current estimates are reasonable,
actual results could differ from these estimates

For further information, see Note 6 to the Consolidated Financial Statements, " Income Taxes "

Pension and Other Post-Retirement Benefits

Duke Energy accounts for its defined benefit pension plans using SFAS No 87, "Employers' dccounting for Pensions,” (SFAS No 87) and SFAS No 158, “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans,” (SFAS No 158) Under SFAS No 87, pension income/expense is recognized on an accrual basis over employees’ approximate
service periods. Other post-retirement benefits are accounted for using SFAS No 106, "Employers’ Accounting for Postretivement Benefits Othey Than Pensions.” (SFAS No 106)

In accordance with the measurement date provision of SFAS No. 158, in 2007, Duke Energy changed its measurement date from September 30 to December 31

Funding requirements for defined benefit (DB) plans are determined by government regulations, not SFAS No 87 Duke Energy made voluntary contributions to its DB retirement plans
of $350 million in 2007, $124 million in 2006 and zero in 2005. Duke Energy does not anticipate making a contribution lo its 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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The calculation of pension expense, other post-retirement benefit expense and Duke Energy's pension and other post-retirement labilities require the use of assumptions Changes in these
assumptions can result in different expense and reported liability amounts, and future actual experience can differ from the assumptions Duke Energy believes that the most critical
assumptions for pension and other post-retirement benefits are the expected long-term rate of 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 effect of the Medicare
Prescription Drug Improvement and Modernization Act (Modernization Act)

Duke Energy Plans
Duke Energy and its subsidiaries (including legacy Cinergy businesses) maintain non-contributory defined benefit retirernent plans (Plans). The Plans cover most U.S employees using a
cash balance formula Under a cash balance formula, a plan participant accumulates a retirement benefit consisting of pay credits that are based upon a percentage (which may vary with age
and years of service) of current eligible eamings and current interest credits Certain legacy Cinergy employees are covered under plans that use a final average eamings formula Under a final
average earnings formula, a plan participant accumulates a retirement benefit equal to a percentage of their highest 3-year averape earnings, plus a percentage of their highest 3-year average
earnings in excess of covered compensation per year of participation {maximum of 35 years), plus a percentage of their highest 3-year average earnings times years of participation in excess of

35 years. Duke Energy also maintains non-qualified, non-contributory defined benefit retirement plans which cover certain executives

Duke Energy and most of its subsidiaries also provide some health care and NIe nsurance Genclits 0T Telired employ 6es of a ConTyibutory and non-tonisttory basis Empinyees e
cligible for these benefits if they have met age and service requirements at retirement, as defined in the plans

Duke Energy recognized pre-tax qualified pension cost of $80 million, pre-tax non-gualified pension cost of $14 million and pre-tax other post-retirement benefits cost of $85 million in
2007 In 2008, Duke Energy's qualified pension cost is expected to be approximately $40 million lower than in 2007 as a result of the 2007 contribution to the qualified plans, non-qualified
pensian cost is expected to remain approximately the same as 2007 and other post-retirement benefits cost is expected to be approximately $27 million lower than in 2007 as a result of the
aforementioned volunlary contribution to the other past-retirement benefit plans

For both pension and other post-retirement plans, Duke Energy assumed that its plan's assets would generate a long-term rate of return of 8 5% as of December 31, 2007 The assets for
Duke Energy's pension and other pest-retirement plans are maintained in a master trust. The investment objective of the master trust is to achieve reasonable returns on trust assets, subject Lo a
prudent level of portfolio risk, for the purpose of enhancing the sccurity of benefits for plan participants. The assct allocation target was set after considering the investment objective and the
risk profile with respect 1o the trust. U S equities are held for their high expected return Non-U.S. equities, debt securities, and real estate are held {or diversification Investments within asset
classes are 1o be diversified 1o achieve broad market participation and reduce the impact of individual managers or investments Duke Energy regularly reviews its actual asset allocation and
periodically rebalances its investments to its targeted allocation when considered appropriate

The expected long-term rate of return of 8 5% for the plan's assets was developed using a weighted average calculation of expected returns based primarily on future expected returns
across asset classes considering the use of active asset managers The weighted average returns expected by asset classes were 4 3% for U.S equities, 1 7% for Non U S equities, 2 2% for
fixed income securities, and 0 3% for real estate

If Duke Energy had used a long-term rate of 8 25% in 2007, pre-tax pension expense would have been higher by approximately $9 million and pre-tax other post-retirement expense
would have been higher by less than $1 million. f Duke Energy had used a long-term rate of 8 75% pre-tax pension expense would have been fower by approximately $9 million and pre-tax
other post-retirement expense would have been Jower by less than $1 million

Duke Energy discounted its future U § pension and other post-retirement obligations using a rate of 6 00% as of December 31, 2007 Duke Energy discounted its future U.S. pension and
other post-retirement obligations using rates of 5 75% as of September 30, 2006 for its non-legacy Cinergy business pension plans and 6 00% as of April 1, 2006 for its legacy Cinergy business
pension plans For legacy Cinergy plans, the discount rate reflects remeasurement as of April 1, 2006 due o the merger between Duke Energy and Cinergy. Duke Energy determines the
appropriate discount based on AA bond yields. The yield is selected based on bonds with cash flows that are similar to the timing and amount of the expected benefit payments under the plan
Lowering the discount rates by 0 25% would have decreased Duke Energy's 2007 pre-tax pension expense by approximately $2 million Increasing the discount rates by 0 25%6 would have
increased Duke Energy’s 2007 pre-tax pension expense by approximately $2 miflion Lowering the discount rates by (.25% would have increased Duke Energy’s 2007 pre-tax other post-
retirement expense by approximately $1 million Increasing the discount rate by 0 25% would have decreased Duke Energy's 2007 pre-tax other post-retirement expense by less than
approximately $1 million

60



Table of Contents
PART I

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 U S
post-retirement plan uses a prescription drug trend rate which reflects the near and long-term expectation of increases in prescription drug health care costs. As of December 31, 2007, the
medical care trend rates were 8 00%, which grades to 5 00% by 2013 As of December 31, 2007, the prescription drug trend rate was 12 50%. which grades to 5 00% by 2022 1f Duke Energy
had used health care trend rates one percentage point higher, pre-tax other post-retirement expense would have been higher by $5 million 1f Duke Energy had used health care wrend rates one
percentage point lower, pre-tax other post-retirement expense would have been tower by $4 million

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
Energy's future pension expense and labilities Management cannot predict with certainty what these factors will be in the future

For further information, sce Note 21 to the Consolidated Financial Statements, "Employce Benefit Plans ”

LIQUIDITY AND CAPITAL RESOURCES
Known Trends and Uncertainties

At December 31, 2007, Duke Energy hod cash, cash equivalents and short-term investments of approximately $1 1 billion, partially offset by approximately $742 million of short-term
notes payable and commercial paper. During 2008, Duke Energy will rely primarily upon cash flows from operations, borrowings and its existing cash, cash equivalents and short-term

investments to fund its iquidity and capital requirements THe relatively stable operating cash 11ows of e US- Franciised Blevricand Gus busimess segmantvomose-a-substantiat-portion-of
Duke Energy's cash flows from operations and it 1s anticipated that they will continue to do so for the next several years A material adverse change in operations, or in available financing,
could impact Duke Energy's ability to fund its current liquidity and capital resource requirements

Ultimate cash flows from operations are subject 10 a number of factors, including, but not limited to, regulatory constraints, economic trends, and market volatility (see ltem 1A "Risk
Factors” {or details)

Duke Energy projects 2008 capital and investment expenditures of approximately $5 1 billion, primarily consisting of*

+ $3 9 billion at U S. Franchised Electric and Gas

«  $06 billion at Commercial Power

+ 80 4 billion at International Energy and

«  $0.2 billion at Other

Duke Energy continues to focus on reducing risk and positioning its business for future success and will invest principally in its strongest business sectors with an gverall focus on
positive net cash generation Based on this goal, approximately 75 percent of total projected 2008 capital expenditures are allocated to the U S Franchised Electric and Gas segment Total U §
Franchised Electric and Gas projected 2608 capital and investment expenditures include approximately $1 7 billion for system growth, $1 5 billion for maintenance and upgrades of existing
plants and infrastructure to serve load growth, approximately $0 5 billion of enviranmental expenditures, and approximately $0 2 billion of nuclear fuel

As a result of Duke Energy's significant commitment to modemize its generating fleet through the construction of new units, as well as its focus on increasing its renewable energy
portfolio, the ability to cost effectively manage the construction phase of current and future projects is critical to ensuring full and timely recovery of costs of construction Should Duke Energy
encounter significant cost overruns above amounts approved by the various state commissions, and those amounts are disallowed for recovery in rates, future cash flows could be adversely
impacted

Duke Energy anticipates its debt to total capitalization ratio to be approximately 40% by the end of 2008, as compared to approximately 35% at the end of 2007 This increase is primarily
due to expected debt issuances in 2008, primarily 1o fund capita) expenditures. Duke Energy expect its total debt balance (including outstanding commercial paper balances) to increase
approximately $2 6 billion in 2008. Addiuonally, Duke Energy has expected debt retirements of approximately $2 0 billion in 2008, which includes scheduled maturities of approximately §1 5
billion and approximately $0.5 billion of early retirements of long-term debt that are expected to be refinanced In January 2008, Duke Energy Carolinas issued $900 million principal amount
of mortgage bonds Procecds from the issuance will be used to fund capital expenditures and general corporate purposes, including the repayment of commercial paper

Based upon anticipated 2008 cash flows from operations, capital expenditure and dividend payments, Duke Energy expects to increase outstanding commercial paper balances during
2008; however, Duke Energy espects that the current tota] available capacity under its commercial paper facilities to be sufficient to meet any additional commercial paper requirements
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Due to recent financial market developments, including certain liquidity issues within the short-term investment markets and a series of write-downs by some companies in the values of
their investments in subprime U S morngage-related assets, Duke Energy performed an assessment to determine the impact, i any, of current market developments on Duke Energy's financial
position

As of Decemnber 31, 2007 and late February 2008, there were no investments in subprime mortgage-related assets within Duke Energy's short-term investment balances Asof
December 31, 2007, Duke Energy held approximately $430 million of investments in auction rate debt securities, substantially all of which were sold at auction in January 2008 at full principal
amounts Duke Energy made new mnvestments tn auction rate debt securities i January and February 2008, and as of late-February 2008, Duke Energy holds approximately $300 million of
investments in auction rate debt securities The vast majority of these investments are in U S Federal government backed student loans As a result of the aforementioned credit market
developments, these investments, which historically have provided short-term liquidity through a periodic auction process, have become increasingly illiquid as a result of failed auctions
Auction rate securities are designed such that interest rates on these instruments reset pertodically through an auction process, so long as demand for the debt at the auction date is sufficient to
cover the amount being submitted by the existing holders for auction. In the event demand is less than the amount being auctioned, a {ailed auction would occur and Duke Energy would begin
receiving a higher interest rate on its investments in the auction rate debt at the failed-auction interest rate As a result of recent auction failures. it is necessary for Duke Energy to hold these
investments for longer periods of time than the historical short-term holding periods However, Duke Energy does not currently believe there is any significant risk of credit default by the
issuers and Duke Energy expects 1o be able to hiquidate its holdings in the future at amounts approximating their current book value

Duke Energy also performed an assessment o 1ts mvestments held i trasts, Tciiding hose thatl Wil be used o satsly Torure sivtigations under s pensiorramd-other postresirenent
benefit plans and future obligations to deccommission Duke Energy Carolinas nuclear plants Based on this assessment, it has been determined that an insignificant portion of the holdings

within the trusts are directly invested in subprime mortgage-related assets or auction rate debt securities Duke Energy does not believe that any decline in the fair value of these subprime
mortgage-related assets or auction rate debt securities will have a material impact on its results of operations or its future cash funding requirements Refer to Note 21 to the Consolidated
Financial Statements, "Employce Benefit Plans,” for additional information on the investment objectives of Duke Energy with respect to its pension and other post-retirement benetit plan
assets, and to ltem 1A Risk Factors

As of December 31, 2007 and mid-February 2008, Duke Energy had approximately $880 million of auction rate poltution control bonds outstanding While these debt instruments are
tong-term in nature and cannot be put back 10 Duke Energy prior to maturity, the interest rates on these instruments are designed 1o reset periodically through an auction process In February
2008, Duke Energy began to experience failed auctions for a portion of these debt instruments When failed auctions occur on a series of this debt, Duke Encrgy is required to begin paying a
failed-auction interest rate on the instrument. The failed-auction interest rate for the majority of the auction rate debt is 1 75 times one-month LIBOR Payment of the failed-auction interest
rates will continue until Duke Energy is able to either successfully remarket these instruments through the auction process or refund and refinance the existing debt through the issuance of an
equivalent amount of tax exempt bonds Duke Energy 1s currently pursuing a refunding and refinancing plan, which is subject to approval by applicable state or county financing authorities and
utility regulators 1f Duke Energy is unable to successfully refund and refinance these debt instruments, the impact of paying higher interest rates on the outstanding auction rate debt is not
expected to matenially effect Duke Energy's overall financial position, results of operations or cash flows

Further, at this time, Duke Energy does not believe the recent market developments significantly impact its ability to obtain financing and fully expects to have access to liquidity in the
capital markets at reasonable rates and terms Additionally, Duke Enerpy has access to uasecured revolving credit facilities, which are not restricted upen general market conditions, with
aggrepate bank commitments of approxXimately $2.65 billion, of which a portion is currently committed primarily to backstop Duke Energy’s commercial paper program

Duke Energy monitors compliance with all debt covenants and restrictions and does not currently believe it will be in violation or breach of its debt covenants during 2008 However,
circumstances could arise that may alter that view 1f 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 sctive dinlogue with the credit rating agencies

Operating Cash Flows

Net cash provided by operating activities was $3,208 million in 2007, compared to $3,748 million in 2006, a decrease In cash provided of $540 million The decrease in cash provided by
operating activities was driven primarily by:

«  Thespin-off of the natural gas businesses on January 2. 2007,

= The deconsalidation of Crescent in September 2006, and
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+ A $250 million increase in contributions 1o Duke Energy's pension plan and other post retirement benefit plans in 2007, partially offset by

»  The impact of a full year of Cinergy operations in 2007 compared to nine months in 2006

Nel cash provided by operating activities was $3.748 million in 2006 compared to $2,818 million in 2005, an increase in cash provided of $930 million The increase in cash provided by
operaling activities was due primarily to the following:

+  The impacts of the merger with Cinergy, effective April 3, 2006, partially offset by

+  Anapproximate 3400 million decrease due 10 the net settlement of the remaining former DENA contracts during 2006

Investing Cash Flows
Net cash used in investing activities was $2,151 million in 2007, $1,328 million in 2006, and $126 million in 2005

The primary use of cash related to investing actwities is capital and investment expenditures, detailed by reportable business segment in the following table

Capital and Investment Expenditures by Business Segment

YearsEnded-D ber-31;
2007 2006 2005
{in millions)

U.S: Franchised Eleetric and Gas® - e B oK e

Natural Gas Transmission® — ] 790 ‘
Fisld ServisesOX@iminmiy : B e : LR e 5 S
Commercial Power 442 209 2
International Energy : 74 i 58 e 23
Crescent® —_ 507 599
Total cansolidated $ 3,282 b3 4,076 A 3,019

(a) Amounts include capital expenditures associated with North Carolina clean air legislation of $418 million in 2007, $403 million in 2006 and $310 million in 2005, which are included in
Capital Expenditures within Cash Flows from Investing Activities on the accompanying Consolidated Statements of Cash Flows

(b)  On January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses The natural gas businesses spun off primarily consisted of Duke Energy's Natural Gas
Iransmission business segment and Duke Enerpy's 5026 ownership interest in DCP Midstream, which was part of the Field Services business segment.

(¢} TField Services amounts for 2005 only include capital and investment expenditures for periods prior to deconsolidation on July 1, 2005

(dy Crescent amounts for 2006 only include capital and investment expenditures for periods prior 1o deconsolidation on September 7, 2006 Additionally. amounts include capital
expenditures associated with residential real estate of $322 million for the period from January 1, 2006 through the date of deconsolidation and $355 million in 2005, which are included
in Capital Expenditures for Residential Real Estate within Cash Flows from Operating Activities on the accompanying Consolidated Statements of Cash Flows
The increase in cash used in investing activities in 2007 as compared to 2006 is primarily due to the following:
«  Approximately $1 6 billion in proceeds received {rom the sale of former DENA assets in 2006,
«  Approximately $700 million in proceeds received from the sale of Cinergy commercial marketing and trading operations in 2006,
+  Approximately $380 million in proceeds received from the sale of an effective 50% interest in Crescent in 2006,
+  Anapproximate $250 million decrease in proceeds from the sales of commercial and multi-family real estate due to the deconsolidation of Crescent in September 2006, and
+  Approximately $150 million of cash received in 2006 as part of the Cinergy merger
These increases in cash used were partially ofiset by the following:
«  Anapproximate $1.8 billion increase in proceeds from available-for sale securities, net of purchases, and

+  Anapproximate $470 million decrease in capital and investment expenditures, in part reflecting the spin-off of the natural gas businesses on January 2, 2007
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The increase in cash used in investing activities in 2006 as compared to 2005 is primarily due to the following:

+ Increased capital and investment expenditures of $1,090 million, excluding Crescent's residential real estate investment, primarily as a result of capital expenditures 2t US Franchised
Electric and Gas, in large part due to the acquisition of Cinergy in April 2000, the acquisition of the Rockingham facility in 2006 and increased expenditures associated with North
Carolina clean air legislation, and,

«  Increased purchases of short-term mvestments of approximately $900 million in 2006 as compared to 2005, due primarily to the proceeds from the Crescent debt financing

These increases were partially offset by the following:

- Anincrease in proceeds received from asset sales in 2006 as compared to 2005 Asset sales activity i 2006 of approximately $2 9 billion primarily involved the disposal of the
former DENA remaining operations outside of the Midwestern United States, CMT, as well as the Crescent JV transaction Asset sales activity in 2005 of approximately $2 4 billion
primarily involved the disposition ol the investments in TEPPCO as well as the DCP Midstream disposition transaction

Financing Cash Flows and Liquidity
Duke Energy's consolidated capital structure as of December 31, 2007, including short-term debt, was 35% debt, 1% minority interest and 64% common equity The fixed charges
coverage ratio, calculated using SEC guidelines, was 3 7 times for 2007, 2 6 times for 2006, which includes a pre-tax gamn of approximately $250 million on the sale of an effective 50%

interest in Crescent, and 2 4 times for 2005
Net cash used in financing activities was $1,327 million in 2007 compared to $1,961 million in 2006, a decrease of $634 million The change was due primarily to the following:
+  Anapproximate $500 million decrease in cash used due to the repurchase of commeon shares in 2006,

+ Anapproximate $400 million decrease in dividends paid as a result of the spin-ofl of Spectra Energy, and

+  Anapproximate $1,030 million increase in net proceeds in 2007 from the issuance of notes payable and commercial paper

These increases were partially offset by

*  Anapproximate $700 million decrease in proceeds from issuances of long-term debt, net of redemptions,

+  Anapproximate $400 million distribution of cash in 2007 as a result of the spin-off of Spectra Energy,

+  Anapproximate $110 million decrease in cash due to the repurchase of senjor convertible notes in 2007, and

+  Anapproximate $100 million decrease in proceeds {from the Duke Energy Income Fund

Net cash used in financing activities was $1,961 million in 2006 compared to $2,717 miliion in 2005, a decrease of $756 million The change was due primarily 1o the following:

»  Anapproximate 31 | billion mncrease in proceeds from the issuance of long-term debt in 2006, net of redemptions, due primarily to the approximate $1 2 billion of debt proceeds from

the Crescent JV transaction, and

+  Anapproximate $400 million decrease in share repurchases under Duke Energy's share repurchase plan

These increases were partially offset by

+  Anapproximate $400 million increase in dividends paid due to the increase in the quarterly dividend paid per share combined with a larger number of shares outstanding, primarily

attributable 1o the 313 million shares issued in connection with the Cinergy merger, and

«  The repayment of approximately $400 million of nates payable and commercial paper in 2006 due primarily to proceeds recerved from assel sales

At December 31, 2007, Duke Energy had cash, cash equivalents and short-term investments of approximately $1 1 biltion, partially offset by approximately $742 million of short-term
notes payable and commercial paper In January 2008, Duke Energy Carolinas issued $900 million principal amount of mortgage refunding bonds, the proceeds from which will be used to fund
capital expenditures and general corporate purposes. including the repayment of commercial paper

Significant Financing Activities—Year Ended 2007. On January 2, 2007, Duke Energy completed the spin-off of the natural gas businesses In connection with this transaction, Duke
Energy distributed all the shares of Spectra Energy to Duke Energy shareholders The distribution ratio approved by Duke Energy's Board of Directors was one-half share of Spectra Energy
stack for each share of Duke
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Energy stock Additionally, dividends paid on Duke Energy common stock during 2007 of approximately $1,089 million were less than the 2006 dividends paid of approximately $1,488
million as dividends subsequent to the spin-off were split proportionately between Duke Energy and Spectra Energy such that the sum of the dividends of the two stand-alone companies
approximated the former total dividend of Duke Energy

On May 13, 2007, substantially all of the holders of the Duke Energy convertible senior notes required Duke Energy to repurchase the balance then outstanding at a price equal to 100%
of the principal amount plus accrued interest In May 2007, Duke Enerpy repurchased approximately $110 million of the convertible senior notes

In June 2007, Duke Energy Carolinas issued $500 million principal amount of 6 10% sentor unsecured notes due June 1, 2037 The net proceeds from the issuance were used to redeem
commercial paper that was issued o repay the putstanding $249 million 6 6% Insured Quarterly Senier Notes due 2022 on April 30, 2007, and approximately $110 million of convertible debt
discussed above. The remainder was used for general corporate purposes

In November 2007, Duke Energy Carolinas issued $100 million in tax-exempt floating-rate bonds The bonds are structured as insured auction rate securities, subject 10 an auction
process every 35 days and bear a final maturity of 2040 The initial interest rate was set at 3.65% The bonds were issued through the North Carolina Capital Facilities Finance Agency to fund
a portion of the envirenmental capital expenditures at the Belews Creek and Allen Steam Stations

In December 2007, Duke Energy Ohio issued $140 million in tax-exempt floating-rate bonds. The bonds are structured as insured auction rate securities, subject to an auction process

every 35 days and bear a final maturity of 2041 The imtal interest rate was set at 4 85% The bonds were issued through the Ohio Air Quality Development Authority to fund a portion of the

environmental capilal expenditures at the Conesville, Stuarl and Killen Generation Stations i1 Onio

Significant Financing Activities—Year Ended 2006. During the year ended December 31, 2006, Duke Energy increased the portion of outstanding commercial paper and pollution control
bond balances classified as long-term from $472 million to $929 million This non-current classification is due to the existence of long-term credit {acilities which back-stop these balances
along with Duke Energy's intent to refinance such balances on a long-term basis

During 2006, Duke Energy repurchased approximately 17 5 million shares of its common stock for approximately $500 million and paid dividends of approximately $1,488 million Also,
during the year ended December 31, 2006, approximately $632 million of convertible senior notes were converted into approximately 27 million shares of Duke Energy Common Stock

In November 2006, Union Gas Limited (Union Gas) issued 4 85% fixed-rate debenture bonds denominated in 125 million Canadhan dollars (approximately $108 million U S dollar
equivalents as of the closing date) due in 2022 This debt was included in the spin-ofl of the natural gas businesses in January 2007

In October 2006, Duke Energy Carolinas issued $150 million in tax-exempt {loating-rate bonds The bonds are structured as variable-rate demand bonds, subject to weekly remarketing
and bear a final maturity of 2031 The initial interest rate was set at 3.72% The bonds are supported by an irrevocable 3-year direct-pay letter of credit and were issued through the North
Carolina Capital Facilities Finance Agency to fund a portion of the environmental capital expenditures at the Marshall and Belews Creek Steam Stations

In September 2
Dispositions,” Crescent issucd approximately $1 23 billion principal amount of debt The net proceeds from the debt issuance of approximately $1 21 billion were recorded as a Financing
Activity on the Consohidated Statements of Cash Flows As a result of Duke Energy’s deconsolidation of Crescent effective September 7, 2006, Crescent's outstanding debt balance of $1,298

. prior o the completion of the partial sale of Crescent to the MS Members as discussed in Note 2 to the Consolidated Financial Statements. "Acquisitions and

million was removed from Duke Energy’s Consolidated Balance Sheets

In Septemnber 2006, Union Gas eatered into a fixed-rate finencing agreement denominated in 165 million Canadian dollars (approximately $148 million in U S dollar equivalents as of
the issuance date) due in 2036 with an interest rate of 5 46% This debt was included in the spin-off of the natural gas businesses in January 2007

In September 2006, the Income Fund sold approximately 9 million previously unissued Trust Units at a price of 12 15 Canadian dolars per Trust Unit for total proceeds of 104 million
Canadian dollars, net of commissions and expenses of other expenses of issuance The sale of approximately 9 million Trust Units reduced Duke Energy’s ownership interest in the Income
Fund to approximately 46% at December 31, 2006 The Income Fund was included in the spin-off of the natural gas businesses in January 2007

In August 2006, Duke Energy Kentucky issued approximately $77 million principal amount of floating rate tax-exempt notes due August |, 2027 Proceeds from the issuance were used
to refund a like amount of debt on September 1. 2006 then outstanding a1 Duke Energy Ohio Approximately $27 million of the floating rate debt was swapped 1o a {ixed rate concurrent with
closing
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In June 2006, Duke Enerpy Indiana issued $3235 million principal amount of 6 05% senior unsecured notes due June 15, 2016, Proceeds from the issuance were used to repay $325 million
of 6 65% First Mortgage Bonds that matured on June 15, 2006

Significant Financing Activities—Year Ended 2005 During 2005, Duke Energy repurchased approximately 32 6 million shares of its common stock for approximately $933 million and
paid dividends of approximately $1,1035 million. Also, during the year ended December 31, 2005, approximately $28 million of convertible senior notes were converted into approximately
1 million shares of Duke Energy Common Stock

In December 2005, the Income Fund, a Canacian income trust fund. was created which sold approximately 40% ownership in the Canadian Midstream operations for proceeds, net of
underwriting discount, of approximately $110 million In January 2006, a subsequent greenshoe sale of additional ownership interests, pursuant to an overallotment option. in the Income Fund
were sold for approximately $10 million As discussed above, the Income Fund was included in the spin-off of the natural gas businesses in January 2007

In December 2005, Duke Energy redeemed all Preferred and Preference stock without Sinking Fund Requirements for approximately $137 million and recognized an immaterial loss on
the redemption

In November 2
and mature in 20135

. {nternational Energy issued floating rate debt in Guatemala for $87 million and in El Salvador for $75 million These debt issuances have variable interesi rate terms

On September 21, 2005, Union Gas entered into a fixed-rate financing agreement denominated in 200 million Canadian dollars (approximately $171 million in U S. dollar equivalents as

of the Issuance date) due in 2076 with an miercst rate of 4 0% THiS dedt was icuded i the Spin-oif oT e st gos businesses i fomoary-200F

In August 2005, International Energy issued project-level debt in Peru, of which $75 million is denominated in U.S dollars and approximately $34 million (in U § dollar equivalents as
of the issuance date) is denominated in Peru Nuevos Soles This debt has terms ranging from four 1o six years as well as variable or fixed interest rate terms, as applicable

On March 1, 2005, redemption notices were sent to the bondholders of the $100 million PanEnergy 8 625% bonds due in 2025 These bonds were redeemed on April 15, 2005 at a
redemption price of 104 03 or approximately $104 million

In December 2004, Duke Energy reached an agreement to sell its partially completed Gray's Harbor power generation fucility (Grays Harbor) to an nffiliate of Invenergy L1.C In 2004,
Duke Energy terminated its capital lease with the dedicated pipeline which would have transported natural gas to Grays Harbor As a result of this termination, approximately $94 million was
paid by Duke Energy in January 2005

Available Credit Fuacilities and Restrictive Debt Covenants. During the year ended December 31, 2007, Duke Energy's consolidated credit capacity decreased by approximately §1,468
million as a result of the spin-ofT of the natural gas businesses on January 2, 2007 In June 2007, Duke Energy closed on the syndication of an amended and restated credit facility, replacing the
existing credit facilities totaling $2 65 billion with a S-year, $2 65 billion master credit facility Concurrent with the syndication of the master credit facility, Duke Energy established a new
$1 5 billion commercial paper program at Duke Energy and terminated Cinergy's previously existing commercial paper program In addition, the commercial paper program at Duke Energy
Carolinas was increased from $6350 million to $700 million For further information on Duke Energy’s credit facilities as of December 31, 2007, see Note 15 to the Consolidated Financial
Statements, "Debt and Credit Facilities *

Duke Energy's debt and credit apreements contain various financial and other covenants Failure to meet those covenants beyond applicable grace periods could result in accelerated due
dates and/or termination of the agreements. As of December 31, 2007, Duke Energy was in compliance with those covenants In addition, some credit agreements may allow for acceleration of
payments or termination of the agreements due to nonpayment, or to the acceleration of other significant indebtedness of the borrower or some of its subsidiaries None of the debt or credit
agreements contain material adverse change clauses

Credit Ratings. Duke Energy and certain subsidiaries cach hold credit ratings by S&P and Moody's Investors Service (Moody's)

In May 2007, S&P upgraded Duke Energy and all its subsidiaries as a result of Duke Energy’s significant reduction in business risk, primarily through the disposal of its trading and
marketing operations and merchant generation In addition, S&P withdrew its rating on DETM

In January 2008, Moody's changed the rating outlook on Duke Energy, Duke Energy Carolinas. Cinergy. Duke Energy Ohio and Duke Energy Kentucky to stable from positive, while
affirming the existing ratings in the below table of cach of these entities
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The following table summarizes the February 1, 2008 credit ratings from the agencies retained by Duke Energy and its principal funding subsidiaries

Credit Ratings Summary as of February 1,2008

Standard Moedy's
and Investors
Poor's Service
Duke Energy Corporation® A- Baa2
Duke Energy Carolinas, LLC() A- A3
Cinergy Corp () BBB+ Baa2
Duke Energy Ohio, Inc ® A- Baal
Duke Energy Indiana, Inc ® A- Baal
Duke Energy Kentucky, Inc @ A- Baal

(a) Represents corporate credit rating and issuer rating for S&P and Moody's respectively
(b} Represents senior unsecured credit rating

Duke Energy's credit ratings are dependent on, among other factors, the ability to generate sulficient cash to fund capital and investment expenditures and pay dividends on its common
stock, while maintaining the strength of its current balance sheet. If, as a result of market conditions or other factors, Duke Enerpy is unable to maintain its current balance sheet strength, or if’
its earnings and cash flow outlook materially deteriorates, Duke Enerpy’s credit ratings could be negatively impacted

Clauses Duke Energy may be required to repay certain debt should the credit ratings of Duke Energy Carolinas fall to a certain level at S&P or Moody's As of December 31, 2007, Duke
Energy had $10 million of senior unsecured notes which mature serially through 2012 that may be required to be repaid if Duke Energy Carolinas’ senior unsecured debt ratings fall below
BBB- at S&P or Baa3 at Moody's, and $21 million of senior unsecured notes which mature serially through 2016 that may be required to be repaid if Duke Energy Carolinas’ senior unsecured
debt ratings fall below BBB at S&P or Baa2 at Moody’s

Other Financing Matrers. In October 2007, Duke Energy filed a registration statement (Form S-3) with the SEC  Under this Form §-3, which is uncapped, Duke Energy, Duke Energy
Curolinas, Duke Energy Ohio and Duke Energy Indiana may issue debt and other securities in the future al amounts, prices and with terms to be determined a1 the time of future offerings. The
registration statement also allows for the 1ssuance of common stock by Duke Energy

Duke Energy has paid quarterly cash dividends for 82 consecutive years and expects to continue its policy of paying regular cash dividends in the future There is no assurance as 1o the
amount of future dividends because they depend on future carnings, capital requirernents, financial condition and are subject to the discretion of the Board of Directors 1t 1s currently
anticipated that dividends per share will increase $0 01 per share beginning in the third quarter of 2008

Duke Energy issues shares of its common stock to meet certain employee benefit and fong-term incentive obligations Proceeds from issuances of common stock related to employee

benefits. primarily employee excrcises of stock options. were approximately 350 million in 2007, approximately $127 million in 2006 and approximately $41 million for 2005

Off-Balance Sheet Arrangements

Duke Energy and certain of s subsidiaries enler into guarantee arrangements in the normal course of business to facilitate commercial transactions with third parties These arrangements
include financial and performance guarantees, stand-by letters of credit, guarantees of debt, surety bonds and indemnifications In contemplation of the spin-off of the natural gas businesses on
January 2, 2007, certain guarantees that had been issued by Spectra Enerpy Capital were transferred to Duke Energy prior to the consummation of the spin-off’ This resulted in Duke Energy
recording an immalerial Hability for cerlain guarantees that were previously grand{athered under the provisions of FIN No 45, "Guarantor's Accounting and Disclosure Requirements for
Guarantees Including Indirect Guarantees of Indebtedness of Others," and, therefore, had not been recognized in the Consolidated Balance Sheets Guarantees issued by Spectra Energy
Capital ar its subsidiaries on ar prior to December 31, 2006 remnined with Spectra Energy Capital subsequent to the spin-off, except for certain guarantees that are in the process of being
assigned to Duke Energy During this assignment period, Duke Energy has indemmified Spectra Energy Capital against any losses incurred under these guarantee obligations See Note 18 to
the Consolidated Financial Statements, "Guarantees and Indemnifications,” for further details of the guarantee arrangements

Most of the guarantee arrangements entered into by Duke Energy enhance the credit standing of certain subsidiaries, non-consolidated entities or less than wholly owned entities, enabling
them to conduct business As such, these guarantee arrangements invalve elements of performance and credit rigk, which are not included on the Consolidated Balance Sheets. The possibility
of Duke
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Energy, cither on its own or on behalf of Spectra Energy Capital through the aforementioned indemnification agreements, having to honor its contingencies is largely dependent upon the future
aperations of the subsidiaries, investees and other third parties, or the occurrence of certain future events

Issuance of these guarantee arrangements is not required for the majority of Duke Energy's operations Thus, if Duke Energy discontinued issuing these guarantee arrangements, there
would not be a material impact o the consolidated results of operations, cash flows or financial position

Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky have an agreement to sell certain of their accounts receivable and related collections to Cinergy Receivables
Company LLC (Cinergy Recervables), which purchases, on a revolving basis, nearly all of the retail accounts receivable and related collections of Duke Energy Ohto, Duke Energy Indiana and
Duke Energy Kentucky Cinergy Receivables is not consolidated by Duke Energy since it meets the requirements to be accounted for as a qualifying special pumpose entity (SPE) Duke Energy
Ohio, Duke Energy Indiana and Duke Energy Kentucky cach retain an interest in the receivables transferred to Cinergy Receivables. The transfers of receivables are accounted for as sales,
pursuant to SFAS No 140, "decounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities " For a more detailed discussion of the sale of certain accounts
receivable, see Note 22 1o the Consolidated Financial Statements, *Variable Interest Entities.”

Duke Energy also holds interests in variable interest entities (VIEs), consohdated and unconsolidated, as defined by FIN No 46R, "Consolidation of Variable Interest Entities * For
further information, see Note 22 to the Consolidated Financial Statements, "Variable Interest Entities”

Other than the guarantee arrangements discussed above and normal operating lease arrangements, Duke Energy does not have any matenal off-balance sheet financing entities or

structures For additional mformation on these commitments. see Note 17 to the Consolidaied Financial Staléments, "Commitments 4nd Coningencics
Contractual Obligations

Duke Energy enters into contracts that require payment of cash at certain specified periods, based on certain specified minimum quantities and prices. The following table summarizes
Duke Energy's contractual cash obligations for each of the periods presented It is expected that the majority of current Habilities on the Consolidated Balance Sheets will be paid in cash in
2008

Contractual Obligations as of December 31, 2007

Payments Due By Period

More than

Less than t 2-3 Years 4-5 Years 5 Years
year 2009 & (2011 & (Beyond
Total (2008) 2010) 2012) 2012)
(in miilions)
Long-term debt® $ 17,833 % 2,120 % 2,622 % 2,909 % 10,182
Capital leasest® 134 23 43 3 37
Operating leases® 624 121 156 87 260
Purchase Obligations:®)

Firm capacity payments(© 489 54 58 45 332
Energy commodity contracts(@} 5,223 1,637 1,870 1,051 665
Other purchase ob]igalions("m‘) 4,472 2,133 2,161 151 27
Other long-term liabilities on the Consolidated Balance Sheets(®) 646 214 96 96 240
Total contractual cash obligations 3 29421 & 6,302 § 7,006 $ 4370 § 11,743

(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 $900
million of debt issued by Duke Energy Carolinas in January 2008 Interest payments on variable rate debt instruments were calculated using interest rates derived from examination of the
forward interest rate curve In addition, a spread was placed on top of the interest rates to aid in capturing the volatility inherent in projecting future interest rates

(b) See Note 17 to the Consolidated Financial Statements, "Commitments and Contingencies”

(¢} Includes firm capacity payments that provide Duke Energy with uninterrupted firm access to electricity transmission capacity, and the option 1o convert natural gas to electricity at third-
party owned facilities (tolling arrangements) in some power Jocations throughout North America Also includes firm capacity payments under electric power agreements entered into to
meet U S Franchised Electric and Gas' native load requirements

(d) Includes contractual obligations to purchase physical quantities of electricity. coal and nuclear fuel. Amount includes certain normal purchases, energy derivatives and hedges per SFAS
No 133, "deconunting for Derivative Instruments and Hedging Activities " {SFAS No. 133). For contracts where the price paid is based on an index, the amount 1s based on forward market
prices at December 31, 2007 For certain of these amounts, Duke Energy may settle on a net cash basis since Duke Energy has entered into payment netting agreements with

counterparties that permit Duke Energy to offset receivables and payables with such counterparties
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(e) Includes US Franchised Electric and Gas' obligation to purchase an additional ownership interest in the Catawba Nuclear Station {see Note 5 to the Consolidated Financial Statements,
" Joint Ownership of Generating and Transmission Facilities”), as well as contracts for software, telephone, data and consulting or advisory services Amount also includes contractual
obligations for engineering, procurement and construction costs for new generation plants and nuclear plant refurbishments, environmental projects on fossil facilities, and major
maintenance of certain non-regulated plants Amount excludes certain open purchasc orders for services that are provided on demand, for which the timing of the purchase can not be
determined

(D) Includes certain estimated executive benefit payments and contributions to the NDTF (see Note 7 to the Consolidated Financial Statements, "Asset Retirement Obligations”). The amount
of cash flows to be paid to settle the asset retirement obligations is not known with certainty as Duke Encrgy may use internal resources or external resources to perform retirement
activities As a result, cash obligations for asset retirement activities are excluded Asset retirement obligations recognized on the Consolidated Balance Sheets total $2,351 million and
the fair value of the NDTF, which will be used to help fund these obligations, is $1,929 million at December 31, 2007 Amount excludes reserves for litigation, environmental
remediation. asbestos-related injuries and damages claims and self-insurance claims (see Note 17 to the Consolidated Financial Statements, "Commitments and Contingencies”) because
Duke Energy is uncertain as to the timing of when cash payments will be required Additionally, amount excludes annual insurance premiums that are necessary to operate the business,
including nuclear insurance (see Note 17 to the Consolidated Financial Statements, "Commitments and Contingencies”), funding of other post-employment benefits (see Note 21 to the

Consolidated Financial Statements, "Employee Benefit Plans") and regulatory credits (see Note 4 to the Consolidated Financial Statements, "Regulatory Matters™) because the amount

ard g s Ay TICTIS AT WIS T T XUST = ato ashpa
taxes are determined based primarily on taxable income for each discrete fiscal year Additionally, amounts related to uncertain tax positions are excluded from the table due to
uncertainty of timing of fulure payments

() Current Habilities, except for current maturities of long-term debt, and purchase obligations reflected in the Consolidated Balance Sheets have been excluded from the above table

(h)  Includes approximately $1 2 billion of anticipated remaining costs associated with an engineering, procurement and construction services agreement executed during 2007 with an
affiliate of The Shaw Group, Inc , for participation in the construction of Cliffside Unit 6 and a flue gas desulfurization system at an existing unit at Cliffside Duke Energy has the right to
terminate this agreement al any time for its convenience, subject to customary canceliation and demobilization charges in accordance with terms ol the agreement

Quantitative and Qualitative Disclosures About Market Risk

Risk Management Policies

Duke Energy is exposed to market risks associated with commodity prices, credit exposure. interest 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 Chief Exceutive Officer and Chiel Finoncial Officer are responsible for the overall approval
of market risk management policies and the delegation of approval and authonzation levels The Finance and Risk Management Committee of the Board of Directors receives periodic updates
from the Treasurer and other members of management, on market risk positions, corporate exposures, credit exposures and overall risk management activities The Treasurer is responsible for

the overall governance of managing credit risk and commodity price risk, including monitoring exposure limits

Commodity Price Risk

Duke Energy is exposed to the impact of market fluctuations in the prices of electrieity, coal. natural gas and other energy-related products marketed and purchased as a result of its
ownership of energy related assets Price risk represents the potential risk of loss from adverse changes in the market price of electricity or other energy commodities Duke Energy employs
established policies and procedures to manage its risks associated with these market fluctuations using various commodity derivatives, including swaps, futures, forwards and options. For
additional information, see Note 1 to the Consolidated Financial Stalements. "Summary of Significant Accounting Policies” and Note 8 1o the Consolidated Financial Statements, "Risk
Management and Hedging Activitics, Credit Risk, and Financial Instruments ”

Validation of a contract’s fair value is performed by an internal group separate from Duke Energy's deal origination areas While Duke Energy uses common industry practices to develop
its valuation techniques, changes in Duke Energy’s pricing methodologies or the underlying assumptions could result in significantly different fair values and income recognition

Hedging Strategies. Duke Energy closely monitors the risks associated with these commuodity price changes on its future operations and, where appropriate, uses various commoxity
instruments such as electricity, coal and natural gas forward contracts to mitigate the effect of such fluctuations on operations Duke Energy’s primary use of energy commodity derivatives is to
hedge the generation portfolio against exposure to the prices of power and fuel

Certain derivatives used to manage Duke Energy's commodity price exposure are accounted for as either cash flow hedges or fair value hedges To the extent that instruments accounted
for as hedges arc effective in offsetting the transaction being hedged, there is no impact to the Consolidated Statements of Operations until delivery or settlement oceurs. Accordingly,
assumptions and valuation techniques for these contracts have no impact on reported earnings prior to settlement. Several factors influence the effectiveness of a hedge contract, including the
use of contracts with different commadities or unmatched terms and counterparty credit risk Hedge effectiveness is monitored reguiarly and measured each month

In addition to the hedge contracts described above and recorded on the Consolidated Balance Sheets, Duke Energy enters into other contracts that qualify for the normal purchases and
sales exception described in paragraph 10 of SFAS No. 133, as amended and interpreted by Derivatives Implementation Group Issue C15, “Scope Exceptions: Normtal Purchases and Normal
Sales Exception for Option-Type Contracts and Forward Contracts in Electricin,” and SFAS No 149, “dmendment of Statement 133 on Derivative Instruments
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and Hedging Activities.” For contracts qualifying for the scope exception, no recognition of the contract’s fair value in the Consolidated Financial Statements is required until settlement of the
contract unless the contract is designated as the hedged item in a fair value hedge On a limited basis, U S Franchised Electric and Gas and Commercial Power apply the normal purchase and
normal safes exception to certain contracts Recognition for the confracts in the Consolidated Statements of Operations will be the same regardless of whether the contracts are accounted for as
cash flow hedges or as normal purchases and sales, unless designated as the hedged item in a fair value hedge, assuming no hedge ineffectiveness

Income recognition and realization related to normal purchases and normal sales contracts generally coincide with the physical delivary of power However, Duke Energy's decision to
reduce former DENA's interest in partially completed plants and the decision in 2005 to sell or otherwise dispose of substantially all of former DENA's remaimning physical and commercial
assels outside of the Midwestern United States and certain contractual positions related to the Midwestern assets (see Normal Purchases and Normal Sales below) required the reassessment of
all associated derivatives, including normal purchases and normal sales. This required a change from the application of the Accrual Model to the Mark-to-Market (MTM) Model for these
contracts and resulted in recording substantial unrealized losses that had not previously been recognized in the Consolidated Statements of Operations

Other derivatives used to manage Duke Energy's commodity price exposure are either not designated as a hedge or do not qualify for hedge accounting and are therefore accounted for
using the MTM Model These instruments are referred 1o as undesignated contracts (see Undesignated Contracts below)

Generation Portfolio Risks. Duke Energy is primarily exposed to market price fluctuations of wholesale power, natural gas, and coal prices in the US Franchised Electric and Gas and
Commercial Power segments. Duke Energy optimizes the value of its bulk power marketing and non-regulated generation portfolios The portfolios include generation assets (power and

wsedonnrodetsamd-forecastsof generatiom-irorder to-rmmag e the-ceonmomic-vatueof the

capacity), Tuel, and emission allowances
portfolio in accordance with the strategies of the business units The generation portfolio not utilized to serve native load or committed load is subject to commodity price fTuctuations, although

e component pieces ol e portohivars o
the impact on the Consolidaled Statements of Operations reported camings is partially offset by mechanisms in the regulated jurisdictions that result in the sharing of net profits from these
activities with retail customers. Based on a sensitivity analysis as of December 31, 2007 and 2006, it was estimated that a ten percent price change per mega-watt hour in forward wholesale
power prices would have a corresponding cifect on Duke Energy's pre-tax income of approximately $24 million in 2008 and would have had a $38 million impact in 2007, excluding the impact
of mark-to-market changes on non-qualifying or undesignated hedges relating to perinds in excess of one year from the respective date Based on a sensitivity analysis as of December 31, 2007
and 2006, it was estimated that a ten percent price change per MMBtu in natural gas prices would have a corresponding effect on Duke Enengy's pre-tax income of approximately $9 million in
2008 and would have had a $15 million impact in 2007, excluding the impact of mark-to-market changes on undesignated hedges relating to periods in excess of one year {fom the respective
date

Normal Purchases and Normal Sales During the third quarter of 2005, Duke Energy's Board of Directors authorized and directed management Lo execute the sale or disposition of
substantially all of former DENA's remaining assets and contracts outside the Midwestern United States, approximately 6.100 megawatts of power generation, and certain contractual positions
related to the Midwestern assets (sce Note 13 to the Consolidated Financial Statements, "Discontinued Operations and Assets Held for Sale”) As a result of this decision, Duke Energy
recognized a pre-tax loss of approximately $1.9 billion in the third quarter of 2005 for the disqualification of its power and gas forward sales contracts previously designated under the normal
purchases normal sales exception. This loss was partially offset by the recognition of a pre-tax gaimn of approximately $1 2 billion for the discontinuance of hedge accounting for natural gas and
power cash flow hedges

Undesignated Contracts Undesignated contracts executed to manage generation portfolio risks are exposed to changes in fair value due to market price fluctuations of wholesale power
and coal Based on a sensitivity analysis as of December 31, 2007 and 2006, it was estimated that a ten percent price change in the forward price per megawatt hour of wholesale power would
have a corresponding effect on Duke Energy's pre-tax income of approximately $16 million in 2008 and would have had a $22 million impact in 2007, resulting from the impact of mark-to-
market changes on non-qualifying and undesignated power contracts pertaining to periods in excess of one year from the respective date Based on a sensitivity analysis as of December 31.
2007 and 2006, it was estimated that a ten percent change in the forward price per ton of coal would have a corresponding effect on Duke Energy's pre-tax income of approximately $14 million
in 2008 and would have had a $12 million tmpact in 2007, resulting from the impact of mark-to-market changes on non-qualifying and undesignated coal contracts pertamming to periods in
excess of one year from the respective date

Other Commodity Risks. At December 31, 2007 and 2006, pre-tax income in 2008 and 2007 was not expected to be materially impacted for exposures to other commodities' price
changes

The commodity price sensitivity calculations consider existing hedge positions and estimated production levels, but do not consider other potential effects that might result from such

changes in commodity prices
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Duke Energy's exposure to commodity price risk is influenced by a number of factors, including contract size, length, market hquidity, Jocation and unigue or specific contract terms

Credit Risk

Credit risk represents the loss that Duke Energy would incur if a counterparty fails to perform under its contractual obligations To reduce credit exposure, Duke Energy seeks to enter
into netting agreements with counterparties that permit Duke Energy to offset receivables and payables with such counterparties Duke Energy attempts to {urther reduce credit risk with certan
counterparties by entering into agreements that enable Duke Energy to obtain collateral or to terminate or reset the terms of transactions after specified time periods or upon the accurrence of
credit-related events. Duke Energy may, at times. use credit derivatives or other structures and techniques to provide for third-party credit enhancement of Duke Energy's counterparties’
obligations

Duke Energy’s principal customers for power and natural gas marketing and transportation services are industrial end-users, marketers, local distribution companies and utilities located
throughout the U S and Latin America Duke Energy has cancentrations of receivables {rom natural gas and electric utihities and their affiliates, as well as industrial customers and marketers
throughout these regions These concentrations of customers may affect Duke Energy’s overall credit risk in that risk factors can negatively impact the credit quality of the entire sector Where
exposed to credit risk, Duke Energy analyzes the counterparties’ {inancial condition prior to entering into an agreement, establishes credit limits and monitors the appropriateness of those limits

on an ongoing basis

Duke Energy has a third-parly Insurance policy 10 COVer ceriain 105ses related 1o Duke Encrpy Carolinas rshestosretaed- njories ardrmages ahovemapgregate-soifimsured-retention
of $476 million. Through December 31, 2007, Duke Energy has made approximately $460 million in payments that apply to this retention The msurance policy limit for potential insurance
recoveries for indemnification and medical cost claim payments is $1,107 million in excess of the self insured retention Probable insurance recoveries of approximately $1,040 miilion and
$1,020 million related to this policy are classified in the Consolidated Balance Sheets primarily in Other within Investments and Other Assets as of December 31, 2007 and 2006. respectively
Duke Enerpy is not aware of any uncertainties regarding the legal sufficiency of insurance claims or any significant solvency concerns related to the insurance carrier

Based on Duke Energy's policies for managing credit risk, its exposures and its credit and other reserves, Duke Energy does not anticipate a materially adverse effect on its consolidated
financial position or results of operations as a result of non-performance by any counterparty

During 2006, Duke Energy finalized the sale of the former DENA portfolio of derivative contracts to Barclays Bank PLC and sold the Cinergy commercial marketing and wading
business to Fortis, which eliminated Duke Encrgy's credit, collateral, market and legal risk associated with these related trading positions

In 1999, the Industrial Development Corp of the City of Edinburg, Texas (IDC) issued approximately $100 million in bonds to purchase equipment for lease to Duke Hidalgo (Hidalgo), a
subsidiary of Spectra Energy Capital Spectra Energy Capital unconditionally and irrevocably puaranteed the lease payments of Hidalgo to IDC through 2028 1n 2000, Hidalgo was sold to
Calpine Corporation and Spectra Energy Capital remained obligated under the lease guaranty In January 2006, Hidalgo and its subsidiaries filed for bankruptey protection in connection with
the previous bankruptey filing by its parent, Calpine Corporation in December 2005 Gross, undiscounted exposure under the guarantee obligation as of December 31, 2006 is approximately
$200 million, including principal and interest payments. Duke Energy does not believe a loss under the guarantee obligation 1s probable as of December 31, 2007, but continues 1o evaluate the
situation Therefore, no reserves have been recorded for any contingent loss as of December 31, 2007. No demands for payment have been made under the guarantee 1f losses are incurred
under the guarantee, Spectra Energy Capital has certain rights which should allow it to mitigate such loss Subsequent to the spin-off the natural gas businesses, this guarantee remained with
Spectra Energy Capital However, Duke Energy indemnified Spectra Energy Capital against any future losses that could arise from payments required under this guarantee In January 2008,
Calpine Corporation announced that it had successfully emerged from Chapter 11 bankruptcey protection and ofticially concluded its Chapler 11 reorganization

Duke Energy’s industry has historically operated under negotiated credit lines for physical delivery contracts. Duke Energy frequently uses master collateral agreements 10 mitigate certain
credit exposures  The collateral agreements provide for a counterparty to post cash or letters of credit to the exposed party for exposure in excess of an established threshold The threshold
amount represents an unsecured credit Himit, determined in accordance with the corporate credit policy Collateral agreements also provide that the inabilty to post collateral 1s suflicient cause
to terminate contracts and liquidate all positions

Duke Energy also obtains cash or letters of credit from customers to provide credit support outside of collateral agreements, where appropriate, based on its financial analysis of the

customer and the regulatory or contractual terms and conditions applicable to each transaction
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Interest Rate Ris!

Duke Energy is exposed to risk resulling from changes in interest rates as a result of its issuance of variable and fixed rate debt and commercial paper Duke Energy manages its interest
rate exposure by limiting its variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rawes Duke Energy also enters into
financial derivative instruments, which may include instruments such as, but not limited to, interest rate swaps, swaptions and U §. Treasury lock agreements to manage and mitigate interest
rate risk exposure See Notes 1, 8, and 15 to the Consolidated Financial Statements, "Summary of Significant Accounting Policies,” "Risk Management and Hedging Activities, Credit Rusk,
and Financial Instruments.” and " Debt and Credit Facilities *

Based on a sensitivity analysis as of December 31, 2007, it was estimated that if market interest rates average 1% higher (lower) in 2008 than in 2007, interest expense, net of offsetting
impacts in interest income, would increase (decrease) by approximately $22 million. Comparatively, based on a sensitivity analysis as of December 31, 2006, had interest rates averaged 1%
higher (lower) in 2006 than in 2005, it was estimated that inlerest expense, net of offsetting impacts in interest income, would have increased (decreased) by approximately $3 million These
amounts were estimated by considering the impact of the hypothetical interest rates on variable-rate securities outstanding, adjusted for interest rate hedges, short-term investments, cash and
cash equivalents outstanding as of December 31, 2007 and 2006 The increase in interest rate sensitivity is primarily due to a decrease in cash and short-term investment balances and a net

increase in commercial paper borrowings. If interest rates changed significantly, management would likely take actions to manage its exposure to the change However, due to the uncertainty

ol the specific actions that would be taken and their possible effects, e Sensilivity analysis assumes no changes T

Equity Priee Risk

Duke Energy maintains trust funds, as required by the NRC and the NCUC, to fund the costs of nuclear decommissioning (see Note 7 to the Consolidated Financial Statements, " Asset
Retirement Obligations.") As of December 31, 2007 and 2006, these funds were invested primarily in domestic and international equity securities, debt securities, {ixed-income securities, cash
and cash equivalents and short-term investments Per NRC and NCUC requirements, these funds may be used only for activities related to nuclear decommissioning Those investments are
exposed to price fluctuations in equity markets and changes in interest rates  Accounting for nuclear decommissioning recognizes that costs are recovered through U § Franchised Electric and
Gas' rates, and fluctuations in equity prices or interest rates do not affect Duke Energy's Consolidated Statements of Operations as changes in the fair value of these investments are deferred as
regulatory assets or regulatory liabilities pursuant to an Order by the NCUC Eamings or losses of the fund will ultimately impact the amount of costs recovered through U § Franchised
Electric and Gas' rates

Bison. Duke Energy's wholly owned captive insurance subsidiary, maintains investments to fund various business risks and losses, such as workers compensation, property, business
interruption and general liability Those investments are exposed to price fluctuations in equity markets and changes in interest rates

Duke Energy maintains investments to help fund the costs of providing non-contributory defined benefit retirement and other post-retirement benefit plans Those investments are
exposed to price fluctuations 1n equity markets and changes in interest rates. Fluctuations in equity prices or interest rates could adversely affect Duke Energy's consolidated financral position,

results of operations and cash flows in future periods See Note 21 to the Consolidated Financial Statements, "Employee Benefit Plans,” for additional information on pension plan assets

Foreign Currency Risk

Duke Energy is exposed to foreign currency risk from investments in international affiliate businesses owned and operated in foreign countries and from certain commodity-related
transactions within domestic operations that are denominated in foreign currencies To mitigate risks associated with foreign currency fluctuations, contracts may be denominated in or indexed
to the U § Dollar and/or local inflation 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, 1o manage its risk related to foreign currency fluctuntions To monitor its currency exchange rate risks, Duke Energy uses sensitivity analysis, which measures the
impact of devaluation of the foreign currencies to which it has exposure

In 2008, Duke Energy's primary foreign currency rate exposures are expected to be the Brazilian Real and the Peruvian New Sol A 10%6 devaluation in the currency exchange rates as of
December 31, 2007 in all of Duke Energy's exposure currencies would result in an estimated net pre-tax loss on the translation of local currency earnings of approximately $10 million to Duke
Energy's Consolidated Statements of Operations in 2008 The Consolidated Balance Sheet would be negatively impacted by approximately $145 million currency translation through the
curnulative translation adjustment in AOCI as of December 31. 2007 as a result of a 10% devaluation in the
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currency exchange rates As of December 31, 2006, a 10% devaluation in the currency exchange rates in all of Duke Encrgy's exposure currencies was expected 1o result in an estimated net
pre-tax loss on the translation of joeal currency earnings of approximately $7 million to Duke Energy's Consolidated Statements of Operations and a reduction of approximately $120 million
currency translation through the cumulative translation adjustment in AOCT as of December 31, 2007

OTHER ISSUES

Energy Policy dct of 2005, The Energy Policy Act of 2005 was signed into law in August 2005 The legislation directs specified agencies 1o conduct a significant number of studies on
various aspects of the energy industry and to implement other provisions through rulemakings Among the key provisions. the Energy Policy Act of 2005 repeals the PUHCA of 1935. directs
FERC to establish a self-regulating electric reliability organization governed by an independent board with FERC oversight, extends the Price Anderson Act for 20 years (until 2025), provides
loan guarantees, standby support and production tax credits for new nuclear reactors, gives FERC enhanced merger approval authority, provides FERC new backstop authority for the siting of
certain electric transmission projects, streamlines the processes for approval and permitting of interstate pipelines, and reforms hydropower relicensing In late 2005 and early 2006, FERC
imuated several rulemakings as directed 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 financial position.

Global Climate Change. A body of scientific evidence now accepted by a growing majority of the public and policymakers suggests that the Earth's climate 1s changing, caused in part by

greenhouse gases emilled MO the sUMosphere TTorT AN aervites: friere s stitmwehno tearratom-the causesard-ong=termreffects of chimate-changermamy-advoeste-taking steps

now to begin reducing emissions with the aim of stabilizing the atmospheric concentration of greenhouse gases at a level that avoids the potentially worst-case effects of climate change
Greenhouse gas emissions are produced from a wide variety of human activities The U S EPA publishes an inventory of these emissions annually CO,, an essential trace gas, is a by-

product of fossil fuel combustion and currently accounts for about 85% of U.S preenhouse gas emissions. Duke Energy currently accounts for about 1 5% of total U S CO; emissions, and

about 1 3% of total U S greenhouse gas emissions

Duke Energy is adding approximately 60,000 new customers annually 10 its customer base of nearly four million in the Carolinas and the Midwest and making long-term decisions for
how best to meet its customers’ growing demand for electricity. Duke Energy is moving ahead on multiple fronts — energy efficiency, renewable energy, advanced nuclear power, advanced
clean-coal and high-efficiency natural gas electric generating plants, and retirement of older less efficient coal-fired power plants Duke Energy needs regulatory certainty regarding U S
climate change policy as it makes these investment decisions

Duke Energy's cost of complying with any federal greenhouse gas ernissions law that may be enacted will depend on the design details of the program. The major design elements of a
greenhouse gas cap-and-trade program that will most influence Duke Energy's compliance costs include the required levels and timing of the cap, which will drive emission allowance prices,
the emission sources covered under the cap, the number of allowances that Duke Energy is allocated on a year-to-year basis, the type of and effectiveness of the cost control mechanism
employed by the program, and the availability and cost of technologies that Duke Energy can deploy to lower its emissions Although it is likely that Congress will adopt some form of
mandatory greenhouse gas emission reduction legislation in the future, the timing and specific requirements of any such legislation are highly uncertain, which means that potential future
compliance costs for Duke Energy are also highly uncertain

The 110% Congress is currently considering several potential U S policy responses to the climate change issue in 2007, nearly a dozen bills were introduced in the Senate calling for
mandatory limits on U S greenhouse gas emissions through use of a cap-and-trade program The key differences in the bills are the sources whose emissions would be regulated, the rate at
which emissions would be required to be reduced, the number of emission allowances that would be distributed at no cost to sources whose emissions would be regulated, and the method of
protecting the economy from potentially high and unexpected program costs

On December 5, 2007, the Senate Environment and Public Works Committee reported out § 2191 - America's Climate Security Act of 2007 — sponsored by Senators Joseph Lieberman
of Connecticut and John Warner of Virginia. The bill, which now awaits Senate floor action, proposes on economy-wide greenhouse gas reduction program to begin in 2012 Several bills have
also been introduced in the House of Representatives but none has yet received subcommittee or commitiee approval It is unlikely that legislation establishing a mandatory federal greenhouse
gas emission reduction program will be cnacted in 2008

Duke Energy supports the enactment of federal greenhouse gas cap-and-trade legislation that would apply to all parts of the economy, including power generation, industrial and
commercial sources, and motor vehicles To permit the economy to adjust rationally to the policy, legislation should establish a long-term program that first slows the growth of emissions,
stops them and then transitions to a gradually declining emissions cap as new lower-and non-emitting technologies are developed and become ready for wide-scale deployment
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New technologies for reducing COq emissions from coal - chief among them carbon capture and sequestration - are not expected to be developed and ready for deployment by 2012 when
the Licberman-Warner legislation, if passed, would take effect This would pose a challenge to Duke Energy's ability to utilize all of its current coal-fired generating capacity i the legislation is
enacted in its current form  This could challenge Duke Energy's ability to meet the growing electricity demand of its customers at a reasonable cost. Duke Energy's deployment of renewable
generation, along with its customer energy-efficiency initiative would help. but would not be enough If the cap is too stringent in the early years of the program, Duke Energy's compliance
options could be limited to purchasing emission allowances and/or relying on existing natural gas generation to replace coal generation Achieving a large fuel switch from coal to natural gas in
less than four years is not practical and, on a national scale, is not good public policy Such a shift would significantly increase natural gas prices, posing an economic hardship to millions of

natural gas customers

Compliance cost estimates are very sensitive to various highly uncertain assumptions, including allowance prices Under the proposed § 2191 legislation, in addition to allowances
allocated at no cost, Duke Energy currently estimates the costs of purchasing needed allowances to cover Duke Energy's projected emissions in 2012 could range from approximately $930
million to $2 8 billion Actual costs could be higher or lower than these estimates Duke Energy would seek to recover its compliance costs through appropriate regulatory mechanisms in the
jurisdictions in which it operates Under a compliance scenario where Duke Energy continues to purchase allowances to meet its compliance obligation, annual allowance purchase costs would
increase over time as the number of allowances Duke Energy is allocated under the proposed legislation decreases and allowance prices increase as the cap tightens

At some point in the future it would be expected that Duke Energy would begin replacing existing coal-fired generation with new lower-and zero-emitting generation technologies, and/or

installing new carbon capture and sequestration technology on existing coal-fired generating plants to reduce emissions when technologies become available It is not possible at this time,
however, to predict with certainty what new technologies might be developed, when they will be ready to be deployed, or what their costs will be There is also uncertainty as to how or when
certain non-technical issues that could affect the cost and availability of new technologies might be resolved by regulators. Duke Energy currently is focused on advanced nuclear generation,
integrated gasification combined cycle generation with carbon capture and sequestration, and capture and storage retrofit technology for existing pulverized coal-fired generation as promising
new technologies for generating electricity with lower or no CO4 emissions

In addition to relying on new technologies to reduce its CO5 emissions, Duke Energy is secking regulatory approval for a first-of-its-kind innovative approach in the utility industry to
help meet growing customer demand with new and creative ways to increase energy efliciency, thereby reducing demand (save-a-watt) instead of relying almost exclusively on new power
plants to generate electricity

(For additional information on ather issues related to Duke Energy, see Note 4 to the Consolidated Financial Statements, "Regulatory Matters” and Note 17 to the Consolidated Financial
Staternents, "Commitments and Contingencies.")

New Accounting Standards

The following new accounting standards have been 1ssued, but have not yet been adopted by Duke Energy as of December 31, 2007

SFAS No. 157, "Fair Value Measurements" (SFAS No. 157). In September 2006, the FASB issued SFAS No 157, which defines fair value, establishes a framework for measuring fair
value in GAAP, and expands disclosures about fair value measurements SFAS No 157 does not require any new fair value measurements The application of SFAS No 157 may change Duke
Energy’s current practice for measuning fair values under other accounting pronouncements that require fair value measurements For Duke Energy, SFAS No 157 is effective as of January 1,
2008 In February 2008, the FASB issued FASB Staff Position (FSP) No 157-2, which delays the effective date of SFAS No 157 for one year for nonfinancial assets and liabilities, except for
items that are recognized or disclosed at fair value in the financial stalements on a recurring basis. Duke Energy does not expect to report any material eumulative-effect adjustment to
beginning retained earning as is required by SFAS No 157 for certain limited matters. Duke Energy continues to monitor additional proposed interpretative guidance regarding the application
of SFAS No 157 To date, no matters have been identified regarding implementation of SFAS No 157 that would have any material impact on Duke Energy's consolidated results of
operations or financial position

SFAS No. 159. "The Fair Value Option for Financial 4ssets and Financial Liabilities” (SFAS No. 159). In February 2007, the FASB issued SFAS No 159, which permits entities to
choose to measure many financial instruments and certain other items at fair value For Duke Energy, SFAS No 159 is effcctive as of January 1, 2008 and will have no impact on amounts
presented for periods prior to the effective date Duke Energy does not currently have any financial assets or financial liabilities for which the provisions of SFAS No 159 have been elected
However, in the future, Duke Fnergy may elect lo measure certain financial instruments at fair value in accordance with this standard
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EITF Issue No. 06-11, “Accounting for Income I'ax Benefits of Dividends on Share-Based Payment Awards" (E1TF 06-11} In June 2007, the EITF reached a consensus that would require
realized income tax benefits from dividends or dividend equivalents that are charged to retained earnings and paid to employees for equity-classified nonvested equity shares, nonvested equity
share units, and outstanding equity share options to be recognized as an increase to additional paid-in capital In addition. EITF 06-11 would require that dividends on equity-classified share-
based payment awards be reallocated between retained earnings (for awards expected 1o vest) and compensation cost (for awards not expected to vest) each reporting period 1o reflect current
forfeiture estimates. For Duke Energy, EITF 06-11 must be applied prospectively to the income tax benefits of dividends on equity -classified employee share-based payment awards that are
declared in fiscal years beginning January 1, 2008, as well as interim periods within those fiscal years Early application would be permitted as of the beginning of a fiscal year for which
interim or annual financial statements have not yet been issued. Duke Energy is currently evaluating the impact of applying EITF 06-11, and cannot currently estimate the impact of EITF 06-11
on its consolidated results of operations, cash {lows or [inancial position

SFAS No. 141 (revised 2007), *Business Combinations” (SFAS No. 141R). In December 2007, the FASB issued SFAS No 141R, which replaces SFAS No 141, "Business
Combinations " SFAS No 141R retains the fundamental requirements in SFAS No. 141 that the acquisition method of accounting be used for all business combinations and that an acquirer be
identified for each business combination This staternent also establishes principles and requirements for how an acquirer recognizes and measures in its financial statements the identifiable
assets acquired, the liabilities assumed, any noncontrolling (minority) interests in an acquiree, and any goodwill acquired in a business combination or gain recognized from a bargain purchase

For Duke Energy, SFAS No [41R must be applied prospectively to business combinations for which the acquisition date occurs on or after January 1, 2009 The impact to Duke Energy of

ASTAC N Tarimy

applying SFAS No. TR Ior periods subsequent 10 implementalion with e dependent upormthemrtore oy transactions withir thescopeof SPAS Mo—HHR:

SFAS No. 160, "Noncontrolling Interests in Consolidated Financial Statements—an amendment of Accounting Research Bulletin (ARB) No. 51" (SFAS No. 160). In December 2007, the
FASB issued SFAS No 160, which amends ARB No 51, "Consolidated Financial Statements," 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 financial statements  This statement also changes the way the consolidated income statement is presented by requiring consolidated net income to be
reported at nmounts that include the amounts attributable to both the parent and the noncontrolling interest In addition, SFAS No 160 establishes a single method of accounting for changes in
a parent's ownership interest in a subsidiary that do not result in deconsolidation For Duke Energy, SFAS No 160 is effective as of January 1, 2009, and must be applied prospectively, except
for certain presentation and disclosure requirements which must be applied retrospectively Duke Energy is currently evaluating the impact of adopting SFAS No 160

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.
Sea "Management's Discussion and Analysis of Results of Operations and Financial Condition, Quantitative and Qualitative Disclosures About Market Risk "
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Item 8. Financial Statements and Supplementary Data.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Duke Energy Corporation
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Corporation and subsidiaries (the "Company") as of December 31, 2007 and 2006, and the related
consolidated statements of operations, common stockholders' equity and comprehensive income, and cash flows for each of the three years in the period ended December 31, 2007 Our audits
also included the financial statement schedule listed in the Index at Item 15 We also have audited the Company's internal control over financial reporting as of December 31, 2007, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission The Company’s management is
responsible for these financial statements and {inancial statement schedule, for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness 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 Tinancial statements and Tnmancial Statement schedule and an opinion on the Company s imematconrot-over fimmeiat reponing based-omour-wudits:

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States) Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement and whether effective internal control over financial reporting was maintained in
all material respects Our audits of the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the

accounting principles used and significant estimates made by management, and evaluating the overall financial statement presentation Our audit of internal control over {inancial reporting

included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness exis!

, testing and evaluating the design and operating effectiveness
of internal control based on the assessed risk Our audits also included performing such other procedures as we considered necessary in the circumstances We believe that our audits provide a
reasonable basis for our opinions

A company's internal control over {inancial reporting is a process designed by, or under the supervision of, the company's principal exccutive and principal financial officers, or persons
performing similar functions, and effected by the company's board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal control over financial reporting includes
those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company,
(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles and that
receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use. or disposition of the company’s assets that could have a material effect on the financial statements

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or improper management override of controls, material misstatements
due to error or fraud may not be prevented or detected on a timely basis Also, projections of any evaluation of the effectiveness of the internal control over {inancial reporting to future periods
are subject to the risk that the controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate

In our opinion, the consolidated financial statements referred 1o above present fairly, in all material respects, the financial position of Duke Energy Corporation and subsidiaries as of
December 31, 2007 and 2006, and the results of their operations and their cash flows for each of the three years in the period ended December 31, 2007, in conformity with accounting
principles generally accepted in the United States of America Also, in our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements
taken as a whole. presents fairly, in all material respects, the information set forth therein. Also, in our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on the criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission

As discussed in Note ] to the consolidated financial statements, the Company's spin-off of the natural gas business was completed on January 2, 2007

/s/ DELOITTE & TOUCHE LLP

Charlotte, North Carolina
February 29, 2008
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PART I
DUKE ENERGY CORPORATION
Consolidated Statements of Operations
(In millions, except per-share amounts)

Yeors Ended December 31,

2007 2006 2005
Operating Revenues SRR T
Regulated electric b3 8,976 & 7678 % 5.406
Non-regulated electric, natural gas, and other 3,024 2.542 1,500
Regulated natural gas 720 387 —
Total operating revenues .- s e e : RS LTI A0 S G607 L TG,008
Operating Expenses
Fuel nsed in electric generaﬁon and purchased power 3,946 3.372 1,579
Operation, maintenance and other 3324 3420 2,533
“Costof natural gas and copl sold : - P et e e T ER XY S = g
Depreciation and amortization 1,746 1,545 1,123
Property and other {axes 649 534 327
Impairments and other charges — e 15
“Total opernting expenses L e S e T . i : T 22 00D e 5 5B
Gains on Sales of Investments in Commercial and Multi-Family Rcul Estnu: — 201 191
(Losses) Gains on Siles of Other Assels and Other, nel S o S : 5) 223 [65))
Operating Income 2,493 1,821 1,456
Othiér Income nnd Expenses 7707 0w L D Ty e ST LRI
Equity in carnings of unconsolidated alh)mtcs 157 123 124
Losses on sales and impairments of equity investments SR o i : o R R S0y (209
Other income and expenses, net 271 251 113
Totaliother income and eXpenses |0 LT T L L . NIRRT ST ES HTE Rl - Y.r SUOE AP b W s I S
Interest Expense 685 632 381
Minority Interest Expense e o i e : e EYB 2
Income From Continuing Operations Before Income Taxes 2,234 1,530 1,268
Income Tax Expense from Continuing Operations i : S N 712 4350 375
Income From Continuing Operations 1,522 1,080 893
(Loss) Dicome From Discontinued Operations, net of tax.- S T e it e : I (22) LT3
Income Before Cumulative Lﬂ‘cct of Change in Accounling Prmclple ) 1,500 1,863
Cumulative Effect of Change in Accounting Principle, net of tax'and nﬁmm rity mtercst : : — —
Net Income 1,500 1,863
Dividends and Prémiums on Redemption of Preferved and Preference:Stook. T L L I R L D TR
Earnings Available For Common Stockholders $ 1,500 § 1863 §
Common Stock Data
Weighted-average shares ouht'mdmﬂ
Basic. " : : ‘ S S T S R R0 L AT 3
Diluted 1,266 1,188 970
Earnings per share (from continuing operations}) :
Basic $ 121§ 092§ 004
Diluted ‘ i . i R P TR ORI S : . : CUUITIRLI 20008 9L 5092
(Loss) earnings per share (from dlSCOntmugd opuauons}
Basic S (0.02) § 067 § 100
Diluted A3 (002) & 066§ 096
Farnings per share (before cumulmtive effect of change in accounting principley : : : :
Basic $ 119 s 159 % 1.94
Diluted 5 118 ' % 157 '8 188
Farnings per share
Basic 3 L9 $ 159 8 1.94
Diluted § 118 8 157 % 188
Dividends per sharé h 086" % P26 0S5TTLYT

See Notes to Consolidated Financial Statements
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PART Y
DUKE ENERGY CORPORATION
Consolidated Balance Sheets
(In millions)
December 31,
2007 2006
ASSETS - L :
Currenl Assets
Cash and cash equivalents $ 678.°% 948
Short-term investmenis 437 1,514
Réceivables (net'of allowance for doubtful accounts of $67.at December 31, 2007 364 593 3L December 31,72006) U 1,767.0000:2,256
Inventory 1.012 1,358
Asscts held for sale 2 28
Other 1,029 943
Total current assets PR e 2 T
Investments and Other Assets
Investments in unconsolidated affiliates 696 2,305
Nuclear decommissioning trust funds 1,929 1,775
Goodwill .. T B T e T 46420000 08,175
Intangibles, net 720 905
Notes receivable 153 224
Assets held for sale 115 134
Other. L e L T T T D LUDS3L 0,556
Total investments and other assets 11,208 16,074
Prapéity; Phint and Eqguipnient i e St
Cost 46,056 58,330
Less accumulated depreciation and amortization 14,046 16,883
Net praperty, plant and equipment 31,110 41,447
Regulatory Assets and Deferred Debits e HEE,
Deferred debt expense 255 320
Regulatory assets related to income taxes 552 1,36}
Other 1,654 2,451
Cotal regulatory assets and deferred debits CABIIIIIAN8Y
Total Assels § 49,704 § 68,700

Se:

&

Notes to Consolidated Financial Statements
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PARTII
DUKE ENERGY CORPORATION
Consolidated Balance Sheets—(Continued)
(In millions, except per-share amounts)

December 31,
2007 2006

LIABILITIES AND COMMON STOCKHOLDERS  EQUITY
Current Liabilities

Accounts payable $:1,585:%1,686
Notes payable and commercial paper 742 450
Taxes acerued n 00 g PR : : B S LI ST : ERRE RN L Eo VL Y
Interest accrued 145 302
Liabilitics associated with asscts held for sale B 114070026
Current maturities of long-term debt ] 1,526 1,605
Other. e : T ; RO : - e i TTTIZISTILII0
Total current liabilities 5708 6,613
Long-term Debt . o [ = : : R 9,498718,118
Deferred Credits and Other Liabilities
D{:fcﬁcdmcomc”u\}{cm: RN RO ' § CLL LEL Z,‘f', O ;"" i 'il3',Z”,',:,j,;;'jsj'ﬁ:'jp[)_';
Investment tax credit 161 175
Liabilities associated with assets held for sale : - s
Asset retirement obligations 2351 2.30)

Total deferred credits and other habilities 13,118

Conmmitinents ind Contingencies
Minority Interests 181 805

Comuiron Stockholders! Equity : S - e L S
Common Stock, $0 001 par value, 2 billion shares authorized, 1,262 million and 1,257 million shares outstanding at December 31, 2007 and December 31, 2006,

respectively ) 1
Additional paid-in capital : g S119,933.0019,854
Retained carnings 1,398‘ 5,652
Accumulated other comprehensive (loss)income K L D R e kX y e ]

Total common stockholders' equity 21,199 26,102
Tolal Liabilities snd Conumon Stockholders' Equity : : k& : $49,704..$63,700

See Notes to Consolidated Financial Statements
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PART I
DUKE ENERGY CORPORATION
Consolidated Statemients of Clash Flows
(In millions)

Years Ended Decemnber 31,

2007 2006 2005
CASIH FLOWS FROM ORPERATING ACTIVITIES CEEIIII S
Net income 5 1,500 % 1863 % 1,824
“Adjustments to reconcile net income to net cash provided by operating activities
Depreciation and amortization (including amortization of nuclear lu»l) 1,888 2,215 1,884
S Cumulative elfect bf change m.accountimg principle : LI e : . LI o BRI e BRSSO G
Gains on sales of investments in commercial and multi-family real estate — (201) (191)
Losses (gains) on sales of equity investments and other assets : 10 (365) (771)
Impairment charges ) e 48 159
:Deferred income taxes it : - - - - - = e e i grgu il L o5 283
Minority Interest 2 61 538
thﬁy in earnings of unconsolidated affilintes (157) (732) (479)
Contributions to comp'my-sponsored pemmn and other post-retirement benefit plans (412) (172) {45)
sr(Increase) decrease.in . o S T SR Ll
Net realized and unrealized mark to- marku and hedging transactions - (134) <43
Receivables : {240) Sdd: e (249)
Inventory (36) (24) (80)
v riOther current assets L : : . e : EERE T R (22) 2T ()
Increase (d»crunse) n
A GeHUNS payable : : S : ST sy T
] axes wcrued (134) (69) 53
i Other current liabilities : (321 (594) 1 622
Capital expenditures for residential real estate - (322) (355)
47 C6EL 6L residenitial Teal estite Sold : . s T i : SEE B EERRRE e
Other, assels 739 1,005 193
“Other, liabilities - : ) (106) 180 519
Net cash provided by operating activities 3,208 3,748 2,818
CAST FLOWS TROM INVESTING ACTIVITIDS s ; , e
Capital expendilures (3,125) (3.381) (2,327)
g ~In\'cstmcrit cxpenditires ’ {91 (89) TL(E3)
Acquisitions, net of cash acquired (66) (284) (294)
“'5”Cashacqutredfromncqmsmonomeugv T G s S oL SRR e Ly B il
Purchases of available-for-sale securities (23,639} (33.436) 40.317)
“Proceeds from sales and matutities of available-for-sale securities i ' e T : S4613- T ERY R0 ADIAT
Net proceeds from the sales of «.qunly investments and other assets, and sales of and collections on notes receivable 154 2,861 2,375
““‘Proct_edsfrom the sales of commeércial and muiti-family real estate. S L R P ol SRS peg Siniligyys
Settlement of net investment hedges and other investing derivatives (10) (163) (296)
Di's'(r'ibdﬁdhsvfré}n' equity investments: - _— S : - cLn T B 1 A e
Purchases of emission allowances (103) (228) (18)
Sales of emission allowances 52 194 -
\Vxlhdmwnl ot rcsmcu.d iunds hcld in trust 68 47 o
i S : e BB M . i - Sy o 2
Net cash used in investing activities (2,151) (1,328) (126)
CASH FLOWS FROM FINANCING ACTIVITIES :
Proceeds {rom the:
S issuance of long-erm debt : : - 823 2360 e 543
Issuance of common stock related to employee benefit plans 50 127 41
‘ l’ayﬁenls for the redemption of
Long-term debt (1.248) (2,098) (1,346)
. Convertible notes - T R R : : : : IR {110 e T
Preferred stock of a subsidiary — ) (134)
" Decrease in cash overdrafls ‘ o e o v ‘ @) (2)' -
Notes payable and commercial paper 617 (412) 165
Distributions to-minority interests .o S S B : (§2) o (304 (88])
Contributions from minority interests 68 247 779
~Cashdistributed to Spectra Encm) ‘ - s : s ) S (395) = s e
Dividends paid {1,089) (1,488) (1,108)
+i:Repurchase of common shares - — (300) (933)
Proceeds 1rom Dukc Energy Income Fund — 104 110

S Othere o o i PR . i R - . ” ] Lling.




Net cash used in financing activities (1,327} (1,961) N7

“Changes in'cash and cash equivalents included in assets held for sale . - . L : L S N 1) PR
Net (decrease) increase in cash and cash equivalents 270) 437 22
Cash'and cash equivalents at beginning of peried R . : o S : : : 948 5175330

2
[
~
>
k51
te}
=
E=
&
L

Cash and cash cquivalents at end of peried

Supplemental Disclosnres: i

Cash paid for interest, net of amount capitalized $
“Cash paid forncome taxes™ - - & = ]
Significant non-cash transactions:
" Distribution ufSi)ectm Energy to shareholders $.05219% -
Conversion of convertible notes to stock 3 — 632
- Transter of, DGP Midstream Canadian Facilities $ e
Accrued capital expenditures 3 576 % 308
Accjuisilion of Cinergy Corp.
Fair value of assets acquired $ — % 17,304
e abililics nssumed e 5 g 00
Issuance of common stock hS — % §,993

See Notes to Consolidated Financial Statements
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PARTII

DUKEENERGY CORPORATION

Consolidated Statements of Common Stockholders' Equity

and Comprehensive Income

(In millions)

Accumulated Other Comprehensive Income (Loss)

Net Gains Minimum
Common (Losses) on Pension SFAS
Stock Common Additional Retained Foreign Currency  Cash Flow Liability No 158
Shares Stock Paid-in Capital  Earnings Adjustments Hedges Adjustment Other Adjustment Total
Balance Decerber 31, 3004715500087 5800112668 I e 826 0% (#16)§ -8 16,441
Net income — — — 1,824 — — — — — 1,824
: Other Comprehcnsiva Income : —_— - (. Ll :
Foreign currency
translation adjustments(® — — — — 306 — — — — 306
Ni:tm\inr:culizéd piing on i o
cash flow hodges® - = — i =~ - 413 _ - S
Reclassification into
earnings {rom cash flow
hedges(©) — — — — — (1.026) — — —  (1,026)
* Minimum pension Jiability
adjustment(®. = = — g S — 356 — — 356
Other(? - — - — . — — 17 — 17
: h_’{lf\l‘r‘dfnpr‘nncn Ve B Lo
" income e 1,890
Dividend reinvestment and
employee benefits 3 85 — — — — — — — 85
SlGEi Tepurchases i (33 (933); e o = — s - e (953)
Conversion of debt 1 28 — — — — — — — 28
‘Common stock dividends™ : i i 1,003y — - — — i (1,003)
Preferred and preference
stock dividends — — — 12) — — — — — (12)
-~ Other capital stock SERERIL I N
" transactions, met - - S [ = 33 o — _ o L ety
Balance December 31, 2005 928 § 10,446 & & 5277 % 846 $ @87 $ €6 & 17 3 — $ 16,439
CUNeEIngsm 8 e B3 L o T SN I863
Other Comprehensive Income
e TForeign urrency L B
JH Hranstation adjustments = o — = 103 — - — o 7103
Net unrealized gains on
cash flow hedges(b) — e o e o 6 - . . 6
‘i Reclassification o : & i i
i ‘ezirn;ngs Trom cash flow - i
Cohedges@r R - = - - 36 - = 36
Minimum pension liability
adjustment® - -— — — — - - - m
Other(® — — — — — — — (s . (15)
Total comprehensive
income ) 1,992
- Retirement of o1d Dok i e : o :
Energy shares .- : 927 (10,399 = = - — — — — (10,399)
Issuance of new Duke Energy
shares 927 1 10,398 — — — — — — 10,399
S conrieetion with Craergy:
merger. : — 3,993 e — — — —_ — 8993
Conversion of Cinergy
options to Duke Encrgy
options — —— 59 — — - — - - 59
Dividendfeinvastment and : :
empl&)’j'ee bcneﬁts : 6 22 172 — — -— — e — 194
Stock repurchase an (69) (431) — — — — — — (500)
Commonstocl.dw;dcnds o . = (],488) S - - o )



Conversion of debt to equity 27 e 632 e e — e e — 632
Tax benelit due to conversion . . .
of debt Lo equity - B — — 34 — - — — — — 34
SFAS No 138 funded status
provision(® — — - —_ —_ —_ 61 — (31 (250)
Other capital stock . :
wransactions.net S - SEey s e = S e Sl
Balance December 31, 2006 1,257 $ 18§ 19,854 § 5,652 $ 949 § “5) § —_— % 2 8 311 3 26,102
Netincame s = L 1,500 s B — — 1,500
Other Comprehensive Income — —_ —
v iForgign earreney T i S : i
“ ranshation adjustments 2 = = = 2007 - o - =
Net unrealized losses on
cash flow hedges® — — — — — I4ED) — — — (1)
Reclassification into T e e e L
“earnings froim cash flow 0 : [ e
: "n‘,L.‘,:dng SR s P o L o (1) S . o e ('1:)
SFAS No 158
amortization — — — —_ e . [ f—
FAS NG IS pet i R s e R e i e
- actuarial gai}w@ - s = s o = = e e
Other — — — — — — — — 1 1
Total comprehénsive
SINGOME L e e e Sh w1796
Adoption of FIN 48 — — — (25) — — — — — (25)
SiAddption‘of SFAS No/1 882 ' o &
mcasurcmcni date provision : E. g e (28} — — e — (22) (50)
Distribution of Spectra
Energy to sharcholders . — o (4,612) (1,156) 6 — e M8 (5,614)
- Dividend reinvesmment and . e
: 'i:xﬁj)]bjl(:t:‘&:ﬂ@ﬁl:; B e — - — — — 9
Common stock dividends — . e (1,089) e — e o — (1,089
Balance December 31,2007, 0000 10126258 S IS UENU19,933, 8.0 00 308 08 (N8 {8d4) 8 — % 2.8 (74) 8 21,199

(a) TForeign currency translation adjustments, net of $62 tax benefit in 2005 The 2005 1ax benefit related to the settled net investment hedges. Substantially all of the 2005 1ax benefitis a

correction of an tmmaterial accounting error related to prior periods

(b)  Net unrealized gains (losses) on cash {low hedges, net of $9 tax benefit in 2007, $3 tax expense in 2006 and $233 tax expense in 2003

(c) Reclassification into eamnings from cash flow hedges. net of $19 tax expense in 2006, and $583 1ax benefit in 2005 Reclassification into earnings from cash flow hedges in 2006 is due

primarily to the recognition of former Duke Energy North America's (DENA) unrealized net gains related to hedges on forecasted transactions which did not occur as a result of the sale

10 1.8 Power of substantially all of former DENA's assets and contracts outside of the Midwestern United States and certain contractual positions related to the Midwestern assets (see

notes 8 and 13)

(dY  Minimum pension liability adjustment. net of $0 tax benefit in 2006 and $228 tax expense in 2003

{e) SFAS No 158 adjustment, net of $144 tax benefit in 2006 Excludes $593 reflected as regulatory assets (sce note 21)

() Net of $9 tax benefil in 2006, and $10 tax expense in 2005

(g) SFAS No 158 net actuarial gain net of $54 tax expense in 2007 Excludes $204 reflected as regulatory assets (see note 21).

See Notes to Consolidated Financial Statements
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1. Summary of Significant Accounting Policies

Nature of Operations and Basis of Consolidation. Duke Encrgy Corparation (collectively with its subsidiaries, Duke Energy), 1s an encrgy company located in the Americas These
Consolidated Financial Statements include, afier eliminating intercompany transactions and balances, the accounts of Duke Energy and all majority-owned subsidiaries where Duke Energy has
control, and those variable interest entities where Duke Energy is the primary beneficiary These Consolidated Financial Statements also reflect Duke Energy’s proportionate share of certain
generation and transmission facilities in the Carolinas and the Midwest

Duke Energy Holding Corp (Duke Energy HC) was incorporated in Delaware on May 3, 2005 as Deer Holding Corp , a wholly-owned subsidiary of Duke Energy Corporation (Od
Duke Energy). On April 3, 2006, in accordance with their previously announced merger agreement, Old Duke Energy and Cinergy Corp (Cinergy) merged into wholly-owned subsidiaries of
Duke Energy HC, resulting in Duke Energy HC becoming the parent entity In connection with the closing of the merger transactions, Duke Energy HC changed its name to Duke Energy
Corporation (New Duke Energy or Duke Energy) and Old Duke Energy converted into a limited lability company named Duke Power Company LLC (subsequently renamed Duke Energy
Carolinas, LLC (Duke Energy Carolinas) effective October 1, 2006) As a result of the merger transactions, each outstanding share of Cinergy common stock was converted into 1 56 shares of

common swek of Duke Energy, whithresuhed-frrihe sstanceof approxcinmtely-3H3-mithor shares—Addittoratycach-share-of eommonsioek-of£-Old-Duke Energywas-con Hnto-one
share of Duke Energy common stock Old Duke Energy is the predecessor of Duke Energy for purposes of U S securities regulations governing financial statement filing Therefore, the
accompanying Consolidated Financial Statements reflect the results of operations of Old Duke Energy for the three months ended March 31, 2006 and the year ended December 31, 2005 New
Duke Energy had separate operations for the period beginning with the effective date of the Cinergy merger, and references to amounts for periods after the closing of the merger relate to New
Duke Energy Cinergy's results have been included in the accompanying Consolidated Statements of Operations {ffom the effective date of acquisition and thereafter (see "Cinergy Merger” in
Note 2). Both Old Duke Energy and New Duke Energy are referred to as Duke Energy herein

Shares of common stock of New Duke Energy carry a stated par value of $0 001, while shares of common stock of Old Duke Energy had been issued at no par. In April 2006, as a result
of the conversion of all outstanding shares of Old Duke Energy common stock to New Duke Energy common stock, the par value of the shares issued was recorded in Common Stock within
Common Stockhoiders' Equity in the Consolidated Balance Sheets and the excess of issuance price over stated par value was recorded in Additional Paid-in Capital within Common
Stockholders' Equity in the Consolidated Balance Sheets Prior to the conversion of common stock from shares of Old Duke Energy to New Duke Energy, all proceeds from issuances of
common stock were solely reflected in Comman Stock within Common Stockholders' Equity in the Consolidated Balance Sheets

On September 7, 2006, Duke Energy deconsolidated Crescent Resources, L1.C (Crescent) due to a reduction in ownership causing an inability to exercise control over Crescent (see Note
2) Crescent has been accounted for as an equity method investment since the date of deconsolidation

On January 2, 2007, Duke Energy completed the spin-off to sharcholders of its natural gas businesses The new natural gas business, which 1s named Spectra Energy Corp (Spectra
Energy), consists principally of certain operations of Spectra Energy Capital, LLC (Spectra Energy Capital, formerly Duke Capital LLC), primarity Duke Energy's former Natural Gas
Transmission business segment and Duke Energy's former Field Services business segment, which represented Duke Energy's 50% ownership interest in DCP Midstream, LLC (formerly Duke
Energy Field Services, LLC) (DCP Midstream) See Note 13 for discussion of the deconsolidation of DCP Midstream effective July 1, 2005 due to a reduction in ownership interest. Excluded
from the spin-off were certain operations which were transferred from Spectra Energy Capital to Duke Energy in December 2006, primarily International Enerpy and Duke Energy's effective
50% interest in the Crescent JV Subsequent to the spin-off, the results of operations of the spun off businesses are presented as discontinued operations in the accompanying Consolidated
Statements of Operations for all periods prior to the spin-off The primary businesses remaining in Duke Energy post-spin are the U S Franchised Electric and Gas business segment, the
Commercial Power business segment, the Intemational Energy business segment and Duke Enerpy's effective 50% interest in the Crescent JV See Note 3 for further information on Duke
Energy's business segments

Assets and liabilities of entities included in the spin-off of Spectra Encrgy were transferred from Duke Energy on a historical cost basis on the date of the spin-off transaction Ne gain or
loss was recognized on the distribution of these operations to Duke Energy shareholders Approximately $20 5 billion of assets, $14 9 billion of liabilities (which includes approximately $8 6
billion of debt) and $5 6 billion of common stockholders' equity (which includes approximately $1.0 billion of accurnulated other comprehensive income) were dis-
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tributed from Duke Energy as of the date of the spin-off. Assets, labilities and stockholders’ equity amounts at December 31. 2006 included in the accompanying Consolidated Balance Sheets
and the corresponding Notes include balances that were transferred to Spectra Energy as part of the spin-off Additionally, cash flows related to the businesses included in the spin-off are
included in the Consolidated Statements of Cash Flows for the years ended December 31, 2006 and 2005

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

Reclassifications and Revisions. Certain prior period amounts have been reclassilied within the Conselidated Financial Statements to conform to current year presentation

Cash and Cash Equivalents, All highly liquid investments with original maturities of three months or less at the date of acquisition are considered cash equivalents

Restricted Cash. At December 31, 2007 and 2006, Duke Energy had approximately $166 million and $212 million, respectively, of restricted cash related primarily 1o proceeds from
debt issuances that are held in trust for the purpose of funding future environmental construction or maintenance expenditures This amount is reflected in Other Investments and Other Assets
on the Consolidated Balance Sheets

Short-term Investments. Duke Energy actively invests a portion of its avatlable cash balances in various financial instruments, such as tax-exempt debt securities that frequently have

stated maturitics ol 20 years or more and 1ax-cxempl money Markel preferied securities These InsIFumicrs Have histworicaly provided for o highdepree of Hiquidity throvgh-featoressuch-as
daily and seven day notice put options and 7, 28, and 35 day auctions which allow for the redemption of the investments at their face amounts plus camed income As Duke Energy intends to
sell these instruments within 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 investments
that are debt securities as available-for-sale under the Financial Accounting Standards Board (FASB) Statement of Financial Accounting Standards (SFAS) No 115, “dccounting For Certain
Imvesiments in Debt and Equity Securities, " (SFAS No. 115). and they are carried at fair market value. Investments in money-market preferred securities that do not have stated redemptions are
accounted for at their cost, as the carrying values approximate market velues due to their short-term maturities and minimal credit risk Realized gains and losses and dividend and interest
income related to these securities, including any amortization of discounts or premiums arising at acquisition, are included in earnings as incurred Purchases and sales of available-for-sale
securities are presented on a gross basis within investing cash flows in the accompanying Consolidated Statements of Cash Flows

Inventory. Inventory consists primarily of materials and supplies and natural gas held in storage for transmission, processing and sales commitments, and coal held for electric
generation Inventory is recorded primarily using the average cost method The decrease in inventory at December 31, 2007 as compared to December 31, 2006 is primarily attributable to the
spin-off of the natural gas businesses discussed above

Components of Inventory

December 31,

2007 2006
(in millions)
Materials and supplies - L : L GLiniiiioimioioaiios sk g bl s e g T e g
Natural gas 69 372
Coalheld for ¢lectric generation s : S AR : L e G ARE LRy
Petroleum products — 17
Tolal inventory , P D e s e s 0 8 s

Accounting for Risk Management and Hedging Activities and Financial Instruments. Duke Energy uses a number of different derivative and non-derivative instruments in
connection with its commodity price, interest rate and foreign currency risk management activities, including swaps, futures, forwards, options and swaptions. All derivative instruments not
designated and qualifying for the normal purchases and normal sales exception under SFAS No 133, “dccounting for Derivative Instrunients and Hedging Activities”, as
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amended (SFAS No 133). are recorded on the Consolidated Balance Sheets at their fair value Cash inflows and outflows related to derivative instruments, except those that contain financing
elements and those related to net investment hedges and other investing activities, are a component of operating cash flows in the accompanying Consolidated Statements of Cash Flows Cash
inflows and outflows related to derivative instruments containing financing elements are o 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 other investing activities are a component of investing cash flows in the accompanying Consolidated
Statements of Cash Flows

Duke Energy designates all energy commaodity derivatives as either trading or non-trading Gains and losses for all derivative contracts that do not represent physical delivery contracts
are reported on a net basis in the Consolidated Statements of Operations For each of Duke Energy's physical delivery contracts that are derivatives, the accounting model and presentation of

gains and osses, or revenue and expense in the Consolidated Statements of Operations is shown below

Duke Energy

Classification of Contract Accounting Model Presentation of Gains & Lesses or Revenue & Expense
Trading derbvatives - S Mnrk-;tmmdxkefﬁf ; “Net basis in Non-regulated Lleciric, TAtTAT Gas; and Oher -
Non-trading derivatives: ‘ ‘ ‘ B )
Cash flow hedge Accrual® Gross basis in the same income siatement category-as the related hedged item
Fair value hedge Accrual® Gross basis in the same income statement category as the related hedged item
Nommal purchaseorsale, U Aserual®) 0000 Grogs basiy ipon settlement in the CercSponding’incomc’&;uhcmunl ‘catégory based ot commiodity type
U‘n‘clc;signaled ' T 1\,1‘,,‘,‘};,[0»,5;]'{1\-,3'1(21) Nc{ basis in the rellmtbed‘ibnc‘o'r‘ne slal‘e;neﬁvt“(:vat”e“gvof‘y for interest rate, currency and commodity derivatives

(a) Anaccounting term used by Duke Energy to refer to derivative contracts for which an asset or liability is recognized at fair value and the change in the fair value of that asset or liability
is recognized in the Consolidated Statements of Operations This term is applied to trading and undesignated non-trading derivative contracts As this term is not explicitly defined within
GAAP, Duke Energy's application of this term could differ from that of other companies

(b)  Anaccounting tem used by Duke Energy to refer to contracts for which there is generally no recognition in the Consolidated Statements of Operations for any changes in fair value until
the service is provided. the associated delivery period occurs or there is hedge incffectiveness As discussed further below, this term is applied to derivative contracts that are accounted
for as cash flow hedges, fair value hedges, and normal purchases or sales, as well as Lo non-derivative contracts used for commodity risk management purposes. As this term is not
explicitly defined within GAAP, Duke Energy's application of this term could differ from that of other companies
Where Duke Energy's derivative instruments are subject to a master netting agreement and the criteria of the FASB Interpretation (FIN) No 39, "Offsetting of Amounts Related to Certain

Contracts—An Interpretation of Accounting Principles Board (APB) Opinion No. 10 and FASB Statement No. 105" (FIN 39), are met, Duke Energy presents its derivative assets and liabilities,

and accompanying receivables and payables, separately on a net basis in the accompanying Consolidated Balance Sheets

Cash Flow and Fair Value Hedges Qualifying energy commaodity and other derivatives may be designated as either a hedge of a forecasted transaction or future cash flows (cash flow
hedge) or a hedge of a recognized asset, Hability or firm commitment (fair 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, at inception and at least every three months thereafter, Duke Energy formally assesses whether the hedge contract is highly effective in offsetting
changes in cash flows or fair values of hedged items. Duke Energy documents hedging activity by transaction type (futures/swaps) and risk management strategy (commodity price risk/interest
rate nisk).

Changes in the fair value of a derivative designated and qualified as a cash flow hedge, to the extent effective. are included in the Consolidated Statements of Common Stockholders’
Equity and Comprehensive Income as Accumulated Other Comprehensive Income (Loss) (AOCT) until carnings are affected by the hedged item. Duke Energy discontinues hedge accounting
prospectively when it has determined that a derivative no longer qualifies as an effective hedge, or when it is no longer probable that the hedged forecasted transaction will occur When hedge
accounting is discontinued because the derivative no longer qualifies as an effective hedge, the derivative is subject to the Mark-to-Market model of accounting (MTM Model) prospectively
Gains and losses related to discontinued hedges that were previously accumulated in AOCIT will remain in AOCT until the underlying contract is reflected in carnings; unless it is probable that

the hedged forecasted transaction will not ocour, at which time associated deferred amounts in AOCI are immediately recognized in earnings
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For derivatives designated as fair value hedges, Duke Energy recognizes the gain or foss on the derivative instrument, as well as the oflsetting loss ar gain on the hedged item in earnings,
to the extent effective. in the current period All derivatives designated and accounted for as hedges are classified in the same category as the item being hedged in the Consolidated Statements
of Cash Flows In addition, all components of cach derivative gain or loss are included in the assessment of hedge effectiveness

Normal Purchases and Normal Sales On a hmited basis, Duke Energy applies the normal purchase and normal sales exception to certain contracts If contracts cease to meet this
exception, the fair value of the contracts is recognized on the Consolidated Balance Sheets and the contracts are accounted for using the MTM Model unless immediately designated as a cash
flow or fair value hedge

As a result of the September 2003 decision to pursue the sale or other disposition of substantially all of former Duke Energy North America's (DENA) remaining physical and commercial
assets outside the Midwestern United States, Duke Energy discontinued hedge accounting for forward natural gas and power contracts accounted for as cash flow hedges related to the former
DENA operations and disqualified other forward power contracts previously designated under the normal purchases normal sales exception effective September 2005 As discussed further in
Note 13, the impacts of the discontinuance of hedge accounting are included in (Loss) Income from Discontinued Operations, net of tax, on the Consolidated Statements of Operations

Valuation. When available, quoted market prices or prices obtamed through external sources are used Lo measure a contract's fair value For contracts with a delivery location or duration

Tor WRICH Guoted Market prices are not availible, Tair value s deremined ased- o inematty devetoped-vatuatior techmiques ormodets-Forderrvatives recognized-under-the o Fivt-vedel:
valuation adjustments are also recognized in the Consolidated Statements of Operations

Goodwill. Duke Energy evaluates goodwill for potential impairment under the guidance of SFAS No. 142, “Goodwill and Other Intangible Assets” (SFAS No 142) Under this provision,
goodwill is subject to an annual test for impairment Duke Energy has designated August 31 as the date it performs the annual review for goodwill impairment for its reporting units Under the
provisions of SFAS No. 142. Duke Energy performs the annual review for goodwill impairment at the reporting unit fevel, which Duke Energy has determined to be an operating segment or
one level below

Impairment testing of goodwill consists of a two-step pracess The first step involves a comparison of the determined {air value of a reporting unit with its carrying amount If the carrying
amount of the reporting unit exceeds its fair value, the second step of the process involves a comparison of the fair value and carrying value of the goodwill of that reporting unit If the carrying
value of the goodwill of a reporting unit exceeds the implied fair value of that goodwill, an impairment loss is recognized in an amount equal to the excess. Additional impairment tests are
performed between the annual reviews il events or changes in circumstances make it more likely than not that the fair value of a reporting unit is below its carrying amount

Duke Energy primarily uses a discounted cash flow analysis to determine fair value Key assumptions in the determination of fair value include the use of an appropriate discount rate,
estimated future cash flows and estimated run rates of operation, maintenance, and general and administrative costs. In estimating cash flows, Duke Energy incorporates expected growth rates,
regulatory stability and ability to renew contrects as well as other factors into its revenuc and expense forecasts Sce Nete 10 for further information

Other Long-term Investments, Other long-term investments, primarily marketable securities held in the Nuclear Decommussioning Trust Funds (NDTF) and the captive insurance
invesiment portfolio, are classified as available-for-sale securities as management does not have the intent or ability 1o hold the securities to maturity, nor are they bought and held principally
for selling them in the near term. The securities are reported at fair value on Duke Energy's Consolidated Balance Sheets Realized and unrealized gains and losses, net of tax, on the NDTF
holdings are reflected in regulatory assets or liabilities on Duke Energy's Consolidated Balance Sheets as Duke Energy expects to recover all costs for decommissioning its nuclear generation
assets through regulated rates Unrealized holding gains and losses, net of tax, on all other available-for-sale securities are reflected in AOCI in Duke Energy's Consolidated Balance Sheets
until they are realized, at which time they are reclassified to eamnings Cash flows from purchases and sales of long-term investments (including the NDTF} are presented on a gross basis within
investing cash flows in the accompanying Consolidated Statements of Cash Flows

Property, Plant and Equipment. Property, plant and equipment are stated at the lower of historical cost less accumulated depreciation or fair value, if impaired Duke Energy capitalizes
all construction-related direct labor and material costs, as well as indirect construction costs Indirect costs include general engineering, 1axes and the cost of funds used during construction
The cost of renewals and betterments that extend the useful life of property, plant and cquipment are also capitalized The cost of repairs, replacements and major maintenance projects, which
do not extend the useful Hife or increase the expected output of property, plant and equipment, is expensed as incurred Depreciation is generally computed over the estimated useful life of the

asset using the straight-line method. The
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composite weighted-average depreciation rates, excluding nuclear fuel, were 3 19% for 2007, 3 519 for 2006, and 3 34% for 2005 Also. see "Deferred Returns and Allowance for Funds Used
During Construction (AFUDC),” discussed below

When Duke Energy retires its regulated property, plant and equipment, it charges the original cost plus the cost of retirement, less salvage value, to accumulated depreciation and
amortization When it sells entire regulated operating units, or retires or sells non-regulated properties, the cost is removed from the property account and the related accumulated depreciation
and amortization accounts are reduced Any pain or loss is recorded in eamnings, unless otherwise required by the applicable regulatory body

Duke Energy recognizes asset retirement obligations (ARO'S) in accordance with SFAS No 143, “decounting For Asset Retirement Obligations” (SFAS No. 143}, for legal obligations
associated with the retirement of long-lived assets that result from the acquisition, construction, development and/or normal use of the asset and FIN No 47, “decounting for Conditional Asset
Retirement Obligations” (FIN 47}, for conditional ARO's The term conditional asset retirement obligation as used in SFAS No. 143 and FIN 47 refers to a lega) obligation to perform an asset
retirement activity in which the timing and (or) method of settlement are conditional on a future event that may or may not be within the control of the entity The obligation to perform the
asset retirement activity is unconditional even though uncertainty exists about the timing and (or) method of settlement Thus, the timing and (or) method of settlement may be conditional on a

future event. Both SFAS No 143 and FIN 47 require that the fair value of a hability for an ARO be recognized in the period in which 1t 15 incurred, if a reasonable estimate of fair value can be

made The Jair value of The liability 15 added 16 The caffying amount of The associated asser TS sdditionatearrying mmount s thendeprectared uver theestimated-uscfuHifoof theasset-See
Note 7 for further information

Investments in Residential, Commercial, and Multi-Famity Real Estate. Prior to the deconsolidation of Crescent in September 2006, investments in residential, commercial and multi-
family real estate were carried at cost, net of any related depreciation Mowever, any properties meeting the criteria in SFAS No 144, "decounting for the Impairment or Disposal of L ong-lived
Assets” (SFAS No 144), 1o be presented as Assets Held for Sale, were carried at lower of cost or fair value less costs 1o sell in the Consolidated Balance Sheets Proceeds from sales of
residential properties prior to September 2006 are presented within Operating Revenues and the costs of properties sold prior to the date of deconsolidation are included in Operation,
Maintenance and Other in the Consolidated Statements of Operations Cash flows related to the acquisition, development and disposal of residential properties prior to the date of
deconsolidation are included in Cash Flows from Operating Activities in the Consolidated Statements of Cash Flows Gains and losses on sales of commercial and mulii-family properties as
well as "legacy” land sales prior to the date of deconsolidation are presented as such in the Consolidated Statements of Operations, and cash flows related to these activities are included in Cash
Flows from Investing Activities in the Consolidated Statements of Cash Flows

Long-Lived Asset Impnirments, Assets Held For Sale and Discontinued Operations. Duke Energy evaluates whether lonp-lived assets, excluding goodwill, have been impaired when
circumstances indicate the carrying value of those assets may not be recoverable For such long-lived assets, an impairment exists when its carrying value exceeds the sum of estimates of the
undiscounted cash flows expected to result from the use and eventual disposition of the asset When alternative courses of action to recover the carrying amount of a long-lived asset are under
consideration, & probability-weighted approach is used for developing estimates of future undiscounted cash flows I the carrying value of the long-lived asset is not recoverable based on these
estimated future undiscounted cash flows, the impairment loss is measured as the excess of the carrying value of the asset over its fair value, such that the asset's carrying value is adjusted to its
estimated fair value

Management assesses the fair value of long-lived assets using commonly accepted techniques, and may use more than one source Sources to determine fair value include, but are not
Himited to, recent third parly comparable sales, internally developed discounted cash flow analysis and analysis from outside advisors Significant changes in market conditions resulting from
events such as changes in commodity prices or the condition of an asset. or a change in management’s intent to wilize the asset may generally require management to re-assess the cash flows
related to the long-lived assets

Duke Energy uses the eriteria in SFAS No 144 10 determine when an asset is classified as "held for sale " Upon classification as "held for sale,” the long-lived asset or asset group is
measured at the lower of its carrying amount or fair value less cost to sell. depreciation is ceased and the asset or asset group is separately presented on the Consolidated Balance Sheets When
an assct or asset group meets the SFAS No. 144 criteria for classification as held for sale within the Consolidated Balance Sheets, Duke Energy docs not retrospectively adjust prior peried
balance sheets to conform to current year presentation

Duke Energy uses the criteria in SFAS No 144 and Emerging Issues Task Force (EITF) 03-13, “dpplving the Conditions in Paragraph 42 of FASE Statement No. 144 in Deternining
Whether to Report Discontinued Operations” (E1TF (3-13), to determine whether compo-
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nents of Duke Energy that are being disposed of, are classified as held for sale or have been wound down are required to be reported as discontinued operations in the Consolidated Statements
of Operations To qualify as a discontinued operation under SFAS No 144, the component being disposed of must have clearly distinguishable operations and cash flows Additionally,
pursuant to EITF 03-13, Duke Energy must not have significant continuing involvement in the operations after the disposal (1 ¢ Duke Energy must not have the ability to influence the
operating or financial pohcies of the disposed component) and cash flows of the operations being disposed of must have been eliminated from Duke Energy's ongoing operations (i e. Duke
Energy does not expect 1o generate significant direct cash flows from activities involving the disposed component after the disposal transaction is completed) Assuming both preceding
conditions are met, the related results of operations for the current and prior periods, including any related impairments, are reflected as (L

ss) Income From Discontinued Operations, net of
tax, in the Consolidated Statements of Operations If an asset held for sale does not meet the requirements for discontinued operations classification, any impairments and gains or losses on
sales are recorded in continuing operations as (Losses) Gains on Sales of Other Assets and Other, net, in the Consolidated Statements of Operations Impairments for all other long-lived assets
are recorded as Impairments and Other Charges in the Consolidated Statements of Operations. See Note 13 for discussion of discontinued operations

Captive Insurnnce Reserves. Duke Energy has captive insurance subsidiaries which provide insurance coverage, on an indemnity basis, to Duke Energy entities as well as certain third

parties, on a limited basis, for various business risks and losses, such as workers compensation, property, business interruption and general Liability. Liabilities include provisions for estimated

Tosses ncurred but not yet reported (IBNR), as Well a8 Provisions 1or Kiown Crims which ave beenestimmed o eiaimssincorred-bastsEBNRreserveestinmates imvotve the-useof-
assumptions and arc primarnily based upon historical loss experience, industry data and other actuarial assumptions Reserve estimates are adjusted in future periods as actual losses differ from
historical experience

Duke Energy's captive insurance entities also have reinsurance coverage, which provides reimbursement to Duke Energy for certain losses above a per incident and/or aggregate retention
Duke Energy recognizes a reinsurance receivable for recovery of incurred losses under its captive’s reinsurance coverage once realization of the receivable is deemed probable by its captive
insurance companies

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

Loss Contingencies. Duke Energy 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, "dccounting for Contingencies,” (SFAS No 3). Under SFAS No 5, contingent Josses are recorded when it is determined that it is probable that a loss has occurred and the amount of the
loss can be reasonably estimated When a range of the probable loss exists and no amount within the range 15 4 better estimate than any other amount, Duke Energy records a loss contingency
at the mimmum amount tn the range Unless otherwise required by GAAP, legal fees are expensed as incurred. See Note 17 for further information

Environmental Expenditures. Duke Energy expenses environmental expenditures related to conditions caused by past operations that do nat generate current or future revenues
Environmenial expenditures related to operations that generate current or future revenues are expensed or capitalized, as appropriate Liabilities are recorded on an undiscounted basis when the
necessity for environmental remediation becomes probable and the costs can be reasonably estimated, or when other potential environmental liabilities are reasonably estimable and probable

Severance and Special Termination Benefits. Duke Energy has an ongoing severance plan that is accounted for primarily under SFAS No 112, "Emplovers’ Accounting for
Postemployment Benefits” (SFAS No 112). In general, the longer a terminated employee worked prior 1o termination the greater the amount of severance benefits under this ongoing severance
plan Under SFAS No 112, Duke Energy records a liability for severance once a plan is commilted to by management, or sooner if severances are probable and the related severance benefits
can be reasonably estimated Duke Energy accounts for mvoluntary severance benefits that are mcremental to its ongoing severance plan benefits in accordance with SFAS No 146,
" dcecounting for Costs dssociated with Bxit or Disposal Activities” (SFAS No 146) Under SFAS No 146, Duke Energy measures the obligation when all the criteria of SFAS No 146 are met
and records the expense at its fair value at the communication date if there are no future service requirements, or, if future service is required to receive the termination benefit, ratably over the

service period. From time to time, Duke Energy offers special termination benefits under
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voluntary severance programs These voluntary severance programs may or may not include severance payments accounted for under the ongoing severance plan. Special termination benefits
are accounted for under SFAS No 88, "Emplovers' Accounting for Sertlements and Curtailments of Defined Benefit Pension Plans and for Terminarion Benefits” (SFAS No 88) Under SFAS
No 88, special termination benefits are measured upon employee acceptance and recorded immediately absent a significant retention period If a significant retention period exists, the cost of
the special termination benefits ave recorded ratably over the remaining service peniods of the affected employees Employee acceptance of voluntary severance benefits is determined by
management based on the facts and circumstances of the special termination benefits being offered. See Note 12 for further information on Duke Energy's severance programs

Cost-Bascd Regulation. Duke Enerpy accounts for certain of its regulated operations under the provisions of SFAS No 71, "dccounting for the Effects of Certain Types of Regulation”
(SFAS Na 71) The economic effects of regulation can result in a regulated company recording assets for costs that have been or are expected to be approved for recovery from customers in a
future period or recording liabilities for amounts that are expected to be returned to customers in the rate-setting process in a period different from the period in which the amounts would be
recorded by an unregulated enterprise Accordingly, Duke Energy records assets and Habilities that result from the regulated ratemaking process that would not be recorded under GAAP for
non-regulated entities Management continually assesses whether regulatory assels are probable of future recovery by considering factors such as applicable regulatory changes, recent rate

orders applicable to other regulated entities and the status of any pending or potential deregulation legislation. Additionally, management continually assesses whether any regulatory habilities

it N

have been incurred Based on Lhis continual assessment, managerment beneves e eXISTAg TeRuTaory 1SS e probabte of recovery mrdthatno reguhntory-Habitities; othrer than thoserecorded:

have been incurred  These regulatory assets and liabilities are primarily classified in the Consolidated Balance Sheets as Regulatory Assets and Deferred Debits, and Deferred Credits and Other
Liabilities Duke Enerpy periodically evaluates the applicability of SFAS No 71, and considers factors such as regulatory chanpes and the impact of competition I cost-based regulation ends

or competition increases, Duke Energy may have to reduce its asset balances to reflect a market basis less than cost and write-ofY their associated regulatory assets and Habilities For further

information see Note 4

Guarantees. Duke Energy accounts for guarantees and related contracts, for which it is the guarantor, under FIN No A3, "Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others (FIN 45) In accordance with FIN 45, upon issuance or modification of a guarantee on or afler January I, 2003, Duke
Energy recognizes a }iability at the time of issuanee or material modification for the estimated fair value of the obligation it assumes under that guarantee. if'any Fair value is estimated using a
probability -weighted approach Duke Energy reduces the obligation over the term of the guarantee or related contract in a systematic and rational method as risk is reduced under the
obligation Any additional contingent loss for guarantee contracts outside the scope of FIN 45 is accounted for and recognized in accordance with SFAS No §

Duke Energy has entered into various indemnification agreements refated to purchase and sale agreements and other types of contractual agreements with vendors and other third partics
These agreements typically cover environmental, tax. litigation and other matters, as well as breaches of representations, warranties and covenants Typically, claims may be made by third
parties for various periods of time, depending on the nature of the claim Duke Energy's potential exposure under these indemnification agreements can range from a specified to an unlimited
dollar amount, depending on the nature of the claim and the particular transaction See Note 18 for further information

Stock-Based Compensation. Effective January 1, 2006, Duke Energy adopted the provisions of SFAS No 123(R), "Share-Based Payment " (SFAS No 123(R)) SFAS No 123(R)
establishes accounting for stock-based awards, including stock options, exchanged for employee and certain non-employee services Accordingly, for employee awards, equity classified stock-
based compensation cost is measured at the grant date, based on the fair value of the award, and is recognized as expense over the requisite service period, which generally begins on the date
the award is pranted through the earlier of the date the award vests or the date the employee becomes retirement eligible Share-based awards, including stock options, granted to employees
that are already retirement eligible are deemed to have vested immediately upon issuance, and therefore, compensation cost for these awards is recognized on the date such awards are granted
See Note 20 for further information

Duke Energy elected to adopt the modified prospective apphication method as provided by SFAS No 123(R), and accordingly, financial statement amounts for periods prior to January 1,
2006 in this Form 10-K have not been restated There were no modifications to outstanding stock options prior to the adoption of SFAS No 123(R)

Prior to 2006, Duke Encrgy applied Accounting Principles Board (APB) Opinion Na 25, “dccounting for Stock Issued to Employees,” and FIN 44, ““Iccounting for Certain Transactions
Involving Stack Compensation (an Interpretation of APB Opinion 25)" and provided the
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required pro forma disclosures of SFAS No 123, “decounting for Stock-Based Compensation” {SFAS No 123) Since the exercise price for all stock options granted under those plans was
equal Lo the market value of the underlying common stock on the grant date, no compensation cost was recognized in the accompanying Consolidated Statements of Operations for the year
ended December 31, 2005

Revenue Recognition and Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the product is delivered Unbilled revenues

are estimated by applying an average revenue per kilowaw hour or per thousand cubic feet (Mef) for all customer classes to the number of estimated kilowatt hours or Mcf's delivered but not

billed The amount of unbilled revenues can vary significantly period to period as a result of factors including seasonality, weather, customer usage patterns and customer mix. Unbilled
revenues, which are recorded as Receivables in Duke Energy’s Consolidated Balance Sheets at December 31, 2007 and 2006, were approximately $380 mitlion and $330 million, respectively
The amount at December 31. 2006 excludes unbilled revenues related 1o the natural gas businesses transferred in January 2007, as discussed above

Prior (o the deconsolidation of Crescent in September 2006, profit from the sale of residential developed lots was recognized at closing under the full accrual method using estimates of
average gross profit per lot within a project or phase of a project based on total estimated project costs Land and land development costs were allocated to land sold based on relative sales

values Crescent recognized revenues from commercial and multi-family project sales at closing, or later using a deferral method when the criteria for sale accounting had not been met Profit

was recognized based on the difference between the sales price and LE carry ing cost of (e project REvenue was recopnizedunder thecompleratcontract metiod-forvomdominiunmramts that
Crescent developed and sold in Florida

Nuclear Fuel. Amortization of nuclear fuel purchases is included in the Consolidated Statemnents of Operations as Fuel Used in Electric Generation and Purchased Power The
amortization is recorded using the units-of-production method

Deferred Returns and Allowance for Funds Used During Construction (AFUDC). Deferred returns, recorded in accordance with SFAS No 71, represent the estimated financing
costs associated with funding certain regulatory assets or habilities of U § Franchised Electric and Gas The amount of deferred return expense included in Other Income and Expenses, net
was $15 millien in 2007, $14 million in 2006, and $13 million in 2005

AFUDC, which represents the estimated debt and equity costs of capital funds necessary to finance the construction of new regulated facilities, consists of two components. an equity
component and an interest component The equity component is a non-cash item AFUDC is capitalized as a component of Property, Plant and Equipment cost, with offsctting credits to the
Consolidated Statements of Operations Afler construction is completed, Duke Energy is permitted to recover these costs through inclusion in the rate base and in the depreciation provision
The total amount of AFUDC included within income from continuing operations in the Consolidated Statermnents of Operations was $109 million in 2007, which consisted of an after-tax equity
component of $69 million and a before-tax interest expense component of $40 million The total amount of AFUDC included within income from continuing operations in the Consolidated

Statements of Operations was $75 million in 2006, which consisted of an after-tax equity component of $46 million and a before-tax interest expense component of $29 million The total
amount of AFUDC included within income {rom continuing operations in the Consolidated Statements of Operations was $31 million in 2005, which consisted of an after-tax equity
component of $22 million and a before-tax interest expense component of $9 million The preceding amounts exclude AFUDC of approximately $22 million and $17 million for the years
ended December 31, 2006 and 2005, respectively, which is included in (Loss) Income From Discontinued Operations, net of tax, on the Consolidated Statements of Qperations

Accounting For Sales of Stock by # Subsidiary. Duke Energy accounts for safes of stock by a subsidiary under Staff Accounting Bulletin (SAB) No 51, “dccounting for Sales of Stock
of a Subsidiary”" (SAB No 51) Under SAB No 51, companies may elect, via an accounting policy decision, to record a gain or loss on the sale of stock of a subsidiary equal to the amount of
proceeds received in excess of the carrying value of the shares or to record such gain or loss as an adjustment o paid-in capital Duke Energy has elected to treat such differences as gains or
losses in earnings, which would be reflected in Gain on Sale of Subsidiary Stock in the Consolidated Statements of Operations During the year ended December 31, 2006, Duke Energy
recognized a gain of approximately $15 million related to the sale of secunties of the Duke Energy Income Fund (Income Fund), which 15 reflected in (L.oss) Income From Discontinued
Operations. net af tax, in the Consalidated Statements of Operations. See Note 13 for further information

Accounting For Purchases and Sales of Emission Alowances. Duke Energy recognizes emission allowances in ¢arnings as they are consumed or sold Gains or losses on sales of
emission allowances for non-regulated businesses are presented on a net basis in (Losses) Gains on Sales of Other Assets and Other, net, in the accompanying Consolidated Statements of

Operations For regulated businesses that provide fior direct recovery of emission allowances, any gains or losses on sales of recoverable emission allowances are
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included in the rate structure of the regulated entity and are deferred as a regulatory asset or lisbility Future rates charged to retail customers are impacted by any pain or loss on sales of
recoverable emission allowances and, therelore, as the recovery of the gain or loss is recognized in operating revenues, the regulatory asset or liability related to the emission allowance activity
is recognized as a component of Fuel Used in Electric Generation and Purchased Power in the Consolidated Statements of Operations For regulated businesses that do not provide for direct
recovery of emussion allowances through a cost tracking mechanism, gains and losses on sales of emission allowances are included in (Losses) Gains on Sales of Other Assets and Other, net in
the Consolidated Statements of Operations. or are deferred, depending on level of regulatory certainty  Purchases and sales of emission allowances are presented gross as investing activities on
the Consolidated Statements of Cash Flows

Income Taxes. Duke Energy and its subsidiaries file a consolidated federal income tax retumn and other state and foreign jurisdictiona returns as required Deferred income taxes have
been provided for temporary differences between the GAAFP and tax carrying amounts of assets and labilities These differences create taxable or tax-deductible amounts for future periods
Invesiment tax credits have been deferred and are being amontized over the estimated useful lives of the related properties

Management evaluates and records uncertain tax positions in accordance with FIN 48, "Adccounting For Uncertainty in Income Taxes—an Interpretation of FASB Statement 109" (FIN
48), which was adopted by Duke Energy on January 1, 2007 Duke Energy records unrecognized tax benefits for posmons taken or g\pecled to be taken on tax returns, mcludmg the decision to

exclude certaln INCoOme OF Lransaclions {ToMm a retum, When a more- Kely-Tan-not et s me :
examination by the taxing authorities Management evaluates each position based solely on the technical merits and facts and circumstances of the position, assuming th position will be
examined by a taxing authority having full knowledge of all relevant information. In accordance with FIN 48, Duke Energy records the largest amount of the unrecognized tax benefit that is
greater than 50% likely of being realized upon settlement or effective settiement Management considers a tax position effectively settled for the purpose of recognizing previously
unrecognized tax benefits when the following conditions exist' (i) the taxing authority has completed its examination procedures, including all appeals and administrative reviews that the
taxing authority is required and expected to perform for the tax positions, (i1) Duke Energy does not intend to appeal or Litigate any aspect of the tax position included in the completed
examination, and (ifi) it is remote that the taxing authority would examine or reexamine any aspect of the lax position See Note 6 for further information

Duke Energy records, as it relales 1o taxes, interest expense as Interest Expense and interest income and penalties in Other Income and Expenses, net, in the Consohdated Statements of
Operations

Excise Taxes Certain excise taxes levied by state or local governments are collected by Duke Energy from its customers. These taxes, which are required 1o be paid regardless of Duke
Energy's ability to collect from the customer, are accounted for on a gross basis When Duke Energy acts as an agent, and the tax 1s not required to be remitted if it is not collected from the
customer, the taxes are accounted for on a net basis Duke Energy's excise taxes accounted for on a gross basis and recorded as revenues in the accompanying Consolidated Statements of
Operations for years ended December 31, 2007, 2006, and 2005 were as follows:

Year Ended Year Ended Year Ended
December 31, 2007 December 31, 2006 December 31, 2605
(in millions)
Exeéise Taxes oo 3 : . L (2770 % 2210% : . RIS 94 |

Segment Reporting. SFAS No 131, "Disclosures about Segments of an Enterprise and Related Information” (SFAS No 131), establishes standards for a public company to report
financial and deseriptive information about its reportable operating segments in annual and interim financial reports Operating segments are components of an enterprise about which separate
financial information is available and evaluated regularly by the chief operating decision maker in deciding how to allocste resources and evaluate performance Two or more operating
segments may be aggregated into a single reportable segment provided aggregation is consistent with the objective and basic principles of SFAS No 131, if the segments have similar
economic characteristics, and the segments are considered simifar under criteria provided by SFAS No 131 There is no aggregation within Duke Energy's reportable business segments SFAS
No 131 also establishes standards and related disclosures about the way the operating segments were determined. including products and services, geographic arcas and major customers,
differences between the measurements used in reporting segment information and those used in the general-purpose [inancial statements, and changes in the measurement 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 accordance with SFAS No 131, is presented in Note 3
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Toreign Curvency Translation. The local currencies of Duke Energy's foreign operations have been determined to be their functional currencies, except for certain foreign operations
whose functional currency has been determined to be the U S Dollar, based on an assessment of the economic circumstances of the foreign operation, in accordance with SFAS No 52,
"Foreign Currency Translation * Assets and lizbilities of foreign operations, except for those whose functional currency is the U S. Dollar, are translated into U S Dollars at the exchange rates
at period end. Translation adjustments resulting from fluctuations in exchange rates are included as a separate component off AOCI Revenue and expense accounts of these operations are
translated at average exchange rates prevailing during the year Gains and losses arising from transactions denominated in currencies other than the functional currency, which were immaterial
for all periods presented, are included in the results of operations of the period in which they ocour Deferred taxes are not provided on translation gains and lesses where Duke Energy expects
carnings of a foreign operation to be permanently reinvested Gains and losses relating to derivatives designated as hedges of the foreign currency exposure of a net investment in foreign
operations are reported in foreign currency translation as a separate component of AQCI

Statements of Consolidated Cash Flows. Duke Energy has made certain classification elections within its Consolidated Statements of Cash Flows related to discontinued operations,
cash received from insurance proceeds, debt restricted for qualified capital and maintenance expenditures and cash overdrafts Cash flows from discontinued operations are combined with cash

flows [rom continuing operations within operating, investing and financing cash flows within the Consolidated Statements of Cash Flows Cash received from insurance proceeds are classified

JEpending on The activity that Fesaiied 1 TS Tnstirance procecas (Tor eXample, JereraT by IRSUrance Proceeds 37e e uded a8 Tomponent of operating wetvities white frsurance proveed
from damaged property are included as a component of investing activities) Procceds from debt issued with restrictions to fund future capital and maintenance expenditures are presented ona
gross basis, with the debt proceeds classitied as a {inancing cash inflow and the changes in the restricted funds held in trust presented as a component of investing activities With respect to
cash overdrafts, book overdrafls are included within operating cash flows while bank overdrafis are included within financing cash flows

Distributions from Equity Investees. Duke Energy considers dividends received from equity investees which do not exceed cumulative equity in carnings subsequent to the date of
investment a refurn on investment and classifies these amounts as operating activities within the accompanying Consolidated Statements of Cash Flows Cumulative dividends received in
excess of cumulative equity in earnings subsequent to the date of investment are considered a return of investment and are classified as investing activities within the accompanying
Consolidated Statements of Cash Flows

Cumulative Effect of Changes in Accounting Principles. As of December 31, 2005, Duke Energy adopted the provisions of FIN 47 In accordance with the transition guidance of this
standard, Duke Energy recorded a net-of-tax cumulative effect adjustment of approximately $4 million The cumulative effect adjustment had an immaterial impact on earnings-per-share
(EPS)

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

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

SFAS No. 156, "Accounting for Servicing of Financial Assets—an ¢ dnient of FASB Stat No. 140" (SFA5 No. 156). In March 2006, the FASB issued SFAS No 156, which
amends SFAS No 140 SFAS No 156 requires recognition of a servicing asset or liability when an entity enters into arrangements o service {inancial instruments in certain situations Such

i

servicing assels or servicing liabilities are required to be initially measured at fair value, if practicable SFAS No 156 also allows an entity to subsequently measure its servicing assets or

servicing liabilities using either an amortization method or a fair value method SFAS No 156 was effective for Duke Energy as
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of January 1. 2007, and must be applied prospectively. except that where an entity elects to remeasure separately recognized existing arrangements and reclassify certain available-for-sale
securities to trading securities. any effects must be reported as a cumulative-etfect adjustment to retained earnings  The adoption of SFAS No 156 did not have a material impact on Duke
Energy's consolidated results of operations, cash flows or financial position

SFAS No. 158, "Employer's Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87. 88, 106, and 132(R)" (SFASNo. 158) In
October 2006, the FASB issued SFAS No 158, which changes the recognition and disclosure provisions and measurement date requirements for an employer's accounting for defined benefit
pension and other postretirement plans The recognition and disclosure provisions require an employer to (1) recognize the funded status of a benefit plan—measured as the dilference between
plan assets at fair value and the benefit obligation—in its statement of {inancial position, (2) recognize as a component of other comprehensive income, net of tax, the gains or losses and prior
service costs or credits that arise during the period but are not recognized as components of net periodic benefit cost, and (3) disclose in the notes to financial statements certain additional
information SFAS No 13§ does not change the amounts recognized in the income statement as net periodic benefit cost. Duke Energy recognized the funded status of its defined benefit
pension and other postretirement plans and provided the required additional disclosures as of December 31, 2006 The adoption of SFAS No 158 recognition and disclosure provisions resulted

in an increase in total assets of approximately $211 million (consisting of an increase in regulatory assets of $595 milhon, an increase in deferred tax assets of $144 million, offset by a decrease

e Tunted pens ion cosIS of $ 522 mitomand T decrerse i nmmp vl wsserof-$6 mithoram increase ot iabitites o approsinratety -6 mitior amdrdecrease i ASSE et of tax;
of approximately $250 million as of December 31, 2006 The adoption of SFAS No 158 did not have a material impact on Duke Energy's consolidated results of operations or cash flows

Under the measurement date requirements of SFAS No 158, an employer is required to measure defined benefit plan assets and obligations as of the date of the employer's fiscal year-end
statement of financinl position (with limited exceptions) Historically, Duke Enerpy has measured its plan assets and obligations up to three months prior to the fiscal year-end, as allowed under
the authoritative accounting literature Duke Energy adopted the change in measurement date effective January 1, 2007 by remeasuring plan assets and benefit obligations as of that date,
pursuant to the transition requirements of SFAS No 158 See Note 21

FIN No. 48 In July 2006, the FASB issued FIN 48, which provides guidance on accounting for income 1ax positions about which Duke Energy has concluded there is a level of
uncertainty with respect to the recognition of a tax benefit in Duke Energy's financial statements FIN 48 prescribes the minimum recognition threshold a tax position is required to meet Tax
positions are defined very broadly and include not only tax deductions and credits but also decisions not to file in a particular jurisdiction, as well as the taxability of transactions Duke Energy
adopted FIN 48 effective January 1, 2007 See Note 6 for additional information

FASB Staff Position (FSP) No. FIN 48-1. Definition of "Settlement” in FASB Interpretation No. 48 (FSP No FIN 48-1). In May. 2007, the FASB stafY issued FSP No FIN 48-1 which
clarifies the conditions under FIN 48 that should be met for a tax position to be considered effectively settled with the taxing authority. Duke Energy's adoption of FIN 48 as of January 1, 2007
was consistent with the guidance in this FSP

FSP No. FAS 123(R)-5, "dmendment of FASB Staff Position FAS 123(R)-1" (FSP No. FAS 123(R)-5) In Qctober 2006, the FASB stafT issued FSP No FAS 123(R)-5 to address whether
a modification of an instrument in connection with an equity restructuring should be considered a modification for purposes of applying FSP No FAS 123(R)-1, "Classification and
Measurement of Freestanding Financial Instruments Originally Issued in Exchange for Employee Services under FASB Statement No. 123(R) (FSP No. FA8 123(R)-1)" In August 2005, the
FASB stafl issued FSP EAS 123(R)-1 to defer indefinitely the effective date of paragraphs A230-A232 of SFAS No 123(R}, and thereby require entities to apply the recognition and
measurement provisions of SFAS No 123(R) throughout the life of an instrument, unless the instrument is modified when the holder is no longer an employee. The recognition and
measurement of an instrument that is modified when the holder is no longer an employee should be determined by other applicable GAAP FSP No FAS 123(R)-5 addresses modifications of
stock-based awards made in connection with an equity restructuring ond clarifies that for instruments that were originally issued as employee compensation and then modified, and that
modification is made to the terms of the instrument solely to reflect an equity restructuring that oceurs when the holders are no longer employees, no change i the recogmition or the
measurement (due to a change in classification) of those instruments will result if certain conditions are met This FSP was effective for Duke Energy as of January 1. 2007 As discussed in
Note 20, effective with the spin-off of Spectra Energy on January 2, 2007, all previously granted Duke Energy long-term incentive plan equity awards were modified to equitably adjust the
awards As the modifications to the equity awards were made solely to reflect the spin-off, no change in the recognition or the measurement {due to a change in classification) of those

instruments resulted
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The following new accounting standards were adopted by Duke Energy during the year ended December 31, 2006 and the impact of such adoption, if applicable, has been presented in the
accompanying Consolidated Financial Statements:

SFAS No. 123(R) "Share-Based Pavment” (SFAS No. 123(R)) In December 2004, the FASB issued SFAS No 123(R), which replaces SFAS No 123, "Accounting for Stock-Based
Compensation,” and supersedes APB Opinion Mo 235, " Accounting for Stock Issued to Employees * SFAS No 123(R) requires all share-based payments to employees. including grants of
employee stock options, to be recognized in the financial statements based on their fair values For Duke Energy. timing for implementation of SFAS No 123(R) was January 1, 2006 The pro
forma disclosures previously permitted under SFAS No 123 are no longer an acceptable alternative Instead, Duke Energy is required to deternuine an appropriate expense for stock options and
record compensation expense in the Consolidated Statements of Operations for stock options Duke Energy implemented SFAS No 123(R) using the modified prospective transition method,
which required Duke Energy to record compensation expense for all unvested awards beginning January 1, 2006

Duke Energy currently also has retirement eligible emplayees with outstanding share-based payment awards (unvested stock awards, stock based performance awards and phantom stock
awards). Compensation cost related to those awards was previously expensed over the stated vesting period or until actual retirement occurred Effective January 1, 2006, Duke Energy is

required to recognize compensation cost for new awards granted to employees over the requisite service period, which generally begins on the date the award is granted through the earlier of

the date the award vests or {he daie the employce becomes relirement ehigible share-based mwards, Ietding swock-options, gramed-toemptoyees thatarcairesdy retirement-chigtbieare
deemed to have vested immediately upon issuance, and therefore, compensation cost for those awards is recognized on the date such awards are granted

The adoption of SFTAS No 123(R) did not have a material impact on Duke Energy's consolidated results of operations, cash flows or financial position in 2006 based on awards
outstanding as of the implementation date However, the impact to Duke Energy in periods subsequent to adoption of SFAS No 123(R) will be largely dependent upon the nature of any new
share-based compensation awards issued to employees See Note 20

Staff Accounting Bulletin (SAB) No. 108, "Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in Current Year Financial Statements" (SAB No. 108} In
September 2006 the Securities and Exchange Commission (SEC) issued SAB No 108, which provides interpretive guidance on how the effects of the carryover or reversal of prior year
misstatements should be considered in quamifying a current year misstatement Traditionally, there have been two widely-recognized approaches for quantifying the effects of financial
statement misstatements The income statement approach focuses primarily on the impact of a misstatement on the income statement—including the reversing effect of prior year misstatements
—bul its use can lead to the accumulation of misstatements in the balance sheet. The balance sheet appraach, on the other hand, focuses primarily on the effect of correcting the period-end
balance sheet with less emphasis on the reversing effects of prior year errors on the income statement. The SEC staff believes that registrants should quantify errors using both a batance sheet
and an income statement approach (a "dual approach”) and evaluate whether either approach results in quantifying a misstatement that, when all relevant quantitative and qualitative factors are
constdered, is material

SAB No 108 was effective for Duke Energy's year ending December 31, 2006 SAB No. 108 permits existing public companies to imtally apply its provisions either by (1) restating prior
financial statements as if the "dual approach” had always been used or (ii), under certain circumstances, recording the cumulative effect of initially applying the "dual approach” as adjustments
to the carrying values of assets and liabilitics as of January 1, 2006 with an offsetting adjustment recorded to the opening balance of retained carnings Duke Encrgy has historically used a dual
approach for quantifying identified financial statement misstatements Therefore, the adoption of SAB No 108 did not have a material impact on Duke Energy's consolidated results of
operations, cash flows or financial position.

The following new accounting standard was adopted by Duke Energy during the year ended December 31, 2005 and the impact of such adoption. if applicable. has been presented in the
accompanying Consolidated Financial Statements:

FIN No. 47 InMarch 2005, the FASB issued FIN No 47, which clarifies the accounting for conditional asset retirement obligations as used 1n SFAS No 143 A conditional asset
retirement obligation is an unconditional legal obligation to perform an asset retirement activity in which the timing and {or) method of settlement are conditional on a future event that may or
may not be within the control of the entity Therefore, an entity is required to recognize a Hability for the fair value of a conditional asset retirement obligation under SFAS Na 143 if the fair
value of the lability can be reasonably estimated The provisions of FIN No 47 were effective for Duke Energy as of December 31, 2005, and resulted in an increase in assets of $31 million,

an increase in liabilities of $35 million and a net-of-tax cumulative effect adjustment to earnings of approximately $4 million
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The following new accounting standards have been issued. but have not yet been adopted by Duke Energy as of December 31, 2007

SFAS No. 157, "Fair Value Measurements” (SFAS No. 157). In September 2006, the FASB issued SFAS No 157, which defines {air value, establishes & framework for measuring fair
value in GAAP, and expands disclosures about fair value measurements SFAS No 157 does not require any new fair value measurements The application of SFAS No 157 may change Duke
Energy's current practice for measuring fair values under other accounting pronouncements that require fair value measurements For Duke Energy, SFAS No 157 is effective as of January 1,
2008 In February 2008. the FASB issued FSP No 157-2. which delays the effective date of SFAS No. 157 for one year for nonfinancial assets and liabilities. except for items that are
recognized or disclosed at fair value in the financial statements on a recurring basis. Duke Energy does not expect to report any material cumulative-effect adjustment to beginning retained
earnings as is required by SFAS No 157 for certain limited matters. Duke Energy continues to monitor additional proposed interpretative guidance regarding the application of SFAS No. 157
To date, no malters have been identified regarding implementation of SFAS No 157 that would have any material impact on Duke Energy's consolidated results of operations or financial
position

SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities” (SFAS No. 159). In February 2007, the FASB issued SFAS No 159, which permits entities to
choose to measure many financtal nstruments and certain other items at fair value. For Duke Energy, SFAS No. 1539 is effective as of January 1, 2008 and will have no impact on amounts

presented for periods prior to the eifective date Duke Energy does not cuirently have any nnancial assets or Nnancial abiites Tor wiich ihe provisions of SFAS Mo 5 ave beerretected
However, in the future, Duke Energy may clect to measure certain financial instruments at fair value in accordance with this standard

EITF Issue No. 06-11, "dccounting for Income Tax Benefits of Dividends on Share-Based Payment Awards" (EITF 06-11) In June 2007, the EITF reached a consensus that would require
realized income tax benefits from dividends or dividend equivalents that are charged to retained earnings and paid to employees for equity-classified nonvested equity shares, nonvested equity
share units, and outstanding equity share options to be recognized as an increase to additional paid-in capital In addition, EITF 06-11 would require that dividends on equity-classified share-
based payment awards be reallocated between retained earnings (for awards expectled to vest) and compensation cost (for awards not expected to vest) each reporting period to reflect current
forfeiture estimates. For Duke Energy, EITF 06-11 must be applied prospectively to the income tax benefits of dividends on equity-classified employee share-based payment awards that are
declared in {iscal years beginning January 1, 2008, as well as interim periods within those fiscal years Early application would be permitted as of the beginning of a fiscal year for which
interim or annual financial statements have not yet been issued. Duke Energy is currently evaluating the impact of applying EITF 06-11, and cannot currently estimate the impact of EITF 06-11
on its consclidated results of operations, cash flows or financial position

SFAS No. 141 (revised 2007), “Business Combinations” {SFAS No. 14IR). In December 2007, the FASH issued SFAS No 141R. which replaces SFAS No 141, "Business
Combinations * SFAS No 141R retains the fundamental requirements in SFAS No 141 that the acquisition method of accounting be used for all business combinations and that an acquirer be
identified for cach business combination This statement also establishes principles and requirements for how an acquirer recognizes ond measures in its financial statements the identifiable
assets acquired, the labilities assumed, any noncontrolling (minority ) interests in an acquiree, and any goodwill acquired in a business combination or gain recognized from a bargain purchase
For Duke Energy, SFAS No {41R must be applied prospectively to business combinations for which the acquisition date occurs on or after January 1. 2009 The impact to Duke Energy of
applying SFAS No 141(R) for periods subsequent to implementation will be dependent upon the nature of any transactions within the scope of SFAS No  141(R)

SFAS No. 160, "Noncontrolling Interests in Consolidated Financial Statements—an amendment of Accounting Research Bulletin (ARB) No 51%(SE4S No. /60). In December 2007, the
FASB issued SFAS No 160, which amends ARB No 51, "Consolidated Financial Statements,” 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 financial statements This statement also changes the way the consolidated income statement is presented by requiring consolidated net income to be
reported at amounts that include the amounts attributable to both the parent and the noncontrolling interest. In addition, SFAS No 160 establishes a single method of accounting for changes in
a parent's ownership interest in a subsidiary that do not result in deconsolidation. For Duke Energy, SFAS No 160 is effective as of January 1, 2009. and must be applied prospectively. except
for certain presentation and disclosure requirements which must be applied retrospectively Duke Energy is currently evaluating the impact of adopting SFAS No 160
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2. Acquisitions and Dispositions

Acquisitions. Duke Energy consolidates assets and liabilities from acquisitions as of the purchase date, and includes earnings from acquisitions in consolidated earnings after the purchase
date Assels acquired and liabilities assumed are recorded at estimated fair values on the date of acquisition The purchase price minus the estimated fair value of the acquired assets and
liabilities meeting the definition of a business as defined in EITT Issue No 98-3, "Determining Whether a Nonmonetary Transaction Involves Receipt of Productive Assets or of a Business”
(EITF 98-3), is recorded as poodwill. The allocation of the purchase price may be adjusted if additional, requested information is received during the allocation period, which generally does not
exceed one year {rom the consummation date; however, it may be longer for certain income tax items

Cinergy Merger. On April 3, 2006, the merger between Duke Energy and Cinergy was consummated (see Note 1 for additional information). For accounting purposes, the effective date
of the merger was April 1, 2006 The merger combined the Duke Energy and Cinergy regulated franchises as well as deregulated generation in the midwestern United States The merger was
accounted for under the purchase method of accounting with Duke Energy treated as the acquirer for accounting purposes As a result. the assets and liabilities of Cinergy were recorded at their
respective fair values as of April 3, 2006 and the results of Cinergy's operations are included in the Duke Energy consolidated financial statements beginning as of the effective date of the
merger

Bascd on the market price of Duke Energy common stock during the period including the (wo rading days Gefore through THe TWo Trading days alier May ¥, Z0U5, The date Duke EReTgy
and Cinergy announced the merger, the transaction was valued at approximately $9 1 billion and resulted in goodwiil of approximately $4 5 billion, none of which is deductible for tax
purposes Approsimately $135 million of the goodwill was allocated to Cinergy Marketing and Trading, LP, and Cinergy Canad, Inc (collectively CMT), which was sold in October 2006
(see Note 13)

The following unaudited consolidated pro forma financial results are presented as if the Cinergy merger had occurred at the beginning of each of the periods presented:

Unaudited Consolidated Pro Forma Results

Year Ended
December 31,
2006 2005
(in mitlions, except

per share amounts)
s

Operating revenues - o0

Income from continuing opcf.ﬂﬁons o . o N ‘ . 1,080 1197
Netincome e g ‘ ~ Saii 1854 L]
Eamings available for common stockholders 1,854

Harnings per share (from continuibg operations) -

Basic 3 0386 b3 0.96

Dllu!(:(] LR S . LT S & s : $ g e ) BS S s 093
Eamings per share

‘Rasic G s Ege : TR

Diluted 3 146 8 173

Pro forma results for the year ended December 31, 2006 include approximately $128 million of charges related to costs to achieve the merger and related synergies, which are recorded
within Operating Espenses on the Consolidated Statements of Operations. Pro forma results for the years ended December 31, 2006 and 2005 do not reflect the pro forma effects of any
significant transactions completed by Duke Energy other than the merger with Cinergy

Other Acquisitions. In May 2007, Duke Enerpy acquired the wind power development assets of Energy Investor Funds from Tierra Energy The purchase includes more than 1,000
megawatts of wind assets in various stages of development in the Western and Southwestern U.S and supports Duke Energy's strategy to increase its investment in renewable energy. A
significant portion of the purchase price was for intangible assets (see Note 10) Three of the development projects, totaling approximately 240 megawatts, are located in Texas and Wyoming
and are anticipated to be in commercial operation in late 2008 or 2009 Duke Energy anticipates capital expenditures of approximately $430 million through 2009 to complete the first three
projects
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During the first quarter of 2006, International Energy closed on two transactions which resuited in the acquisition of an additional 27% interest in the Aguaytia Integrated Energy Project
{Aguaytia), located in Peru, for approximately $31 million {approximately $18 million net of cash acquired) In December 2007, Intemational Energy closed on a transaction o acquire an
additional 10% interest in Aguaytia for approximately $16 million, which consisted of approximately $8 million of cash and a short-term note payable of approximately $8 million The
acquisitions during 2006 increased International Energy's ownership in Aguaytia to 66% and resulted in Duke Energy accounting for Aguaytia as a consolidated entity Prior to the acquisition
of the additional interest in 2006, Aguaytia was accounted for as an equity method investment The December 2007 acquisition of an additional interest in Aguaytia increased Duke Energy's
ownership interest to 76% at December 31, 2007 The project’s scope includes the production and processing of natural gas, sale of liquefied petroleum gas and natural gas liquids (NGL) and
the generation, transmission and sale of electricity from a 177 megawatt power plant No goodwill was recorded in connection with these transactions

In the fourth quarter of 2006, Duke Energy acquired an 825 megawatt power plant located in Rockingham County, North Carolina, from Dynegy for approximately $195 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 five 165 megawatt combustion turbine
units capable of using either natural gas or oil to operate The acquisition is consistent with Duke Energy's plan to meet customers' electric needs for the foresecable future The transaction
required approvais by the North Carolina Utiities Commussion (NCUCY, the Federal Energy Repulatory Commission (FERC) and the U8 Federal Trade Commission (FTC). No goodwill was

recorded as a result of this acquisition
The pro forma results of operations for Duke Energy as if those acquisitions (other than the Cinergy merger) which closed prior to December 31, 2006 occurred as of the beginning of the
periods presented do not materially differ from reported results
See Note 13 for acquisitions related to discontinued operations
Dispositions, On January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses See Note 1 and Note 13 for additional information
In December 2006, Duke Energy Indiana, Inc (Duke Energy Indiana) agreed to sell one unit of its Wabash River Power Station (Unit 1) to the Wabash Valley Power Association
(WVPA) The sale was approved by the Indiana Utility Regulatory Commission (IURC), the FERC, the FTC and the Department of Justice during 2007 On December 31, 2007, Duke Energy
Indiana received proceeds of approximately $114 miflion. which was eqguivalent 10 the net book value of Unit 1 at the time of sale. Since, pursuant to the terms of the purchase and sale
agreement, the effective date of the sale was January 1, 2008, the assets of Unit 1 are reflected as Asscts Held for Sale within Investments and Other Assets on the Consolidated Balance Sheets
at December 31, 2007 and a corresponding liability equal to the cash received is included in Liabilities Associated with Assets Heid for Sale within Current Liabilities on the Consalidated
Balance Sheets at December 31, 2007 Since the sales price was equal to the net book value of Unit 1 at the transaction date, no gain or Joss was recognized on the sale
In February 2008, Duke Energy entered into an agreement to sell its 480 megawatt natural pas-fired peaking generating station located near Brownsville, Tennessee to Tennessee Valley
Authority for approximately $55 million This transaction, which 1s subject to FERC and other regulatory approvals, is expected to close in the second guarter of 2008 Duke Energy anticipates
to recognize an approximate $2¢ million gan at the time of sale
For the year ended December 31, 2007, the sale of other assets resulted in approximately $32 million in proceeds and net pre-tax losses of $5 million recorded in (L.osses) Gains on Sales
of Other Assets and Other, net
For the year ended December 31, 2006, the sale of other assets and businesses resulted in approximately $2 billion in proceeds and net pre-tax gains of $223 million recorded in (Losses)
Gains on Sales of Other Assets and Other, net on the Consolidated Statements of Operations These sales exclude assets that were held for sale and reflected in discontinued operations, both of
which are discussed in Note 13, and sales by Crescent prior to deconsolidation, which are discussed separately below Significant sales of other assets during 2006 are detailed as follows:
¢ On September 7. 2006, an indirect wholly owned subsidiary of Duke Energy closed an agreement to create a joint venture of Crescent (the Crescent JV) with Morgan Stanley Real
Estate Fund V U S, L P {MSREF) and other affiliated funds controlled by Morgan Stanley (collectively the "MS Members"). Under the agreement, the Duke Energy subsidiary
contributed all of the membership interests in Crescent to a newly-formed joint venture, which was ascribed an enterprise value of approximately $2.1 billion as of December 31,
2005 In conjunction with the formation of the Crescent 1V, the joint venture, Crescent and Crescent's subsidiaries entered into a credit agreement with third party lenders under which
Crescent borrowed approximately $1 21 billion, net of trans-
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action costs, of which approximately $1 19 billion was immediately distributed to Duke Energy Immediately following the debt ransaction. the MS Members collectively acquired a
499 membership interest in the Crescent JV from Duke Energy for a purchase price of approximately $415 mitlion A 2% interest inthe Crescent JV was also issued by the joint
venture to the President and Chief Executive Officer of Crescent which 15 subject to forfeiture if the executive voluntarily leaves the employment of the Crescent JV within a three
year period Additionally, this 2% interest can be put back to the Crescent JV after three years or possibly earlier upon the occurrence of certain events at an amount equal to 2% of
the fair value of the Crescent JV's equity as of the put date. Therefore, the Crescent JV will accrue the obligation related to the put as a liability over the three year forfeiture period
Accordingly, Duke Energy has an effective 50% ownership in the equity of Crescent JV for financial reporting purposes In conjunction with this transaction, Duke Energy recognized
a pre-tax gain on the sale of approximately $246 million, which has been classified as a component of (L osses) Gains on Sales of Other Assets and Other, net in the accompanying
Consolidated Statement of Operations for the year ended December 31, 2006 As a result of the Crescent transaction, Duke Energy no longer controls the Crescent JV and on
September 7, 2006 deconsolidated its investment in Crescent and subsequently has accounted for its investment in the Crescent JV utilizing the equity method of accounting The
proceeds from the sale were recorded on the Consolidated Statements of Cash Flows as follows: approximately $1.2 billion tn long-term debt proceeds, net of issuance costs, were
classified as Proceeds from the issuance of long-term debt within Financing Activilies, and approximately $380 mitlion, which represenis cash received from the MS Members net of

cast hiefd By Crescent 55 of e ramsaction dare, were thssified as e proceeds front e sates of ad-distributions-fromreguity-nvestrrentsamtotherassers;ard-satesof ard
collections on notes receivable within Investing Activities
+  Commercial Power's sale of ernission allowances resulted in proceeds of $136 million and pre-tax losses on sales of approximately $29 million (see Note 10), which was recorded in
(Losses) Gains on Sales of Other Assets and Other, nel. in the Consolidated Statements of Operations
For the period from January 1, 2006 to September 7, 2006, Crescent commercial and multi-family real estate sales resulted in $254 million of proceeds and $201 miltion of net pre-tax
pains recorded in Gains on Sales of Investments in Commercial and Multi-Family Real Estatc on the Consolidated Statements of Operations. Sales primarily consisted of two office buildings at
Potomac Yerd in Washington, D C for a pre-tax gain of $81 million and land at Lake Keowee in northwestern South Carolina for a pre-tax gain of $52 million, as well as several other large
iand tract sales
For the year ended December 31, 2003, the sale of other assets resulted in approximately $10 million in proceeds, pre-tax losses of $55 million recorded in (Losses) Gains on Sales of
Other Assets and Other, net, on the accompanying Consolidated Statements of Operations  These sales exclude assets that were held for sale and reflected in discontinued operations, both of
which are discussed in 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 related to the termination of structured power contracts in the Southeast, which was recorded in (Losses) Gains on Sales of Other Assets and Other, net on the accompanying
Consolidated Statements of Operations
For the year ended December 31, 2005, Crescent's commercial and multi-family real estate sales resulted in $372 million of proceeds and $191 million of net pre-tax gains recorded in
Gains on Sales of Investments in Commercial and Multi-Family Real Estate on the Consolidated Statements of Operations Sales included a large land sale in Lancaster County, South Carolina
that resujted in $42 million of pre-tax gains. and several other "legacy” Jand sales. Additionally, Crescent had $45 million in pre-tax income related 1o a distribution from an interest in a
portiolio of commercial office buildings which was recognized in Other Income and Expenses, net, in the accompanying Consolidated Statements of Operations (see Note 23)

3. Business Segments

Duke Energy operates the following business segments, which are all considered reportable business segments under SFAS No 131: U'S Franchised Electric and Gas, Commersial
Power, International Energy and Crescent. There is no aggregation of operating segments within Duke Energy's reportable business segments Prior to Duke Energy's sale of an effective 50%
ownership interest in Crescent in September 2006 (see below), this segment represented Duke Energy's 100% ownership of Crescent Duke Energy’s management believes these reportable
business segments properly align the various operations of Duke Energy with how the chief operating decision maker views the business Duke Energy’s chief operating decision maker

regularly reviews financial information about each of these reportable business segments in deciding how to allocate resources and evaluate performance As discussed in Note 1, on January 2,

2007, Duke Energy completed the spin-ofi of its natural gas businesses, which primarily consisted of Duke Energy’s
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former Natural Gas Transmission business segment and Duke Energy's former Field Services business segment, which represented Duke Energy's 50% ownership interest in DCP Midstream
Accordingly, results of operations for these former business segments are included in (Loss) Income From Discontinued Operations, net of tax, on the Consolidated Statements of Operations
for all periods presented

U.8 Franchised Electric and Gas generates, transmits, distributes and sells electricity in central and western North Carohina, western South Carolina, southwestern Ohio, central, north
central and southern Indiana, and northern Kentucky U S Franchised Electric and Gas also transports and sells natural pas in southwestern Ohio and northern Kentueky. It conducts operations
primarily through Duke Energy Carolinas, Duke Energy Ohio, Inc (Duke Energy Ohio}, Duke Energy Indiana and Duke Energy Kentucky, Ine (Duke Energy Kentucky) These electric and
gas operations are subject to the rules and regulations of the FERC, the NCUC, the Public Service Commission of South Carolina (PSCSC), the Public Utilities Commission of Ohio (PUCO),
the IURC and the Kentucky Public Service Commission (KPSC)

Commercial Power owns, operates and manages non-regulated power plants and engages in the wholesale marketing and procurement of electric power, fuel and emission allowances

related to these piants as well as other contractual positions Commercial Power's generation asset fleet consists of Duke Energy Ohio’s non-regulated generation in Ohio and the five
P i g £) 2 g

Midwestern gas-fired non-regulated peneration assets that were a portion of former DENA Commercial Power's assets comprise approximately 8,020 megawatts (MW) of power generation

primariy located 1n The WHdwestert Uniredsures e msserpontfotio-hasrdiversified-foehmiswittrtasedoad-and mird=mreritcosh-fireduntis-as- wethss-combined-eyele-and-peaking -natural
gas-fired units. Most of the genceration asset output in Ohio has been contracted through the Rate Stabilization Plan (RSP) Commercial Power also develops and implements customized energy
solutions Commercial Power, through Duke Energy Generation Services, Inc and its affiliates (DEGS), develops, owns and operates electric generation for large energy consumers,
municipalities, utilities and industrial facilities DEGS currently manages more than 6,600 megawatts of power generation at 23 facilities through the U S Additionally, DEGS has 240
megawatts of wind energy under construction and more than 1,500 megawatts of wind energy projects in development

International Energy operates and manages power generation facilities, and engages in sales and marketing of electric power and natural gas outside the U S 1t conducts operations
primarily through Duke Energy International, LLC and its activities targel power generation in Latin America Additionally, International Energy owns equity investments in National
Methanol Company (NMC), located in Saudi Arabia, which is a leading regional producer of methanol and methyl tertiary butyl ether Q(MTBE), and Attiki Gas Supply S A (Auiki), whichisa
natural gas distributor located in Athens, Greece

Crescent develops and manages high-quality commercial, residential and multi-family real estate projects primarily in the Southeastern and Southwestern United States Some of these
projects are developed and managed through joint ventures Crescent alsa manages “legacy” land holdings in North and South Carolina On September 7, 2006, Duke Energy deconsolidated
Crescent due 1o a reduction in ownership and its inability to exercise control over Crescent (see Note 2) Crescent has been accounted for as an equity method investment since the date of
deconsolidation

The remainder of Duke Energy's operations 1s presented as Other. While 1t 1s not considered a business segment, Other primarily includes certain unallocated corporate costs, Bison
Insurance Company Limited (Bison), Duke Energy's wholly owned, captive insurance subsidiary, and DukeNet Communications, L1.C (DukeNet) and related telecommunications
Additionatly, Other includes the remaining portion of the former DENA businesses that were not exited or transferred to Commercial Power, primarily Duke Energy Trading and Marketing,
LLC (DETM), which management is currently in the process of winding down Unallocated corporate costs include certain costs not allocable to Duke Energy's reportable business segments,
primarily govemante costs, costs to achieve mergers and divestitures (such as the Cinergy merger and spin-off of Spectra) and costs associated with certain corporate severance programs
Bison's principal activities as a captive insurance entity include the insurance and reinsurance of various business risks and losses, such as workers compensation, property, business
interruption and general liability of subsidiaries and afliliates of Duke Energy On a limited basis, Bison also participates in reinsurance activities with certain third parties DukeNet develops,
owns and operates a {iber optic communications network, primarily in the Carolinas, serving wireless, Jocal and long-distance communications companies, intemet service providers and other
businesses and organizations

Duke Energy's reportable business sepgments offer different products and services and are managed separately  Accounting policies for Duke Energy’s segments are the same as those
described in Note 1. Management evaluates segment performance based on earnings before interest and taxes from continuing operations, after deducting minority interest expense related to
those profits (EBIT) On a segment basis, EBIT excludes discontinued operations, represents all profits from continuing operations (both operating and non-operating) before deducting interest

and taxes, and is net of the minority interest expensc related to those profits
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Cash. cash equivalents and shorl-term investments are managed centrally by Duke Energy, so the associated realized and unrealized gains and losses from foreign currency transactions
and interest and dividend income on those balances are excluded from the segments’ EBIT

Transactions between reportable business segments are accounted for on the same basis as revenues and expenses in the accompanying Consolidated Financial Statements
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Business Segment Data(®)

Segment EBIT/
Consolidated
Income
from Continuing Depreciation Capital and
Unaffiliated Intersegment Total Operations before and Investment Segment
Revenues Revenues Revenues Income Taxes Ameortization Expenditures Assets®)

(in mitlions)

Year Ended
December 31, 2007 : : :
U.S. Franchised Electric and Gas h 9,715 % 25 % 9740 § 2305 % 1,437 § 2,613 &
Cumﬁercia]?«)\vér(?) Pt PRSP 8 0. ) Y B Y g T G T 60 T FEL I S
International Energy 1060 — 1,060 388 79 74 3,707
Crescent® . s — . 3800 G B : - F 206,
Total reportable segments 12,645 36 12,681 3,009 1,685 3,129 46,707
Offier(d e SR gs Tl gy g e e gy gy s g gy
Eliminations and reclassifications e (128) (128) — e — 27
Interest expense ‘ — ‘ - — : 683) = - F
Interest income and other(®) - — o 208 — — —
Tolal consolidated ! w8 12,7200% INg g a0n g L 3 L e 8 I I DR e N 04
Year Ended
December 31, 2006
U.S. Franchised Electric and Gas $ . 8,077.% 2188008 § SRS S 13808 T 2381 8 34,346
Natural Gas Transmission® — - — — — 790 19,002
Ficld Services® i £ R i e R o S Cilhrmiansssr
Commercial Power(¢) 1,325 6 1,331 47 140 209 6,826
International Energy s : 943 - 943 : : SU163 BT SRR : 58 k| 3,332
CrescentX0 221 — 221 532 1 507 180
“Total reportable segments T 10,366, LT 10,503 L SR S A T 3 048 T e 010
Other®) 41 99 140 (537) 51 131 3,810
Eliminations and reclassifications — {126) (126) ‘ : e Hiies L R l0))
Imerest expense — — e (632) — —_ -
e R e e e e e R e e e R e
Total consolidated 3 10,607 $ — & 10607 5 1,530 % 1,545 3 4,076 § 68,700
Yeur Ended : : S : ’ s ’ ’ : ; — :
Decomber 31, 2005510 T L U T T s e e e e e e
U S Franchised Electric and Gas $ 5413 % ) 19 % 5432 % 1,495 § 962§ 1,350 § 18,739
T D . R e SR e e . s b e
Field Services(® — — — — — 86 1,377
Commercial Power(®). - S 102 i A6 TTAR L gy g e g
International Energy 727 — 727 309 60 23 2,962
oo . e o 5 » . . L . o e T e
Total reportable segments 6,737 63 6,802 2,000 1,083 2,990 45,027
Other® ‘ : ' C169 40 209 : CGATy I S0 il el g0
Eliminations and reclassifications — (103) (105) — — — 294
Inierest expense ’ ‘ - —_ — ' (3807 s ’ — R,
Interest income and other(® — — o (4) e — —_
Total consolidated % 6006 § — % 6.506 '8 1,268 $ 1,123 § 3,019 § 184,723
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(a) Segment results exclude results of entities classified as discontinued operations

(by Includes assets held {or sale and assets of entities in discontinucd operations

(c) Capital expenditures for residential real estate are included in operating cash flows and were $322 million for the period from January 1, 2006 through the date of deconsolidation
(September 7. 2006) and $355 million in 2005

(d) Interest income and other includes foreign currency transaction gains and losses, and additional minority interest expense not allocated to the segment results.

(e) Amounts associated with former DENA operations are included in Other for all periods presented, except for the Midwestern generation and Southeast operations, which are reflected in
Commercial Power

() In September 2006. Duke Energy completed a joint venture transaction of Crescent {see Note 2) As a result, Crescent segment data includes Crescent as a consolidated entity for periods
prior to September 7, 2006 and as an equity method investment for periods subsequent to September 7, 2006

(g) Both the former Natural Gas Transmission business segment and former Field Services business segment were included in the spin-off of Spectra Energy on January 2, 2007

Geographic Data

Latin Other
u.s. Canada America Toreign Consolidated
(in millions)
2007000 i ; AR : RS i KRS TR Sl
Consolidated revenues $ 11,633 % — % 1,060 § 27 8 12,720
Consolidated long-lived assets 38,463 — 2,626 319 541,408
2006
Consolidated yevenues 700 : : $ L9623 0% s B R e L G e 0,607
Consolidated long-lived assets 43,468 10,541 2,474 245
3057 . . . . p e R ’
Consolidated revenues $ 6,126 % 4 3 722 % 445
Consolidated fong-livcd assets 29,658 10,544 2_.241 228
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4. Regulatory Matters

Regulatory Assets and Linbilities. Duke Energy's regulated operations are subject 10 SFAS No 71, Accordingly, Duke Energy records assets and liabilities that result from the regulated
ratemaking process that would not be recorded under GAAP for non-regulated entities See Note 1 for further information Amounts at December 31, 2006 include regulatory assets and
regulatory liabilities of $959 million and $569 million, respectively, related to the natural gas businesses that were spun off to shareholders on January 2, 2007

Dulke Energy's Regulatory Assets and Liabilities:

As of December 31,

Recovery/Refund
2007 2006 Period Ends
(in miltions)

Régiilatory Assels!

Net regulatory asset related to income l'l‘(Ls(b)(d) % 552 % 1,361
Accrued pension 2 and post rchrcmc;m(‘)(l’) 539 973 e )
ARO costs© 489 463 2043
Rc,guhmrv Tmnsmon Chames (RT(. )(c) L - : e : - :339 Ll - B X § - : ‘, j’ QOH
Gasification services agreement buyout cosls(‘) ) ) 194 207 2018
Deferred debt expcnsu(‘l) g : 175 192 2039
Vacauon accrunlm 128 121 2008
Posbm service mnymg costs and deferred operatmg expense(‘)‘ : o o ' S e .IO(J“ ol 92 : Gt
Undur-racovery of fuel costs(D 97 61 2009
Regional Transrission Organization (RTOYN 22 41 il ©)
I—hdbe costs and other dc,fermls(") 5 48 2008
Total Regulatory Assct.s $ 2645 % 4,072
Regu_za_tgg-LiabﬂmesW
Removal 00515(‘1]0') $ 2173 § 2,345 (m)
Nucledr property nnd lmbxhw rwnr\msmm‘) o G : : : 179 P73 0 e : : . 2043
Dcmand side management costs{®M 99 78 )
Pu:chascd capacity costs("’)(‘) : : 90 107
Accrmd pens;on and posl retirement® 27 —
De; dx.mtssmn allowance rcvcnue(b) G e S 3 SR ; ; S
Gas purchase costs@) ) 4 173 2008
va‘:r’-’m’;ovuy of fuel costs(®) : . : 1 20 : 200'8‘; :
Other® 96 121 @)
I Total Regulatory Liabilities 1 000 § T 06T 30580 :

(8)  Allregulatory asscts and liabilities are excluded from rate base unless otherwise noted

(b)Y Al December 31, 2007 balances relate to U S Franchised Electric and Gas At December 31, 2006, approximately $513 milhon related to U S Franchised Electric and Gas and
approximately $848 miltion related to Duke Energy's former Natural Gas Transmission business. which was spun off as part of Spectra Energy on January 2. 2007

(c) Included in Other Regulatory Assets and Deferred Debits on the Consolidated Balance Sheets

(d) Included in rate base

(e) Earns a negative return

(D Included in Other Current Assets on the Consolidated Balance Sheets

(g} Included in Accounts Payable on the Consolidated Balance Sheets

(h) Included in Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets

(i)  Included in Other Current Liabilities and Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets

(i}  Refund period will be determined by the volume of sales as U S Franchised Electric and Gas is currently refunding the Hability tirough retail sales

(k) Recovery/refund is over the life of the associated asset or Hability

(1) Incurred costs were deferred and are being recovered in rates. U S Franchised Electric and Gas is currently over-recovered for these costs in the South Carolina jurisdiction. Refund
period is dependent on valume of sales and cost incurrence

(m) liability is extinguished over the lives of the associated assets

(n) Recovery/Refund period currently unknown

(o) North Carolina portion of approximately $13 million to be recovered in rates through 2012 See "Duke Energy Carolinas Rate Case” discussion below South Carolina portion to be
recovered through future rates, although ultimate recovery period is currently unknown

(p) The 2006 omount includes $595 million related to adoption of SFAS No 158 {see Note 21} and 8380 million related 10 impacts of purchase accounting as a result of the merger with
Cinergy (see Note 2)
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Regulatory Merger Approvals As discussed in Note 1 and Note 2, on April 3, 2006, the merger between Duke Energy and Cinergy was consummated to create a newly formed company,
Duke Energy Holding Corp (subsequently renamed Duke Energy Corporation). As a condition to the merger approval, the PUCO, the KPSC, the PSCSC and the NCUC required that certain
merger related savings be shared with consumers in Ohio, Kentucky, South Carolina, and North Carolina, respectively The commissions also required Duke Energy Holding Corp , Cinergy,
Duke Energy Ohio, Duke Energy Kentucky and/or Duke Energy Carolinas to meet additional conditions While the merger itself was not subject to approval by the JURC, the TURC approved
certain affiliate agreements in connection with the merger subject to similar conditions Key elements of these conditions include:

+ The PUCO required that Duke Energy Ohio provide (1) a rate reduction of approximately $15 million for one year to facilitate economic development in a time of increasing rates and
market prices and {ii) a reduction of approximately $21 million to its gas and electric consumers in Ohio for one year, with both credits beginning January 1, 2006, During the first
quarter of 2007, Duke Energy Ohio completed its merger related rate reductions and filed a report with the PUCO to terminate the merger credit riders. Approximately $2 million and
$3+ million of these rate reductions were passed through to customers during the years ended December 31, 2007 and 2006, respectively

+  The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, ending when new rates are established in the next rate case after

January 1. 2008 Approximately $2 million of the rate reduction was passed through to customers during each of the years ended December 31, 2007 and 2006. respectively

+ The PSCSC required that Duke Energy Carolinas provide a $40 million rate reduction Tor one ycar and a threc-ycar extension o the BUIK Power Narketing (PPN profitsharng
arrangement The rate reduction ended May 31, 2007 Approximately $16 million and $23 million of the rate reduction was passed through to customers during the years ended
December 31, 2007 and 2006, respectively

« The NCUC required that Duke Energy Carolinas provide (i) a rate reduction of approximately $118 million for its North Carolina customers through a credit rider to existing base
rates for a one-year period following the close of the merger, and (ii) $12 milion to support various low income, environmental, economic development and educationally beneficial
programs, the cost of which was incurred in the second quarter of 2006. The rate reduction ended June 30, 2007 Approximately $63 million and $54 milfion of the rate reduction was
passed through to customers during the years ended Decemnber 31, 2007 and 2006, respectively

» In its order approving Duke Energy’s merger with Cinergy, the NCUC stated that the merger wall result in & significant change in Duke Energy's organizational structure which
constitutes a compelling factor that warrants a general rate review Therefore, as a condition of its merger approval and no later than June 1, 2007, Duke Energy Carolinas was
required to file a general rate case or demonstrate that Duke Energy Carolinas' existing rates and charges should not be changed (see discussion under "Duke Energy Carolinas Rate
Case” below)

+ The TURC required that Duke Energy Indiana provide a rate reduction of $40 million to its customers over a one year period and $5 million over a five year period for low-income
energy assistance and clean coal technology In April 2006, Citizens Action Coahition of Indiana, Inc , an intervenor in the merger proceeding, filed a Verified Petition for Rehearing
and Reconsideration claiming that Duke Energy Indiana should be ordered 1o provide an additional $5 million in rate reduction to customers to be consistent with the terms of the
NCUC's order approving the merger. In May 2006, the TURC denied the petition for rehearing and reconsideration As of Apri] 30, 2007, Duke Energy Indiana had completed its
merger related reductions and filed a notice with the IURC to terminate the merger credit rider. Approximately $13 million and $27 million of the rate reduction was passed through to
customers during the years ended December 31, 2007 and 2006, respectively

+  The FERC approved the merger without conditions

Used Nuclear Fuel. Under provisions of the Nuclear Waste Policy Act of 1982, Duke Energy contracted with the Department of Energy (DORE) for the disposal of used nuelear fuel. The

DOE failed to begin accepting used nuclear fuel on January 31, 1998, the date specified by the Nuclear Waste Policy Act and in Duke Energy's contract with the DOE Duke Energy will
continue to safely manage its used nuclear fuel until the DOE accepts it In 1998, Duke Energy filed a claim with the U S. Court of Federal Claims against the DOE related to the DOE's failure
10 accept commercial used nuclear fuel by the required date Damages claimed in the lawsuit are based upon Duke Energy's costs incurred as a result of the DOE's partial material breach of its
contract, including the cost of securing additional used fuel storage capacity The matter was stayed pending the result of ongoing settiement negotiations between Duke Energy and the DOE

Payments made to the DOE for expected future disposal costs are based on nuclear output and are included in the Consolidated State-
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ments of Operalions as Fuel Used in Electric Generation and Purchased Power On March 5, 2007, Duke Energy Carolinas and the U 8. Department of Justice reached a settlement resolving
Duke Energy's used nuclear fuel litigation against the DOE The agreement provides for an initial payment to Duke Energy of approximately $56 million for certain storage costs incurred
through July 31, 2005, with additional amounts reimbursed annually for future storage costs The settlement ngreement resulted in a pre-tax carnings impact of approximately $26 million
during the year ended December 31, 2007, of which approximately $19 million and $7 million were recorded as an offset to Fuel Used in Electric Generation and Purchased Power, and
Operation. Maintenance and Other, respectively, in the Consolidated Statements of Operations, with the remaining impact reflected within Inventory and Property. Plant and Equipment in the
Consolidated Balance Sheets

U.S. Franchised Electric and Gas. Rate Related Information. The NCUC, PSCSC, TURC and KPSC approve rates for retail electric and gas services within their states The PUCO
approves rates for retail gas and electric service within Ohio, except that non-regulated sellers of gas and electric generation also are allowed to operate in Chio {see "Commercial Power”
below) The FERC approves rates for electric sales to wholesale customers served under cost-based rates

NC Clean Air dct Compliance. In 2002, the state of North Carolina passed clean air legislation that froze electric utility rates from June 20, 2002 to December 31, 2007 (rate freeze
period), subject to certain conditions, in order for North Carolina electric utilities, including Duke Energy Carolinas, to significantly reduce emissions of sulfur dioxide (SO3) and nitrogen

oxides (NOy) from coal-fired power plants in the state. The legislation allows electric utilities, including Duke Energy Caralinas, to accelerate the recovery of comphance cosis by amoriizing
them over seven years (2003-2009) The legislation provides for significant flexibility in the amount of annual amortization recorded. allowing wtilities 1o vary the amount amortized. within
limits, although the legislation does sequire that a minimum of 70% of the originally estimated total cost of $1 5 billion be amortized within the rate freeze period (2002 to 2007) Duke Energy
Carolinas’ amortization expense related to this clean air legisiation totals approximately $1,050 million from inception, with approximately $187 million, $225 million and $311 million
recorded during the years ended December 31, 2007, 2006 and 2008, respectively. As of December 31, 2007, cumulative expenditures totaled approximately $1,246 million, with $418 million,
$403 million and $310 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 Cansolidated Statements of Cash Flows In filings with the NCUC, Duke Energy Carolinas has estimated the costs to comply with the legislation as approximately $2 0
billion. Actual costs may be higher or lower than the estimate based on changes in construction costs and Duke Bnergy Carolinas' continuing analysis of its overall environmental compliance
plan. As required by the legislation, the NCUC cansidered the reasonableness of Duke Energy Carolinas’ environmental compliance plan and the method for recovery of the remaining costs in
a proceeding it initiated and consolidated with a review of Duke Energy Carolinas’ base rates (see “Duke Energy Carolinas Rate Case” below). Additionally, federal and state environmental
regulations, including, among other things, the Clean Air Interstate Rule (CAIR), and the Clean Air Mercury Rule (CAMR) could result in additional costs to reduce emissions from Duke
Energy's coal-fired power plants

Duke Energy Carolinas Rate Case In Junc 2007, Duke Energy Carolinas filed an application with the NCUC seeking authority to increase its rates and charges for electric service in
North Carolina effective January [, 2008 This application complied with a condition imposed by the NCUC in approving the Cinergy merger On October 5, 2007, Duke Energy Carolinas
filed an Agreement and Stipulation of Partial Settlement (Partial Settlement), a settiement agreement among Duke Energy Carolinas, the NCUC Public Staff, the North Carohina Attorney
General's OfYice, Carolina Utility Customers Association Inc, Carolina Industrial Group for Fair Utility Rates I and Wal-Mart Stores East LP, {or consideration by the NCUC The Pantial
Settlement, which includes Duke Energy Carolinas and all intervening parties to the rate case, reflected agreements on all but a few issues in these matters, including two significant issues The
two significant issues related 1o the treatment of ongoing merger cost savings resulting from the Cinergy merger and the proposed amortization of Duke Energy Carolinas’ development costs
related to GridSouth Transco, LLC (GridSouth), a Regional Transmission Organization (RTO) planned by Duke Energy Carolinas and other utility companies as a result of previous FERC
rulemakings, which was suspended in 2002 and discontinued in 2005 as a result of regulatory uncertainty The Partial Settlement and the remaining disputed issues were presented to the
NCUC for a ruling

The Partial Settlement reflected an agreed to reduction in net revenues and pre-tax cash flows of approximately $210 million and corresponding rate reductions of 12 7% to the industrial
class, 5 05% - 7 34% 10 the general class and 3.85% to the residential class of customers with an effective date of January 1, 2008. Under the Partial Seulement, effective January 1, 2008, Duke
Encrgy Carolinas discontinued the amortization of the environmental compliance costs pursuant to North Carolina clean air legislation discussed above and began capitalizing all environmental

compliance costs above the cumulative amortization charge of $1 05 billion as of December 31,
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2007 Over the past five years, the average annua) clean air amortization was $210 million The Partial Settlement was designed to enable Duke Energy Carolinas to earn a rate of return of
8.57% on a North Carolina retail jurisdictional rate base and an 1 1% return on the common equity component of the approved capital structure, which consists of 47% debt and 53% common
equity As part of the settlement, Duke Energy Carolinas agreed to alter the then existing BPM profit sharing arrangement that currently included a provision to share 50% of the North
Carolina retail allocation of the profits from certain wholesale sales of bulk power from Duke Energy Carolinas' generating units at market based rates Under the Partial Settlement, Duke
Energy Carolinas will share 90% of the North Carolina retail allocation of the profits from BPM transactions beginning January 1, 2008

The NCUC issued its Order Approving Stipulation and Deciding Non-Settled Issues on December 20, 2007 The NCUC approved the Partial Settlement in its entirety  The merger
savings rider and GridSouth cost matters are discussed in detail below For the remaining non-settled issues, the NCUC decided in Duke Energy Carolinas' favor With respect to the non-settled
issues, the Order required that Duke Energy Carolinas’ test period operating costs reflect an annualized level of the merger cost savings actually experienced in the test period in keeping with
traditional principles of ratemaking The NCUC explained that because rates should be designed to recover a reasonable and prudent level of ongoing expenses, Duke Energy Carolinas’ annual
cost of service and revenue requirement should reflect, as closely as possible, Duke Energy Carolinas’ actual costs However, the NCUC recognized that its treatment of merger savings would

not produce a fair result. Therefore, the NCUC preliminarily concluded that it would reconsider certain language in its 2006 merger order in order to allow it to authorize a 1 2-month increment

rider of approximately $80 million designed to provide a more equitable sharing of the actual merger savings achieved on an ongoing basis Additionally, the NCUT conciuded that
approximately $30 million of costs incurred through June 2002 in connection with GridSouth and deferred by Duke Energy Carolinas, were reasonable and prudent and approved a ten-year
amortization, retroactive to June 2002 As a result of the retroactive impact of the Order, Duke Energy Carolinas recorded an approximate $17 million charge to write-off’a portion of the
Gridsouth costs in 2007 The NCUC did not allow Duke Energy Carolinas a return on the GridSouth investments As a resull of its decision on the non-settled issues, the NCUC ordered an
additional reduction in annual revenues of approximately $54 million, offset by its preliminary authorization of a 12-month, $80 million increment rider, as discussed above The Order
ultimately resulted in an overall average rate decrease of 5% in 2008, increasing to 7%6 upon expiration of this one-time rate rider On February 18, 2008, the NCUC issued an order confirming
their preliminary conclusion regarding the merger savings rider This order reaffirmed the prior tentative conclusion that the provisions of the Merger Order will not produce a fair sharing of
the benefits of estimated merger savings between ratepayers and sharcholders and that, for that reason. Duke Energy should be authorized to implement a 12-month increment rider to collect
$80 million.

On December 12, 2007, the PSCSC directed the South Carolina Office of Regulatory Staff (OR8) to provide a written report concerning the NCUC's resolution of Duke Energy Carolinas’
rate application and its relevance to Duke Enerpy Carolinas’ rates in South Carolina On January 31, 2008 the ORS filed its report with the PSCSC, which coneluded that the outcome of the
North Carolina rate case had no bearing on Duke Energy Carolinas rates in South Carolina The PSCSC has not yet responded to the report filed by the ORS

The NCUC has requested that the Public Stafl perform a review of Duke Energy Carolinas pension and other post-retirement benefit plan costs, as well as Duke Energy's funding of the
plans At this time, Duke Energy Carolinas does not anticipate that the outcome of this review will have a material impact on its financial position, results of operations or cash {lows

Duke Energy Ohio Electric Rate Filings. Duke Energy Ohio operates under a RSP, a market based standard service offer (MBSSQ) approved by the PUCO in November 2004 In March
2003, the Office of the Ohio Consumers' Council (OCC) appealed the PUCO's approval of the MBSSO to the Supreme Court of Ohio and the Court issued its decision in November 2006 It
upheld the MBSSO in virtually every respect but remanded to the PUCO on two issues The Court ordered the PUCO to support a certain portion of its order with reasoning and record
evidence and 1o require Duke Energy Ohio to disclose certain confidential commercial agreements with other parties previously requested by the OCC Duke Energy Ohio has complied with
the disclosure order

In October 2007, the PUCO issued its ruling affirming the MBSSO, with certain modifications, and maintained the current price The ruling provides for continuation of the existing rate
components, including the recovery of costs related to new pollution control equipment and capacity costs associated with power purchase contracts 1o meet customer demand, but provided
customers an enhanced opportunily 1o avoid certain pricing components if they are served by a competitive supplier The ruling also rescinded the requirement that Duke Energy Ohio transfer
its generating assets to an exempt wholesale generator (EWG) and required Duke Energy Ohio to retain ownership for the remainder of the RSP period  The ruling also incomectly implicd that
Duke Energy Ohio's nonresidential regulatory transition charge (RTC) will terminate at the end of 2008 On November 23, 2007, Duke Energy Ohio filed an application for rehearing on the
portions of the PUCO's ruling relating te whether certain pricing components may be avoided by customers, the right to transfer generating assets, and the termination date of the RTC On
December 19, 2007, the PUCO issued its Entry on Rehearing granting in part and denying in part Duke Energy Ohio's Application {or Rehearing Among other things, the Commission
modified and clarified the applicobility
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of various rate riders during customer shopping situations It also clarified that the residential RTC terminates al the end 0f 2008 and that the nonresidential RTC terminates at the end of 2010
and apreed to give further cansideration to whether Duke Energy Ohio may transfer its generating assets to an EWG

On February 15, 2008, Duke Encrgy Ohio filed a notice of appeal with the Ohio Supreme Court challenging a portion of a decision by the PUCO regarding Duke Energy Ohio's RSP The
appeal relates to the PUCO's order in October 2007 addressing certain issues remanded from the Ohio Supreme Court after review of an earher PUCO decision on the RSP The October 2007
order permits non-residential customers to avoid certain charges associated with the costs of Duke Energy Ohio standing ready to serve such customers if they return after being served by
another supplier Duke Energy Ohio belicves the PUCO exceeded its authority in modifying the charges that may be avoided, resulting in Duke Energy Ohio having to subsidize Ohio's
competitive electric market. Duke Energy Ohio has asked the Supreme Court to reverse the PUCO rubing and require that non-residential customers pay the charges associated with Duke
Energy Ohio standing ready to serve them should they return from a competitive suppler The OCC also has filed a notice of appeal challenging the PUCO's October 2007 decision as unlawful
and unreasonable Pending the Ohio Supreme Court’s consideration of its appeal, the OCC has requested that the PUCO stay implementation of the Infrastructure Maintenance Fund charge
approved in the October 2007 order to be collested from customers At this time, Duke Energy Ohto cannot predict whether the Ohio Supreme Court will reverse the PUCO's decision or
whether the PUCO will grant the OCC's request for a stay However, Duke Energy Ohio does not anticipate the resolution of this matter will have a material impact on its results of operations,

cash lows or financial position

In August 2006, Duke Energy Ohio filed an application with the PUCO to amend its MBSSO through 2010 The proposal provides for continued clectric system reliability, a simplificd
market price structure and clear price signals for customers, while helping to maintain a stable revenue stream for Duke Energy Ohio. On November 30, 2007, due to new legislation pending In
the Ohio General Assembly regarding the pricing of competitive retail generation services, Duke Energy Ohio voluntarily withdrew its application to amend its MBSSO . Upon approval of the
new legislation, Duke Energy Ohio will likely file a new generation pricing formula

Duke Energy Ohio's MBSSO price includes a fuel clause, System Reliability Tracker to recover for reserve capacity, and an Annually Adjusted Component (AAC) to recover changes in
environmental, tax and homeland security costs. These price components are audited annually by the PUCO In April 2007, Duke Energy Ohio entered into a settlement resolving all open
issues identified in the 2006 audits and application to amend the 2007 AAC market price with some of the parties After an evidentiary hearing, the PUCO issued its order approving the partial
settlement on November 20, 2007

Duke Energy Ohio Gas Rate Case. In July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base rates for gas service. Duke Energy Ohio sought an
increase of approximately $34 million in revenue, or approximately 5 7%, to be effective in the spring of 2008 The application also requests approval to continue tracker recovery of costs
associated with an accelerated gas main replacement program  The PUCO accepted the application for filing in September 2007 The staff of the PUCO issued a Staff Report in December 2007
recommending an increase of approximately $14 to $20 million in revenue. The StafY Report also recommended approval for Duke Energy Ohio to continue tracker recovery of costs associated
with an accelerated gas main replacement program On February 28, 2008, Duke Energy Ohio reached a settlement agreement with the PUCO Staff and all of the intervening parties on its
request for an increase in natural gas base rates The settlement calls for an annual revenue increase of approximately $18 million overall, or 3 percent, and permits continued recovery of costs
through 2018 for Duke Encrgy Ohio's accelerated main replacement program. The settlement is subject to the review and approval of the PUCO

Duke Energy Kentucky Gas Rate Cases. 1In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of costs associated with
an accelerated gas main replacement program The approval authorized a tracking mechanism to recover certain costs including depreciation and a rate of retumn on the program's capital
expenditures. The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking mechanism as well as the KPSC's subsequent approval of annual rate
adjustments under this tracking mechanism In 2005, both Duke Energy Kentucky and the KPSC requested that the court dismiss these cases

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking mechanism and for a $14 million annual increase in base
rates A portion of the increase is attributable to recovery of the current cost of the accelerated main replacement program in base rates In December 2005, the KPSC approved an annual rate
increase of $8 million and re-approved the tracking mechanism through 2011 In February 2006, the Kentucky Attorney General appealed the KPSC's order to the Franklin Circuit Court,
claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas main replacement costs in between general rate cases, and also claiming that the order improperly
allows Duke Enerpy Kentucky to earn a return on investment for the costs recovered under the tracking mechanism which permits Duke Energy Kentucky to recover its gas main replacement
costs
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In August 2007 the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to approve the gas main replacement tracking mechanism,
and any other annual rate adjustments under the tracking mechanism To date, Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments under the tracking
mechanism. Duke Energy Kentucky and the KPSC have appealed these cases to the K entucky Court of Appeals and continues to utilize tracking mechanisms in its billed rates to customers. At
this time, Duke Energy Kentucky cannot predict the outcome of these proceedings

Energy Efficiency. In May 2007, Duke Energy Carolinas filed an energy efficiency plan with the NCUC that recogmzes energy efficiency as a reliable, vajuable resource that is a "fifth
fucl," that should be part of the portfolio available to meet customers' growing need for electricity along with coal, nuclear, natural gas, or rencwable energy  The plan would compensate Duke
Enerpy Carolinas for verified reductions in energy use and be available 10 all customer groups The plan contains proposals for several different energy efficiency programs, and links energy
savings 1o retiring older coal plants Customers would pay for energy efficiency programs with an energy efficiency rider that would be included in their power bill and adjusted annually The
energy efficiency rider would be based on the avoided cost of generation not needed as a result of the success of Duke Energy Carolinas’ encrgy efficiency efforts. The plan is consistent with
Duke Energy Carolinas’ public commitment to invest 1% of its annual retail revenues from the sale of electricity in energy efficiency programs subject to the appropriate regulatory treatment of
Duke Energy Carolinas’ energy efficiency investments A hearing 1s expected in 2008

O September 28, 2007, Duke Eaergy Carhms Tiied o apphicmionwitr the PSC3Cseeking upproval o implement iew-energy-efficiency-programs - South-Carohima-Buke-Erergy
Carolinas’ South Carolina application is based on the application filed in North Caralina. In advance of the evidentiary hearing held February 5-6, 2008, Duke Energy Carolinas reached a
settiement agreement with the South Carolina ORS, Wal-Mart, Piedmont Natural Gas and the South Carolina Energy Users Committee Certain environmental groups that were also interveners
on the proceeding did not join any of the settlements This agreement calls for Duke Energy Carolinas to bear the cost of the programs and allow for recovery of 85% of the avoided generation
charges An evidentiary hearing is expected to be scheduled by the NCUC for North Carolina i 2008

Implementation of these plans is subject to approval from the NCUC and PSCSC  As a result, Duke Energy is not able to estimate the impact this plan might have on its consolidated
results of operations, cash flows, or financial position

On July 11, 2007, the PUCO approved Duke Energy Ohio’s Demand Side Management/ Energy Efficiency Program (DSM Program). The DSM Program consists of ten residential and
two commercial programs Implementation of the programs has begun The programs were {irst proposed in 2006 and were endorsed by the Duke Energy Community Partnership, which is a
collaborative group made up of representatives of organizations interested in energy conservation, efficiency and assistance to Jow-income customers The program costs will be recouped
through a cost recovery mechanism that will be adjusted annually to reflect the previous year's activity. Duke Energy Ohio is permitled to recover lost revenues, program costs and shared
savings {once the programs reach 63% of the targeted savings level) through the cost recovery mechanism based upon impact studies to be provided to the Staff’ of the PUCO

On October 19, 2007, Duke Encrgy Indiana filed its petition with the JURC requesting approval of an alternative regulatory plan to increase its energy cfficiency efforts in the
state Simular 10 the plans in North Carolina and South Carolina, Duke Energy Indiana seeks approval of a plan that will be available to all customer groups and will compensate Duke Energy
Indiana for verified reductions in energy usage Under the plan. customers would pay for energy efticiency programs through an energy efficiency rider that would be included in their power
bill and adjusted annually through a proceeding before the IURC. The energy efficiency rider will be based on the avoided cost of generation not needed as a result of the success of Duke
Energy Indiana's energy efficiency proprams The JURC is expected to consider the petition in an evidentiary hearing in May 2008

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efliciency programs, consisting of nine residential and two commercial and
industrial programs, and to true-up its pas and elecwric tracking mechanism for recovery of lost revenues, program costs and shared savings An order on the application is expected in the first
quarter of 2008

New Legislation. South Carolina passed new energy legislation which became effective May 3, 2007 Key elements of the legislation include expansion of the annual fuel clause
mechanism to include recovery of costs of reagents (ammonia, limestone, ete ) that are consumed in the operation of Duke Energy Carolinas' SOg and NOy control technologies and the cost of
certain emission allowances used to meet environmental requirements The cost of reagents {or Duke Energy Carolinas in 2008 is expected to be approximately $30 million. With the enactment
of this legislation, Duke Energy Carolinas will be allowed to recover the South Carolina portion of these costs, incurred on or after May 3, 2007, through the fucl clause. The legislation also
includes provisions to provide assurance of cost recovery related to a utility's incurrence of project development costs associated with nuclear baseload generation, cost recovery assurance for

construction
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costs associated with nuclear or coal baseload generation. and the ability to recover financing costs for new nuclear baseload generation in rates during construction. The North Carolina
General Assembly also passed comprehensive energy legislation in July 2007 that was signed into Jaw by the Govemnor on August 20. 2007 The North Carolina legislation allows utilities to
recover the costs of reagents and certain purchased power costs Like the South Carolina legislation, the North Carolina legislation provides cost recovery assurance for nuclear project
development costs as well as baseload generation construction costs A utility may include financing costs related lo construction work in progress for baseload plants in a rate case The North
Carolina legislation also establishes a renewable portfolio standard for electric utilities at 3% of energy output in 2012, rising gradually 10 12 5% by 2021, and grants the NCUC authority to
approve a rate rider to compensate utilities for energy efliciency programs that they implement On August 23, 2007, the NCUC initiated a rulemaking proceeding to adopt new rules and
modify existing rules, as appropriate, to implement the legislation That proceeding is pending and final rules are expected in the first quarter 2008. At this ime, Duke Energy is not able to
estimate the impact these legislative initiatives might have on its consolidated results of operations, cash {lows, or financial position
On September 25, 2007, at the request of the Governor of Chio, the Ohio Senate introduced a bill (SB 221) that proposes a comprehensive change to Ohio's 1999 electric energy industry
restructuring legislation 1f enacted, SB 221 would expand the PUCO's authority over generation to: implement the state's revised energy policy, regulate electric distribution utility prices for
standard service; and permit the PUCO to implement rules for advanced energy portfolio and energy efficiency standards, greenhouse gas emission reporting requirements, and pilot project
T <carbon sequestialion acniviTIes T conjunction witli GIRET STaTE agencies Under Y eeericdisnibu thrtes trave e nbitt 7 FEOT T

pricing alternatives ~a market option or an Electric Security Plan (ESP) option. The market option is based upon a competitive bidding process The ESP option would allow for the recovery of
specified costs  The PUCO, however, would have authority to disallow the market option and compel the ESP option SB 221, if enacted, would limit the ability of a utility to transfer its
dedicated generating assets to an exempt wholesale generator absent PUCO approval SB 221 passed the Ohio Senate on Octeber 31, 2007, and is currently pending before the Ohio House of
Representatives

Other, U S Franchised Electric and Gas 1s engaged in planning efforts to meet projected load growth in its service territories Long-term projections indicate o need for significant
capacity additions, which may include new nuclear, integrated gasification combined cycle (IGCC), coal facilities or gas-fired generation units. Because of the long lead times required to
develop such assets, US Franchised Electric and Gas is taking sleps now 10 ensure those options are available In March 2006, Duke Energy Carolinas announced that it had entered into an
agreement with Southern Company to evaluate potential construction of a new nuclear plant at a site jointly owned in Cherokee County, South Carolina In May 2007, Duke Energy announced
its intent to purchase Southern Company's S60 MW interest in the proposed William States Lee 111 Nuclear Station, making the plant's total output available to Duke Energy Carolinas' electric
custamers. On December 13. 2007, Duke Energy Carolinas filed an application with the Nuclear Regulatory Commission (NRC) for a combined Construction and Operating License (COL) for
two Westinghouse AP1000 (advanced passive) reactors at the Cherokee County, South Carolina site Each reactor is capable of producing approximately 1,117 MW Submitting the COL
application does not commit Duke Energy Carolinas to build nuclear units On February 27, 2008, Duke Energy Carolinas received confirmation from the NRC that its COL application has
been accepted and docketed for the next stage of review Also, on December 7, 2007, Duke Energy Carolinas filed applications with the NCUC and the PSCSC for approval of Duke Energy
Carolinas' decision to incur development costs associated with the proposed William States Lee IT1 Nuclear Station The NCUC had previously approved Duke Energy's decision to incur the
North Carolina allocable share of up to $125 million in development costs through 2007 The new requests cover a total of up to $230 million in development costs through 2009, which is
comprised of $70 million incurred through December 31, 2007 plus an additional $160 million of anticipated costs in 2008 and 2009 The PSCSC has scheduled an evidentiary hearing on Duke
Energy Carolinas’ application for April 17, 2008, and the NCUC has scheduled an evidentiary hearing for April 29, 2008

On June 2, 2006, Duke Energy Carolinas filed an application with the NCUC for a Certificate of Public Convenience and Necessity (CPCN) to construct two 800 MW state of the art coal
generation units at its existing Cliffside Steam Station in North Carolina. On February 28, 2007, the NCUC issued a notice of decision approving the construction of one unit at the Chffside
Steam Station On March 21, 2007, the NCUC issued its Order, which explained the basis for 1ts decision to approve construction of one unit, with an approved cost estimate of $1 93 bilhan
(including AFUDC), and certain conditions including providing for updates on consiruction cost estimates. A group of environmental interveners filed a motion and supplemental motion for
reconsideration in April 2007 and May 2007, respectively Duke Energy opposed the motions and the NCUC denied the motions for reconsideration in June 2007. On January 31, 2008, Duke
Energy Carolinas filed its updated cost estimate of $1 8 billion (excluding approximately $0 6 billion of AFUDC) for the approved new Chiffside Unit 6 Duke Energy Carolinas believes that
the overall cost of Cliftside Unit 6 will be reduced by approximately $125 million in
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federal advanced clean coal tax credits. On July 11. 2007, Duke Energy Carolinas entered into an engineering, procurement, construction and commissioning services agreement, valued at
approximately $1 3 billion, with an affiliate of The Shaw Group, Inc . of which approximately $950 million relates to participation in the construction of Cliffside Unit 6, with the remainder
related to a flue gas desulfurization systern on an existing unit a1 Cliffside

On January 29, 2008, the North Carolina Department of Environment and Natural Resources (DENR) issued a final air permt for the new Cliffside Unit 6 On October 11, 2007, the
environmental group N C. WARN and two individual NC WARN members filed a petition against the DENR contesting the issuance of a wastewater discharge permit 1o Duke Energy
Carolinas for the Cliffside Steam Station A hearing on the NPDES permit contested case is scheduled for the week of March 3, 2008

On June 29,

existing Dan River Steam Station, as well as updated preliminary CPCN information to construct a 600-800 MW combined cycle natural gas-fired generating facility at its existing Buck Steam

(107, Duke Energy Carolnas filed with the NCUC preliminary CPCN information to construct a 600-800 MW combined cycle natural gas-fired generating facility at its

Station On December 14, 2007, Duke Energy Carolinas filed CPCN applications for the two combined cycle facilities The NCUC has consolidated its consideration of the two CPCN
applications and scheduled an evidentiary hearing on the applications for March 11, 2008
In August 2005, Duke Energy Indiana filed an application with the JURC for approval of study and preconstruction costs related to the joint development of an IGCC project with

Southern ndiang Gas and EIECTTic Company d/bva Veaiien Energy DElvery of Tidfsns, e tVeenen Duke Brerpy Trdinrrramd-Vertrenreached - Settterment-Agreement-with- the-dndtars
Office of Utility Consumer Counselor providing for the recavery of such costs if the IGCC project is approved and constructed and for the partial recovery of such costs if the IGCC project
does not go forward The TURC issued an order on July 26, 2006 approving the Settlement Agreement in its entirety

On September 7, 2006, Duke Energy Indiana and Vectren filed a joint petition with the IURC seeking CPCN's for the construction of a 630 MW IGCC power plant at Duke Energy
Indiana's Edwardsport Generating Station in Knox County, Indiana The petition describes the applicants’ need for additional baseload generating capacity and requests tmely recovery of all

construction and operating costs related to the proposed generating station, including financing costs, together with certain incentive ratemaking treatment Duke Energy Indiana and Vectren

filed their cases in chief with the JURC on October 24, 2006 As with Duke Energy Carolinas’ Cliffside project, Duke Energy Indiana's estimated costs for the potential IGCC project have
increased Duke Energy Indiana's publicly {iled testimony with the IURC states that industry estimates (as provided by the Electric Power Research Institute (EPRI)), of total capital
requirements for a facility of this type and size are now in the range of $1 6 billion to $2.1 billion (including escalation to 2011 and owners' specific site costs). In April 2007, Duke Energy
Inchana and Vectren filed a Front End Engineering and Design Study Report which included an updated estimated cost for the IGCC project of approximately $2 biffion (including AFUDC).
An evidentiary hearing was held June 18-22, 2007, and a public field hearing was held on August 29, 2007 On November 20, 2007, the IURC issved an order granting Duke Energy Indiana
CPCN's for the proposed IGCC project and approved the timely recovery of costs related to the project The IURC also approved Duke Energy Indiana's praposal to initiate a proceeding in
May 2008 concerning praposals for the study of partial carbon capture, seguestration and/er enhanced ol recovery for the Edwardsport IGCC Project The Citizens Action Coalition of Indiana,
Inc, Sierra Club, Inc, Save the Valley, Inc, and Valley Watch, Inc, all intervenors in the CPCN proceeding, have appealed the IURC Order to the Indiana Court of Appeals. That appeal is
pending. On January 25, 2008, Duke Energy Indiana received the final air permit from the Indiana Department of Environmental Management In August 2007, Vectren withdrew its
participation in the IGCC plant. Duke Energy Indiana is currently exploring its options, including assuming 100% of the plant capacity Absent identification of an altemative joint owner,
Duke Energy Indiana would own 100% of the [GCC plant capacity

In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio The investigation followed four explosions since 2000
caused by gas riser leaks. including an April 2000 explosion in Duke Energy Ohio's service area In November 2006, the PUCO StafY released the expert report. which concluded that certain
types of risers are prone to leaks under various conditions, including over-tightening during initial installation The PUCO Staff recommended that natural gas companies continue to monitor
the situation and study the cause of any further niser leaks to determine whether further remedial action is warranted. Duke Energy Ohio has approximately 87,000 of these risers on its
distribution system . If the PUCO orders natural gas companies to replace all of these risers, Duke Energy Ohio estimates a replacement cost of approximately $40 million. As pant of the rate
case filed in July 2007 (see "Duke Energy Ohio Gas Rate Case” above), Duke Energy Ohio requested approval from the PUCO to accelerate its riser replacement program; however, at this
time, Duke Energy Ohio cannot predict the outcome or the impact of the statewide Ohia investigation

FERC Issues Electric Relability Standards. Consistent with reliability provisions of the Energy Policy Act of 2005, on July 20, 2006, FERC issued its Final Rule certifying the North
American Electric Reliability Council (NERC) as the Electric Reliability Organization NERC
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has filed aver 100 proposed reliability standards with FERC On March 16, 2007, FERC issued a final rule establishing mandatory, enforceable reliability standards for the nation’s bulk power
system In the final rule, FERC approved $3 of the 107 mandatory reliability standards submitted by the NERC and compliance with these standards became mandatory on June 18§, 2007
FERC will consider the remaining 24 proposed standards for approval once the necessary criteria and procedures are submitted. In the interim, compliance with these 24 standards is expected
to continue on a voluntary basts as good utihty practice. Duke Energy does not believe that the issuance of these standards wili have a material impact on its consolidated results of operations,
cash flows, or financial position

Open Access Transmission Tarif) On February 15, 2007, the FERC issued a Final Rule (Order 890) in its Open Access Transmission Tariff rulemaking. On March 19, 2007, Duke
Energy Carolinas filed a request for rehearing and clarification with regards to this order There are fourteen specific areas where clarification and rehearing would greatly assist Transmission
Providers understanding and implementation of the new rules Duke Energy Carolinas has also made several compliance {ilings with regard to Order 890. On December 28, 2007, the FERC
issued Order 890-A. in which it largely reafYirmed the findings of issued Order 890 At this time, Duke Energy Carolinas does not believe that the order will have a material impact on ity
consolidated results of operations, cash flows, or {inancial position.

Midwest 1SO Resource Adequacy Filing. On December 28, 2007, the Midwest Independent Transmission System Operator, Inc (Midwest 180) filed its Electric Tariff Filing Regarding

Resource Adequacy i compliance with The TERT S Tequest of Midwest 1SOto-fife Pivase 1 of isfong=rernr Resource-Adequacy-phan-by-Beeenber 2667 Tre-proposat-inchrdes-estabitshnrent
of a resource adequacy requirement in the form of planning reserve margin While the proposal has been {iled for approval from the FERC, it currently lacks enforcement and financial
settlement mechanisms Given that the proposal has not yet been approved by the FERC, 1t is difficult to estimate its impact on Duke Energy, but at this time Duke Energy does not believe the
resource adequacy requirement will have a material impact on its consolidated results of operations, cash flows, or financial position.

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

including the Duke Energy Ohio electric rate [ilings

5. Joint Ownership of Generating and Transmission Facilities

Dulce Energy Carolinas, along with North Carolina Municipal Power Agency Number 1, North Carolina Electric Membership Corporation, Piedmont Munieipal Power Agency and
Saluda River Electric Cooperative, Inc . have joint ownership of Catawba Nuclear Station, which is a facility operated by Duke Energy Carolinas. Duke Energy Ohio, Columbus Southern
Power Company, and Dayton Power & Light jointly own electric generating units and related transmission facilities in Ohio Duke Energy Kentucky and Dayton Power & Light jointly own an
clectric generating unit Duke Energy Chio and WVPA jointly own Vermillion Station Additionally, Duke Energy Indiana is a joint-owner of Gibson Station Unit No 5 with WVPA and
Indiana Municipal Power Agency (IMPA), as well as a joint-owner with WVPA and IMPA of certain Indiana transmission property and local facslities These facilities constitute part of the
integrated transmission and distribution systems, which are operated and maintained by Duke Energy Indiana
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As of Decernber 31, 2007, Duke Energy's shares in jointly-owned plant or facilities were as follows:

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

(in mitlions)
Duke Energy Carolinas

Production:
Calawba Nuclear Station (Units 1 and 2)(0) 7. — 12.5% 0§ D : RN I e 210
Dk Pty b n (Uni 5% : - : : T
Prodiction:
Miami Fort Station (Units 7 and §)®) 64.0 592 157 12
b "W.‘C]Beckjdfd Slaﬂ.on‘("Unilvﬁ)(b) e SRS (O Y i Y e R
IM. Stuart Station(® (%) 390 426 138 265
Congsville Station (Unit 3)(°XP) 40.0 g1 54 : e ‘ 85
WM Zimmer Siquon(b) 46 S 138 499 ' 5
: ’Killéﬁ S'm'l'idn'('nj(b)‘ LI p : i - - ,3’3,0,,‘,,' TR S ‘,20'7 : bt RN : 123 R reaiiits A nnne f>’<
Vermillion® 750 197 41 —
Transmission Various S8 : 49 : )

Duke Energy Indiana

Fredudiions L T ORI SN S N S ; e g :
Gibson Station (Unit 5)(¢ 501 289 158 20
Transmission and local facilities Various - 2,900 1,139 e =

Duke Energy Kentucky

','ly’rqd.‘u'ctioni:‘t. : i : Gl e
East Bend Station(?? 690 429 220 1
International Energy
Production:
LU Brazil ~Cangas T JT 7o SR : 474 0 : ) BRSNS S B I R L S L I R

{a) Station is not operated by Duke Energy Ohio
(b) Included in Commercial Power segment
(¢} Included in US Franchised Electric and Gas segment

In December 2006. Duke Energy announced an agreement to purchase a portion of Saluda River Electric Cooperative, Inc 's ownership interest in the Catawba Nuclear Station Under the
terms of the agreement, Duke Energy will pay approximately $158 million Jor the additional ownership interest of the Catawba Nuclear Station Following the closing of the transaction, Duke
Energy will own approximately 19 percent of the Catawba Nuclear Station This transacuon, which 1s expected to close prior to September 30, 2008, is subject to approval by various state and
federal agencies

Duke Energy's share of revenues and operating costs of the above jointly owned generating facilities are included within the corresponding line on the Consolidated Statements of

Operations. Fach participant in the jointly owned facilities must provide its own financing
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6. Income Taxes
The following details the components of income tax expense:

Income Tax Expense

Tor the Years Ended
December 31,
2007 2006 2005

in millions)

Current income taxes : . g
Federal ) b [C 651

oSt EE R : ¥ e —— e " . P 50
Toreign a4 48
‘Total currént income Laxes D : 29 759

Deferred income taxes

State 37
“Foreign 32
Total deferred income taxes 696
Tnvestment tax éredit amortization =i o 3
Total income tax expense {rom continuing operations 712
Tolal :ihcoxﬁé tax (benefit) expense from discontinued operations (88)
Total income tax benefit from cumulative effect of change in accounting principle —
Tothl indome 1ax exponse ineluded in Consolidated Statements of Operations™ |7 11T g 604

(a) Included in the "Total current income taxes® line above is a FIN 48 benefit relating primarily 1o certain temporary differences of approximately $245 mitlion

Income from Continuing Operations before Income Taxes

For the Years Ended
December 31,
2007 2006 2005

(in millions)

Dorsstic S SR : : : R G B RN o S 3 15333
Foreign 340 197
Total income from hontinuing opemtiuhs before income taxes $ o 2,234 R 530 g
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Reconciliation of Income Tax Expense at the U.S. Federal Statutory Tax Rate to the Actnal Tax Expense from Continuing Operations (Statutory Rate Reconciliation)

For the Years Ended
December 31,

2007 2006 2005
(in millions)

Insons s xpenss (Benhl) Gsmputed at he sty e 9£35% L s s s

State income tax, net of {ederal income tax effect 40 26
Tax differential on foreign earnings s . : » (23) 6 = .

Employce stock ownership plan dividends 20 (29) (22)
& ;Qu"f‘f:"‘ﬁms"ﬂ S R D () : (B9 ()

Total income tax expense from continuing operations b3 7172 kY I50 kY 375

Effectiveiasrate =~ 50 e 51.9% 29.4% L96%

During 2007, Duke Energy had tax benefits related to the manufacturing deduction of approximately $335 million, which is reflected in the above table in Other items, net The
manufacturing deduction was created by the American Job Creation Act of 2004 (the Act). The Act provides a deduction for income from qualified domestic production activities During the
years ended December 31. 2006 and 2003, the Act provided for a 3% deduction on gualified production activities During the year ended December 31, 2007, the deduction increased to 6% on
qualified production activitics

During 2006, Duke Energy had favorable tax settlements on research and development costs and nuclear decommissioning costs of approximately $30 million, tax benefits related to the
impairment of an investment in Bolivia of approximately $25 million and the manufacturing deduction of approximately $13 million These benefits are reflected in the above table in Other
items, net

During 2005, Duke Energy recorded tax benefits of approximately $1 2 miilion related to the manufacturing deduction and $16 million related to a real estate donation. These benefits are
reflected in the above table in Gther items, net

Valuation allowances have been established for certain foreign and state net operating loss carryforwards that reduce deferred ax assets to an amount that will be realized on a more-

likely-than-not basis The net change in the total valuation allowance is included in Tax differential on foreign carnings and State income tax, net of federal income tax effect in the above table

Net Deferred Income Tax Liability Components

December 31,
2007 2006
(in millions)
Déferred ‘cmdils‘,and other labilities = i $ 1,206 $
Other ‘ —
- Tola deferred income faxssely e A P 1206
Valuation allowance (90)
Ne!defcn'ed income tax assets i T L oA : peme 1,116
Investments and other assets (695)
Accelcri\iczi,’dcpréﬁci‘aliari rates:; G : i : (3,769)
Regulatory assets and deferred debits ' (953)
S g b ” . . . . e . 5
Total deferred income tax labilities (5,439)
4 Net deferred income tax Habilities S : : . . 5 U U(4323) 8
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The above amounts have been classified in the Consolidated Balance Sheets as follows

Deferred Tax Liabilities

December 31,

2007 2006
(in millions)
Ciirrent deferred tax nsseLt;i. included ifiother eurrent assels b b 312008 38T
Non-current deferred tax assets, included in other investments and other assels 133 153
Current deforved tax linbilitics, included in other current fiabilities ~ , ‘ an s
Non-current deferred tax liabilities {4,751) (7,003)
Total net-deferred income tax Habilities G TR e e y TL3235 8% o (6,539]

Deferred income taxes and foreign withholding taxes have not been provided on undistributed earnings of Duke Enerpy's foreign subsidiaries as such amounts are deemed to be
permanently reinvested The cumulative undistributed earnings as of December 31, 2007 on which Duke Energy has not provided deferred income taxes and foreign withholding taxes. is
approximately $460 million

Duke Energy or its subsidiaries file income tax retums in the U S with federal and various state governmental authorities, and in foreign jurisdictions As discussed in Note 1, on
January 1, 2007, Duke Energy adopted FIN 48. The following table shows the impacts of adoption of FIN 48 on Duke Energy's Consolidated Balance Sheets

Increase/
(Decrease)

(in millions)

Asscts i S = :
Goodwill 3 9
Lisbilities - S : S
Other Liabilities (non-current)® $ 3n
Deferred Income Taxes (170)
. Taxes Payable ., i G : @5
Total 3 34
Commion Stockholters” Basiy =7 0 s e
Retained Earnings—Cumulative Effect of Accounting Change 5 (25)

(2) Includes liability for unrecognized tax benefils and accrued interest and penalties, including reserves against gain contingencies These pain contingences were not recorded prior to the
adoption of FIN 48
The following table shows the accounting for the impacts of adoption of FIN 48 on January 1, 2007, along with the respeetive impacts related to the subsequent spin-off of Spectra Encrgy
on January 2, 2007. See Note 1 for additional information

Janunry 1, Spin-off to Junuary 2,
2007 Spectra Energy 2007
{in millions)
Uniecognized Tax Bentfilg * oo o TSR R RN USRS R (78) -3 . ORREETE Y- )
Interest Payable/(Receivable)® $ (14) % (1 % (25)
Peénalties Payable o i i A SR R L] (1% R S

(a) Reflects all interest related to income taxes
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The following table details the changes in Duke Energy’s unrecognized tax benefits {from January 1, 2007 to December 31. 2007

Increase/

(Decrease)

(in miltions)

Unrecognized Tax Benefits—January 1, 2007 $ 499
Spin-off to Spectra Energy 5 (78)
Unreongnized Tax Benefilis—January-2,2007.. $ CAR
Unrecognized Tax Benefits Changes
Gross increases-—1ax positions in'prior periods 7 : $ 36
Gross decreases—1ax positions in prior periods (56)
“Gross incréases—current period tax positions © T e S : e
Settlements (52)
Lapse of statute of limilations '+ : : S (2)::
Total Changest® b (73)
e e v o oy T e

(a) Anincrease in the lability of $157 million recorded during first quarter 2007, primarily related 1o the timing of certain deductions taken on tax returns in prior years, was eliminated

during the third quarter of 2007

At December 31, 2007, Duke Enerpy has approximately $114 million of unrecognized tax benefits that, if recognized, would affect the effective tax rate. Additionally, at December 31,
2007, Duke Energy has approximately $16 million and $9 million that, if recognized, would affect (Loss) Income From Discontinued Operations, net of tax, and goodwill, respectively

It is reasonably possible that Duke Energy will reflect an approximate $65 million reduction in unrecognized tax benefits within the next twelve months due to expected settlements Also,
it is reasonably possible that up to approximately $100 milfion in currently recorded unrecognized tax benefits related to prior open tax years could change within the next twelve maonths,
although Duke Energy is unable to further estimate the amount of potential change at this time Duke Energy expects in the next twelve months to decide whether or not 1o contest a ruling by
the taxing authority that denied its position

Duke Energy is assessing certain other tax matters which do not represent tax positions under FIN 48 and which could result in gains in future periods However, the timing and amounts
of any such potential gains are not currently estimable

During the year ended December 31, 2007, Duke Energy recognized net interest income of approximately $38 million At December 31, 2007, Duke Energy had approximately $27
million of interest receivable, which reflects all interest related to income taxes, and $2 million accrued for the payment of penalties

Duke Energy has the following tax years open

Jurisdiction Tax Years

Federal 1999 and after (except for Cinergy and its subsidiaries, which arc open for years 2000 and afier)

State Majority closed through 2001 except for certain refund claims for tax years 1978-2001 and any adjustments related 1o open federal years
International 2000 and after

7. Asset Retirement Obligations

In June 2001, the FASB issued SFAS No 143, which was adopted by Duke Energy on January 1, 2003 SFAS No 143 addresses financial accounting and reporting for Jegal obligations
associated with the retirement of tangible long-lived assets and the related asset retirement costs. The standard applies to legal obligations associated with the retirement of long-lived assets that
result from the acquisition, construction, development and/or normal use of the asset SFAS No 143 requires that the fair value of 4 liability for an asset retirement obligation be recognized in
the period in which it is incurred, if a reasonable estimate of fair value can be made. The fair value of the hability is added to the carrying amount of the associated asset. This additional
carrying amount is then depreciated over the life of the asset. The liability increases due to the passage of time based on the time value of money until the obligation is settled Subsequent to
the initial recognition, the liability is adjusted for any revisions to the expected value of the retirement obligation (with corresponding
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adjustments to property, plant, and equipment), and {or accretion of the liability due to the passage of time Additional depreciation expense is recorded prospectively for any increases to the
carrying amount of the associated asset

Asset retirement obligations at Duke Energy relate primarily to the decommissioning of nuclear power facilities, obligations related to right-of-way agreements, asbestos removal and
contractual leases for land use In accordance with SFAS No 143, Duke Energy identified certain assets that have an indeterminate life, and thus the fair value of the retirernent obligation s
not reasonably estimable These assets included distribution facilities and some gas-fired power plants A liability for these asset retirement obligations will be recorded when a fair value is
determinable

The adoption of SFAS No 143 had no impact on the income of the regulated electric operations, as the effects were offset by the establishment of regulatory assets and liabilities pursuant
to SFAS No. 71 as Duke Energy received approval from both the NCUC and PSCSC to defer all cumulative and future income statement impacts related to SFAS No. 143 Similar approval
was not granted by the PUCO, TURC and KPSC for Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky, respectively

In March 2003, the FASB issued FIN 47. As a result of the adoption of FIN 47 in 2005, an increase in total assets of $31 million was recorded, consisting of an increase in regulatory
assets of $24 million, an increase in net property, plant and equipment of $7 million and an increase in ARQ liabilities of approximately $35 million. The adoption of FIN 47 had no impact on

to-SEAS-Mo-Forablsati latedto-other

treincone of the regutared electricoperations; s the cffects wercoffsetby-the-establishment-of regulatory-assets-and-Hebilitiesp t ¥
operations, a net-of-tax cumulative effect adjustment of approximately $4 million was recorded in the fourth quarter of 2005 as a reduction in carnings (see Note 1)

The pro forma effects of adopting FIN 47, including the impact on the balance sheet, net income and related basic and diluted eamnings per share, are not presented due to an immaterial
impact

The asset retiremnent obligation is adjusted each period for any liabilities incurred or settled during the period, accretion expense and any revisions made to the estimated cash flows

Reconcilintion of Asset Retirement Obligation Linbility

Years Ended
December 31,

2007 2006
(in mitlions)

Balance as of January 1, oy N T : SR e : Y R 2,301 $ 2,058
Spin-off to Spectra Energy¢® (85) —
Accretion expense LT : R R R S B o : - L83 )
Liabilities settled R ' h ' ) M
Liabilities added due to regulatory. requirements ; S : R : e 2

Liabilities incurred due 1o new acquisitions® e 39
R i SR e e R e A . ) g
Balance as of December 31, $ 2,351 $ 2,301

(a) Asdiscussed in Note 1, on January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses
(by Primarily related to Duke Energy’s acquisition of Cinergy in April 2006

Accretion expense for the years ended December 31, 2007 and 2006 included approximately $153 million and $142 million, respectively, related to Duke Energy's regulated clectric
operations which have been deferred as regulatory assets and liabilities in accordance with SFAS No 71, as discussed above

Upon adoption of SFAS No 143, Duke Energy's regulated electric and regulated natural gas operations classifies removal costs for property that does not have an associated legal
retirement obligation as a regulatory liability, in accordance with regulatory treatment under SFAS No 71 Duke Energy does not accrue the estimated cost of removal when no legal obligation
associated with retirement or removal exists for any non-regulated assets (including Duke Energy Ohio's generation assets) The total amount of removal costs included in Other Deferred
Credits and Other Liabilities on the Consolidated Balance Sheets was $2,173 million and $2,345 million as of December 31, 2007 and 2006, respectively At December 31, 2006,
approximately $391 million of removal costs were related to obligations of the natural gas businesses that were spun off to shareholders on January 2, 2007
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Nuclear Decommissioning Costs. In 2005, the NCUC and PSCSC approved a $48 million annual amount for contributions and expense levels for decommissioning In each of the years
ended Decemnber 31, 2007 and 2006, Duke Energy expensed approximately $48 million and contributed cash of approximately $48 million to the NDTF for decommissioning costs These
amounts are presented in the Consolidated Statements of Cash Flows in Purchases of Available-For-Sale Sceurities within Cash Flows from Investing Activitics. In each of the years ended
December 31, 2007 and 2006, $38 million was contributed entirely to the funds reserved for contaminated costs Contributions were discontinued to the funds reserved for non-contaminated
costs since the current estimates indicate existing funds to be sufficient to cover projected future costs. The balance of the external funds was $1,929 million as of December 31, 2007 and
$1,775 million as of Decenber 31, 2006 These amounts are reflected as Nuctear Decommissioning Trust Funds within Investments and Other Assets in the Consolidated Balance Sheets. The
fair value of assets legally restricted for the purpose of settling asset retirement obligations associated with nuclear decommissioning was $1,551 million as of December 31, 2007 and $1,421
million as of December 31, 2006

Estimated site-specific nuclear decommissioning costs, including the cost of decommissioning plant components not subject to radioactive contamination, total approximately $2 3 billion
in 2003 dollars, based on a decommissioning study completed in 2004 This includes costs related to Duke Energy's 12 5% ownership in the Catawba 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
St de 5 i E Tt rate [Lah It i 1 1 SN 0 g tastomnt
being recovered through rates, when coupled with expected fund carnings, are sufficient to provide for the cost of decommissioning

The operating licenses for Duke Energy's nuclear units are subject to extension In December 2003, Duke Energy was granted renewed operating licenses for Catawba Nuclear Station
Units 1 and 2 until 2043 and MeGuire Nuclear Station Unit 1 and 2 until 2041 and 2043, respectively In 2000, Duke Energy was granted a renewed operating license for the Oconee Nuclear
Station Units 1 and 2 unti] 2033 and Unit 3 until 2034

8. Risk Management and Hedging Activities, Credit Risk, and Financial Instruments

Duke Energy is exposed 1o the impact of market {luctuations in the prices of electricity, coal, natural gas and other energy-related products marketed and purchased as a result of its
ownership of energy related assets Exposurc to interest rate risk exists as a result of the issuance of variable and fixed rate debt and commercial paper Duke Energy is exposed to foreign
currency risk from investments in international affiliate businesses owned and operated in foreign countries and from certain commodity-related transactions within domestic operations. Duke
Energy employs established policies and procedures to manage its risks associated with these market fluctuations using various commodity and financial derivative instruments. including

swaps, [utures, forwards. options and swaptions

Duke Energy’s Derivative Portfolio Carrying Value as of December 31, 2007

Maturity
in 2011 Total

Maturity Maturity Maturity and Carrying

Asset/(Liability) in 2008 in 2009 in 2010 Thereafter Value
(in millions)

Hedging o U Ay g . (%) $ il : E 25§ {34
Undesignated I 7 7 14 39
Total : -8 i (13) % i (1) ' L Sedadihiionnin 8 g 5

The amounts in the table above represent the combination of amounts presented as other current assets, other investments and other assets, other current Habilities and other deferred
credits and other liabilities on Duke Energy's Consolidated Balance Sheets

Commodity Cash Flow Hedges. Some Duke Energy subsidiaries are exposed to market fluctuations in the prices of various commodities related to their power generating and natural
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 for a
portion of future sales and generation revenues and fuel expenses Duke Energy uses commodity instruments, such as swaps, futures, forwards and options. as cash flow hedges for electricity
and natural gas transactions Duke Encrgy is hedging exposures to the price variability of these commodities for a maximum period of 2 years
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The ineffective portion of commodity cash flow hedges resulted in an immaterial amount in 2007, a pre-tax gain of $5 million in 2006 and a pre-tax loss of $12 million in 2005 and is
reported primarily in (Loss) Income From Discontinued Operations, net of tax in the Consolidated Statements of Operations The amount recognized for transactions that no longer qualified as
cash flow hedges, which is clussified in (Loss) Income From Discontinued Operations, net of tax in the Consolidated Statements of Operations, resulted in an immaterial amount in 2007, a loss
5 {see Note 13)

of approximately $67 million 1n 2006 and a gain of approximately $1 2 billion 1n 2000

As of December 31, 2007, $25 million of pre-tax deferred net losses on derivative instruments related to commodity cash flow hedges were accumulated on the Consolidated Balance
Sheets in AQOCH and are expected to be recognized in carnings during the next twelve months as the hedged transactions oceur. However, due to the volatility of the commodities markets, the
corresponding value in AOCI will likely change prior to its reclassification into earnings

Commodity Fair Value Hedges Some Duke Energy subsidiaries are exposed to changes in the fair value of some unrecognized firm commitments to sell generated power or natural gas
due to market fluctuations in the underlying commodity prices In the former DENA business currently classified as discontinued operations. Duke Energy evaluated changes in the fair value
of such unrecognized firm commitments due to commadity price changes and, where appropriate, used various instruments to hedge its market risk Those commodity instruments, such as
swaps, futures and forwards, served as fair value hedges for the firm commitments associated with generated power. The ineffective portion of commodity fair value hedges resulted in no gain

T S ST PreTaN e f ps A eI 5ol S it i 5T artly 7 5o e

Consolidated Statements of Operations

Normal Purchases and Normal Sales Exception. Duke Energy has applied the normal purchases and normal sales scope exception, as provided in SFAS No 133, interpreted by
Derivatives Implementation Group Issue C15, " Scope Exceptions: Normal Purchases and Normal Sales Exception for Option-Type Contracts and Forward Contracts in Electricity,” and
amended by SFAS No 149, “dmendment of Statement 133 on Derivative Instruments and Hedging Activities, "o certain contracts involving the purchase and sale of electricity at fixed prices
in future periods. These contracts, which relate primarily to the delivery of electricity over the next 14 years, are not included in the table above As discussed in Note 13, during 2003, Duke
Energy recognized a pre-tax loss of approximately $1 9 billion for the disqualification of certain power and gas forward sales contracts

Certain forward power contracts related to former DENA's Southeast Plants and the deferred plants had been primarily designated as normal purchases and normal sales in accordance
with SFAS No 133 In addition, as certain forward gas contracts related to the long-lived assets had been designated as cash flow hedges in accordance with SFAS No. 133 As a result of the
change in management intent for the long-lived assets, the related forward power and gas contracts were de-designated as normal purchases and sales and hedges. The amount recognized for
transactions that no longer qualified as hedged firm commitments was not material in 2006 and 2007

Interest Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy 1o risk as a result of its issuance of variable and fixed rate debt and commercial paper
Duke Energy manages its interest rate exposure by limiting 1ts variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rates
Duke Energy also enters into financial denvative istruments, mcluding, bul not limted to, interest rate swaps, swaptions and U S Treasury lock apreements to manage and miligate interest
rate risk exposure Duke Energy’s existing interest rate derivative instruments and related ineffectiveness were not material to its consolidated results of operations, cash flows or financial
position in 2007, 2006, and 2005

Forecign Currency (Fair Value, Net Investment or Cash Flow) Hedges. Duke Enerpy is exposed to foreign currency risk from investments in international affiliate businesses owned
and operated in foreign countries and ffom certain commodity-related transactions within domestic operations To mitigate risks associated with foreign currency fluctuations, contracts may be
denominated in or indexed to the U S dollar and/or local inflation 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 fluctuations There was no gain or loss during 2007 and 2006 and a net gain of $1 million
included in the cumulative 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 Derivative Contracts. Trading Duke Enerzy has been exposed to the impact of market fluctuations in the prices of natural gas, electricity and other energy-related products
marketed and purchased as a result of proprietary trading activities During 2003, Duke Energy prospectively discontinued proprietary trading As a result of the Cinergy merger, Duke Energy

acquired natural gas and power
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marketing and trading operations. conducted primarily through CMT, the results of which have been reflected in (Loss) Income from Discontinued Operations, net of tax, from the date of the
Cinergy acquisition to the date of sale In October 2006, the CMT sale transaction was completed and Duke Energy entered into a series of Total Return Swaps (TRS) with Fortis (see Note 13)

Undlesignated. In addition, Duke Energy uses derivative contracts to manage the market risk exposures that arise from energy supply, structured origination, marketing, risk monagement,
and commercial optimization services to large energy customers, energy aggregators and other wholesale companies, and to manage interest rate and foreign currency exposures This category
includes changes in fair value for derivatives that no longer qualify for the normal purchase and normal sales scope exception and disqualified hedge contracts, unless the derivative contract is
subsequently re-designated as a hedge The contracts in this category as of Decemnber 31, 2007 are primarily associated with forward power sales and coal purchases for the Commercial Power
operations and remaining former DENA exit activity announced in 2005 (see Note 13) Duke Energy’s exposure to price risk is influenced by a number of factors, including contract size,
length, market liquidity, location and unique or specific contract terms

In connection with the Barclays Bank PLC (Barclays) transaction discussed in Note 13. Duke Energy entered into a series of TRS with Barclays, which are accounted for as mark-to-
market derivatives The TRS offsets the net fair value of the contracts being sold to Barclays The fair value of the TRS as of December 31, 2007 is an asset of approximately $66 million,
which offsets the net fair value of the underlying contracts, which is a lability of approximately $66 million The remaining contracts covered by this TRS are with a single counterparty.

Although Duke Enerpy has transferred the risks associated with these contracts to Barclay's via the TRS, Duke ERergy will Contiiue to Tacilitate (Nese Contracts 167 el durarion

Credit Risk. Duke Encrgy's principal customers for power and natural gas marketing and transportation services are industrial end-users, marketers, local distribution companies and
utilities located throughout the U S and Latin America Duke Energy has concentrations of receivables from natural gas and electric utilities and their affiliates, as well as industrial customers
and marketers throughout these regions These concentrations of customers may affect Duke Energy's overall credit risk in that risk factors can negatively impact the credit quality of the entire
sector Where exposed to credit risk, Duke Energy anulyzes the counterparties’ financial condition prior to entering into an agreement, establishes credit limits and maonitors the appropriateness
of those limits on an ongoing basis

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, primarily in its risk management operations The collateral agreements provide for a counterparty to post cash or letters of credit to the exposed party for exposure in excess of
an established threshold. The threshold amount represents an unsecured credit Iimit, determined in accordance with the corporate credit policy . Collateral agreements also provide that the
inability to post collateral is sufficient cause to terminate contracts and liquidate all positions

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

Financial Instruments. The fair value of financial instruments, excluding derivatives included elsewhere in this Note and in Note 13, is summarized in the following table Judgment is
required in interpreting market data to develop the estimates of fair value. Accordingly, the estimates determined as of December 31, 2007 and 2006, are not necessarily indicative of the

amounts Duke Energy could have realized in current markets

Financial Instruments

As of December 31,
2007 2006
Book Approximate Book Approximate

Value Fair Value Value Fair Value

Lirii terisi debi®) : i Sy 150245 : R e LR L S anges
Long-term SFAS 113 securities 2274 2,274 2,095 2,095
(a) Includes current maturities

The fair value of cash and cash equivalents, short-term investments, accounts and notes receivable, accounts payable and commercial paper are not materially different from their carrying

amounts because of the short-term nature of these instruments and/or because the stated rates approximate market rates
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Short-term investments. At December 31, 2007 and 2006 Duke Energy had $437 million and $1,514 million, respectively, of short-term investments consisting primarily of highly liquid

tax-exempt debt securitics As discussed in Note 1, these scourities frequently have stated maturities of 20 years or more; however, these instruments have historically provided for a high

degree of hquidity through features such as daily and seven day notice put options and 7, 28, and 35 day auctions which allow for the redemption of the investments at their face amounts plus

earned income The holding period for these securities is typically less than 1 year, but can be impacted by liquidity factors in the financial markets These instruments are classified as

available-for-sale sceuritics under SFAS No 115 as management does not intend to hold them to maturity nor are they bought and sold with the objective of gencrating profits on short-term

differences in price As of December 31, 2007, the carrying value of these instruments approximated their fair value as they contain {loating rates of interest. In January 2008, substantially all

of these investments were sold at auction at amounts approximating their carrying values In early 2008, Duke Energy made addilional investments in these types of instruments During the
years ended December 31, 2007, 2006 and 2003, Duke Fnergy purchased short-term investments of approximately $21.661 million, $31.521 million and $38.535 million, respectively, and
received proceeds on sales of approximately 522,685 million, $30,692 and $38,386 million, respectively

Other Long-term investments Duke Energy invests in debt and equity securities that are held in the NDTF (see Note 7 for further information), in Rabbi Trusts for investments related to

certain executive deferred compensation plans, and in the captive insurance investment portlolio These investments are classilied as available-Tor-sale under SFAS o TS and, dereforeore

carried at estimated fair value based on quoted market prices Since management does not intend to use these investments in current operations, these investments arc classified as Jong-term
As of December 31, 2007 and 2006, Duke Energy’s NDTF held investments with a fair market value of apporoximately $1,929 million and $1,775 million, respectively The NDTF is

managed by independent investment managers with discretion to buy, sell and invest pursuant to the objectives set forth by the trust agreement Therefore, Duke Energy has limited oversight of
the day-to-day management of the NDTF investments Pursuant to an order from the NCUC, Duke Energy defers as a regulatory asset or regulatory Lability all gains and losses associated with
investments in the NDTF

As of December 31, 2007 and 2006, Duke Energy's other long-term investments had a fair market value of $343 million and $320, respectively

The cost of securities sold is determined using the specific identification method During the years ended December 31. 2007, 20606 and 2005, Duke Energy purchased long-term

investments of approximately $2,007 million, $1,951 million and $1,826 million, respectively, and received proceeds on sales of approximately $1,954 million, $1,937 and $1,787 million,
respectively Most of these purchases and sales relate to the NDTF. Purchases for the years ended December 31, 2007, 2006 and 2005 include contributions to the NDTF of approximately $48
million in each year pursuant to an order by the NCUC (see Note 7) The remaining investment activity relates primarily to purchases and sales within the NDTF

The estimated fair values of short-term and long-term investments classified as available-for-sale are as follows (in millions):
As of December 31,

2007 2006
Gross Gross Gross Gross
Unrealized Unrealized Estimated Unrealized Unrenlized Estimated
Holding Holding Fair Holding Helding Fair
Gains Losses Value Gains Losses Value
Short-térm Inveéstments S [ T e R G3T 0 LI . N PRCE PN 11,514
Total short-term investments $ — — ¥ 437 % — - % 1,514
Equity Securities $ 510-% (23) % 1458 8 4718 an s 1,368
Corporate Debt Securities 2 1) 86 1 (¢} 85
Municipal Bonds 3 1) o R I8 Ly : e
US Government Bonds 10 — 269 7 — 159
Other 2 (1) 210 1 Sy 2215
Total long-term investments 3 527 % (26) 2274 % 481§ (16} 3 2,095
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For the years ended December 31, 2007, 2006, and 2005 pains of fess than $t million, approsimately $57 million (including $51 million reclassified to (1 oss) Income from Discontinued
Operations, net of tax) and approximately $3 million, respectively, were reclassified out of AOCT into earnings
Debt securities held at December 31, 2007 mature as follows: $15 million in less than one year, $153 million in one to {ive years, $147 million in six to ten years and $291 million
thereafter
The fair values and gross unrealized losses of available-for-sale equity and debt securities which are in an unrealized loss position, including securities held in the NDTF, summarized by
investment type and length of time that the securities have been in a continuous loss pesition, are as follows al December 31, 2007 and 2006
As of December 31, 2007

Fair Unrealized Loss Position Unrealized Loss Position

Value >12 months <12 months

{in millions)

Equity securities ©o oot o TS B e B et e e ) B e e (21)
Corporate Debt securities 23 — Ty
Municipal bonds ™ S e it : e R R S 1y
Other 70 [43] —

Total $o 343 B BT R 3y ¥ S L (23)

As of December 31, 2006
Fair Unrenlized Loss Position Unrealized Loss Position
Value >12 months <12 months

(in millions)

Bquity seourlties 1o T g S 8T TR T < , SOy B G e )
Corporate Debt securities 43 ()] —
Nanicipal bonds . . - . 300 S . S RO . e ,(,2) ; P e S (1)
Other 88 2 -
Total - . : S g 396 s 5; N (“) ’:'3]\:‘
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Duke Energy evaluates the impairment of goodwill under the guidance of SFAS No 142 There were no goodwill impairment charges in 2007, 2006 or 2005 as a result of the annual

impairment tests required by SFAS No 142 As discussed further in Note 2, in April 2006, Duke Encrgy and Cinergy consummated the previously announced merger, which resulted in Duke

Energy recording goodwill and intangible assets of approximately $5 6 billion The following table shows the components of goodwill at December 31, 2067

Changes in the Carrying Amount of Goodwill

Balarnice Balance
December 31, Deeember 31,
2006 Acquisitions Other 2007
(in miliions)
U8, Franchised Electric and Gas oy 350073 T ) AT
Natural Gas Transmission(® 3.523 — (3.523) -
Commercial Power 885 i i(14) S 871
International Enenzy 267 — 26 203
Total consolidated - s CUSITA LS S i(B3538) g 4642
Balance Balance
December 31, December 31,
2005 Acquisitions(®) Other(® 2006
U.S. Franchised Electric.and Gas -~ N s e e LS00 IS e Shn £ 3500
Natural Gas Transmission B 3,512 - BN ' 3523
Commerciai Power T S R T “ags
International Energy 256 — n 267
Crescent@: . R el ey s
Total conselidated b 3,775 % 4,520 % (120 § 8,175

(a)  As discussed in Nate 1, on January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses, including the former Natural Gas Transmission business segment

(b)  Goodwill resulting from Duke Energy’s merger with Cinergy

(c) Approximately $1335 million of goodwill had been allocated to CMT, which was disposed of during 2006 (sce Note 13)

(d} Reduction in goodwill at December 31, 2006 reflects the deconsolidation of Crescent in September 2006 (see Note 2)

Intangible Assets

The carnying amount and accumulated amortization of intangible assets as of December 31, 2007 and December 31, 2006, which primarily related to the intangible assets acquired as a

part of the merger with Cinergy. arc as follows:

Emission allowantes
Gas, coal and power contracls

Othert™

Total gross carrying amount

Accumnlated amortization—gas, coal and power contracts

Accumulated amortization—aother
Total accumulated amortization

Total intangible assets. net

December 31, December 31,

2007 2006
(in millions)
i3 R ) R R
296
N6 = e
838 966
CEAEIQEY A s e ey
24) (15)
(118) (61
$ 20 % 905

(a) Increase in Intangible assets primarily related 1o the acquisition of the wind power development assets of Energy Investor Funds from Tierra Energy (see Note 2)

Emission allowances sold or consumed during the years ended December 31. 2007, 2006 and 2005 were $271 million. $428 million and $8 million, respectively

o
o
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Amortization expense for gas, coal and power contracts and other intangible assels for the years ended December 31, 2007. 2006 and 2005 was approximately $57 million, $56 million
and $1 million, respectively

The table below shows the expected amortization expense for the next five years for intangible assets as of December 31, 2007 The expected amortization expense includes estimates of
emission allowances consumption and estimates of consumption of commodities such as gas and coal under existing contracts The amortization amounts discussed below are estimates Actual
amounts may differ from these estimates due to such factors as changes in consumption patierns, sales or impairments of emission allowances or other intangible assets, additional intangible

acquisitions and other events

2008 2009 2010 2011 2012
(in miltions)
$ - KBRS SsSB4

ln-connsctionwith the merper with Cinergy. Duke Energy recorded an intangible Lability amounting to approximately $113 million associated with the MBSSO in Ohio that will be

)

1\,mort,izu‘lion expense 3 163 b 10.

recognized in earnings through December 31, 2008 The carrying amount of this intangible liability was approximately $67 million and $935 million at December 31, 2007 and 2006,
respectively  The remaining $67 million will be amortized to income in 2008 Duke Energy also recorded approximately 356 million of intangible liabilities associated with other power sale
contracts in connection with the merger with Cinergy The carrying amount of these intangible linbilities was approximately $22 miltion and $39 million at December 31, 2007 and 2006,
respectively This balance will be amortized to income as Iollows: approximately 56 million in each of the years 2008 through 2010, and approsimately $4 million in 2011

11. Investments in Unconsolidated Affiliates and Related Party Transactions

Investments in domestic and international affiliates that are not controlled by Duke Energy, but over which it has significant influence, are accounted for using the equity method During
the years ended December 31, 2007, 2006 and 2005, Duke Energy received distributions from those investments of $147 million, $893 million and $856 miilion, respectively. Of these
amounts, approximately $147 million, $741 million and $473 million are included in Other, assets within Cash Flows from Operating Activities on the accompanying Consolidated Statements
of Cash Flows for the years ended December 31, 2007, 2006 and 2005, respectively, and $0, $152 million and $383 million are included in Distributions from Equity Investments within Cash
Flows from Investing Activities on the accompanying Consolidated Statements of Cash Flows for the years ended December 31, 2007, 2006 and 2003, respectively Duke Energy's share of net
earnings {fom these unconsolidated affiliates within continuing operations is reflecied in the Consolidated Statements of Operations as Equity in Earnings of Unconsolidated Affiliates

As discussed in Note 1, on January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses to sharcholders Included in the assets distributed to Spectra Energy were
investments in unconsolidated alfiliates with an approximate carrying value of $1,618 million as of the distribution date, which primarily consisted of Duke Energy’s 50% ownership interest in
DCP Midstream and a 50% ownership interest in Gulfstream Natural Gas System, L LC (Gulfstream) an interstate natural gas pipeline that extends from Mississippt and Alabama across the
Gulf of Mexico to Florida

As of December 31, 2007 and 2006, the carrying amount of investments in affiliates approximated the amount of underlying equity in net asscts

Significant investments in affiliates are as follows:

Commercial Power. As of both December 31, 2007 and 2006, investments primarily included a 50% interest in South Houston Green Power, L P (Green Power) Green Power is a
cogencration facility containing three combustion turbines in Texas City, Texas Although Duke Energy owns a significant portion of Green Power, it is not consolidated as Duke Energy does
not hold a majority vating control or have the ability to exercise control over Green Power

Internationnl Energy. As of both December 31, 2007 and 2006, investments primarily included a 25% indirect interest in NMC, which owns and operates a methanol and MTBE
business in Jubail, Saudi Arabia. and a 25% indirect interest in Auiki, a natural gas distributor in Athens, Greece Through August 2007, Duke Energy held a 50% investment interest in
Compafiia de Servicios de Compresion de Campeche, § A de C 'V (Campeche), a natural gas compression facility in the Cantarell oil field in the Guif of Mexico Campeche project revenues
were generated from a gas compression services agreement {(GCSA) with PEMEX. Upon the expiration of the GCSA with the Mexican National Oil Company (PEMEX) in August 2007, the
operations of Campeche were transterred to PEMEX and International Energy

1
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had no subsequent involvement with Campeche. See Note 12 for discussion of other than temparary impairment charges recorded during the years ended December 31. 2006 and 2005 apainst
the carrying value of the Campeche invesiment and related notes receivable
Crescent. An indirect wholly owned subsidiary of Duke Encrgy contributed all the membership interests in Crescent 1o a joint venture, cousing Duke Energy fo deconsolidate Crescent as
of September 7, 2006 (see Note 2) as a result of a reduction in ownership to an effective 50% interest and subsequently has accounted for the investment using the equity method of accounting
Other. As of December 31, 2007 and 2006, investments primarily include telecommunications investments

Investments in Unconsolidated Affilintes

As oft
December 31, 2007 December 31, 2006
Domestic International Total Domestic International Total

(in millions)

U‘S‘.'Frnncy:hised Blectricand Gas ’ = 2l R 2% ’ 2 : )
quurnl Gas Transmission(® — — — 434 18 452
Field Servicesth: i SERRES AR S — — 1,166 7701 : i L1166
Commercial Power 201 — 204 223 — 223
Tnfersatiohal Endray S H0 S AR : 1817775078 : s [
Crescent(® 206 — 206 180 —_ 180
Other : o5 11 106 104 13 117
Total % 504 % 192 % 696 % 2109 § 196 % 2,305

(a) Includes Duke Energy's effective 50% interest in Crescent subsequent to deconsolidation of Crescent in September 2006
(b)  On January 2, 2007, Duke Energy compieted the spin-off of its natural gas businesses, which primarily included the former Natural Gas Transmission and Field Services business

segments
Equity in Earnings of Unconsolidated Afliliates

For the Years Ended:
December 31, 2007 December 31, 2006 December 31, 2005
Domestic International Total Domestic International Total Damestic International Total

(in millions)

U.B; Franchiscd Electric.and Gas S [ R el I -5 s @ % —~ 528 —% St B e
Commercial Power 17 —m 17 21 — 21 — — -
ImemmionalEnémy (R L 02 102 T ; 80 E = Sl g
Crescent(® 38 — 38 23 — 23 m - W
Gther® o & o 2 2 o)) 3 ] o
Total®) $ 53 % 104 $ 157 % 40003 83 $ 123§ 0% 114 3 124

(a) For the year ended December 31, 2006, approximately $15 million represents Duke Energy's effective 50% interest in Crescent earnings subsequent to deconsolidation in September
2006

(b) Includes equity investments at the corporate level

(¢) Excludes equity in earnings of approximately $0, $609 million and $355 million for the years ended December 31, 2007, 2006 and 2003, respectively, included in (Loss) Income From

Discontinued Operations, net of tax, primarily related to equity method investments held by the natural gas businesses and included in Duke Encrgy's spin-off of Spectra Energy on

Jonuary 2, 2007. Additionally, a 50% interest in Southwest Power Partners, LLC, which was in Other, was included in former DENA's Western United States generation assets that were

sold to LS Power during 2006 (see Note 13}
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Summarized Combined Financial Information of Unconselidated Alfilintes

As of December 31,
2007 2006

‘ (in milliong)
Bafance Sheet®

Current assets ' 5 1,348 $ 3.656
- Non-cument-assets . = R S . 3900 e S 0848

Current liabilities (1.297) (3.354)
“Non-current linbilities =70 i : (2.015) . U5,155)

Met-assets LN 1.936 by 5,995

(a) Amounts at December 31, 2006 include equity method investments related the natural gas businesses that were included in the spin-olT to sharcholders on January 2, 2007
For the Years Ended
December 31,
2007 2006 2005

(in millions)

Income

v 2284 s 14250 0§ 8,330
S-Opetating expenses : S oL : L6 g : 12,365 i 6
Net income 462 1,657 1,075

(a) Amounts for the years ended Decernber 31, 2006 and 2005 include equity investments related to the natural gas businesses that were included in the spin-off'to shareholders on January 2,
2007 for which equity carnings are included in (Loss) Income From Discontinued Operations, net of tax, for periods prior 1o the spin-off’ Additionally, amounts for Crescent are included
from the date of deconsolidation {September 7, 2006) and thereafler Also, amounts refated to DCP Midstream are included for the respective periods from the date of deconsolidation
(July 1, 2005) through the date of the spin-off of the natural gas businesses
Related Party Transactions. Notes receivable from unconsolidated affiliates, which are included in Receivables on the Consolidated Balance Sheets, were $299 million as of

December 31, 2007, which represents Duke Energy Ohio's and Duke Energy Indiana's notes receivable from Cinergy Receivables Company LLC (Cinergy Receivables) (see Note 22) Notes

receivable from unconsolidated affiliates were $226 million as of December 31, 2006, which represents Duke Energy Ohio's and Duke Energy Indiana's $210 million notes receivable from

Cinergy Receivables and International Energy's $16 million note receivable from the Campeche project, a 50% owned joint venture that International Energy ceased involvement with in

August 2007 Outstanding notes receivable have interest rates approximating current market rates
Duke Energy Ohio and Duke Energy Indiana sell their receivables o Cinergy Receivables. During 2007, Duke Energy Ohio and Duke Energy Indiana collectively sold approximately

$5 3 billion of receivables to Cinergy Receivables and received approximately $5 1 billion in proceeds from the sales, including the notes receivable During 2006 (subsequent to the closing of

the Cinergy merger in April 2006), Duke Energy Ohio and Duke Energy Indiana collectively sold approximately $3 5 billion of receivables to Cinergy Receivables and received approximately

$3 5 billion in proceeds from the sales, including the notes receivable See Note 22 for further information.

Prior to August 2007, International Energy loaned money to Campeche to assist in the casts to build Internationa) Energy received principal and interest payments of approximately $28
million, $11 million and $5 million from Campeche during 2007, 2006 and 2005, respectively

Advance SC LLC, which provides funding for economic development projects, educational initiatives, and other programs, was formed during 2004 U S Franchised Electric and Gas

made donations of approximately $8 million and $24 million to the unconsolidated subsidiary during the years ended December 31. 2007 and 2006, respectively. Additionally. a1 December 31,

2007 and 2006, U S Franchised Electric and Gas had a trade payable to Advance SC LLC of approximately $11 million and $8 million, respectively
The following related party transactions relate to activity with and among businesses included in the spin-off of the natural gas businesses m January 2007 and are included in (Loss)

Income From Discontinued Operations, net of tax, on the Consolidated Statements of Operations, except where noted:

Natural Gas Transmission had a 50% ownership in two pipeline companies, Gulfstream, an operating pipeline, and Islander Fast, L1LC, a development stage pipeline as well as a 50%
ownership in a power plant, McMahon Cogeneration Plant, a cogeneration natural gas fired facility transferred to Natural Gas Transmission from former DENA during 2005 Natural Gas

Transmission provided certain administrative
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and other services to the pipeline companies and the power plant Natural Gas Transmission recorded recoveries of costs from these afliliates of $19 million, and $12 million during 2006, and
2003, respectively

in October 2005, Guifstream issucd $500 million aggregate principal amount of 5 36% Senior Notes due 2015 and $350 million aggregate principal amount of 6 19% Senior Notes due
2025 The proceeds were used by Gulfstream to pay ofT a construction loan and the balance of the proceeds, net of transaction costs, of approximately $620 mitlion were distributed to the
partners based upon their ownership percentage Duke Energy received approximately $310 million, which is included in Distributions from Equity Investments within Cash Flows from
Investing Activities in the accompanying Consolidated Statemnents of Cash Flows

In December 2005, Duke Energy completed a 140 million Canadian dollars initial public offering an its Canadian income trust fund (the Income Fund) and sold 14 million Trust Units at
an offering price of 10 Canadian dollars per Trust Unit. In January 2006, a subsequent greenshae sale of 1 4 million additional Trust Units, pursuant to an averallotment option, were sold at a
price of 10 Canadian dollars per Trust Unit. Subsequent to the January 2006 sale of additional Trust Units. Duke Enerpy held an approximate 58% ownership interest in the businesses of the
Income Fund Proceeds of approximately 14 miilion Canadian dollars are included in Proceeds from Duke Energy Income Fund within Cash Flows from Financing Activities in the

Comsotidated-Statements-of-Cash-Flows—ia-S ber2006,the Income Fund sold approximately 9 million previously unissued Trust Units at a price of 12.15 Canadian dollars per Trust Unit

f
for tatal proceeds of 104 million Canadian dollars, net of commissions and expenses of other expenses of issuance, which is included in Proceeds from Duke Energy Income Fund within Cash
Flows from Financing Activitics in the Consolidated Statements of Cash Flows The sale of approximately 9 million Trust Units reduced Duke Energy’s ownership interest in the businesses of
the Income Fund to approximately 46% at December 31, 2006 The Income Fund was included in the spin-off of the natural pas businesses on January 2, 2007 As a result of the sale of
additional Trust Units, Duke Energy recognized an approximate $15 million pre-tax gain on the sale of subsidiary stock during the year ended December 31, 2006 The proceeds from the
offering plus the draw down of approximately 39 million Canadian dollars on an available credit facility were used by the Income Fund to acquire a 100% interest in Westcoast Gas Services,
Inc There were no deferred taxes recorded os o result of this transaction.

In 2003, DCP Midstream formed DCP Midstream Partners, LP {(a master limited partnership) DCP Midstream Partners, LP (DCPLP) completed an initial public offering (IPO}Y
transaction in December 2005 that resulted in net proceeds of approximately 3210 million As a result, DCP Midstream had a 42 pereent ownership interest in DCPLP. consisting of a 40
percent limited partner ownership interest and a 2 percent general partner ownership interest. DCP Midstream's ownership interest in the general partner of DCPLP is 100 percent: The gain on
the JPO transaction was deferred by DCP Midstream until DCP Midstream converts its subordinated units in DCPLP to common units

Field Services sold a portion of its residue gas and NGLs to, purchased raw natural gas and other petroleum products from, and provided gathering and transportation services to
unconsolidated affitiates (primarily TEPPCO GP, which was sold in February 2005). Total revenues, purchases and operating expenses from these affiliates were approximately $98 million,
$77 million and $1 million, respectively, for the six months ended June 30, 20035

In July 2005, DCP Midstream was deconsolidated due to the transfer of a 19 7% interest to ConocoPhillips and was subsequently accounted for as an equity method investment (see Note
1) Duke Energy's 50% of equity in earnings of IDXCP Midstream for the year ended December 31, 2006 and the period from July 1, 2005 through December 31, 2005 was $374 million and
%292 million, respectively Duke Energy's investrnent in DCP Midstream as of December 31, 2006 was $1,166 million, which is included in Investments in Unconsolidated Affiliates in the
accompanying Consolidated Balance Sheets and was included in the spin-off of the natural gas businesses on January 2, 2007 For the year ended December 31, 2006, Duke Energy had gas
sales to, purchases from, and other operating revenues from affiliates of DCP Midstream of approximately $137 million, $41 million and $12 million, respectively As of Decemnber 31, 2006,
Duke Energy had trade receivables from and trade payables to DCP Midstream amounting to approximately $71 million and $56 million, respectively Bewween July 1, 2005 and December 31,
2005, Duke Energy had gas sales to, purchases from, and other operating revenues from affiliates of DCP Midstream of approximately $67 miflion, $65 million and $12 million, respectively
Additionally, Duke Energy received approximately $725 million and $360 million for its share of distributions paid by DCP Midstream in 2006 and 2003, respectively Duke Energy
recognized an approximate $64 million receivable as of December 31, 2006 due to its share of quarterly tax distributions declared by DCP Midstream in 2006, which was received in the first
quarter of 2007 Of these distributions $573 million and $287 million were included in Other, assets within Cash Flows from Operating Activities for the years ended 2006 and 2005,
respectively, and approximately $152 million and $73 million were included in Distributions from Equity Investments within Cash Flows from lnvesting Activities for the years ended 2006
and 2005, respectively, within the accompanying Consolidated Statements of Cash Flows
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Summary Condensed Financial Information

In February 2005, DCP Midstream sold its wholly owned subsidiary TEPPCO GP, which is the general partner of TEPPCO LP, for approximately $1 1 billion and Duke Energy sold its
limited partner interest in TEPPCO L.P for approximately $100 million, in ench case to Enterprise GP Holdings LP, an unrelated third party These transactions resulted in pre-tax gains of
approximately $1 8 billion. For the three months ended March 31, 2005, TEPPCO L P reported operating revenues of approximately $1,524 million, operating expenses of approximately
$1.463 million. operating incame of approximately $61 million, income from continuing operations of approximately $46 million, and nel income of approximately $47 million

Summary financial information for DCP Midstream, which had been accounted for under the equity method from July 1, 2005 through the spin-ofT of the natural gas businesses on
January 2, 2007 is as follows:

Twelve-months Ended Siz-months Ended
December 31, 2006 December 31, 2005
{in miftions)
Opérating revennes g SRR L e T T RS
Operating expenses $ 1,063 % §,814
Opemtingyincome % 12720 % 649
Net income ¥ L139 8§ 584
December 31, 2006 December 31, 2605
(in millions)
Curent ussels $ 2,129.°% 2,706
Non-current assets 3 4,767 % 5,005
Current liabilities " 1 L8 CRTT S A 3D6E,
Non-current liabilities 5 2,391 % 2,038
Mmorltvmtcrest g i 7I$ G s e g

DCP Midstream is a limited lizbility company which is a pass-through entity for U S income tax purposes. DCP Midstream also owns corporations who file their own respective federal,
foreign and state income tax returns and income tax expense related to these corporations is included in the income tax expense of DCP Midstream. Therefore, DCP Midstream's net income
does not include income taxes for earnings which are pass-through to the members based upon their ownership percentage and Duke Energy recognized the tax impacts of iis share of DCP
Midstream's pass-through earnings in (Loss) Income From Discontinued Operations, net of tax, in the accompanying Consolidated Statements of Operations

Summary financial information for Creseent, which has been accounted for under the equity method since September 7, 2006 is as follows:

September 7

Year Ended through
December 31, December 31,
2007 2006
(in millions)
Opérating revesties 7 SRR TG e e g
Operating expenses 415 % 152
St e S e ‘H p s S by g : . 57
Net income 3 %8 30
December 31, December 31,
2007 2006
{in millions)
Current assets G : : 5 i : 09§ 151
Non-current assets 2,059 $ 1,810
Current fiabilities 0 : L o N ST TEE SR ‘ IR EEE S R SR T
Non-current linbilities $ L4868 1,414
Minority interest : R Y 3% 31
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During the year ended December 31, 2007, Crescent recorded impairment charges on certain of its residential development for which Duke Energy’s proportionate share was
approximately $32 million
Also see Notes 2, 12, 15, 18 and 22 for additional related party information

12. Impairments, Severance, and Other Charges

International Energy. During the years ended December 31, 2006 and 2005, International Encrgy recorded other than temporary impairment charges of approximately $50 million and
$20 million respectively, related to an investment in Campeche. Campeche project revenues were generated from a GCSA with PEMEX. The charges for the year ended December 31, 2006
consist of 2 $17 million impairment of the carrying value of the equity method investment, which has been classified within Losses on Sales and Impairments of Equity Investments in the
accompanying Consolidated Statements of Operations and a $33 million reserve against notes receivable from Campeche, which has been classified within Operations, Maintenance and Other
in the accompany ing Consolidated Statements of Operations The charge for the year ended December 31, 2005 consists of a $20 million impairment of the carrying value of the equity method

investment, which has been ¢lassilied Within Losses on Sates-mnd-Impairmrentsof Equity-nvestments-in-th panying Consolidated Statements of Qperations

The GCSA expired in August 2007 and ownership of the facility transferred to PEMEX

Crescent. In the third quarter of 2005, Crescent recognized pre-tax impairment charges of approximately $16 million related to a residential community near Hilton Head Island, South
Carolina, that includes both residential lots 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 and Other Charges in the accompanying Consohdated Statements of Operations This community incurred higher than expected costs and had been impacted by lower than
anticipated sales volume The fair value of the remaining community assets was determined based upon management's estimate of discounted future cash flows generated fiom the development
and sale of the community

Other. See Note 8 for a discussion of the impacts of the DENA exit plan on cenain cash flow hedges

See Note 13 for impairments related to discontinued operations

Severance and Other Charges. During the year ended December 31, 2007, Duke Energy recorded approximately $20 million of severance charges, primarily under its ongoing
severance plan. Of this amount, approximately $12 million related to a volunlary termination program whereby eligible emplayees were provided a window during which to accept termination
benefits A total of 117 employees accepted the termination benetfits during the voluntary window period, which closed in June 2007 Future severance costs under Duke Energy's ongoing
severance plan, if any. are not currently estimable

During the year ended December 31, 2006, Duke Energy recorded severance liabilities of approximately $134 million related to voluntary and involuntary severance as a result of the
merger with Cinergy (see Note 2), of which approximately $89 million was charged to expense within income from continuing operations and approximately $45 million was recorded as a
component of goodwill. Additionally, in connection with Duke Energy’s spin-ofi'of Spectra Energy. Duke Energy recognized approximately $12 million of severance costs under its ongoing
severance plan, which is included in (Loss) Income From Discontinued Operations, net of tax, on the Consolidated Statements of Operations

As discussed further in Note 13, during the third quarter of 2005, the Board of Directors of Duke Energy authorized and directed management to execute the sale or disposition of
substantially all of former DENA's remaining assets and contracts outside the Midwestem United States and certain contractual positions related to the Midwestern assets. As a result of this
exit plan, during the year ended December 31, 2005, Duke Energy recorded a severance acerual of approximately $22 million, under its ongoing severance plan, related to the anticipated
involuntary termination of former DENA employees. Approximately $2 million of the related pre-tax expense is reflected in Operation, Maintenance and Other and approximately $20 million
1s reflected in (Loss) Income from Discontinued Operations, net of tax, in the accompanying Consolidated Statements of Operations for the year ended December 31, 2005 Additionally, Duke
Energy offered certain enhanced severance benefits to employees involuntarily terminated in connection with the disposition plan, which were recognized over the remaining service period
Approximately $3 million of enhanced scverance benefits were accrued during the fourth quarter of 2005 During 2006, Duke Encrgy reversed approximately $9 million of previously recorded

severance amounts due to a change in estimate As a result of this exit plan, Duke Energy terminated approximately 210 employees
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Balance at Balance st
January 1, Noncash Cash December 31,
Severance Reserve 2007 Provisions(?) Adjustments Reductions 2007
(in millions)
Natural Gas Transmission("’)(c) $ 2°% R ] )% — % o
Other(®) 60 20 4) (52) 24
T‘;m]ﬂ"'ﬁjy',,f . SR RUT I PR Bt SRS AR Ty B (5)5(52) i g
Balance at Balance nt
January 1, Noncash Cash December 31,
2006 Pravisians? Adjustments Reductions 2006
Natural: Gas 'I’rzmsml:ssmn(L = LT RO T o B = i . s
Other(® 28 1) (103) 60
Total g 31 B QOISR s e
Balance nt Balance at
Japuary 1, Noncash Cash December 31,
2005 Provisions(® Adjustments Reductions 2005
U 5. Franchised Eléctric and Gas $ 4% e Lo BTy g Smini
Natural Gas Transmission(® 6
Field Serviees 9" P
International Energy 1
Othér(d L G L —)
Total 3 15 8

(a) Liability was transferred as part of the spin-off of the natural gas businesses on January 2, 2007
(b) Severance provisions are expected to be paid within one year from the date that the provision was recorded
(¢) Severance expense included in (Loss) Income From Discontinued Operations, net of tax in the Consolidated Statements of Operations was $0, $3 million and $24 million for 2007, 2006,
and 2005, respectively
(d) Includes minority interest
Post-Retirement Benefits. In July 2007, Duke Energy offered a voluntary early retirement incentive plan to approximately 1,100 eligible employees The special termination benefit that
was offered was a healthcare reimbursemnent account that could be used by participants for reimbursement of qualifying medical expenses. There were no severance benefits offered in
connection with this plan The window for acceptance of these voluntary termination benefits closed on August 15, 2007 During the three months ended September 30, 2007, approximately
170 employees accepted the offer and, pursuant to SFAS No 88, “Emplayers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits,”
Duke Energy recorded a charge of approximately $6 million related to this voluntary plan

13. Discontinued Operations and Assets Held for Sale

Spin-off of Natural Gas Businesses

As discussed in Note 1, on January 2, 2007, Duke Energy completed the spin-off of Spectra Energy, which principally consisted of Duke Energy’s former Natural Gas Transmission
business segment and Duke Energy's former 50% ownership interest in DCP Midstream, to Duke Energy shareholders. The resuits of operations of these businesses are presented in the
accompanying Consolidated Statemnents of Operations as discontinued operations for all periods prior to the spin-off. Assets and fiabilities of entities inctuded in the spin-off of Spectra Energy
were transferred from Duke Energy on s historical cost basis on the date of the spin-off transaction. No gain or loss was recognized on the distribution of these operations 10 Duke Energy
shareholders Approximately $20 5 billion of assets, $14 9 billion of Labilities (which includes approximately $8 6 billion of debt) and $5.6 billion of common stockholders’ equity (which
includes approximately $1 0 billion of accumulated other comprehensive income) were distributed from Duke Energy as of the date of the spin-off.

{L.oss) Income From Discontinued Operations, net of tax, for the years ended December 31, 2006 and 2005 includes pre-tax interest expense of approximately $600 million and $650
million, respectively, associated with the debt distributed in the spin-off of Spectra Energy Additionally, (1-0ss} Incame From Discontinued Operations, net of tax, for Duke Energy's former
Spectra Energy operations for the
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years ended December 31, 2006 and 2005 includes losses of approximately $19 million and $194 miihon, respectively, which were previously classified in Other, resulting from mark-to-
market movements in discontinued hedges at DCP Midstream

Included in (Loss) Income From Discontinued Operations, net of tax, for the years ended December 31, 2007 and 2006 is o pre-tax amount of approximately $18 million and $60 million,
respectively, related to costs to achieve the Spectra Energy spin-off, primarily fees to outside service providers In the table below, these amounts are included in Other for the year ended
December 31, 2007 and in Spectra Energy for the year ended December 31, 2006

Effective with the spin-off, Duke Energy and Spectra Energy entered into a Transition Services Agreement (TSA), which expired on December 31, 2007, whereby Duke Energy provided
certain support services to Spectra Energy The amount received by Duke Energy during the year ended December 31, 2007 under this TSA was approximately $15 million Additionally, Duke
Energy anticipates that there will be very limited commercial business activities between Duke Energy and Spectra Enerpy subsequent to the spin-off and Duke Energy does not anticipate
significant continuing involvement in the transferred businesses

Additionally, effective with the spin-off, Duke Energy and Spectra Energy entered into various reinsurance and other related agresments thot allocated certain assets to Spectra Energy

and DCP Midstream created under msurance covérage provided priorwthesprroff by Puke-Energyis-eapt v sbaidiasy and thied party retnsurancg companies. Under these

agreements, Spectra Energy's captive insurance subsidiary reinsured 1009 of Duke Energy's retained risk under the insurance coverage provided prior to the spin-off Consistent with the terms
of the reinsurance agreement entered into while all parties were under the common controf of Duke Energy, Duke Energy paid approximately $95 million in cash to Spectra Energy’s captive
insurance company, which was placed in a grantor trust to secure Spectra Energy's obligation to Duke Energy under the Spectra Energy reinsurance agreements This transfer is reflected in
Cash distributed to Spectra Energy within financing activities on the Consolidated Statements of Cash Flows As of December 31, 2007, Duke Energy has a tota) liability o Spectra Energy and
DCP Midstream related to these agreements of approximately $120 million, which is reflected in both Other Current Liabilities and Other Deferred Credits and Other Liabilities in the
Consolidated Balance Sheets. This liability is offset by a corresponding receivable, of which approximately $60 million is due from Spectrs Energy's captive insurance subsidiary under the
Spectra Energy reinsurance agreement and approximately $60 million is due from third party reinsurance companies These amounts are reflected in both Other Current Assets and Other
Investments and Other Assets in the Consolidated Balance Sheets In the event any of the reinsurance companies deny coverage for any of the claims covered under these agreements, Duke
Energy is not obligated to pay Spectra Energy or DCP Midstream. Further, Duke Energy is providing no insurance coverage to Spectra Energy or DCP Midstream for events which occur
subsequent to the spin-off date

At December 31, 2007, Duke Energy has an approximate $44 million receivable from Spectra Energy related to certain income tax items

Also refer to Notes 3, 4, 6, 10, 11, 12, 14. 15,16, 17, 18, 20 and 21 for additional information related to the spin-off transacion
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The following table summarizes the results classified as (Loss) Income from Discontinued Operations. net of tax. in the accompanying Consolidated Statements of Operations

Discontinued Operations (in millions)

Operating Income (Loss) Net (Loss) Gain on Dispositions
Operating (Loss) Income
Pre-tax Income Income (Loss) Gain from
Operating Tax (Loss), Pre-tax (Loss) Income Tax on Discontinued
Operating (Loss) (Benefit) Net of Gain on Expense Dispuositions, Operations,
Revenues Income Expense Tax Dispositions (Benefil) Net of Tax Net of Tax
Year Ended December 31, 2007 oot oo o o T T e - i i
Commercial Power $ 414 § (94) (118) % 24§ 8 %
lntérﬁhfioriﬂl Encrgy RN e AR Lanil e Lol 3 LI I g S I ST
Other™ — (30) 16 (46) 7 3
Total consolidated =1 i gh s gy g CLIG)S . oo (99)8. - (NS, e s L S
Year Ended December 31, 2006
Commercial Power 106 {33) (36) 3 33 50 an (14)
Intornational Energy S 18 “29) (3) @6) Qo) - ey M ey
Other® 748 (55) [SE)] (42) (127) (46) (81) (123)
Total consolidated : SoSage g 1126608 BT8SESEE ey ' :
Year Ended December 31, 2005
Spectra Energy L 93418 2,507 % 834 § 1,623.8 s EEEE S SN R
International Energy 19 6 3 1 — — ——
Crasgat e e T e e e 6
Other(® 2,655 (631) (224 “07) (481) (192) (289) (696)
Total consolidated R 12,0178 72757 :1,883.8 6655 1,218 % 3 (471), % J0(188)8 CUEsn S 65

(a)  Other includes the results for former DENA's discontinued operations. which were previously reported in the DENA segment.

Amounts in the table above are net of intercompany eliminations between Spectra Energy and the former DENA business, which is included in Other Intercompany revenues and
expenses in 2006 were not material In 2005, Spectra Energy had intercompany revenues of approximately $36 mitlion, which were expenses of the former DENA business, which is included
in Other  All of these amounts eliminate in consolidation

The following table presents the carrying values of the major classes of assets and associated Jiabilities held for sale in the accompanying Consolidated Balance Sheets as of December 31,
2007 and 2006 Assets held for sale and Liabilities associated with assets held for sale as of December 31, 2007 and 2006 relate to Duke Energy Indiana’s Wabash River Power Station (see
Note 2) Additionally, assets held for sale as of December 31, 2006 include certain Duke Energy Ohio trading contracts related to CMT that were sold in 2006 and novated in 2007



Table of Contents
PARTIT
DUKE ENERGY CORPORATION

Notes To Consolidated Financial Statements—(Continued)

Summarized Balance Sheet Information for Assets and Associated Lisbilities Held for Sale

December 31, 2007 December 31, 2006
(in millions)
Current assets $ 2.8 c2B
Investments and other assets — 19
Propesty, plant and equipment, net 1T IR TR L L PR LT DS
Tolal assets held for sale $ 117 § 162
Current liabilities : $ : 148 S 0g
Long-term debt — —
Deéferred credits androther Habifities” 12 0B R R T T i R
Total liabilities associated with assels held for sale $ 117§ 44

As discussed above, the results of operations for all of the businesses transferred to Spectra Enerpy are presented as discontinued operations for all periods presented. Significant
transactions occurring during the years ended Decernber 31, 2007, 2006, and 2005 related to the operations transferred to Spectra Energy and significant transactions within the other operations
of Duke Energy that resulted in discontinued operations presentation are discussed below Transactions under Specira Energy primarily include transactions at Duke Energy's former Natural

Gas Transmission and Field Services business segments
Yenr Ended December 31, 2007

Commercial Power

Due to the expiration of certain tax credits (see Note 17), Duke Energy ceased all synthetic fuel (synfuel) operations as of December 31, 2007 Accordingly, the results of operations for
synfuel have been reclassified to discontinued operations for all periods presented For the year ended December 31, 2007, synfuel operations had after-tax eamnungs of approximately $23
mliion. which includes tax credits of approximately $84 million

International Energy
In February 2007, International Energy finalized the approximate $20 million sale of it S0-percent ownership interest in two hydroelectric power planis near Cochabamba, Bolivia to
Econergy International As discussed below, International Energy recorded an impairment charge in 2006 related to certain assets in Bolivia in connection with this sale As a result of the sale,

International Encrgy no longer has any assets in Bolivia and the results of operations for Bolivia have been reclassified to discontinued operations for all periods presented
Year Ended December 31, 2006

Spectra Energy

As discussed fusther below under * Year Ended December 31, 2005,” as a resuit of the transfer of 19 7% interest in DCP Midstream to ConocoPhillips and the third quarter 2005
deconsolidation of its investment in DCP Midstream, Duke Energy discontinued hedge accounting for certain contracts held by Duke Energy related 1o Field Services' commodity price risk,
which were previously accounted for as cash flow hedges. These contracts were originally entered into as hedges of forecasted future sales by Field Services, and have been retained as
undesignated derivatives Since discontinuance of hedge accounting, these contracts have been marked-to-market in the Consolidated Statements of Operations As a result, approximately §19
million of realized and unrealized pre-tax losses related to these contracts were recopnized in earnings by Duke Energy for the year ended December 31, 2006. Cash settlements on these
contracts since the deconsolidation of DCP Midstream on July 1, 2005 of approximately $163 million are classificd as a component of Net cash used in investing activities in the accompanying
Consolidated Statements of Cash Flows for the year ended December 31, 2006
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The sale of certain Stone Mountain natural gas gathering system assets resulted in proceeds of $18 million (which is reflected in Net proceeds from the sales of equity investments and
ather assets, and sales of and collections on notes receivable within Cash Flows from Investing Activities in the Consolidated Statements of Cash Flows), and pre-tax gain of $3 million In
addition, the sale of shares of stack, received as consideration for the settlement of o customer's transportation contract, resulted in proceeds of approximately $29 million (which is reflected in
Other, assets within Cash Flows from Operating Activities in the Consolidated Statements of Cash Flows) and a pre-lax gain equivalent to the proceeds received from the sale of stock

As a result of a settiement of a property insurance claim, proceeds of approximately $30 million were received and a pre-tax gain of $10 million was recognized

Convnercial Power

In June 2006, Duke Energy announced it had reached an agreement to sell CMT, as well as certain Duke Energy Ohio trading contracts, to Fortis, a Benelux-based financial services
group In October 2006, the sale transaction was completed Under the purchase and sale agreement, Fortis purchased CMT at a base price of approximately $210 million In addition, Fortis
paid approximately $200 million for the portfolio of contracts and an amount equal to the estimated net working capital associated with these companies at the ime of close In October 2006,

ke BRTrIy Teesived o prestascashproceedsofappr tel- 8200 millisa-andsecardad an approximate 823 million pre-tax gam on the sale. Income tax expense recorded as a result of
1) I§ T P Y {

this transaction relates to the approximate $1335 million of goodwill that was not deductible for tax purposes, thus creating a laxable gain that was greater than the gain for book purposes
Results of operations for CMT, as well as certain Duke Energy Ohio trading contracts, have been reflected in (Loss) Income from Discontinued Operations, net of tax. from the date of the
Cinergy merger through the date of sale

In October 2006, in connection with this transaction, Duke Enerpy entered into a series of TRS with Fortis, which are accounted for as mark-to-market derivatives The TRS offsets the
net fair value of the contracts being sold to Fortis. The TRS will be cancelled for each underlying contract as each is transferred to Fortis. All economic and credit risk associated with the
contracts has been transferred to Fortis as of the date of the sale through the TRS

As discussed above, due to the expiration of certain tax credits, Duke Energy ceased all synfuel operations as of December 31, 2007 Accordingly, the results of operations for synfuel
have been reclassified to discontinued operations for all periods presented For the year ended December 31, 2006, synfuel operations had after-1ax carnings of approximately $3 million, which
includes tax credits of approximately $20 million

International Energy

International Energy had a receivable from Norsk Hydro ASA (Norsk) that related to purchase price adjustments on the 2003 sale of [nternational Energy’s European business During the
first quarter of 2006, International Energy recorded an allowance of approximately $19 million pre-tax ($12 million after-tax) against this receivable During the second quarter of 2006,
International Energy and Norsk signed a settlement agreement in which Norsk agreed to pay International Energy approximately $34 million in full settlement of International Energy's
receivable In connection with this settfement, International Energy recorded an approximate $9 million pre-ax (approximately $5 million after-tax) write-up of the receivable through a
reduction in the valuation allowance. This receivable was collected i July 2006

In December 2006, International Energy enpaged in discussions with a potential buyer of its assets in Bolivia. Such discussions to sell the assets were subject to a binding agreement
between the parties. which was finalized in February 2007, as discussed above, and resulted in the sale of International Energy’s 50 percent ownership interest in two hydroelectric power plants
near Cochabamba, Bolivia 1o Econergy International for approximately $20 million Based upon the agreed selling price of the assets, in December 2006, International Energy recorded pre-tax
impairment charges of approximately $28 million The impairment charges reduced the carrying value of the assets to the estimated selling price pursunnt to the aforementioned agreement
International Energy recorded an approximate $25 million income tax benefit associated with the impairment charge, which was recorded within continuing operations as prescribed by SFAS
No 109, “decounting for Income Tirves.”
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In January 2006, Duke Energy signed an agreement to sell to 1.8 Power former DENA's entire {leet of power generation assets outside the Midwest, representing approximately 6,100
megawatts of power generation located in the Western and northeastern United States In May 2006, the transaction with LS Power closed and total proceeds from the sale were approximately
$1 56 billion, including certain working capital adjustments Additional proceeds of up to approximately $40 million were subject to LS Power obtaining certain state regulatory approvals On
July 20, 2006 the Public Utilities Commission of the State of California approved a toll arrangement related to the Moss Landing facility previously sold 10 LS Power In August 2006, LS
Power made an additional payment to Duke Energy of approximately $40 million, which was recorded as an additional gain on the sale of assets

During the first quarter of 2006, Duke Energy acquired the remaining 33 1/3% interest in Bridgeport Energy LLC (Bridgeport) from United Bridgeport Energy LLC for approximately
$71 million. The assets and Habilities of Bridgeport were included as part of former DENA's power generation assets, which were sold to a subsidiary of 1L.S Power, as discussed above

As discussed further below under "Year Ended December 31, 2003," during the third quarter of 2003, Duke Energy's Board of Directors authorized and directed management 1o execute
the sale or disposition of substantially all of former DENA's remaining assets and contracts outside the Midwestern United States and certain contractual positions related to the Midwestern

assets Approximately $700 million was incurred from the announcement date through December 31, 2006, of which approximately $230 million was incurred during the year ended

AL
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In the fourth quarter of 2006, the last remaining contract related to Duke Energy Merchants, LLC (DEM]) expired, which completed Duke Energy's exit from DEM's operations and

triggered presentation within discontinued operations for the years ended December 31, 2006 and 2005
Year Ended December 31, 2005

Spectra Energy

In August 2005, natural gas storage and pipeline assets in Southwest Virginia, as well as an additional 50% interest in Saliville Gas Storage LL.C (Salville Storage), were acquired from
units of AGL. Resources for approximately $62 million. This transaction increased the ownership percentage of Saltvilie Storage to 100% No goodwil]l was recorded as a result of this
acquisition

In August 2005, the Empress System natural gas processing and NGL marketing business was acquired from ConocoPhillips for approximately $230 million as part of the transaction
with ConocoPhillips discussed further below. No goodwill was recorded as a result of this acquisition

As aresult of the transfer of 19 7% interest in DCP Midstream to ConocoPhillips and the third quarter 2005 deconsolidation of its investment in DCP Midstream, Duke Encrgy
discontinued hedge accounting for certain contracts held by Duke Energy related to Field Services' commodity price risk, which were previously accounted for as cash flow hedges These
contracts were originally entered into as hedges of forecasted future sales by Field Services, and were retained as undesignated derivatives until their seitlement dates, which had occurred for
all instruments prior to December 31, 2006 Since discontinuance of hedge accounting, these contracts have been marked-to-market in the Consolidated Statements of Operations As a result,
approximately $314 million of realized and unrealized pre-tax losses related to these contracts were recognized in earnings by Duke Energy for the year ended December 31, 2005 Of this
amount, approximately $120 million was originally recorded in the Field Services segment and approximately $194 million was recorded in Other. Cash settlements on these contracts since the
deconsolidation of DCP Midstream on July 1, 2003 of approximately $133 million are classified as a component of Net cash used in investing activities in the accompanying Consolidated
Statemnents of Cash Flows for the year ended December 31, 2005

In February 2005, Texas Eastern Products Pipehine Company, LLC (TEPPCO GP), which was the general partner of TEPPCO Partners, L.P (TEPPCO LP), was sold for approximately
$1 1 billion and Duke Energy sold its limited partner interest in TEPPCO LP for approximately $100 million, in each case to Enterprise GP Holdings LP (EPCO), an unrelated third party
These transactions resulted in pre-tax gains of §1 2 billion. Minority Interest Expense of $343 million was recorded in the accompanying Consolidated Statements of Operations to reflect
ConocoPhillips' proportionate share in the pre-tax pain on sale of TEPPCO GP Additionally. in July 2005, Duke Energy completed the agreement with ConocoPhillips, Duke Energy's co-
equity owner in DCP Midstream, to reduce Duke Energy's ownership interest in DCP
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Midstrearn from 69 7% to 50% (the DCP Midstream disposition transaction), which resulted in Duke Fnergy and ConocoPhillips becoming equal 50% owners in DCP Midstream Duke
Energy received, directly and indirectly through its ownership interest in DCP Midstream, a total of approximately $1 1 billion from ConocoPhillips and DCP Midstream, consisting of
approximately $1 0 billion in cash and approximately $0 1 billion of assets The DCF Midstream disposition transaction resulted in a pre-tax gain of approximately $575 million. The DCP
Midstream disposition transaction included the transfer to Duke Energy of DCP Midstream’s Canadian natural gas gathering and processing facilities Additionally, the DCP Midstream
disposition transaction included the acquisition of ConocoPhillips' interest in the Empress Systern Subsequent to the closing of the DCP Midstream disposition transaction, effective on July 1,
2005, DCP Midstream was no longer consolidated inte Duke Energy's consolidated financial statements and was accounted for by Duke Energy as an equity method investment up until the
spin-off of the natural gas businesses on January 2, 2007 The Canadian natural gas gathering and processing facilities and the Empress System were included in the former Natural Gas
Transmission segment

In December 2005, the Duke Energy Income Fund (Income Fund), a Canadian income trust fund, was created to acquire all of the common shares of Duke Energy Midstream Services
Canada Corporation (Duke Midstream) from a subsidiary of Duke Energy The Income Fund sold an approximate 40% ownership interest in Duke Midstream for approximately $110 million,
which was included in Proceeds from Duke Energy Income Fund within Cash Flows from Fiancing Activities on the Consolidated Statements of Cash Flows. In January 2006, a subsequent

Loonfaddiz ' nimed 1 H HONPS T Frpreh (Y H a 10 il
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Crescent

Crescent routinely develops real estate projects and operates those facihities until they are substantially leased and a sales agreement is finalized In 2005, Crescent sold three commercial
properties resulting in sales proceeds of approximately $44 million The $6 mitlion after-tax gain on these sales was included in (Loss) Income from Discontinued Operations, net of tax, in the
accompanying Consolidated Statements of Operations In September 2006, Duke Energy deconsolidated its investment in Crescent (see Note 2) and subsequently accounts for its investment in
the Crescent JV under the equity method of accounting Prior to the date of deconsolidation, 1f Crescent did not retain any significant continuing involvement afler the sale, Crescent classified
the project as “discontinued operations” as required by SFAS No 144

Other
In the first quarter of 2005, Duke Enerpy’s Grays Harbor facility was sold to an affiliate of Invenergy LLC, resulting in a pre-tax gain of approximately $21 million
In the third quarter of 2003, Duke Energy completed the sale of Bayside Power L P (Bayside) to affiliates of Irving Oil Limited (Irving), under which Irving would purchase Duke
Energy's 75% interest in Bayside Bayside was consolidated with the adoption of FIN 46R on March 31, 2004 Therefore, operating results for Bayside subsequent to March 31, 2004 are
included in (Loss) Income from Discontinued Operations, net of tax, in the accompanying Consolidated Statements of Operations
During the third quarter of 2005, Duke Energy's Board of Directors authorized and directed management to execute the sale or disposition of substantially all of former DENA's
remaining assets and contracts outside the Midwestern United States and certain contractual positions related to the Midwestern assets The former DENA assets divested included:
+  Approximately 6,100 MW of power generation located primarily in the Western and Eastern United States, including all of the commedity contracts (primarily forward gas and power
contracts) related to these facilities,
- All remaining commodity contracts related to former DENA's Southeastern generation operations, which were substantially disposed of in 2004, and certain commodity contracts
related to former DENA's Midwestern power generation facilities, and
= Contracts related to former DENA's energy marketing and management activities, which include gas siorage and transportation, structured power and other contracts
The results of operations of former DENA's Western and Eastern United States generation assets, including related commodity contracts, certain contracts related to former DENA's
energy marketing and management activitics and certain general and administrative costs, are required to be classified as discontinued operations for current and prior periods in the

accompanying Consolidated Statements of Operations



Fable of Contents

PART I
DUKE ENERGY CORPORATION
Notes To Consdlidated Financial Statements—(Continued)

Management retained former DENA's Midwestern generation assets. consisting of approximately 3.600 MW of power generation, and certain contracts related to the Midwestern
generating facilities, as the merger with Cinergy provided a sustainable business model for those assets (see Note 2 for further details on the Cinergy merger) Accordingly, these assets do not
qualify for discontinued operations classification and remain in continuing operations as a component of the Commercial Power segment Also transferred to Commercial Power were the
remnants of former DENA's Southeastern generation operations, including related commodity contracts, which did not meet the requirements for discontinued operations classification due to
Duke Energy's conlinuing involvement with these operations In addition. management is continuing to wind down the limited remaining operations of DETM, the results of which will be
reported in Other's continuing operations until the wind down of the operations is complete

In connection with this exit plan, Duke Energy recognized pre-tax losses of approximately $1 1 billion in 2005 These losses principally related to:

+  The discontinuation of the normal purchase/normal sale exception for certain forward power and gas contracts (an approximate $1 9 billion pre-tax charge)

+  The reclassification of approximately $1 2 billion of pre-tax deferred net gains in AOCT for cash flow hedges of forecasted gas purchase and power sale transactions that will no

longer oceur as a result of the exit plan

»  Pre-tax impairments of approximately $0 2 billion to reduce the carrying value of the plants that were sold at their estimated fair value less cost to sell Fair value of the assels sold
'

wasestimated-baseduporr the sigredagreement-with- B5-Power s previowshy—<
+ Pre-tax losses of approximately $0 < billion as the result of selling certain gas transportation and structured contracts (as discussed further below), and
+  Pre-tax deferred gains in AOCI of approximately $0 2 billion refated to the discontinued cash flow hedges of forecasted gas purchase and power safe transactions, which were
recognized as the forecasted transactions occurred
As of the September 2005 exit announcement date, management anticipated that additional charges would be incurred refated to the exit plan, including termination costs for gas
transportation, storage, structured power and other contracts of approximately $600 million to $800 million, which included approximately $40 million to $60 million of severance, retention
and other transaction costs (see Note 12) Included in these amounts were the effects of former DENA's November 2005 agreement to sell substantially all of its commodity contracts related to
the Southeastern generation operations, which were substantially disposed of in 2004, certain commaodity contracts related to former DENA's Midwestern power generation {acilities, and
contracts related to former DENA's energy marketing and management activities Excluded from the contracts sold to Barclays were commodity contracts associated with the near-term value
of former DENA's West and Northeastern generation assets and with remaining gas transportation and structured power contracts. Approximately $470 million was incurred during the year
ended December 31, 2005, approximately $400 million of which was recognized in (Loss) Income From Discontinued Operations, net of tax
Among other things, the agreement with Barclays provided that all economic benefits and burdens under the contracts were transferred 1o Barclays Cash consideration paid to Barclays
amounted to approximately $100 million in 2005 and approximately $600 million in January 2006 Additionally, in January 2006 Barclays provided Duke Energy with cash equal to the net
cash collatera] posted by former DENA under the contracts of approximately $540 mllion The novation or assignment of physical power contracts was subject to FERC approval, which was

received in January 2006.
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14. Property, Plant and Equipment

Estimated December 31,
Useful Life 2007 2006
{(Years) (in millions)

Land — b 673§ 805
Plant—Regulated
: Elecifﬁé géﬁeraﬁbﬁ; diétfibuﬁbﬁ ,é'nﬂ;Irahsh}iléékioin,’(“,) 8 - 125 : Si,GOS : ©29.611

Natural gas transmission and distribution 12-60 1,436 12,380

Gathering and processing facilitiest® ' e — - 2,204

Other buildings and improvements® 25100 569 627
Bl e TR . . :

Electric generation, distribution and transmission(® 8~ 100 3923 3,623

Natural gas transmission and distribution : 1 4 68

Gnll}c;ing and pmccssing facililies’ ) 6 3 194
Other buildings and improvements™. g 10= 90 1777 2,479
Nuclear fuel — 864 890
Equ ipment(“) 3-33 633 954
Vehicles 5-33 64 14
Construction in process : ' e 3 . 2,712 2,257
Other(® 533 1,793 2,094
Total property; ‘plant and equipment. . : 46,056 58,330
Tota) accumulated depreciation—regulated™® (). (13,590) (15,538)
Total accumulated depreciation—unregulated®. (1,356) (1,345)
Total net property, plant and equipment(d) $ L1008 41,447

(a) Includes capitalized leases of approximately $183 million for 2007 and $165 million for 2006
(by Includes accumulated amortization of nuclear fuel: $485 million for 2007 and $341 million for 2006
(c) Includes accumulated amortization of capitalized leases: $38 million for 2007 and $33 million for 2006

(d) Approximately $15.6 billion of gross property, plant and equipment and $3 2 billion of accumulated depreciation was distributed from Duke Energy as part of the spin-off the natural gas

businesses on January 2, 2007

Capitalized interest, which includes the interest expense component of AFUDC, amounted te $71 million for 2007, $56 million for 2006, and $23 million [or 2003

15. Debt and Credit Facilities

Summary of Debt and Related Terms

December 31,

Weighted-
Average
Rate Year Due

Unsecured debt 6.9% 2008 2037
Secured debt 6 5% 2008 -~ 2017
Fifstaiid refunding mortgage bonds " G : 5.2% T TTI008 52032
Capital leases 5.5% 2008 - 2025
Other debt®. , pE 46% 2008 — 2041
Commercial paper®) 53%

Fairvalue hédgé carrying value adjustment
Unamortized debt discount and premium, net

Total debt(®)

Current maturities of long-term debt

Shari-term notes payable and commercial paper(® .

Total lang-term debt®

137

2007 2006

(in millions)
8 6801 % 14,504
589 1453
1507 1507
108 94
17444 1,875
1,042 751
28 43
(53) (54}
11,766 20,173
{1.526) (1.605)
(742) - (450)
k3 9.498 § 18,118




Table of Contents

PARTII
DUKE ENERGY CORPORATION
Notes To Consolidated Financial Statements—(Continued)

(a) Includes 51,569 million and $1,329 million of Duke Energy pollution control bonds as of December 31. 2007 and 2006, respectively As of December 31, 2007 and 2006, $361 million
and $408 million, respectively, was secured by first and refunding mortgage bonds and $344 million was secured by a letter of credit for both years

(b) Includes 300 million as of both December 31, 2007 and 2006 that was classified as Long-term Debt on the Consolidated Balance Sheets due to the existence of long-term credit facihties
which back-stop these commercial paper balances along with Duke Energy’s ability and intent to refinance these balances on a long-term basis The weighted-average days to maturity
were |7 days as of December 31, 2007 and 25 days as of Decernber 31, 2006

(¢} Asof December 31, 2007, $571 million of debt was denominated in Brazilian Reals As of December 31, 2006, $508 million of debt was denominated in Brazilian Reals and $3,820
miliion of debt was denominated in Canadian doilars

(d)  Weighted-average rates on outstanding short-term notes payable and commercial paper was 5 3% and 5 4% as of December 31, 2007 and December 31, 2006, respectively

(e) Approximately $8 6 billion of debt included on Duke Energy’s balance sheet at Decernber 31, 2006 was distributed from Duke Energy as part of the spin-off the natural gas businesses on
January 2, 2007

Unsecured Debt. At both December 31, 2007 and 2006, approximately $629 mallion of pollution control bonds and approximately $300 milhion of comnmercial paper, which are short~

term obligations by nature, were classified as Long-Tenm Debt on the Consolidated Balance Sheets due o Duke Enrergy's inient and ability 16 Ulilize SUch Bomowings 15 long- ey finameig:
Duke Energy's credit facilities with non-cancelable terms in excess of one year as of the balance sheet date give Duke Energy the ability to refinance these short-term obligations on a long-term
basis

In June 2007, Duke Energy Carolinas issued $500 million principal amount of 6 10%5 senior unsecured notes due June 1, 2037 The net proceeds from the issuance were used to redeem
commercial paper that was issued (o repay the putstanding $249 million 6 6% Insured Quarterly Senior Notes due 2022 on April 30, 2007, and approximately $110 million of convertible senior
notes discussed below The remainder was used for general corporate purposes

In November 2007, Duke Energy Carolinas issued $100 million in tax-exempt floating-rate bonds The bonds are structured as insured auction rate securities, subject to an auction
process every 35 days and bear a final maturity of 2040 The initial interest rate was set at 3 65% The bonds were issued through the North Carolina Capital Facilities Finance Agency o fund

a portion of the environmental eapital expenditures at the Belews Creek and Allen Steam Stations

In December 2007, Duke Energy Ohio issued $140 million in tax-exempt floating-rate bonds The bonds are structured as insured auction rate securities, subject to an auction process
every 35 days and bear a final maturity of 2041 The initial interest rate was set at 4.85% The bonds were issued through the Ohio Air Quality Development Authority to fund a portion of the
environmental capital expenditures at the Conesville, Stuart and Killen Generation Stations in Ohio

In November 2006, Union Gas Limited (Union Gas) issued 4 85% fixed-rate debenture bonds denominated in 125 million Canadian dollars (approximately $108 million U S dollar
equivalents as of the closing date) due 1n 2022 This debt was distributed from Duke Energy as part of the spin-off of the natural gas businesses on January 2, 2007 (see Note 1)

In October 2006, Duke Energy Carolinas issued $150 million in tax-exempt floating rate bonds. The bonds are structured as variable rate demand bonds, subject to weekly remarketing
and bear a {inal maturity of 2031 The initial interest rate was set at 3.72%. The bonds are supported by an irrevocable 3-year direct-pay letter of credit and were issued through the North
Carolina Capital Facilities Finance Agency to fund a portion of the environmental capital expenditures at the Marshall and Belews Creek Steam Stations

In September 2006, prior to the completion of the joint venture transaction of Crescent, as discussed in Note 2, the Crescent JV, Crescent and Crescent's subsidiaries borrowed
approximately $1 23 billion principal amount of debt. The net proceeds from the debt issuance of approximately $1 21 billion were recorded as a cash inflow within Financing Activities on the
Consolidated Statements of Cash Flows and were distributed to Duke Energy As a result of Duke Energy's deconsolidation of Crescent effective September 7, 2006, Crescent's outstanding
debt balance of $1,298 million was removed from Duke Enerpy's Consolidated Balance Sheets

In September 2006, Union Gas entered into a fixed-rate financing agreement denominated in 165 million Canadian dollars (approximately $148 million in U S dollar equivalents as of
the issuance date) due in 2036 with an interest rate of 5 4636 This debt was included in the spin-off of Spectra Energy on January 2, 2007 (see Note 1) This debit was distributed from Duke
Energy as part of the spin-off of the natural gas businesses on January 2, 2007

In August 2006, Duke Energy Kentucky issued approximately $77 million principal amount of floating rate tax-exempt notes due August t, 2027 Proceeds from the issuance were used
to refund a like amount of debt on September 1, 2006 then outstanding at Duke Energy Ohio Approximately $27 milhion of floating rate debt was swapped to a fixed rate concurrent with
closing

In June 2006, Duke Energy Indiana issued $325 million principal amount of 6 05% senior unsecured notes due June 15, 2016 Proceeds from the issuance were used to repay $325 million
of 6 65% First Mortgage Bonds that matured on June 15, 2006
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Comvertible Senior Notes. In May 2003, Duke Energy issued approximately $770 million of 1 73% convertible senior notes that were convertible into Duke Energy common stock at a
premium of 40% above the May 1, 2003 closing common stock market price of $16 85 per share The conversion of these senior notes into shares of Duke Energy common stock was
contingent upon the occurrence of certain events during speeified periods These events included whether the price of Duke Energy common stock reached specified thresholds, the credit rating
of Duke Energy lell below certain thresholds, the convertible notes were called for redemption by Duke Energy, or specified transactions had occurred. In addition (o the aforementioned events
that could trigger early redemption, holders of the senior notes could require Duke Energy to purchase all or a portion of their senior notes for cash on May 15, 2007, May 15, 2012, and
May 13, 2017. at a price equal to the principal amount of the senior notes plus accrued interest, if any Additionally, Duke Energy could redeem, for cash, all or a portion of the senior notes at
any time on or after May 20, 2007, at a price equal to the sum of the issue price plus accrued interest, if any, on the redemption date

During 2006, as a result of the market price of Duke Energy common stock achieving a specified 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 of approximately $632 million of convertible senior notes At December 31, 2006, unsecured debt
tncluded approximately §110 million of these convertible senior notes, which were potentially convertible into approximately 4 7 million shares of common stock and included as outstanding
shares in the diluted EPS calculation (see Note 19)

On May T3, 72007, pursuant 1o the lerms of Uie debi apreement, substantially all ol (he holders of The DUKE ERergy converible Senior iotes Tequired-Duke Enerpy W repurchase the
balance then outstanding at a price equal to 10096 of the principal amount plus accrued interest In May 2007, Duke Energy repurchased approximately $110 million of the convertible senior
notes. At December 31, 2007, all convertible senior notes had been redeemed

In connection with the spin-off of Spectra Energy on January 2, 2007 (see Note 1), Duke Energy distributed approximately 2 million shares of Spectra Energy common stock to the
holders of the convertible senior notes pussuant to the antidilution provisions of the indenture agreement, resulting in a pre-tax charge of approximately $21 million during the three months
ended March 31, 2007, which is recorded in Other Income and Expenses, net in the Consolidated Statements of Operations

Secured Debt. In January 2008, Duke Energy Carolinas issued $900 million principal amount of mortgage refunding bonds, of which $400 million carries an interest rate of § 23% due
January 15, 2018 and $500 million carries an interest rate of 6 00% and matures January 15, 2038 Proceeds from the issuance will be used to fund capital expenditures and {or general
corporate purposes, including the repayment of commereial paper

Accounts Receivable Securitization. Duke Energy securitizes certain accounts receivable through Duke Energy Receivables Finance Company, LLC (DERF), a bankruptey remote,
special purpose subsidiary DERF is a wholly owned limited liability company with a separate legal existence from its parent, and its assets are not intended to be generally available to
creditors of Duke Energy. As a result of the securitization, on a daily basis Duke Energy sells certain accounts receivable, arising from the sale of electricity and/or related services as part of
Duke Energy's franchised electric business, to DERF In order to fund its purchases of accounts receivable, DERF has a $300 million secured credit facility with a commercial paper conduit
administered by Citicorp North Amertca, Inc, which terminates in September 2009 The credit facility and related securitization documentation contain several covenants, including covenants
with respect to the accounts receivable held by DERF, as well as a covenant requiring that the ratio of Duke Energy consolidated indebtedness to Duke Energy consolidated capitalization not
exceed 65% As of December 31, 2007 and 2006, the interest rate associated with the credit facility, which is based on commercial paper rates, was 5 3% and 5 8%, respectively, and $300
million was autstanding under the credit facility as of both dates The securitization transaction was not structured to meet the criteria for sale treatment under SFAS No 140, "dcconnting for
Transfers and Sevvicing of Financial Assets and Extinguishments of Liabilities," and accordingly is reflected as a secured borrowing in the Consolidated Balance Sheets. As of December 31,
2007 and 2006, the $300 million outstanding balance of the credit facility was secured by approximately $532 million and $476 million, respectively, of accounts receivable held by DERF
The obligations of DERF under the credit facility are non-recourse to Duke Energy

Other Assets Pledged as Collateral. As of December 31, 2007, substantially all of U S Franchised Electric and Gas' efectric plant i service is mortgaged under the indenture relating to
Duke Energy Carolinas', Duke Energy Ohio’s and Duke Energy Indiana's various series of first and refunding morigage bonds

Floating Rate Debt, Unsecured debt, secured debt and other debt included approximately $2 4 billion and $2 7 billion of floating-rate debt as of Decernber 31, 2007 and 2006,
respectively, which excludes approsimately $571 million and $500 million of Brazilian
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debt at December 31, 2007 and 2006, respectively. that is indexed annually to Brazilian inflation Floating-rate debt is primarily based on commercial paper rates or a spread relative to an
index such as a London Interbank Offered Rate for debt denominated in U S dollars. As of December 31, 2007 and 2006, the average interest rate associated with floating-rate debt was
approximately 4 9% and 4 8%, respectively

At December 31, 2006, Other debt included approximately $326 million of notes payable related to Cinergy's Trust Preferred Securities (see Note 223, which matured and was repaid in
full in February 2007 The entire outstanding balance of the debt was classified within Current Maturities of Long-term Debt on the Consolidated Balance Sheets at December 31, 2006

Matarities, Call Options and Acceleration Clauses.

Annual Maturities as of December 31, 2007

2009
2010
2011
202

Thereafter

Total lahg-term debt. including current maturities™ ' ; : i S w : G : §011,024

(a) Excludes short-term notes payable and commercial paper of $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 of future cash repayments could be
materially different than the above as a result of Duke Energy's ability to repay these obligations prior to their scheduled maturity

Duke Energy may be required to repay certain debt should the credit ratings at Duke Energy Carolinas fall to a cenain level at Standard & Poor's (S&P) or Moody's Investors Service
(Moody's). As of December 31, 2007, Duke Energy had $10 million of senior unsecured notes which mature serially through 2012 that may be required to be repaid if Duke Energy's senior
unsecured debt ratings fall below BBB- at S&P or Baa3 at Moody's, and $21 million of senior unsecured notes which mature serially through 2016 that may be required to be repaid if Duke
Energy's senior unsecured debt ratings fall below BBB at S&P or Baa2 at Moody's As of February 1, 2008, Duke Energy Carolinas' senior unsecured credit rating was A- at S&P and Baa2 at
Moody's

Available Credit Facilities and Restrictive Debt Covenants. During the yeor ended December 31, 2007, Duke Energy's consolidated credit capacity decreased by approximately $1,468
million as a result of the spin-off of the natural gas businesses on January 2, 2007 In June 2007, Duke Energy closed on the syndication of an amended and restated credit facility, replacing the
existing credit facilities totaling $2 63 billion with a 5-year, $2 63 billion master credit facility See table below for the borrowing sub limits for specific Duke Energy entities Concurrent with
the syndication of the master credit facility, Duke Encrgy established a new $1 5 billion commercial paper program at Duke Energy and terminated Cinergy's previously existing commercial
paper program In addition, the commercial paper program at Duke Energy Carolinas was increased from $650 million to $700 million

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the credit facilities

Duke Energy's debt and credit agreements contain various financial and other covenants Failure to meet those covenants beyond applicable grace periods could result in accelerated due
dates and/or termination of the agreements As of December 31, 2007, Duke Energy was in compliance with those covenants. In addition, some credit agreements may allow for acceleration of’
payments or termination of the agreements due to nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its subsidiaries None of the debt or credit
agreements contain material adverse change clauses
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Credit Facilities Summary as of December 31, 2007 (in millions)

Credit
Facilities Commiercial Letters of
Expiration Date Capacity Paper Credit Total
Duke Energy Corporation R : : i
$2,650 multi-year syndicated @ ®). (2 June 2012 § 2,650 $ 579 % 32 5 611
Dike Energy Crolinas, LLC i+ L 4507 7 el
Total® $ 2,650 % 1,029 § 39 5 1,068
Cre 0] o owing borrowing up to the full amount of the facility on the day of initial expiration for up to one vear.

(by Credit facility contains a covenant requiring the debt-to-total capitalization ratio to not exceed 65% for each borrower
() Contains $850 million sub Lmit for Duke Energy, $800 million sub limit for Duke Encrgy Carolinas, $500 million sub hmit for Duke Energy Ohio, $400 million sub limit for Duke
Energy Indiana and a $100 million sub limit for Duke Energy Kentucky, Inc
(d) This summary excludes certain demand facilities and committed facilities that are immaterial 1n size or which generally support very specific requirements
Other Loans. During 2007 and 2006, Duke Energy had loans outstanding against the cash surrender value of the life insurance policies that it owns on the lives of its executives The
amounits outstanding were $367 million as of December 31, 2007 and $394 mitlion as of December 31, 2006 The amounts outstanding were carried as a reduction of the related cash surrender
value that is included in Other Assets on the Consolidated Balance Sheets

16. Preferred and Preference Stock at Duke Energy

As of Decemnber 31, 2007 and 2006, there were <4 million authorized shares of preferred stock, par value $0.001 per share, with no such preferred shares outstanding

Preferred and Preference Stock of Duke Energy's Subsidiaries. In connection with the Westcoast Energy, Inc (Westcoast) acquisition in 2002, Duke Energy assumed approximately
$411 million of authorized and issued redeemable preferred and preference shares at Westcoast and Union Gas. Since these preferred and preference shares were redeemable at the option of
holder, as well as Westcoast and Union Gas, these preferred and preference shares did not meet the definition of a mandatorily redeemable instrument under SFAS No 150, "Accounting for
Certain Financial Instruments with Characteristics of both Liabilities and Equity " As such, these preferred and preference shares were considered contingently redeemable shares and the
balance of approximately $225 million was included in Minority Interests on the Consolidated Balance Sheets at December 31, 2006. The obligation associated with these preferred and
preference shares was transferred to Spectra Energy in connection with the spin-off of the natural gas businesses on January 2, 2007

Additionally, in May 2006, Duke Energy redeemed. at par plus accrued and unpaid dividends, approximately $11 million of authorized and issued Duke Energy Indiana preferred stock,
which had been acquired by Duke Energy in connection with the Cinergy merger in April 2006

17. Commitments and Contingencies

General Insurance

Duke Enerpy carries insurance and reinsurance coverages either directly or through its captive insurance company, Bison, and its a{filiates. consistent with companies engaged in similar
cormmercial operations with similar type properties. Duke Energy’s insurance coverage includes (1) commercial general public liability insurance for liabilities arising to third parties for bodily
injury and property damage resulting from Duke Energy's operations; (2) workers' compensation lability coverage to required statutory limits; (3) automobile linbility insurance for all owned,
non-owned and hired vehicles covering labilities to third parties for bodily injury and property damage, (4) insurance policies in support of the indemnification provisions of Duke Energy's by-
laws and (5) property insurance covering the replacement value of all real and personal property damage, excluding electric transmission and distribution lines, including damages arising from
boiler and machinery breakdowns, earthquake, flood damage and extra expense All coverages are subject to certain deductibles, terms and conditions common for companies with similar
types of operations

£
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In 2006, Bison was a member of Oil Insurance Limited (OIL) and sEnergy Insurance Limited (sEnergy), which provided property and business interruption reinsurance coverage
respectively for Duke Energy's non-nuclear facilities Duke Energy accounts for these memberships under the cost method, as it did not have the ability to exert significant influence over these
investments Bison terminated its membership in OIL effective December 31, 2006 and paid a withdrawal premium during 2007 os a sesult of this decision sEnergy ceased insuring events
subsequent to May 15, 2006 and is currently winding down its operattons and settling 1ts outstanding claims. Bison will continue to pay additional premiums to sEnergy as it settles its
outstanding claims during its wind-down; however. Duke Energy does not anticipate that the payments associated with the settlement of these outstanding claims will have a material impacton
its consolidated results of operations, cash {lows or financial position

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

The cost of Duke Enerpy’s general insurance coverages continued to {luctuate over the past year reflecting the changing conditions of the insurance markets

Nuclear Insurance

PukeEnerpy-owns-and-operates-the-feGir cand-Seonee-Nuctear-Stat

Nuclear Stations have twa nuclear reactors cach and Oconcee has three Nuclear insurance includes: liability coverage; property, decontamination and premature decommissioning coverage; and

9 & ATt S % Gysayges z3

business interruption and/or extra expense coverage The other joint owners of the Catawba Nuclear Station reimburse Duke Energy for certain expenses associated with nuclear insurance
premiums The Price-Anderson Act requires Duke Energy to insure against public lability claims resulting from nuclear incidents to the full limit of liability, approximately $10 8 billion

Primary Liability Insurance Duke Energy has purchased the maximum available private primary liability insurance as required by law, which is $300 million

Excess Liability Program. This progrem currently provides approximately $10 5 billion of coverage through the Price-Anderson Act’s mandatory industry-wide excess secondary
financial protection program of risk pooling The $10 5 billion is the sum of the current potential cumulative retrospective premium assessments of $101 million per licensed commercial
nuclear reactor This would be increased by $101 million for each additional commercial nuclear reactor licensed, or reduced by $101 million for nuclear reactors no longer operational and
may be exempted from the risk pooling program Under this program. licensees could be assessed retrospective premiums to compensate for public liability damages in the event of a nuclear
incident at any licensed facility in the U S If such an incident should occur and public liability damages exceed primary liability insurance, licensees may be assessed up to $101 million for
each of their licensed reactors. payable at a rate not to exceed $15 million a year per licensed reactor for each incident. The assessment and rate are subject to indexing for inflation and may be
subject to state premium taxes

Duke Energy is o member of Nuclear Electric Insurance Limited (NEIL), which provides property and accidental outage insurance coverage for Duke Energy's nuclear facilities under
three policy programs:

Primarv Propertv Insurance. This policy provides $500 million of primary property damage coverage for each of Duke Energy's nuclear facilities

Excess Property Insurance. This policy provides excess property, decontamination and decommissioning Hability insurance: $2.25 billion for the Catawba Nuclear Station and $1 0
billion each for the Oconee and McGuire Nuclear Stations. The Oconee and McGuire Nuclear Stations also share an additional $1 0 billion insurance limit above this excess This shared limit
is not subject to reinstatement in the event of a loss

Accidental Outage Insurance. This policy provides business interruption and/or extra expense coverage resulting from an accidental outage of a nuclear unit. Each McGuire and Catawba
unit is insured for up to $3 5 million per week, and the Oconee units are insured for up to $2.8 million per week Caverage amounts decling if more than one unit is involved in an accidental
outage Initial coverage begins after a 12-week deductible period for Catawba and a 26-week deductible period for McGuire and Oconee and continues at 100% for 52 weeks and 80% for the
next 110 weeks The McGuire and Catawba policy limit is $490 million and the Oconee policy limit is $392 million
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In the event of large industry losses, NEIL's Board of Directors may assess Duke Energy for amounts up to 10 times its annual premiums The current potential maximum assessments
are: Primary Property Insurance—$38 million, Excess Property Insurance—$43 million and Accidental Outage Insurance—$22 million

Pursuant to regulations of the NRC, each company's property damage insurance policies provide that all proceeds from such insurance be applied, first, to place the plant in a safe and
stable condition after an accident, and second, to decontaminate before any proceeds can be used for decommissioning, plant repair or restoration

In the event of a loss, the amount of insurance available might not be adequate 1o cover property damage and other expenses incurred Uninsured losses and other expenses, to the extent
not recovered by other sources, could have a material adverse effect on Duke Energy's results of operations, cash flows or financial position

The maximum assessment amounts include 1009 of Duke Energy's potential obligation to NEIL for the Catawba Nuclear Station. However, the other joint owners of the Catawba
Nuclear Station are obligated to assume their pro rata share of Hability for retrospective premiums and other premium assessments resulting from the Price-Anderson Act's excess secondary

financial protection program of risk pooling. or the NEIL policies

Environmental

Puke Enerpy-issubjecr o-inernatorat-federat-stre-amd-tocat reguttions-regarding-wir-amd-water-quatity;-hazardous-and-sotd-waste-disposat-and-other-envirommentab-matters-Fhese
regulations can be changed from time to time, imposing new obligations on Duke Energy

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

Clean Water Act 316(b). The U S Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in July 2004 The rule established aquatic protection
requirements for existing facilities that withdraw 50 million gatlons or more of water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other U S waters for cooling purposes
Fourteen of the 23 coal and nucicar-fueled generating facilities in which Duke Energy is either a whole or partial owner are affected sources under that rule On January 25, 2007, the U S
Court of Appeals for the 