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~~~~~~~~ ~~~~~~~~~~~ For instance, investing 
in fossil fuels to produce electricity is desired 
by some because they are affordable and reliable, 
but they also produce environmental emissions. 
Renewable fuels have little or no emissions, 
but they also are not yet as affordable or reliable 
as fossil fuels. Additionally, we must balance 
customer needs for affordable, reliable and 
cleaner energy with investor needs for competitive 
returns on their invested capital. In this year’s 
report, we will show you how we balance these 
trade-offs to generate sustainable growth that 
benefits all of our stakeholders. 
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F B N w N c I AL H B G H b .I G N TS'"."' 

(In millions, except per-share amounts) 2009 zoo8 2007 2006 2005 

Statement of Operations 
Total operating revenues $12,731 $13,207 $12,720 $10,607 $6,906 
Total operating expenses 10,518 10,765 10,222 9,210 5,586 

201 191 Gains on sales of investments in commercial and multi-family real estate - - - 
Gains (losses) on sales of other assets and other, net 36 69 (5) 223 (55) 
Operating income 2,249 2,511 2,493 1,821 1,456 
Total other income and expenses 333 121 428 354 217 
Interest expense 751 741 685 632 381 
Income from continuing operations before income taxes 1,831 1,891 2,236 1,543 1,292 
Income tax exDense from continuing ooerations 758 616 712 450 375 
Income from continuing operations 1,073 1,275 1,524 1,093 917 

Income before cumulative effect of change in accounting principle 

Cumulative effect of change in accounting principle, 

Income (loss) from discontinued operations, net of tax 12 16 (22) 783 935 

and extraordinary items 1,085 1,291 1,502 1,876 1,852 

(4) 

Net income 1,085 1,358 1,502 1,876 1,848 
1 2  

Net income (loss) attributable to noncontrollinr! interests 10 (4) 2 13 24 

net of tax and noncontrolling interest __ - - - 
- - - 67 Extraordinary items, net of tax 

Dividends and premiums on redemption of preferred and preference stock 

- 

- - - - 

Net income attributable to Duke Enera' Corooration $ 1.075 $ 1,362 $ 1,500 $ 1.863 $ 1.812 

Ratio o f  Earnings to Fixed Charges 3.0 3.4 3 7  2 6  2.4 
Common Stock Data 
Shares of common stock outstanding IC) 

I Year-end 1,309 1,272 1,262 1,257 928 
Weighted average-basic 1,293 1,265 1,260 1,170 934 
Weighted average-diluted 1,294 1,267 1,265 1,188 970 

Income from continuing operations attributable to Duke Energy Corporation 
common shareholders 

Basic $ 0.82 $ 1.01 $ 1 2 1  $ 0 9 2  $ 0 9 4  
Diluted 0.82 1 0 1  1 2 0  0 91 0 92 

Income (loss) from discontinued operations attributable to 
Duke Energy Corporation common shareholders 

Basic 5 0.01 $ 0 0 2  $ (002) 5 0 6 7  $ 100 
Diluted 0.01 0 01 (0 02) 0 66 0.96 

Earnings per share (before cumulative effect of change 
in accounting principle and extraordinary items) 

Basic $ 0.83 $ 1 0 3  $ 1 1 9  $ 1 5 9  $ 1.94 
Diluted 0.83 1 02 1 1 8  1 5 7  1.88 

Basic $ - -  $ 0 0 5  $ - $ -  $ - -  
Diluted - 0 05 - 

Basic 5 0.83 $ 1.08 $ 1 1 9  $ 1.59 $ 1 9 4  
Diluted 0.83 1.07 1.18 1.57 1 8 8  

Dividends per share Id) 0.94 0 90 0 86 1 2 6  1 1 7  
Balance Sheet 
Total assets $57,040 $53,077 $49,686 $68,700 $54,723 
Long-term debt including capitzl leases, less current maturities $16,113 $13,250 $ 9,498 $18,118 $14,547 

(a) Slgnificant transactions reflected in the resulls above indude: 2004 impairment of goodwill and other assets (see Note 11 b the Consolidated Financial Statements, "Goodwili and 
Intangible Assets"), 2007 spinoff of the natural gas businesses (see Note I to he Consolidated nnancial Statements. 'Summary of Significant Accounting Policies"), 2W6 merger wilh 
Cinergy, 2006 Crescent joint venlure Iramaction and subsequent deconsoiidation effective Sept 7, 2006, 2005 DENA disposition, 2005 deconralidation of DCP Midstream effecteclive 
Juiy 1. 2005, and 2005 Duke Enerty Fieid Servim, LLC IDEFS) sale of Texas Eastern Products Pipeline Company, LLC ITEPPCO). 

lb) Periods prior.lo 2009 have been recast Io reflect the adoption of the noncontrnlling inkrest presenlation provisions of Accounting Standards Codincation 810 - Consolidation, which was 
adopled by Duke Energ, effective Jan. 1. 2009 

Id 2006 increase primarily attributable to issuance of appmxlmaleiy 313 million shares in connection with Duke Erie@ merger with Chew" 
Id) 2007 decrease due to the spinolf of the natural gas businesses to shareholders on Jan 2, 21007, as dividands subsequent to the spinoff were split pmpxtionateiy between Duke Enerw 

See Notes to Consoiidated Financial Sblernenb in Duke Energ-y's 2009 Form 10-K 

Earnings per share (from extraordinary items) 

- __ 
Net income attributable to Duke Energy Corporation common shareholders 

, 
and Speclra Energy, such that !he sum of the dividends of the two sland-alone companies approximated the former lob1 dividend of Duke Energy prior to the spinoff. 
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TO STAKEHOLDERS 

J A M E S  E. R O G E R S  
Chairman, President and 

Chief Executive Officer 

Dear fellow investors, customers, employees and all others who have a vested interest in our 
success - including our partners, suppliers, policymakers, regulators and communities: 

Flipping a light switch is simple. Our mission of providing our customers 
with affordable, reliable and cleaner energy, 24/7, is not. 

Our industry is capital-intensive. Our assets are built to last for decades to 
meet the long-term needs of our customers. We must make billion-dollar investment 
decisions today to build large-scale plants that will operate half a century or more. 
Today’s uncertainties around new environmental regulations and climate change 
legislation make these decisions even more difficult. 

We expect Congress or the U S. Environmental Protection 8 ~~~~,~~~~~~~ ACT 
We must act today to ensure an affordable, reliable and 
cleaner supply of energy for our customers in the future. 
Between 2010 and 2012, we expect io invest between 

generation, transmission and distribution system, maintain 
oLlr existing facilities, and sustain earnings and cash flow 
from our commercial businesses. As we work to achieve 
constructive regulatory recovery of our investments and 
earn fair returns on capital, we will strive to smooth 
out and reduce the impact of future rate increases on 
our customers. 

Agency (EPA) to regulate carbon emissions as early as 201 1. 
We also expect an onslaught of new environmental regulations 
on coal - not only for carbon emiss ip ,  but also for hazardous 

taintop removal and water discharge. These new rules could 
require us to retrofit or retire thousands of megawatts (MW) of 
coal-fired generation, beyond what we were already planning. 

our stakeholders, bring our expertise to bear on critical political, 
economic and environmental issues, and stay focused on 
our mission. Engaging constructively in a dialogue will help 
protect the interests of both our customers and our investors. 

air pollutants, ash ponds, the production of coal from moun- $14 billion and $15 bi l l ion to modernize our aging regulated 

We make the best decisions when we listen carefully to 

.. . _. . 
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L E T T E R  T O  S T A K E H O L D E R S  ~CONTINUED) 

Our strategies are clear: 

improve reliability, create new jobs and reduce our 
environmental impact. 

a Modernize our facilities to repower the regions we serve, 

E Execute on a new regulatory model for energy efficiency 
to help our customers save money and make the 
communities we serve more energy efficient 

rn Keep our commercial businesses profitable and 
focused on earning solid economic returns. 

1 Engage on the front lines of the climate change, 
energy and environmental debates to help protect 
the interests of our stakeholders, especially our 
customers and investon 

The table on pages 2 and 3 of this report summarizes 
our strategic initiatives, which I discuss in greater detail 
below. Some of these are early-stage initiatives designed to 
create options, such as our ongoing efforts to expand energy 

of what happens, such as modernizing our generation fleet 
and our grid, and expanding our renewable energy portfolio. 

Finally, other initiatives, such as our proposed nuclear 
plant projects, have a longer time frame. To succeed in 
these efforts, we must be alert to changes that may require 
course adjustments. 

I’ . efficiency. Some remain central to our strategy regardless 
’ . 

2009 RESULTS 
Last year was difficult for both our customers and our 
industry On a weather-normalized basis, our customers‘ 
demand for power was down approximately 4 percent, 
primarily due to declines in manufacturing load Cooler 
summers in both the Midwest and the Southeast also 
reduced electricity demand 

We can’t control the economy or the weather, so 
throughout the year, we focused on what we could control 
We aggressively managed our costs - reducing our 
planned operating and maintenance expenses by more 
than $150 million, exceeding our $100 million target 

Our regulated operations also maintained high 
operational performance Our nuclear fleet had one of the 
best years in its history, and our fossil plants had their best 
year for availability and reliability in 10 years 

Our commercial businesses include our growing 
renewable energy portfolio, our international assets in Latin 
Amenca, our competitive fossil generation and retail sales 
business in Ohio, and our natural gas generation in the 

Midwest. Last year, in total, our commercial businesses 
increased both earnings and cash flows. 

In our renewables business, we added just over 360 MW 
of wind power and ended 2 0 0 9  with approximately 7 3 5  MW 
in commercial operation. In Latin America, our 4,000 MW 
of highly contracted hydroelectric and gas plants generated 
strong cash flows and earnings. 

In Ohio, the recession drove down wholesale power 
prices, and competitors set out to undercut our locked-in 
rates. We met this challenge by launching a strategy to 
attract customers seeking competitive suppliers with our 
own competitive retail supplier, Duke Energy Retail Sales. 
As you would expect, this required us to reduce our margins 
in order to retain some of our customers. In 2010, we will 
continue our efforts to mitigate customer switching, as 
well as position and maximize the value of our Ohio and 
Midwest businesses in the wholesale generation market. 

With our sizable investments to modernize our energy 
infrastructure, capital is our lifeblood. Thanks to our strong 
balance sheet, we had remarkable access to the capital 
markets. We issued $3.75 billion of fixed-rate debt at an 
average 5.2 percent interest rate in 2009 Over the past 
two years, we issued more than $7 billion of fixed-rate 
debt a t  favorable rates and terms, and $ 6 0 0  million of equity 
through our dividend reinvestment plan (DRIP) and other 
internal plans. At year-end, our debt to total capitalization 
ratio was 44 percent, and we maintained our investment- 
grade corporate credit ratings. . 

Due to our employees’ extraordinary efforts last year, 
we exceeded our 2009 empl6yee incentive target by 
2 cents, earning $1 22 per share on an adjusted diluted 
basis. Reported diluted earnings per share (EPS) were 
83  cents for 2009. 

Our total shareholder return - the change in stock 
price plus dividends -was up 22 percent for the year. 
That compares favorably with the Philadelphia Utility Index 
(made up of 20 peer companies, including Duke Energy), 
which was up only 1 0  percent in 2009. Over the past 
three years, Duke Energy has achieved a positive 4 percent 
shareholder return, while the utility index dropped nearly 
5 percent. 

Even though our adjusted earnings have been essentially 
flat over the last three years, we grew our dividend an average 
of approximately$ percent each year during this period. 

The one area where w e  didn’t meet expectations is 
employee and contractor safety” After a fatality-free 2008, 
we suffered three contractor deaths in 2009. This reminds 
IJS of the hazards involved in bringing energy to millions of 

$ 
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COMPARISON OF 2009 TOTAL. SHAREHOLDER RETURN 
(12 months ended Dec 31, 2009) 

DUKEENERGY PHiLADELPHlA STOCK S&P 500 
CORPORATION MCHANGE UTILITY INDM 

SECTOR I N D M  

Our total shareholder return - the change in stock price plus dividends - was up  22 percent for ;he year. That 
compares favorably with the Philadelphia Utility lndex (made up o f 2 0  peer companies, including Duke Energy), 

which was up only 1 0  percent in 2009 Over the past three years, Duke Energy has achieved a positive 
4 percent shareholder return, while the uiility index dropped nearly 5 percent 

i ' 
people. Even though our injury rate trended to the lowest it's 
ever been, any injuries or fatalities are unacceptable. I have 
challenged all of our employees and contractors to redouble 
their efforts in this area. 

For the fourth year in  a row, Duke Energy was named 
to the Dow Jones Sustainability Index for North American 
companies in the electric utility sector. Early in 2010, 
Corporate Knights magazine named us one of the 100 most 
sustainable companies in the world And, in March 2010, 
we were named one of the 100 Best Corporate Citizens for 
the second consecutive year by Corporate Responsibility 
(CR) magazine. 

I invite you to review our 2009 I2010 Sustainability 
Report, available on www.duke-energy.com, to learn more 
about our commitment to do business in ways that are good 
for people, the planet and profits. 

2010 OUTLQliQi 
In the latter half of 2009,  it seemed that the economy might 
be stabilizing. However, with double-digit unemployment in 
several of our jurisdictions, we expect economic growth for 
the next few years to be anemic. Our 2009 year-end results 
and our current economic projections lead US to a 2010 
earnings outlook range of $1.25 to $1.30 EPS on an adjusted 
diluted basis.'This range puts us on track to grow long-term 
adjusted diluted EPS at a compound annual growth rate of 
4 to 6 percent, from a 2009 base year. 

In 2010, we will need to fund about $3.5 billion to 
complete our construction programs and address the negative 
cash flow impacts of the ongoing economic downturn. 
Externally, we expect to issue approximately $2.3 billion in 
new debt securities and raise approximately $400 million of 
new equity through our DRIP and other internal stock plans. 
The remainder will come from the utilization of cash we real- 
ized from prefunding some of our 2010 financing needs in 
2009. The equity we plan to issue will help maintain our 
strong balance sheet. 

slower rate than our growth in earnings. Over time, our 
payout ratio will trend downward to levels more consistent 
with our industry peers. Subject to board approval, we 
estimate a 2 percent dividend increase in  2010. 

We are committed to growing the dividend, but at a 

IS TME ENERGY W E  PROVIDE AFFORDABLE? 
The first question we ask when we consider making a 
long- ten investment to achieve our mission is: Will if 
provide affordable energy for our customers? Given our 
long lead times for construction, we must consider both 
present and future affordability. 

We are investing today in more efficient coal-fired 
plants and other technologies to maintain the fuel flexibility 
of our generation fleet This will help ta mitigate the impact 
of future price spikes for any one fuel, and smooth out 
customer bills. Replacing some of our oldest coal-fired 

DLJKE ENERGY CORPORATION I2009 ANNUAL REPORT 7 
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LESTER T O  S T A K E H O L D E R S  (CONTINUED) 

plants with new, efficient and lower-emitting coal units 
makes economic sense because of our nation's vast supply 
of affordable and reliable coal 

Our 825 -MW Cliffside advanced coal project in North 
Carolina is about 55 percent complete. We call this a 
"bridge plant" because when the new advanced-technology 
generating unit is finished in 2012, it will begin to replace 
a total of 1,000 MW of older, higher-emitting coal units, 
which we will retire from service. 

In Indiana, our 630-MW Edwardsport integrated 
gasification combined-cycle plant is about 50 percent 
complete. This is one of the cleanest, largest and most 
advanced coal gasification projects in the world. When 
completed in 2012,  it will replace 160 MW of older and 
higher-emitting generation that is more than half a century 
old. We are investing $17 million to study carbon capture at 
the site. We are also proposing to spend $42 million for the 
Rrst phase of site selection and characterization studies for 
the permanent underground storage of up to 60 percent of 
the plant's carbon dioxide KO,) emissions. 

Additionally, we are building two very efficient 620-MW 
combined-cycle natural gas-fired plants at two existing coal- 
fired power plant sites in North Carolina. When completed 
in 2 0 1 1  and 2012 ,  these cleaner-burning units will leverage 
our ability to use growing supplies of domestic natural gas. 
They will also enable the retirement of about 250 MW of older 
coal-fired units as part of the 1,000 MW referenced above. 

Another component of our modernization strategy 
includes investments in a more efficient electric grid to 
improve future reliability and to promote e n d u e  energy 
efficiency. I will discuss more abOlJt that below. 

Constructive capital recovery 
As a regulated utility, our only vehicle for earning on 

our plant and grid investments is the recovery of capital and 
earning a return on equity that regulators allow through our 
electric rates. The rate settlements we reached last year with 
nearly all of the parties in four of our five jurisdictions are 
prime examples of our work to achieve constructive regulatory 
outcomes for our customers and investors alike. We also 
successfu,lly continued the ongoing construction work in 
progress (CWIP) recovery of financing costs for our Edwardsport 
cleaner-coal project in Indiana. 

Given the state of the economy, it's not easy asking for 
rate increases. But keep in mind, in the Carolinas alone, we 
have not raised our nonfuel base rates in those states since 
1991, and our rates remain competitive for our customers'and 
for the communities we serve. For instance, in North Carolina, 

i I.. 
,! , ~ .  
i 

if our rates had kept up with inflation, our 1991 residential 
base rate of 7.1 cents per kilowatt-hour (kWh) would be 
nearly 11.2 cents per kWh today With the recently approved 
rate increase, the average residential customer will pay about 
9 2 cents per kWh, well below the national average of nearly 
11.8 cents per kWh for residential customers 

To be able to provide customers with affordable power, 
we must seek and obtain constructive regulatory solutions 
in all five of our state jurisdictions. As we are granted timely 
recovery of our construction costs and expenses, and fair 
returns on our equity capital, we will be able to raise new 
capital at competitive and fair costs Our regulatory framework 
to expand energy efficiency will also help to reduce energy 
costs, while earning fair returns for our investors. 

New parinerships to advance affordable power 

affordable coal technologies, we are sharing research and 
experience with US. partners, such as the Electric Power 
Research Institute (EPRI), an independent, nonprofit 
organization of scientists, engineers and other electricity 
experts from around the world. 

Last year, we entered into agreements with China's 
Huaneng Group and EMN Group, two of the nation's largest 
energy providers. We will work jointly to develop an array 
of clean energy technologies, not only carbon capture and 
storage, but also renewable energy, smart grid and battery 
storage Like the United States, China has enormous coal 
reserves and huge potential for the permanent underground 
storage of CO,. These ventures, along with our EPRl 
collaboration, will allow LIS to scale up and commercialize 
new technologies more rapidly, and at less cost. 

Nuclear is the only baseload generation that has zero 
greenhouse gas emissions. We continue to pursue plans, 
including potential regional partnerships, to develop a new 
2,234-MW nuclear power plant, the William States Lee 111 
Nuclear Station, in Cherokee County, S.C. If approved, the 
plant could come on line in  the 2021 time frame. 

Bringing new nuclear energy capacity to the M i d w k t  
will help diversify h a t  region's dependence on coal. Last year, 
we created the Southem Ohio Clean Energy Park Alliance 
to explore development of a nuclear power plant at a US. 
Department of Energy site in southern Ohio. 

economic and policy goals, and maintain our strategic 
flexibility. However, we will proceed with these projects only 
if we can be assured of constructive rules that allow us to 
recover our costs and earn fair retums. 

To accelerate the development of cleaner and more 

Both nuclear ventures will help us achieve important 
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IS THE ENERGY WE PROVIDE RELIABLE? Today's analog meters give us just 12 data points per 
year - the after-the-fact monthly usage, which generates the 
monthly bill., Smart meters will provide us and our customers 
more than 9,000 data points every year. Armed with this 
new information, we will be able to make more accurate 
load forecasts and reduce our costs by better balancing supply 
and demand. But that's only the beginning of the story. ' 

we'll knew sooner when and where power outages occur. 
We'll be able to remotely identify trouble spots and restore 
service faster. In some rases, power outages will be avoided 
altogether due to the smart grid,s 
Intelligent sensors and switches will automatically identify, 
isolate and "cure" power line problems. Today, we know 
that service is disrupted only when a customer calls to 
report the outage. 

The next question we ask in meeting our mission is: Wi// 
the investments we make deliver reliable energy? Reliability 
depends on how electricity is delivered. Modernizing our 
transmission and distribution grid is key to improving 
reliability, That's why we plan to invest up to $1 billion 
over five years to begin the conversion of our power,delivery 
system into an advanced, state-of-the-art "smart grid." 

Smart grid benefits 
A smarter grid wil l create a digital, two-way information 

exchange between 11s and our customers It will transform 
today's century-old power delivery system into an advanced 
energy network that delivers electricity and energy usage 
information. 

Because smart meters will send information back to us, 

healing" capability, 

A: This strategy is based on investing 
capital today to replace older, 
inefficient and higher-emitting fossil 
generating plants, and to build a 
smarter grid to help us prepare for 
a lower-carbon, cleaner-energy future 
This pnJdent investment of Capital 
will increase our rate base and, with 
constructive'regulation, it will lead 
to revenue and earnings growth. 

Q: Why are YCU investing significmi 
capiial iii n w  pr?wer plants when load 
growth has fallen? 
A: We build plants to meet the 
long-term needs of our customers 
Although the recessionary economy 
has impacted our near-term load, 
we must prepare for the future when 
demand growth returns. Regardless of 
the recession, we wi l l  need additional 
capacity to meet our peak demand in 

the future. In both the Carolinas and 
the Midwest, we have not built a new 
baseload power plant since the 1980s 
The new cleaner-coal and gas-fired 
generating units we are building 
will replace the older fossil plants 
we anticipate retiring over the 
next decade 

Q: How do YRU iirlerid to acliieve 
constrictive raguiaiory outcomes? 
A: We have a track record of 
recovering our investments through 
regulatory proceedings with an 
approach that balances the needs 
of all of our stakeholders- and 
involves all parties in negotiations to 
reach constructive settlements Our 
current focus is to build support for 
closing the gap between the time we 
invest and the time it takes to recover 
our investment. 

Q: Why is operational excellence 
significant for meeting financial goals? 
A: Operating our plants and system 
wirh high availability and efficiency, 
while also providing excellent service 
at affordable rates, is necessary to 
build customer satisfaction and 
regulatory support. Our commitment 
to operational excellence demonstrates 
our discipline in allocating capital to 
achieve top-tier performance. 

Q: Ar; yo8 idznti$ing other revenues 
beyond your traditional business? 
A: We are working to grow revenues 
outside the traditional electric sales 
business. These new sources 
include energy efficiency products 
and services, wholesale origination 
(supplying power to rural electric 
co-ops and municipalities) and our 
economic development efforts. 

DUKE ENERGY CORPORATION I2009 ANNUAL REPORT 9 
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L E T T E R  TO S T A K E H O L D E R S  (CONTINUED) 
._.. . _  

Our smart grid is also critical for meeting the power 
needs of p lug in  hybrid electric and all-electric vehicles. 
To better understand these game-changing technologies, 
we are joining FPL Group to invest a combined $600 million 
with the goal that 100 percent of all new fleet vehicles 
purchased will be plug-in electric vehicles or plug-in hybrid 
electric vehicles by 2020. We also foresee great potential 
for job creation, as our nation builds the new recharging 
infrastructure for these vehicles. 

approximately $ 9 0  million to deploy limited-scale smart 
grid projects. We continue to pursue smart grid deployments 
in  North Carolina, South Carolina, Kentucky and Indiana. 
In December 2008,  we received approval from the Public 

Through the end of 2009, we had invested 

lltilities Commission of Ohio to move forward with full-scale 
deployment After conducting successful pilot programs 
in 2009, we expect to install 140,000 smart electric and 
gas meters and other associated technologies in 2010 
Our Ohio deployment will grow to more than 1 million smart 
meters and other components installed over the next five 
years We are recovering these investments through an 
annual rate tracker in Ohio. 

In 2009, the U S. Department of Energy (DOE) 
awarded us $200 million under the American Recovery 
and Reinvestment Act to support our smart grid projects 
in the Midwest, and another $4  million toward our 
smart grid efforts in the Carolinas We continue to work 
with the DOE on finalizing the terms of the grant contract. 

earnings 2nd cash flaw? 
A: Our commercial businesses 
consist of: Midwest Generation, 
Renewables and Duke Energy 
International (DEI) Combined, 
these businesses provide diverse 
geographic, technological and fuel- 
sourcing advantages. This diversity 
is key to generating strong cash 
flows and earnings. 

Q k!hat is the Midwest Generation 
strategy? 
A: Midwest Generation includes 
about 4 ,000 megawatts (MW) of 
predominantly coal-fired generation 
plants that currently are dedicated to 
Duke Energy Ohio customers, and 
about 3,600 MW of gas-fired plants 
located in Ohio and other Midwestern 
states that serve wholesale markets. 
This is a mature business that has 
historically provided good cash flows 
and earnings 

In Ohio, generation is deregu- 
lated, which allows retail customers 
to switch to alternative suppliers. In 
2009, we mitigated this threat by 
launching a strategy to attract custom- 
ers through our own retail supplier. 
We expect this business to continue 
focusing on producing strong cash 
flows and solid returns. We don't 
anticipate investing growth capital in 
this business over the next several 
years, and we'll carefully manage our 
operating and maintenance expenses. 

8: What is the Renewabies siratsg? 
A: We launched our Renewables 
business in 2007 with investments 
in wind energy. We now have 
approximately 735 MW of operating 
wind projects in Texas, Wyoming and 
Pennsylvania, and we expect to have 
nearly 1,000 MW of commercial wind 
power in operation by the end of 

2010. Over the past two years, 
we have created solar photovoltaic, 
biomass and commercial transmission 
businesses. Like our wind business, 
the output from these projects will be 
highly contracted with creditworthy 
partners. Near-term growth in  
renewables will be driven by favorable 
federal and state public policy, 
including renewable porifolio 
standards and tax credits 

8: What i s  the International strater]? 
A: DEI consists of predominantly 
hydroelectric generation assets in 
Brazil, and a combination of hydro 
and fossil generation in Peru and 
other Latin American countries DEI 
provides diverse and consistent eam- 
ings growth Our strategy is to reinvest 
internally generated capital into growth 
projects that fit our business model 
and meet our return expectations. 
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Energy efficiency: A business model for the 21st century 

more efficient energy use. It complements our goal to level 
the playing field between incentives in place to promote 
new plants and incentives needed to promote energy 
efficiency investments. Most utilities today continue to 
operate under regulatory frameworks created decades 
ago that reward them for building new power plants and 
distribution systems. They lack incentives to invest in 
end-use energy efficiency. 

Our energy efficiency plan takes steps toward creating 
a framework that will allow us to earn a return on the costs 
of new construction that we avoid due to the expansion of 
end-use efficiency innovations Over time, the growth in 
energy efficiency programs is expected to smooth out the 
demand for energy, making our demand less “peaky” 
(less generation needed fo meet peak loads). As a result, 
customers’ overall energy costs would be reduced. The 
cost of these programs will be recovered through a 
nominal energy efficiency rate rider included in the 

The smart grid will become an important enabler for 

I ,  , 
1 ‘ I  monthly energy bill. 

First approved in Ohio in December 2008, our energy 
efficiency framework was approved last year in North 
Carolina, and in early 2010 in South Carolina and Indiana 
In Kentucky, we are evaluating a filing in late 2010. 

8% THE ENERGY WE PROVIDE CLEBW? 
Finally, to realize our mission we ask: Will the investments 
we make provide cleaner energy? 

Cleaner energy includes our investments in new, 
more efficient and lower-emitting coal- and gas-fired power 
plants, as well as the approximately $5 billion we have 
invested over the last decade to significantly reduce sulfur 
dioxide and nitrogen oxide emissions from our existing 
coal fleet. We are also making significant investments in 
renewable energy in both our regulated and commercial 
businesses 

Including our renewables investments, our nuclear fleet 
in  the Carolinas and our hydroelectric assets in North America 
and South America, we are now the third largest producer of 
carbon-free electricity in the Americas among US.-based, 
investor-owned utilities 

is the amount of CO, emitted per unit of electricity produced. 
Based on the latest available 2008 data, of the 20 largest 
US.-based, investor-owned utilities, we rank 10th in carbon 
intensity. In 2007, we ranked ninth. 

And we continue to reduce our carbon intensity, which 

Regulated renewables portfolio 
Investing in renewable energy diversifies our fuel mix 

and reduces our carbon footprint. In 2009, we were active 
on many fronts to increase our renewable power portfolio 

To gain experience with the design, construction and 
maintenance of distributed solar generation on our system, 
last year we received approval from the North Carolina 
Utilities Commission to construct solar power systems on 
multiple customer properties. We brought our first system 
under this program on line in  early 2010 -a  1-MW system 
with more than 5,200 solar panels on the roof of a large 
manufacturing facility in North Carolina. We are on track 
to construct a total of 8 M W  of solar power systems by the 
end of 2010. That is enough generating capacity to power 
about 1,300 average-sized homes annually. 

in place to support the creation of a state offshore wind 
industry. As a result, we announced plans to construct 
up to three offshore wind turbines to be sited in state waters 
inside North Carolina’s Outer Banks. We are partnering 
with the [Jniversity of North Carolina on this initiative, 
which could be the first wind turbines operating offshore 
in the United States. 

In addition to the direct investments we are making 
to own solar and wind power in our regulated business, 
we are also exploring blending wood chips with coal as a 
supplemental fuel source that could reduce coal usage ~ 

at our existing power plants.. We have conducted successful 
trials of this process, known as biomass cofiring, and we are 
developing plans to make it a major part of our renewable 
energy portfolio. 

We also continue to increase the amount of renewable 
energy in our regulated portfolio through power purchase 
agreements In recent years, we have entered into contracts 
to buy more than 170 M W  of renewable energy, including 
wind, solar, hydroelectric and landfill gas. 

Last year, North Caroljna’s policymakers put incentives 

Commercial renewables business 
Our commercial renewables business has initially 

been focused on land-based wind energy, currently the most 
economical renewable power source. By ihe end of 2010, 
we expect to have nearly 1,000 MW of commercial wind 
power in operation. We have been very successful in 
bringing new wind projects on line ahead of schedule 
and under budget. These projects are backed by long-term 
contracts with creditworthy partners - a low-risk approach 
that we are also applying to solar, biomass and new 
transmission projects. 
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L E T T E R  T O  S T A K E H O L D E R S  (CONTINUED) 

In January 2010, we announced our first commercial 
photovoltalc solar venture, the Blue Wing Solar Project in 
San Antonio, Texas. This 14-MW, 139-acre solar photovoltaic 
farm includes a 30-year power purchase agreement with 
San Antonio-based CPS Energy, one of the largest municipal 
utilities in the United States. Our solar strategy also involves 
joint development of commercial projects in the United States 
with China-based ENN Group 

Last year, the U.S Department of Energy awarded us a 
matching grant worth $22 million to design, build and install 
one of the nation's first demonstrations of energy storage at 
our 153-MW Notrees wind farm in Texas. If it proves to be 
cost-effective, we could adopt similar storage solutions at 
some of our other power plants. 

with AREVA, began the permitting process to build two 
55-MW carbon-neutral biomass plants in Florida that wil l 
generate electricity by burning wood waste. In early 2010,  
ADAGE and .John Deere announced an alliance for collecting, 
bundling and transporting wood debris from regional logging 

biomass power plant in that region. 

Also in 2009,  ADAGE, the biopower company we own 

, . .. i. -. . .  ,. ~. ~ . .. . .. operations in western Washington to fuel a proposed 55-MW 

Finally, we became the lead investor in  GreenTrees, 
a program that aims to offset carbon emissions through the 
reforestation of 1 million acres in the southeastern IJnited 
States. Our initial investment funded the planting of more 
than 1 million trees on approximately 1,700 acres 
in Arkansas. 

I have described our strategy for providing our customers with 
affordable, reliable and cleaner energy. 

But what if we're wrong about the imperative to reduce 
CO, and other greenhouse gas emissions? That is the subject 
of a high-profile debate, as the integrity of scientific research 
supporting the threat of climate change continues to 
be scrutinized 

I have thought about this long and hard What if we 
are dead wrong? Would the course we've charted for our 
company and our customers be misguided? Would we 
change our plans if it were unlikely that Congress or the 
EPA would ever regulate carbon emissions? 

My answer is "no." 

A: Our financial objectives include 
growing our earnings and dividends, 
allocating capital efficiently and 
earning competitive returns, while 
maintaining the strength of our balance 
sheet Our financial strategy supports 
our historical focus of providing 
affordable, reliable and increasingly 
clean energy to our customers, while 
earning good returns for our investors 

8: How do you balanc? short-term 
econmic pressures with the long-iairn 
investments needed to meet llie needs 
of your  customers, and a c h k ~ e  
busiiless grovfih? 

A: We achieve that balance by 
maintaining flexibility in our allocation 
and spending of capital In 2010, 
about $3  billion is committed to 
building our two cleaner-coal plants 
and two gas plants in our regulated 
operations, and renewable wind 
and solar projects being built under 
long-term contracts in our commercial 
businesses. About $ 2  billion is 
allocated for customer additions 
and maintenance costs. In the short 
term, we have some flexibility on 
the timing of this spend. 

We have the greatest flexibility 
in allocating our discretionary capital. 
Our 2 0 1 0  plan includes $ 2 0 0  million 
of growth capital that has not yet 
been designated to specific projects. 
Additionally, we have broad ranges 
for discretionary spending in 201  1 
and 2012, the years in which we will 
be deploying more capital to complete 
the fleet and grid modernization 
projects in our regulated operations 
As we demonstrated in  2009, we 
have the flexibility to increase or 
decrease this discretionary spending 
as the environment dictates 
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Even without carbon regulation, we would still need 
to complete our Cliffside and Edwardsport advanced coal 
projects and our two natural gas-fired plants in North Carolina, 
and pursue the nuclear option. Why? Because we will have to 
replace nearly every power plant we operate today by 2050, 
due to normal aging and technological obsolescence. 

Why now?'Because we must meet our clean energy 
aspirations and build a flexible generation portfolio that 
includes all fuel sources. Modernizing our fleet now gives us 
and our customers the flexibility to respond to unpredictable 
and ever-changing fuel prices. 

We simply cannot rely on renewable energy for most of 
our power" Wind and solar power are intermittent. As such, 
they are not as reliable and affordable as baseload plants 
Advances in  electricity storage technology will continue to 
make renewables more reliable. Meanwhile, coal-fired plants, 
nuclear plants and even hydroelectric plants can provide 
power 24/7, as long as fuel is available. 

Furthermore, renewables can lead to energy sprawl, 
impacting natural habitats and the wildlife that depend on 
them.. Baseload plants have a much smaller footprint, given 
their land used per unit of energy generated. These are some 
of the trade-offs we must consider as we continue to work to 
reduce our carbon footprint. 

If we're not wrong about carbon and the scientific 
consensus continues to be that climate change is a very 
real risk, then our investments will have positioned our 
company to be a world leader in cleaner energy. 

Repowering our states and creating jobs 

build a solid economic base for future business. Between 
our Cliffside and Edwardsport projects, two of the largest 
capital projects under way in their states, approximately 
4,000 construction workers are employed. The two 
North Carolina gas plants represent about another 1,000 
construction jobs. The proposed nuclear power plants in 
South Carolina and Ohio would create an estimated 7,000 
peak construction jobs combined - not to mention the 
hundreds of high-paying permanent jobs and the ongoing 
contributions to the local communities' tax base once these 
facilities are operating. 

Shedding a Light 
To stay informed or to join the conversation on these 

and other key energy issties, I invite you to visit our new 
issues-oriented Web site, www.sheddingalight.org. At 
Shedding a Light, you will find information and a variety 

Our strategy is also to bolster our local economies and 

of different viewpoints on topics important to our company 
and our industry 

I want to thank all of our employees for maintaining our 
operational excellence and for delivering superior results for 
our customers, investors and the communities we serve during 
an especially challenging year. And I want to thank you, our 
investors, for your support and loyalty. We remain committed 
to earning good returns for you on your investments. 

On behalf of all of our stakeholders, I also thank our 
board of directors, who provided important insight and 
counsel during this period of unprecedented uncertsinty. 
I especially want to thank Dudley Taft, president and CEO 
of Taft Broadcasting Co., who is retiring from our board in 
2010. Dudley has been a director of Duke Energy and its 
predecessor companies since 1985. In his 25 years of 
dedicated service on our board, he has been a significant 
contributor to our continued growth and success We will 
miss his business acumen, and his direct and practical 
approach to finding workable solutions. We wish him well 
in his retirement. 

Last year, we welcomed John Forsgren and Jim Reinsch 
to our board. John is the retired vice chairman, executive 
vice president and chief financial officer of Northeast lltilities. 
He has 3 5  years of corporate finance experience. Jim is the 
retired senior vice president and partner of Bechtel Group, 
and past president of Bechtel Nuclear. He has more than 
3 7  years of nuclear experience. .john and .Jim bring a wealth 
of knowledge and experience to an already strong board. 

Although there is nothing simple about delivering 
affordable, reliable and clean energy, we are committed 
to continue delivering on that mission and balancing the 
needs of all of our stakeholders. We never know what the 
future will be, brit we can anticipate i t  by looking around 
the corner and over the horizon That focus gives LJS 

great clarity about what we must do to honor our 
commitments - today and tomorrow. 

James E. Rogers 
Chairman, President and Chief Executive Officer 

March 15, 2010 

DUKE ENERGY CORPORATION / 2009 ANNUAL REPORT 13 

http://www.sheddingalight.org


JOINT APPLICANTS 
EXHIBIT A 
PAGE 015 

- -  -a? -- 

From left to right: Dudley Taft, Jim Hance .IC> Michael Browning, John Forsgren, Dan DiMicco, Ann Maynard Gray, 
Jim Reinsch, Jim Rogers, Bill Barnel 111, Jim Rhodes, Phil Sharp and Alex Bernhardt Sr. 

William (Bill) Barnet 111 
Chairman, President and 
Chief Executive Officer 
The  Barnet Company Inc and 
Barnet Development Corp 

Chair, Finance and Risk 
Management Committee 
Member, Nuclear Oversight 
Committee 
Director of Duke Energy or its 
predeces’sor companies since 2005 

G. Alex Bernhardt Sr. 
Chairman and 
Chief Executive Officer 
Bernhardt Furniture Company 

Member, Audit Committee. 
Nuclear Oversight Committee 
Director of Duke Energy or its 
predecessor companies since 1991 

Michael G. Browning 
President and 
Chairman of the Board 
Browning Investments Inc 

Chair, Audit hnmi t tee  
Member, Corporate Governance 
Committee, Finance and Risk 
Management Committee 
Director of Duke Energy or its 
predecessor companies since 1990 

Daniel R. (Dan) DiMicco 
Chairman, President and 
Chief Executive Officer 
Nucor Corporation 

Member, Compensation 
Committee, Corporate Governance 
Committee 
Director of Duke Energy or its 
predecessor companies since 2007 

________. 

John H. Forsgren 
Retired Vice Chairman, 
Executive Vice President and 
Chief Financial Officer 
Northeast lltilities 

Member, Audit Committee, 
Compensation Committee 
Director of Duke Energy or its 
predecessor companies since 2009 

Ann Maynard Gray 
Former President, Diversified 
Publishing Group of ABC Inc 

Lead Director 
Chair, Corporate Governance 
Committee 
lvlember, Compensation. 
Committee, Finance and Risk 
Management Committee 
Director of Duke Energy or its 
predecessor companies since 1994 

lames H. (Jim) Hance Jr. 
Retired Vice Chairman and 
Chief Financial Officer 
Bank of America Cor0 

Chair, Compensation Committee 
Member, Finance and Risk 
Management Committee 
Director of Duke Energy or its 
predecessor companies since 2005 

E. James (Jim) Reinich 
Retired Senior Vice President 
and Partner 
Bechtel Group 

Member, Finance and Risk 
Management Committee, Nuclear 
Ovenight Commitiee 
Director of Duke Energy or its 
predecessor companies since 2009 

James T. (Jim) Rhodes 
Retired Chairman, President 
and Chief Executive Officer 
Institute of Nuclear Power 
Operations 

Chair, Nuclear Oversight Committee 
Member, Audit Commiltee 
Director of Duke Energy or its 
predecessor companies since 2001 

I 

James E. (Jim) Rogers 
Chairman, President and 
Chief Executive Officer 
3uke Energy Corporation 

Director of Duke Energy or its 
predecessor companies since 1988 

Philip R. (Phil) Sharp 
President 
Resources for the Future 

Member. Audit Committee, Nuclear 
Oversight Committee 
Director of Duke Energy since 2007 
and ils predecessor companies 
imm 1995-2006 

Dudley S. Taft 
President and 
Chief Executive Officer 
Taft Broadcasting Co. 

Member, Compensation 
Committee, finance and Risk 
Management Commitlee 
Director of Duke Energy or its 
predecessor companies since 1985 
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From left to right Rick Haviland, Jennifer Weber; Brett Carler; Roberta Bowman, Marc Man% Jim Turner; 
Jim Rogers, Keith Trent, Lynn Good, Dhiaa Jamif, glen RuK Dawd Mohler; lulie Janson, Bill Tyndall and Jim Stanley 

James E. (Jim) Rogers 
Chairman, President and 
Chief Executive Officer 

Roberta B. Bowman 
Senior Vice President and 
Chief Sustainability Officer 

Brett C. Carter 
President - Duke Energy 
Cardinas 

Lynn J. Good 
Group Executive and 
Chief Financial Officer 

Richard W. (Rick) Haviland 
Senior Vice President, 
Construction and Major Projects 

Dhiaa M. Jamil 
Group Executive, 
Chief Generation Officer and 
Chief Nuclear Officer 

Julie S. Janson 
President - Duke Energy Ohio 
and Duke Energy Kentucky 

Marc E. Manly 
Group Executive, 
Chief Legal Officer and 
Corporate Secretary 

David W. Mohler 
Senior Vice President and 
Chief Technology Officer 

Ellen T. Ruff 
President - Office of Nuclear 
Development 

Jim L. Stanley 
President - Duke Energy Indiana 

B. Keith Trent 
Group Executive and President - 
Commercial Businesses 

lames L. (Jim) Turner 
Group Executive; President and 
Chief Operating Officer - US. 
Franchised Electric and Gas 

William E (Bill) Tyndall 
Senior Vice President, 
Federal Government and 
RegulatoFy Affain 

Jennifer L. Weber 
Senior Vice President and 
Chief Human Resources Officer 
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0 U S .  Franchised 
Electric & Gas Area 

0 Major 11.55 Office 
Location 

d Duke Energy 
International Office 
Location 

U.S. Franchised Electric and Gas 
U.S Franchised Electric and Gas (USFE&G) consists of 
Duke Energy's regulated generation, electric and gas transmis- 
sion and disrribution systems. USFE&G's generation portfolio is 
a balanced mix of energy resources having different operating 
characteristics and fuel sources designed to provide energy 
at the lowest possible cost. 

Electric Operations 
a Owns approximately 27,000 megawatts (MW) 

E Service area covers about 50,000 square mjles with 

B Service to approximately 4 million residential, commercial 

u Over 151,600 miles of distribution lines and a 20,900- 

of generating capacity 

an estimated population of 11 million 

and industrial customers 

mile transmission system 

Gas Operations 
~1 Regulated natural gas transmission and distribution 

services to approximately 500,000 customers in 
southwestem Ohio and northern Kentucky 

Commercial Power 
Commercial Power owns, operates and manages power 
plants, primarily located in the Midwest. Commercial Power's 
subsidiary, Duke Energy Retail Sales, serves retail electric 
ctistomers in Ohia with generation and other energy services 
at competitive rates Commercial Power also includes Duke 
Energy Generation Services (D EGS), an on-site energy solutions 
and utility services provider. 

c3 Owns and operates a balanced generation portfolio of 
approximately 7,550 net MW of power generation 
(excluding wind assets) 

G DEGS currently has approximately 735 MW of wind 
energy in operation and over 5,000 MW of wind energy 
projects in development 

Deikst Energy Ifiiernatinnal 
Duke Energy International (DEI) operates and manages power 
generation facilities and engages in sales and marketing of 
electric power and natural gas outside the U S  DEI'S activities 
target power generation in Latin America. DEI also has an 
equity investment in National Methanol Co in Saudi Arabia, 
a regional producer of MTBE, a gasoline additive. 

B Owns, operates or has substantial interests in 

e About 7 5  percent of DEl's generating capacity is 
approximately 4,000 net MW of generation facilities 

hydroelectric 
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Adjusted Diluted Earnings per Share (“EPS”) 
Duke Energy’s 2009 Annual Report references 2009 adjusted 
diluted EPS of $1 2 2  and states that adjusted diluted EPS has 
been essentially flat from 2007 through 2009. Adjusted diluted 
EPS is a non-GAAP (generally accepted accounting principles) 
financial measure as it represents diluted EPS from continuing 
operations attributable to Duke Energy Corporation common 
shareholders, adjusted for the per share impact of special items 
and the mark-to-market impacts of economic hedges in the 
commercial Power segment. Special items represent certain 
charges and credits, which management believes will not 
be recurring on a regular basis, although it is reasonably 
possible such charges and credits could recur. Mark-to-market 
adjustments reflect the mark-to-market impact of derivative 
contracts, which is recognized in GAAP earnings immediately 
as such derivative contracts do not qualify for hedge accounting 
or regulatory accounting, used in Duke Energy’s hedging of a 
portion of the economic value of certain of its generation assets 
in the Commercial Power segment. The economic value of the 
generation assets is subject to fluctuations in fair value due 
to market price volatility of the input and output commodities 
(e g , coal, power) and, as sych, the economic hedging involves 
both purchases and sales of those input and output commodities 
related to the generation assets. Because the operations of the 
generation assets are accounted for under the accrual method, 
management believes that excluding the impact of mark-to- 
market changes of the economic hedge contracts from adjusted 
earnings until settlement better matches the financial impacts 
of the hedge contract with the portion of the economic value 
of the underlying hedged asset. Management believes that the 
presentation of adjusted diluted EPS provides useful information 
to investors, as it provides them an additional relevant 
comparison of the campany’s performance across periods. 
Adjusted diluted EPS is also used as a basis for employee 
incentive bonuses.. 

The most directly comparable GAAP measure for adjusted 
diluted EPS is reported diluted EPS from continuing operations 
attributable to Duke Energy Corporation common shareholders, 
which includes the impact of special items and the rnark-to- 
market impacts of economic hedges in the Commercial Power 
segment. The following is a reconciliation of reported diluted 

EPS from continuing operations to adjusted diluted EPS foi 
2009,2008,  and 2007: 

2009 2008 2007 
Diluted EPS from continuing operations, 

Diluted EPS from discontinued operations, 

Diluted EPS from exiraordinary items, 

as reported $0.82 $101  $ 1 2 0  

as reported 0.01 0 01 (002)  

as reoorted __ 005 - 
Diluted EPS, as reported $0.83 $107  $ 118 
Adjustments to reported EPS: 
Diluted EPS from discontinued operations (0.01) (0 01) 0 02 

Diluted EPS impact of special items 
Diluted EPS from extraordinary items - (0 05) - 

and mark-to-market in Commercial Power 
(see below) 0.40 0.20 0.03 

Diluted EPS, adjusted 5 1.22 $ 121 S 1.23 - 
The following is the detail of the $(0.40) per share in 

special items and mark-to-market in Commercial Power 
impacting adjusted diluted EPS for 2009: 

2009 
Diluted 

Prtt-Tax Tax EPS 
(In millions. exceot oer-share amounts) Amount Effect lmoact 

Costs to achieve the Cinergy merger $ (25) $10 $(0.01) 
Crescent related guarantees and 

tax adjustments (26) (3) (0.02) 
International transmission adjustment (321 10 (0.02) 
Goodwill and other impairments (431) 21 (0.32) 
Mark-to-market impact of economic hedges (60) 22 (0.03) 

s(0.40) Total Adjusted EPS impact .- -- 
The following is the detail of the $(0.20) per share in 

special items and mark-to-market in Commercial Power 
impacting adjusted diluted EPS for 2008: 

2008 
Diluted 

Pie-Tax Tax EPS 
(In millions, except per-share amounts) Amount Effect Impact 

$ (44) $17 $(002)  Costs to achieve the Cinergy merger 
Crescent projecl impairments (214) 83 (0 101 
Emission Allowances impairment (82) 30 (0.04) 
Mark-to-market impact of economic hedges (75) 27 (0.04) 

Total Adiusted EPS imoact $(O 20) 
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The following is the detail of the $(0.03) per share in 
special items and mark-to-market in Commercial Power 
impacting adjusted diluted EPS for 2007: 

2007 
Diluted 

Pre-Tax Tax EPS 
(In millions, except per-share amounts) Amount Effect Impact 
Costs to achieve the Cinergy merger $(54) $19 $(O 03) 
Convertible debt costs associated with 

IT severance costs (12) 4 - 
Settlement reserves and adjustments 24 (9) 001  
Mark-to-market impact of economic hedges 13 (5 )  0.01 

Total Adjusted EPS impact 

the spinoff of Spectra Energy (21) - (0 02) 

$(0.03) - .~ -- 
2010 Adjusted Diluted EPS Outlook 
Duke Energy’s 2009 Annual Report references Duke Energy’s 
forecasted 2010 adjusted diluted EPS outlook range of 
$1.25-$1.30 per share and the 2009 EPS incentive target of 
$1.20 per share. The EPS measure used for employee incentive 
bonuses is primarily based on adjusted diluted EPS. Additionally, 
reference is made to the forecasted range of growth of 4%-6% 
in adjusted diluted EPS (on a compound annual growth rate 
(“CAGR) basis) from a base of adjusted diluted EPS for 2009 
of $1.22. Adjusted diluted EPS is a non-GAAP financial 
measure as it represents diluted EPS from continuing operations 
attributable to Duke Energy Corporation shareholders, adjusted 
for the per-share impact of special items and the mark-to-market 
impacts of economic hedges in the Commercial Power segment. 
Special items represent certain charges and credits, which 
management believes will not be recurring on a regular basis, 
although it is reasonably possible such charges and credits could 
recur. Mark-to-market adjustments reflect the mark-to-market 
impact of derivative contracts, which is recognized in GAAP 
earnings immediately as such derivative contracts do not qualify 
for hedge accounting or regulatory accounting treatment, used 
in Duke Energy’s hedging of a portion of the economic value 
of its generation assets in the Commercial Power segment 
(as discussed separately under “Adjusted Diluted Earnings per 
Share (‘EPS’)”). The most directly comparable GAAP measure 
for adjusted diluted EPS is reported diluted EPS from continuing 
operations attributable to Duke Energy Corporation common 
shareholders, which includes the impact of special items 
and the mark-to-market impacts of economic hedges in the 
Commercial Power segment. Due to the forward-looking 
nature of this non-GAAP financial measure for future periods, 
information to reconcile it to the most directly comparable 
GAAP financial measure is not available at this time, as 
management is unable to project special items or mark-to- 
market adjustments for f t i tur i  periods. 

special items or mark-to-market adjustments for future periods. 

Forecasted Adjusted Segment EBIT and Other Net Expenses for 7.010 
Duke Energy’s 2009 Annual Report includes a discussion 
of forecasted 2010 adjusted EBlT for each of Duke Energy’s 
reportable segments as a percentage of forecasted 2010 
adjusted total segment EBIT. The primary performance measure 
used by management to evaluate segment performance is 
segment EBlT from continuing operations, which at the segment 
level, represents all profits from continuing operations (both 
operating and non-operating), including any equity in earnings 
of unconsolidated affiliates, before deducting interest and taxes, 
and is net of the income attributable to non-controlling interests 
Management believes segment EBlT from continuing operations, 
which is the GAAP measure used to report segment kwlts, 
is a good indicator of each segment‘s operating performance 
as it represents the results of Duke Energy’s ownership interests 
in continuing operations without regard to financing methods 
or capital structures. Duke Energy also uses adjusted segment 
EBlT and adjusted Other net expenses (including adjusted equity 
earnings for Crescent Resources) as a measure of historical and 
anticipated future segment and Other performance. When used 
for future periods, adjusted segment EBlT and adjusted Other 
net expenses may also include any amounts that may be 
reported as discontinued operations or extraordinary items. 

Adjusted segment EBlT and Other net expenses are non- 
GAAP financial measures as they represent reported segment 
EBlT and Other net expenses adjusted for the impact of special 
items and the mark-to market impacts of economic hedges in 
the Commercial Power segment. Special items represent certain 
charges and credits, which managem’ent believes will not be 
recurring on a regular basis, although it is reasonably possible 
Such charges and credits could recur. Mark-to-market 
adjustments reflect the mark-to-market impact of derivative 
contracts, which is recognized in GAAP earnings immediately 
as such derivative contracts do not qualify for hedge accounting 
or regulatory accounting, used in  Duke Energy’s hedging of a 
portion of the economic value of certain of its generation assets 
in the Commercial Power segment (as discussed above under 
“Adjusted Diluted Earnings per Share (‘EPS’)”). Management 
believes that the presentation of adjusted segment EBlT and 
adjusted Other net expenses provides useful information to 
investors, as it provides them an additional relevant comparison 
of a segment’s or Other’s performance across periods. The most 
directly comparable GAAP measures for adjusted segment EBlT 
and Other net expenses are reported segment EBlT and Other 
net expenses, which represent segment and Other results from 
continuing operations, including any special items and the 
mark-to-market impacts of economic hedges in the Commercial 
Power segment. Due to the forward-looking nature of this 
non-GAAP financial measure for 2010, information to reconcile 
it to the most directly comparable GAAP financial measure 
is not available at this time, as management is unable to project 
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CAUTIONARY STATEMENT REGARDING 
FORWARD-LOO KI NG I N FORMAT10 N 

This document lncludej forward-looking statements within the meaning of 
W o n  27A of the Securities Ad of 1933 and Section 21E of the Securities 
Exchange Adof 1934 Forward-lwkingstatements are based on managemenrs 
beliefs and assumptions. These forward-looking statements are identified by 
terms and phrases such as "anticipate." "belleve,""intend," '%stimate," "expect," 
"&ntinue," "should," "could," "may," "plan." "project," "predict." "will," 
"potential," Yorecat," "target," and similar expressions Forward-looking 
statements involve risks and uncerialnties that may cause actual results to be 
materially different frwn the muits predicted. Factors that muld cause actual 
results to differ materially from those indicafPd in any forward-lmking statement 
include, but are not iimited to: 

*State, federal and foreign legislative and regulatory iniliatkes, including 
uxts of compliance with exisling and future envircnmenial 
requirements, as well as rulings that affed cost and investment recovery 
or have an impact on rate structures; 

investigations and clalm5: 

Corporation's (Duke, Energy) service tenitones, customer base or 
customw usage patterns; 

-Additional competition in elnm'c mark& and continued industry 
consolidation; 

-Political and regulatoiy unceriainty in other countries in which Duke 
Energy conducts buslneu; 

.The influence of weather and other nahral phenomena on Duke 
Energy's oprations, including the economic, operalional and othei 
effects of storms, hurricanes, droughts and tornadm,; 

-The timing and extent of changes In commodity prices, interest rates and 
foreign currency exchange rates; 

-Unscheduled generation outages, unusual mainlenance or repain and 
electric transmission sy&m constraints; 

.The performance of electric generation and of pmjmts undertaken by 
Duke Energy's non-regulated businesses; 

.The results of financing efforts, including Duke Eneri?/s ability to obtain 
iinancing on favorable terms. which can be afiecled by various factors, 
indiiding Duke €news credit ratings and general emnomic conditions; 

funding requiremenls for Duke Energy's defined benefit pension plans; 

transactions; 

and retain key personnel; 

timing and success of efforts to develop domestic and international 
power and other projeaS; 

*Construction and development risks associated with Ule completion of 
Duke Energy's capital investment projects in existing and new generation 
facililles, including rlsb related lo financing, obtaining and complying 
with terms oi  permits, meeting construclion budgels and schedules, and 
satisfying operating and environmental performance standards, as well 
as the ability to remver msts fiom cuslomers in a timely manner or at 
all; 

accounting siandard-sating bodies; and 

plans. 

-Costs and e f f e  of legal and administialive proceedings, sdllements, 

- lndusbial, mmmercial and residential growth or decline in Duke Energy 

- Declines in the market prices of q u i t  securities and resultant cash 

-The level of credit Worlhinev of counterparties lo Duke Energy's 

- Employee worldo~z factors, including the potential inability lo anract 

-Grow in opportunities lor Duke her@ business units, including the 

.The effect of apuntlng pronouncements issued periodically by 

.The ability to succesrfully complete merger, aquisilion or divestiture 

In light of these risks, unceriainties and aaurnptions, h e  events described 
in the forward-looking statements might not occur or might occur to a different 
extent or at a dilkrent time than Duke Energy has d&M Duke Energy 
undertakes no obligation to publicly update or revise any forward-looking 
statements, whether as a result of new information, future events or othenvise 
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ITEM 1. BUSINESS. 

GENERAL 

Gverview. 

Duke Energy Corporation (collectively with its subsidiaries, Duke 
Energy) is an energy company louted primarily in the Americas that 
provides its services through the business segments described below 

Duke Energy Holding Cop. (Duke Energy HC) was incorporated. 
in Delaware on May 3, 2005 as Deer Holding Corp., a wholly-owned 
subsidiary of Duke Energy Cnrporation (Old Duke Energy, for purpo- 
ses of this discussion regarding the merger). In the s m n d  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. 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 entity In connection with the closing of the 
merger transactions, Duke Energy HC changed its name to Duke 
Energy Corporation (New Duke Energy or Duke Energy) and Old 
Duke Energy converted into a limited liability company named Duke 
Power Company LLC (subsequently renamed Duke Energy Carolinas, 
LLC (Duke Energy Carolinas) effective October 1,2006) As a result 
of the merger transaction, each outstanding share of Cinergy 
common stock was converted into 1.56 shares of common stdck of 
Duke Energy, which resulted in the issuance of approximately 
313 million s h a m  of Duke Energycommon stock. Additionally, each 
share of common stock of Old Duke Energy was converted into 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. 

natural gas businesses, named Spectra Energy Cop. (Spectm 
Energy), including its wholly-owned subsidiary Spectra Energy 
Capital, LLC (Spectm 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, LLC (DCP Midstream, fonerly 
Duke Energy Field Services, LLC), which was part of the Field 
Services business segment. 

During the third quarter of 2005, Duke Energy's Board of 
Directors authoriz4 and directed management 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 certain contractual positions related to the 
Midwestem assets. The &t plan was cornpleJed in the second quar- 
ter of 2006. Certain assets of the former DENA business were 
transferred to the Commercial Power business segment and certain 
operations that Duke Energy continues to winddown are in Other. 

On January 2,2007, Duke Energy completed the spin-of of its 

. 

PART I 
1 I 

Business Segments. 

At December 31, 2009, Duke Energy operated the following 
business segments, all of which are considered reportable segments 

DUKE ENERGY CORPORATlON I2aW FORM 1C-K 

under the applicable acmunting rules: LIS. Franchised Electric and 
Gas, Commercial Power and International Energy. 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 
information abu t  each reportable blJSint?SS segment, see Note 2 to 
the Consolidated Financial Statements, "Business Segments " 

The following is a brief description of the nature of operations of 
each of Duke Energy's reportable business segments, as well as 
Other. 

U.S. Franchised Electric and Gas. 

U S Franchised Electric and Gas generates, transmits, 
distributes and sells electricity in central and westem North Carolina, 
western South Carolina, southwestem Ohio, central, north central 
and soilthem Indiana, and northem Kentucky U S Franchised 
Electric and Gas also transports and sells natural gas in southwestem 
Ohio and northern Kentucky. It conducts operations primarily through 
Duke Energy Carolinas, LLC (Duke Energy Carolinas), the regulated 
transmission and disbibution operations of Duke Energy Ohio, Inc 
(Duke Energy Ohio), Duke Energy Indiana, Inc.!Duke Energy 
Indiana) and Duke Energy Kentucky, Inc (Duke Energy Kentucky). 
These electric and gas operations are subject to the rules and regulat- 
ions of the Federal Energy Regulatory Commission (FERC), the 
North Carolina Utilities Commission (NCUC), the Public Service 
Cornmission of South Carolina (PSCSC), the Public Utilities 
Commission of Ohio (PLJCOI, the Indiana Utility Regulatory 
Commission (IURC) and the Kentucky Public Service Commission 
(KPSC) The substantial majority of U S Franchised Electric and Gas' 
operations are regulated and, accordingly, these operations qualify for 
regulatory accounting treatment 

Commercial Power. 

Commercial Power owns, operates and manages power plants 
and engages in the wholesale marketing and procurement of electric 
power, fuel and emission allowanCeS related to these plants as well 
as other contractual positions Commercial Power's generation opera- 
tions in the Midwest consist of generation assets located in Ohio, 
acquired from Cinergy in April 2006, which are dedicated under the 
Electric Security Plan (ESP), and the five Midwestern gas-fired 
non-regulated generation assets that were a portion of the former 
DENA operations, which are dispatched into wholesale markets. 
Commercial Power's assets, excluding wind energy generation assets, 
mmprise approximately 7,550 net megawatk (MW) of power 
generation primarily located in the Midwestern U S The asset 
portfolio has a diversified fuel mix with baseioad and mid-merit coal- 
fired units as well as combined cycle and peaking natural gas-fir4 
units Effective January 1, 2009, approximate!y half of Commercial 
Power's Ohio-based generation assets operate under an ESP, which 
expires on December 31,2011 Prior to the ESP, these generation 
assets had been contracted through the Rate Stabilization Plan 
(RSP), which expired on December 31,2008. As a result of the 
approval of the ESP, certain of Cnmmercial Power's operations 
qualified for regulatory accounting treatment effective December 17, 

i 
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2008. For more information on the RSP and ESP, as well as the 
reapplication of regulatory accounting to certain of its operations, see 
the "Commercial Power" section below. Commercial Power also has 
a retail sales siihsidiary, Duke Energy Retail Sales (DERS), which is 
certified by the PUCO as a Competitive Retail Electric Service (CRES). 
provider in Ohio DERS serves retail electric customers in Southwest, 
West Central and Northern Ohio with generation and other energy 
setvim at competitive rates. During 2009, due to increased levels of 
customer switching as a result of the competitive markets in Ohio, 
DERS has focused on acquiring customers that had previously been 
served by Duke Energy Ohio under the ESP, as well as those 
previously served by other Ohio franchised utilities Through Duke 
Energy Generation Servirs, Inc. and its affiliates (DEGS), 
Commercial Power develops, owns and operates electric generation 
for large energy consumers, municipalities, utilities and industrial 
facilities. DEGS currently manages 6,150 MW of power generation at 
21 facilities throughout the U S In addition, DEGS engages in the 
development, construction and operation of wind energy projects 
Currently, DEGS has over 5,000 MW of wind energy projects in the 
development pipeline with approximately 7.35 net MW of wind 
generating capacity in operation as of December 31,2009 DEGS is 
also developing transmission, solar and biomass projects 

. .  ~. .. .. _. .. .... . .. .. . ... . .  . .. 

International Energy 

lnternabonal Energy pnncipally owns, operates and manages 
power generabon facilibes, and engages in sales and markebng of 
electnc power and natural gas outside the U S It conducts operations 
pnmarily through Duke Energy Intemahonal, LLC (DEI) and its affili- 
ates and its acbvities target power generabon in Lahn America 
Through its wholly-owned subsidiary Aguayba Energy del Perlj 
S R L Ltda (Aguaytia) and its equity method investment in National 
Methanol Company (NMC), which is located in Saudi Arabia, 
lnternabonal Energy also engages in the produchon of natural liquid 
gas and methanol and methyl terhary butyl ether (MTBD 
Additlonally, International Energy had an equity method investment 
in Attiki Gas Supply S A (Attiiu), a natural gas distnbutor in Greece, 
which it decided to abandon, along with the related non-recoune 
debt, in December 2009 

Qther. 

The remainder of Duke Energy's operations is presented as 
Other While it is not considered a business segment, Other primarily 
includes certain unallocated corporate msts, Bison Insurance 
Company Limited (Bison), Duke Energy's wholly,owned captive 
insurance subsidiary, Duke Energy's effective 50% interest in the 
Crescent JV (Crescent) and DukeNet Communications, LLC 
(DukeNet) and relatd telecom businesses. Additionally, Other inclu- 
des the remaining portion of Duke Energy's business formerly known 

DUKE ENERGY CORPORATION / 2009 FORM 1 0 K  

as DENA that was not exited 'or transferred to Commercial Power, 
primarily Duke Energy Trading and Marketing, LLC (DUM), which is 
60% owned by Duke Energy and 40% owned by Ekon Mobil 
Corporation and management is currently in the proces; of winding 
down. 

Duke Energy's reportable business segments, primarily governance 
costs, costs to achieve mergers and divestitures (such as the Cinergy 
merger and spiwoff of Spectra Energy) and costs associated with 
certain corporate severance programs. Bison's principal activities as a 
captive insurance entitjl include the insurance and reinsurance of 
various business risks and losses, such as property, business intern.- 
ption and general liability of subsidiaries and affiliates of Duke Energy 
Crescent, which develops and manages highquality commercial, 
residential and multi-family real estate projects primarily in the 
Southeastern and Southwestern U S ,  filed Chapter 11 petitions in a 
U S Bankruptcy Court in June 2009 As a result of recurding its 
proportionate share of impairment charges recorded by Crescent 
during 2008, the carrying value of Duke Energy's investment balance 
in Crescent is zero and Duke Energy discontinued applying the equity 
method of accounting to its investment in Crescent In the third 
quarter of 2008 and has not recorded ih proportionate shar? of any 
Crescent earnings or losses since the third quarter of 2008 DukeNet 
develops, Owns and operates a fiber optic communications network, 
primarily in the Southeast U S , serving wireless, local and long- 
distance. communications companies, internet service providers and 
other businesses and organizations. ' 

Unallocated corporate costs include certain costs not allocable to 

General. 

Duke Energy is a Delaware corporation. Its principal executive 
offices are located at 526 South Church Street, Charlotte, Norih 
Carolina 28202-1803. The telephone number is 704-594-6200 
Duke Energy electronically files reports with the Securities and 
Exchange Commission (SEC), including annual reports on 
Form lO-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 SECs Public Reference Room at 100 F Street, N E , Washington, 
D.C. 20549. The public may obtain information on the operation of 
the Public Reference Room by calling the SEC at 1-800-SECp330. 
The SEC also maintains an internet site that contains reports, proxy 
and information statements, and other information regarding issuers 
that file el&onically with the SEC at http:l/wwwsec goy. 
Additionally, information about Duke Energy, including its reports 
filed with the SEC, is available through Duke Energy's Web site at 
http:llwww.duke-energy corn. Such reports are accessible at no 
charge through Duke Energy's Web site and are made available as 
smn as reasonably practirable after such material is filed with or 
furnished to the SEC 

4 
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Glossary of Terms 

The following terms or acronyms u s d  in this Form 10-K are defined below 
Term or Acronym Definition Term or Acronym Definition 

AAC Annually Adjusted Component 

ADEA Age Dismminahon in Employment 

AEP 

AFUDC Allowance for Funds Used 

Aguaytia 

ANEEL Brazilian Electncity Regulatory Agency 

AOCl Accumulated Other 

ASC Accounting Standards Cadificabon 

ASU Accounting Standards Update 

Attiki 

Bison Bison Insurance Company bmited 

BPM Bulk Power Markehng 

CAA Clean Air Act 

CAIR Clean Air Interstate Rule 

Catamount Catamount Energy Corporation 

cc Combined Cycle 

Cinergy Receivables 

CMP Central Maine Power Company 

CT Combusbon Turbine 

Cinergy Cinergy Corp 

CO2 Carbon Dioxide 

COL Combined Construction and 

CPCN Certificate of Public Convenience 

Crescent Crescent IV 

CWlP Construction Work in-Progress 

DAQ Division of Air Quality 

DB Defined Beneft Pension Plan 

DCP Midstream 

American Eiectnc Power Company, Inc 

During Construction 

Aguaytia Energy del Perh S R L Ltda 

Comprehensive Income 

Attiki Gas Supply S A 

Cinergy Receivables Company, LLC 

Operabng License 

and Necessity 

DCP Midstream, LLC (formerly Duke 
Energy Field Services, LLC) 

DECE Duke Energy Commercial Enterprises, 
Inc. 

DEGS . , . I . I . I 

DEI I I . . . . I 

. . Duke Energy Generation Services, Inc. 

I . . I Duke Enygy International, LLC 

DEIGP Duke Energy International Geracao 
Paranapenema S A. 

DENA Duke Energy North America 

DENR . Department of Environment and 
Natural Resources 

DERF Duke Energy Receivables Finance 

DERS Duke Energy Retail Sales 

DETM 

DOE Department of Energy 

DRIP Dividend Reinvestment Plan 

DSM Demand Side Management 

Duke Energy Duke Energy Corporation 

Duke Energy 
Carolinas Duke Energy Carolinas, LLC 

Duke Energy Indiana 

Duke Energy Kentucky 

Duke Energy Ohio 

EPA Environmental Protection Agency 

EPS Earnings Per Share 

ERISA Employee Retirement Income Security 

ESP Electnc Secunty Plan 

EWG Exempt Wholesale Generator 

FASB Financial Accounting Standards Board 

FERC Federal Energy Regulatory Commission 

FPP Fuel and Purchased Power 

GAAP Generally Accepted Accounting 
Principles in the United States 

GWh Gigawatt-hours 

HAP Hazardous Air Pollutant 

IGCC Integrated Gasification Combined Cycle 

IMPA Indiana Municipal Power Agency 

ITC Investment Tax Credit 

IlJRC Indiana Utility Regulatory Commission 

KPSC Kentucky Public Service Cornmission 

Kv Kilovolt 

kWh Kilowatt-hour 

LIBOR London Interbank Offered Rate 

MACT Maximum achievable control technology 

Mcf Thousand cubic feet 

Midwest IS0 Midwest Independent Transmission 
System Operator, Inc 

MMBtu Million Bnbsh Thermal llnit 

Moody's Moody's Investor Services 

Company, LLC 

Duke Energy Trading and Marketing, 
LLC 

(collectrvely with iB subsidiaries) 

Duke Energy Indiana. Inc 

Duke Energy Kentucky, Inc 

Duke Energy Ohio, Inc 

Act 

5 
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i' ; Term or Acronym Definition Term or Acronym Definition 
I ' -  

Market Rate Ophon REPS 

RlCO 

MRO 

MTBE Methyl tertiary butyl ether 

MW Megawatt 

. Renewable Energy and Energy 
Efficiency Portfolio Standard 

Racketeer Influenced and Corrupt 
Organizations 

RSP Rate Stabilization Plan 

RTO Regional Transmission Organization 

SB 221 

SCEUC 

MWh Megawatt hour 

NCUC North Carolina Utilities Commission 

NDTF Nuclear Decommissioning Trust Funds 
Ohio Senate Bill 221 
South Carolina Energy Users Committee 

sEnergy sEnergy Insurance Limited NEIL Nuclear Rectnc Insurance Limited 

NMC National Methanol Company SEC Secunties and Exchange Commission 

Nitrogen oxide SHGP South Houston Green Power, L P 

Normal purchasdnormai sale so2 Sulfur dioxide 
NO, 

NPNS 

N RC Nuclear Regulatory Commission 

Spectra Energy Capital, LLC (formerly NSR 

Duke Capital LLC) OCC 
ORS South Carolina Office of Regulatory Staff s&p Standard & Poor's 

The American Recovery and 
Reinvestment Act of 2009 OUCC 

SPE Special Purpose Entity 

Spectra Energy Spectra Energy CArp 

Spectra Capital 
New Source Review 

Office of the Ohio Consumers' Counsel 

Stimulus Bill Indiana Office of Utility Consumer 
Counselor 

Synhiel I i . I I I Synthetic Fuel 
VDEQ . . . I I . Virginia Department of Environmental 

Pioneer Transmission . Pioneer Transmission, LLC 

PSCX . . I I I . . Public Service Comknission of South Qualitv 

VI E Variable Interest Entity 

WACC 

Carolina 

Weighted Average Cost of Capital 

PUHCA Publlc Utility Holding Company Act Of WARN North Carolina Waste Awareness 

QSPE Quihying Special Purpose EnOty WVPA Wabash Valley Power Association, Inc 

' 1 PUCO Public Ublities Commission of Ohio 

1935, as amended Redudion Network 

I -  

DUKE ENERGY CORPORATION/ZW9 FORM 1O-K 6 



JOINT APPLICANTS 
EXHIBIT A 
PAGE 027 

PART I - 

I 1 

The following sections describe the business and operabons of 
each of Duke Energy's reportable business segments, as well as 
Other (For more information on the operabng outlook of Duke Energy 
and rts reportable segments, see "Management's Discussion and 
Analysis of Financial Condition and Results of Operations, 
Introducbon - Executive Overview and Economir Factors for Duke 
Energy's Business" For financial informabon on Duke Energy's 
reportable business segmenls, see Note 2 to the Consolidated 
Finanrial Statements, "Business Segments ") 

U.S. FRANCHISED ELECTRIC AND GAS 

Service Area and Customers 

U S  Franchised Electric and Gas generates, transmits, distribu- 
tes and sells electricity and transpits and sells natural gas. It 
conducts operations primarily through Duke Energy Carolinas, the 
regulated transmission and distribution operations of 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). Its service area covers about 
50,000 square miles with an estimated ppulation of 11 million in 
central and westem North Carolina, western South Carolina, 
southwestem Ohio, central, north central and southem Indiana, and 
northem Kentucky. U S. Franchised Electric and Gas supplies electric 
service to approximately 4 million residential, commercial and 
industrial customers wer 151,600 milesof distribution lines and a 
20,900 mile transmission system U.S. Franchised Electric and Gas 
provids domestic regulated transmission and distribution services for 
natural gas to approximately 500,000 customers in southwestern 
Ohio and northern Kentucky via approximately 7,200 miles of gas 
mains (gas distribution lines that serve as a common source of 
supply for more than one service line) and approximately 
6,000 miles of service lines. Electricity is alm sold wholesale to 
incorporated municipalities and to public and private utilities In 
addition, municipal and cooperative customers who purchased 
portions of the power generated by the Catawba Nuclear Station may 
also buy power from a variety of suppliers, including Duke Energy 
Carolinas, through contractual agreements. For more information on 
the Catawba Nuclear Station joint ownership, see Note 5 to the 
Consolidated Financial Statements, "Joint Ownership of Generating 
and Transmission Facilities." 

Duke Energy Carolinas' service area has a diversified commerc- 
ial and industrial presence. Manufacturing continues to be one of the 
largest contributors to the economy in the region Other sectors such 
as finance, insurance, real eshte services, and local government also 
constitute key components of the states' gross domestic product 
Chemicals, rubber and plastics, textile and motor vehicle 
manufacturing industries were among !he most significant 
contributors to the Duke Energy Carolinas' industrial sales 

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 

chemicals, and paper and plastics were the most significant contribu- 
ton to the area's manufacturing output and Duke Energy Ohio's and 
Duke Energy Kentucky's industrial sales revenue for 2009 Food and 
beverage manufacturing, fabricated metals, and electronics also have 
a strong impact on the area's emnomic growth and the region's 
industrial sals 

Industries of major economic significance in Duke Energy 
Indiana's service territory include food products, stone; clay and glass, 
primary metals. and transportation. Other significant industries opera- 
ting in the area include chemicals, fabricat& metal, and other 
manufacturing. Key sectors among general service customers include 
duration and retail trade 

The number of residential and general service customers within 
the U S Franchised Electric and Gas' service territory, as well as sales 
to t h m  customers, is apx ted  to increase over time However, 
growth in the nearAerm is being hampered by the current economic 
conditions Industrial sales declined In 2009 when compared to 
2008. While the decline in the sales volumes to industrial customen 
began to stabilize in the second half of 2009, the level of sales to 
industrial customers is expected to remain a smaller, yet still signific- 
ant, portion of US. Franchised Electric and Gas sales in U?e 
foreseeable future. 

nced by seamnal patterns Peak Gles of electricity m u r  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 occur during the winter months 

The primary metals indusby, transportation equipment, 

U S  Franchised Electric and Gas' costs and revenues are influe- 
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The following maps show the 11 S. Franchised Uectric and Gas' servitx territories and operating facilities. 

U.S. Franchised Electric and Gas Carolinas Power General Facilities 

DUKE ENERGY REGULATED 
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Energy Capacity and Resources 

Electric energy for 11 S. Franchised Electric and Gas' customers 
is generated by three nuclear generating stations with a combined 
owned capacity of 5,173 MW (including Duke Energy3 approximate 
19% ownership in the Catawba Nuclear Station), fifteen coal-fired 
stations with an overall combined owned capacity of 13,189 MW 
(including Duke Energy's 69% ownership in the East Bend Steam 
Station and 50.05% ownership in Chit 5 of the Gibson Steam 
Station), thirtyone hydroelectric stations (including two pumped- 
storage facilities) with a combined owned capacity of 326.3 MW, 
fifteen combustion turbine (CV stations burning natural gas, oil or 
other fuels with an overall combined owned capacity of 5,047 MW 
and one combined cycle (CC) station burning natural gas wiih an 

.owned capacity of 285 MW. Energy and capacity are alsn supplied 
through contracts with other generators and purchased on the open 
market Factors that could cause l i  S. Franchised Electric and Gas to 
purchase power for its customers include generating plant outages, 
extreme weather conditions, generation reliability during the summer, 
growth, and price. U S  Franchised Electric and Gas has interconnec- 
tions and arrangements with its neighboring utilities to facilitate plan- 
ning, emergency assistance, sale and purchase of capacity and . 

energy, and reliability of power supply 
US. Franchised Electric and Gas' generation portfolio is a 

balanced mix of energy resources having different operating characte 
ristics and fuel sources designed to provide energy at the lowest poss- 
ible cost to meet its obligation tn serve nativeload 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-productioncost nuclear and coal-fired generating 
units that operate almost continuously (or at baseload levels). In 
2009, approximately 98.1% of the total generated energy came from 
US.  Franchised Electric and Gas' lowcast, efficient nuclear and coal 
units (59 6% coal and 3 8  5% 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 gadoil CT and CC stations in both the Carolinas and 
M i d w c  operate primarily during the peak-hour load periods (at 
peaking levels) when customer loads are rapidly changing CTs and 
CC's produce energy at higher production costs than either nuclear or 
coal, but are less expensive to build and maintain, and can be rapidly 
started or stopped as needed to meet changing customer loads 
Hydroelectric units produce low-cnst energy, but their operations are 
limited by the availability of water flow. 

lectric facilities offer the added flexibility of using low& off-peak 
energy to pump water that will be stored for later generation use 
during times of highercost on-peak generation periods These facilit- 
ies allow US. Franchised Electric and Gas to maximize the value 
spreads between different high- and low-cmt generation periods 

U.S. Franchised Electric and Gas isengaged in planning efforts 
to m e t  projected load gmwul in ik setvice territories Long-term 
projedions indicate a need for capacity additions, which may include 

11S Franchised Electric and Gas' major pumped-storage hydroe- 

new nuclear, integrated gasification combined cycle (IGCC), coal 
facilitia or gas-fired generation units Berause of the long lead times 
required to develop such assets, U.S. Franchised Electric and Gas is 
taking steps now to ensure those options are available Signifirant 
cunent or potential future capital projeds are discussed below. 

South Carolina passed new energy legislation South Carolina 
Senate Bill 431 (S 431) which bwame effective May 3 ,  2007 This 
leeislation includes provisions to provide assurance of cost recovery 
related to a utility's incurrence of project development costs associa- 
ted with nuclear baseload generation, cost recovery assurance for 
construction costs associated with nuclear or mal baseload genera- 
tion, and the ability to recover financing msts for new nuclear < 

baseload generation in rates during construction through a rider The 
North Carolina General Assembly also passed comprehensive energy 
legislation North Carolina Senate Bill 3 (SB 3) in .July 2007 that was 
signed into law by the Governor on August 20, 2007. Like the South 
Carolina legislation, the North Carolina legislation provides cost 
recovery assurance, subject to prudency review, for nuclear project 
development costs as well as baseload generation construction costs 
A utility may include financing costs related to construction work in 
progress for baseload plants in a rate case 

William States Lee 111 Nuclear Station. 

On December 12,2007, Duke Energy Carolinas filed an 
application with the Nuclear Regulatory Commission (NRC), which 
has been docketed for review, for a combined Construction and 
Operating License (COL) for two Westinghouse APlOOO (advanced 
passive) reactors for the proposed William States Lee 111 Nuclear 
Station at a site in Cheroltee County, South Carolina Each reactor'is 
capable of prcducing approximately 1,117 MW. Submitting the COL 
application does not commit Duke Energy Carolinas to build nuclear 
units. The NRC review of the COL application continues and the esti- 
mated receipt of the COL is in mid 2013. Duke Energy Carolinas filed 
with the US. Department of Energy (DOE) for a federal loan 
guarantee, which has the potential to significantly lower financing 
costs associated with the proposed William States Lee 1 1 1  Nuclear 
Station; however, it was not among the four projects selected by the 
DOE for the final phase of due diligence for the federal loan guarantee 
program. The project could be selected in the future if the program 
funding is expanded or if any of the current finalists drop out of the 
program. 

Cl i i ide Unit 6. 

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 
March 21,2007, the NCUC issued an Order allowing Duke Energy 
Carolinas to build one 800 MW unit On February 20, 2008, Duke 
Energy Carolinas entered into an amended and restated engineering, 
prmurement, construction and commissioning services agreement) 
valiied at approximately $1.3 billion, with an affiliate of The Shaw 
Group, Inc., of which approximately $950 million relates to partici- 
pation in the construction of Cliffside Unit 6, with the remainder 
related to a flue gas desulfurization system on an existing unit at 
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(including approximately $120 million of AFUDC) In August 2007, 
Vectren formally withdrew its parlicipation in the IGCC plant and a 
hearing was conducted on the CPCN petition based on Duke Energy 
Indiana owning 100% of the project On November 20, 2007, the 
IURC issued an order granting Duke Energy Indiana a CPCN for the 
proposed IGCC Project, approved the cost estimate of $1.985 billion 
and approved the timely recovery of costs related to the project On 
January 25, 2008, Duke Energy Indiana received the final air permit 
from the Indiana Department of Environmental Management 

On May 1, 2008, Duke Energy Indiana filed its first semi- 
annual IGCC Rider.and ongoing review proceeding with the IURC as 
required under the CPCN Order issued by the IURC In its filing, Duke 
Energy Indiana requested approval of a new cost estimate for the - 

IGCC Project of $2 35 billion (including approximately $125 million 
of AFUDC) and for approval of plans to study carbon capture as requ- 
ired by the IURCs CPCN Order On January 7,2009, the NJRC 
approved Duke Energy Indiana's request, including the new cost 
estimate of $2 35 billion, and cost recovery associated with a study 
on carbon capture. Duke Energy Indiana was required to file its plans 
for studying carbon storage related to the project within 60 days of 
the order. On November 3, 2008 and May 1, 2009, Duke Energy 
Indiana filed its second and third semi-annual IGCC riders, 
respectively, both of which were approved by the IURC in full. 

On November 24, 2009, Duke Energy Indiana filed a petition 
for its fourth semi-annual IGCC rider and ongoing review proceeding 
with the IURC. Duke Energy has experienced design modifications 
and scope growth above what was anticipated from the preliminary 
engineering design, adding capital costs to the IGCC project. Duke 
Energy Indiana forecasted that the additional capital cost items would 
use the remaining contingency and esralation amounts in the current 
$2.35 billion c a t  estimate and add approximately $150 million, or 
about 6.4% to the total IGCC Project cost estimate, excluding the 
impact associated with the need to add more contingency. Duke 
Energy Indiana did not request approval of an increased cost estimate 
in the fourth semi-annual update proceeding; rather, Duke Energy 
Indiana requested the IURC to establish a subdocket proceedine in 
which Duke Energy will preent additional evidence regarding an 
updated estimated cost for the IGCC project and in which a more 
comprehensive review of the IGCC project could occur. On 
January 27,2010, the IURCapproved Duke Energy Indiana's 
rq.uest for a subdocket proceeding regarding the cost estimate issues 
and accepted procedural schedules for the fourth semi-annual update 
proceeding and the subddcket proceeding The evidentiary hearing for 
the fouith semi-annual update proceeding is scheduled for April 6, 
2010 In the cost estimate subdocket prorwding, Duke Energy 
Indiana will be filing a new cost estimate for the IGCC project on 
April 7, 2010, with its case-in-chief testimony, and a hearing is . 
scheduled to begin August 10,2010. Duke Energy Indiana contin- 

Cliffside On February 27, 2009, Duke Energy Carolinas filed its 
latest updated cost estimate of S1 8 billion (excluding up to 
approximately $0 6 billion of allowance for funds used during 
construction (AFUDC)) for the approved new Cliffside Unit 6 Duke 
Energy Carolinas believes that the overall cost of Cliffside Unit 6 will 
be reduced by approximately $125 million in federal advanced clean 
coal tax credits. Construction of Cliffside Unit 6 is underway and is 
approximately 55% complete as of December 31, 2009 

Dan River and Buck Combined Cycle Facilities. 

On .June 29, 2007, Duke Energy Carolinas filed with the NCUC 
preliminary CPCN information to construct a 620 MW combined 
cycle natural gas-fired generating facility at its existing Dan River 
Steam Station, as well as updated phiminary CPCN information to 
construct a 620 MW combined 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 consolidated its consideration of the two 
CPCN applications and held an evidentiary hearing on the applica- 
tions on March 11, 2008. On May 5,2008, Duke Energy Carolinas 
entered into an engineering, construction and commissioning services 
agreement for the Buck combined cycle proj?, valued at 
approximately $275 million, with Shaw North Carolina, Inc On 
November 5, 2008, Duke Energy Carolinas notified the NCUC that 
since the issuance of the CPCN Order, recent economic factors have 
caused increased unceitainly with regard to forecasted load and near- 
term capital expenditures, resulting in a modification of the 
construction schedule. On September 1, 2009, Duke Energy 
Carolinas filed with the NCUC further information clarifying the 
construction schedule for the two projects. Under the revised 
schedule, the Buck Project is expected to begin operation in 
combined cycle mode by the end of 201 1, but without a phased-in 
simple cycle commercial operation The Dan River Project is expected 
to begin operation in combined cycle mode by the end of 2012, also 
without a phasid-in simple cyde commercial operation. On 
December 21, 2009, Duke Energy Carolinas entered into a First 
Amended and Restated engineering, construction and commissioning 
services agreement with Shaw North Carolina, Inc for $322 million 
which reflects the revised schedule Based on the mmt updated cost 
estimates, total costs (including AFUDC) for the Buck and Dan River 
projects are approximately $660 million and $710 million, 
respectively. 

a final air constnJction permit authorizing construction of the Buck 
combined cycle natural gas-fired generating units, and on August 24, 
2009, the DAQ issued a final air permit authorizing construction of 
the Dan River combined cycle natural gas-fired generation units 

On October 15, 2008, the Division of Air Quality (DAQ) issued 

ues to work with ils vendors to update and refine the forecasted 
increased cost to complete the Edwardsport IGCC project, and 
currently anticipates that the total cost increase it submits in the cost 
estimate subdocket proceeding will be significantly higher than the 
$150 million previously identifig. 

Duke Energy Indiana filed a petition with the IURC requesting 
approval of its plans for sfudying carbon storage, sequestration and/or 
enhanced oil recovery for the carbon dioxide KO,) from the 

Edwardsport IGCC. 

Indiana Gas and Electric Company m a  Vecben Energy Delivery of 
Indiana (Vectren) filed a joint petition with the IURC seeking a CPCN 
for the mnstnidion of a 6.30 MW IGCC power plant at Duke Energy 
Indiana's Edwardsport Generating Station. in Knox County, Indiana. 
The facility was initially estimated to cost approximately $2 billion 
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Edwardsport IGCC facility on March 6,2009 On July 7, 2009, 
Duke Energy Indiana filed its case-in-chief testimony requesting 
approval for rast recovery of a $121 million site assessment and 
characterization plan for C02 sequestration options including deep 
saline sequestration, depleted oil and gas sequestration and enhan- 
ced oil recovery for the C02 from the Edwardsport IGCC facility The 
Indiana Office of Utility Consumer Counselor (OUCC) filed testimony 
supportive of the continuing study of c a b n  storage, but 
recommended that Duke Energy Indiana break its plan. into phases, 
recornmending approval of only approximately $33 million in expen- 
ditures at this time and defenal of expenditures rather than cost 
recovery through a tracking mechanism as proposed by Duke Energy 
Indiana Intervenor CAC recommended against approval of the 
c a h n  storage plan stating customers should not be required to pay 
for research and development costs. Duke Energy Indiana’s rebuttal 
testimony was filed October 30, 2009, wherein it amended its 

.., . .... - . -.. . . .. .. . _. .... _ _  request to seek deferral of approximately $42 million to mver the 
carbon storage site assessment and characterization activities 
scheduled to occur through approximately lhe end of 2010, with 
further required study expenditures subject to future IlJRC 
proceedings An evidentiary hearing was held on November 9, 2009, 
and an order is expeded in the first half of 2010 

Under the Edwardsport IGCC CPCN order and statutory 
provisions, Duke Energy Indiana is entitled to recover the costs 
reasonably incurred in reliance on the CPCN Order. In December 
2008, Duke Energy Indiana entered into a $200 million engineering, 
procurement and construction management agreement with Bechtel 
Power Corporation Consirudion of Edwardsport is underway and is 
approximately 50% complete as of December 31, 2009. 

“Regulatory Matters,” for further discussion on the above i n - p r w s  
or potential construction projech. 

See Note 4 to the Consolidated Financial Statements, 

Fuel Supply 

U S. Franchised Electnc and Gas relies principally on coal and nuclear fuel for its generation of electnc energy The following table lists U S 
Franchised Electric and Gas’ sources of power and fuel costs for the three years ended December 31, 2009 

Cost of Delivered Fuel per Net 
Rlowatt-hour Generated (Cents) 

Generation by Source 
(PercenU 

2009 2008 2007 2009 2008 2007 

Coal(‘] 59.6 669 665 288 259  220 
Nuclea$l 38.5 321 31 2 048 0 4 4  038 

0.4 0 7 1 1 7 7 1  1347 9 3 2  Oil and gas0 
196 197  1 7 1  All fuels (cast-based on weighted average)(Jxbl 985 997  9 8 8  

Hydroelectne(m 15 0 3  1 2  

1000 1000 1000 

(a) Sbistla related to mal geneidlion and ail Lek teflect U S Franchwd Oeclric and Gas’ 69% ownerjhtp inlertril in Ihe Easl Bend Sieam Siaiion and 50 05% wrnenhip Interest in Unit 
5 oi the Gihson Steam Stabon 

(b) Stat is i~s related io nudear generation and an fuels tellecl U S Franchised Oeclr: and Gas’ 12 5% inter& In Vie Calawba Nuclear Slallon thmugh Sepiembw30, 2008 and an 
approximate 19% urnenhip i n l e d  In the Catawba Nudear Slation from Octohr 1,2CQ8 and Iherealkr 

(c) Cost stabsticr indude amounts lor lightdff fuel at U S Franchised Elcanc and Gas’ mi-iiid slabons 
(d) Generating liam are net of wpui rrquired la tepienish pumped siomge facildtes during 08 peak plrials 

Coal. to fuel its projected 2010 operations and a significant portion of 

U S Franchised Electric 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 2010 to 2014 U.S. 
Franchised Electric and Gas expects to renew these contracts or 
enter into similar contracts with other suppliers for the quantities 

supply to fuel its projected 2011 operations 
The current average sulfur content of coal purchased by 

U.S. Franchised Eledric and Gas for the Carolinas is approximately 
1%; however, as Carolinas 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 (SO,) emission allowances on the open 
marhet, this satisfies the current emisslon limitations for SO, for 
existing facilities in the Carolinas and Midwest. 

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 under contract 
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Gas. 

U S Franchised flectnc and Gas is responsible for the purchase 
and the subsequent delivery of natural gas to native load customers 
in its Ohio and Kenturky sewice territories U S 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 
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interstate pipeline transportation capacity during the winter Season 
(November through March) and during the non-heating Season 
(April through Oclober) through a combination of firm supply and 
transportation capacity along with spot supply and interruptible 
transportation capacity. p i s  strategy allows U S Franchised Electric 
and Gas to assure reliable natural gas supply for its high priority (non- 
curtailable) firm customers during peak winter conditions and 
provides tJ S.  Franchised Electric and Gas the flexibility to reduce its 
contract commitments if fin customers choose alternate gas 
suppliers under U S. Franchised Electric and Gas’ customer choice/ 
gas transportation programs. In-2009, firm supply purchase commit- 
ment agreements provided approximately 99% of the inatural gas 
supply, with lhe remaining gas purchased on thespot market These 
firm supply agreements feature two levels of gas supply, specifically 
(1) base load, which isa continuous supply to meet normal demand 
requirements, and (2) swing load, 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 
gallons of liquid propme. In addition, U S Franchised Electric and Gas 
has access to 5 5 million gallons of liquid propane storage and product 
loan through a commercial  elv vices agrement with a third party This 
liquid propane is used in the three propandair peak shaving plants 
located in Ohio and Kentucky Propandair peak shaving plants 
vaporize the propane and mix with natural gas to supplement the 
natural gas supply during peak demand periods and emergencies 

ment-price volatility mitigation programs for Duke Energy Ohio and 
Duke Energy Kentucky Th&e programs prearrange between 
10-25% of total winter heating season gas requirements for Duke 
Energy Ohio, between 10-35% of total winter heating season gas 
requirements for Duke Energy Kentucky and between 1040% of 
total summer season gas requirements for both Duke Energy Ohio 
and Duke Energy Kentucky for up to three years in advance of the 
delivery month. Duke EnergyOhio and Duke Energy Kentucky use 
primarily fixed-price forwad contracts and contracts with a ceiling 
and floor on the price. As of December 31, 2009, Duke Energy Ohio 
and Duke Energy Kentucky, combined, had locked in pricing for 
approximately 22% of their winter 2009/2010 system load 
requirements . 

U S. Franchised Electric and Gas is also responsible for the 
purchase and the subsequent delivery of natural gas to the gas 
turbine generators to serve native elecFic load customers in the Duke 
Energy Carolinas, Duke Energy Indiana and Duke Energy Kentucky 
service territories. The natural gas procurement strategy is to contract 
with one or several suppliek who buy spot market natural gas 
supplies along with firm or interruptible interstate pipeline transporla- 
tion 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 hdges a percentage of its winter and 
summer expected native gas burn from Indiana gas turbine units 
usingfinancial swaps tied to the New York Mercantile Exchange 
(NYMW-Henry Hub natural gas futures. 

LIS. Franchised Electric and Gas manages natural gas procure- 

. 
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Nuclear. 

The industrial processes for producing nuclear generating fuel 
generally involve the mining and milling of uranium ore to produce 
uranium concentrates, the services to convert uranium concentrates 
to uranium hexafluoride, the services to enrich the uranium hexafluo- 
ride, and the services to fabricate the enriched uranium hexafluoride 
into usable fuel assemblies 

and services 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. Duke Energy Carolinas 
staggers its mntracting so that its portfolio of long-term rantracts 
covers the majority of its fuel requirements at Oconee, McGuire and 
Catawba in the near-term and decreasing portions of Its fuel require- 
ments over time thereafter Due to the technical complexities of 
changing suppliers of fuel fabrication services, Duke Energy Carolinas 
generally sources these services to a single domestic supplier on a 
plant-by-plant basis using multi-year contracts. 

Duke Energy Carolinas has entered into fuel conimcts that, 
based on its current need proj&ions, cover 100% of the uranium 
concentrates, conversion services, and enrichment services require- 
ments of the Dwnee, McGuire and Catawba Nuclear Stations 
through at least 2011 and cover fabrication services requirements for 
these plants through at least 2018 For subsequent years, a portion 
of the fuel requirements at Oconee, McGuire and Catawba are 
covered by long-term contracts. For future requirements not already 
covered under long-term contracts, Duke Energy Carolinas 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 exbected to be fulfilled with 
uranium spot market purchases 

Duke Enerky fkolinas has contracted for uranium materials 

Energy Efficiency. 

Several factors have led to increased focus on energy elTiciency, 
including environmental constraints, increasing costs of generating 
plans and legislative mandates regarding building codes and 
appliance efficiencies As a result of these factors, Duke Energy has 
developed various programs designed to promote the efficient use of 
electricity by its customers. These programs, collectively called 
savea-watt, have been filed with various state commissions over the 
past several years 

Save-a-watt was approved by the PLJCO on December 17, 
2008, in conjunction with the ESP, and Duke Energy Ohio began 
offering programs and billing a rate rider effective January 1, 2009. 
Savea-watt is approved to continue through December 31,2011 

On February 26,2009, the NCUC approved Duke Energy 
Carolinas’ energy efficiency programs and authorized Duke Energy 
Carolinas to implement its rate rider pending approval of a final 
compensation mechanism by the NCUC. Duke Energy Carolinas 
began offering energy conservation programs to North Carolina retail 
customers and billing a conservation-program only rider on June 1, 
2009. In Octobr 2009, Duke Energy Carolinas also began offering 
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demand response programs in North Carolina. On December 14, 
2009, the NCUC approved the save-a-watt compensation model 
and, effective January 1, 2010, Duke Energy Carolinas kegan billing 
a rate rider reflecting both conservation and demand response 
p r̂ograms", The save-a-watt programs and compensation approach in 
North Carolina are approved through December 31, 2013. 

Duke Energy Carolinas began offering demand response and 
conservation programs to South Carolina retail customers effective 
June 1,2009. On January 20,2010, the PSCSC approved a 
save-a-watt rider for Duke Energy Carolinas' energy efficiency 
programs. Duke Energy Carolinas began billing this rider to retail 
customers February 1, 2010. The save-a-watt programs and 
compensation approach in South Carolina are approved through 
Decemkr31,2013. 

IlJRC requesting approval of save-a-wait Duke Energy Indiana 
reached a settlement with all intervenors except one, the CAC, and 
filed the settlement agreement with the IURC An evidentiary hearing 
with the IURC was held on February 27,2009 and March 2,2009. 
On February 10, 2010, the IURC approved the request. 

The KPSC approved Duke Energy Kentucky's current energy 
efficiency programs in 2009. The KPSC is reviewing Duke Energy 
Kentucky's proposed adjustment for 2010 and a decision is expected 
by May 2010 On December 1,2008, Duke Energy Ken@ckyfiled an 
application for the save-a-watt compensation model. On January 27, 
2010, Duke Energy Kentucky withdrew the application to implement 
savea-watt and plans to file a revised portfolio in the future 

SmartGrid and Distributed Renewable Generation 
Demonstration Project 

In October 2007, Duke Energy Indiana filed its petition with the 

Duke Energy Indiana filed a petition in May 2008, and 
case-inchief testimony in September 2008, supporting its request to 
build an intelligent distribution grid in Indiana The proposal 
requested approval of distribution formula rates or, in the alternative, 
a SmarlGrid Rider to recover the return on and of the capital costs of 
the build-out and the recovery of incremental operating and 
maintenance expenses and lost revenues. The petilion also included 
a pilot program for the installation of small solar photovoltaic and 
wind generation on customer sites, for approximately $10 million 
over a three-year period Duke Energy Indiana filed supplemental 
testimony in January 2009 to reflect the impacts of new favorable tax 
treatment on the costlbenefit analysis for SrnartGrid. After various 
filings by interveners, on .June 4, 2009, Duke Energy Indiana filed 
with the IURC a settlement agreement with the OUCC, the CAC, 
Nucor Corporation, and the Duke Energy Indiana Industrial Group 
which provided for a full deployment of Duke Energy Indiana's 
Smaffirid initiative at a slower pace, including cost recovery through 
a tracking mechanism. The settlement also included increased 
reporting and monitoring requirements, approval of Duke Energy 
Indiana's renewable distribuled generation pilot and the creation of a 
collaborative design to initiate several time differentiated pricing pilots, 
an electric vehicle pilot and a home area network pilot Additionally, 
the settlement agreement provided for tracker recovery of Uie costs 
associated with 'the SmartGrid initiative, subject to cost recovery caps 
and a termination date for the tracker. The tracker would also include 

a reduction in msts associated with the adoption of a new deprecia- 
tion study An evidentiary hearing was held on June 29,2009 On 
November 4,2009, the IURC issued an order that rejected the 
settlement agreement as incomplete and not in the public interest 
The IlJRC cited a lack of defined benefils of the programs and 
encouraged the parties to continue the collaborative process outlined 
in the settlement or to consider smaller srale pilots or phased-in 
options The IURC required the parties to present a procedural 
schedule within 10 days to address the underlying relief requested in 
the cause, and to supplement the record to addre& issues regarding 
the American Recovery and Reinvestment Act (the Stimuius Bill) 
funding recently awarded by the DOE. Duke Energy Indiana is 
considering its next steps, including a review of the implications of 
this Order on the Stimulus Bill Smaffirid Investment Grant award 
from the DOE. A technical conference wzs held at the IURC on 
December 1, 2009, wherein a procedural schedule was established 
for the IURC's continuing review of Duke Energy Indiana's smart grid 
proposal Duke Energy is currentlyscheduled lo filesupplemental 
testimony in support of a revised SmartGrid proposal by April I, 
2010, with an evidentiary hearing scheduled for May 5,2010 

Duke Energy Ohio received approval to recover expenditures 
incurred to deploy the SmartGrid infrastrucbre in December 2008 in 
conjunction with the approval of Duke Energy Ohio's ESP filing On 
June, 30, 2009, Duke Energy Ohio filed an applifation to establish 
rates for return of its Smaffirid net costs incurred for gas and electric 
distribution service through the end of 2008 Duke Energy Ohio 
proposed its gas SmartGrid rider as part of its most recent gas distri- 
bution rate case A Stipulation and Rmmmendation was entered 
into by Duke Energy Ohio, Staff of the PUCO, Kroger Company, and 
Ohio Partners for Affordable Energy, which provides for a revenue 
increase of approximately $4 2 million under the electric rider and 
$590,000 under the natural gas rider Approval of the Stipulation 
and Recommendation is exxpected in the first quarter 2010 

Indiana and Duke Energy Ohio, was awarded a $200 million 
Smaffirid investment grant from the DOE in October 2009 Duke 
Energy is currently evaluating the terms and conditions of the grant in 
conjunction with regulatory activities described above that are 
ongoing in Indiana and Ohio. 

"Regulatory Matters," for additional information 

Duke Energy Business Servicess, on behalf of Duke Energy 

See Note 4 to the Consolidated Financial Statements, 

Renewable Energy. J 

Climate change concerns, as well as the oil price volatility, have 
sparked rising government support in driving increasing renewable 
energy legislation at b t h  the.federal and state level. For example, as 
discussed further below, the North Carolina legislation (SB 3) passed 
in 2007 &tablished a renewable energy and energy efficiency 
portfolio sbndard (REPS) for electric utilities, and in 2008, the state 
of Ohio also passed legislation that included renewable energy and 
advanced energy targets. Duke Energy Carolinas, Duke Energy Ohio 
and Duke Energy indiana have issued Request for Proposals (RFP) 
seeking bids for power generated from renewable energy sources, 
including sun, wind, water, organic matter and other sources 
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With the passage of Senate Bill 221 (SB 221) in Ohio in 2008, 

Duke Energy Ohio is required to secure renewable energy and include 
an increasing percentage of renewables as part of its resource porifo- 
Iio. The compliance percentages are based on a threeyear historical 
average of its standard service offer load The rquiremenh are 
0.25% of the baseline load from non-solar and 0 004% from solar 
beginning in 2009, increasing to 12.5% non-solar and 0 5% solar 
by 2024. Of these percentages, at least 50% of each resource type 
must come fmn resources located within the state of Ohio To 
address this legislation, Duke Energy Ohio initiated several acquisition 
activities including comprehensive renewable RFPs in June 2008 
Duke Energy Ohio evaluated the bids and selected hoth solar and 
non-solar bids to begin negotiations aimed toward final contract 
executions. Initial objectives were focii&d on meeting the specific 
near-term 2009, 2010 and 2011 requirements Duke Energy Ohio 
is also working with regulators to seek clarifications on points of the 
SB 221 renewable guidelines Effective December 10,2009, the 
PlJCO adopted a set of reporting standards known as “Green Rules” 
which will regulate energy efficiency, alternative energy generation 
requirements and emission reporting for activities mandated by 
SB 221 Duke Energy Ohio will continue ih renewable efforls with 
bidders, suppliers and the community in Ohio to meet the increasing 
renewable obligations 

With the passage of SB .3 in North Carolina in 2007, Duke 
Energy Carolinas was rquired to include an increasing percentage of 

- ._.:., . . .  
. .  . .  

renewables as part of its generation porlfolio. SB 3 requires solar 
compliance at 0 02% of retail sales beginning in 2010 and 3% of 
total portfolio to comply with solar, swine and poulby riquirements 
beginning 2012. Total North Carolina renewable energy resource 
complianw increases to 12.5% by 2021 SB 3 granted the NCUC 
authority to approve an energy efficiency rate rider to compensate 
iutilities for new energy efficiency programs that they implement, as 
well as a REPS rider to recover incremental costs incurred to comply 
with the renewable portfolio standard. To address this legislation, 
Duke Energy Carolinas initiated a comprehensive renewable RFP in 
April 2007 to a d d r s  the 2010 through 2014 renewable portfolio 
standards requirements As a wult of the 2007 renewable energy 
RFP, Duke Energy Carolinas has executed a contract with a solar 
bidder and several landfill gas contracts which will be added to the 
hydro facilities portfolio to meet future compliance requirements 
Duke Energy Carolinas is working with regulators to seek clarifications 
on points of the SB 3 renewable guidelines Duke Energy Carolinas 
will continue to meet its growing renewable efforts with bidders, 
suppliers and the community in the Carolinas to meet the increasing 
renewable obligations. 

inventory 

Generation of electricity is capital-intensive U.S Franchised 
Electric and Gas must mainFin an adquate stock of fuel, materials 
and supplies in order to ensure continuous operation of generating 
facilities and reliable delivery to customen. As of December 31, 
2009, the inventory balance for U S. Franchised Electric and Gas 
was approximately $1,278 million See Note 1 to the Consolidated 
Financial Statements, “Summary of Significant Accounting Policies,” 
for additional information 

Nuclear Insurance and Decommissioning 

.Duke Energy Carolinas owns and operates the Mffiuire and 
Oconee Nuclear Stations and operates and 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: 
liability coverage; property, decontamination and premature decom- 
missioning coverage; and business interruption and/or extra 
expense coverage. The other joint owners of the Catawba Nuclear 
Station reimburse Duke Energy Carolinas for certain expenses 
associated with nuclear insurance premiums. The PriceAnderson Act 
requires Duke Energy to provide for public liabilityclaims resulting 
from nuclear incidents to the maximum total financial protection 
liability, which was approximately $12 5 billion and increased to 
approximately $12.6 billion effectiveJanuary 1, 2010 See Note 16 
to the Consolidated Financial Statements, “Commitmenls and 
Contingencies - Nuclear Insurance,” for more information. 

In 2005, the NCUC and PSCSC approved a $48 million annual 
amount for contn’butions and expense levels for decommissioning In 
each of theyears ended December .31,2009, 2008 and 2007, 
Duke Energy Carolinas expensed approximately $48 million and 
contributed cash of approximately $48 million to the Nuclear 
Decommissioning Trust hinds (NDTF) for decommissioning costs. 
The entire amount OF these contributions were to the funds reserved 
for contaminated costs as contributions to the funds reserved for 
non-contaminated costs have ken discontinued since the current 
estimates indicate existing funds to be sufficient to cover projected 
future costs The balance of the external NDTF was approximately 
$1,765 million as of December 31, 2009 and $1,436 million as of 
December 31,2008 

As the NCUC and the PSCSC require that Duke Energy 
rarolinas update its cost estimate for decommissioning its nuclear 
plants every five years, new site-specific nuclear decommissioning 
cost studies were completed in .January 2009 that showed total 
estimated niiclear decommissioning costs, including the cost to deco- 
mmission plant components not subject to radioactive contamination, 
of approximately $3 billion in 2008 dollars. This estimate includes 
Duke Energy Carolinas’ 19 25% ownership interest 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 Bath the NClJC and the PSCSC 
have allowed Duke Energy Carolinas to recover estimated 
decommissioning cosh through retail rates over the expected 
remaining service periods of Duke Energy Carolinas’ nuclear stations 
Duke Energy Carolinas believes that the decommissioning costs being 
recovered through rates, when mupled with the existing fund balance 
and expded fiind earnings, will be sufficient to provide for the cost 
of future decommissioning 

decommissioningcost studies with the NClJC and the PSCSC in April 
2009. In addition to the decommissioning cost shidies, a new 
funding study was completd and indicates the current annual 
funding requirement of approximately $48 million is sufficient to 
cover the estimated decommissioning cosh. Duke Energy Carolinas 
received an order from the NCUC on ih rate case filing on 

Duke Energy Carolinas filed these site-spw’fic nuclear 
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December 7,2009, and from the PSCSC on Duke Energy Carolinas’ 
rate case on .January 27, 2010. Both the NCUC and the PSCSC 
approved the existing $48 million annual funding level for nuclear 
decommissioning costs.. See Note 7 to the Consolidated Financial 
Statements, “Asset Retirement Obligations,” for more information 

Afler used fuel is removed from a nuclear reactor, it is cooled in 
a spent-fuel pwl at the nuclear station Under provisions of the 
Nuclear Waste Policy Act of 1982, Duke Energy Carolinas contracted 
with the D?E 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 Duke Energy Carolinas will continue to safely 
manage its used nuclear fuel unlil the DOE accepts it. In 1998, Duke 
Energy Carolinas filed a claim with the US. 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 law- 
suit were bsed upon Duke Energy Carolinas’ 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 5 , 2 0 7 ,  Duke Energy Carolinas and the U.S. Department of 
Justice reached a sefflement resolving Duke Energy Carolinas‘ us4  
nuclear fuel litigation against the DOE The agreement provided for an 
initial payment to Duke Energy Carolinas for certain storage costs 
incurred through July 31, 2005, with additional amounts reimbuned 
annually for future storage costs. 

. . . . . . - . . -... ... . -  . 

Asbestos Related Injuries and Damages Claims 

Duke Energy has experienced numerous claims for indemnifica- 
tion 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 acbwties 
conducted by Duke Energy Carolinas on its eledric generation plants 
prior to 1985 

related to Duke Energy Carolinas’ asbestos-related injuries and dama- 
ges ahove an aggregate self insured retenbon 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 that it is possible there will be additional 
claims 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 loss estimates incorporate anticipated 
inflabon, rf applicable, and are recorded on an undiscounted basis 
These reserves are based upon current esslrmates and are subject to 
greater uncertainty as the projection penod lenghens A significant 
upward or downward trend in the number of claims filed, the nature 
of the alleged injury, and the average cost of resolvtng each such 
claim could change managemenrs estimated liability, as could any 
substanbal advene or favorable verdict at tnal A federal legslative 

Duke Energy has third party insurance to aver certain losses 

solution, further 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 possible 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 codefendants in lawsuits related to asbestos 
at their electric generating stations. The impact on Duke Energy’s 
mnsolidated, results of operations, cash flows, or financial position of 
these cases to date has not been material Based on estimates under 
varying assumptions, concerning uncertainties, such as, among 
others: (i) the number of contracton potentially exposed to asbestos 
during construction or maintenance of Duke Energy Indiana and 
Duke Energy Ohio generating plants; (ii) the possible incidence of 
various illnesses among exposed workers and (iii) the potential settle 
ment 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 settlements occur and claims are made and more case 
law is established 

“Commitments and Contingencies-Litigation-Asb~os Related Injuries 
and Damages Claims,” for more information 

See Note 16 to the Consolidate3 Financial Statements, 

Competition 

IJS Franchised Elecbic and Gas competes in some areas with 
govemment-owned power systems, municipally owned electric 
systems, rural electric ccoperatives and other private utililes, By 
statute, the NCUC and the PSCSC assign service areas outside 
municipalities in North Carolina and South Carolina, respectively, to 
regulated e le9c 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 customen outside their rarpor- 
ate 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 mrporate limits 
is subject to court approval. In Ohio, certified suppliers may offer retail 
electric generation service to residential, commercial and industrial 
customen 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 electric 
service areas can be modified, with approval of the IURC tJ S 
Franchised Electric and Gas also competes with other utilities and 
marketers in the wholeiale electric business In addition, U S. 
Franchised Electric and Gas continues to compete with natural gas 
Droviders 
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Siate 

$74 million increase in ,@e rates, (ii) an allowed return on equity of 
11% with rates set at a return on equity of 10 7% and capital struc- 
ture of53% equity, and (iii) various riders, including one that 
provides for the return of DSM charges previously collected from 
customers over three years rather than five years, and another that 
provides for a storm reserve provision allowing Duke Energy Carnlinas 
to collect $5 million annually (up lo a maximum funding level of 
$50 million accumulating in reserves) to be used against large storm 

, costs in any patticular period On ,anuary 20, 2010, the pscsc 
approved the settlement agreement in full, including the cost recovery 
mechanism for the energy efficiency effort, The new rates were 
effective February 1, 2010 

. . . . . . . - .  . .  

The NCUC' the pscsc' the puce' the lURC and the KPSC 
(collectively, the State Utility Commissions) approve rates for retail 
electric service within their respective states. In addition, the PLJCO 
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 The State Utility Commissions, except for the PUCO. also 
have authority over the construction and operation of IJS. Franchised 
Electric and Gas' generating facilities CPCN's issued by the State 
Utility Commissions, as applicable, authorize U S. Franchised Eleclric 
and Gas to constnrct and operate its electric facilities, and to 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 

Duke Energy Carolinas 2009 North Carolina Rate Case. 

On June 2,2009, Duke Energy Carolinas filed an Applimtion 
for Adjustment of Rates and Charges Applicable to Electric Service in 
North Carolina to increase its base rates The Application was based 
upon a historical test year consisting of the 12 months ended 
December 31, 2008 On October 20, 2009, Duke Energy Carolinas 
entered into a settlement agreement with the North Carolina Public 
Staff Two organizations representing industrial customers joined the 
settlement on October 21, 2009. The terms of the agreement include 
a base rate increase of $315 million (or approximately 8%) phased 
in primarily over a two-year period beginning January 1, 2010. In 
order to miligate the impact of the increase on customers, the agree- 
ment provides for (i) a oneyear delay in the collection of financing 
costs related to the Cliflside modernization project until January 1, 
201 1; and (ii) the accelerated return of certain regulatoy liabilities lo  
customers which lowered the total impact to customer bills to an 
increase of approximately 7% in the near-term. The proposed 
settlement includes a 10.7% return on equity and a capital structure 
of 52 5% equity and 47 5% long-term debt Additionally, Duke 
Energy Carolinas agreed not to file another rate case before 20.1 1 
with any changes to rates taking effect no sooner than 2012. The 
NCUC approved the settlement agreement in full by order dated 
December 7,2009. The new rates were effective and implemented 
on January 1,2010. 

Duke Energy Carolinas 2009 South Caivlina Rate Case. 

On July 27, 2009, Duke Energy Carolinas filed its Application 
for Authority to Increase and Adjust Rates and Charges for an 
increase in rates a d  charges in South Carolina. On September 25, 
2009, Duke Energy Carolinas filed a supplemental request seeking 
PSCSC approval of a charge to customer bills to pay for Duke Energy 
Caiolinas' new energy efficiency efforis. Parties to the proceeding 
include the South Carolina Office of Regulatory Staff (ORS), the South 
Carolina Energy Users Committee (SCEUC), and the South Carolina 
Green Party Duke Energy Carolinas, ORs, and SCEUC filed a 
settlement agreement on November 24, 2009, recommending, (i) a 

Duke Energy Ohio Electric Rate Filings. 

New legislation (SE 221) passed in April 2008 and signed by 
the Governor of Ohio on May 1,2008 codified the PUCO's authority 
to approve an electric utility's standard generation service offer 
through an ESP, which allows for pricing structures similar to those 
under the historic RSP. Electric utilities are required to file an ESP and 
may also file an application for a Market Rate Option (MRO) at the 
same time The MRO is a price determined through a competitive 
bidding process On July 31, 2008, Duke Energy Ohio filed an ESP 
to be eHective January 1,2009. On December 17, 2008, the PUCO 
issued its finding and order adopting a modified Stipulation with 
respect to Duke Energy Ohio's ESP filing The PUCO agreed to Duke 
Energy Ohio's request for a net increax in base generation revenues, 
before impacts of customer switching, of $36 million, $74 million 
and $98 million in 2009, 2010 and 2011, respectively, including 
the termination of the residential and non-residential Regulatory 
Transition Charge, the recovery of expenditurn incurred to deploy the 
Smaffirid infrastructure and the implementation of savea-watt. See 
"Commercial Power" section below for additional information related 
to the ESP. 

For more information on rate matters, see Noie 4 to the 
Consolidated Financial Statements, "Regulatory Matters - U S 
Franchised Electric and Gas '' 

Federal 

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

The Energy Policy Act of 2005 was signed info law in August 
2005 The legislation directs specified agencies to conduct a signifi- 
cant number of shidies on various aspects of the energy industry and 
to implement other provisions through rule makings. Among the key 
provisions, the Energy Policy Act of 2005 repealed the Public'Utility 
Holding Company Act (PUHCA) of 1935, directed FERC to establish 
a self-regulating electric reliability organization governed Ly an 
indepzndent board with FERC oversight, extended the Price Anderson 
Act for 20 years (until 2025), prnvided loan guaranttw, standby 
support and production tax credits for new nuclear reactors, gave 
FERC enhanced merger approval authority, provided FERC new 
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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 rule makings as directed by the 
Energy Policy Act of 2005. These rulemakings have now been 
completed, subject to certain appeals and further proceeding Duke 
Energy does not believe that these rulemakings or the appals will 
have a material adverse effect on its consolidated results of 
operations, cash flows or financial position 

The Energy Policy Act of 1992 and subseqllent rulemakings 
and events initiated the opening of wholesale energy markets to 
competition Open access transmission for 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 senrice area, with opportunities to 
purchase, sell and deliver capacity and energy at market-based 
prices, which can lower overall costs to retail customers 

Indiana are transmission owners in a regional transmission organiza- 
tion operated by the Midwest Independent Transmission System 
Operator, Inc (Midwest EO), a non-proiit organization which 
maintains functional control over the combined transmission systems 
of its members. In 2005, the Midwest IS0 began administering an 
energy market within its footprint and in January 2009 it began 
administering an ancillary services market Additionally, in April 
2009, the Midwest IS0 began administering a voluntary capacity 
auction, and in June 2009, instituted a tariff based capacity 
requirement. 

On December 17, 2001, the IURC approved the transfer of 
functional control of the operation of the Duke Energy Indiana 
tmnsmission system to the Midwest ISO. a Regional Transmission 
Organization (RTO) established in 1998 On June 1,2005, the 
IURC authorized Duke Energy Indiana to transfer control area opera- 
tions tasks and responsibilities and transfer dispatch and Day 2 
energy markets tasks and responsibilities to the Midwest ISO. On 
August 13,2008, the IURC authorized Duke Energy Indiana to 
transfer additional balancing authority functions to the Midwest IS0 to 
permit Duke Energy Indiana to participate in the Midwest ISO's 
ancillary services market 

The Midwest IS0 is the provider of bansmission setvice 
requested on the transmission facilities under its tariff. It is responsi- 
ble for the reliable operation of those transmission facilities and the 
regional planning of new transmission facilities. The Midwest IS0 
administers energy markets utilizing Locational Marginal Pricing (i e , 
the energ)! price for the next MW may vary throughout the Midwest 
IS0 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 to establish an "Independent Entity" (IE) to 
senre as a coordinator of certzin transmission functions and an 
"Independent Monitor" (IM) to monitor the transparency and fairness 
of the operation of Duke Energy Carolinas' transmission system. Duke 
Energy Carolinas remains the owner and operator of the transmission 
system, with responsibility for the provision of transmission senrice 
under Duke Energy Carolinas' Open Access Transmission Tariff Duke 

Duke Energy Ohio, Duke Energy Kentucky and Duke Energy 

Energy Carolinas retained the Midwest IS0 to act as the IE and 
Potomac Economics, Ltd. to act as the IM The IE and IM began 
operations on November 1, 2006 Duke Energy Carolinas is not 
currently seeking adjustments to its transmission rates to reflect the 
incremental mst 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. 

See "Other Issues" section of Managemenls Discussion and 
Analysis of Financial Condition and Results of Operations for a 
discussion about potential Global Climate Change legislation and the 
potential impacts such legislation could have on Duke Energy's 
o pe ra ti o n s 

@her 

U S. Franchised E l ~ b i c  and Gas is subject to the jurisdiction of 
the NRC for the design, construction and operation of its nuclear 
generating facilities In 2003, the NRC renewed the operating license 
for Duke Energy Carolinas' three Oconee nuclear units through 203.3 
for Units 1 and 2 and through 2034 for Unit 3. In 2003, the NRC 
renewed the operating licenses for all u r h  at Duke Energy Carolinas' 
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 faciliiies 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 hydroelec- 
bic generating licenses. Hydroelectric facilities whose licenses expired 
in 2005 through 2009 are operating under annual exlensions of the 
current license until FERC issues a new liri?nse Other hydroelectric 
facilities whose licenses expire between 2010 and 2016 are in 
various stages of relicensing Duke Energy expxts to receive new 
licenses for all applicable hydroelectric facilities with the exception of 
the Dillsboro Project, for which Duke Energy requested and the FERC 
approved lic6nse surrender. Duke Energy Carolinas has removed the 
Dillsboro Project dam and powerhouse as part of multi-project and 
multi-stakeholder agreements and Duke Energy Carolinas is 
continuing with stream restoration and post-removal monitoring as 
requested by FERC's license surrender order. 

U S Franchised Electric and Gas is subject to the jurisdiction of 
the US. Environmental Protection Agency (EPA) and state and local 
environmental agencies. (For a discussion of environmental regula- 
tion. see "Environmental Matters'' in this section ) 

COMMERCIAL POWER 

Commercial Power owns, operates and manages power plants 
and engages in the wholesale marketing and procurement of electric 
power, fuel and emission allowances related to these plants as well 
as other contractual positions Commercial Power's generation asset 
Reet consisb of Duke Energy Ohio's non-regulated generation in Ohio, 
acquired from Cinergy in April 2006, which are dedicated under the 
ESP, and the five Midwestern gas-fired non-regulated generation 
ass& that were ii podon of former DENA, which are dispatched into 
wholesale markets Commercial Power's assets, excluding wind 
energy generation assets, are comprised of approximately 7,550 net 

DUKE ENERGY CORPDAATlON / 2009 FORM IO-K 17 



JOINT APPLICANTS 
EXHIBIT A 
PAGE 038 

PART I 
I J 

,$ 
MW of power generation primarily located in the Midwestem llnited 
States. The asset portfolio has a diversifid fuel mix with baseload 
and mid-merit coal-fired units as well as combined cycle and peaking 
natural gas-fired units Ef fdve January 1, 2009, approximately half 
of Commercial Power's Ohio-based generation assets began operating 
under an ESP, which expires on December 31,201 1 ~ and is descri- 
bed below. Prior to .January I ,  2009, these generation asseb were 
contracted through the RSP, which expired on December 31, 2008 

Commercial Power also has a retail sales suhsidialy, DERS, 
which is certified by the PUCO as a CRES provider in Ohio. DERS 
selves retail electric customers in Southwest, West Central and 
Northern Ohio with generation and other energy services at competi- 
tive rates During 2009, due to increased levels of customer 
switching as a result of the competitive markets in Ohio, which is 
discussed further below, DERS has focused on acquiring customen 
that had previously been served by Duke Energy Ohio under the ESP, 
as well as those previously served by other Ohio franchised utilities. 

The following map shows the Commercial Power service tenitory and generation facilities 

Commercial Power Midwest Power Generation Facilities 

Through DEGS, Commercial Power is an on-site energy 
solutions and utility selvices provider. Primarily through joint ventti- 
res, DEGS engages in utility systems construction, operation and 
maintenance of utility facilities, as well as cogeneration. Cogeneration 
is (he simultaneous production of two or more forms of usable energy 

from a single source DEGS currently has approximately 735 net MW 
of wind energy in operation and over 5,000 MW of wind energy 
projects in the development pipeline. DEGS also is developing 
transmission, solar and biomass projects 
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The following map shows the lmt ion of DEGS generabon assets 

Duke Energy Generation Sewices - North America 
Power Generation Facilities and offices 

! 

. -  

Rates and Regulation 

Effective January 1, 2009, approximately half of Commercial 
Power's generation assets operate under an ESP, which expires on 
December 31,201 1 Prior to the ESP, thee generation assets had 
been contracted through the RSP, which expired on December .31, 
2008. The ESP mnsists of the following discrete charges: 

*Annually Adjusted Component (AAC) Rider - This rider is 
intended to provide cost remeiy primarily for certain environ- 
mental compliance expendittires This component is avoidable 
(or by-passable) by all customen that switch to an alternative 
electric service provider 

Fuel and Purchased Power (FPP) Rider - This rider is 
intended to provide cost remvety for fuel, purchased power 
and emission allowance expenses (including carbon or energy 
taxes) incurred to generate or procure electricity for retail 
ratepayers that are provided service by Duke Energy Ohio 
This component is avoidable (Or by-passable) by all customen 
that switch to an alternative electricservice provider. 

* Capacity Dedication Rider - This rider is intended to provide 
dost recovery for maintaining the generation feet to serve the 
retail rate payers. This component is not avoidable (or 
non-by-passable) by customers that switch to an alternative 
electric sewice provider. 

- System Reliability Tracker- This tracker is intended to 
provide actual cost recwery for capacity purchases made to 
maintain adequate reserve margin. This component is not 
avoidable lor non-by-passable) by all customers that switch to 
an alternative electric service provider. 

- Base Generation Charge - This component reflects a market 
price for retail generation service and is not a cost-based rate. 
This component is avoidable (or by-passable) by all customers 
that switch to an alternative electric service provider. 

Transmission Cost Recoveiy Rider - The generation portion 
of this rider is designed to permit Duke Energy Ohio to recover 
certain Midwest IS0 charges and all FERC approved transmis- 
sion costs allocable to retail mtepayers that are provided 
service by Duke Energy Ohio. This component is avoidable (or 
by-passable) by all customers that switch to an alternative 
electric service prwider 

Commercial Power's generation operations in the Midwest 
include generation assets located in Ohio that are dedicated to serve 
Ohio native load customers These assets, as excess capacity allows, 
alSo generate revenues through sales outside the native load custo- 
mer base, and such revenue is termed non-native. 

regulatory accounting treatment to any of its operations due to the 
Prior to December 17, 2008, Commercial Power did not apply 
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comprehensive electric deregulation legislation passed by the state of 
Ohio in 1999. In April 2008, new legislation (SB 221) was passed 
in Ohio and signed by the Governor of Ohio on May 1, 2008. The 
new law codified the PUCO's authority to approve an electric utility's 
standard Service offer either through an ESP or a MRO, which is a 
price determined through a competitive bidding process On July 31, 
2008, Duke Energy Ohio filed an ESP and, with certain amend- 
ments, the ESP was approved by the PUCO on December 17,2008 
The approval of the ESP on December 17, 2008 resulted in the 
reapplication of regulatory accounting treatment to certain portions of 
Commercial Power's operations as of that date The ESP became 
effective on January 1, 2009 

Under the ESP, Commercial Power bills lor its native load 
generation via numerous riders SB 221 and the ESP resulted in the 
approval of an enhanced recovery mechanism for certain of these 
riders, which includes, but is not limited to, a pricetocompare fuel 
and purkhased power rider and certain portions of a priceto-compare 
cost of environmental compliance rider. Accordingly, Commercial 
Power began applying regulatory accounting treatment to the corresp- 
onding RSP riders that enhanced the recoveb mechanism for 
recovery under the ESP on December 17,2008. The remaining 
portions of Commercial Power's Ohio native load generation 
operations, revenues from which are reflected in rate riders for which 
the ESP does not specifidlly allow enhanced recovery, as well as all 
generation operations asscciated with non-native customers, 
including Commercial Power's Midwest gas-fired generation assets, 
continue to not apply regulatory accounting as those operations do 
not m e t  the necessary accounting criteria. Moreover, generation 
remains a competitive market in Ohio and native load customers 
continue to have the ability to switch to alternative suppliers for their 
electric generation service As customers switch, there is a risk that 
some or all of the regulatory assets will not ke recovered through the 
established riders In assessing the probability of recovery of its 
regulatory assets established for its native load genemtion operations, 
Duke Energy continues to monitor the amount of native load 
customen that have switched to alternative suppliers. At December 
31, 2009, management has concluded that the established 
regulatory assets are still probable of recovery even though there have 
been increased levels of customer switching 

Despite certain portions of the Ohio native load operations not 
meetingthe criteria for applying regulatory acmunting treatment, all 
of Commercial Power's Ohio native load operations' rates are subject 
to approval by the PUCO, and thus these operations are referred to 
here-in as Commercial Power's regulated operations. 

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. Franchisd Uecbic and Gas for 
additional information regarding deregulation in Ohio. 

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 

Commercial Power is subject to regulation at the state level, 

Regulations of FERC and the PllCO govern access to regulated 

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

Commercial Power is subject to the jurisdiction of the EPA and 
state and local environmental agenciess. (For a discussion of environ- 
mental regulation, see "Environmental Matters" in this section ) 

See "Other Issues" section of Management's Discussion and 
Analysis of Financial Condition and Results of Operations for a discu- 
ssion about potentid Global Climate Change legislation and the 
potential impacts such legislation could have on Duke Energy's 
operations. 

Market Environment and rampetition 

Similar to U S  Franchised Electric and Gas' operations, the 
overall economic mnditions have negatively impacted Commercial 
Power's retail volumes for all customer classes. Commercial Power 
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 generators in the Midwestern U S. wholesale 
power, coal and natural gas marketeers, renewable energy companies 
and financial institutions and hedge funds engaged in energy 
commodity marketing and trading 

on power prices The available capacity and lower prices have 
provided opportunities for customen in Ohio lo switch generation 
suppliers. Competitive power suppliers have begun supplying power 
to current Commercial Power customers in Ohio and Commercial 
Power experienced an increase in customer switching beginning in 
the second quarter of 2009 and accelerating in the later part of the 
year As of Decemker 31, 2009, customer switching levels approxi- 
mated 40% of Commercial Power's Ohio native load. However, 
through DERS, Commercial Power was able to acquire approximately 
60% of the -witched load by offering customers a discount to the 
ESP price Additionally, DERS has been able ta acquire new 
customers previously served by other Ohio franchised utilities. 

Low commodity p r i m  in 2009 have put downward pressure 

Fuel Supply 

Commercial Power relies on coal and natural gas for its 
generation of electric energy 

Coal. 

Commercial Power meets its coal demand 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. Commercial Power 
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 reopenen, range 
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_. .-.. .... . from 2010 to 2012. Commercial Power expects to knew these 

contracts or enter into similar cuniracb with other supplien for the 
quantities and quality of coal required as existing antracts expire, 
though prices will fluctuate over time as coal markets change The 
coal purchased is primarily produced in Illinois, Ohio and eastem 
Kentucky. Commercial Power has an adequate supply of coal to fuel 
its projected 2010 operations and a significant portion of supply to 
fuel its projexted 201 1 operations The majority of Cmwnercial 
Power's coal-fired generation is equipped with flue gas desulfurization 
equipment As a result, Commercial Power is able to satis@ the 
current emission limitations for SO2 for existing facilities. 

Gas. 

Commercial Power is responsible for the purchase and the 
subsequent delivery of natural gas to its gas turbine generators The 
majority of Commercial Power's natural gas requirements are 
purchased in the spot market on an as-ncded basis 

INTERNATIONAL ENERGY 

International Energy principally operates and manages power 
generation facilities and engages in sales and marketing of electric 
power and natural gas outside the U S. It randucts operations 
primarily through DEI and its affiliates and its activities target power 
generation in Latin America Additionally, International Energy has 
equity method investments in NMC, located in Saudi Arabia, which 
is a reg.ioiona1 producer of MTBE and Attiki, located in Alhens, Greece, 
which is a natural gas distributor and.was acquired in connection 
with the Cinergy merger. In December 2009, International Energy 
decided to abandon its investmentin Attiki. See Note 12 to the 
Consolidated Financial Statements, "lnv&ments in Unconsolidated 
Affiliates and Related Party Transactions," for additional information. 

International Energy's customen include retail distributoa, 
electric utilities, independent power producers, marketers and 
industriakommercial companies International Enerws 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 Amerira. 

International Energy owns, operates or has substantial interests 
in approximately 4,000 net MW of generation facilities. 

The following map shows the Ikmtions of International Energy's facilities, including its interests in non-electric generation facilities in Saudi 
Arabia and Greece 

Duke Energy International Facilities 

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

A high percentage of International Energy's portfolio consists of 
base load hydroelectric generation facilities which compete with other - 

forms of electric generation available to International Energy's ctisto- 
mers and end-users, including natural gas and fuel oils Economic 
activity, conservation, legislation, governmental regulations, weather, 
additional generation capacities and other factors affect the supply and 
demand for electricity in the regions served by International Energy 

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

OTHER 

The remainder of Duke Energy's operations is presented as 
Other. While it is not considered a business segment; Other primarily 
includes certain unallocated corporate costs, Bison, Duke Energy's .;.'-! 

: I whoily-owned, captive insurance subsidiary, Duke Energy's effective 
50% interest in Crescent and DukeNet and related telecom busines- 
ses. Additionally, Other includes the remaining portion of Duke 
Energy's business formerly known as DENA that was not exited or 
transferred to Cbnmercial Power, primarily DUM, which is 60% 
owned by Duke Energy and 40% owned by Exwon Mobil Corporation 
and management is ciirrently in the process of winding down. See 
Note 2 to the Consolidated Financial Statements, "Business 
Segments,'' for more information on Crescent 

Bison's principal activities as a capwe insurance entity include 
the insurance and reinsurance of various business risks and losses, 
such as property, business interruption and general liability of subsid- 
iaries and affiliate of Duke Energy 

i 

Competition and Regulation 

The entities within Other are subject to 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 Iml 
laws and regulations with regard to air and water quality, hazardous 
and solid waste disposal and other environmental matters 

but are not limited to 

1 

I 
Environmental laws and regulatrons affecting Duke Energy include, 

* The Clean Air Act (CAA), as well as state laws and regulations 
impacting air emissions, including State Implementation Plans 
related to misting and new national ambient air quality 
standards for ozone and particulate matter. Owners and/or 
operators of air emission sources are responsible for obtaining 
permits and for annual compliance and reporting. 

The Clean Water Act which requires permits for facilities that 
discharge wastewaters into he environment. 

The Comprehensive Environmental Response, Compensation 
and Liability Act, which can require any individual or entity 
that currenuy 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 cmts. 

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

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

- The North Carolina 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, to significan- 
tly reduce emissions of SO, and nitrogen oxide (NO,) from 
coal-fired power plants in the state. The legislation allows 
electric utilities, incltiding 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 its rate case settlement with 
the NCUC. 

See "Other Issues" section of Management's Discussion and 
Analysis of Financial Condition and Results of Operations for a 
discussion about potential Global Climate Change legislation and the 
potential impacts such legislation could have on Duke Energy's 
operations. Additionally, other potential iuhire environmental laws 
and regulations could have a significant impact on Duke Energy's 
results of operations, cash flows or financial position. However, if 
such laws are enacted, Duke Energy would seek appropriate 
regulatory recovery of costs to comply within its regulated operations 

For more information on environmental matters involving Duke 
Energy, including possible liability and capital cosk, see Notes 4 and 
16 to the Consolidated Financial Statements, "Regulatory Matters," 
and "Commitments and Contingencies - Environmental," 
respectively. 

Financial Statements, "Regulatory Matters," and Note 16 to the 
Consolidated Financial Statements, "Commitments and 
Contingencies," compliance with current international, federal, state 
and local provisions regulating the discharge of materials into the 
environment, or otherwise protaing the environment, is incoprated 

Except to the extent discussed in Note 4 to the Consolidated 
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not expected to have a matenal adverse effect on the competitive 
position, consolidated results of operations, cash flows or financial 
position of Cuke Energy 

GEOGRAPHIC REGIONS 

For a discussion of Duke Energy's foreign operations and certain 
of the risks associated with them, see "Risk Factors," "Managements 
Discussion and Analysis of Results of Operations and Financial 
Condition, Quantitative and Qualitative Disclosures About Market 

Risk- Foreign Currency Risk." and Notes 2 and 8 to the 
Consolidated Financial Statements, "Business Segments" and "Risk 
Management, Derivative Instnimenb and Hedging Activities," 
respectively 

EM PLOY EES 

On December 31, 2009, Duke Energy had approximately 
18,680 employes A total of approximately 4,620 operating and 
maintenance employees were represented by tinions 
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EXECUTIVE OFFICERS OF DUKE ENERGY 

Stephen G. De May 

___ 

47 Senlor Vice President, Investor Relabons and Treasurer Mr Dc May assumed Ute role of Treasurer in November 
2007 and in October 2009 Mr De May assumed additional responsibility for investor relations Prior to that, 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 Vice Presidwnt, Energy and Environmental Policy of Duke Energy 
since February 2004 

Lynn J. Good 50 Gmup Executive and Chief Financial  officer^ Ms. Good assumed her cum% position in July 2009. In November 
2007, Ms. Gwd began serving as President, Commercial Businesses 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 Cine@ Until the merger of Duke Energy and Cinergy, Ms. Gwd served as Executive 
Vice President and Chief Flnancial Officer of Cinergy from August 2005 and Vice President, Flnance and Controller of 
Cinemv from November 2003 to Auaust 2005 

Dhiaa M. Jarnil 53 Gmup Executive, CbiePGenemtion Officer and Chief Nuclear Officer. Mr .Jarnil assumed his position as Chief 
Generation Officer in July 2009 and his'pasition as Chief Nuclear Officer in February 2008. Prior to that he served 
as Senior Vice President, Nuclear Support, Duke Energy Carolinas, LLC since March 2007 

Gmup Executive, Chief Legal Officer and Corporate Secretary. MJ Manly assumed the role of Corporate Secretary 
in December 2008 and assumed position of Chief Legal Officer 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 
ORicer of Cinergy since November 2002. 

Marc E. Manly 57 

James E Rogers 62 Chairman, President and Chief Executive Officer. Mr. Rogers assumed the role of Chief Executive Officer and 
President in April 2006, upon the rne!ger 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 ORicer of Cinergy since 1995. 

6. Keith Trent 50 Gmup Executive, President, Commercial Businesses. Mr Trent assumed his current position in July 2009 -Prior to 
that he served as Group Executive and Chief Strategy, Policy and Regulatory Officer since 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 Energy 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 2005 Prior to that he served as General Counsel. Litigation of Duke Energy 
from Mav 2002 to March 2005 

James 1. Turner 50 Gmup Executive; President and Cbief Operating Officer, U S .  Franchised Electric and Gas. Mr. Turner essumed 
his current position in May 2007 Prior to that he sewed as Group Executive and President. LJ S Franchised Electric 
and Gas since October 2006, and prior to that he SeNed 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 lhe merger of 
Duke Energy and Cinergy. Mr Turner served as President of Cinergy since 2005, Evecutive Vice President and Chief 
Financial Officer of Cinergy from 2004 to 2005 

Senior Vice President and Controller. Mr Young assumed his current position in December 2006. Prior to that he 
served as Vice President and Controller since April 2006, upon !he 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 .lune 
2005. Prior to that Mr. Young served as Senior Vice President and Chief Financial Officer of Duke Energy Carolinas 
from March 200.3 to .June 2005. 

Executive officers serve until their successors are duly elected 

There are no family rdatjonships between any of the executive officers, nor any arrangement or understanding behueen any executive 

Steven K. Young 51 

officer and any other person involved in officer selection 
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ITEM 1A. RISK FACTORS. 

Duke Energy's franchised electric revenues, earnings and results 
are dependent on state legislation and regulation that affect 
electric generation, transmission, distribution and related activities, 
which may limit Duke Energy's ability to recover costs. 

Duke Energy's franchised electric businesses are regulated on a 
cost-of-service/rate-of-retum basis subject to the statutes and regulat- 
ory commission rules and procedures of North Carolina, South 
Carolina, Ohio, Indiana and Kentucky If Duke Energy's franchised 
electric earnings exceed the retums established by the state regulatory 
commissions, Duke Energy's retail electric rates may be subject to 
review and possible reduction by the commissions, which may 
decrease Duke Energy's future eamings~ Additionally, if regulatory 
bodies do not allow recovery of costs incurred in providing sewice on 
a timely basis, Duke Energy's future earnings could be negatively 
imaacted 

Duke Energy may incur substantial cosfs and liabilities due to 
Duke Energy's ownership and operation of nuclear generating 
facilities. 

Duke Energy's ownenhip 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 
financial 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 nonmmpliance, 
the NRC may increase regulatory oversight, impose fines, and/or shut 
down a unit, depending upon its assessment of the severity of the 
situation Revised security and safety requirements promul@ted 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 substa- 
ntial capital and other expendihires at Duke Energy's nuclear plants, 
as well as assessments against Duke Energy to cover third-paw 
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. 

facilities also requires Duke Energy to maintain funded trusts that are 
intended to pay for the decbmrnissioning 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 operalions as Duke Energy could be required 
to significantly increase its cash contributions to the decommissioning 
busts. 

Duke Energy's ownership and operation ol nuclear generation 

DUKE ENERGY CORPORATION / 2M)9 FORM 10K 25 

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

During the three year period from 2010 to 2012, Duke Energy 
anticipates cumulative capital wpnditures of appmximately 
$14 billion to $15 billion of which approximately $11 billion relatg 
to its regulated US. Franchised Elecbic and Gas businme?. The 
completion of Duke Energy's anticipated capital investment projects 
in existing and new generation facilities is subject to many 
ranstniction and development risks, including, but not limited io, 
risks related to financing, oblaining and complying with terms of 
permits, meeting construction budgets and schedules, and satisfying 
operating and environmental performance standards Moreover, Duke 
Energy's ability to recover all these costs and recovering costs in a 
timely manner could materially impact Duke Energy's consolidated 
financial position, results of operations or cash flows 

Duke Energy's sales may decrease if Duke 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, as well as those of Duke 
Energy's international markets, require wholesale electric transmission 
sewirm to be offered on an open-access, nondiscriminatory basis If 
transmission Is disrupted, or if transmission capacity is inadequate, 
Duke Energy's ability io sell and deliver products may be hindered. 

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 im- 
posed in the past, and may impose in the future, price limitations 
and other mechanisms to address volatility in h e  power markets 
These types of price limitations and other mechanisms may advelsely 
impact the profitability of Duke Energy's wholesale power marketing 
business 

Duke Energy may be unable to secure long-term power sales 
agreements or transmission agreements, which could expose Duke 
Energy's sales to increased volatility. 

In the future, Duke Energy may not be able to secure long-term 
power sales agreements to custornen for Duke Energy's unregulated 
power generation facilities If Duke Energy is unable to secure these 
types of agreements, Duke Energy's sales volumes would be exposed 
to increased volatility Wthout the benefit of long&rm customer pow- 
er 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 pmfitably. The inability 
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to secure these agreements could materially adversely affect Duke 
Energy's financial and operational results 

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

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 mme under long-ten 
pressure 

In addition, regulatoiy changes have been proposed to increase 
access to electricity transmission grids by utility and non-utility purch- 
asers and sellers of electricity. These changes could continue the 
disaggregation of many vertically-integrated utilities into separate 
generation, transmission, distribution and retail businesses. & 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 a b  face competition from new competitors 
that have greater financial resources than Duke Energy does, seeking 
attractive opportunities to acquire or develop energy assets or energy 
trading operations b t h  in the lJnited 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 

Customers of Duke Enera Ohio have recently begun to select 
alternative electric generation service providers, as ailowed by 
Ohio legislation. 

.... .... . .. 

Under current Ohio legislation, electric generation is sold in a 
competitive market in Ohio, and Duke Energy's native load customers 
in Ohio have the ability to switch to alternative suppliers fortheir 
electric generation service Competitive power suppliers have annou- 
nced intentions of supplying power to Duke Energy's current 
customers in-Ohio, and Duke Energy has experienced an ihcrease in 
customer switching in the second half of 2009. These evolving 
market conditions may continue to impact Duke Energy's results of 
operations, and also may impact Duke Energy's ability to continue to 
apply regulatory accounting treatment to certain portions of its 
Commercial Power business segment 

Duke Energy must meet credit quality standards and there is no 
assurance that i t  and its rated subsidiaries will maintain 
investment grade credit ratings. If 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 credit or cash, which 
may materially adversely affect Duke Energy's liquidity. 

Each of Duke Energy's and its rated subsidiaries senior 
unsecured long-term debt IS currently rated investment grade by 
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various rating agencies. Duke Energy cannot tx, 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 financing, 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 acms to the commercial paper market could 
be significantly limiteded. 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 turn 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 group. 

A downgrade below investment grade could also require Duke 
Energy to post additional collateral in the form of letters of credit or 
cash under various credit agreements and trigger termination clauses 
in some interest rate derivative agreements, which would require 
cash payments All of these events would likely reduce Duke Energy's 
liquidity and profitability and au ld  have a material adverse effect on 
Duke Energy's financial position, results of operations or cash flows. 

Duke Energy relies on access to short-term money markets and 
longer-term capital markets 9 finance Duke Energy's capital 
requirements and support Duke Energy's liquidity needs, and 
Duke Energy's access to those markets can be adversely affected 
by a number of conditions, many of which are beyond Duke 
Energy's conhl .  

Duke Energy's business is financed to a large degree through 
debt and the maturity and repayment profile of debt used to finance 
investments often does not correlate to cash flows from Duke 
Energy's assets Accordingly, Duke Energy relies on access to both 
short-term money markels and longer-term capital markets as a 
source of liquidity for capital requirements not satisfied by the cash 
flow from Duke Energy's operations and to fund investments 
originally financed through debt instruments with disparate 
maturities. If Duke Energy is not able to access capital at competitive 
rates or at all, Duke Energy's ability to finance its operations and 
implement its strategy and business plan as scheduled could he 
adversely affected An inability to access capital may limit Duke 
Energy's ability to pursue improvements or acquisitions that Duke 
Energy may otherwise rely on for future growth 

ing or advenely affect Duke Energy's ability to access one or more 
financial markets Such disruptions could include: economic 
downturns; the bankruptcy of an unrelated energy company; capital 
market conditions generally; market prices for electricity and gas; 
terrorist attacks or threatened attacks on Duke Energy's facilities or 
unrelated energy companies; or the overall~health of the energy 
industry. 

Duke Energy maintains revolving credit facilities to provide 
back-up for commercial paper programs and/or letters of credit at 

Market disruptions may increase Duke Energy's cost of borrow- 
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various entities. These facilities typically include financial covenants 
which limit the amount of debt that can be outstanding as a percent- 
age of the total capital for the specific entity Failure to maintain these 
covenants at a parb'cular entity could preclude Duke Energy from 
issuing commercial paper or Duke Energy and its affiliates from 
issuing letten of credit or borrowing under the revolving credit facility 
Additionally, failure to comply with these financial covenants could 
result in Duke Energy being required to immediately pay down any 
outstanding 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 foreign 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 acqulre and/or dispose of 
material energy-related investments and projwts outside the Unrted 
States The economic, regulatory. market and polittcal condibons in 
some of the countries where Duke Energy has interests or in which 
Duke Energy may explore development, acquisition or investment 
opportunities could present nsks relata to, among others, Duke 
Energy's ability to obtain financing on suitable terms, Duke Energy's 
customen' ability lo honor their obligations with respect to projects 
and investments, delays in construction, limitahons on Duke Energy's 
ability to enb ra  legal rights, and interruption of business, as well as 
nsks of war, expropnation, nationalizatton, renegotiation, trade 
sanctions or nullification of existing contracts and changes in law, 
regulations, market rules or tax policy 

Duke 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 ooerations. 

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 to the U S 
dollar - Duke Energy's principal reporting currency - the value in 
11,s. dollars of Duke Energy's assets and liabilities in such locality and 
the cash flows generated in such locality, expressed in \J S. dollars, 
also change. Duke Energy's primary foreign currency rate exposure is 
to the Brazilian Real. 

Duke Energy selectively mitigates some risks associated with 
foreign currency fluctuations by, among other things, indexing contr- 
acts to the US. dollar and/or local inflation rates, hedging through 
debt denominated or issued in the foreign currency and hedging 
through foreign currency derivatives. These elforls, however, may not 
be effective and, in some cases, may expose Duke Energy to other 
risks that could negatively a f f d  Duke Energy's cash flows and results 
of operations 

Duke Energy is exposed to credit risk of the customers and 
counterparties with whom Duke Energy does business. 

Adverse economic conditions affecting, or financial dificulties of, 
customen and counterparties with whom Duke Energy dws business 
au ld  impair the ability of these customers and counterpariies to pay 
for Duke Energy's sewices or fulfill their contractual obligations, inclu- 
ding loss recovery payments under insurance contracts, or cause 
them to delay such payments or obligations Duke Energy depends 
on t h e  customen and counterparlies 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 operations 

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

Duke Energy's costs of providing noncontributory defined 
benefit pension plans are dependent upon a number of factors, such 
as the rates of return on plan assets, discount rates, the level of 
interest rates used to measure the required minimum funding levels 
of the plans, future government regulation and Duke Energy's requi- 
red or voluntsiy contributions made to the plans. While Duke Energy 
ramplied with the minimum funding requirements as of 
December 31, 2009, Duke Energy has certain qualified LJ S pension 
plans with obligations which exc&ed the value of plan assets by 
approximately $471 million. Without sustained growth in the 
pension invesiments over time lo increase the value of Duke Energy's 
plan assets and depending upon the other facton 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 financial 
position, results of operations or cash flows 

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 numerotis environmental laws and 
regulations affecting many aspects of Duke Energy's present and 
future operations, including air emissions (such as reducing NO,, SO, 
and mercury emissions in the U S , or potential future control of 
greenhousegas emissions). water quality, wastewater dischaga, 
solid waste and hazardous waste. These laws and regulations can 
result in increased capital, operating, and other cosb. These laws and 
regulations generally require Duke Energy to obtain and comply with 
a wide variety of environmental licenses, permits, inspections and 
other approvals Compliance with environmental laws and regulations 
can require significant expenditures, including expenditures for 
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cleanup costs and damages arising out of contaminated properties, 
and failure to comply with environmental regulations may result in 
the imposition of fines, penalties and injunctive measures affecting 
operating assets The steps Duke Energy could be required to take 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 
incur losses Further, Duke Energy's regulatory rate structure and 
Duke Energy's contracts with customers may not necessarily allow 
Duke Energy to recover capital costs Duke Energy incu6 to comply 
with new environmental regulations Also, Duke Energy may not be 
able to obtain or maintain from time to time all required environmen- 
tal regulatory 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 financial position, 
resulh of operations or cash flows, no assurance can be made that 
the costs of complying with environmental regulah'ons in the future 
will not have such an effect. 

forthcoming at the federal level with respect to greenhouse gas 
emissions (including COJ and such regulation could result in the 
creation of substantial additional costs in the form of taxes or 
emission allowances 

The EPA also has plans to propose new federal regulations 
governing the management of coal combustion by-products, 
including fly ash. These regulations may require Duke Energy to 
make additional capital expenditures and increase Duke Energy's 
operating and maintenance costs. 

Additionally, potential other new environmental regulations, 
including the use of coal from mountain removal and water 
discharge, could require Duke Energy to make additional capital 
expenditures and increase costs of fuel 

In addition, Duke Energy is generally responsible for on-site 
liabilities, and in some cases ofi-site liabilities, associated with the 
environmental condition of Duke Energy's power generation facilities 
and natural gas assets which Duke Energy has acquired or develo- 
ped, regardless of when the liabilities a m e  and whether they are 
lknown 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 paw to a transaction fails to 
meet its indemnification obligations to Duke Energy, Duke Energy 
could suffer material losses 

There is growing consensus that some form of regulation will be 

Deregulation or restructuring in the electric industry may result in 
increased competition and unrecovered costs that could adversely 
affect Duke Energy's financial position, results of operations or 
cash flows and Duke Energy's utilities' businesses. 

Increased competition resulting from deregulation or 
restructuring efforls, 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 flows Increased 
competition could also result in increased pressure to lower costs, 
including the cost of electrkity. Retail compstition and the unbund- 
ling of regulated energy and gas service could have a significant 
adverse financial impact on Duke Energy and Duke Energy's 
subsidiaries due to an impairment of assets, a loss of retail 
customers, lower profit margins or increased costs of capilal. Duke 
Energy cannot predict the extent and timing of entry by additional 
competitors into the electric markets Duke Enew cannot predict 
when Duke Energy will be subject to changes in legislation 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 which are uncertain, and resolution adverse to Duke 
Energy could negatively affect Duke Energy's financial position, 
results of operations or cash flows. 

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 to or use of asbestos at electric 
generation plants of Duke Energy Cmrolinas Litigation is subject to 
many uncerfainties 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 invol- 
ved could require Duke Energy to make additional expenditures, in 
excess of established reserves, over an extended period of time and in 
a range of amounts that could have a material effect on 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. 

Duke Energy's results of operations may be negatively affected by 
overall market, economic and other conditions that are beyond 
Duke Energy's control. 

Sustained downturns or sluggishness in the economy generally 
aii& the markets in which Duke Energy operates and negatively 
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influence Duke Energy's energy operations Declines in demand for 
energy as a result of economic downturns in Duke Energy's 
franchised electric service teniton'es will reduce overall sales and 
lessen Duke Energy's cash flows, especially as Duke Energy's 
industrial customers reduce production and, therefore, consumption 
of electriciiy and gas Although Duke Energy's franchised electric and 
gas business is subject to regulated allowable rates of return and 
recovery of certain costs, such as fuel under periodic adjustment 
clauses, overall declines in electricity sold as a result of economic 
downturn or recession could reduce revenues and cash flows, thus 
diminishing results of operations Additionally, prolonged economic 
downturns that negatively impact Duke Energy's results of operations 
and cash flows could result in future material impairment charges 
being recorded to write-down the rarrying value of certain assets, 
including goodwill, to their respective fair values 

Duke Energy also sells electricity into the spot market or other 
competitive power markets on a contrachial basis With resped 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. 

and market prices at which Duke Energy is able to sell electricity are 
as follows 

Factors that could impact sales volumes, generation of electricity 

* 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 facilitik in an 
economical manner; 

; supply of and demand for energy commodities; 

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

*transmission or transportation constraints or inefficiencies 
which impact Duke Energy'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; 

- ability to procure satisfactory levels of inventory, such as coal 
and uranium; 

electric generation capacity surpluses which cause Duke 
Energy's non-regulated energy plants to generate and sell less 
electricity at lower prices and may cause some plants to 
become nonemnomical to operate; and 

* capacity and transmission service into, or out of, Duke 

These facbrs have led to industry-wide downturns that have 

Energy's markets. 

restilted 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-stiategic 
assets, subject to regulatory constraints, in order to boost liquidity or 
strengthen balance sheets. Proposed sales by other energy supplien 
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 marketabilm/ of Duke 
Energy's electric generation assets. 

Duke Energy's operating resulb may fluctuate on a seasonal and 
ouarterlv basis. 

Electric power generation is generally a seasonal business In 
most parts of the United States and other markets in which Duke 
Energy operates, demand for power peaks during the warmer sum- 
mer months, with market p r i m  typically peaking at that time In 
other areas, demand for power peaks during the winter Further, 
extreme weather canditions such as heat waves or winter storms 
could cause these seasnal fluctuations to be more pronounced. As a 
result, in the future, the overall operating results of Duke Energy's 
businesses may fluctuate substantially on a seasonal and quarterly 
basis and thus make period comparison less relevant 

Duke Energy's bus inw is subject to extensive federal regidation 
that will affect Duke Energy's operations and costs. 

Duke Energy is subject to regulation by FERC, the NRC and 
various other federal agencies. Regulation affects almost every aspect 
of Duke Energy's businesses, including, among other things, Duke 
Energy's ability to take fundamental business management actions; 
determine the terms and rates of Duke Energy's tmnsmission and 
distribution businesses' services; make acquisitions; isue equity or 
debt securities; engage in transactions beWeen Duke Energy's utilities 
and other subsidiaries 2nd affiliates; and the ability of the operating 
subsidiaries to pay dividends to Duke Energy. Changes to these 
regulations are ongoing, and Duke Energy cannot predict the future 
course of changes in this regulatory environment or the ultimate effect 
that this changing regulatory environment will have on Duke Energy's 
business However, changes in regulation (including reregulating 
previously deregulated markets) can cause delays in or affect busi- 
ness planning and transactions and can substantially increase Duke 
Enerpy's costs 

New laws or regulatiom could have a negative impact on Duke 
Energy's financial position, cash flows or results of operations. 

Changes in laws and regulations affecting Duke Energy, includ- 
ing new accounting standards could change the way Duke Energy is 
required to record revenues, expenses, assets and liabilities. These 
types of regulations could have a negative impact on Duke Energy's 
financial position, cash flows or resuits of operations or ameSS to 
capital. 
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Potential terrorist activities or military or other actions could 
adversely affect Duke 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 
to increased political, economic and financial market instability and 
volatility in prices for natural gas and oil which may materially adver- 
sely affect Duke Energy in ways Duke Energy cmnot 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 bct 
directed against companies opkmting in the United States or their 
international afiliates Infrastructure and generation facilities such as 
Duke Energy's nuclear plants could be potential targets of terrorist 
activities The potential for terrbrism 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 

ITEM 1B. UNRESOLVED STAFF COMMENTS. 

experience increased capital and operating cosls 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 ken 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 is able 
to obtain may have higher deductibles, higher premiums, lower 
coverage limils and more reslrictive policy terms 

Energy or that Duke Energy currently deems to be immaterial also 
may materially adversely a k t  Duke Energy's financial condition, 
results of ooeratjons or cash flows. 

Additional risks and uncertainties not currently known to Duke 

None 
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U.S. FRANCHISED ELECTRIC AND GAS 

As of December 31, 2009, U S  Franchised Electric and Gas operated three nuclear generating stations wih  a combined owned capacity 
of 5,173 MW (including an approximate 19% ownership in the Catawba Nuclear Station), fifteen coal-fired stations with an overall combined 
owned rapacity of 13,189 MW, (including a 69% ownership in the East Bend Steam Station and an approximate 50% ownership in Unit 5 of 
the Gibson Steam Station), thiily-one hydroelectric stations (including two pumped-storage facilities) with a combined owned capacity of 
3.263 MW, fifteen CT stations with an ovemll combined owned capacity of 5,047 MW and one CC station with an owned capaciiy of 
285 MW The stations are lorated in North Carolina, South Carolina, Indiana, Ohio and Kentucky The MW displayed in the table b l o w  are 
based on summer capacity 

Ownenhip 
Tolal MW Owned MW Interest 

Name Capactty Capacty Fuel Location (prcentage) 

Carolinas: 
Oconee 2,538 2,538 Nuclear _sc 100% 
Catawbaet 2,258 435 Nuclear sc 19 25 
Belews Creek 2,220 2,220 Coal NC 100 
McGuire 2,200 2,200 Nuclear NC 100 
Marshall 2,078 2,078 Coal NC 100 
Bad Creek 1,360 1,360 Hydro sc 100 
Lincoln CT 1,267 1,267 Natural gas/Fuel oil NC 100 
Allen 1,127 1,127 Caal NC 100 
Rcckingham CT 825 825 Natural gas/fuel oil NC 100 
Cliffside 760 760 Coal NC 100 
JoCasSee 730 730 Hydro sc 100 
Mill Creek CT 595 595 Natural gadfuel oil sc 100 
Riverbend 454 454 Coal NC 100 
L e  370 370 Coal sc 100 
Buck 369 369 Coal NC 100 
Cowans Ford 325 325 Hydro NC 100 
Dan River 276 276 Caal NC 100 
Bmard Rwst CT 196 196 Natural gadrue1 oil sc 100 
Keowee 152 152 Hydro sc 100 
Lee CT 82 82 Natural gadfuel oil sc 100 
Riverbend CT 64 64 Natural gas/fuel oil NC 100 
Buck CT 62 62 Natural gaeuel oil NC 100 
Dan River CT 48 48 Natural gas/fuel oil NC 100 
Other small hydro (26 plants) 651 651 Hydro NWC 100 

Midwest: 
Gibson(bt 3,132 2,822 Coal IN 90 
Cayuga~c~ 1,005 1,005 CoaIlFud oil IN 100 
East Bend[O 600 414 Coal IC/ 69 
Madison CT 576 576 Natural gas OH 100 
Gallagher 560 560 Coal IN 100 
Wocdsdale CT 462 462 Natural gaypropane OH 100 
Wheatland CT 460 460 Natural gas IN 100 
Wabash Rive+ 411 41 1 Coal/Fuel oil IN 100 
Noblesville CC 285 285 Natural gas IN 100 
Miami Fort (Unit 6) 163 163 Coal OH 100 
Edwardswrt 160 160 Coal/Fuel oil IN 100 
Henry County CT 129 129 Natural gas IN 100 

99 99 Natural gadFuel oil IN 100 
96 96 Fuel oil IN 1 a0 

QvJga CT 

Connersville CT 86 86 Fuel oil IN 100 
Markland 45 45 Hydro IN 100 

Total 

Miami Wabash CT 

29,276 26,957 - 
(a) Thb generam facilily Is joinlly owned by Duke 

Pledrncnt Municipal Power Agency 
(b) Duke Eneigy Indiana wns and operates Gibson Slation Units 1 4 and owns 50 05% ol  Unit 5, but s the opmtor Unit 5 is JolnUy owned by Duke Energy IndhM, Wabash Vallqr 

Power mciabon,  l-ic and Indiana Municipal Power&e’~$ 
(c) indudes Cay@ lnlemal ConbudJon (IC) 

(e) lndudes WabaJ, River 

Camliws, along with North Camltw Munopal Power Agsnq’ N u n b s  1. North Camllna Ueclric Memixship Coipoetion and 

nuy owned by Duke h i g y  Kenlucky and a subsidlaw of Dayton Power and Llahl, IIK: 
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In addition, as of December 31, 2009, U S Franchised Electric _. . ..... . . .. 

and Gas owned approximately 20,900 conductor miles of electric 
transmission lines, including 600 miles of 525 kilovolts (W, 
1,800 miles of 345 KV, 3.300 miles of 230 KV, 8,800 miles of 
100 to 161 KV, and 6,400 mil= of 13 to 69 KV U S  Franchised 
Electric and Gas also w n e d  approximately 151,600 conductor miles 
of electric distribution lines, including 103,200 miles of overhead 
lines and 48,400 miles of underground lines, as of December 3 1 ,  
2009 and approximately 7,200 miles of gas mains and 
approximately 6,000 miles of service lines. As of December 31, 
2009, the electric transmission and distribution systems had 
approximately 2,300 substations. U S Franchised Electric and Gas 
also owns two underground caverns with a total storage capacity of 
approximately 16 million gallons of liquid propane In addition, U S. 

COMMERCIAL POWER 

Franchised Eledric and Gas has a c e s  to 5 5 million gallons of 
liquid propane storage and product loan through a commercial 
services agreement with a third party. This liquid propane is used in 
the three propandair peak shaving plants located in Ohio and 
Kentucky. Propandair 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 US. Franchised Electric and Gas' electric 
plant in service is mortgaged under the indenture relating io Duke 
Energy Carolinas', Duke Energy Ohio's and Duke Energy Indiana's 
various series of First Mortgage Bonds. 

For a map showing U S Franchised Electric and Gas' proper- 
ties, see "Business - U.S Franchised Electric and Gas" @flier in 
this section 

The following table provides information about Commercial Power's generation portiolio as of December 31, 2009 The MW displayed in 
the table below are based on summer capacity 

Name 
Hangng Rock 
L e  
Verrnillion~al 
Fayetie 
Washington 
Dick's Creek 
Bakjord CT 
Miami FortCT 
Miami Fort (tinits 7 and 8P 
W C Beckjordrb] 
W M  Zimmer" 
J M Stuarim", 
Killen+J~~ 
Conesvi l le~~~~ 

TotalMW OwnedMW 
Capacity 

1,240 
Capacity 

1,240 
640 
640 
620 
620 
152 
212 
60 

1,000 
1,124 
1,300 

600 
780 

2,340 

640 
480 
620 
620 
152 
212 
60 

640 
862 
605 
912 
198 
312 

Approximate 
Ownership 

Interest 
Plant Type Primary Fuel Locallon (percentage) 

Combined Cycle Natural gas OH 100% 
Simple Cycle Natural gas I1 100 
Simple Cycle Natural gas IN 75 

Combined Cycle Natural gas PA 100 
Combined Cycle Natural gas OH 100 

Simple Cycle Natural gas OH 100 
Simple Cycle Fuel oil OH 100 
Simple Cycle Fuel oil OH 100 

Steam Coal OH 64 
Steam Coal OH 76 7 
Steam Coal OH 46 5 
Steam Coal OH 39 
Steam Coal OH .33 
Steam Coal OH 40 

Total Fossil & CT 
Happy Jack 
Omtill0 
Notrees 
North Allegheny 
Campbell Hill 
Silver Sage 
Total Renewable Energy 
Total 

11 ,.328 7,553 
29 29 
59 59 

153 153 
70 70 
99 99 
42 42 

452 452 

11,780 8,005 

Wind WY 100 
Wind Tx 100 
Wind Tx 100 
Wind PA 100 
Wind WY 100 
Wind WY ZOO 

[a1 Thihs ptneal on lacil ly is j3inlJy uma Sy Duke En3m Ohi3 ard Wobssh Vallcy P n w  Asnc'al i31. In3 
(bl Thcse geneallon fau (1.a are ,u rtiy o w d  bv DJde Enerty Otio a r c  suffiio'anrs Ui Amuicrn E k l r i c  f'oaw, h c  a m l a  Oay lo~  Pu.w aro  Lle.11, mc 
(c! S W I ~  5 ~WJI opm'cd oy O L k  r n ~ i w  on o 

In adoition to rhe abobe faci!ities, Commercial Powr cwns an For a map showing Commercial Pomr's propcnies, 
equity interest in the 585 MW capacity Sweetwater wind projects 
lncald in Texas Camrnercial Power's share in these projects is 
283 MW 

"Business ---Commercial Power" earlier in this section 
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c: 1:- INTERNATIONAL ENERGY 

The following table provides information about International Energy’s generation portfolio in continuing owrations as of December 31, 
2009. 

Total MW Owned MW 
Name Capacity Capacity 

Paranapanema(a1 2,307 2,114 
576 523 
501 501 

C e m  Colorados 
Egenor 
DEI Guatemala 283 283 
DEI El Salvador 328 296 
Uectrcquil 192 159 
Aguaytia 177 177 

4,364 4,053 Total - - - ~ -  
(a) Includes C a m  I and 11, which Is joinlb owned ty Duke Energy and Cumpanhia Brasileira de Aluminio 

Fuel 
Hydm 

HydrdNatural Gas 
HydrdDiesel 

Fuel OiVDiesel 
Fuel OiVDiesel 

D i d  
Natural Gas 

Location 
Brazil 

Argentina 
Peru 

Guatemala 
U Salvador 

Eruador 
PeN 

Appmximate 
Ownership 

interest 
(percentage) 

95% 
01 

100 
100 
90 
a3 

100 

International Energy also owns a 25% equity interest in NMC. investment in Attiki See Note 12 to the Consolidated Financial 
Statements, “Investments in Unconsolidated Affiliates and Related 
Party Transactions,” for additional information 

Energfs properties, see “Business - International Energy” earlier in 
this section. 

In 2009, NMC produced approximately 1 million metric tons of 
methanol and 1 million metric tons of MTBE Approximately 40% of 
methanol is normally used in the MTBE production. Additionaliy, 
International Energy owns a 25% equity interest in Attiki, which is a 
natural gas distributor within the geographical area of Athens, Greece 
In December 2009, International Energy decided to abandon its 

For additional information and a map showing International 

1 !.. . 
’ I -  

OTHER 

Duke Energy owns approximalely 5 7 million square feet of 
corporate, regional and district office space spread throughout its 
seivice territories in the Carolinas and the Midwest. Additionally, 
Duke Energy leases approximately 1.5 million square feet of office 

space throughout the Carolinas, Midwest and in Houston, Texas In 
February 2009, Duke Energy entered into a lease for approximately 
500,000 square feet of office space in Charlotte, North Carolina that 
will become its new corporate headquarters. 

ITEM 3. LEGAL PROCEEDINGS. 

For information regarding lwl proceedings, including regulatory 
and environmental matters, sw Note 4 to the CanwIidaM Financial 
Stalements, “Regulatory Matters‘’ and Note 16 to the Consolidated 
Financial Statements, “Commitments and Contingencies - 
Litigation” and “Commitments and Contingencies - Environmental.” 

- 

Brazilian Regulatory Citations. 

. On September 5, 2007, the State Environmental Agency of 
Parana assessed fines 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 conlroiling and has challenged the assessment. In 
addition, International Energy was assessed a fine by the federal 
environmental agency, IBAMA, in the amount of approximateiy 
$150 thousand for improper maintenance of existing reforested 
areas International Energy believes that it has properly maintained all 
reforested areas and is also contesting this assessment These 
assessed fines were judged to bevalid in the administrative court 
between June and September 2009 International Energy has 
challenged these administrative mu& rulings by filing three judicial 
actions for annulment between .July and Octokr 2009 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS. 

No matters were submitted to a vote of Duke Energy‘s secunty holders during the fourth quarter of 2009 
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ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS 
AND ISSUER PURCHASES OF EQUITY SECURITIES. 

Duke Ener@s common stock is listed for trading on h e  New Yo& Stock Exchange (NYSE) (ticker symbol DUK) As of Febnraiy 22, 2010, 
there were approximately 160,575 common stockholders of record 

Common Stock Data by Quarter 

2009 2008 
Stock Price Stock Price 

Rang@ Rang@' 

Dividends Dividends 
PerShare Hi& Low PerShare Hkh Low - 

First Quader $0.23 $15.96 $11.72 $022 $2060 $1700 
Second Quart&) 0.47 14.83 13.31 045 1920 1702 
Third Quarter 
Fniirfh Oiarfeicb) 

- 16.02 14.10 - 1910 1677 
034 17.94 15.33 023 1799 1350 

I 

(a) Stock prices represent Ihs inbaday high and low stock price 
(b) Dividends paid in September ZM)9 and O m m k  2W9 iwieased lmm $0 23 per share to $0 24 per sClare and divider& paM in September 2WB and Decwnber 2008 incieased 

horn $0 22 pn share to SO 23 per share 

Duke Energy expects to continue its policy of paying regular cash dividends; however, there is no assurance as to the amount of firture 
dividends because they depend on future earnings, capital requirements, and financial condilion, and are subject to declaration by the Board of 
Directors. 

Duke Energy's operating subsidiaries have certain restJictions on their ability to transfer funds in the fom of dividends or loans to Duke 
Energy. See "Liquidity and Capital Resources" within "Management's Discussion and Analysis of Financial Condition and Results of Operations" 
for further information regarding these reshictions and their impacts on DuKe Energy's liquidity 

Issuer Purchases of Equity Securities for Fourth Quarter of 2009 

There were no repurchases of quity securities during the fourth quarter of 2009. 
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_ _ _  
Stock Performance Graph 

The performance graph below illustrates a tive year comparison of cumulative total returns based on an initial investment of $100 in Duke 
Energy Corporation common stock, as compared with the Standard & Poor's (S&P) 500 Stock Index and the Philadelphia Utiiity index for the 
fiveyear period 2005 through 2009 

in the Philadelphia Utility Index and that all dividends are reinvested. 

Comparison of Cumulative Five Year Total Return 

This performance chart assumes $100 invested on December 31,2004 in Duke Energy common stock, in the S&P 500 Stock Index and 

$200 

$0 
2004  2005 2006 2007 2008 2 0 0 9  

I +Duke Energy Corporation -86 S&P 500 Index +Philadelphia Utility Index 1 

NYSE CEO Certification 

Duke Energy has tiled [he certification of ib 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 31,2009 In May 2009, Duke Energy's Chief 
Executive Ofjicer, as required by Section 303A.Wa) 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 corporate governance listing standards. 
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ITEM 6. SELECTED FINANCIAL DATA.(a)(b) 

(in millions, except per share amounts) 2009 2008 2007 2006 2005 

Statement of Operations 
Total operating revenues $12,731 $13,207 $12,720 $10,607 $ 6,906 
Total operating expenses 10,518 10,765 10,222 9,210 5,586 

__ - - 201 191 Gains on sales of investments in commercial and multi-family real estate 
Gains (lows) on sales of other assets and other, net 36 69 (5) 223 (55) 

Operating income 2,249 2,511 2,493 1,821 1,456 
Total other income and expenses 333 121 428 354 217 
interest excense 751 741 685 632 381 
Income from continuing operations before income taxes 1,831 1,891 2,236 1,543 1,292 
Income tax expense from continuing operatiow 758 ,616 712 450 375 
Income fmm continuing operations 1,073 1,275 1,524 1,093 917 
Income (loss) from discontinued operations, net of Bx 12 16 (22) 78.3 935 

Income before cumulative effect of change in amounting principle and extraordinary items 1,085 1.291 1.502 1,876 1,852 
(4) Cumulative effect of change in accounting principle, net of tax and noneontrolling interest - - __ - 

- - - Extraordinary items, net of tax __ 67 

Net income 1,085 1,358 1,502 1,876 1,848 
12 

Net income (lass) attribuhble to noncontrolling interests 10 (4) 2 13 24 

$ 1.075 $ 1,362 $ 1,500 $ 1,863 $ 1,812 Net income attributable to Duke Energy Copration 

Dividends and premiums on redemption of preferred and preference stock . -  - - - 

-- -- 
Ratio of Earnings to Fixed Charges 
Common Stack Data 
Shares of common stock outstanding? 

Year-end 
Weighted average - basic 
Weighted average - diluted 

Income from continuing operations attributable to Duke Energy Corporatton common 
shareholders 

Basic 
Diluted 

income (loss) from discontinued operations attributable to Duke Energy Corporation 
common shareholders 

Basic 
DliUted 

Earnings per share (before cumulative effect of change in accounting principle and 
extraordinary items) 

Basic 
Diluted 

Basic 
Diluted 

Basic 
Diluted 

Earnings per share (from extraordinary items) 

Net income attributable to Duke Energy Corporation common shareholders 

Dividends per shardd) 
Balance Sheet 
Total assets 

3.0 3 4  3 7  2 6  2 4  

1,309 1,272 1,262 1,257 928 
1,293 1,265 1,260 1,170 934 
1,294 1,267 1,265 1,188 970 

$ 0.82 $ 1 0 1  $ 1 2 1  $ 0 9 2  $ 0 9 4  
0.82 101 1 2 0  0 9 1  0 9 2  

$ 0.01 $ 002  $ (002) $ 0 6 7  $ 100 
0.01 001 (002) 0 66 0.96 

$ 0.83 $ 103  $ 1 1 9  $ 1 5 9  $ 194 
0.83 102 1 1 8  1 5 7  188  

$ - $ 0 0 5 $  - $  - $  - 
- __ - - 0 05 

$ 0.83 $ 108  $ 1 1 9  $ 1 5 9  $ 1 9 4  
0.83 107  1 1 8  157  1 8 8  
a.94 090 0 8 6  1 2 6  1.17 

$57.040 $53.077 $49,686 $68.700 $54.723 .- .~ 
Long-term debt including capital leases, less current maturities $16;113 $13,250 $ 9,498 $181118 $141547 

(a) Significant transactions reflected in lhe results above include: 2009 impairment of goodwill and other assels (see Note 11 lo the Cmsaiidated Financial Shkmenls, 'Goudwiil and 
Iniangible bels") ,  2007 spin-off of the natural gas busineaes (see Nole 1 to the Consoildated Finandai Slaternenls, 'Summary d Significant Amounting Policies"), 2006 merger with 
Cinm, 2006 Crescent hint venlure tmrwction snd subsequent dmmolidation ei ieclk Seplerhber 7, 2W6, 2005 DENA dispilion, 2005 demmolidalion of DCP Midsiieam 
effective July 1.2005, a i d  2005 Duke Energy Field Servm. U C  (DEB) =le of Tezas Easlern Producls Pipdine Company, LLC (TEPPCD) 

(b) Periods prior to 2009 have been r e a d  lo rellecl the ado?lion ofthe noncnnlmlling interest presenbkn prwisions of Acmunling Stan&& Wfiffition 810 - Consolidaiion, which was 
adopted by Duke Ener[y eiiezh? Januaiy 1, 2009. 

(c) 2006 increase primarily sllributabk lo fmrancf oi appmimteiy 313 mllilon ham in m d m  with Duke Energy's meiger with Cinew. 
(d) 2037 decrease due to the spin-off of h e  natural gas burlnses lo shareholden on January 2,2007 as dividends subsequent lo the spin-ofi we- split pmpotlunatdy bween Duke 

Eneigy and S@ra Enetgy sud7 thal the sum of the dMdends of the two staid-alone companies appmdmated the ioner total dividend of Duke Energy prkx to the spina8 
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
-1 

AND RESULTS OF OPERATIONS. 

INTRODUCTION customers in Ohio to switch generation suppliers Competitive power 
suppliers began supplying power to current Commercial Power native 
load customers in Ohio and Cnmmercial Power experienced an 
increase in customer switching beginning in the second quarter of 
2009. As of December 31, 2009, customer switching levels 
approximated 40% of Commercial Power's native load. However, 
through Duke Energy Retail Sales (DERS), Commercial Power 
acquired approximately 60% of the switched load by offering 
customers a discount to the Electric Security Plan [ESP) price When 
factoring in the DERS activity, Commercial Power experienced net 

Managemenrs Discussion and Analysis should be read in conju- 
nction with the Consolidated Financial Statements and Notes for the 
years ended December 31, 2009,2008 and 2007. 

EXECUTIVE OVERVIEW 

2009 Financial Results. 

Forthe year-ended December 31, 2009, Duke Energy 
Corporation (Duke Energy) reported net inrame attributable to Duke 
Energy of $1,075 miilion and basic and diluted earnings per share 
(EPS) of $0.83, as compared to net income attribthble to Duke 
Energy of $1,362 million and basic and diluted EPS of $1 08 and 
$1.07, respectively, for the year-ended December 31,2008 Income 
from continuing operations was $1,073 million for 2009 as compa- 
red to $1,275 million for 2008 Total reportable segment EBlT 
(defined below in "Segment Results" section of Management's 
Discussion and Analysis of Financial Condition and Results of 
Operations) decreased to $2,713 million in 2009 from 
$3,073 million in 2008. 

the consolidated results of operations, as well as a detailed discusion 
of EBlT results for each of Duke Ene&s reportable business 
segments, as well as Other. 

See "Results of Operations" below for a detailed discussion of 

2009 Areas of Focus and Accomplishments. 

customer switching of a b u t  15%, although those native load custo- 
mers acquired by DERS were at lower. margins than customers 
served under the ESP. Additionally, DERS has been able to acquire 
new customers oubide Commercial Poweh native load territory As a 
result of lower forecasted energy prices, lower demand for eleclncity 
due to the economy and competitive pressures in Ohio, and other 
valuation factors, a noncash goodwill impairment charge of approxi- 
mately $371 million was recorded by Commercial Power in the third 
quarter of 2009. 

In light of fhe above economic factors that impacted Duke 
Energy's business in 2009, management was focused on offsetting 
those economic pressures by successfully managing costs and 
achieving excellent operational performance Duke Energy achieved 
significant operations and maintenance cost mitigztion goals across 
its business segments and also r e d u d  planned rapital mpenditures 
by approximately $200 million, which highlights Duke Energy's 
ability to take advantage of the flexibility within its capital spending 
plan. Additionally, Duke Energy's generation fleet operated at some of 
the highest levels in Duke Energy's history. These combined eforts 
allowed Duke Energy to largely mitigate the negative impact of the 
economy on its results of operations in 2o09 In 2009, management was focused on managing through the 

economic recession, investing in modernization of Duke Energy's 
regulated intrastructm and dealing with increased competition in 
Ohio 

Key Re,latory 
compleied the following regulatoiy initiatives: 

During 2o09, Duke 

Managing Through the Economic Recession and Changing 
Competitive Landscapes. 

In U S  Franchised Electn'c and Gas, Duke Energy's largest 
business segment, weather-normalized electric volumes were down 
approximately 4% when compared to 2008. This was driven prima- 
rily by a decrease in industrial sales volumes, which were down 
approximately 14% compared to 2008. Although industrial sales 
volumes were down year over year, industrial volumes began to show 
signs of stabilization late in 2009. Dn a weather-normalized basis, 
residential sales volumes were slightly pasitive, while commercial 
sales volumes were slightly negative. LmWng forward to 2010, 

-Obtained favorable rate case outcomes in North Carolina, 
South Carolina, Ohio and Kentucky which will increase 
revenues by nearly $460 million upon full implementation 

- Updated/enabled construction woik-in-progress (CWIP) 
recovery for Duke Energy Carolinas' Cliffside Unit 6 and the 
Integrated Gasifiration Combined Cycle (IGCC) plant at Duke 
Energy Indiana's Edwardsport Generating Station 

- Received approval for cost recovery mechanisms for 
save-a-watt programs in North Carolina, South Carolina and 
Ohio. Approval in Indiana is anticipated in February 2010. 

management expects the load forecast to be relatively flat compared 
to 2009 

In 2009, Commercial Povver's operations were impacted by the 
cornpetitwe markets in Ohio, which were inggered by low commodity 
prices that put downward pressure on power prices The available 
capacity and lower pnces provided opportunities for native load 

- Began deployment of SmartGnd in Ohio, along with the 
initiahon of a rate rider cost recovery mechanism, which is 
awaiting approval and a ruling is expected in the first quarter 
of 2010 Additionally, Duke Energy was awarded a sbmulus 
grant for approximately $200 million to be used for 
reimbursement of costs related to SmarK3d 
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- Received approvals of wind, solar and other renewable energy 
projects, which will enable innovative renewable energy 
initiatives and help Duke Energy meet specific renewable 
energy standards over time. 

Overall, the regulatory and legislative accomplishments during 
2009 have positioned Duke Energy well for 2010 and beyond. 

Capital Expenditures and Fleet and Grid Modernization. 

' Duke Energy's strategy for meeting customer demand, while 
building a sustainable business that allom its customen and its 
shareholders to prosper in a carbonconstrained environment, inclu- 
des significant commitments to renewable energy, customer energy 
efficiency, advanced nuclear power, advanced cleanaal and high- 
efficiency natural gas electric generating plants, and retirement of 
older less eRcient coal-fired power plants. Due to the likelihood of 
upcoming environmental regulations, including carbon legislation, air 
pollutant regulation by the U S  Environmental Protection Agency 
(EPA) and mal regulation, Duke Energy has been focused on 
modernizing its Reet in preparation for a low car$n tuture. During 
2009, Duke Energy has continued the conslruction of Cliffside IJnit 6 
in North Carolina and the Edwardsport IGCC plant in Indiana and 
these construction projects are approximately 55% complete and 
50% complete, respectively, at December 31, 2009 Both are 
scheduled to be placed in service during 2012 Once in service, 
Duke Energy will begin retiring older, less efficient coal and gas-fired 
units. Additionally, Duke Energy Carolinas has begun construction on 
a 620 megawatt (MW) combined cycle natural gas-fired generating 
facility at each of its existing Buck and Dan River Steam Stations. 
These facilities are scheduled to be placed in service in 2011 and 
2012, respectively. In conjunction with these and other capital 
projecls, management is continuing its focus on reducing regtilatory 
lag, which refers to the period of time bebeen malting an investment 
and earning a return and recovering that investment. In 2007, the 
Indiana Utility Regulatory Commission OURC) approved the timely 
recovery of initial construction cost estimates associated with the 
Edwardsport IGCC plant, The 2009 rate case settlements in 
North Carolina arid South Carolina included stipulations allowing for 
the recovery in base rates of financingcosts related to Cliffside Chit 6, 
although the recovery is delayed in North Carolina for a one year 
period 

regulatory approvals for the proposed William States Lee Ill 
Nuclear Station, including the December 2007 filings of a Combined 
Cnnstruction and Operating License (COU application with the 
Nuclear Regulatory Co.mmission (NRC) and requests to incur up to 
$230 million in development msts through 2009, which were 
approved in 2008. Although th+e actions are necesary steps as 
management continues to pursue the option of building a new 
nuclear plant, submitting these applications dces not commit Duke 
Energy Carolinas to build a nuclear unit 

In 2009, Duke Energy made significant strides in adding to its 
existing renewable energy portfolio. One way Duke Energy is reducing 
its environmental footprint while m@hg demand for reliable, clean 
energy is by investing in zero carbon wind power During 2009, . 
Cnmmercial Power, through Duke Energy Generation Services 

Duke Energy Carolinas is also continuing to seek all necessary 

(DEGS), brought approximately 364 MW of wind generation online 
through a combination of completed construction and acquisition At 
DecFmber 31, 2009, DEGS had approximately 735 MW of wind 
generation in commercial operation. The wind assek in service have 
long-term power purchase agreements to sdl the output to an end 
customer. Additionally, DEGS became an owner in a biomass 
development joint venture and, in early 2010, announced it would 
acquire a 16 MW solar development project in San Antonio, Texas. 

Management is also making progress on increasing the role 
ener@ 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 electricity. along with 
coal, nuclear, natural gas and renewable energy During 2009, Duke 
Energy's save-a-watt models were approved in North Carolina, 
South Carolina and Ohio and Duke Energy is awaiting a decision on 
the proposed save-a-watt model in Indiana, which is expecled in the 
first quarter of2010 The save-a-watt proposal in Kentucky was 
withdrawn and will be addrmed in Duke Energy Kentucky's next 
general rate case 

Duke EnerKy Objedivei - 2010 and beyond. 

Duke Energy will continue to rows on operational excellence, 
shaping federal and state legislative and regulatory policy, continued 
modernization of infrastructure and investing in renewable energy, 
including energy efficiency The majority of future earnings are antici- 
pated to be contributed from U S. Franchised Eiwtric and Gas, which 
consists of Duke Energy's regulated businesses that currently own a 
capacity of approximately 27,000 MW of generation. The regulated 
generation portfolio consists of a mix of coal, nuclear, natural gas and 
hydroelectric generation, with the substantial majority of all of the 
sales of electricity coming from coal and nuclear generation facilitiess. 
The favorable rate rase outcomes reached in the various jurisdictions 
in 2009, as discussed above, will increase IJS. Franchised Electric 
and Gas' revenues by approximately $460 million upon full 
implementation. 

As a result of the downturn in the economy, Duke Energy 
experienced reductions in sales volumes in 2009, most notably 
within the industrial customer class Management anticipates that 
recessionary pressures will continue in 2010, resulting in essentially 
flat kilowatt-hour sales in both the Carolinas and the Midwest service 
territories In order to address these pressures, management is 
focused on containing costs in 2010 and currently expects 
nowrecoverable (i e , not directly recovered via a rider or other 
mechanism) operations and maintenance expense to be flat 
compared to 2009, due largely to sustainable reductions achieved 
during 2009, as well as certain 2010 initiatives such qs a voluntary 
severance program and office consolidation. In addition, manage- 
ment will continue efforts to achieve constructive regulatory outcomes 
to reduce regulatory lag, including continually reviewing the need for 
general rate case filings in certairl jurisdictions in 2010 and beyond. 

Additionally, due to the rampetitjvc? markets in Ohio, customer 
switching will rantinue to impact the results of the Commercial 
Power business, as management currently estimates that an incre 
mental 5% of current customer load will switch to alternative 
suppliers in 2010 Management is focused on mitigating lost volume 
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and margin erosion in 2016 through DERS efforts to acquire native 
load customen, as well as acquiring customers outside of 
Cnmmercial Power's Ohio native load territory that are currenUy 
suppfid by other eleclric generators 

Energy anticipates total capital expenditures of approximately 
$14 billion to $15 billion Ofthis amount, approximately $5 7 billion 
is expected to be spent on committed projects, including base load 
power plants to meet long-term growth in customer demand and to 
modernize the generation Heet, ongoing environmental projects, and 
nuclear fuel Approximately $6 8 billion of capital expenditures are 
expected to be used primarily for overall system maintenance, 
customer connections, and corporate expenditures Although these 
expenditures are ultimately necwary to ensure overall system 
maintenance and sliability, the timing of the expenditures may be 
inHuenced by broad economic conditiom and customer growth The 
remaining estimated capital expenditures of approximately 
$1.2 billion to $2 7 billion are of a discretionary nature and relate to 
growth oppoduniljes in which Duke Energy may invest. provided 
there are opportunities to meet return expectations along with 
assurance of constructive regulatory treatment in the regulated 
businesses Discretionary capital primarily includes Commercial 
Power renewable and transmission projects, proj& at International 
Energy and renewable projects at IJS. Franchised Electric and Gas 
Capital expenditures are currently estimated to be approximately 
$5.2 billion in 2010 These expenditures are principally related to 
expansion plans, maintenance costs, environmental spending related 
to Clean Air Act (CAA) requirements and nuclear fuel. Duke Energy is 
committed to 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 expan- 
sion projects include the Edwardsport IGCC plant, an 825 MW coal 
unit at Duke Energy Carolinas' existing Cliffside facility and new 
gas-fired generation units at Duke Energy Carolinas' existing Dan 
River and Buck Steam Stations, as well as other additions due to 
system growth. Additionally, Duke Energy is evaluating the potential 
construction of the William States Lee 111 nuclear power plant in 
Cherokee County, South Carolina. 

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, as well as maintenance on existing plants. 

With the exception of equity issuances to fund the dividend 
reinvestment plan and other internal plans, Duke Energy does not 
currently anticipafe the issuance of any other common equity in the 
foreseeable future. Duke Energy expects to have access to liquidity in 
the capital markets at reasonable rates and terms in 2010 
Additionally, Duke Energy has a c c w  b unmured revolving credit 
facilities, which are not restricted upon general market conditions, 
with aggregate bank commitments of approximately $3 14 billion. At 
December 31 2009, Duke Ene,r@ has available borrowing capacity 
of approximately $1.9 billion under this facility For further 

During the threeyear period from 2010 through 2012, Duke 

information related to rnanagemenfs assessment of liquidity and 
capital resources, including known trends and uncertainties, see 
"Liquidity and Capital Resources" below. 

As the majority of Duke Energy's anticipated future capital 
apenditures 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 legislation passed in North Carolina and 
South Carolina in 2007 provides, among other things, mechanisms 
for Duke Energy to recover financing costs for new nuclear or coal 
base load generation during the mnstruction phase. in Indiana, Duke 
Energy has received approval to recover its development cos& for 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 br? incurred for the modernization of Cliffside 
Unit 6, as well as the IGCC plant in Indiana. In addition, Duke 
Energy has received general assurances from the North Carolina 
Utilities Commission (NCUC) that the North Carolina allocable portion 
of development costs associated with the William States Lee 1 1 1  
nuclear station will be recoverable through a future rate case 
proceeding as long as the costs are deemed pnident and reasonable 
Duke Energy does not anticipate beginning construction of the 
proposed nuclear power plant without adequate assurance of cost 
recuvery from the state legislators or regulators 

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

Economic Factors for Duke Energy's Business. 

Duke Energy's bus inw model provides diversification between 
stable regulated businesses like U S Franchised Electric and Gas and 
certain portions of Commercial Power's operations, and the tradition- 
ally higher-growth business like the unregulated portion of 
Commercial Power's operations and International Energy As was the 
case throughout much of 2009, all of Duke Energy's businesses can 
be negatively affected by sustained downturns or sluggishntzss in the 
economy, including low market prics of commodities, all of which 
are beyond Duke Energy's control, and could impair Duke Energy's 
ability to meet its goals for 2010 and beyond 

As Duke Energy experienced in 2009, declines in demand for 
elecbicity as a result of economic downturns reduce overall electricity 
sales and have the potential to lessen Duke Energy's cash Rows, 
especially as industrial customers reduce produch'on and, thus, con- 
sumption of electricity. A weakening economy could a l a  impact 
Duke Energy's customer's ability to pay, causing increased 
delinquencies, slowing collections and lead to higher than normal 
levels of accounts receivables, bad debts and financing requirements. 
A portion of U S. Franchised Electric and Gas' business risk is 
mitigated by its regulated allowable rates of return and recovery of fuel 
casts under fuel adjustment clauses. The ESP in Ohio also helps 
mitigate a portion of the risk associated with certain portions of 
Commercial Power's generation operations by providing mechanisms 
for recovery of certain cmts associated with, among other things, fuel 
and purchased power for nativeload customers. 
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If negabve market condibons should persist over time and 
estimated cash flows over the lives of Duke Energy's individual 

"Segment Resu1ts"for U S Franchised Electric and Gas below 
for furlher information, and 

assets, including goodwill, do not exceed the carrying value of those 
individual assets, asset impairments may cccur in the future under 
existing accounting rules and diminish results of operations A change 
in management's intent a b u t  the use of individual assets (held for 
use versus held for sale) could also result in impairments or losses 

.An approximate $27 million decrease at International Energy. 
See Operating Revenue discussion within "Segment Results" 
for International Energy below for further information 

Partially offsetting these decreases was 

.An approximate $288 million increase at Commercial Power. 
See Operating Revenue discussion within "Segment Results" 
for Commercial Power below for further information, 

Duke Energy's 2010 goals can also be substantially at risk due 
to the regulation of its businesses Duke Energy's businesses in the 
United States (11 S ) are subject to regulation on the federal and state 
level. Regulations. aonlicable to the electric power industry, have a - . , .  - .  
significant impact on the nature of the businesses and the manner in 
which they operate New legislation and changes to regulations are 
ongoing, including anticipated carbon legislation, 2nd Duke Energy 
cannot predict the future course of changes in the regulatory or 
political environment or the ultimate effect that any such futtire 
changes will have on its business. 

Duke Energy's earnings  re impacted by fluctuations in 
commodity prices. Exposure to commodity prices generates higher 
earnings volatility in the unregulated businesses as there are timing 

Year Ended December 31, 2008 as Compared to 
December 31,2007 Consolidated operating revenues for 2008 
increased approximately $487 million compared to 2007. This 
change was primarily driven by the following: 

- An approximate $419 million increase at U S Franchised 
Electric and Gas. See Operating Revenue discussion within 
"Segment Results" for U.S Franchised Electric and Gas below 
for further information; and 

differences as to when such costs are recovered in rates To mitigate 
these risks, Duke Energy enters into oenvative instruments to 
effectively hedge some, but not all, known exposures 

Additionally, Duke Energy's investments and projects located 
outside of the United States expose Duke Energy to nsks related to 
laws of other countnes, taxes, ecanomic conditions, fluctuabons in 
currency rates, political condiiions and policies of foreign govern- 
ments Changes in these factors are difficult to predict and may 
impact Duke Energy's future results 

markets and longer-term capilal markets as a sourre of liquidity for 
capital requirements not rnet by cash flow from operations An 
inability to access capital at competitive rates or at all could adversely 
aiiect Duke Energy's ability to implement its strateu Market disrtip- 
tions or a downgrade of Duke Energy's credit rating may increase its 

Duke Energy also relies on access to both short-term money 

An approximate $125 million increase at International Energy. 
See Operating Revenue discussion within "Segment Results" 
for International Energy below for further information 

Partially offsetting these increases was 

*An approximate $55 million decrease at Commercial Power 
See Operating Revenue discussion within "Segment Results" 
for Commercial Power M o w  b r  further information 

Consolidated Operating Expenses 

Year Ended December .31. 2W9 as Compared to 
December 31,2008 Chmlidated operating expenses for 2009 
decreased approximately $247 million cornpared to 2008 This 
change was driven primarily by the following: 

An approximate $626 million decrease at U S Franchised 
Electric and Gas See Operating Expense discussion within 
"Segment Results" for 11 S Franchised Electric and Gas below 
far further information; 

An approximate $65 million decrease at International Energy 
See Operating Expense discussion within "Sement Results" 
for International Energy below for further information; and 

cost of borrowing or adversely affect its ability to acms one or more 
Sources of liquidity. Additionally, there are no assurances that 
commitments made by lenders under Duke Energy's credit facilities 
will be available if needed as a Source of funding due to ongoing 
uncertainties in the financial services industry 

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

RESULTS OF OPERATIONS 

Consolidated Operating Revenues 

Year Ended December 31, 2009 as Compared to 
December 31, 2008. Cmsolidated operating revenues for 2009 
decread approximately $476 million compared lo 2008. This 
change was primarily driven by the following: 

* An approximate $726 million decrease at U S Franchised 
Electric and Gas. See Operating Revenue discussion within 

- An approximate $40 million decrease at Other See Operating 
Expense discussion within "Segment Results" far Other below 
for further information 

Partially offsetting these decreases was 

-An approximate $489 million increase at Commercial Power, 
which includes approximately $413 million of impairment 
charges in 2009 primarily related to a goodwill impairment 
charge associated with the non-regulated generation 
opemtions in the Midwest. See Operating Expense discussion 
within "Segment Results" for Commercial Power below for 
further information. 
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Year Ended December 31, 2008 as Compared to 
December 31,2007 Consolidated operahng expenses for 2008 
increased appraxrmably $543 million compared to 2007 This 
change was dnven pnmanly by the following 

-An approximate $401 million increase at U S Franchised 
Electnc and Gas See Operahng Expense discussion within 
"Segment ResulW for U S Franchised Elecbic and Gas below 
for further infornabon, 

-An approximate $123 million increase at lntemahonal Energy 
See Operating Expense discussion within "Segment Resiilts" 
for International Energy below for further informahon, and 

* An approximate $27 million increase at Commercial Power 
See Operating Expense discussion within "Segment Results" 
for Commercial Power below for further information 

Consolidated Gains (Losses) on Sale+ of Other Assets and 
Other, net 

Chsolidated gains (losses) on sales of other assets and after, 
net was a gain of approximately $36 million and $69 million in 
2009 and 2008, respectively, and a loss of approximately $5 million 
for 2007. The gains and losses for all years relate primarily to sales of 
emission allowances by US. Franchised Electric and Gas and 
Commercial Power. 

Consolidated Operating Income 

Year Ended December 31, 2009 as Cwnpared to 
December 31, 2008 For 2009, consolidated operating income 
decreased approxrmately $262 million compared to 2008 Drivers to 
operabng income are discussed above 

December 31, 2007 For 2008, consolidated operabng income 
increased approximately $18 million compared to 2007 Drivers to 
operatmg income are discussed above 

detailed discussions, see the segment discussions that follow 

Consolidated Other Income and Expenses 

Year Ended December 31, 2008 as Compared to 

Other dnvers to operatmg income are discussed above For more 

Increased approximately $45 million as a result of gains in 2009 
compared to losses in 2008 Additionally, foreign exchange impacts, 
primarily related to the remeasurement of certain 1i.S dollar 
denominated cash and debt balances at International Energy, 
resulted in gains in 2009 compared to losses in 2008 due to 
favorable foreign exchange rates, resulting in an increase of 
approximately $43 million in 2009 compared to 2008 Partially 
offsetting these increases was decreased interest income of 
approximately $53 million due primarily to lower average cash and 
short-term investment balances, an approximate $26 million charge 
in 2009 related to certain performance guarantees Duke Energy had 
issued on behalf of Crescent and an approximate $18 million 
impairment charge in 2009 to write down the canying value of 
International Energy's investment in Attiki to its fair value. 

December 31, 2007. For 2008, consolidated other income and 
expenses decreased approximately $.307 million compared to 2007. 
This decrease was primarily driven by a decrease in equity earnings 
of approximately $259 million due primarily to impairment charges 
recorded by Crescent, of which Duke Energy's proportionate share 
was approximately $238 million, partially offset by increased equity 
earnings from International Energy of approximately $25 million 
primarily related to its investment in NMC primarily as a result of 
higher margins, an approximate $62 million decrease in interest 
income primarily due to favorable income tax settlements in 2007 
and lower earnings on inveed cash and short-term investment 
balances during 2008 as compared to 2007, an approximate 
$54 million decrease due to unfavorable investment returns and an 
approximate $34 million decrease associated with foreign currency 
losses due primarily to losses in 2008 associated with the 
remeasurement of certain U S .  dollar denominated cash and debt 
balanm at International Energy, partially offset by an approximate 
$80 million increase in the equity component of allowance for funds 
used during construction (AFUDC) as a result of increased capital 
spending and the absence of convertible debt charges of approxi- 
mately $21 million recognized in 2007 related to the spin-off of 
Spectra Energy Corp (Spectra Energy) 

Year Ended December .31, 2008 as Compared to 

ransolidated Interest Expense 

Year Ended December .31, 2009 as Compared to 
December 31, 2008. For 2009, consolidated other income and 
expenses increased approximately $212 million compare5 to 2008. 
This increase was primarily driven by an incmse in equity earnings 
of approximately $172 million due mostly to impairment charges 
recorded by Crescent JV (Crescent) in 2008, of which Duke Energy's 
proportionate share was approximately $2.38 million, partially offset 
by decreased equity earnings from International Energy of approxi- 
mately $55 million primarily related to lower contributions from its 
investment in National Methanol Tbnpany (NMC) and losses from 
its investment in Attiki Gas Supply S.A (Attiki). Also, the 
mark-to-market and investment income on investments that support 
benefit obligations and within the captive insurance portfolio 

Year Ended DecemFr 31, 2009 as Compared to 
December .31, 2008. Consolidated interest expense increased 
approximately $20 million in 2009 as cornpared to 2008 This 
increase is primarily attributable to higher debt balances, partially 
offset by lower average interest rates on floating rate debt and 
commercial paper balances. 

Year Ended December .31, 2008 as C o m p a ~ d  to 
December 31, 2007. Consolidated interest expense increased 
approximately $56 million in 2008 as compared to 2007. This 
increase is primarily attributable to higher debt balances, partially 
offset by a higher debt component of AFLJDC and capitalized interest 
due to increased capital spending. 
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Consolidated Income Tax Expense from Continuing Operations 

Year Ended kember .31, 2009 as Compared to 
December 31, 2008. For 2009, consolidated income tax expense 
hom continuing operations increased approximately $142 million 
compared to 2008 Although pie-tau income was lower in 2009 
mmpared to 2008, the effecfive tax rate for the year ended 
December 31, 2009 was approximately 41% compared to 33% for 
the year ended December 31,2008 due primarily to an approximate 
$371 million nondeductible goodwill impairment charge in 2009 

Eecemher 31, 2007 For 2008, consolidated income tax expense 
from continuing operations decreased approximately $96 million 
compared to 2007 This decrease primarily resulted from lower 
pie-tax income in 2008 cornpared to 2007. The effective tax rate for 
the year ended December 31, 2008 increased to approximately 33% 
compared to 32% for the year ended December 31, 2007. The 
increase in the effective tax rate during 2008 is primarily attributable 
to adjustments related io prior year tax returns, an increase in foreign 
taxes, a decrease in the manufacturing deduction and a deferred state 
tau benefit recorded in 2007 partially offset by higher AFUDC equity 
and a tax benefit recorded for certain foreign restructuring 

Year Ended December 31, 2008 as Compared to 

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

Consolidated income (loss) from discontrnued operations was 
income of approximately $12 million and $16 million for 2009 and 
2008, respectively, and a loss of $22 million for 2007 The 2008 
amount is pnrnanly comprised of bmmercial Power's sale of its 
480 MW natural gas-fired peaking generating stzbon Ixated near 
Brownsville, Tennessee to Tennessee Valley Authority, which resulted 
in an approximate $15 million after-tax gain 

The 2007 amount is primarily comprised of an after-tax loss of 
approxmately $18 million associated with former Duke Energy North 
America (DENA) contract settlements, an after-tax loss of approxima- 
tely $8 million related to Cinergy Cop (Cinergy) commercial 

marketing and trading operations and after-tax earnings of 
approximately $23 million related to Commercial Power's synfuel 
operations. 

Extraordinary Item, net of tax 

The reapplication of regulatory accounting treatment to certain of 
Commercial Power's operations on December 17, 2008 resulted in 
an approximate $67 million after-tax (approximately $103 million 
pie-tax) extraordinary gain related to total mark-to-market losses 
prwiously recorded in earnings associated with open forward native 
load economic hedge contracts for fuel, purchased power and 
emission allowances, which the ESP allows to be recovered through 
a fuel and purchased power rids. 

Segment Results 

Management evaluates segment performance based on 
earnings before interest and taxes from continuing operations fexdu- 
ding certain allocated corporate governance casts), after deducting 
amounts allributable to noncontrolling interests related to those profits 
(EBIT). On a segment basis, EBIT excludes discontinued operations, 
represents all profits fram continuing operations (both operating and 
non-operating) before deducting interest and taxes, and is net of the 
amounts attributable to noncontrolling interests related to those 
profits. Cash, cash equivalents and short-term investments are 
managed centrally by Duke Energy, so interest and dividend income 
on those balance, as well as gains and losses on remeasurement of 
foreign currency denominated balances, are excluded from the 
segments' EBIT. Management considers segment EBIT to be a gwd 
indicator of each segment's operating periarrnance from its continuing 
operations, as it represents the results of Duke Energy's ownership 
interest in operations without regard to financing methods or capital 
structures 

Segments,'' for a discussion of Duke Energy's segment stnrcture 
See Note 2 to the Cnnsolidated Financial Statements, "Business 
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Duke Energy’s segment EBlT may not be comparable to a similarly titled measure of another company be cat^^^ other entities may not 
calculate EBlT in the same manner Segment EBlT is summanzed in the following table, and detailed discussions follow 

EBlT by Business Segment 
Years Ended December 31, 

Vanance Vanance 
2009 vs 2008 vs 

(in millions) 2009 2008 2008 2007 2007 

U S Franchised EIecbic and Gas $2,321 $2,398 $ (77) $2,305 $ 93 
Gommercial Power 27 264 (237) 278 (14) 
International Energy 365 411 (46) 388 23 

Total reportable segment EBIT 2,713 3,073 (360) 2,971 102 
Other (251) (568) 317 (260) (308) 
Total reportable segment EBlT and other 2,462 2,505 (43) 2,711 (206) 
Interest expense (751) (741) 10 (685) 56 
Interest inmme and otheP1 102 117 (15) 201 (84) 
Add back of nonmnkilling interest component of reportable sEtgment and M e r  EBlT 18 10 8 9 1 

Consolidated earnings from continuing operations before income taxer $1,831 $1.891 $ (60) $2,236 $(345) 

(a) Olher wilhin inlemt inmme and olher includes foreign Pinency Innsaction @ins a n i  losses a n i  tddilional nonmnlioiling inlast arnwnfs no1 allocated lo reporiaMe segment and 
Olher EBT 

Nonconbolling interest amounts presented below includes only expenses and benefits related to EBIT of Duke Energy’s joint venturcs It 

Segment EBIT, as discussed below, includes intercompany revenues and expensesthat are eliminated in the Consolidated Financial 
does not include the noncontrolling interest component related to interest and taxes of the joint ventures. 

Statements 

!lJ.S. Franchised Electric and Gas 

II S Franchised Electnc and Gas includes the regulated operations of Duke Energy Carolinas, LLC (Duke Energy Carolinas), Duke Energy 
Indiana, Inc (Duke Energy Indiana), and Duke Energy Kentucky, Inc (Duke Eneigy Kentucky) and certain regulated operations of Duke Energy 
Ohio, Inc (Duke Energy Ohio) 

Years Ended December 31, 

Variance Vanance 
2009 vs 2008 vs 

(in millions, except where noted) 2009 2008 2008 2007 2007 
Operating revenues $ 9,433 $10,159 $ (726) S 9,740 $ 419 
Operating expenses 7,263 7,889 (626) 7,488 401 

6 Gains (lose9 on sales of other assets and other, net 20 6 14 
Operatlng income 2,190 2,276 (86) 2,252 24 
Other income and expenses, net 131 122 9 53 69 

- 

FRIT $ 2.321 $ 2.398 $ (77) $ 2.305 $ 93 

Duke Energy Carolinas’ GWh sales(*) 79,830 85,476 (5,646) 86,604 (1,128) 
Duke Energy Midwest GWh sal&~m~ 56,753 62,523 (5,770) 64,570 (2,047) 
Net propoaonal MW capacity in operationo 26,957 27,438 (481) 27,586 (148) 

(a) Gigawatl-hwn (GWh) 
(b) Duke Enerpy Ohio (Ohio transrnisJim and distribuiion only), Duke Enew lndiana end Duke ErEi3rgy Kenlucky mllecllveiy r e l e d  lo as Duke Energy Midwestwihln viis U S Fmnchised 

Ueclric and Gas se,grnent discussion 
lc) Megawatt (MW) 

DUKE ENERGY CDRPORATION / 2 0 3  FORM 1 0 4  43 



JOINT APPLICANTS 
EXHIBIT A 
PAGE 064 

PART I 1  
I I 

The following table shows h e  percent changes in GWh sales 
and average number of customers for Duke Energy Carolinas 

Increase (decrease) over orior vear 2009 2008 2007 

Residential salesla) (0.2)% (0 51% 6.5% 
General sewice saIes(a1 (l.l)% (051% 54% 
Industrial sales's' (15.2)% (5 51% (2 31% 

Total Duke Energy Carolinas' sales@) (6.6)% (1 31% 4.8% 
Wholesale sales (31.6)% 11.9% 40.9% 

Average num.kr of customers 0.5% 15% 20% 

(a) Major mmponents of Duke Energy Carolinas' rekil s a l s  
(b) Cmsisk of all mponenb of Duke Enetgy Carolinas' sales, including relall d e s ,  and 

wholesaie =Is to Incorporated municipalitin and lo puMlc and p*ale uliiities and 
power marketers. 

The following table shows the percent changes in GWh sales and 
average numher of customes for Duke Energy Midwest 

Increase (decrease) over prior year 2009 2008 2007 

Residential salescd, (4.31% (30)% 67% 
General XIVIE saIes(a1 (3.51% (1 2% 6 3% 
lndustnal sales(l1 (15.01% (651% (041% 
Wholesale sales (20.81% 15% 7 7% 
Total Duke Energy Midwest's sales(b) (9.2)% (3 21% 45% 
Average number of customers (0.31% 03% 08% 

(a) Ma@ components of Duke Energy MidwesTs refall sales 
(b) Consisb 01 all mrnponenb of Duke EnerCy Midwal's sales, induding refail safes, and 

wholesalesales to inwrpomled municlplle$ and to public and F a t e  uillibes and 
power mar(*eten 

Year Ended December 31, 2009 as Compared to Recember 31, 
2008 

Opemffng Revenues. 

The decrease was driven primarily by: 

A $536 million decrease in fuel revenues (including emission 
allowances) driven primarily by decreased demand from retail 
and near-term wholesale customers and lower natural gas fuel 
rates primarily in Ohio and Kentucly, partialcy offset by higher 
fuel rates for electrjc retail customers. Fuel revenues represent 
sales to both retail and wholesale customen; 

- A $1 17 million decrease due to lower weather normalized 
sales volumes to retail customers largely reflecting the overall 
declining economic conditions in 2009, which primarily 
impacted the industrial sector; 

- A  $63 million decrease in GWh and thousand cubic feet (Mcfl 
sales to retail customers due to overall milder weather 
conditions in 2009 compared to 2008. Weather statistics for 
heating degree days in 2009 were unfavorable in the Midwest 
but favorable in the Carolinas compared to 2008. Weather 
statistics for cooling degree days in 2009 were unfavorable in 
both the Midwest and Carolinas compared to 2008; and 

.A $30 million net decrease in wholesale power revenues, net 
of sharing, primarily due to decreased sales volumes and 
lower prices on near-tern sa ls  as a result of weak market 
conditions, partially omet by higher prices and increas-ed sales 

volumes to customers served under certain long-ierm 
contracts 

Partially ornetting these decreases was 

- A $31 million net increase in retail rates and rate riders 
primarily due to increases in recoveries of Duke Energy 
Indiana's environmental compliance costs and the IGCG rider, 
partially offset by the expiration of the onetime increment rider 
related to merger savings that was included in North rarolina 
retail rates in 2008 

Operating Expenses 

The decrease was driven primarily by: 

* A $541 million decrease in fuel expense (including purchased 
power and natura[ gas purchases for resale) primarily due to a 
lower volume of c ~ a l  used in electric generation, lower prices 
and volumes for natural gas purchased for resale and used in 
electric generation and reduced purchased power, partially 
offset by higher coal prices; 

- A  $71 million decrease in operating and maintenance expen- 
ses primarily due to lower scheduled outage and maintenance 
costs at nuclear and fossil generating siations, lower power 
and gas delivery maintenance and decreased capacity msls 
due to the expiration of certain drought mitigation contracts in 
2008, partially offset by higher benefits costs; and 

*A $36 million decrease in depreciation and amortization due 
primarily to lower depreciation rates in the Carolinas, partially 
offset by increases in depreciation due primarily to additional 
capital spending. 

Partially offsetting these decreases was 

A $22 million increase in property and other taxes due 
primarily to normal increases. 

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

The increase is primarily due to gains on the sale of nitrogen 
oxide (NO3 emission allowances in 2009. 

Other Income and Expenses, net 

Tne increase is due primarily to a higher equity component of 
AFUDC earned from additional capital spending for ongoing construc- 
tion projech, partially offset by a favorable 2008 lUkC ruling 

BIT. 

The decrease resulted primarily from lower weather adjusted 
sales volumes, milder weather, lower wholesale power revenues, 
higher benefits costs and higher property and other taxes These 
negative impacts were partially offset by decreased operation and 
maintenance costs as a result of lower outage and maintenance 
costs, lower depreciation rates in h e  Carolinas and overall net higher 
rates and rate riders. 
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. j  Matters linpading Future 1I.S. Franchised EIeclric and Gas 
Results 

U.S. Franchised Electric and Gas continues to increase the 
overall number of retail customers served, maintain low costs and 
deliver highquality customer service in the Carolinas and Midwest; 
however, sales to all retail customer classes were negatively impacted 
by the emnomic downturn in 2009, particularly sales to the indus- 
trial sector These trends are expected to continue for some period 
into 2010, and perhaps beyond. until the economy begins to recover 
'The general decline in the textile industry in the Carolinas, 
exacerbated by the struggling economy, .is also expected to continue 
in 2010, fueled by @e expiration of certain import limitations related 
to foreign textile products 

US. Franchised Electric and Gas evaluates the canying amount 
of its recarded goodwill for impairment on an annual basis as of 
August 3 1  and prfnrms interim impairment assessments if a big€+ 
ring event omun that indicates it is more likely than not that the fair 
value of a reporting unit is less than its carrying value For further 
information on key assumptions that impact U S. Franchised Electric 
and Gas' goodwill impairment assessments, see Critical Accounting 
Policy for Goodwill Impairment Assessments. As of the date of the 
2009 annual impairment analysis, the fair value of U.S. Franchised 
Electric and Gas' reporting units exceeded their respective carrying 
value, thus no goodwill impairment charges were remrded, However, 
the fair value of the Ohio Transmission and Distribution reporting unit 
(Ohio T&D), which had a g d w i l l  balance of approximately 
$700 million as of December 31, 2009, exceeded the canyingvalue 
of equity by less than 15%. Management is continuing to monitor 
the impact of recent market and economic events to determine if it is 
more likely than not that the carrying value of the Ohio T&D reporting 
unit has been impaired. Should any such triggering events or 
circumstances m u r  in 2010 that would more likely than not reduce 
the fair value of the Ohio T&D reporting unit below its carryingvalue, 
management would perform an interim impairment assessment of 
the Ohio T&D goodwill and it is possible that a goodwill impairment 
charge could be recorded as a result of this assessment Potential 
circumstances that could have a negative effect on the fair value of 
the Ohio T&D reporting unit include additional declines in load 
volume forecasts, changes in the weighted average cost of capital 
(WACG), changes in the timing and/or rccoveiy of and on 
investments in SmartGrid technology, and the success of future rate 
case filings. 

I 
! I ' 

Year Ended December 31,2008 as Compared to December 31. 
2007 

Operating Revenues 

The increase was driven primarily by: 

- A $474 million increase in fuel revenues (including emission 
allowances) driven primarily by higfier fuel rates in all regions 
and legislative changes that allow Duke Energy Carolinas to 
coll1~2 additional purchased power and environmental 
compliance costs from retail customers. Fuel revenues 
reoresent sales to both retail and wholesale customers; and 

I 

i ;  

A $92 million increase related to substantial completion in 
2007 of the sharing of anticipated merger savings through rate 
decrement riders with regulated customen. 

Partially offsetting these increases were: 

- A $73 million decrease in weather adjusted sales volumes to 
retail customers reflecting the overall declining economic 
conditions, which are primarily impacting the industrial sector; 

.A $53 million decrease in retail rates and rate riders primarily 
related to the new retail base rates implemented in 
North Carolina in the fint quarter of 2008, net of increases in 
mver ies of Duke Energy Indiana's environmental 
compliance costs from retail wstomers and higher gas base 
rates implemented in the second quarter of 2008 for Duke 
Energy Ohio; and 

- A  $49 million decrease in GWh and Mcf sales to retail 
customers due to milder weather in 2008 compared to 2007 
While weather statistics for heating degree days in 2008 were 
favorable compared to 2007, this favorable impact was more 
than offset by the impact of fewer cooling degree days in 
2008 compared to 2007. 

Opemting Expenses. 

The increase was driven primarily by: 

* A $441 million increase in fuel expense (including purchased 
power and natural gas purchases for resale) primarily due to 
higher coal and natural gas prices and increased purchased 
power This increase also reflects a $21 million reimbune- 
ment in first quarter 2007 of previously incurred fuel expenses 
resulting from a seElement between Duke Energy Carolinas 
and U.S Department of .Justice (DOJ) resolving Duke Energy 
Carolinas' used nuclear fuel litigation against the Department 
of Energy (DOE). The settlement between the parties was 
finalized on March 5. 2007; 

* A  $67 million increase in depreciation due primarily to 

* A $66 million increase in operating and maintenance 

additional capital spending; and 

expenses primarily due to higher scheduled outage and 
maintenance cosls at nuclear and fossil geneiating plants, 
stom costs primarily in the Midwest related to Hurricane Ike 
in September 2008 net of deferral of a portion of the Ohio and 
Kentucky s t o n  costs associated with Hurricane Ilte, increased 
capacity costs due to additional mntracts that were entered 
into in late 2007 to ensure customer electricity needs were 
met despite ongoing drought conditions and increased power 
delivery maintenance charges to increase system reliability, 
partially offset by lower benefit costs including short-term . 
incentives 

Partially offsetting these increases was: 

- A $170 million decrease in regulatory amortization expenses, 
including approximately $187 million for the amortization of 
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compliance costs related to North Carolina clean air legislation, €En: 

The increase resulted primarily from decreased regulatoiy which was completed in 2007 This decrease was paitially 
offset by the write-off in 2007 of a portion of the investment in 

(approximately $17 million) per a rate order from the NCUC 

amortization, the substantial completion of the required rate 

These increases were partially offset by the impacts of the unfavora- 

the GridSouth Regional TrnnsmiE& Organization (RTo) reductions due to the merger with and increased AFUDC 

ble economy on sales, milder weather, additional depreciation as rate 
base increased during 2008, higher omration and maintenance Other Income and Expenses, net. 

The increase is due primarily to the equity component of 
AflJDC due to additional capital spending for ongoing construction - 
projects and a favorable $25 million IURC ruling. 

costs, overall net lower retail rates and rate riders, and the 2007 DOE 
settlement 

Commercial Power 

Years Ended December .31, 
Variance Variance 
2009 vs 2008 vs 

(in millions, except where noted) 2009 2008 2008 2007 2007 

Operating revenus 8 2.114 $ 1,826 $ 288 $ 1,881 $ (55) 
Operating expenses 2,134 1,645 489 1,618 27 
Gains (losses) on sales of other assets and other. net 12 59 (471 (7) 66 

Operating inmme (8) 240 (248) 256 (16) 

EBIT 5 27 $ 264 $ (237) $ 278 $ (14) 

Actual plant production, GWh 26,962 20,199 (6,763) 23,702 (3,503) 
Net proportional megawatt capaclty In operabon 8,005 7,641 364 8,019 (378) 

Other income and expenses, net 35 24 11 22 2 

-- 

Year Ended December 31,2009 as compared to December 31, Operating Expenses 
2008 

Opemting Revenues. 

The increase was primarily driven by: 

A $98 million increase in retail elc?ctn'c revenues resulting from 
higher retail pricing principaliy related to implementation of the 
ESP in 2009 and the timing of fuel and purchased power 
rider collections in 2008, net of lower sals volumes driven by 
the economy and increased customer switching levels; 

The increase was primarily driven by: 

* A  $413 million impairment charge primarily related to 
goodwill associated with non-regulated generation operations 
in the Midwest; 

* A $55 million increase in fuel expense due to mark-to-market 
losses on nonqualifying fuel hedge contracts, consisting of 
mark-to-market Imses of $58 million in 2009 cornpared to 
losses of $3 million in 2008; 

* A  $70 million increase in net mark-to-market revenues on * A  $44 million increase in depreciation and administrative 
nonqualifying power and capacity hedge contracls, consisting 
of mark-to-market losses of $2 million in 2009 compared lo 
losses of $72 million in 2008; 

volumes and increased PJM capacity revenues from the 
Midwest gas-fired assets in 2009 cumpared to 2008; 

expenses associated with wind projects placed in service in 
the third quarter of 2008 and throughout 2009, as well as the 
continued development of the renewable business in 2009; 

* A $36 million incmse in operating expenses resulting from 
depreciation expense on environmental projects placed in 
sewice in the second half of 2008 and higher plant maintena- 

* A $68 million increase in revenues due to higher generation 

nce expenses resulting from increased plant outages in 2009 
compared to 2008; * A $48 million increase in wholesale electric revenues due to 

higher generation voIum(?s and hedge realization in 2009 - -  
compared to 2008 and margin earned from participation in 
wholesale auclions in 2009; and 

- A $25 million increase in wind generation revenues due to 
commencement of opemtions of wind facilities in the third 
quarter of 2008 and additional wind generation facilities 
placed in service in 2009. 

A $29 million increase in retail and wholesale fuel expense 
due to higher purchased pwer expenses and higher long-term 
contrsct prices and lower realized gains on fuel hedges in 
2009 qrnpajed to 2008; and 
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* A $10 million increase in fuel and operabng expenses for the 
Midwest gas-fired assets pnmarily due to higher generation 
volumes in 2009 compared to 2008, partially offset by bad 
debt reserves recorded in 2008 associated with the Lehman 
Brothers bankruptcy 

Partially offsetting these increases was 

-An $82 million impairment of emission allowanres due to the 
invalidation of the Clean Air Interstate Rule (CAIR) in July 
2008 

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

The decrease in 2009 cornpared to 2008 is attributable to 
lower gains on sales of emission allowances 

Other Income and Ekpensesr net 

The increase in 2009 compared to 2008 is attributable to 
higher equity earnings of unconsolidated affiliates in 2009 primarily 
as a result of a full year of equity earnings from investments held by 
Catamount Energy Corporation (CatamounB. Catamount, which is a 
leading wind power company, was acquired in September 2008 
Partially offsetting this increase was a 2009 impairment charge to the 
carrying value of an equity method investment 

EBK 

The decrease is primarily attribiitable to higher impairment 
charges in 2009 pnmarily due to a goodwill impairment charge, 
parhally offset by a 2008 impairment charge related to emission 
allowanre, increased plant maintenance expenses and fewer gains 
on sales of emission allowances These factors were partially offset by 
higher retail revenue pricing as a result of implementation of the ESP, 
higher margns from the Midwest gas-fired assets due to increased 
generabon volumes and PJM capacity revenues 

Matters impacting Future Commercial Power Results 

Commercial Power's current strategy is focused on maintaining 

business segment Asof December 31, 2009, Commercial Power 
had regulatory assets of approximately $163 million related to under- 
collections under its ESP and mark-to-market lmes on certain 
economic hedges 

As discussed in Note 11 to the Coiisolidatd Financial 
Statements, "Goodwill and Intangible Assets," Commercial Power 
recorded an impairment charge in the third quarter of 2009 of 
approximately $371 million within its non-regulated generation 
reporting unit to write down the gccdwill to its implied fair value As a 
result of this impairment charge, the canying value of goodwill 
associated with the non-regulated generation reporting unit of 
approximately $520 million is equivalent to its implied fair value 
This impairment charge was based on a number of factors, including 
a decline in load forecast, depressed market power prices, customer 
switching and carbon emission legislation and/or EPA regulation 
developments Should the assumptions used related to these factors 
change in the future as a result of then market conditions, as well as 
any acceleration in the timing of rarbon emission legislation/EPA 
regulation developments, it is possible that further gccdwill impair- 
ment charges could be recorded For further information on key 
assumptions that impact Commercial Power's goodwill impairment 
assessments, see Critical Accounting Policy for Goodwill Impairment 
Assessments 

Year Ended December 31,2008 as compared to December 31, 
2007 

Operating Revenues. 

The decrease was primarily driven by: 

- A $21 million decrease in wholesale electric revenues due to 
lower hedge realization and lower generaiion volumes 
primarily resulting from increased plant outages in 2008 
compared to 2007; 

* A $20 million decrease in net mark-trmarlet revenues on 
nonqualifying power and capacity hedge contracts, consisting 
of mark-to-market losses of $72 million in 2008 compared to 
losses of $52 million in 2007; and 

* A  $17 million decrea= in revenues due to lower generation 
volumes from the Midwest gas-tired assets resulting from 
milder weather net of Increased PJM capacity revenues in 
2008 compared to 2007. 

its Competitive position in Ohio, maximizing the returns and cash 
flows from its current portfolio, as well as growing its non-regulated 
renewable energy porffolio. Results for Commercial Power are sensi- 
tive to changes in power supply, power demand, fuel and power 
prices and weather, as well as dependent upon completion of energy 
asset construction projects a& tax credits on renewable energy 
pmduction.. 

on power prices. The available capacity and lower prices have provi- 
ded opportunities for customers in Ohio to switch generation 
suppliers. Competitive power suppliers have begun supplying power 
to current Cmnmercial Power customers in Ohio and Commercial 
Power has experienced an increase in customer switching in the 
second half of 2009. Customer switching is anticipated lo continue 
in 2010 and could have a significant impact on Commercial Power's 
results. Additionally, these evolving market conditions may potentially 
impact Commercial Power's ability to continue to apply regulatory 
amunting treatment to certain portions of its Commercial Power 

Recently, low commodity prices have put downward pressure 

. . -. 
.. .. . . .  , ._. a 

Operating Expenses. 

The increase was primarily driven by: 

* An $82 million impairment of emission allowances due to the 

* A $68 million increase in fuel expense due to mark-to-market 
losses on nonqualifying fuel hedge contracts, consisting of 
mark-to-market losses of $3 million in 2008 cornpared to 
gains of $65 million in 2007; and 

A $14 million increase in plant maintenance expenses resul- 

invalidation of the CAIR in .July 2008; 

tingfrom increased plant outages in 2008 compared to 2007 

j 
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Partially offsetting these increases were 

- A $63 million decrease in emission allowance expenses due 
to lower cost basis emisslon allowances consumed and lower 
overall emission allowance consumption due to installation of 
flue gas desulfunzation equipment and lower generatron volu- 
mes due to increased plant outages in 2008 cornpared to 
2007, 

- A $46 million decrease in net fuel and purchased power 
expense for retail load due to realized gains on fuel hedges 
partially offset by higher purchased power as a result of 
increased plant outages in 2008 compared to 2007, and 

A $24 million decrease in fuel and operating expenses for the 
Midwesf gas-fired assets pnmanly due to lower generabon 
volumes and lower amorbzation of locked-in hedge losses in 
2008 compared to 2007, net of an approximate $15 million 
bad debt resew related to the Lehman Bios bankruptcy and 
higher plant maintenam expenses 

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

The increase in 2008 as cornpared to 2007 is attributable to 
gains on sales of emission allowanceS in 2008 cornpared to loses 
on sales of emission allowances in 2007 Gains in 2008 were a 
result of sales of zero cost basis emision allowances, while losses in 
2007 were as a result of sales of emission allowances acquired in 
connection with Duke Energy's merger with Cinergy in 2006 which 
were written up to fair value as part of purchase accounting 

€BIT 

The decrease is primarily attributable to higher mark-to-market 
losses on economic hedges due to decreasing commodity prices, the 
impairment of emission allowances, lower retail and wholesale 
revenues resulting from lower volumes due to the weakening econ- 
omy and plant outages Partially offsetting these decreases were gains 
on sales of zero cost basis emission allowances, Iowa emission 
allowance expense due to lower cost basis emission allowances 
consumed and lower consumption due to installation of flue gas 
desulfurization equipment and lower purchase accounting expense 
primarily due lo the Rate Slabilization Plan (RSP) valuation. 

international Energy 

Years Ended December 31, 

Vanance Vanance 
2009 vs 2008 vs 

(in millions, Except where noted) 2009 2008 2008 2007 2007 

Operating revenues $ 1,158 $ 1,185 $ (27) $ 1,060 $125 
Operating expenses 834 899 (65) 776 12.3 

1 

Other income and expenses, net 6.3 146 (83) 114 .32 

$ 365 $ 411 $ (46) $ 388 $ 23 EBIT" 

Net proportional megawatt capacity in operation 4,053 4,018 35 3,968 50 

I Gains (losses) on sal= of other assets and olher, net - 1 (1) 
Operating income 324 287 3 7 284 3 

Expense atlributable to noncontrolling interest 22 22 - 10 12 

Sales, G W  19,978 18,066 1,912 17,127 939 
__- -. 

Year Ended December 31,2009 as Compared to December 31, 
2008 

Operating Revenues. 

The decrease was driven primarily by: 

- A  $41 million decrease in Peru due to unfavorable average 
hydrocarbon and spot prices; and 

A $16 million decrease in Central Amerira due to lower 
average Sales prices and lower dispatch in El Salvador, 
partially offset by favorable hydrology in Guatemala as a result 
of drier weather. 

Partially offsetting these decreases was: 

A $29 million increase in Ecuador due to higher dispatch as a 
result of drier weather. 

Operating .Expenses. 

The decrease was driven primarily by: 

.An $81 million dmease in Peru due to lower purchased 
power costs, thermal generation and hydrocarbon royalty 
costs; and 

* A $55 million deuease in Central America due to lower fuel 
Costs 

Partially offsetting these decreases was 

- A $31 million increase in Ecuador due to higher fuel 
consumption and the reversal of a bad debt allowance as a 
result of collection of an arbitralion award in the prior year; 

adjustments, pariially offset by favorable exchange rates; and 
A $24 million increase in Bmzil due to transmission cost 
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An $8 million increase in general and administrative expenses 
due to reorganization msts and higher legal costs. 

Other Income and Expenses, net. 

The decrease was driven primarily by a $41 million decrease in 
equity earnings at NMC as a result of lower pricing for both methanol 
and methyl tertiary butyl ether (MTBR, padally offset by lower 
butane costs, an approximate.$l8 million impairment of the invest- 
ment in Attiki and approximately $14 million of decreased equity 
earnings at Attiki due to lower margins and the absence of prior year 
hedge income due to hedge contract terminations 

The decrease in EBIT was primarily due to lower equity earnings 
at NM.C and Attiki. an impairment of the investment in Attiki and 
unfavorable exchange rates and transmission adjustments In Brazil, 
partially offset by favorable tiydrology in Brazil and Central America 
and lower operating expenses in Peru. 

Matters Impacting Future International Energy Results 

International Energy's current strategy is focused on selectively 
growing its Latin American power generation business while conti- 
nuing to maximize the returns and cash flow from its current portfolio 
EBlT results for International Energy are sensitive to changes in 
hydrology, power supply, power demand, transmission and fuel 
constraints and fuel and commodity prices. Regulatory matters can 
also impact EBIT results, as well as impacts from fluctuations in 
exchange rates, mast 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 Energv's 
contract prices are adjusted, there is an unfavorable impad on 
interest expense resulting from revaluation of Interna~onal Energy's 
outstanding lccal currency debt 

As noted abave, International Eneigy is cammined to selectively 
growing its Latin American power generation business while continu- 
ing to maximize the returns and cash Row from its current portfolio. 
However, International Energy periodically evaluates all of its 
businesses to ensure those businesses cantinue to align with its 
overall strategies As such, International Energy is in the early stages 
of exploring a possible sale of certain long-lived assets in 
Latin Amerira The estimated fair value for these assets currently 
being evaluated for potential sale is la than rarrying value. 
Consistent with generally accepted amunting principles (GAAP), 
writedowns to fair value have not been recorded on these long-lived 
assets as the forecasted undiscounted cash flows for the assets 
exceed the rarrying value. In 2010, it is possible that a writedown of 
the carrying value of these assets to fair value could occur if a sale at 
an amoud below carrying value becomes likely" 

.y-; ! I  

Year Ended December 31,2008 as Compared to December 31, 
2007 

Operating Revenues. 

The increase was driven primarily by: 

* A  $60 million increase in Brazil due to higher sales prices, 
higher demand and favorable exchange rates; 

* A $49 million increase in Guatemala and El Salvador due to 
favorable sales prices partially offset by lower dispatch; and 

prices as a result of higher demand. 
- A  $15 million increase in Argentina due to favorable sales 

Operating Expenses. 

The increase was driven primarily by: 

* A $70 million increase in Guatemala and El Salvador primarily 

* A $57 million increase in Peru primarily due Lo higher 
purchased power, fuel costs, and royaliy fees due to 
unfavorable hydrology and higher oil reference pricing; and 

A $15 million increase in Argentina due to higher gas and 

due to higher fuel prices; 

power marketing purchases and increased fuel prices. 

Partially ofiselling these increases was: 

- A  $24 million decrease in Ecuador due to lower fuel 
cansumption and maintenanc-r! costs as a result of lower 
thermal dispatch and the reversal of a bad debt allowance as a 
result of collection of an arbitration award; and 

A $5 million decrease in Brazil due to a transmission credit 
adjustment and reversal of a bad debt allowance as a result of 
a customer settlement, partially offset by unfavorable exchange 
rates. 

Other lncome a n d  Expenses, net 

The increase was driven primarily by a $16 million increase in 
equity earnings at NMC as a result of higher pricing and volumes for 
both methanol and MTBE and approximately $9 million of increased 
equity earnings at Attiki due to a hedge termination 

EBIT 

The increase in EBlT was primarily due to higher average prices, 
increased demand, and favorable exchange rates in Brazil, higher 
MTBE and methanol margins and sales volumes at NMC; partially 
offset by unfavorable hydrology, higher royalty fees and the lack of the 
2007 transmission congestion in Peru, and unfavorable results in 
Guatemala, primarily due to higher fuel prices and maintenance 
Costs. 
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Other 

Years Ended Dmmber31, 
Vanance Variance 
2009 vs 2008 vs 

(in millinn4 2003 2008 2008 2007 2007 

Operating revenues $ 128 $ 134 $ (6) $ 167 $ (33) 
Operating expenses 389 429 (40) 467 (38) 
Gains (losses) on sales of other assets and other. net 4 3 1 2 1 

Operating income (257) (292) 35 (298) 6 
Other income and expenses, net 2 (288) 290 37 (325) 
Benefit attributable to noncontrolling interest (4) (12) (8) (1) (11) 

$(2511 8568) $317 $(260) $4308) €BIT --- - 
Year Ended December 31,2009 a s  Compared to December 31, 
2008 

Operating lncome. 

The increase was primarily due to favorable results at Duke 
Energy Trading and Marketing (DETM) and Bison Insurance 
Cnmpany Limited (Bison) and lower corporate costs, partially offset 
by higher deferred compensation expense due to improved market 
performance. 

Other Income and Expenses, net. 

The increase was due primarily to impairment charges recorded 
by Crescent in 2008, far which Duke Energy's proportionate share 
was approximately $2.38 million, with no comparable losses in 
2009, and favorable returns on investments that support benefit 
obligations. Partially offsetting these favorable variances was a 2009 
charge related to certain performance guarantees Duke Energy had 
issued on behalf of Crescent. 

€BIT" 

The increase was due primarily to prior year losses at Crescent, 
favorable results at Bison and D U M  and lower corporate costs, 
partially offset by a 2009 charge related to certain performance 
guarantees Duke Energy had issued on behalf of Crescent, 

Matters Impacting Future Other Results 

Other's future results could be impacted by continued volatility 
in the debt and equity markets and other economic conditions, which 
could result in the recording of other-than-temporary impairment 
charges for investments in debt and equity securities, including 
rfirtain investments in auction rate debt securities. Duke Energy 
analyzes all investments in debt and equity securities+to determine 
whether a decline in fair value should be considered other-than- 
temporary. Criteria used to evaluate whether an impairment is other- 
than-temporary includes, but is not limited to, the length of time Over 
which the market value has been lower than the cost basis of the 
investinent, the percentage decline compared to the cost of the 
investment and management's intent and ability to retain its invest- 
ment in the issuer for a period of time sufficient to allow for any 
anticiqated recovery in market value. For investments in debt 

securities, the other-than-temporary analysis also involves the 
consideration of underlying collateral and guarantees of principal by 
government entities, as well as other factors relevant to determine the 
amount of credit loss, if any 

In January 2010, Duke Energy announced plans to offer a 
voluntary severance plan to approximately 8,750 eligible employees. 
As thisis a voluntary plan, all Severance benefits offered tinder this 
plan are considered special termination benefits under GWP. Special 
termination benefits are measured upon employee acceptance and 
recorded immediately absent a significant retention period If a signifi- 
cant retention period exists, the costs of the special termination 
benefits are recorded ratably over the remaining sewice periods of the 
affected employees. The window for employees to request to 
voluntarily end their employment under this plan opened on 
February 3,2010 and closed on Februaly 24,2010 for 
approximately 8,400 eligible employees For employees affected by 
the consolidation of Duke Energy's corporate functions in Charlotte, 
North Carolina, as discussed further below, the window will close 
March 31, 2010 Duke Energy currently estimates severance 
payments associated with this voluntary plan, based on em@oyees' 
reqiiests to voluntarily end their employment received through 
February 24, 2010, of approximately $130 million However, until 
management of Duke Energy approves the requests, it resews the 
right to reject any request to volunteer based on business needs and/ 
or excessive participation 

In addition, in January 2010, Duke Energy announced that it 
will consolidate certain corporate office functions, resulting in 
transitioning over the next two years of approximately 350 positions 
from its offices in the Midwest to its corporate headquarters in 
Charlotte, North Carolina. Employees who do not relocate have the 
option to elect to participate in the voluntary plan discussed above, 
find a regional position within Duke Energy or remain with Duke 
Energy through a transition period, at which time a reduced severa- 
nce benefit would be paid under Duke Energy's ongoing severance 
plan Management cannot currently estimate the costs, if any, of 
severance benefits which will be paid to i@ employees due to this 
office mnsolidation 

severance plan may trigger settlement accounting or curtailment 
amunting with respect to its pension and other post-retirement 
benefit plans. At this time, management is unable to determine the 
likelihood that settJement or curtailment accounting will be triggered. 

Duke Energy believes that it is possible that the voluntary 
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Additionally, Duke Energy has a 50% ownership interest in . . .. -. . . . ._ . . . . 3 

... 
Crescent, a partnership for US. tax purposes. Crescent filed for 
Chapter 11 Bankruptcy in a US. Bankruptcy Court in June 2009. 
As of December 31, 2009, Duke Energy believes it is more likely 
than not that all tax benefits associated with its investment in 
Crescent wili be realized. However, the form, timing and structure of 
Crescent's future emergence from bankruptcy remain unresolved. 
Based on this uncertainty, as of December 31, 2009, it is reasonably 
possible that Duke Energy could incur a futm tax liability related to 
its inability to fully utilize tax losses associated with its partnership 
interest in Crescent and the resolution of Crescent's emergence from 
bankruptcy. 

Year Ended December 31,2008 as Compared to December 31, 
2007 

Operating Revenues. 

The reduction was driven primarily by higher premiums earned 
by Bison in 2007 related to the assumption of liabilities by Bison 
from other Duke Energy business units 

Operating Expenses. 

The reduction was primarily driven by the establishment of 
reserves related to liabilities assumed by Bison from other Duke 
Energy business units in 2007 with no comparable charges in 2008, 
a prior year donation to the Duke Foundation, reduced benefit costs, 
and decreased severance cmts These favorable variances were 
partially oRet by a prior year benefit related to contract settlement 
negotiations and unfavorable property loss experience at Bison. 

Other Income and Expenses, ne t  

The increase in net expense was primarily driven by 
approximately $230 million of losses at Crescent in 2008 compared 
to earnings of approximately $.38 million in 2007 due to Duke 
Energy recording its proportionate share of impairment charges 
recorded by Crescent and lower earnings as a result of the downturn 
in the real estate market, unfavorable returns on investments related 
to executive life insurance and lower investment income at Bison, 
partially offset by prior year convertible debt charges of approximately 
$21 million related to the spin-off of Spectm Energy with no 
comparable charges in 2008 

EBK 

The decrease was due to Duke Energy's proportionate share of 
impairment charges recorded by Crescent and lower overall earnings 
at Crescent, a prior year benefit related to contract settlement negotja- 
tions, unfavorable investment returns and unfavorable property loss 
experience at Bison, partially offset by a prior year donation to Duke 
Foundation, prior year convertjble debt charges, decreased severance 
cos$ and reduced benefRs costs 

DUKE ENERGY CORPORATION I2009 FORM 1C-K 

CRITICAL ACCOUNTING POLICIES AND ESTIMATES 

The application of accounting policies and estimates is an 
important prccess 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 judgments 
may change as time passes and more information abut Duke Energy's 
environment becomes available If estimates and judgments are 
different than the actual amounts recorded, adjustments are made in 
subsequent periods to 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 discuss& below 

Regulatory Accounting 

Certain of Duke Energy's regulated operations (primarily the 
majority of U S Franchised Electric and Gas and certain portions of 
Commercial Power) meet the criteria for application of regulatory 
accounting treatment As a result, Duke Energy records assets and 
liabilities that result from the regulated ratemaking process that would 
not be recorded under GAAP in the U S for non-regulated entities 
Regulatory assets generally represent incurred costs that have been 
deferred because such mts are probable of future recovery in custo- 
mer rates. Regulatory iiabilities 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 factor; such as applicable regulatory 
environment changes, historical regulatory treatment for similar costs 
in Duke Energy's jurisdictions, recent rate order; to other regulated 
entities, and the status of any pending or potential deregulation 
legislation Based on this continual assessment, management 
believes the existing regulatory assets are probable of recovery. This 
asswment reflects the current political and regulatory climate at the 
state and federal levels, and is suhject to change in the future. If 
future recovery of cosb ceases to be probable, the asset write-offs 
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 propew, plant and equipment, 
recognition of nuclear decommissioning costs and amortization of 
regulatory assets Total regulatory assets were $3,886 million as of 
December 31, 2009 and $4,077 million as of December 31,2008 
Total regulatory liabilities were $3,108 million as of December 31, 
2009 and $2,678 million as of December 31, 2008 For further 
information, see Note 4 to the Consolidated Financial Statements, 
"Regulatory Matters " 
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In order to apply regulatory accounting treatment and record 
regulatory assets and liabilities, certain criteria must he met. In 
determining whether the criteria are met for its operations, manage- 
ment makes significant judgments, including determining whether 
revenue rates for Services provided to customers are subject to 
approval by an independent, third-pa& regulator, whether the 
regulated rates are designed to recow specific costs of providing the 
regulated service, and a determination of whether, in view of !he 
demand for the regulated services and the level of competition, it is 
reasonable to assume that rates set at levels that will recover the 
operations' costs can be charged to and collected from customen 
This final criterion requires consideration of anticipated changes in 
levels of demand or competition, direct and indirect, during the 
recovery period for any capitalized costs If facts and circumstances 
change so that a portion of Duke Energy's regulated operations meet 
all of the scope criteria when such criteria had not been previously 
met, regulatory accounting treatment would be reapplied to all or a 
separable portion of the operations Such reapplication includes 
adjusting the balance sheet for.amounts that meet the definition of a 
regulatory asset or regulatory liability 

Commercial Power owns, operates and manages power plants 
in the Midwestern United States Commercial Power's generation 
asset fleet consists of Duke Energy Ohio's generation in Ohio, 
primarily coal-fired assets, that are dedicated to serve Ohio native 
load customers (native load), as well as wholesale customers to the 
extent there is excess generation, and five Midwestern gas-fired 
non-regulated generation assets that are not dedicated to sene Ohio 
native load customers (non-native) The non-native generation opera- 
tions do not qualify for regulatory accounting treatment as these 
operations do not meet the smpe criteria Most of the generation 
asset native load output in Ohio was contracted through the RSP 
through December 31, 2008. As discussed further in the notes to the 
Cnnsolidated Financial Statements, specifically Note 1, "Summary of 
Significant Accounting Policies'' and Note 4, "Regulatory Matten", 
beginning on December 17, 2008, Commercial Power began 
applying regulatory accounting treatment to certain portions of its 
native load operations due to the passing of Ohio Senate Bill 221 
(SB 221) and the approval of the ESP. However, other portions of 
C3rrnercial Power's native load operations mntinue to not qualify for 
regtilatory accounting treatment, as certain costs of the native load 
operations do not result in a rate structure designed to recover the 
specific cmts of that portion of the operations Despite certain 
portions of the Ohio native load operations not qualifying for 
regulatory accounting treatment, all of Commercial Power's Ohio 
native load operations' rates are subject to approval by the PUCO, 
and thus these operations are referred to herein as Commercial 
Power's regulated operations. Moreover, generation remains a 
competitive market in Ohio and native load customen continue to 
have the ability to switch to alternative suppliers for their electric 
generation sewice ,As customers switch, there is a risk that some or 
all of Commercial Power's regulatory assets will not be recovered 
through the established riders. Duke Energy will continue to monitor 
the amount of native load customen that have switched to alternative 
suppliers when assessing the recoverability of its regulatory assets 
established for ik native load generation operations. At December 31, 

i 
. !  1 

2009, management has mncluded that the established regulatory 
assets of approximately $16.3 million are still probable of reovery 
even though there have been increased levels of customer switching. 

tions within the International Energy business segment, qualify for 
regulatory accounting treatment. 

The substantial majority of U S Franchised Electric and Gas's 
operations qualify for regulatory accounting treatment and thus its 
costs of: business and related revenues can result in the recording of 
regulatory assets and liabilities, as described above 

No other operations within Commercial Power, and no opera- 

Goodwill Impairment Assessments 

At December 31,2009 and 2008, Duke Energy had goodwill 
balances of $4,350 million and $4,720 million, respectively. At 
December 31, 2009, the goodwill balances at the segment level were 
$3,483 million at U S Franchised Eledric and Gas, $569 million at 
Commercial Power, and $298 million at International Energy The 
majority of Duke Energy's goodwill relates to the acquisition of Cinergy 
in April 2006, whose assets are primarily includd in the I J  S. 
Franchised Electric and Gas and Commercial Power segments. 
Commercial Power also has approximately $70 million of goodwill that 
resulted from the September 2008 acquisition of Catamount, a leading 
wind power company located in Rutland, Vermont. As of the 
acquisition date, Duke Energy allocates goodwill to a reporting unit, 
which Duke Energy defines as an operating segment or one level below 
an operating segment. 

Duke Energy is required to perform an annual g ~ d w i l l  
impairment test at the reporting unit level as of the same date each 
year and, accordingly, performs its annual impairment testing of 
goodwill for all reporting units as of August 31  each year Duke 
Energy updates the test between annual tests if events or circumstan- 
ces 0cc11r that would more likely than not reduce the fair value of a 
reporting unit below its carrying value The annual analysis of the 
potential impairment of goodwill requires a two step process. Step 
one of the impairment test involves comparing the fair values of 
reporting units with their aggregate carrying values, including 
goodwill. If the carrying amount of a reporting unit exc&s the 
reporting unit's fair value, step two must he performed to determine 
the amount, If any, of the goodwill impairment loss If the carrying 
amount is less than fair value, further testing of gwdwill impairment 
is not performed Duke Energy did not record any impairment on its 
goodwill as a result of the 2008 or 2007 impairment tests. 

implied fair value of the reporting unib goodwill against the carrying 
value of the goodwill Under step two, determining the implied fair 
value of goodwill requires the valuation of a repclrting unit's 
identifiable tangible and intangible assets and liabilities as if the 
reporting unit had been acquired in a business combination on the 
testing date. The difference between the fair value of the entire 
reporting unit as determined in step one and the net fair value of all 
identifiable assets and liabilities represents the implied fair value of 
goodwill. The goodwill impairment charge, if any, would be the 
difference between the carrying amount of goodwill and the implied 
fair va l y  of goodwill upon the completion of step two. 

Step two of the goodwill impairment test involves comparing the 
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For purposes of the step one analyses, determination of repor- 
ting units' fair value was based on a combination of the income 
approach, which estimates the fair value of Duke Energy's reporting 
units based on estimated discounted future cash flows, and the 
market approach, which estimates the fair value of Duke Energy's 
repoiting units based on market comparables within the utility and 
energy industries. Based on completion of step one of the 2009 
annual impairment tests, management determined that the fair 
values of all reporting units except for Commercial Power's 
non-regulated Midwest generation reporting unit, for which the 
carrying value of goodwill was approximately $890 million as of the 
annual impairment testing date, were greater than their respective 
carrying values Accordingly, for only Commercial Power's 
non-regulated Midwest generation reporting unit, management was 
required to perform step two of the goodwill impairment test to 
determine the amount of the goodwill impairment 

Commercial Power's non-regulated Midwest generation 
reporting unit includes nearly 4,000 MW of coal-fired generation 
capacii) in Ohio dedicated to serve Ohio native load customers under 
the ESP through December 31,2011. These assets, as excess 
capacity allows, also generate revenues through sales outside the 
native load customer base, and such revenue is termed non-native 
Additionally, this reporting unit has approximately 3,600 MW of 
gas-fired generation capacity in Ohio, Pennsylvania, Illinois and 
Indiana The businesses within Commercial Power's non-regulated 
Midwest generation repor%ng unit operate in an unregulated environ- 
ment in Ohio. As a result, the operations within this reporting unit are 
subjected to competitive pressures that do not exist in any of Duke 
Energy's regulated jurisdictions 

Commercial Power's other businesses, including the wind 
generation assets, are in a separate reporting unit for goodwill impair- 
ment testing purposes. No impairment exists with respect to 
Commercial Power's wind generation assets 

unit is impactEd by a multitude of factors, including current and 
forecasted customer demand, current and forec2std power and 
commodity prices, impact of the economy on discount rates, valua- 
tion of peer mmpanies, competition, and regulatory and legislative 
developments Management's assumptions and views of these 
factors continually evolves, and such views and assumptions used in 
determining the step one fair value of the reporting unit in 2009 
changed significantly from those used in the 2008 annual 
impairment test. These factors had a significant impact on the risk- 
adjusted discount rate and other inputs used to value the 
non-regulated Midwest generation reporting unit. These factors 
significantly impacted management's valuation of the reporting unit, 
and mnsequently resulted in an approximate $371 million goodwill 
impairment charge in 2009 

determination of the reporting units' fair values was based on a 
combination of the income approach, which estimates the fair value 
of Duke Energy's reporting units based on discounted future cash 
flows, and the market approach, which estimates the fair value of 
Duke Energy's reporting units based on market comparables within 
the utility and enerw industries Key assumptions used in the income 

The fair value of the non-regulated Midwest generation reporling 

As noted ahove, for purposes of the step one analyses, 

approach analyses for the l1.S Franchiscd Electric and Gas reporting 
units include, but are not limited to, 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 dash 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. 

Estimated future cash flows under the income approach are 
based to a large extent on Duke Energy's internal business plan, and 
adjusted as appropriate for Duke Energy's views of market participant 
assumptions In addition to the factors noted above for the 
Commercial Power non-regulated Midwest generation reporting unit, 
Duke Energy's internal business plan reflects managemenrs assump 
lions related to customer usage and altrition based on internal data 
and economic data obtained from third party sources, as well as 
projected commodity pricing data The business plan assumes the 
Occurrence of certain events in the future, such as the outcome of 
future rate filings, future approved rates of returns on equity, anticipa- 
ted earningslreturns related to significant future capital investments, 
continued m v e r y  of cost of Service and the renewal of certain 
contracts. Management also makes assumptions regarding the mn 
rate of operation, maintenance and general and administrative costs 
based on the expected outcome of the aforementioned events Should 
the actual outcome of some or all of these assumptions differ signific- 
antly from the current assumptions, revisions to current cash Row 
assumptions could cause the fair value of Duke Energy's reporting 
units to be significantly different in future periods. 

One of the most significant assumptions that Duke Energy 
utilizes in determining the fair value of its reporting units under the 
income approach is the discount rate applied to the estimated future 
cash flows Management determines the appropriate discount rate for 
each of its reporting units based on the weighted average cost of 
capital (WACC) for each individual reporting unit The WACC takes 
into account both the cost of equity and pretax cost of debt In calcu- 
lating the WACCs, Duke Energy considered implied WACC's for 
certain peer companies in determining the appropriate WACC rates to 
use As each reporting unit has a different risk profile based on the 
nature of its operations, including factors such as regulation, the 
WACC for each reporting unit may differ. Accordingly, the WACCs 
were adjusted, as appropriate, to account for company specific risk 
premiums For example, transmission and distribution reporting units 
generally would have a lower company specific risk premium as they 
do not have the higher level of risk associated with owning and 
operating generation assets nor do they have significant constn~ction 
risk or risk associated with potential future carbn legislation or 
carbon regulation The discount rates used for calculating the fair 
values as of August 31, 2009 for each of Duke Energy's domestic 
reporting units were commensurate with the risks associated with 
each reporting unit and ranged from 6 0% to 9.0%. For Duke 
Energy's international operations, a base discount rate of 8 5% was 
used, with specific adders used for each separate jurisdiction in 
which International Energy operates to reflect the differing risk profiles 
of the jurisdictions and countries This resulted in dimunt rates for 
the August 31, 2009 goodwill impairment test for the international 
operations ranging from approximately 9 5% to 13 5% 
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Another significant assumption that Duke Energy utilizes in 
determining the fair value of its reporting units under the income 
approach is the long-term growth rate of the businesses for purposes 
of determining a terminal value at the end of the discrete forecast 
period. A long-term growth rate of three percent was used in the 
valuations of all of the U S Franchised Electric and Gas reporting 
units, reflecting the median long-term inflation rate and the significant 
capital investments forecasted for all of the U S Franchised Electric 
and Gas reporting units A long-term growth rate of two percent was 
used in the valuation of the Cammercial Power non-regulated 
Midwest generation reporting unit given the finite lives of the unregu- 
lated generation power plants and current absence of plans to 
reinvest in the unregulated generation assets 

point in time; subsequent changes, particularly changes in the 
discount rates or growth rates inherent in management's estimates of 
future rash flows, could result in a future impairment charge to 
goodwill. Management continues to remain alert for any indicaton 
that the fair value of a reporting unit could be below book value and 
will ass= goodwill for impairment as appropriate 

As discussed abve, with the exception of the Commercial 
Power non-regulated Midwest generation reporting unit, the impair- 
ment tests as of August 31, 2009 did not indicate that the fair value 
of any of Duke Energy's reporting units were less than its book value 
For these reporting units, the estimated fair value of equity exceeded 
the carrying value of equity by over 15%, with the exception of 
U S  Franchised Electric and Gas's Ohio T&D reporting unit. As of 
December 31, 2009, the Ohio T&D reporting unit had a goodwill 
balance of approximately $700 million Potential circumstances that 
could have a negative effect on the fair value of the Ohio T&D 
reporting unit include additional declines in load volume forecasts, 
changes in the WACC, changes in the timing and/or recovery of and 
on investments in SmartGrid technology, and the success of fuhrre 
rate case filings. 

As an overall test of the reasonableness of the estimated fair 
values of the reporting units, Duke Energy reconciled the combined 
fair value estimates of its reporting unils to its market capitalization as 
of August 31, 2009. The reconciliation confirmed that the fair values 
were reasonably representative of market views when applying a 
reasonable control premium to the market capitalization. Additionally, 
Duke Energy would perform an interim impairment assessment 
should any events m u r  or circumstances change that would more 
likely than not reduce the fair value of a reporting unit below its 
canying value. Subsequent to August 31,2009, management did 
not identify any indicators of potential impairment that required an 
update to the annual impairment test The majority of Duke Energy's 
business is in environments that are either fully or partially rate- 
regulated. In such environments, revenue requirements are adjusted 
periodically by regulators based on factors including levels of costs, 
sales volumes and costs of capital Accordingly, Duke Energy's 
regulated utilities operate to some degree with a buffer from the direct 
effects, positive or negative, of significant swings in market or 
ecunomic conditions. Additionally, with respect to the Commercial 
Power non-regulated Midwest generalion reporting unit, the Ohio 
generation assets have begun to be negatively impacted by increased 
competition, However, the effects of increased competition in Ohio 

These underlying assumptions and estimates are made as of a 

were approprialely considered in the August 31, 2009 valuation of 
the reporting unit, and subsequent to August 31, 2009 management 
did not identify any indicators of potential impairment that required 
an update to the annual impairment test. However, management will 
continue to monitor changes in the business, as well as overall 
market conditions and economic factors that could require additional 
impairment tests 

Revenue Recognition 

Revenues on sales of electricity and gas are recognized when 
either the service is provided or the product is delivered Operating 
revenues include unbilled electric and gas revenues earned when 
service has been delivered but not billed by the end of the accounting 
period lJnbilled retail revenues are estimated by applying an average 
revenue per kilowatt-hour (kWh) or per Mcf for all customer classes 
to the number of estimated kWh or Mcfs delivered but not billed. 
Unbilled wholesale energy revenues are calculated by applying the 
contractual rate per megawatt-hour (MWh) to the number of estima- 
ted MWh delivered but not yet billedd. Unbilled wholesale demand 
revenues are calculated by applying the contractual rate per MW to 
the MW volume delivered but not yet billed The amount of tinbilled 
revenues can vary significantly from period to period as a result of 
numerous factors, including seasonality, weather, customer usage 
patterns and customer mix. Unbilled revenues, which are primarily 
recorded as Receivables on the Consolidated Balance Sheets and 
exclude receivables sold to Cinergy Receivables Company, LLC 
(Cinergy Receivables), were approximately $460 million and 
$390 million at December 31,2009 and 2008, respectively 
Additionally, Duke Energy Ohio, Duke Energy Kentucky and Duke 
Energy Indiana sell, on a revolving basis, nearly all of their retail 
accounts receivable and a portion of their wholesale accounts 
receivable and related collections to Cinergy Receivables, a 
bankruptcy remote, special purpose entity that is a wholly-owned 
limited liability company of Cinergy, a wholiy-owned subsidiary of 
Duke Energy The seccuritizalion transaction was structured to meet 
the criteria for sale accounting treatment under the accounting 
guidance for transfen and servicing of financial assets and, 
accordingly, the transfers of receivables are accounted for as sales 
Receivables for unbilled rebil and wholesale revenues of 
approximately $2.38 million and $266 million at December .31, 
2009 and 2008, respectively, were included in the sales of acmunts 
receivables to Cinergy Receivables. Effective .January 1, 2010, Duke 
Energy began consolidating Cinergy Receivables as a result of the 
adoption of new accounting rules, under which the criteria for sale 
accounting treatment is not met 

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 financial statements, management makes 
judgments regarding the future outcome of contingent events and 
records a loss contingency when it is determined that it is probable 
that a loss has occurred and the amount of the loss can be reasona- 
bly estimated Management regularly reviews current information 
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available to determine whether such accruals should he adjusted and 
whether new accruals are required. Estimating probable iosses 
requires analysis of multiple forecasts and scenarios that often 
depend on judgments about potential actions by third parties, such 
as federal, state and lml 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 

cation and medical cost reimbursement 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 to 1985. 

Amounts recognized as asbeiios-related reserves reiated to 
Duke Energy Carolinas in the Consolidated Balance Sheets totaled 
approximately $980 million and $1,0.31 million as of December 31, 
2009 and 2008, respectively, and are classified in Other within 
Deferred Credits and Other Liabilities and Other within Current 
Liabilities. These reserves 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 that it is 
possible there will he additional claims filed against Duke Energy 
Carolinas after 2027. In light ofthe uncehainties inherent in a longer- 
term forecast, management d m  not believe that they can reasonably 
estimate the indemnity and medical costs that might he incurred after 
2027 related to such potential claims. Asbestos-related loss estimates 
incorporate anticipated inflation, i f  applicable, and are recorded on an 
undiscounted basis. These reserves are based upon current estimates 
and are subject to greater uncertainty as h e  projection period lengt- 
hens 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 liability, as 
could any substantial adverse or favorable verdict at trial. A federal 
legislative solution, further 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 our control, management believes 
that it is possible duke Energy carolinas may incur asbestos liabililies 
in excess of the recorded reserves. 

Duke Energy has a third-party insurance policy to cover certain 
loses related to Duke Energy Carolinas' asbestas-related injuries and 
damages above an aggregate self insured retention of $476 million. 
Duke Energy Carolinas' cumulative payments began to exceed the 
self insurance retention on its insurance policy during the second 
quarter of 2008. Future payments up to the policy limit will be 
reimbursed by Duke Energy's third party insurance carrier The 
insurance policy limit for potential future insurance recoveries for 
indemnification and medical cost claim payments is $1,051 million 
in excess of the seK insured retention Insurance recoveries of appro- 
ximately $984 million and $1,032 million related to this policy are 
classified in the Cnnsolidated Balance Sheets in Other within 
Investments and Other Assets and Receivables as of December 31, 
2009 and 2008, respectively. Duke Energy is not aware of any 

Duke Energy has experienced numerous claims for indemnifi- 

uncerbinties regarding the legal sufficiency of insurance claims 
Management believes the insurance recovery asset is probable of 
recovery as the insurance carrier continues to have a strong financial 
strength rating 

For further information, see Note 16 to the Consolidated 
Financial Statements, "Commitments and Contingencies " 

Accounting for income Taxes 

Significant management judgment is required in determining 
Duke Energy's provision for income taxes, deferred tax assets and 
liabilities and the valuation recorded against Duke Energy's net 
deferred tax assets, if any. 

tax consequences attributable to differences between the bmk basis 
and tax basis of assets and liabilities. Defend tax assets and liabiliti- 
es are measured using enacted tax rates expected to apply to taxable 
income in the years in which those temporary differences are 
expected to be recovered or settled The probability of realizing 
deferred tax assets is based on forecasts of future taxable income and 
the use of tax planning that could impact the ability to realize deferred 
tax assets If future utilization of deferred tax assets is uncertain, a 
valuation allowance may be recorded against certain 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 impacts of various items, including changes to 
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 returns by taxing authorities. Although 
management believes current estimates are reasonable, actual results 
could differ from these estimates 

Energy's quarterly effective tax rate (ETR). ETR calculations are 
revised each quarter based on the b& full year tax assumptions 
available at that time, including, but not limited to, income levels, 
deductions and credits. In accordance with interim tax reporting 
rules, a tax expense or bend3 is recorded every quarter to adjust for 
the difference in tax expense computed based on the actual 
year-todate ETR versus the forecasted annual ETR 

With the adoption of new income tax accounting guidance on 
January 1,2007, 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 a more-likely-than-not threshold is met for a tax 
position and management believes that the position will be sustained 
upon examination by the taxing authorities. Duke Energy records the 
largest amount of the unrecognized tax benefit that is greater than 
56% 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 exami- 
ned by a taxing authority having full knowledge of all relevant 
inionnation. Significant management judgment is required to 
determine whether the recognition threshold has been met and, if so, 
the appFpriate amount of unrecognized tax henefii to be rmrded in 

Deferred tax assets and liabilities are recognized for the future 

In assessing the likelihood of realization of deferred tax assets, 

Signifirant judgment is also required in computing Duke 
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the Consolidated Financial Statements. Management reevaluates tax 
positions eacli period in which new information about recognition or 
measurement becomes available 

Undistributed foreign earnings associated with International 
Energy's operations are considered indefinitely reinvested, thus no 
U S. tax is recorded on such earnings. This assertion is based on 
management's determination that the cash held in International 
Ener&s foreign jurisdictions is not needed to fund the operations of 
its U S. operations and that International Energy either has invested 
or has plans to reinvest such earnings. While management currently 
plans to indefinitely reinvest all of International Ener&s unremitted 
earnings, should circumstances change, Duke Energy may need to 
word additional income tax expense in the period in which such 
determination changes. 

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

Pension and Other Post-Retirement Benefits 

The calculation of pension expense, other post-retirement 
benefit expense and pension and other post-retirement liabilities 
require the use of assumptions. Changes in these assumptions can 
result in different expense and reported liabiliiy 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. 

determined by government regulations. Duke Energy made voluntary 
contributions to its DB retirement plans of approximately $800 
million in 2009, zero in 2008 and $350 million in 2007 
Additionally, during 2007, Duke Energy contributed approximately 
$62 million to its other post-retirement benefit plans. 

Funding requirements for defined benefit (DO) plans are 

Duke Energy Plans 

Duke Energy and its subsidianes (including legacy Cinergy 
businesses) maintain noncontributory defined benefit retirement 
plans (Plans) The Plans cover most IJ S employees using a cash 
balance formula Under a cash balance formula, a plan participant 
accumulates a rehJement benefit consishng of pay credits that are 
based upon a percentage (which may vary with age and years of 
service) of current eligible earnings and current interest credits 
Certain legacy Cinergy employees are covered under plans that use a 
final average earnings formula Under a final average earnings 
formula, a plan participant accumulates a retirement benefit equal to 
a percentage of their highest 3 year average earnings, plus a percen- 
tage of their highest 3 year average earnings in excess of covered 
compensation per year of pattmpatlon (maximum of 35 years), plus 
a percentage of their highest 3-year average earnings bmes years of 
participation in excess of 3 5  years Duke Energy also maintains 
nonqualified, non-contributory defined benefit retirement plans 
which cover certain executives 

Duke Energy and most of its subsidiaries also provide some 
health care and life insurance benefits for retired employees on a 
contributory and noncontributory basis Certain employees are 
eligible for these benefits if they have met age and service require- 
ments at retirement, as defined in the plans 

Duke Energy recognized pre-tax qualified pension cost of 
$6 million in 2009. In 2010, Duke Energy's pretax qualified 
pension cost is expected to he approximately $30 million higher than 
in 2009 as a result of an increase in net actuarial loss amortization in 
2010, primarily attributable to the effect of negative actual returns on 
assets from 2008. Duke Energy recognized pretax nonqualified 
pension cost of $1.3 million and pre-tax other post-retirement benefits 
cost of $34 million, in 2009 In 2010, pretax nonqualified pension 
cost and pretax other post-retirement benefits costs are expected to 
remain approximately the same as 2009. 

assumed that its plan's assets would generate a long-term rate of 
return of 8 5% as of December 31, 2009. The assets for Duke 
Energy's pension and other post-retirement plans are maintained in a 
master trust The investment objective of the master trust is to 
achieve reasonable returnson trust assets, subject to a prudent level 
of portfolio risk, for the purpose of enhancing the security of benefits 
for plan participants. The asst allcation target was set after conside- 
ring the investment objective and the risk profile with respect to the 
trust. U S. equities are held for their high expected return Non-U S 
equities, debt securities, and real estate are held for diversification. 
Investments within asset classes are to be diversified to achieve broad 
market participation and reduce the impact of individual managers or 
investments Duke Energy regularly reviews its actual asset allocatjon 
and periodically rebalances its investments to its tageted allocation 
when considered appropriate Duke Energy also invests other pst- 
retirement assets in the Duke Energy Corporation Employee Benefts 
Trust (VEBA I) and the Duke Energy Corporation Post-Retirement 
Medical Benefits Trust NEBA 11). The investment objective of the 
VEBAs is to achieve sufficient returns, subject to a prudent level of 
portfolio risk, for the purpose of promoting the security of plan 
benefits for participants. The VEBAs are passively managed. 

assets was develom using a weighted average calculation of 
expected returns based primarily on fuhire expected returns acrass 
asset classes considering the use of active asset managers The 
weighted average returns expected by asset classes were 3 2% for 
U S  e$uitiest 2 0% for Non-US equities, I 0% for Global equities, 
2.0% for fixed income securities, and 0.3% for real estate. 

Duke Energy discounted ik future U S. pension and other post- 
retirement obligations using a rate of 5.50% as of December 31, 
2009. Duke Energy determines the appropriate discount based on a 
yield curve approach. Under the yield curve approach, expected 
future beneM payments for each plan are discounted by a rate on a 
third-party bond yield curve corresponding to each duration The yield 
curve is based on a bond universe of A4 and AAA-rated long-term 
corporate bonds. A single discount rate is calculated that would yield 
the same present value as the sum of the discounted cash flows 

For both pension and other post-retirement plans, Duke Energy 

The expected long-term rate of return of 8.5% for the plan's 
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Future changes in plan asset returns, assumed discount rates and vanous other factors related to the pattmpants in Duke Energy's pension 
and post-retirement plans vdl impact Duke Energy's future pension expense and liabilittes Management cannot predict with certainly what 
these factors will be in the future The following table presents ihe approximate effecl on Duke Energy's 2009 pre-tax pension expense, pension 
obligation and other post-benefit obligahon if a 0 25% change In rates were to occur 

Qualified Pension Plans Other Post-Retirement Plans 
(in millions) +025% -025% + O S %  -025% 

Effect on 2009 pension expense (preiax) 
Expected long-term rate of return U11) $11 $ (1) $ 1 
Discount rate $ (2) $ 2 $ (1) $ 1 

Effect on benefit obligation, at Dnernkr 31, 2009 Discounl rate (99) 99 (17) 17 

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 
expectaiion of increases in prescription drug health care costs As of December 31, 2009, the medical rare trend rates were 8 50%, which 
grades to 5.00% by 2019. As of December 31,2009, the prescription drug trend rate was 11.00%, which grades to 5 00% by 2024. The 
following table presents the approximate effect on Duke Energy's 2009 pre-tax other post-retirement expense and other post-benefit obligation if 
a 1% point change in the hmlth care trend rate were to occur: 

Other Post-Retirement Plans 
(in millions) -1-1 0% -1 0% 

Effect on other post-retirement expense $ 3 $ (2 )  
Effect on post-retirement beneft obligation 38 (34) 

For further information, see Note 20 to the Consolidated Financial Statements, "Employee Bendit Plans " 
- 4  

L.IQUIDITY AND CAPITAL RESOURCES 

Known Trends and Uncertainties 
~~~ 

At December 31, 2009, Duke Energy had cash and cash 
equivalents of approximately $1.5 billion, of which approximately 
$600 million is held in foreign jurisdictions and is forecasted to be 
used to fund the operations of and investmenis in lntemational 
Energy To fund its liquidity and capital requirements during 2010, 
Duke Energy will rely primarily upon cash flows from operations, 
borrowings, equity issuances to fund the dividend reinvestment plan 
(DRIP) and other internal plans and its existing cash and cash 
equivalents. The relatively stable operating cash flows of the 
U S. Franchised Electric and Gas business segment compose a 
substantial portion of Duke Energy's cash flows from operations and it 
is anticipated that it 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 to a number of 
factors, including, but not limited to, regulatory constraints, economic 
trends and market volatility (see Item 1A. "Risk Factors" for details). 

Duke Energy projects 2010 capital and investment expenditures 
of approximately $5 2 billion, primarily consisting of: 

$4.2 billion at U S Franchised Electric and Gas 

- $0 6 billion at Commercial Power 

~ $ 0  2 billion at International Energy and 

- $0.2 billion at OUler 

Duke Energy continues to focus on reducing risk and positioning 
its business for future success and will invest principally in its 
strongest business sectors Based on this goal, approximately 80% of 
total projected 2010 capital expenditures are allocated to the 
C I S .  Franchised Electric and Gas segment. Total U.S Franchised 
Electric and Gas projected 2010 capital and investment expenditures 
include approximately $2.3 billion for system growth, $1.6 billion for 
maintenance and upgrades of existing plants and infrastructure to 
serve load growth, approximately $0 2 billion of nuclear fuel and 
approximately $0 1 billion of environmental expenditures 

has flexibility within its $5 2 billion budget to defer or eliminate 
certain spending should h e  broad economy continue to deteriorate. 
Of the $5.2 billion budget, approximately $2.9 billion relates to 
projects for which management has committed capital, including, but 
not limited to, the continued construction of Cliffside Unil6 and the 
Edwardsport IGCC plant, and management intends to spend those 
capital dollan in 2010 inespective of broader economic factors. 
Approximately $2.1 billion of projected 2010 capital expenditures are 
expected to be uswf primarily for overall system maintenance, 
customer connections and corporate expenditures Aithough these 
expenditures are ultimately necessary to ensure overall system 
maintenance and reliability, the timing of the expenditures may be 
influend by broad economic conditions and customer growth, thus 

With respect to the 2010 capital expenditure plan, Duke Energy 
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management has more flexibiMy in terms of when these dollars are 
actualiy spent. The remaining planned 2010 capital expenditures of 
approximately $0.2 billion are of a discretionary nature and relate to 
growul opportunities in which Duke Energy may invest, provided 
there are opportunities to meet return expectations 

As a result of Duke Energy's significant commitment to 
modernize 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 timeiy remvery of 
costs of construction within its regulated operations Should Duke 
Energy encounter significant cost overruns above amounts approved 
by the various state commissions, and those amounts are disallowed 
for recovely in rates, future cash flows and results of operations could 
be adversely impacted. 

remain at approximately 44% in 2010. In 2010, Duke Energy 
currentiy anticipates issuing additional net debt of approximately 
$1.7 billion at the operating subsidiary level, primarily for the purpose 
of funding capital expendihires. Due to the flexibility in the timing of 
projected 2010 capital expenditures, the timing and amount of debt 
issuances throughout 2010 could be influenced by changes in the 
timing of capital spending. Additionally, Duke Energy plans to 
generate approximately $400 million of cash from the issuance of 
common stock under its DRIP and other internal plans. 

which are not restricted upon general market conditions, with 
aggregate bank commitments of approximately $3 14 billion. At 
December 31, 2009, Duke Energy has available borrowing capacity 
of approximately $1 9 billion under this facility Management 
currently believes that amounts available under its revolving credit 
facility are accessibie should there be a need to generate additional 
short-ten financing in 2010, such as the issuance of commercial 
paper; however, due to the sustained downturn in overall emnomic 
conditions, specifically in the financial services sector, there is no 
guarantee that commitments provided by financial institutions under 
the revolving credit facility will be available if needed. Management 
expects that cash flows from operations, issuances of debt and cash 
generated from the issuance of common stock under the DRIP and 
other internal plans will be sufficient to cover the 2010 funding 
requirements related to capital and investmen8 expenditures and 
dividend payments. 

restrictions and d m  not currently believe it will be in violation or breach 
of its significant debt menants during 2010 However, circumstances 
could arise that may alter that view. if and when management had a 
belief that such potential breach could exist, appropriate action would 
bt! taken to mitigate any such issue. Duke Enew also maintains an 
active dialogue with the credit rating agencies 

Duke Energy anticipates its debt to total capitalization ratio to 

Duke Energy has access to unsecured revolving credit facilities, 

. 

Duke Energy monitors compliance with a11 debt coveriants and 

Operating Cash Flows 

Net cash provided by operating activi8es was $3,463 million in 
2009, cornpared to $3,328 million in 2008, an increase in cash 
provided of $135 million The increase in cash provided by operating 
activities was driven primarily by: 

- Excluding the impacls of noncash impairment charges, net 
income increased during the year ended December 31, 2009 
compared to the Same period in 2008, and 

- Changes in traditional working capital amounts due to timing 
of cash receipts and cash payments, principally a net increase 
in cash from taxes of approximately $740 million, partially 
offset by an i n c m e  in coal inventory, partially offset by 

-An approximate $800 million increase in contributions to 
company sponsored pension plans. 

Net cash provided by operating activities was $3,328 million in 
2008, cornpad to $3,208 million in 2007, an increase in cash 
provided of $120 million: The increase in cash provided by operating 
activities was driven primarily by: 

An approximate $412 million decrease in contributions to 
Duke Energy's pension plan and other post retirement benefit 
plans, partially offset by 

Net income of $1,362 million in 2008 compared to 
$1,500 million in 2007 

Investing Cash Flows 

Net cash used in investing activities was $4,492 million in 
2009, $4,611 million in 2008, and $2,151 million in 2007. 

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

Capital, Investment and Acquisition Expenditures by Business 
Segment 

Years Ended December 31, 

(in millions) 
2009 2008 2007 

U S Franchised Electric and Gas $3,560 $3,650 $2,613 
Commercial Power 688 870 442 

Other 181 241 153 
International Energy 128 161 74 

$4,557 $4,922 $3,282 Total consolidated -- 
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The decrease in cash used in investing activities in 2009 as 

-An approximate $365 million decrease in capital, investment 

compared to 2008 is primarily due to the following: 

and acquisition expenditures, due primarily to 2008 
acquisitions discussed below 

This decrease in cash used was partially offset by the following: 

An approximate $125 million decrease in prmeeds from 
available-for-sale securities, net of purchases, due to net 
purchases of approximately $25 million in 2009 compared to 
net proceeds of approximately $100 million in 2008, 

* An approximate $70 million decrease in net emission 
allowance activity, reflecting net purchases in 2009 compared 
to net sales in 2008, and 

* A n  approximate $.30 million decrease in proceeds from asset 
sales. 

The increase in cash used in investing activities in 2008 as 

* An approximate $1,640 million increase in capital and 

compared to 2007 is primariiy due to the following: 

investment expenditures, due primarily to capilal expansion 
projects, the acquisition of Catamount (approximately $245 
million) and the purchase of a portion of Saluda River Electric 
Cooperative (Saluda), Inc 's ownership interest in the Catawba 
Nuclear Station in 2008 (approximately $150 million), 

- A n  approximate $875 million decrease in proceeds from 
available-for-sale securities, net of purchases, due to net 
pr&s of approximately $100 miilion in 2008 compared to 
net proceeds of approximately $975 million in 2007, 
primarily as a result of investing excess rash obtained from the 
issuances of debt during 2008 Venus utilizing short-term 
investments as a source of cash in 2007, and 

- An approximate $60 million decrease in proceeds from asset 
Sales 

These increases in rash used were partially offset by the 
following: 

- A n  approximate $100 million increase in proceeds from the 
Sale of emission allowances, net of purchases 

Financing Cash Flows and Liquidity 

Duke Energy's consolidated capital structure as of 
December 31, 2009, including short-term debt, was 44% debt and 
56% common equity The fixed charges coverage ratio, calculated 
usrng Securities and Exchange Commission (SEC) guidelines, was 
3 0 times for 2009,3 4 times for 2008, and 3.7 times for 2007 

Net cash provided by financing activities was $1,585 million in 
2009 compared to $1,591 million in 2008, a decrease in cash 
provided of $6 million. The change was due primarily to the 
following: 

* An approximate $475 million decrease due to the repayment 
of the Duke Energy Ohio credit facility drawdown and 
outstanding commercial paper, and 

* An approximate $80 million increase in dividends paid in 
2009 

These decreases in cash provided were partially oRet by: 

* An approximate $385 million increase in proceeds from the 
issuances of common stock primarily related to the DRIP and 
other internal plans, and 

An approximate $210 million increase in prcceeds from 
issuances of long-term debt, net of redemptions, as a result of 
net issuances of approximately $2,875 million during 2009 
as compared to net issuances of approximately 
$2,665 million during 2008. 

Net cash provided by financing activities was $1,591 million in 
2008 compared to $1,327 million of cash used in 2007, an 
increase in cash provided of $2,918 million. The change was due 
primarily to the following: 

* An approximate $3,090 million increase in proceeds from 
issuances of long-tern debt, net of redemplons, as a E U l i  of 
net issuances of approximately $2,665 million during 2008 
as compared to net repayments of approximately $425 million 
during 2007, 

An approximate $400 million increase due to the distribution 
of cash in 2007 related to the spin-off of Spectra Energy, 

*An approximate $110 million increase due to payments for 

* A n  approximate $80 million increase in proceeds from the 

the redemption of convertible notes in 2007, and 

issuances of common stock primarily related to the DRIP and 
other internal plans 

These increases were partially offset by: 

.An approximate $690 million decrease in pm&s from 
issuances of notes payable and commercial paper, net of 
repayments, and 

- An approximate $50 million increase in dividends paid in 
2008 
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Duke Energy issues shares of its common stock to meet certain 
employee benefit and long-term incentive obligations Beginning in 
the fourth quarter of 2008, Duke Energy began issuing authorized 
but unissued shares of mmmon stock to fiilfill obligations under its 
DRIP and other internal plans, including 401(k) plans Pmeeds 
from all issuances of common stock, primarily related to the DRIP 
and other employee benefit plans, including employee exercises of 
stock options, were approximately $519 million in 2009 

During the year ended December 31,2009, Duke Energy's 
total dividend per share of common stock was $0.94, which resulted 
in dividend payments of approximately'$1,222 million 

In December 2009, Duke Energy Ohio issued $250 million 
principal amount of first mortgage bonds, which carry a fixed interest 
rate of 2.10% and matureJim 15, 2013 Proceeds from this 
issuance, together with cash on hand, were used to repay Duke 
Energy Ohio's borrowing under Duke Energy's master credit facility In 
conjunction with this debt issuanrs, Duke Energy Ohio entered into 
an interest rate swap agreement that conve6ed interest on this debt 
issuance from the fixed mupon rate to a variable rate The initial 
variable rate was Set at 0.31% 

In November 2009, Duke Energy Carolinas issued 
$750 million principal amount of first mortgage bonds, which cany a 
fixed interest rate of 5 30% and mature February 15, 2040. 
Proceeds from this issuance will be used to fund capital expenditures 
and general corporate purposes, including the repayment at maturity 
of $500 million of senior notes and first mortgage bonds in the first 
half of 2010. 

In October 2009, Duke Energy Indiana refunded $50 million of 
tax-exempt variable-rate demand bonds through the issuance of 
$50 million principal amount of taxevempt term bonds, which cany 
a fixed interest rate of 4 95% and mature October 1,2040. ?he 
tax-exempt bonds are secured by a series of Duke Energy Indiana's 
first mortgage bonds. 

In September 2009, Duke Energy Ohio and Duke Energy 

Sirmitiwnt Financine Activities - Year Ended 2009. 2019. Prdceeds from the issuance were used to redeem commercial 
paper, to fund capital expenditures in Duke Energ,l's unregulatd 
business? in the U S and for general corporate purposes 

tax-exempt variable-rate demand bonds through the issuance of 
$55 million principal amount of tax-exempt term bonds due 
August 1, 2039, which cany a fixed interest rate of 6 00% and are 
secured by a series of Duke Energy Indiana's first morkgage bonds. 
?he r€!filnded bonds were redeemed July 1,2009. 

In March 2009, Duke Energy Ohio issued $450 million 
principal amount of first mortgage bonds, which carry a fixed interest 
rate of 5.45% and mature April 1, 2019 Proceeds from this 
issuance were used Lo repay short-term notes and for general 
corporate purposes, including funding capital expenditures 

In March 2009, Duke Energy Indiana issued $450 million 
principal amount of first mortgage bonds, which carry a fixed interest 
rate of 6.45% and mature April 1, 2039. Proceeds from this 
issuance were used to fund capital expenditures, to replenish cash 
used to repay $97 million of senior notes which matured on 
March 15, 2009, to fund the repayment at maturity of $125 million 
of first mortgage bonds due July 15, 2009, and for general corporate 
purposes, including the repayment of short-term notes 

In .January 2009, Duke Energy issued $750 million principal 
amount of 6 30% Senior notes due February 1,2014 Proceeds 
from the issuance were used to redeem commercial paper and for 
general corporate puiposes 

In January 2009, Duke Energy Indiana refunded $271 million 
of tax-exempt auction rate bonds through the issuance of 
$271 million of tax-exempt variablerate demand bonds, which are 
supported by direct-pay letters of credit, of which $144 million had 
initial rates of 0 7% reset on a weekly basis with $44 million 
maturing May 2035, $23 million maturing March 2031 and 
$77 million maturing December 2039 ?he remaining $127 million 
had initial rates of 0 5% reset on a daily basis with $77 million 
maturing December 2039 and $50 million maturing October 2040 

In June 2W9, Duke Energy Indiana refunded $55 million of 

, 

Significant Financing Activities - Year Ended 2008. 

Duke Energy issues shares of its mrnmon stock to meet certain 
employee benefit and long-term incentive obligations Beginning in 
the fourth quarter of 2008, Duke Energy began issuing authorized 
but unissued shares of common stockto fulfill obligations under its 
DRIP and other internal plans, including 401(k) plans. Procds 
fmm all issuances of mrnmon stock, primaiily related to the DRIP 
and other employee benefit plans, including employee exercises of 
stock options, were approximately $133 million in 2008. 

During the year ended December 31,2008, Duke Energy's 
total dividend per share of common stock was $0.90, which resulted 
in dividend payments of appmximately $1,143 million. 

$50 million of tax-exempt auction rate bonds through the issuance of 
$50 million of tax-exempt variable-rate demand bonds, which are 
supported by a direct-pay letter of credit. The variablemte demand 
bonds, which are due August 1, 2027, had an initial interest rate of 
0 65% which is reset on a weeWy basis. 

In December 2008, Duke Enmgy Kentucky refunded 

Indiana repaid and immediately reborrowed approximately 
$279 million and $123 million, respectively, under Duke Energy's 
master credit facility 

In September 2009, Duke Energy Carolinas converted 
$77 million of taxexempt variablerate demand bonds to tax-exempt 
term bonds, which carry a fixed interest rate of 3 60% and mature 
February 1, 2017 In connection with the conversion, the tax-exempt 
bonds were secured by a senes of Duke Energy Carolinas' first 
mortgage bonds 

In September 2009, Duke Energy Kentucky ~ssued 
$100 million of senior debentures, which cany a f ixd interest rate of 
4 65% and mature October 1, 2019 Proceeds from the issuance 
were used to repay Duke Energy Kentucys borrowings under Duke 
Energy's master credit facility, to replenish cash used to repay 
$20 million principal amount of debt due September 15, 2009 and 
for general corporate purposes 

In August 2009, Duke Energy issued $1 billion pnncipal 
amount of Senior notes, of which $500 million cany a fixed rnterest 
rate of 3 95% and mature September 15,2014 and $500 million 
carry a fixed interest rate of 5 05% and mature September 15, 
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In November 2008, Duke Energ, Carolinas issued 
$900 million principal amount of first mortgage bonds, of which 
$500 million carry a fixed interest rate of 7 00% and mature 
November 15, 2018 and $400 million carry a fixed interest rate of 
5.'75% and mature November 15, 2013. The net proceeds from 
issuance were used to repay amounts borrowed under the master 
credit facility, to repay senior notes due January 1, 2009, to 
replenish cash used to repay senior notes at their scheduled maturity 
in October 2008 and for general corporate purposes. 

In October 2008, International Energy issued approximately 
$153 million of debt in Brazil, of which approximately $112 million 
mature in September 201.3 and carry a variable interest rate equal to 
the Brazil interbank rate plus 2 15%, and approximately $41 million 
mature in September 2015 and carry a fixed interest rate of 11 6% 
plus an annual inflation index International Energy used these 
proceeds to prepay existing long-term debt balances 

subsidiaries, Duke Energy Carolinas, Duke Energy Ohio, Duke Energy 
Indiana and Duke Energy Kentucky, borrowed a total of 
approximately $1 billion under Duke Energy's master credit facility 
For additional information, see "Available Credit Facilities and 
Restrictive Debt Covenants" below 

In August 2008, Duke Energy Indiana issued $500 million 
principal amount of first mortgage bonds, which carry a fixed interest 
rate of 6.35% and mature August 15,2038 Proceeds from this 
issuance were used to fund capital expenditures and for general 
corporate purposes, including the repayment of short-term notes and 
to redeem first mortgage bonds maturing in September 2008. 

In June 2008, Duke Energy issued $500 million principal 
amount of senior notes, of which $250 million carry a fixed interest 
rate of 5 65% and mature June 15, 2013 and $250 million carry a 
fixed interest rate of 6 25% and mature June 15,2018 Proceeds 
from the issuance were used to redeem commercial paper, to fund 
capital expenditures in Duke Energy's unregulated businesses in the 
CIS. and for general corporate purposE 

In April 2008, Duke Energy Carolinas issued $900 million 
principal amount of fist mortgage bonds, of which $300 million 
carry a fixed interest rate of 5 10% and mature April 15, 2018 and 
$600 million carry a fixed interest rate of 6.05% and mature 
April 15, 2038. Proceeds from the issuance were used to fund 
capital expenditurn and for general corporate purposes In 
anticipation of this debt issuance, Duke Energy Carolinas executed a 
series of interest rate swaps in 2007 to lock in the market interest 
rates at that time. The vaiue of these interest rate swaps, which were 
terminated prior to issuance of the fixed rate debt, was a pretax loss 
of approximately $23 million This amount was rerarded as a 
component of Accumulated Other Comprehensive Loss and is being 
amortized as a component of Interest Expense over the life of the 
debt. 

In April 2008, Duke Energy Carolinas refunded $103 million of 
tavexempt auction rate bonds through the issuance of $100 million 
of tax-exempt variablerate demand bonds, which are supported by a 
directpay letter of credit. The variablerate demand bonds, which are 
due November 1, 2040, had an initial interest rate of 2.15% which 
will be reset on a weekly basis 

In September 2008, Duke Energy and its wholly-owned 
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In January 2008, Duke Energy Carolinas issued $900 million 
principal amount of fitst mortgage bonds, of which $400 million 
carry a fixed interest rate of 5 25% and mature January 15, 2018 
and $500 million carry a fixed interest rate of 6.00% and mature 
January 15,2038. Proceeds from the issuance were used to fund 
capital expenditures and for general corporate purposes, including the 
repayment of commercial paper. In anticipation of this debt issuance, 
Duke Energy Carolinas executed a series of interest rate swaps in 
2007 to lock in the market interest rates at that time The value of 
these interest rate swaps, which were terminated prior to issuance of 
the fixed rate debt, was a pretax loss of approximately $18 million 
This amount was recorded as a component of Accumulated Other 
Comprehensive Loss and is being amortized as a component of 
Interest Expense over the life of the debt. 

Significant Financing Activities - Year Ended 2007. 

Duke Energy issues shares of its common stock ~TJ meet certain 
employee benefit and long-term incentive obligations Proceeds from 
all issuances of common stock, primarily related to employee benefit 
plans, including employee exercises of stock options, were 
approximately $50 million in 2007 

During the year ended December 31,2007, Duke Energy's 
total dividend per share of common stock was $0.86, which resulted 
in dividend payments of approximately $1,089 million 

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 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 eveiy35 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 nnance Agency to fund a partion of 
the environmental capital expenditures at the Belews Creek and Allen 
Steam Stations. 

In June 2007, Duke Energy Carolinas issued $500 million 
principal amount of 6.10% senior unsecured not& due June 1, 
2037 The net proceeds from the issuance were used to redeem 
cOmmercia1 paper that was issued to repay the outstanding $249 
million 6.6% Insured Quarterly Senior Notes due 2022 on April 30, 
2007, and approximately $110 million of convertible debt discussed 
below. The remainder was used for general corporate purposes 

On May 15, 2007, substantially all of the holden of the Duke 
Energy conveliible 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 Energy 
repurchased approximately $1 10 million of the convertible senior 
notes. 
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:;-.-.-. L : ,..._.. .. . - .. .. . . . ... . ..._. . .. __.. . ... On January 2, 2007, Duke Energy completed the spin-off of the year Duke Energy and its wholly-owned subsidiaries, Duke Energy 
Carolinas, Duke Energy Ohio, Duke Energy Indiana and Duke Energy 
Kentucky (collectively referred to as the borrowers), each have 
borrowing capacity under the master credit facility up to specified sub 
limits for each borrower. However, Duke Energy has the unilateral 
ability to increase or decrease the borrowing sub limits of each 
borrower, subject to per borrower maximum cap limitations, at any 
time. The amount available under the master credit facility has been 

.. . 

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 onehalf share of Spectra Energy stock for each share 
of Duke Energy stock. 

Available Credit Facilities and Restrictive Debt Covenanfs. 
reduced by draw downs of cash and the use of the master credit 
facility to backstop the issuances of commercial paper, lelters of credit 
and certain ~ ~ e m p t  bonds, 

The total capacity under Duke Energy's master credit facility. 
which expires in June 2012, is approximately $3 14 billion The 
credit facility contains an option allowing borrowing up to the full 
amount of the facility on the day of initial expiration for up to one 

Master Credit Facility Surnrnaty as of December 31, 2009 (In rnillionsl(~~ 

Draw Available 
Credit Down on Total Credit 

Facility Commercial Credit Letters of Tax-Exempt Amount Facility 
Capacity Paper Facility Credit Bonds Utilized Capacily 

Duke Energy Corporation 
$3.137 muiti-vear svndicatedtb)lcl $3,137 $450 $397 $121 $285 $1,253 $1,884 

(a) Th$ summary exduda &in demand facililia and cornmilted facil i t l  that are insignitiant In she or which generally support ve!y spelrc quiremen&, which piimarily indude 
racirhia that baclirtop variods outstanding tax-exempt bonds. 

0) Mil iacillty mnbins a cDvenant requiring the debt-totolai capitalhalion ratio to not exceed 65% for each b w w w  
(c) Contains sub limils at DMembcr 31, 2W9 as foliovm $1,097 million for Duke Emw, $840 million fnr Duke Enerh, Carolinas, 5650 million lor Duke €new Ohio, $450 million for 

Duke Energ, Indiana and $1W million ior Duke Enera KmlucQ 

The loans under the master credit facility are revolving credit 
loans that currently bear interest at one-month London Interbank 
Offered Rate (LIBOR) plus an applicable spread ranging from 19 to 
23 basis points The loan for Duke Energy, which was approximately 
$274 million at December 31, 2009, has a stated maturity of June 
2012, while the loan for Duke Energy Indiana. which was 
approximately $123 million at December 31, 2009, had a stated 
maturity of September 2009; however, the borrowers have the ability 
under the master credit facility to renew the loans due in September 
2009 on an annual basis up through the date the master credit 
facility matures in .lune 2012. As a result of these annual renewal 
provisions, in September 2009, Duke Energy Indiana repaid and 
immediately re-borrowed approximately $12.3 million under the 
master credit facility Duke Energy and Duke Energy Indiana have the 
intent and ability to refinance these obligations on a long-term basis, 
either through renewal of the terms of the loan through the master 
credit facility, which has noncancelable terms In excess of one-year, 
or through issuance of long-term debt to replace the amounts drawn 

on their behalf to support various series of variable rate demand 
bonds issued or to he issued on behalf of either Duke Energy Indiana 
or Duke Energy Kentucky This credit fac.ility, which is not part of 
Duke Energy's master credit facility, may not be used for any purpose 
other than to support the variable rate demand bonds issued by Duke 
Energy Indiana and Duke Energy Kentucky. 

Duke Energy's debt and credit agreements contain various 
financial and other covenanb. 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, 2009, 
Duke Energy was in compliance with all covenants related to its 
significant debt agreements In addition, some credit agreements may 
allow for acceleration of payments or termination of the agreements 
due to nonpayment, or lo  the acceleration of other signifirant 
indebtedness Of the borrower or some of b subsidiaries None of the 
debt or credit agreements contain material adverse change clausess. 

Credit Ratings. - - 
under the master credit facility. Accordingly, total borrowings by Duke 
Energy and Duke Energy Indiana of approximately $397 million are 
reflected as Long-Term Debt on the Consolidated Balance Sheets at 
December 3 1,2009 

Kentucky collectively entered into a $330 million three-year letter of 
credit agrement with a syndicate of banks, under which Duke 
Energy Indiana and Duke Energy Kentucky may request tile isuance 

In Sepbmber 2008, Duke Energy Indiana and Duke Energy 

Duke Energy and certain subsidianes each hold credit ratings by 
Standard & Poor's (S&P) and Moody's Investors Service (Moodvs) 
Duke Energy's corporate credit rating and issuer credit rating from 
S&P and Moody's, respectrvely, as of February 1,2010 IS A- and 
Baa2, respectively The following table summarizes the February 1, 
2010 unsecured credit rabngs from the rabng agencies retained by 
Duke Energy and its principal funding subsidianes 

of letters of credit up to $279 million and $51 miillon, respectively, 
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Senior Unsecured Credit Ratings Summary as of February 1, 
2010 

Standard Mwdy's 
and Investors 

Poor's Service 
Duke Energy Corporation BBBf 

Cinergy Cop. EBB+ 
Duke Energy Carolinas, LL(: A- 

Duke Energy Ohio, inc A- 
Duke Energy Indiana, lnc. A- 
Duke Energy Kentucky, Inc. A- 

Baa2 
A3 

Baa2 
Baal 
Baa 1 
Baa 1 - 

Duke Energy's credit ratings are dependent on, among other 
factors, the ability to generate sufticient 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 marketconditions or other factors, Duke Energy is unable to 
maintain its current balance sheet strength, or if its earnings and cash 
flow outlook materially deteriorates, Duke Energy's credit ratings could 
be negatively impacted 

Credit-Related Clauses. 

Duke Energy may be required to repay certain debt should the 
credit rahngs at Duke Energy Carolinas fall to a certain level at S&P or 
Moody's As of Derember 31, 2009, Duke Energy had approximately 
$6 million of senior unsecured notes which mature serially through 
2012 that may be required to b repaid if Duke Energy Carolinas' 
senior unsecured debt ratings fall below EBB- at S&P or Baa3 at 
Moody's, and $16 million of senior unsecured notes which mature 
senally 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 Matten. 

In October 2007, Duke Energy filed a registration statement 
(Form 5.3) with the SEC. Under this Form S-3, which is uncapped, 
Duke Energy, Duke Energy Carolinas, Duke Energy Ohio and Duke 
Energy Indiana may issue debt and other securities in the future at 
amounts, prices and with terms to be determined at the time of future 
offerings. The registration statement also allows for the issuance of 
common stock by Duke Energy 

Duke Energy has paid quarterly cash dividends for 84 
consecutive years and expects to continue its policy of paying regular 
cash dividends in the future. There is no assurance as to the amount 
of future dividends because they depend on future earnings, capital 
requirements, financial condition and are subject to the discretion of 
the Board of Directors. 

Dividend and Other Funding Restrictions of Duke Energy 
Subsidiarles. 

result of conditions imposed by various regulators in conjunction with 
Duke Energy's merger with Cinergy Additionally, certain other Duke 
Energy subsidiaries have other restrictions, such as minimum 
working capital and tangible net worth requirements pursuant to debt 
and other agreements that limit the amount of funds that can be 
transferred to Duke Energy. At December 31,2009, the amount of 
restricted net assets of wholly-owned subsidiaries of Duke Energy that 
may not be distributed to Duke Energy in the form of a loan or . . 
dividend is approximately $10 5 billion. However, Duke Energy does 
not have any legal or other restrictions on paying mmmon stock 
dividends to shareholders out of its consolidated Retained Earnings 
account Although thhese restrictions cap the amount of funding the 
various operating subsidiaries can provide to Duke Energy, 
management d m  not believe these restrictions will have any 
significant impact on Duke Energy's ability to access cash to meet its 
payment of dividends on common stock and other future funding 
obligations 

Off-Balance Sheet Arrangements 

Duke Dlergy and certain of its subsidiaries enter into guarantee 
arrangements in the normal course of bus ink  to facilitate 
commercial transactions with third parties. These arrangements 
include performance guarant-, stand-by letters of credit, debt 
guarantees, surety bonds and indemnifications 

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 
involve elements of performance and credit risk, which are not 
included on the Consolidated Balance Sheets The possibility of Duke 
Energy, either on its own or on behalf of Speetra Energy Capital, LLC 
(Spectra Capital) through indemnification agreements entered into as 
part of the spin-off of Spectra Energy, having to honor its 
contingencies is largely dependent upon the future operations of the 
subsidiaries, investees and other third pariies, or the ~ ~ ~ u r r e n c e  of 
ce~ain future events. 

Duke Energy periorms ongoing assessments of its guarantee 
obligations to determine whether any liabilities have been triggered as 
a result of potential increased non-performance risk by park, for 
which Duke Energy has issued guarantees Except for certain 
performance obligations related to Crescent, which filed Chapter 11 
bankruptcy petitions in a !.I S Bankruptcy court in June 2009 and 
for which a liability of approximately $26 million was recorded during 
2009 due to the probabiliiy of performance under certain guarantees, 
it is not probable as of December 31,2009 that Duke Energy will 
have to perform under its remaining existing guarantee obligations.. 
However, management continues to monitor the financial randition 
of the third parties or non-wholly-owned entities for whom Duke 
Energy has issued guarantees on behalf of to determine whether 
performance under these guarantees becomes probable in the future. 

See Note 17 to the Consolidated Financial Statements, 
of the As discussed in Note 4 to the Chsolidated Financial Statements and Indemnifimtlons,n for further 

"Regulatory Matters", Duke Energy's wholiy-owned public ut~lity 
operahng companies have restrictions on the amount of funds that 
can be t ransfed to Duke Energy via dividend, advance or loan as a 

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

Duke Energy Ohio, Duke Energy Indiana and Duke Energy 
Ikntucky have an agreement fo sell certain of their accounts 
receivable and related collekctions to Cinergy Receivables, which 
purchases, on a revolving basis, nearly all of the retail accounts 
receivable and related collections of Duke Energy Ohio, Duke Energy 
Indiana and Duke Energy Kentucky Cinergy Receivables is not 
consolidated by Duke Energy since it meets the rq.tirements to be 
accounted for as a qualifying special purpose entity (QSPE) Duke 
Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky each 
retain an interest in the receivables transferred to Cinergy Receivables. 
The transfers of receivables are accounted for as sales under the 
accounting guidance for tmnjren and servicing of financial assets 
For a more detailed discussion of the sale of certain accounts 
receivable, see Note 21 to the Consolidated Financial Statements, 
'Variable Interest Entities " With the adoption of new accounhng rules 
related to variable interest entities (VIES) and transfers and servicing of 

Contractual Obligations as of December 31, 2009 

financial assets on January 1, 2010, Duke Energy began 
consolidating Cinergy Receivables as of that date 

Duke Energy also holds interests in other VIES, both 
consolidated and unconsolidated. For further information, see 
Note 21 to the Consolidated Financial Statements, 'Variable Interest 
Entities". 

Other than the guarantee arrangemenls discussed above and 
normal operating lease arrangements, Duke Energy does not have 
any material off-balance sheet financing entities or structures For 
additional information on these commitments, see Note 16 to the 
Consolidated Financial Statements, "Commitments and 
Contingenciess." 

Contractual Obligations 

Duke Energy enters into contra& that require payment of cash 
at certain specified periods, based on certain specified minimum 
quantities and prices The following table summarizes Duke Enew's 
contrachial cash obligations for each of the periods presented. It is 
expeckd that the majority of current liabilities on the Consolidated 
Balance Sheets will be paid in cash in 2010. 

Payments Due By Period 

More than 
LESS than 2-3 Years 4-5 Years 5 Years 

1 year (2011 & (2013 & (Beyond 
Total (2010) 2012) 2014) 2015) 

$29,323 $1,778 $4,518 54,197 $18,830 
609 37 76 64 432 
5.36 108 142 89 197 

471 60 66 55 290 
9,763 2,891 3,551 1,178 2,143 
2,812 1,679 82.3 76 234 

Long-term debW 
Capital  lea^^^ 
Operaung IeaseW 
Purchase Obligations:*) 

Firm capacity and transpoitation paymenistcl 
Energy commodity contraclstdj 
Other purchase, maintenance and service obligationstel 

Other funding obligations(" 480 48 96 96 240 
Total contractual cash obligationst@ $43,994 $6,601 $9,272 $5,755 $22,366 

(a) See Note 15 to the Consolidated Financial Slalerrents, "Debt and Credil Facilities." Amount incluJes Interest pr/me?ts wer life 01 debt Interest payments ~1 vaiijble rate debt 
inztruments were calculaM using inter& rates derived fmm the inteplaiion of h e  f o w d  interest rate NIM In addition, a spread was placed on top of the Interest r a b  to aid in 
capturing the volatiiity inherent in projecting Wre inlerest rates. 

(b) See Note 16 to the Consolidated Financial Slalemcnts, "Commlbnents and Contirrgencles" Amounts in ut? table abve include the interest rnmpKient of rapibl 1x8s based on the 
lnleiest rates explicitly *tiled in the lease agieements 

(c) Iwlildes firm capacity payments that piwide Ouke E n q y  with unlntermpled firm a m  loelec!dty lrawm'srbn capaclly, and natural %r; liansprtation wnlfaN 
Id) includes conlmclual obllgalions to purchase physical quanti(ies of electricity, coal. nuclear fuel and limestone Also, Indudes anIraacts that Duke Energy has designated as hedges, 

undesignaled amIraacts and mnlraclr that qualify as noma1 purcbase/nannal sale (NPNS) For rnnlmacts where h e  price paid is basd on an lndu. the amount is based on forward 
market prices ai December 31,2w9.  For certain olthese amounts, Ouke Energy may sellle on a ne1 cash basis since Ouke Energy bas e n l d  lnlo payment nelling agemen8 with 
munterparlies that permit Duke Energy to ofset mivables and payables with such munlerpark 

Id Includes conlracts for m a r e ,  telephone, data and rnnsulUng or advisory mices. Amount ais0 includes mnkaclual obligations for engineering, pmcllrement and mnsWction wh for 
new generatlon plants and nucicar plant refurbishments, envimnmental pro]& on fmr;il facilities, major mainle'lance of M a i n  nun-reylated plants, maintenam and day to day 
amtract work at certain wind facilities and commitments lo b y  wind and mmbuMon turbines (ClJ Amount exdudes certain o p n  purchase d e n  for services that are provided ~1 
demand, for which Ihe liming of ih+ purchase cannot be delermined 

(0 Rela& lo future annual funding obligations to the nudear decommissioning !rust fund (NDTR (see Note 7 lo the Consolidatel Financial Statmenls, " k t  REtirenent Obllplions"). 
(9, Tne table above excludes certain obligations diswmed herein related to amounts remrded within D e r d  Credits and mer Liabilities on ut? C&i!solldaled Balance Sheets due to the 

u w d l n t y  of the timing and amount of future cash flowr; rwessary to senle these obliptioffi The amwnt of cash flm to be paid lo senle the asset retirement obliptions is not known 
with certainly as Duke Energy may use inlemal m u r m  or external ~ e 5 o u m  to perform retirement activilies As a mull, cash obligationsfor asset rallrement activities am excluded 
from the table abwe. However, the vas majority of asset retirement obligations will be settled beyond 2014 Asel retirement obligations !emgnlzed on the C o ~ l ! d a ~  Balance Sheets 
Wal $3,185 mifiion a d  the falr value of the NDTF, which will be used lo help fund these obllgalianr, is $1,765 miI1.b at Dmmber 31. 2Lxi9. The table above evcluds iaerveS for 
litigation, environmental remediation, asbfslosrelaled injuries and damam daims and self-insurance daims (see Note 16 to the Consolidated Financial Slatemwls, 'Commitments and 
Cantingencies") k u w !  Ouke Enerig is uncertain as to the liming of when cash payments will he required. Additionally, the table a h  wludes annual lnsmnce premium lhat are 
necessary to operate the businen, induding nuclear iwurane (see Nole 16 lo the Conalldated Finandal Sbtemenb, 'Commitments and Contingencies"), funding of pnsion and olher 
post-retirement beneflt plans (see Nole 20 lo the Comlidald Flnancial Statements, 'Employee &wit Piam") and r e y t a t o ~ ~  liabilities (see Note 4 to the CamoYdated Financial 
Sbternents, "Regulatory' Malterr;') because the amount and timing of the cash payments are unceltaln Also excluded are &erred lmme Taxa and Invedment Tax Credils recwded on 
h e  Consoldated Balance S h e a  s'm cash payments for iname tam are determined k e d  primarily m M b i e  I m m e  for each discrete fml F a r  Additionally, amounts refaled lo 
uncertain tax pcsrjons are excluded fmm the bble above due lo uncertainty of timing of f h r e  paymenlr 

. .  (h) Current liabllities, w p t  tor cumnl malllrllies of longterm debt, and purdiau? obligalionr refiected in the Gmsdidated Balance Sheets, have ter excluded fmrn the a% table. 

. ! ,  
1 .  
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Quantitative and Qualitative Disclosures About Market Risk 

Risk Management Policies 

Duke Energy is exposed to market r isk 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 €ne& Chief Executive Officer and Chief 
Financial Ofticer are responsible for the overall approval of market risk 
management policies and the delegation of approval and 
authorization levels The Finance and Risk Management Committee 
of the Board of Directors receives periodic updates from the Chief Risk 
Officer and other members of management on market risk positions, 
corporate exposures, credit exposures and overall risk management 
activities The Chief Risk Officer is responsible for the overall 
governance of managing credit risk and bmmodity price risk, 
including monitoring exposure limits. 

Commodity Price Risk 

the prices of electricity, doai, natural gas and other energy-related 
products marketed and purchased as a result of its ownership of 
energy related assets. Duke Energy's exposure to these fluctuations is 
limited by the cost-based regulation of its US. Franchised Electric 
and Gas operations and certain portions of Commercial Power's 
operations as these regulated operations are typically allowed to 
recover certain of these costs through various cost-recovery clauses, 
including the fuel clause While there may he a delay in timing 
between when these costs are incurred and when these costs are 
recovered through rates, changes from year io year have no material 
impact on operating results of these regulated operations 
Addilionally, most of Duke Energy's long-term power sales contracts 
substantially shift all fuel price risk to the purchaser. 

Price risk represents the potential risk of 105s from adverse 
changes in the market price of eledricity or other energy 
commodities Duke Energy's exposure to commodity price risk is 
influenced by a number of factors, including contract size, length, 
market liquidity, location and unique or specific contract terms Duke 
Energy employs established policiei and procedures to manage its 
risks associated with these marketfluctuations, which may include 
using various commodity derivatives, such as swaps, futures, 
fowards and options. For additional information, see Note 8 to the 
Consolidated Financial Statements, "Risk Management, Derivative 
Instruments and Hedging Activities " 

Validation of a mntracrs 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 

Duke Energy is exposed to the impact of marketfllJCtuatiOnS in 

Hedging Strategies. 

Duke Energy closely monitors the risks associated with 
commodity price changes on its Naire operations and, where 

appropriate, uses various mmmodity instruments such as electricity, 
mal and natural gas forward contracis 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 
exposuw to the prices of power and fuel. 

price exposure are accounted for as either cash flow hedges or fair 
value hedges To the extent that instruments accounted for as liedges 
are effective in offsetting the transaction being hedged, there is no 
impact to the Consolidated Statements of Operations until after 
delivery or settlement occuffi Accordingly, assumptions and valuation 
techniques for these contracts have no impact on reported earnings 
prior to setilement Several factors influence the effectiveness of a 
hedge contract, including the use of contracts with different 
commodities or unmatched terms and counterparty credit risk. Hedge 
effectiveness is monitored regularly and measured at least quarterly. 

In addition to the hedge contracts described above and recorded 
on the Consolidated Balance Sheets, Duke Energy enter; into other 
contracts that qualify for the NPNS exception. When a contract meets 
the crileria to qualify as a NPNS, U S Franchised Electric and Gas 
and Commercial Power apply such exception Income recognition 
and realization reiated to normal purchases and normal sales 
contracts generally coincide with the physical delivery of power. For 
contracts qualifying for the NPNS exception, no recognition of the 
contract's fair value in the Consolidated Financial Statements is 
required until seWment of the contract as long as the transaction 
remains probable of occurring. 

Other derivatives used to manage Duke Energy's commodity 
price euposure are either not designated as a hedge or do not qualify 
for hedge accounting These instrumenk are referred to as 
undesignated contracts llndesignated derivatives entered into by 
regulated businesses reflect mark-to-market changes of the derivative 
instruments fair value as a regulatory asset or liability on the 
Cnnsolidated Balance Sheets Undesignated derivatives entered into 
by unregulated businesses are marked-to-market each period, with 
changes in the fair value of the derivative instruments reflected in 
earnings. 

Certain derivatives used to manage Duke Energy's mmmodity 

Generation Porffolio Risks for 2010. 

Duke Energy is primarily exposed to market price fluctuations of 
wholesale power, natural gas, and mal prices in the U S. Franchised 
Electric and Gas and Commercial Power segments. Duke Energy 
optimizes lhe value of its bulk power marketing and non-regulated 
generation portfolios. The portfolios include generation assets (power 
and capacity), fuel, and emission allowances. The component pieces 
of the poiifolio are bought and sold based on models and forecasts of 
generation in order to manage the economic value of the portfolio in 
arEordance with the strategies of the business units The generation 
prlfolio not utilized to serve native load or committed load is subject 
to commodity price fluctuations, although the impact on the 
Consolidated Statements of Operations reported earnings 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 31,2009 and 2008, it was 
estimated that a 10% price change per MWh in forward wholesale 
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power prices would have a corresponding elfed on Duke Energy's receivables and payables with such counterparties Duke Energy 
pretax income of approximately $12 miilion in 2010 and would attempts to further reduce credit risk with certain counterparties by 
have had a $10 million impact in 2009, excluding the impact of entering into agreemenis that enable Duke Energy to obtain collateral 
mark-to-market changes on nonqualifying or undesignated hedges or to terminate or reset the terms of transactions aker specified time 
relating to periods in excess of one year from the respective date, periods or upon the occurrence of credit-related events. Duke Energy 
which are discussed further below Based on a sensitivity analysis as may, at Limes, use credit derivatives or other structures and 
of December 31,2009 and 2008, it was estimated that a 10% techniques Lo provide for third-party credit enhancement of Duke 
change in the forward price per ton of coal would have a Energy's counterparties' obligations Duke Energy also obtains cash or 
corresponding effect on Duke Energy's pretax income of letters of credit from customers to provide credit support outside of 
approximately $8 million in 2010 and would have had a $10 million collateral agreements, where appropriate, based on its financial 
impact in 2009, excluding the impact of mark-to-market changes on analysis of the customer and the regulatory or contractual terms and 
nonqualifying or undesignated hedges relaling to periods in excess of conditions applicable to q c h  transaction. 
one year From the respective date Based on a sensitivity analysis as Duke Energy's industry has historically operated under 
of December 31,2009 and 2008, it was estimated that a 10% negotiated credit lines for physical delivery contracls Duke Energy 
price change per Million British Thermal Unit (MMBtu) in natural gas . frequently uses master collateral agreements to mitigate certain credit 
prices would have a corresponding elfect on Duke Energy's pretax exposures The collateral agreements provide for a counterparty to 
income of approximately $6 million in 2010 and would have had a post cash or letten of credit to the exposed party for exposure in 
$5 million impact in 2009, excluding the impact of mark-to-market excess of an established threshold The threshold amount represents 
changes on im&signated hedges relating to periods in excess of one an unsecured credit limit, determined in accordance with the 
year from the respective date, which are discussed further below corporate credit policy Collateral agreements also provide that the 

inability to post collateral is sufficient muse to terminate contracts and 
liquidate 611 positions 

Duke Energy's principal customers for power and natural gas 
marketing and ~anspo~at ion sewices are indusMal e&usen, 
marketers, local distribution companies and utilities IEated 
throllgho~t the u S. and btin ~ ~ ~ r i ~  Duke E~~~~ has 
concentrations of receivables from natural gas and utilities 
and their affiliales, as well as industrial customers and marketers 
throughout these regions These concentrations of customers may 
affect Duke Energy's ovemll credit risk in that risk faclors can 
negatively impact the credit quality of the entire sector. Where 
exposed to credit risk, Duke Energy analyzes the counterpart,ies' 
financial condition prior to entering into an agreement, establishes 
credit limits and moniton the appropriateness of those limits on an 
ongoing basis, 

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. 
Duke Energy Carolinas' cumulative payments began to exceed the 
self insurance retention on its insurance 
quarter of 2008. Future payments up to the policy limit will be 
reimbuned by Duke Energy's third party insurance carrier. The 

Sensitivities for derivatives beyond 201 0. 

Derivative contracts executed te manage generation portfolio 
risks for delivery Periods beyond 2010 are also exposed 10 changes in 
fair value due to market price fluctuations of wholesale power and 
coal. Based on a sensitivity analysis as of December 31,2009 and 
2008, it was estimated that a 10% price change in the forward Price 
per MWh of wholesale Power would have3 corresponding effect on 
Duke Energy's pretax income of approximately $24 million in 2010 
and would have had a $1 1 million impact in 2009, resulting from 
the impact of mark-to-market changes on nonqualifying and 
undesignated power contracts pertaining to Periods in excess of one 
year from the respective date. Based on a sensitivity analysis as of 
December 31, 2009 and 2008, it was estimated that a 10% change 
in the forward price per ton of mal would have a corresponding effect 
on Duke Energy's pre-tax income of approximately $10 million in 
2010 and 2009, resultingfrom the impact of mark-to-market 
changes on nonqualifying and !Indesignated coal contracts 
pertaining to periods in excess of one year from the respective date. during the mend 

Other Commodity Risks. 

At December 31, 2o09 and 2o08, 
and 2o09 was not expected to he materially 
to other commodities' price changes. 

The commodity sensitivity above consider approximately $984 million and $1,032 million related to this policy 

existing hedge positions and estimated production levels, but do not 
consider other potential effects that might result from such changes in 
commodity prices. 

in 2oLo 
for exposures 

insurance policy limit for potential future insurance recoveriek for 
indemnification and medical cost claim payments is $1,051 million 
in excess of the self insured retention lnsumnce recoveries of 

are 
'nveshents and Other 
2009 and 2008, respectively. Duke Energy is not aware of any 
uncertainties regarding the legal sufficiency of insurance claims 

in the Conso'idated Sheets in other 
and Receivables as Of December 318 

Management believes the insurance recovery asset is probable of 
recovery as the insurance carrier mnbnues to have a strong financial 
strength rating 

Duke Energy and its subsidianes also have credit risk exposure 
through issuance of performance guarantees, letters of credit and 
surety bonds on behalf of less than whollyaned entrties and third 

Credit Risk 

Credit risk represents the lm that Duke Energy would incur if a 
counterparty fails to perform under its contractual obligabons To 
reduce credit exposure, Duke Energy seeks to enter into netting 
agreemen$ with counterparties that peni t  Duke Energy to offset 
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parties Where Duke Energy has issued these guarantees, it is 
possible that Duke Energy could be required to perform under these 
guarantee obligations in the event the obligor under the guarantee 
fails to perform. Where Duke Energy has issued guarantees related to 
assets or operations that have been disposed of via sale. Duke Energy 
attempts to secure indemnification from the buyer against all future 
performance obligations under the guarantw See Note 17 to the 
Consolidated Financial Statements, "Guarantees and Indemniiira- 
tions," for further information on guarantees issued by Duke Energy or 
its subsidiaries 

Duke Energy is also subject to credit risk of its vendors and 
suppliers in the form of performance risk on contracts including, but 
not limited to, outsourcing arrangements, major construction projects 
and commodity purchases. Duke Energy's credit exposure to such 
vendors and supplien may take the form of increased costs or project 
delays in the event of non-performance 

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

..... . .... .. ... ~ ... 

interest Rate Risk 

Duke Energy is exposed to risk resuibng from changes in interest 
rates as a result of rts issuance of vanable and fixed rate debt and 
commercial paper Duke Energy manages its interest rate exposure 
by limiting its variable-rate exposures to a permntage of total 
capitalization and by monitoring the effecls of market changes in 
interest rates. Duke Energy also enters into financial derivative 
instruments, which may include instruments such as, but not limited 
to, interest rate swaps, swaptions and U S Treasury lock agreements 
to manage and mitigate interest rate risk euposure. See Notes 1,8, 9, 
and 15 to the Consolidated Financial Statements, "Summary of 
Significant Accounting Policies," "Risk Management, Derivative 
Instruments and Hedging Activities," "Fair Value of Financial Assets 
and Liabilities," and "Debt and Credit Faciiities " 

was estimated that if market interest rates average 1% higher (lower) 
in 2010 than in 2009, interest expense, net of offsetting impacts in 
interest income, would increase (decrease) by approximately 
$19 million Comparatively, based on a sensitivity analysis as of 
December 31, 2008, had interest rates averaged 1% higher (lower) 
in 2009 than in 2008, it was estimated that interest expense, net of 

Eased on a sensitivity analysis as of December 31, 2009, it 

offsetting impacts in interest income, would have increased 
(decreased) by approximately $28 million These amounts were 
esbmated by considenng the impact of the hypothetical interest rates 
on variablerate securities outstanding, adjusted for interest rate 
hedges, short-term and long-term investmenls, cash and cash 
equivalents outstanding as of Decemtxr 31, 2009 and 2008 The 
decrease in interest rate sensitivity is pnmarily due to a decrease in 
taxexempt bonds and commercial paper, partial repayment of the 
master credit facility borrowings, and increased cash baiances If 
interest rates changed significantly, management would likely take 
achons to manage its exposure to the change However, due to the 
uncertainty of the specific actrons that would be taken and their 

possible effects, the sensitivity analysis assumes no changes in Duke 
Energy's financial stmcture 

Marketable Securities Price Risk 

As described further in Note 10 to the Consolidated Financial 
Statements, "Investments in Debt and Equity Securities," Duke 
Energy invests in debt and equity securities as part of various 
investment portfolios to fund certain obligations of the business The 
vast majority of the investments in equity securities are within the 
NDTF and assets of the various pension and other post-retirement 
benefit plans 

NDTF. 

As discussed further in Note 7 to the Consolidated Financiai 
Statements, "Asset Retirement Obligations", Duke Energy maintains 
trust funds to fund the costs of nuclear decommissioning. As of 
December 31, 2009, these funds were invested primarily in 
domestic and international equity securities, debt securities, fixed- 
income securities, cash and cash equivalents and short-term 
investments" Per NRC and NCUC requkements, these funds may be 
used only for activities related to nuclear derommissioning The 
investments are exposed to price fluctuations in debt and equity 
markets Accounting for nuclear decommissioning recognizes that 
costs are recovered through US. Franchised Electric and Gas' rates; 
therefore, fluctuations in equity prices do not affect Duke Energy's 
Consolidated Statements of Operations as changes in the fair value of 
these investments are deferred as regulatory assets ar regulatory 
liabilities. Earnings or losses of the fund wili ultimately impact the 
amount of rats recavered through LJ S Franchised Uectric and Gas' 
rates over time. Management monitors the NDTF investment portfolio 
by benchmarking the performance of the investments against certain 
indices and by maintaining and periodically reviewing target 
allocation percentages for various asset classes 

the NDTF at December 31, 2009: 
The following lable provides the fair value of investrpents held in 

(in millions) 
Fair Value at 

December 31. 2009 

E q u i i  Securities $1,156 
CDrporate Debt Securities 195 
US. Government Bonds 258 
Municipal Bonds 56 
Oher 100 

Total $1.765 

Pension Plan Assets. 

Duke Energy maintains investments to help fund the costs of 
providing noncontribulory defined benefit retirement and other post- 
retirement benefit plans. Those investments are exposed to price 
fluctuations in equity markets and changes in interest rates. Duke 
Energy has established asset allocation targets for its pension plan 
holding, which take into consideption the inveStment objectives and 
the risk profile with respect to the trust in which the assets are held 
Duke Ener&s target asset ailocation for equity securities is 
approximately 64% of the value of the plan assets and the holdings 
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are diversified to achieve broad market participation and reduce the 
impact of any single investment, sector or geographic region. A 
significant decline in the value of plan asset holdings could require 
Duke Energy to increase its funding of the pension plan in future 
periods, which could adversely affect cash Rows in those periods 
Additionally, a decline in the fair value of plan assets, absent 
additional cash contributions to the plan, could increase the amount 
of pension cost rquired to be recorded in future periods, which could 
adversely affect Duke Energy's results of operations in those periods 
During 2009, Duke Energy contributed approximately $800 million 
to its qualified pension plan See Note 20 to the Consolidated 
Financial Statements, "Employee Benefit Plans," for additional 
informalion on pension plan assets 

Foreign Currency Risk 

Duke Enew 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 curency 
fluctuations, conbach may be denominated in or indexed to the 
i J  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 iB risk related to foreign currency 
fluctuations. To monitor its currency exchange rate risks, Duke 
Erie@ uses sensitivity analysis, which measures the impact of 
devaluation of the foreign currencies to which it has exposure 

In 2010, Duke Energy's primary foreign currency rate exposure 
is to the Brazilian Real A 10% devaluation in the currency exchange 
rates as of December 31, 2009 in all of Duke Energy's exposure 
currenciE?s would result in an estimated net pretax loss on the 
translation of local currency earnings of approximately $20 million to 
Duke Energy's Consolidated Statements of Operations in 2010 The 
CBnsolidated Balance Sheet would be negatively impacted by 
approximately $160 million currency translation through the 
cumulative translation adjustment in AOCl as of December .31, 2009 
as a result of a 10% devaluation in the currency exchange mtes. For 
comparative purposes, as of December 31,2008, a 10% 
devaluation in the currency exchange rates in all of Duke Energy's 
exposure currencies was expected to result in an estimated net 
pretax loss on the translation of iocal currency earnings of 
approximately $10 million to Duke Ener@s Consolidated Statements 
of Operations and a reduction of approximately $120 million 
currency translation through the cumulative translation adjustment in 
AOCl as of December 31, 2008. 

concentration of GHGs at a level that avoids any potenfially worst- 
case effects of climate change 

The EPA publishes an inventory of man-made U S. GHG 
emissions annually Carbon dioxide (CO,), a byproduct of fossil fuel 
combustion, currenlly accounts for about 85% of total U S  GHG 
emissions Duke Energy's GHG emissions consist primarily of C02 
and most come from its fleet of coal fired power plants in the U.S In 
2009, Duke Enerds U.S power plants emitted approximately 
9 1  million tons of CO, The CO, emissions from Duke Energy's 
international electric operations are less than 3 million tons annually. 
Duke Energy's future CO, emissions will be influenced by variables 
including new regulations, economic conditions that affect electricity 
demand, and Duke Energy's decisions regarding generation 
technologies deployed to meet customer ele@city needs 

Congress has not yet passed legislation mandating control or 
reduction of GHGs On June 26, 2009, the U S House of 
Representatives passed H.R. 2454 - the American Clean Energy and 
Security Act of 2009 (ACES) This legislation includes a GHG 
capand-trade program that coven approximately 85% of the GHG 
emissions in the 11,s economy, including emissions from the electric 
utility sector. The legislation also includes a combined efficiency and 
renewable electricity standard that applies to the electric utility sector. 
The standard establishes minimum requirements for the amount of 
renewable energy electric utilities must provide to end-use customers 
on an annual basis It allows companies to comply by providing 
renewable energy, buying renewable energy credits from other 
companies or the government, or by reducing customer electricity 
demand through the deployment of energy efficiency programs 

On November 5, 2009, the US. Senate Environment and 
Public Works Commiftee passed and sent to the Senate floor 
S 1733 -the Clean Energy Jobs and American Power Act of 2009 
(S. 1733) The legislation included an economy-wide cap-and-trade 
program similar to the one contained in ACES The Senate Energy 
and Natural ReSources Committee had previously passed legislation 
containing new r&uirements for energy efficiency and for a 
renewable electricity standard No furtner Senate action has been 
taken on either bill since passage out of their respc?ciive committees. 

The debates that took place in the U S.. Senate in 2008 and 
2009 make it clear that there are wide-ranging views among 
Senators regarding what constitutes acceptable climate change 
legislation. These divergent views, the state of the ecanomy, the 
current stnicture of the Senate necessitating GO votes to move 
legislation and the political pressures as the 2010 mid-ten election 
approaches, make passage of federal climate change legislation in 
the Senate in 2010 highly iincertain. If the Senate were to pass some 
type of climate change legislation in 2010, the Senate legislation 
would need to he reconciled' with ACES. This adds another layer of 
uncertainty to the prospects for enactment of climate change 
legislation in 2010 

On December 7,2009, the EPA finalized an Endangerment 
Finding for greenhouse gases under the CAA The Endangerment 
Finding does not impose any regulatory requirements on industiy, but 
is a necessary prerequisite for the EPA to be able to finalize its 
proposed GHG emission standard for new motor vehicles It is 
expected that the EPA will finalize its New Motor Vehicle Rule by The 

Other Issues 

Global Climate Change. 

Although there is still much to learn about the causes and long 
term effects of climate change, many, including Duke Energy, 
advocate taking steps now to begin rcducing greenhouse gas (GHG) 
emissions with the long-term aim of stabilizing the atmosphenc 
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end of March 2010 Implementation of the New Motor Vehicle Rule 
may trigger permitting requirements and potentially GHG emission 
control requirements for new and existing "majoi' stationary sources 
of GHG emissions which would include all of Duke Energy's fossil 
fuel facilities The EPA has stated that permitting requirements for 
GHGs will not apply to stationary sources in 2010 

The EPA has also proposed the Tailoring Rule, which is 
expected to be finalized by the end of March 2010 This rule is 
intended to provide relief from the EPA's GHG regulations for certain 
types of stationaly sources, but not electric generating facilities There 
is, at present, considerable uncertainty over the timing and the 
specific requirements that would apply to any stationary source that 
might potentially be subject to GHG permitting and emission 
reduction requirements as a result of the EPA's rules. Although Duke 
Energy does not anticipate laking actions that would trigger the GHG 
permitting requirements or GHG emission reduction requirements at 
any of its existing generating facilities, if it were to do so, the current 
uncertainty surrounding the implementation of the rules and the 
requirements that might apply prevent management from being able 
to determine at this time whether the EPA rules will have a material 
impact on Duke Energy's future resuits of operations Numerous 
groups have already filed petitions with the D C. Circuit Court of 
Appeals for review of the EPA's Endangerment Finding. It is likely that 
the EPA's upcoming New Motor Vehicle and Tailoring rules will also 
be challenged in court once they are finalized The current and 
expected legal challenges create additional uncertainty with respect to 
the EPA rules and what regulatory requirements, if any, will result 
from the rules 

legislation Duke Energy prefers federal legislation over any EPA 
regulation of GHG emissions under the current CAA and believes that 
any legislation must include provisions that block the EPA from doing 
so and provide that the legislative program is the sole remedy for a 
source's GHG emisions To permit the economy to adjust rationally 
to the policy, legislation should eslablish 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 zeroemitting 
technologies are developed and become available for wide-scale 
deployment at a reasonable cost Federal legislation should also 
include effective cost-containment measurffi to protect the U S 
economy from harmful consequences if compliance costs are 
excessive 

Duke Energy is unable to determine the potential cost of 
complying with unspecified and unknowable future GHG legislation 
or any indirect costs that might result, however, such costs could be 
significant. Duke Energy's cost of complying with any legislatively- 
mandated federal GHG emissions regulations will depend upon the 
design details of the program, and tipon the future levels of Duke 
Energy's GHG emissions that might be regulated under the program 
If potential future federal GIiG legislation mandates a cap-and-trade 
approach, for example. the design elements of such a program that 
will have the greatest influence on Duke Energy's compliance costs 
include (i) the level of the emissions cap over time, (ii) the GHG 
emission sources covered under the cap, Mi) the number of 
allowances that Duke Energy might be allocated at no cost on a 
year-tc-year basis, (iv) the type and effectiveness of any cost 

Duke Energy supports the enactment of workable federal GHG 

containment measures that may be included in the program, (VI the 
role of emission offsets in the program, (vi) the availability and cost of 
technologies that will be available for Duke Energy to deploy to lower 
its emissions over time, and (vii) the price of allowances and 
emission offsets. Although Duke Energy believes it is likely that 
Congress will adopt mandatory GHG emission reduction legislation at 
some point, the timing and design details of any such legislation are 
highly uncertain at this time. 

Assuming that a federal GHG cap-and-trade program is 
eventually enacted, Duke Energy's compliance obligation under such 
a program would generally be determined by the difference between 
the level of its emissions in a given year and the number of no-cost 
allowances it receives for that year This difference would represent 
the emission reductions that Duke Energy would need to achieve to 
mmply and/or the number of allowances and/or offsets Duke Energy 
would need to purchase to comply, or a combination of the two The 
cost of achiwingthe emission reductions and/or the cost of 
purchasing the needed allowances and/or emission offsets would 
represent Duke Energy's compliance costs. This is why the more 
nwmst allowances Duke Energy receives, the lower its compliance 
obligation will be, and the lower its compliance cost will be This is 
also why actions Duke Energy is taking today to reduce its GHG 
emissions over time will lower its exposure to any future GHG 
regulation. Under any future scenario involving mandatory GHG 
limitations, Duke Energy would plan to seek to recover its complianm 
costs through appropriate regulatory mechanisms in the jurisdictions 
in which it operates 

Although a near-term compliance sbategy under a GHG 
capand-trade program might be focused primarily on the purchase of 
allowances and/or offseb due to the lack of available emission 
reduction technologies and/or the time it would take to deploy 
technologies once they become available, it is likely that over time 
there would be more focus placed on deploying technology to achieve 
largesrale reductions in emiss,ions. This strategy could involve 
replacing some existing coal-fired generation with new lower-and 
zero-emitting generation technologies, and/or installing new carbon 
capture and sequestration technology when the techhologies become 
ready for deployment. Although there is uncertainty about what new 
technologies may be developed, when they may be deployed, and 
what their costs will be, Duke Energy currently is focused on 
advanced nuclear generation, IGCC with CO, capture and 
sequestmtion, and C02 capture and storage retrofit technology for 
existing pulverized mal-fired generation as promising technologies for 
generating electricity with lower or no C0, emissions Duke Energy is 
also making a significant commitment to increased customer energy 
efficiency and promoting enhanced t~se of renewable energy for 
meeting customers' electricity needs Duke Energy's actions are 
designed to build a sustainable business that allows our customen 
and our shareholden to prosper in what is expected to be a carbon- 
constrained environment 

At the state level, the Midwestern Governors Association 
launched an initiative several years ago called the Midwestern 
Greenhouse Gas Reduction Accord (Accord) One of the objectives of 
the initiativekas to produce a Model Rule for implementing a GHG 
cap-and-trade system on a regional level for consideration by 
individual states. In October 2.009, the Acmrd produced a draft 
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Model Rule, and plans to finalize the document in early 2010 Once 
finalized, the Model Rule will be available to states for their 
consideration and possible adop6on and implementation The states 
of Ohio and Indiana, where Duke Energy has electric generation 
operations, have been observers to the Accord proem and ha-ve 
shown no interest in adopting the Mwlel Rule Based on the current 
position of Indiana and Ohio in this regard, Duke Energy does not 
anticipate any cost impacts from the initiative 

In December 2007, Duke Energy began the regulatory process 
to construct a new nuclear power plant, William States Lee Ill 
Nuclear Station, in South Carolina, by petitioning the NRC for a COL 
If constructed, this facility would produce virtually no GHGs 

With regard to advanced clean-coal, Duke Energy is in the 
process of constructing an IGCC power plant in Indiana. One of the 
ley features of the IGCC technology is that it has the potential to 
support the capture of its COP emissions, with subsequent 
underground storage of the captured C02. Although the IGCC plant, 
scheduled to begin operations in 2012, is not currently being 
equipped with the technology to capture CO,, space was included in 
the design of the plant for this technology to be added later Duke 
Energy is working to complete in early 2011 the front-end 
engineering and design of a C0,capture facility The deployment of 
COz capture and stor& technology would help Duke Energy comply 
with any future GHG emission reduction requirements 

The state legislatures of North Carolina and Ohio have passed 
laws that require Duke Energy to meet increasing percentages of its 
customers’ electricity needs with renewable energy and customer 
energy efficiency In North Carolina the requirement reaches 12.5% 
in 2021 and in Ohio it reaches a minimum of 12 5% in 2024. Duke 
Energy will be meeting these requirements through a variety of 
actions and each is expected to assist Duke Energy‘s overall efforl to 
reduce its COP emissions Versions of an energy efficiency and 
renewable electricity standard have been passed by the House as 
part of ACES and by the Senate Energy and Natural Resources 
Committee in S 1462 Given the current challenges associated with 
passing comprehensive federal climate change legislation, Congress 
muld instead attempt to pass energy legislation in 2010 that includes 
a federal energy efficiency and renewable electricity standard - 
provisions both the full House and a Senate committee have 
approved, albeit at different levels If this were to occur, Duke 
Energy’s compliance with the North Carolina and Ohio requirements 
would further-its ability to comply with whatever federal reqiiirements 
Congress might enact 

In addition to relying on new technologies to reduce its CO, 
emissions, Duke Energy has filed for regulatoryapproval in most of 
the states in which it operates for its energy efficiency programs, 
which will help meet customer electricity needs by increasing energy 
efficiency, thereby reducing demand instead of relying almost 
exclusively on new power plank to generate electricity. Duke Energy 
has received regulatory approval from Ohio, North Carolina and South 
Carolina and is in the process of rolling programs out in these states. 
Duke Energy received regulatoiy approval from Indiana and has 
withdrawn its filing in Kentucky 

and severe extreme weather events with climate change and the 
associated damage to the electric distribution system and the 

- 

Duke Energy recognizes that certain groups assxiate frequent I 
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possibility that these weather events could have a material impact on 
future results of operations should these events occur. However, the 
uncertain nature of potenlial changes in extreme weather events 
(such as increased frequency, duration, and severity), the long period 
of time over which any changes might take place, and the inability to 
predict these accurately, make estimating any potential future 
financial risk to Duke Energy‘s operations that may be caused by the 
physical risks of climate change impossible Currently, Duke Energy 
plans and prepares for extreme weather events that it experiences 
from time to time, such as ice storms, tornados, severe 
thunderstorms, high winds and droughts Duke Energy’s past 
experiences preparing for and responding to the impacts of these 
types of weather-related events would reasonably be expected to help 
management plan and prepare for future climate change-related 
severe weather events to reduce, but not eliminate, the operational, 
economic and financial imps& of such events Duke Energy alm 
routinely takes steps to reduce the potential impact of severe weather 
events on its electric distribution systems Duke Energy does not 
currently operate in coastal areas and therefore is not exposed to the 
effects of potential sea level rise. Duke Energy‘s electric generating 
facilities are designed to withstand extreme weather events without 
damage Duke Energy maintains an inventory of coal and oil on site 
to mitigate the effects of any potential short-term disruption in its fuel 
supply so it can continue to provide ih customers with an 
uninterrupted supply of electricity. 

Energy, see Note 4 to the Consolidated financial Statements, 
”Regulatory Matters” and Note 16 to the Consolidated Financial 
Statements, “Commitments and Contingencies ,” 

For additional information on other issues related to Duke 

New Accounting Standards 

The following new Armunting Standard Updates (ASU) have 
been issued, but have not yet been adopted by Duke Energy, as of 
December 31,2009: 

Accounting Sfandards Codification IASC) 860 - Transfers 
and Servicing. In June 2009, the financial Acmunting Standards 
Board (FASB) issued revised accounting guidance for transfers and 
servicing of financial assets and extinguishment of liabilities, to 
require additional information abu t  transfers of financial assets, 
including securitization transactions, as well as additional information 
about an enterprise’s continuing exposure to the risks related to 
transferred financial assets This revised accounting guidance 
eliminates the concept of a QSPE and requires those entities which 
were not subject to consolidation under previous accounting niles to 
now be assessed for consolidation In addition, this accounting 
guidance clarifies and amends the derecognition criteria for transfers 
of financial assets (including transfers of porh’ons d financial assets) 
and requires additional disclosures about a transferor‘s continuing 
involvement in transferred financial assets. For Duke Energy, this 
revised accounting guidance is effective prospectively for transfers of 
financial ass& bccurring on or after January 1, 2010, and early 
adoption of this statement is prohibited. Since 2002, Duke Energy 
Ohio, Duke Energy Indiana, and Duke Energy Kentucky have sold, 
on a revolving basis, nearly all of their acmunts receivable and related 

- 
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collections through Cinergy Receivables, a bankruptcy-remote QSPE. 
The securitization transaction was structured to meet Ihe criteria for 
sale accounting treatment, and accordingly, Duke Energy has not 
consolidated Cinergy Receivables, and the transfers have been 
accounted for as sales. Upon adoption of this revised accounting 
guidance, the accounting treatment and/or financial statement 
presentation of Duke Energy’s accounts receivable securitization 
programs will be impacted as Cinergy Receivables will be 
consolidated by Duke Energy as of January 1,2010. See Note 21 for 
additional information. 

...... ...~. .... 

ASC 810 - Consolidations. In June 2009, the FASB 
amended existing consolidation accounting guidance to eliminate the 
exemption from consolidation for QSPG, and clarified, but did not 
significantly change, the criteria for determining whether an entity 
meets the definition of a VIE This revised accounting guidance also 
requires an enterprise to qualitatively assess the determination of the 
primary beneficiary of a VIE based on whether that enterprise has 
both the power to direct matters that most significantly impact the 
activities of a VIE and the obligation to absorb losses or the right to 
receive benefits of a VIE that could potentially be significant to a VIE 

In addition, this revised accounting guidance modifies existing 
accounting guidance to require an ongoing evaluation of a VIPs 
primary beneficiary and amends the types of events that trigger a 
reassessment of whether an entity is a VIE Furthermore, this 
accounting guidance rquires enterprises to provide additional 
disclosures about their involvement with VIES and any significant 
changes in their risk expsure due to that involvement For Duke 
Energy, this accounting guidance is eff9ive beginning on January 1, 
2010, and is applicable to all entities in which Duke Energy is 
involved with, including entities previously subject to existing 
accounting guidance for VIES, as well as any QSPEs that exist as of 
the effective date. Early adoption of this revised accounting guidance 
is prohibited. Upon adoption of this revised accounting guidance, the 
accounting treatment and/or financial statement presentation of Duke 
Energy‘s accounts receivable securitization programs will be impacted 
as Cinergy Receivables will be consolidatd by Duke Energy effective 
January 1, 2010. Duke Energy is currently evaliiating the potential 
impact of the adoption of this revised aaounting guidance on its 
oiher interests in VlG and is unable to estimate at this time the 
impact of adoption on its consolidated results of opemtions, cash 
flows or financial position. 

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK. 

See “Management‘s Discussion and Analysis of Results of Operations and Financial Chdibon, Quantitabve and Qualitative Disclosures 
About Market Risk” 

I 
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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 Enefgy Corporation 
Charlotte, North Carolina 

We have audited the accompanying consolidated balance sheets of Duke Energy Cnrporation and subsidiaries (the “Company”) as of 
December 31,2009 and 2008, and the related consolidated statements of operations, equity and comprehensive income, and cash flows for 
each of the years in the three-year period ended December 31, 2009. Our audits also included the financial statement schedules listed in the 
Index at Item 15 We also have audited the Company’s intemal control over financial reportingas of December 31,2009, based on the criteria 
established in Infernal Control - Integrated framework issued by the Camrnittee of Sponsoring Organizations of the Treadway Commission. 
The Company’s management is responsible for these financial statements and financial statement schedules, for maintaining effective internal 
conkol over financial reporting, and ior its assessment of the effectiveness of internal control over financial reporting, included in the 
accompanying Management‘s Annual Reprt On Internal ConinJ Over Financial Reparfing. Our responsibility is to express an opinion on these 
financial statements and financial statement schedules and an opinion on the company’s internal control over financial reporting based on our 
audits 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement and whether effective internal control over financial reporting was maintained in all material respects Our audits of the financial 
statemenls included examining, on a lest 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 financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk 
that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. 
Our audits a!so included performing such other procedures as we considered necessary in the circumstances We believe that our audits provide 
a reasonable basis for our opinions 

evecutive and principal R!ancial offirers, or persons performing similar functions, and effect& 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 acmrdance with generally accepted acmunting 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 acmunting principles and that receipts and 
expenditures of the company are being made only in accordance with authorizatiogs 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 mntrol over financial reporting to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke 
Energy Corporation and subsidiaries as of D&mber 31, 2009 and 2008, and the results of their operations and their cash flows for each of 
the years in the threeyear period ended December 31, 2009, in conformity with accounting principlfs generally accepted in the United States 
of America Also, in our opinion, such financial statement schedules, when considered in relation to the basic consolidated financial statements 
taken as a whole, pment faihy, in all material respects, the information set forth therein Also, in our opinion, the Company maintained, in all 
material respects,kffective internal controloverfinancial reporting as of December 31, 2009, based on the criteria established in Internal 
Control - lntegiafed Fffirnework issued by the Committee of Sponsoring Organizations of the Treadway Commission 

A company’s internal mntrol over financial repoiting is a process designed by, or under the supervision of, the mrnpany‘s principal 

/s/ DELOITT‘E &TOUCHE LLP 

I 

Charlotte, North Carolina , 

Febmary 26,2010 
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DUKE ENERGY CORPORATION 

Consolidated Statements of Operations 
Years Ended December 31, 

(In millions, except per-share amounls) 2009 2008 2007 

Operating Revenues 
Regulated electric 
Non-regulated electric, natural gas, and other 
Regulated natural gas 

$10,033 $ 9,325 $ 8,976 
2,050 3,092 3,024 
648 790 720 

Total operating revenues 12,731 13,207 12,720 

Operating Expenses 
Fuel used in electric generation and purchased power - regulated 3,246 3,007 2,602 
Fuel used in electric generation and purchased power - non-regulated 765 1,400 1,344 
Cost of natural gas and coal sold 433 613 557 
Operation, maintenance and other 3,313 3,351 3,324 
Depreciation and amortization 1,656 1,670 1,746 
Property and other taxes 685 6.39 649 

420 85 - Goodwill and other impairment charges 
Total oDeratins exDenses 10,518 1 

Gains (Losses) on Sales of Other Assets an 

0,765 10,222 
d Other, net 36  69 (5) 

Operating Income 2,249 2,511 2,49.3 

Other Income and Expenses 
Equity in earnings (losses) of unconsolidated affiliates 70 (102) 157 

Other income and expenses, net 284 232 271 
Total other income and expenses 333 121 428 

Interest Expense 751 741 685 - 
Income From Continuing Operations Before Income Taxes 1,831 1,891 2,236 
Income 'Tax Expense irom Continuing Operations 758 616 712 
Income From Continuing Operations 1,073 1,275 1,524. 
Income (Loss) From Discontinued Operations, net oftax 12 16 (22) 
Income Before Exbaordinary l t b s  1,085 1,291 1,502 
Extraordinary Items, net of tax 
Net Income 1,085 1,358 1,502 

Net Income Attributable to Duke Energy Corporation - $ 1,075 $ 1,362 $ 1,500 - 

Earnings Per Share - Basic and Diluted 

- Losses on sales and impairments of unconsolidated affiliates (21) (9) 

__ 67 - 

L m  Net Income (Loss) Attributable to Noncontmlfing Interests 10 (4) 2 

Income from continuing operations attributable to Duke Energy Corporation common shareholders 
Basic $ 0.82 $ 101 $ 1 2i 

Basic $ 0.01 $ 0.02 $ (002) 
Diluted $ 0.01 $ 001 $ (002) 

Diluted $ 0.83 $ 102 $ 1.18 

Diluted $ 0.82 $ 1.01 $ 1 20 
Income from discontinued operations attributable to Duke Energy Corporalion common shareholders 

Earnings per share (before extraordinary items) 
Basic $ 0.83 $ 1.03 $ 119  

Earnings per share (from extraordinary iiems) 
Basic $ - $ 0.05 $ - 
Diluted $ - $ 0 0 5 $  - 

Net income attributable to Duke Energy Corporation common shareholder; 
Basic $ 0.83 . $ 108 $ 119  
Diluted $ 0.83 $ 1.07 $ 1 18 

Dividends per share $ 0.94 $ 090 $ 0.86 
Weighted-average shares outstanding 

Basic 1,293 1,265 1,260 
Diluted 1,294 1,267 1,265 

See Noies lo Consolidated Financial SLalemene 
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DUKE ENERGY CORPORATION 

Consolidated Balance Sheets 
December 31, 

(in millinns\ 2009 2008 __ 
ASSETS 
Current Assets 
Cash and cash equivalents $ 1,542 $ 986 

51 Short-tern investments - 
Receivables (net of allowance for doubfful accounts of $48 at Demmber 31, 2009 

and $42 at December 31, 2008) 1,741 1,653 
Inventory 1,515 1,135 
Other 968 1,448 

Total current assets 5.766 5,273 

Investments and Other Assets 
Investments in equity method unconsolidated affiliates 436 A73 
Nuclear decommissioning trust funds 1,765 1.436 
Goodwill 4.350 4,720 
Intangibles, net 593 680 
Notes receivable 130 134 
Other 2,533 2.577 

Total investments and other assets 9,807 10,020 

Properly, Plant and Equipment 
cost 55,362 50,304 
Less accumulated depreciation and amortizatron 17,412 16,268 

Net property, plant and equipment 37,950 34,036 
Regulatory Assets and Deferred Debits 
Deierred debt expense 258 257 
Regulatory assets related to income taxes 557 625 
nthw 2.702 2,866 

~ T o i l  regulatory assets and deferred debits 3,517 3,748 

I $57,040 $53,077 Total Assets - ~ - - .  - 
%e Notes ID Consolidated Financial Statfmenb 
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DUKE ENERGY CORPORATION 
Consolidated Balance Sheets - (Continued) 

December 31, 
(In millions, except per-share amounts) 2009 2008 

LlABll ITIES AND EQUITY 
Current Liabilities 
Accounts payable $ 1,390. $ 1,477 

Taxes accrued 428 362 
lnteresi accrued 222 187 
Current maturities of long-term debt 902 646 
Other 1,146 1,130 

Toial current liabilities 4,088 4,345 

Long-term Debt 16,113 13,250 

Deferred Credits and Other Liabilities 
Deferred income taxes 5,615 5,117 
Investment tax credits 310 148 
Asset retirement obligations 3,185 2,567 
Other 5,843 6,499 

Total deferred credits and other liabilities 14,953 14,331 

Notes payable and commercial paper - 543 

- 

Commitments and Contingencies 
Equity 
Cnmmon Stock, $0 001 par value, 2 billion shares authonzed, 1,309 million and 1,272 million shares outstanding at 

Additional paid in capital 20,661 20,106 
Retained earnings 1,460 1,607 
Accumulated other comprehensive 10% (372) (726) 

Noneontrolling Interests 136 163 
Total equity 21,886 21,151 

$57,040 $53,077 

December 31,2009 and December 31,2008, respectively 1 1 

Total Duke Energy Corporation shareholders’ equity 21,750 20,988 

- -I-___- 

Total Liabilities and Equity 

I 

see Notes lo Consdidaled Financial Sklemenk 
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DUKE ENERGY CORPORATION 

Consolidated Statements of Cash Flows 

Years Ended December 31, 
2009 2008 2007 (In millions) 

fASH FLOWS FROM OPERATING ACTIVITIES 
Net Income 
Adjustments to reconcile net income to net cash provided by operating activities 

Depreciation and amortization (including amortization of nuclear fuel) 
Extraordinary items, net of tax 
(Gains) losses on sales of other assets 
Impairment of goodwill and other impairment charges 
Deferred income taxes 
Equity in (earnings) loss of unconsolidated affiliates 
Contributions to qualified pension plans 
(Increase) decrease in 

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

increase (decrease) in 
Accounts payable 
Taxes accrued 
Other current liabilities 

Other assets 
Other iiabilitles 78 60 (106) 

Net cash provided by operating activities 3,463 3,328 3,208 

(4,296) (4,386) (3,1251 
(1371 (147) (91) 

Capital expenditures 
Investment expenditures 
Acquisitions, net of cash acquired (124) (3.89) (66) 
Purchases of available-for-sale securities (3,013) (7,353) (23,639) 
Proceeds from sales and maturities of availablefor-sale securities 2.988 7,454 24,613 
Net proceeds from the sales of other assets, and sales of and collections on notes receivable 70 92 154 

(10) 
Purchases of emission allovmces (93) (62) (103) 
Sales of emission allowances 67 104 52 
Change in restricted cash 58 115 68 

CASH FLOWS FROM INVESTING ACTlVtTlES 

Settlement of net investment hedges and other investing derivatives - - 

$ 1,085 $ 1,358 $ 1,502 

1,846 1,834 1,888 
(67) 

(44) (95) 10 
449 94 - 
941 435 669 
(70) 102 (157) 

(412) 

- - 

- (800) 

__ 4 (33) 
(38) 189 (240) 
(2981 (209) (36) 
277 (449) (22) 

(80) (1.36) (172) 
52 47 (134) 
70 (88) (321) 
(9) 236 739 

Other 
Net cash used in investing activities 

(12) (39) (4) 
(4,492) (4,611) (2.151) 

CASH FLOWS FROM FINANCING ACTIVITIES 
Proceeds from the: 

Issuance of long-term debt 
Issuance of common stock related to employee benefit plans 

Payments for the redemption of: 
Long-term debt 
Convertible notes 

Decrease in cash overdrafts 
Notes payable and commercial piiper 
Distributions to noncontrolling interests 
Contributions from noncontrolling interests 
Cash distributed to Spectra Energy 
Dividends paid 
Other 

Net cash provided by (used in) financing activities 1,585 1,591 (1,327) 
Net increase (decrease) in cash and cash equivalents 556 308 (270) 
Cash and cash equivalents at beginning of period 986 678 948 

._. Cash and cash equivalents at end of period ___ $ 1.542 $ 986 $ 678 
Supplemental Disclosures: 
Cash paid for interest, net of amount capttalizh 
Cash (received) paid for income taxes 

4,409 4,794 
519 1.33 

823 
50 

(1,248) 
(110) 

(2 )  
617 
(52) 
68 

(395) 
(1,089) 

11 

$ 689 $ 677 $ 827 
$ (419) $ 322 $ 367 

Significant non-cash transactions c 

Distribution of Spectra Energy to shareholders $ - $ - $ 5,219 
Accrued capital expenditures $ 428 $ 378 $ 570 

See Notes lo Consolidated Financial Slaternants 
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Consolidated Statements of Equity and Comprehensive Income 
Accurnuiaied M e r  Cnmprehens'Ne lnmme ILmS) . 

Pension and 
Ne! Gains OPEB 

Cornma? AddiUonal Foreign ILmses) on Relaled Canmon 
S l d  Common PaM-in Retained Currency Cash Ray Adjustmenls SlaWiolders' Nonmlmlling Tolal 

(in milliom) Shares Stock Capital Eaminps AdjllNnenls H e d p  Olhw IoAOCl Fquity Intar& Equity 

Balance at Oecembw 31,2006 1,257 $ 1 $19,851 5 5,652 $ 949 $145) $ 2- S(311) 526,102. 5 805 $26,907 
Ne! inwme _ - -  1,500 - - -  -. 1,503 2 1,502 

1 201 
114) 

- - .  - 200 
(14) 114) - Foreign currency tianslation adjustmenls 

Net unrealized losses on cash flow hedgesrai 

(1) 11) (1) - Reclassification into earnings iron cash flow 

14 
- 96 

14 14 
Pension and OPEB relaled adjustments to 

- -, 96 96 
1 1 

Net actuarial gainid 
Otherto 1 
Total comprehensive income 1,796 3 1,799 

125) 
Adoption of uncertain tax position accounting 

standard 

(SO) 
Adoption of penslon and OPE8 funded Status 

- - _  (4,612) 11,156) 6 -  148 (5,614) (565) (6,179) 
accounling standard 

Distribution of Spectra Energy lo shareholders 

_ - (62) (623 
Purchases and o ~ e r  changes in nonconlmlling 

79 - (1,089) 
79 

Merest in subsidiaries 

- 11,089) 
5 -  79 - 

11,089) 
Dividend reinvestment and employee knefIs 
Common stock dividends 

1,262 9 1 $19,933 $ 1,398 $ 17) R ( 5 4 )  $ 2 $ (74) 521,199 $ 181 $21,380 
1,362 - - -  - 1,362 (4) 1,358 

Balance at December 31,2007 
N E ~  income 

- (299) (16) (315) _ - 10 - 10 
1299) - - 

Other Comprehensive Income 

10 - 
- _ _ -  - 3 -  - - 3 h e d g ~ 9  3 

3 3 - 3 
(280) 1280) - (280) 

AOCl 

128) 

8 8 

- - 203 _ - - -  Mher Comprehensive lnwme 

- _ - -  - 
- - _ _ - -  - hedges*' 

AOCi - - - - -  - - -  
I - _ _  - _ _ _ -  - - -  - 

- - 125) __ - -  (25) 

128) 

- - _  
_ - -  122) (50) - - - _ .  

_ _ _ _  - - -  - - _ _ -  - 
- - -  _ _ -  

_ - -  
- - - -  _ - - -  Foreign currency translation adjustments 

Net unrealized gains on cash flow hedgess' 
Reciassiflcation into earnine from cash flow 

Pension and OPE8 related adjustmenls to 

Net aduarial tms~~' 
Unrealiied iffis on invrvtmenls in auction rate 

securiiesin 
Reclassification of 1osse5 on inveslments in 

auclion rate securilles and other 
available-for-sale securities into earning9 - - - - 

Unrealhed lms on investments in 
availablefor-sale securiIieP 

- - -  - - - -  - - -  _ - - -  
- (28) - 128) - _ _ -  _ - 

_ - - - 8 

- (10) - (la) - 110) 
Total comprehensive income 769 120) 749 

- _ - -  - 

- 173 - 11,143) 
173 

Common s!&k issuances, including dividend 

_ 11,143) 
reinvestment and employee knclits 10 - 173 - 

Common stock dividends - - - (1,143) 

__ 110) 2 (8) 110) 
Additional amounls relaled to Ihe spin-ofi of 

Spectra Energy 
Balance at Decemher31,2008 1,272 $ 1 S20,IOS $ 1,607 E (306) $(41) $(28) $1351) $20,988 5 163 $21,151 

Nel lnwme 1,075 1,075 10 1,085 

__ 323 18 341 
Other Comprehensive lnmme 

- - -  - 
_ - -  
- - -  - - -  

- -  
I - - 

323 - - I _  

Net unrealhed gain on cash flow hedges"' - 1 -  1 - _ _ _  Foreign currency translalion adjustments 

18 - 18 
Reclassification inlo earnings from cash flow 

hedg&b' 

36 
121) 

Penslon and OPE6 related adjustments !o 
AOClli) 

Net achlarial Ioss1'1 

16) 
Unrealbed Ims on investmenu in Euclion rate 

securitidn 

(5) 
Reclasshication of gains on inveslrnenls in 

availableforsale securities inlo earningsr@ 

8 
Unrealhed gain on investments in 

availablolor-sale securilied~J 
Total comprehensive income 1,429 28 1,457 

546 - 546 
Common stock issuances, including dividend 

reinvestment and employee benefits 37 - 546 - 
- 14 155) 141) 

Purchases and olher changes in nonconlroliing 

- (1,222) - 11,222) 
(51 

- - 1 4 -  
11,222) 

interest in subsidiaries 

(5) - 
Common stock dwidends 
Other 

Balance at December 31,2009 1,309 S 1 $20,661 $ 1,460 $ 17 $1221 $131) $4335) 521,750 $ 136 $21.886 

- 18 - - _ _ -  - 
- - 36 36 

(21) (21) 

(6) - (6) 

- _ - _  - - -  - -  - -  - - -  
- - - - - - -  

_ - - -  - - 15) - (5) - 
- 8 - 8 - _ - _  - - 

- _ -  - 

- - -  
- - _ _ -  

(5 )  - - -  - - - -  
- -  

~~ 

(a) Net mrealhed eaim (Imstsl on c& flaw hedm ne! of $1 tax Upe,se i l  2WY. $6 tax e a p r m  in 2 M 8  and E9 t;u Lxneifl in 2007 
(b) Rc;iassi?c;lion 'nu ean#irl@ lm m h  Ilw IirnQE,, ne1 of 510 ax fxmse  17 2009. 52 wx exp?n% in 2C% and le!! iP  2007 
(c) Ne1 aciuarial galn ne1 01 $54 ux e x p a  in 2097 
(ul Ne1 of zero LY. expense in 2007 
(el Ne! ad,vaurial loss r id d $12 wx k - e l  in 2009 an3 $159 $k beriel I in 20'38 
In Ne! of $4 lax k n e l t  :n 2009 am $18 wx kmffl in 2038 
(gl Net of $2 tu expense :n 2033 a d  $5 ax buleC1 in 2008 
(h) Ne: 01 $4 taw wp?ns€ :n 2003 a i d  S8 tar bneX ki 2W8 
(il Ne! of $16 tax erg)ew in 2009 

%E Ndes m Cnnuliicaicd finnncisi S ~ s l m r ~ " 1 5  
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Notes to Consolidated Financial Statements For the Years Ended December 31,2009,2008 and-2007 

1. SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 

Nature of Operations and Basis of Consolidation. 

Duke Energy Corporation (collec8vely with its subsidiaries, Duke 
Energy), is an energy company primarily located in the Americas 
Duke Energy operates in the Unit& States U S . )  primarily through its 
wholly-owned subsidiaries, Duke Energy Carolinas, LLC (Duke 
Energy Carolinas), Duke Energy Ohio, Inc. (Duke Energy Ohio), Duke 
Energy Indiana, Inc. (Duke Energy Indiana) and Duke Energy 
Kentucky, Inc. (Duke Energy Kentucky), as well as in South and 
Central America through International Energy See Note 2 for further 
information on Duke Energy‘s operations and its reportable business 
segments. These Consolidated Financial Statements include, after 
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 South Carolina, Ohio, Indiana and 
Kentucky. 

On .January 2, 2007, Duke Energy completed the spin-off t o  
shareholden of its natural gas businesses, The primary businesses 
that remained with Duke Energy post-spin are the U S  Franchised 
Electric and Gas business segment, the Commercial Power business 
segment and the international Energy business segment. See Note 2 
for further information on Duke Energy‘s business segments Asets 
and liabilities of entities included in the spin-off of Spectra Energy 
Cop (Spectra Energy) were transferred from Duke Energy on a 
historical cost basis on the date of the spin-off transaction. No 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 included approximately $8 6 billion 
of debt) and $5.6 billion of common stockholden’ equity (which 
included approximately $1 “0 billion of accumulated other 
comprehensive income) were distributed from Duke Energy as of the 
date of the spin-off 

Use of Estimates 

To conform to generally accepted accounting principles (GAAP) 
in the United States, management makes estimates and assumptions 
that affect the amounts reported in the Consolidated Financial 
Statements and Notes. Although these &;mat= are based on 
management‘s best available information at the time, actual results 
could differ 

Cost-Based Regulation. 

Duke Energy accounts for certain of its regulated operations in 
accordance with applicabie regulatory accounting guidance The 

I 

economic effects of regulation can resuit 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 liabilities that result 
from the ;egulated ratemaking pracess that would not be recorded 
under GAAP for non-regulated entities. Regulatory assets and 
liabilities are amortized consistent with the treatment of the related 
cost in the ratemaking process Management continually assesses 
whether regulatory assets are probable of Mure recovery by 
considering factors such as applicable regulatory changes, recent rate 
orders applicable to other regulated entities and the status of any 
pending or potential deregulation legislation Additionally, 
management continually assesses whether any regulatory liabilities 
have been incurred Based on this continual assessment, 
management believes the existing regulatory assets are probable of 
recovery and that no regulatory liabilities, other than those rmrded, 
have been incurred These regulatory assets and liabilities are 
primarily classified in the Cnnsolidatcd Balance Sheets as Regulatory 
Assets and Deferred Debits and Deferred Credits and Other Liabilitb, 
respectively Duke Energy periodically evaluates the applicability of 
regulatory accounting treatment by considering factors such as 
regulatory changes and the impact of competition. If 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-off the associated regulatoly assets and liabilities. For further 
information see Note 4 

In order to apply regulatory accounting treatment and &cord 
regulatory assets and liabilities, certain criteria must be met. In 
determining whether the criteria are met for its operations, 
management makes significant judgments, including determining 
whether revenue rates for services provided to customers are subject 
to approval by an independent, third-party regulator, whether the 
regulated mtes are designed to recover specific costs of providing the 
regulated service, and a determination of whether, in view of the 
demand for the regulated setvices and the level of competition, it is 
reasonable to assume that rat& set at levels that will recover the 
operations’ costs can be charged to and collt.ced from customers. 
This final criterion requires consideration ai anticipatfd changes in 
levels of demand or competition, direct and indirect, during the 
recovery period for any capitalized costs If facts and circumstances 
change so that a portion of Duke Energy‘s regulated operations meet 
all of the scope criteria when such criteria had not been previously 
met, regulatory accounting treatment would be reapplied to all or a 
separable portion of the operations. Such reapplication includes 
adjusting the balance sheet for amounts that m e t  the definition of a 
regulatory asset or regulatory liability Refer to the following section 
titled, “Reapplication of Regulatory Accounting Treatment to Portions 
of Generation in Ohio.” 

. 
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Fuel Cost Deferrals. 

Fuel expense includes fuel costs or other recoveries thaf are 
deferred through fuel clauses established by Duke Energy's regulaton 
These clauses allow Duke Energy to recover fuel costs, fuel-related 
costs and portions of purchased power costs through surcharges on 
customer rates These defend fuel costs are recognized in revenues 
and fuel expenses as they are billable to customers 

Reapplication of Regulatory Accounting Treatment to Pertions of 
Generation in Ohio. 

Commercial Power's generation operations in the Midwest 
include generation assets located in Ohio that are dedicated to serve 
Ohio native load customers. These assets, as excess capacity allows, 
also generate revenues through sales outside the native load 
customer base, and such revenue is termed non-native. 

Prior to December 17, 2008, Commercial Power did not apply 
regulatory accounting treatment to any of its operations due to the 
comprehensive electric deregulation legislation passed by the state of 
Ohio in 1999. As discussed further in Note 4, in April 2008, new 
legislation, Ohio Senate Bill 221 (SB 221), was passed in Ohio and 
signed by the Governor of Ohio on May 1, 2008 The new law 
codified the Public Utilities Cnmmission of Ohio's (PUCO) authority to 
approve an electric utilrty's standard service offer either through an 
Electric Security Plan (ESP) or a Market Rate Op~on (MRO), which is 
a price determined through a competitive bidding procs.  On 
July 31, 2008, Duke Energy Ohio filed an ESP and, with certain 
amendments, the ESP was approved by the PUCO on December 17, 
2008 The approval of the ESP on December 17,2008 resulted in 
the reapplication of regulatory accounting treatment to certain 
portions of Commercial Power's operations as of that date The ESP 
became effective on .January 1, 2009. 

Commercial Power operated under a Rate Stabilization Plan (RSP), 
which was a markei-based standard service offer. Although the RSP 
contained certain tmckers that enhanced the potential for cost 
recovery, there was no assurance of stranded cost recovery 
expiration of the RSP on December 31,2008 since it was 
anticipated that there would be a move to full competitive markets 
upon the expiration of the RSP. Accordingly, Commerciai Power did 
not apply regulatory accounting treatment to any of its generation 
operations priorto December 17, 2008. In connection with the 
approval of the ESP, Duke Energy reassessed whether Cammercial 
Power's generation operations met the criteria for regulatory 
accounting treatment as SB 221 substantially increased the PUCOs 
oversight authority over generation in the state of Ohio, including 
giving the PUCO complete approval of generation rates and the 
establishment of an earnings test to determine if a trtility has earned 
significantly excessive earnings. Duke Energy determined that certain 
costs and related rates (riders) of Commercial Power's operations 
related to generation serving native load met the neQssary 
accounting criteria for regulatory acmunting beatment as SB 221 

From January 1,2005 through December 31,2008, 

. 

and Duke Energy Ohio's approved ESP enhanced the recovery 
mechanism for certain costs of its generation serving native load and 
increased the likelihood that these operations will remain under a cost 
recovery model for certain costs for the remainder of the ESP period 

Under the ESP, Commercial Power bills for its native load 
generation via numerous riders. SB 221 and the ESP resulted in the 
approval of an enhanced recovery mechanism for cer!ain of these 
riders, which includes, but is not limited to, a pricetocornpare fuel 
and purchased power rider and certain portions of a price-tocompare 
cost of environmental compliance rider. Accordingly, C3xnmercial 
Power began applying regulatory accounting treatment to the 
corresponding RSP riders that enhanced the recovery mechanism for 
recovery under the ESP on December 17, 2008. The remaining 
portions of Cnmrnercial Power's Ohio native load generation 
operations, revenues from which are reflected in rate riders for which 
the ESP d m  not specifically allow enhanced recovery, as well as all 
generation operations associated with non-native customers, 
including Cammercial Power's Midwest gas-fired generation assets, 
continue to not apply regulatory accounting as those operations do 
not meet the necesary amunting criteria. Moreover, generation 
remains a competitive market in Ohio and native load customers 
continue to have the ability to switch la alternative suppliers for their 
elechic generation service. As customers switch, there Is a risk that 
some or all of the regulatory assets will not be recovered through the 
established riden In assessing the probability of recovery of its 
regulatory assets established for its native load generation operations, 
Duke Energy continues to monitor the amount of native load 
customers that have switched to alternative suppliers At 
December 31,2009, management has concluded that the 
established regulatory assets are still prohable of recovery even 
though there have been increased levels of customer switching 

Despite certain portions of the Ohio native load operations not 
meebng the criteria for applying regulatory accounting treatment, all 
of Commercial Power's Ohio native load operations' rates are subject 
to approval by the PUCO, and thus these operations are referred to 
herein as Commercial Power's regulated operations. Accordingly, 
beginning January 1, 2009, these revenues and corresponding fuel 
and purchased power expenses are recorded in Regulated Electric 
within Operating Revenues and Fuel Used in Electric Generation and 
Purchased Power - Regulated within Operating Expense, 
respectively, on the Consolidated Statements of Operations 

The reapplication of regulatory amunting treatment to 
generation in Ohio on December 17, 2008, as discussed above, 
resulted in an approximate $67 million after-tax (approximately 
$103 million pretax) extraordinary gain related to mark-ta-market 
losses previously recorded in earnings associated with open forward 
native load economic hedge contractsfor fuel, purchased power and 
emission allowances, which the RSP and ESP allow to be rmvered 
through a fuel and purchase power (FPP) rider. There were no other 
immediate income statement impacts on the date of reapplication of 
regulatory accounting A corresponding regulatory asset was 
established for thf? value of these contracts. 
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Cash and Cash Equivalents. Energy Kentucky The new gas storage agreements will expire on 
October 31, 2011 

All highly liqiiid investments with maturities of three months or 
less at the date of acquisition are considered cash equivalents 

Investments in Debt and Equity Securities. 

Restricted Cash. Duke Energy classifies invcstments into two categories - 

At Decemher 31,2009 and 2008, Duke Energy had 
approximately $38 million and $85 million, respectively, of restricted 
cash related primarily to proceeds from debt isuances that are held 
in tnist for the purpose of hinding future environmental construction 
or maintenance expenditures Restricted cash balances are reflected 
within both Other within Current Assets and Other within Investments 
and Other Assets on the Consolidated Balance Sheets 

lnvento!y. 

trading and available-for-sale Trading securities are reported at fair 
value in the Consolidated Balance Sheets with net realized and 
unrealized gains and losses included in earnings each period 
Available-for-sale securities are also reported at fair value on the 
Consolidated Balance Sheets with unrealized gains and losses . 
included in Accumulated Other Comprehensive Income (AOCI) or a 
regulatory asset or liability, unless it is determined that the carrying 
value of an investment is other-than-temporarily impaired Other- 
than-temporary impairments related to equity securities and the credit 
loss portion of debt securities are included in earnings, unless 
deferred in accordance with regulatory accounting treatment 
Investments in debt and equity securities are classified as either short- 
term investments or long-term investments based on management's 
intent and ability to sell these securiies, taking into consideration 
illiquidity factors in the current markets with respect to.ceitain 
investments that have historically provided for a high degree of 
liquidity, such as investments in auction rate debt securities 

and equity securities, including investments held in the Nuclear 
Decommissioning Trust Fund (NDTF) 

Inventory is comprised of amounts presented in the table below 
and is rmrded primarily using the average cost method Inventory 
related to Duke Energy's regulated operations is valued at historical 
cost consistent with ratemaking treatment. Materials and supplies are 
recorded as inventory when purchased and subsequently charged to 
expense or capitalized to plant when installed. Inventory related to 
Duke Energy's non-regulated operations is valued at the lower of cost 
or market. 

See Note 10 for further information on the investments in debt 

Components of Inventory 

December 3 1 

fin millions\ 2009 2008 

Materials and supplies $ 705 $ 661 
Coal held for electric generation 740 471 
Natural cas 62 3 

Total inventory $1,515 $1,135 ----- 

Effective November I ,  2008, Duke Energy Ohio and Duke 
Energy Kentucky executed agreements with a third party to transfer 
title of natural gas inventory purchased by Duke Energy Ohio and 
Duke Energy Kentucky to the third party Under the agreements, the 
gas inventory was stored and managed for Duke Energy Ohio and 
Duke Energy Kentucky and was delivered on demand As a result of 
the agreements, the combined natural gas inventory of approximately 
$81 million being held by a third party as of December 31, 2008 
was classified as Other within Current Assets on the Consolidated 
Balance Sheets 

Ortober 31, 2009 Effechve November I, 2009, Duke Energy Ohio 
and Duke Energy Kentucky executed agreements with a different 
third patty Under the new agreements, the gas inventory is being 
stored and managed for Duke Energy Ohio and Duke Energy 
Kentucky and will he delivered on demand However, title of the 
natural gas inventoiy remains wrth Duke Energy Ohio and Duke 

DUKE ENERGY CORPORRTIDN I2W9 FORM 10-K 

The gas storage agreements noted above expired on 
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Goodwill. 

Duke Energy performs an annual goodwill impairment test as of 
August 31 each year and updates the test between annual tests if 
events or circumstances occur that would more likely than not reduce 
the fair value of a reporting unit below its carrying value Duke Energy 
performs the annual review for goodwill impairment at the reporting 
unit level, which Duke Energy has determined to be an operating 
segment or one levd helow. 

a two step process. Step one of the impairment test involves 
comparing the estimated fair values of reporting units with their 
aggregate carrying values, including goodwill. If the carrying amount 
of a reporting unit exceeds the reporting units fair value, step b o  
must be performed to determine the amount, if any, of the gwdwill 
impairment loss If the carrying amount is less than fair value, further 
testing of goodwill impairment is not performed. 

Step two of the gwdwill impairment test involves ramparing the 
implied fair value of the reporting unifs goodwill against the carrying 
value of the goodwill Under step two, determining the implied fair 
value of goodwill requires the valuation of a reporting units 
identifiable tangible and intangible assets and liabilities as if the 
reprting unit had been acquired in a business rambination on the 
testing date The difference between the fair value OF the entire 
reporting unit as determined in step one and the net fair value of all 

The annual test of the potential impairment of goodwill requires 
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identifiable assets and liabilities represents the implied fair value of 
goodwill The goodwill impairment charge, if any, would be the 
difference between the carrying amount of goodwill and the implied 
fair value of goodwill upon the completion of step two 

For purposes of the step one analyses, determination of 
reporting units' fair value is typically based on a combination of the 
income approach, which estimates the fair value of Duke Energy's 
reporting units based on discounted future cash flows, and the 
market approach, which estimates the fair value of Duke Energr's 
reporting units based on market comparable within the utility and 
energy industries. 

approximate $371 milllon goodwill impairment charge recorded 
during the year ended December 31,2009. 

See Note 11 for further information, including discussion of an 

Long-Lived Asset Impairments. 

Duke Energy evaluates whether longlived 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 
counes of action to recover the caying amount of a long-lived asset 
are under consideration, a probability-weighted approach is used for 
developing estimates of future undiscounted cash flows If the 
carrying value of the long-lived asset is not recoverable based on 
these estimated future undiscounted cash flows, the Impairment loss 
is measured as the excess of the carrying value of the asset over its 
fair value, such that the asset's carrying value is adjusted to its 
estimated fair value 

commonly accepted techniques, and may use more than one source. 
Sources to determine fair value include, but are not limited to, recent 
third party comparable sales, internally developed discounted cash 
flow analysis and analysis from outside advisors. Significant changes 
in market conditions resulting from events such as, among others, 
changes in rammodity prices or the condition of an asset, or a 
change in management's intent to utilize the asset are generally 
viewed by management as triggering events to reassess the rash 
flows related to the long-lived assets. 

impairment charge recorded during the year ended December 31, 
2009. 

Management a s s e s  the fair value of long-lived assets using 

See Note 11 for further information regarding a long-lived asset 

Property, Plant and Equipment. 

Property, plant and equipment are stated at the lower of 
histoncal cost less accumulated depreciation or fair value, if impaired 
For regulated Operations, Duke Energy rapitalizes all construchon- 
related direct labor and matenal costs, as well as indirect construchon 
costs Indirect cmts include general engineering, taxes and the cost of 

funds used during construction (see "Allowance for Funds Used 
During Construction (ARJDC) and Interest Capitalized," discussed 
below) The cost of renewals and betterments that extend the useful 
life of property, plant and equipment are also capitalized. The cost of 
repain, replacements and major maintenance proj+, which do not 
extend the useful life or increase the expected output of the asset, is 
expensed as incurred Depreciation is generally computed over the 
estimated useful life of the asset using the composite straight-line 
method The composite weighted-average depreciation rates, 
excluding nuclear fuel, were 3 30% for 2009, 3 11% for 2008, and 
3 19% for 2007 Depreciation studies are conducted penodirally to 
update the composite rates and are approved by the various state 
commissions. 

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 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 
accumulatd depreciation and amortization accounts are reduced. 
Any gain or loss is recorded in earnings, unless otherwise required by 
the applicable regulatory bady. 

See Note 14 for further information on the components and 
&'mated useful lives of Duke Energy's property, plant and 
equipment balance 

Nuclear Fuel. 

Amortization of nuclear fuel purchases is included within Fuel 
Used in Eldric Generation and Purchased Power-Regulated in the 
Clmsolidated Statements of Operations. The amortizaijon is recorded 
usingthe units-of-production method 

Allowance for Funds Used During Construction and Interest 
Capita!ized. 

Duke Energy records AFUDC, which represents the estimated debt 
and equity cosh of capital funds necessary to finance the 
construction of new regulated facilities. Both the debt and equity 
components of AFUDC are noncash amounts within the 
Consolidated Statements of Operations. AFUDC is capitalized as a 
component of the cost of Property, Plant and Equipment, with an 
offsetting credit to Other Income and Expenses, net on the 
Consolidated Statements of Operations for the equity component and 
as an offset to Interest Expense on the Consolidated Statements of 
Operations for the debt component. After construction is completed, 
Duke Energy is permitted to recover these costs through inclusion in 
the rate base and the corresponding depreciation expense or nuclear 
fuel expense 

Operations on an after-tax basis and is a permanent difference item 
for inmme tax purpmes (i e , a ljermanent difference between 
financial statement and income tax reporting), thus reducihg Duke 

In accordance with applicable regulatory accounting guidance, 

AFUDC equity is rmrded in the Consolidated Statements of 
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Energy's income tax expense and effective tax rate during the 
construction phase in which AFUDC equity is being recorded The 
effective tax rate is subsequently increased in future periods when the 
completed property, plant and equipment is placed in service and 
depreciation of the AFUDC equity commences See Note 6 for 
information related to the impacts of AFUDC equity on Duke Enerds 
effective tax rate. 

construction phase in accordance with the applirable accounting 
guidance. 

For non-regulated operations, interest is capitalized during the 

Asset Retirement Obligations. 

Duke Energy recognizes asset retirement obligations 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 for conditional asset retirement obligations. The 
term conditional asset retirement obligation refers to a legal obligation 
to perform an asset retirement activity in which the timing and (or) 
method of settlement are conditional on a future evenl 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 When recording an asset retirement obligation, the present 
value of the projected liability is recognized in the period in which it is 
incurred, if a reasonable estimate of fair value can be made The 
present value of the liability is added to the canying amount of the 
associated asset. This additional carrying amount is then depreciated 
over the estimated useful life of the asset. See Note 7 for further 
information regarding Duke Energy's asset retirement obiigafions 

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 Operating 
revenues include unbilled electric and gas revenues earned when 
service has been delivered hut not billed by the end of the accounting 
period Unbilled retail revenues are estimated by applying an average 
revenue per kilowatt-hour (kWh) or per thousand cubic feet (McD for 
all customer classes to the number of estimated kwh or Mds 
delivered but not billed lJnbill+ wholesale energy revenues are 
calculated by applying the contractual rate per megawatt-hour (MWh) 
to the number of estimated MWh delivered but not yet billed. 
lJnbilled wholesale demand revenues are calculated by applying the 
contractual rate per megawatt (MW) to the MW volume delivered but 
not yet billed. The amount of unbilled revenues can vary significantly 
from period b period as a result of numerous factors, including 
seasonality, weather, customer usage patterns and cusbmer mix. 
Unbilled reveniies, which are primarily recorded as Receivabltxs on 
the Consolidated Balance Sheets and exclude receivables sold to 
Cinergy Receivables Company, LLC (Cinergy Receivables), were 

~. 

appfaximately $460 million and $390 million at December 31, 
2009 and 2008, respectively Additionally, Duke Energy Ohio, Duke 
Energy Kentucky and Duke Energy Indiana sell, on a revolving basis, 
nearly all of their retail accounts receivable and a portion of their 
wholesale accounk receivable and related collections to Cinergy 
Receivables, a bankruptcy remote, special purpose entity that is a 
wholly-owned limited liability company of Cinergy Coip (Cinergy), a 
wholly-owned subsidiary of Duke Ene+yy. The securitization 
transaction was structured to meet the criteria for sale accounting 
treatment under the accounting guidance for transfen and servicing 
of financial assets and, accordingly, the transfers of receivables are 
accounted for as sales Receivables for unbillyd retail and wholesale 
revenues of approximately $238 million and $266 million at 
Decmnber 31, 2009 and 2008, respectively, were included in the 
sales of accounts receivables to Cinergy Receivables See Note 2 1  for 
additional information regarding Cinergy Receivables including the 
impacts of adoption of new accounting rules which require the 
consolidation of Cinergy Receivables, 

Accounting for Risk Management, Hedging Activities and Financial 
Instnrments. 

Duke Energy may use 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 and options All derivative 
instruments not designated as hedges and not qualifying for the 
normal purchasdnormal sale (NPNS) exception within the 
accounting guidance for derivatives are worded on the Consolidated 
Balance Sheds at their fair value. Duke Energy may designate 
qualifying derivative instruments as either cash flow hedges or fair 
value hedges, while others either have not been designated as 
hedges or do not qualify as a hedge (hereinafter referred to as 
undesignated contracts) For all contracts accounted for as a hedge, 
Duke Energy prepares formal documentation of the hedge in 
accordance with the accounting guidance for derivatives. In addition, 
at inception and at least wery three months thereafter, Duke Energj, 
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/ 
swap) and risk management strategy (commodity price rislflnterest 
rate risk) 

See Note 8 for additional information and disclosures regarding 
risk management acovities and derivative transactions and balances 

Captive Insurance 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 properly, business interniption and general 
liability Liabilities include provisions for estimated losses incurred but 
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not yet reported (IBNR), as well as provisions lor known claims 
which have been estimated on a claims-incurred basis. IBNR reserve 
estimates involve the use of assumptions and are primarily based 
upon historiral loss experience, industry data and other actuarial 
assumptions. Reserve estimates are adjusted in future periods as 
actual losses differ from historical experience 

Duke Energy, through its captive insurance entities, also has 
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 highercost debt obligations to finance regulated 
assets and operattons are amortized consistent with regulatory 
treatment of those items, where appropnate The amohzabon 
expense is recorded as a component of interest expense in the 
Consolidated Statements of Operations and is reflected as 
Depreciation and amortization within Net cash provided by operating 
activities on the Consolidated Statements of Cash flows 

Loss Contingencies and Environmental Liabilities. 

Duke Energy is involved in cehin legal and environmental 
matkrs that arise in the normal course of businw Contingent losses 
are recorded when it is determined that it is probable that a loss has 
occurred and the amount of the loss ran be reasonably estimated. 
When a range of the probable loss exists and no amount within the 
range is a better estimate than any other amount, Duke Energy 
records a loss contingency at the minimum amount in the range. 
Unless othelwise required by GAAP, legal fees are expensed as 
incurred. Environmental 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 Duke Energy expenses environmental expnditures related 
to conditions caused by past operations that do not generate current 
or future revenues Certain environmental expenses receive regulatory 
amounting treatment, under which the expenses are recorded as 
regulatory assets Environmental expenditures related to operations 
that generate current or future revenug are expensed or capitalized, 
as appropriate. 

See Note 16 for further information 

Pension and Other Post-Retirement Benefit Plans 

Duke Energy maintains qualified, nongualified and other post- 
retirement benefit plans See Note 20 for information related to Duke 

~~ 
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Energy's benefit plans, including certain accounting policies 
associated with these plans 

Severance and Special Termination Benefits. 

general, the longer a terminated employee worked prior to termination 
the greater the amount of Severance benefits. Duke Energy records a 
liability for involuntary severance once an involuntary Severance pian 
is committed to by management, or swner, if involuntary severances 
are probable and the related severance benefits can be reasonably 
estimated. For involuntary severance benefits that are incremental to 
its ongoing severance plari benefits, Duke Energy measures the 
obligation 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 benefrts under voluntaty severance programs 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 are recorded ratably over the remaining service periods 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. 

Guarantees. 

Upon issuance or modification of a guarantee, Duke Energy 
recognizes a liability at the time of issuance 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 redures the obligation over the term of the 
guarante or related contract in a systematic and rational method as 
risk is reduced under the obligation Any additional contingent loss for 
guarantee contracts subsequent to the initial recognition of a liability 
in accordance with applicable accounting guidance is accounted for 
and recognized at the time a loss is probable and the amount of the 
109 can be reasonably estimated 

agreements related to purchase and sale agreements and other types 
of contractual agreements with vendors and other third parties These 
agreements typiraliy cover environmental, tax, litigation and other 
matters, as weli as breaches of representations, warranti= and 
covenants Typically, claim may be made by third parties for vanous 
periods of time, depending on the nature of the claim. Duke Energy's 
potential exposure under these indemnification agreements can bange 
from a specified to an unlimited dollar amount, depending on the 
nature of the claim and the particular transaction See Note 17 for 
further information. 

Stock-Based Compensation. 

compensation cost is measured at the grant date, based on the fair 
value of the award, and is recognized as expense over the requisite 

Duke Energy has an ongoing severance plan under which, in 

Duke Energy has entered into various indemnification 

For employee awards, equity classified stock-based 
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service periorf, which generally begins on the date the award is 
gmnted through the earlier of the date the award vests or the date the 
employee k m e s  retirement eligible Share-based awards, 
including stock options, granted to employees that are already, 
retirement eligible are deemed b have vested immediately upon 
issuance, and therefore, compensation cost for those awards is 

required Deferred income taxes have been provided for temporary 
differences behveen the GAAP and tax carrying amounts of assets 
and liabilities These differences create taxable or taxdeductible 
amounts for future periods Investment tax credits (ITC) associated 
with regulated operations are deferred and are amortized as a 
reduction of income tax expense over the estimated useful lives of the 

recognized on the date such awards are granted See Note 19 for 
further information 

Other Liabilities. 

At December 31, 2009 and 2008, approximately $257 million 
and $195 million, resptictively, of liabilities associated with vacation 
accrued are included in Other within Current Liabilities on the 
Consolidated Balance Sheets. As of December 31,2009, this 
balance exceeded 5% of total current liabilities. 

Accounting Fer Purchases and Sales of Emission Allowances. 

Emission allowances are issued by the Environmental Protection 
Agency (EPA) at zero cost and permit the holder of the allowance to 
emit certain gaseous by-products of fossil fuel combustion, including 
sulfur dioxide (SO,) and nitrogen oxide (NO,) Allowances may also 
be bought and sold via third party transactions or consumed as the 
emissions are generated. Allowances allocated to or acquired by 
Duke Energy are held primarily for consumption. Duke Energy 
records emission allowances as Intangible &ets on its Consolidated 
Balance Sheets at cost and recognizes the allowances in earnings as 
they are consumed or sold Gains or losses on sales of emission 
allowances by regulated businwes that do not provide for direct 
recovery through a cost tracking mechanism and non-regulated 
businesses are presented on a net basis in Gains (Losses) on Sales of 
Other Assets and Other, net, in the accompanying Consolidated 
Statements of Operations. For regulated businesses that provide for 
direct remvery of emission allowances, any gain or loss on sales of 
recoverable emission allowances are included in the rate sbucture of 
the regulated entity and are deferred as a regulatory asset or liability 
Future rates charged to retail customefi are impacted by any gain or 
loss on sales of recoverafile emission allowances and, therefore, as 
the recovery of the gain or loss is recognized in operating revenues, 
the regulatory asset or liability related to the emission allowance 
activity is recognized as a component of Fuel Used in Electric 
Generation and Purchased Power-Regulated in the Consolidated 
Statements of Operations Purchases and sales of emission 
allowances are presented gross as investing activities on the 
Consolidated Statements of Cash Flows See Note 11 for discussion 
regarding the impairment of the carrying value of certain emission 
allowances in 2008. 

. .  

Income Taxes. 

Duke Energy and its subsidiaries file a consolidated federal 
income tax return and other state and foreign ~urisdictional returns as 

related properties. 
Duke Energy records unrecognized tax benefits for positions 

taken or expected to be taken on tax returns, including the decision to 
exclude certain income or transactions from a return, when a more- 
likely-than-not threshold is met for a tax position and management 
believes that the position will be sustained upon examination by the 
taxing authorities. Management evaluates each position based solely 
on the technical merits and facts and circumstances of the position, 
assuming the position will be examined by a taxing authority having 
full knowledge of all relevant information Duke Energy records the 
largest amount of the unrecognized tax benefit that is greater than 
50% likely of k i n g  realized upon settlement or elfective settlement 
Management considen 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 Zdministrative 
reviews that the taxing authority is required and expected to piform 
for the tax positions, (ii) Duke Energy does not intend to appeal or 
litigate any aspect of the tax position included in the completed 
examination, and (iii) it is remote that the taxing authority would 
examine or reexamine any aspect of the tax position See Note 6 for 
further information. 

Deferred taxes are not provided on translation gains and losses 
where Duke Energy expecls earnings of a foreign operation to be 
indefinitely reinvested 

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

Accounting far Renewable Energy 'Tax Credits and Grants Under 
the American Recovety Act of 2009. 

In 2009, The American Recovery and Reinvestment Act of 
2009 (the Stimulus Bill) was signed into law, which provides tax 
incentives in the form of ITC or cash grants for renewable energy 
facilities and renewable generation property either placed in sewice 
through specified dates or for which conslriiction has begun prior to 
specified dates Under the Stimulus Bill, Duke Energy may elect an 
ITC, which is determined based on a percentage of the tax basis of 
the qualified property placed in service, for property placed in service 
after 2008 and before 2014 (2013 for wind facilities) or a rash 
grant, which allows entities to elect to receive a cash grant in lieu of 
the ITC for certain property either placed in sewice in 2009 or 2010 
or for which construction begins in 2009 and 2010. When Duke 
Energy elects either the ITC or cash grant on Commercial Power's 
wind facilities that meet the stipulations of the Stimulus Bill, Duke 
Energy reduces the basis of the property recorded on the ,@nsoiidated 
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Balance Sheets by the amount of the ITC or cash gmnt and, 
therefore, the ITC or grant benefit is reccgnized ratably over the life of 
the asmiated asset. Additionally, certain tax credits and government 
grants received under the Stimulus Bill provide for an incremental 
initial tax depreciable base in excess of the cawing value for GAAP 
purposes, creating an initial deferred tax asset equal to the tax effect 
of one half of the ITC or government grant Duke Energy records the 
deferred tax benefit as a reduction to income tax expense in the 
period that the basis difference is created 

Excise Taxes. 

Dividend Restrictions and Unappropriated Retained Earnings. 

Duke Energy does not have any legal, regulatory or other 
restrictions on paying common stock dividends to shareholders 
However, as further described in Note 4, due to conditions 
established by regulators at the time of the Duke Energp/Cinergy 
merger in April 2006, certain wholly-owned subsidiaries have 
restrictions on paying dividends or otherwise advancing funds to 
Duke Energy At December 31,2009 and 2008, an insignificant 
amount of Duke Energy's consolidated Retained Earnings balance 
represents undistributed earnings of equity method investments. 

Certain excise taxes levied bystate or Iml governments are 
collected by Duke Energy from its customen These taxes, which are 
required to be paid regardless of Duke Energy's ability to collect from 
the customer, are accounted for on a g r w  basis. When Duke Energy 
ads as an agent, and the tax is not required to be remitted if it is not 
collected from the customer, the taxes are accounted for on a net 
basis Duke Energy's excise taxes accounted for on a gross basis and 
recorded as operating revenues in the accompanying Consolidated 
Statements of Operations were approximately $276 million, 
$278 million and $277 million for the years ended December 31, 
2009,2008 and 2007, respectively 

Foreign Currency 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 Ass& and liabilities of foreign 
operations, except for those whose functional currency is the 
U.S Dollar, are translated into U S. Dollaa at the exchange rates at 
period end. Translation adjustments resulting from fluctuations in 
exchange rates are included as a separate component of AOCi. 
Revenue and expense accounts of these operations are translated at 
average exchange rates prevailing during the year. Gains and loses 
arising from balances and transactions denominated in currencies 
other than the functional currency are included in the results of 
operations in the period in which they m u r  See Note 22 for 
additional information on gains and losses primarily associated with 
International Energy's remeasurement of certain cash and debt 
balances into the reporting entity's functional currency and 
transaction gains and losses 

Statements of Consolidated Cash Flows. 

Consolidated Statements of Cash Flows Cash flows from 
discontinued operations are mmbined with cash flows from 
continuing operations within operating, investing and financing cash 
flows within the Cansolidated Statements of Cash Rows. With respect 
to cash overdrafts, b o k  overdrafts are included within operating cash 
flows while bank ovedrafls are included within financing cash Rows 

Duke Energy has made certain classification elections within its 

New Accounting Standards. 

The following new accounting standards were adopted by Duke 
Energy during the year ended December 31, 2009 and the impact of 
such adoption, if applicable has been presented in the accompanying 
Consolidated Financial Statements: 

Financial Accounting Standam's Board's (FASB) Accounting 
Standards Codification (ASCJ 105 - Genemlly Accepfed 
Accounting Principles fASC 105). In June 2009, the FASB 
amended ASC 105 for the ASC, which identifies the sources of 
accounting principles and the framework for selecting the principles 
used in the preparation of financial statements of nongovernmental 
entities that are presented in conformity with GAAP Rules and 
interpretive releases of the Securities and Exchange Commission 
(SEC) under authority of federal securities laws are also sources of 
authoritative GAAP On the effective date of the changa to ASC 105, 
which was for financial statements issued for interim and annual 
periods ending aiier September 15, 2009, the ASC supersedes all 
thenexisting non-SEC accounting and reporting standards Under the 
ASC, ail of its content carries the same level of authority and the 
GAAP hierarchy includes only two levels of GAAP: authoritative and 
non-authoritative While the adoption of Uie ASC did not have an 
impact on the accounting followed in Duke Energy's consolidated 
financial statements, the ASC impacted the references to authoritative 
and non-authoritative accounting literature contained within the 
Notes 

ASC 805 -Business CombinationS fASC 805). In December 
2007, the FASB issued revised guidance related to the accounting for 
business combinations. This revised guidance retained the 
fundamental requirement that the acquisition method of amunting 
be used for all business combinations and that an acquirer be 
identified for each business combination This statement also 
established principles and requirements for how an acquirer 
recognizes and measures in its financial statements the identifiable 
assets acquired, the liabiiities assumed, any nonqntrolling (minority) 
interests in an acquiree, and any goodwill acquired in a business 
combination or gain recognized from a bargain purchase For Duke 
Energy, this revised guidance is applied prospectively to business 
combinations for which the acquisition date occurred on or after 
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January 1,2009 The impact to Duke Energy of applying this revised 
guidance for periods subsequent to implementation will be dependent 
upon the nature of any transactions within the scope of ASC 805 
The revised guidance of ASC 805 changed the accounting for income 
taxes related to prior business combinations, such as Duke Energy's 
merger with Cineyy. Effective .January 1, 2009, the r9olution of any 
tax contingencies relating to Cinergy that existed as of ihe date of the 
merger are required to be reflected in the Consolidated Statements of 
Operations instead of being reflected as an adjustment to the 
purchase price via an adjustment to goodwill 

ASC 810 - Consolidations [ASC 81121. In December 2007, 
the FASB amended ASC 810 to establish accounting and reporting 
standards for the noncontrolling (minority) interest in a subsidiary and 
for the deconsolidation of a subsidiary and to clarify 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 amendment also changed 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, this amendment established a single method of 
amunting for changes in a parent's ownership interest in a 
subsidiary that do not result in deconsolidation For Duke Energy, this 
amendment was effective as of .January 1,2009, and has been 
applied prospectively, except for certain presentation and disclosure 
requirements that were applied retrospectively The adoption of these 
provisions of ASC 810 impacted the presentation of noncontrolling 
interests in Duke Energy's Consolidated Financial Statements, as well 
as the calculation of Duke Energy's effective tax rate 

ASC 815 -Derivatives and Hedging (ASC 815). In March 
2008, the FASB amended and expanded the disclosure requiremen& 
for derivative inshments and hedging activities required under 
ASC 815. The amendments to ASC 815 requires qualitative 
disclosures about objectives and strategies for using derivatives. 
volumetric data, quantitative disclosures about fair value amounts of 
and gains and losses on derivative instruments, and disclosures 
about credit-risk-related contingent features in derivative agreements 
Duke Energy adopted these disclosure requirements as of January 1, 
2009. The adoption of the amendments to ASC 815 did not have 
any impact on Duke Energy's consolidated results of operations, cash 
flows or financial position. See Note 8 for the disclosures required 
under ASC 815. 

ASC 7.2 5 - Compensation -Retirement Benefits (ASC 
7151. In December 2008, the FASB amended ASC 715 to require 
more detailed disclosures about employers' plan assets, 
concentrations of risk within plan assets, and valuation techniques 
used to measure the fair value of plan assets. Additionally, companies 
will be required to disclose their pension assets in a fashion 
consistent with ASC 820 -Fair Value Adeasuremenk and 
Disclosures (i.e , Level 1, 2, and .3 of the fair value hierarchy) along 
with a roll-forward of the Level 3 values each year For Duke Energy, 
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these amendments to ASC 715 were effective for Duke Energy's 
Form 10-K for the year ended December 31, 2009 The adoption of 
these new disclosure requirements did not have any impact on Duke 
Energy's results of operations, cash Rows or financial position See 
Note 20 for the disclosures required under ASC 715 

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

820). Refer to Note 9 for required fair value disclosures. 
ASC 820 -Fair Value Measurrments and Disclosures (ASC 

ASC 825 -Financial Insirurnenis fASC 825). ASC 825 
permits, but does not require, entities to elect to measure many 
financial instruments and certain other items at fair value See 
Note 9 

ASC 860 - Tiansfen and SeNiCfI?g [ASC 860) and ASC 
810. In December 2008, the FASB amended the disclosure 
requirements related to transfers and servicing of financial assets and 
variable interest entities (VIES) to require public entities to provide 
additional disclosures about transfers of financial assets and to require 
public enterprises to provide additional disclosures about their 
involvement with VIES. Additionally, certain disclosures were required 
to be provided by a public enterprise that is (a) a sponsor that has a 
variable interest in a VIE and (b) an enterprise that holds a significant 
variable interest in a qualifyingspecial-purpose entity (QSPE) but was 
not the transferor (nontmnsferor enterprise) of financial assels to the 
QSPE. The new disclosure requirements are intended to provide 
greater transparency to financial statemknt users about a transferor's 
continuing involvement with transferred financial assets and an 
enterprise's involvement with VIES The new disclosure requirements 
were effective for Duke Energy beginning December 31, 2008 The 
additional requirements of ASC 810 did not have any impact on 
Duke Energy's consolidated results of operations, cash flows or 
financial position See Note 21 for additional information, 

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: 

ASC 715. In October 2006, the FASB issued accounting rules 
that changed the recognition and disclosure provisions and 
measurement date requirements for an employer's accounting for 
defined benefit pension and other post-retirement plans. The 
recognition and disclosure provisions require an employer to 
(1) recognize the funded status of a benefit plan - measured as the 
difference between plan assets at fair value and the benefit obligation 
-in its statement of financial position, (2) recognize as a 
component of other comprehensive income, net of tax, the gains or 
losses and prior service casts or credits that arise during the period 
but are not recognized as components of net periddic benefit cost, 
and (3) disclose in the notes to financial statements certain additional 
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information These new accounting rules did not change tile amounts 
recognized in the income statement as net periodic benefit cost Duke 
Energy recognized the funded status of its defined benefit pension 
and other post-retirement plans and provided the required additional 
disclosures as of December 31,2006. The adoption of these new 
accounting rules did not have a material impact on Duke Energy's 
consolidated results of operations or cash flows 

Under the new measurement date requirements, an employer is 
required to measure defined benefit plan assets and obligations as of 
the date of the employer's fiscal year-end statement of financial 
position (with limited exceptions) Historically, Duke Energy 
measured its plan assets and obligations up to three months prior to 
the fiscal yearend, 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 
the new accounting rules See Note 20 

ASC 740 --/name Taxes (ASC 7401. In July 2006, the 
FASB provided new guidance on accounting for income tax 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 This guidance prescribed 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 pariicular jurisdiction, as well 
as the taxability of transactions. Duke Energy adopted this new 
accounting guidance elfective January 1,2007. See Note 6 for 
additional information 

The following new Accounting Standard Updates (ASU) have 
been issued, but have not yet been adopted by Duke Energy, as of 
December 31, 2009: 

ASC 860. In June 2009, the FASB issued revised accounting 
guidance for transfers and sewicing of financial assets and 
extinguishment of liabilities, to require additional infomation a b u t  
transfers of financial assets, including securitization transactions, as 
well as additional information a b u t  an enterprise's continuing 
exposure to the risks related to transferred financial assets This 
revised accounting guidance eliminates the concept of a qualifying 
special-purpose entity (QSPE) and requires those entities which were 
not subject to consolidation under previous accounting rules to now 
be assessed for consolidation In addition, this accounting guidance 
clarifies and amends the demognition criteria for transfers of financial 
assets (including tmnsfers of portions of financial assets) and requires 
additional disclosures a b u t  a transferor's continuing involvement in 
transfered financial assets For Duke Enelgv, this revised accounting 
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guidance is effective prospectively for transfers of financial assets 
miirr ing on or after .January 1, 2010, and early adoption of this 
statement is prohibited. Since 2002, Duke Energy Ohio, Duke 
Energy Indiana, and Duke Energy Kentucky have sold, on a revolving 
basis, neariy all of their accounts receivable and related collections 
through Cinergy Receivables, a bankruptcy-remote QSPE The 
securitization transaction was structured to meet the criteria for Sale 

accounting treatment, and accordingly, Duke Energy has not 
consolidated Cinergy Receivables, and the transfen have been 
accounted for as sales Upon adoption of this revised accounting 
guidance, the accounting treatment and/or financial statement 
presentation of Duke Energy's accounts receivable securitization 
programs will be impacted as Cinergy Receivables will be 
consolidated by Duke Energy as of January 1,2010 See Note 21 for 
additional information 

ASC 8.Z0. In June 2009, the FASB amended existing 
consolidation accounting guidance to eliminate the euemplion from 
consolidation for QSPEs, and clarified, but did not significantly 
change, the criteria for determining whether an entity meek the 
definition of a VIE This revised accounting guidance also requires an 
enterprise to qualitatively asses the determination of the primary 
tmeficiary of a VIE based on whether that enterprise has both the 
power to direct matterj that most significantly impact the activities of 
a VIE and the obligation to absorb losses or the right to receive 
benefits of a VIE that could potentially be significant to a VIE. In 
addition, this revised accounting guidance modifies existing 
accounting guidance to require an ongoing evaluation of a VIE'S 
primary beneficiary and amends the types of events that trigger a 
reassessment of whether an entity is a VIE. Furthermore, this 
accounting guidance requirF?s enterprises to provide additional 
disclosures about their involvement with VIES and any significant 
changes in their risk exposure due to that involvement. For Duke 
Energy, this accounting guidance is effective beginning on .January 1, 
2010, and is applicable to all entities in which Duke Energy is 
involved with, including entities previously subject to existing 
accowting guidance for VIES, as well as any QSPES that exist as of 
the e:fective date. Early adoption of this revised accounting guidance 
is prohibited. Upon adoption of this revised accounting guidance, the 
accounting treatment and/or financial statement presentation of Duke 
Energy's amounts receivable securitization programs will be impacted 
as Cinergy Receivables will be consolidated by Duke Energy effective 
.Januaiy 1, 2010 Duke Energy is currently evaluating the potential 
impact of the adoption of this revised accounting guidance on its 
other interests in VIES and is unable to estimate at this time the 
impact of adoption on its consolidated results of operations, cash 
flows or financial position 
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2. BUSINESS SEGMENTS 

Duke Energy operates the following business segments, which 
are all considered reportable business segments: U.S. Franchised 
Electric and Gas, Commercial Power and International Energy. There 
is no aggregation of operating segments within Duke Energy's 
reportable business segments. 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 rwurces 
and evaluate performance 

U S Franchised Wectric and Gas generates, transmits, 
distributes and sells electricity in central and wesiern North Carolina, 
western South Carolina, central, north central and southern Indiana, 
and northern Kentucky 1I.S Franchised Electric and Gas alsn 
transmits, and distributes electricity in southwestern Ohio. 
Additionally, US. Franchised Electric and Gas transports and sells 
natural gas in southwestern Ohio and northem Kentucky It mnducls 
operations primarily through Duke Energy Carolinas, Duke Energy 
Ohio, Duke Energy Indiana and Duke Energy Kentucky These 
electric and gas operations aresubject to 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 PUCO, the Indiana 
Utility Regulatory Commission (IURC) and the Kentucky Public 
Service Commission (KPSC) The substantial majority of U.S. 
Franchised Electric and Gas' operations are regulated and, 
accordingly, these operations qualify for regulatory accounting 
treatment. 

Commercial Power owns, operates and manages power plants 
and engages in the wholesale marketing and procurement of electric 
power, fuel and emission allowances related to these plants as well 
as other contractual positions. Commercial Power's generation asset 
fleet mnsists of Duke Energy Ohio's regulated generation in Ohio and 
the five Midwestern gas-fired non-regulated generation assets that 
were a portion of the former Duke Energy North America (CJENA) 
operations Cammercial Power's assets, excluding wind energy 
generation assets, comprise approximately 7,550 net MW of power 
generation primarily located in the Midwestem 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. Effective Januaty 2009, the generation asset output 
in Ohio is contracted under the ESP through Decembr 31, 2011. As 
discussed further in Notes 1 and 4, beginning on December 17, 
2008, Commercial Power reapplied regulatory accounting treatmenl 
to certain portions of its operations due to the passing of SB 221 and 
the approval of the ESP Commercral Power also has a retail sales 
subsidiary, Duke Energy Retail Sales (DERS), which is certified by the 
PUCO as a Competltwe Retail Electnc Service (CRES) provider in 
Ohio DERS serves retail elechc customers in Southwest, West 

Central and Northem Ohio with generation and other energy services 
at competitive ra ts  During 2009, due to increased levels of 
customer switching as a result of the competitive markets in Ohio, 
DERS has focused on acquiring customers that had previously been 
served by Duke Energy Ohio under the ESP, as well as those 
previously served by other Ohio franchised utilities Commercial 
Power also develops and implements customized energy solutions 
Through Duke Energy Generation Services, Inc. and its affiliates 
(DEGS), Commercial Power develops, owns and operates electric 
generation for large energy consumers, municipalities, utilities and 
industrial facilities. DEGS currently manages 6,150 MW of power 
generation at 21 facilities throughout the 1J S In addition, DEGS 
engages in the development, construction and operation of wind 
energy projects. Currently, DEGS has approximately 735 net MW of 
wind energy generating capacity in Commercial operation, 
approximately 250 MW of wind energy under construction and more 
#an 5,000 MW of wind enerEy projects in development. DEGS is 
also developing transmission, solar and biomass projects. 

International Energy principally operates and manages power 
generation facilities and engages in sales and marketing of electric 
power and natural gas outside the US It conducts operations 
primarily through Duke Energy International, LLC and its afiiliates and 
its activities principally target 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 (MTBE), and Attiki Gas Supply S.A (Ath'ki), which is a natural 
gas distributor located in Athens, Greece See Note 12 for additional 
information related to the investment in Attiki subsequent to 
December 31,2009. 

The remainder of Duke Energy's operations is presented as 
Other. While it is not considered a business segment, Other primarily 
includes certain unallocated corporate costs, Bison Insurance 
Company Limited (Bison), Duke Energy's wholly-owned, captive 
insbrance subsidiary, Duke Energy's erfective 50% interest in the 
Crescent .JV (Crescent) and DukeNet Communications, LLC 
(DukeNel) and related telecommunications. Additionally, Other 
includes Duke Energy Trading and Marketing, LLC (DETM), which is 
40% owned by ExxonMobil and 60% owned by Duke Energy, and 
management is currently in the process of winding down. 
Unallocated corporate msts include certain costs not allocable to 
Duke Energy's reportable busin- segments, primarily governance 
costs, costs to achieve mergen and divestitures (such as the CinerEy 
merger and spin-off of Spectra) and costs associated with certain 
corporate severance programs Bison's principal activities as a raptive 
insurance entity include the insurance and reinstirance of various 
business risks and losses, such as property, business intenuption and 
genemiliability of subsidiaries and affiliates of Duke Energy On a 
limited basis, Bison also participates in reinsurance activities with 
certain third parties. Crescent, which develops and manages high- 
quality commercial, residential and multi-family real estate projects 
primarily in the Southeastern and Southwestern U S, filed Chapter 11 
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petitions in a U S Bankruptcy Court in June 2009 As a result of 
recording its proportionate share of impairment charges recorded by 

Msnagement evaluates segment performance based on earnings 
before interest and taxes from continuing operations (excluding 

Crescent during 2008, the rarrying value of Duke Energy's 
investment balance in Crescent is zero and Duke Energy discontinued 
applying the equity method of accounting to its investment in 
Crescent in the third quarter of 2068 and has not recorded its 
proportionate share of any Crescent earnings or losses in subsequent 
periods. See Note 12 for additional information related to Crescent 
DukeNet develops, owns and operates a fiber optic communications 
network, primarily in the Southeast U S , serving wireless, local and 
long-distance communicalions companies, internet service providers 
and other businesses and organizations 

Duke Energy's reportable business segments offer different 

certain corporate governance costs), after deducting amounts 
aiiributable io noncontrolling interests relaled to those profits (€BIT) 
On a segment basis, €BIT excludes discontinued operations, 
represents ail profits from continuing operations (both operating and 
non-operating) before deducting interest, \axes and certain allocated 
governance costs, and is net of the expenses attributable to 
noncontrolling interests related to those profits Segment €BIT 
includes transactions beheen rewrtable segments 

Cash, cash equivalents and shori-term investments are 
managed centrally by Duke Energy, so the associated interest and 
dividend income on those balances, as well as realized and 

produck and services or operate under different competitive 
environmenls and are managed separately Accounting policies for 
Duke €nerds segments are the same as those desctibsd in Note 1" 

unrealized gains and losses from foreign currency remeasurement 
and transactions, are excluded from the segments' EBiT 
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Business Segment Datala] 

Segment BIT/ 
Consolidated Income Capital and 

from Continuing Depreciation Invesiment 
Unaffiliated Intersegment Total Operations hefore and Expenditures and Segment 

(in millions) , Revenues Revenues Revenues Income Taxes Amorlization Acquisitions Assetscbl 

Year Ended December 31,2009 
U S Franchised Electric and Gas $ 9,392 $ 41 $ 9,433 $2,321 $1,290 $3,560 $42,763 
Commercial PoweP 2,109 5 2,114 27 206 688 7,345 

128 4,067 International Energy 1,158 - 1,158 365 81 

Total reportable segments 12,659 46 12,705 2,713 1,577 4,376 54,175 
Other 72 56 128 (251 ) 79 181 2,736 

- I29 Eliminations and reclassifications - (102) (102) 
Interest expense __ 
Interest income and otheP - 
Add back of noncontrolling interest 

- 

- __ 
__ - - - - (751) 

__ - 102 - - - 

component of reportable segment 
and Other E8lT - - - - 18 - - 

$12,731 $ - $12,731 $1,831 $1,656 $4,557 $57,040 

Year Ended December 31,2008 
U S Franchised Electric and Gas $10,130 $ 29 910,159 $2,398 $1,326 $ 3,650 $39,556 
Commercial Power 1,817 9 1,626 264 174 870 7,467 
International Enerev 1.185 __ 1.185 41 1 84 161 3,309 

.-- Totat consolidated 

Total reportable segments 13,132 38 13,170 3,073 1,584 4,661 50,332 
Other") 75 59 134 (568) 86 241 2,605 

140 Eliminations and reclassifications - (97) (97) 
Interest expense - __ 
Interest income and othe@ - - - 117 __ - 
Add back of nonmnbolllng interest 

- - - 
- - __ - (741) 
__ 

component of reportable segment 
and Oihrr FRIT - - __ - - - 10 

$13,207 $ - $13,207 $1*891-..-.------ $1,670 $4,922 $53,077 
Year Ended Decernber31,2007 
U S Franchised Electric and Gas $ 9,715 $ 25 $ 9,740 $2,305 $1,437 $2,613 $35,950 
Commercial Power 1,870 11 1,881 278 169 A42 6,826 
InternaOonaI Energy 1,060 - 1,060 388 79 74 3,707 

Total reportable segments 12@5 36 12,681 2,971 1,685 3,129 46,483 
OUier 75 92 167 (260) 61 153 3,176 

I__-____-- 

Total consolidated 

27 

__ - 201 - - 

___ - - Eliminations and reclassifications - (128) (128) 
Interest wpense 
Interest income and otherid) 
Add back of nonconimlling interest 

- - - - - - (685) 
/ - - 

component of reportable segment 
and Other EBIT - - 
Total consolidated , $12,720 -.----- $ - $12,720 $2,236 $1,746 $3,282 $49,666 

(a) Segment results exclude results of enlilia dazsfied as disconlinued opetations 
(b) incldes a s &  heid for sale and assets of entiUes in d6mntinued operalions See Nole 12 for dewriplion and canyingwtue of invesbrmts acwnled (or under vie qui& method of 

accwnting within each segment 
IC) Ar discussed IuiVler in Note 11, during the year ended December 31, 2009, Commercial Power remrded impairment &@es of apprnximaleiy 5413 million, which mnsi% pdmatily of 

a pxlwii l  impairment charge asx~ciaied with its Midwest nun-reguiatd generaliw, assets 
Id) Mer within inlerest lnmrne an3 o h  includes loreig curtency bansaction gaiw and Imes and additional rmnmnbiiing inteiest exp?nse no! allmted to Ihe segnent results. 
(e) k discussed further in Nole 12, Duke h ' ~ y  mrdel its pmprlionaie share of Impaimen! chaw remrded by Crezcent of appmimateiy $238 million during Ihe year ended 

Decembw31,2008 

- - - - 9 
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Geographic Data 

(in millions1 
Latin 

US. Americd~] Consolidated 

2009 
C2Jnsolidaied rcvenues $11,573 $1,158 $12,731 

2008 
Consolidated revenues $12,022 $1,185 $13,207 
Consolidated long-lived assets 37,866 2,065 39,931 
2007 

Consolidated long-lived assets 41,043 2,561 43,604 

Consolidated revenues $11,660 $3,060 $12,720 
Consolidated long-lived assets 33,746 2,298 36,044 

(a) Change In arnounb of long-lived assef.5 In lalin America is pnmnly due lo foidg? 
cunency translation adjuhmb on property. plant and equipment and other long. 
rived J%I balZflCes. 

3. ACQlJlSlTlONS AND DISPOSI'T'IONS OF 
BUSINESSES AND SALES OF OTHER ASSETS 

Acquisitions. 

as of the purchase date, and includes earnings from acquisitions in 
consolidated earnings after the purchase date. 

remaining approximate 24% noncontrolling interest in the AguayGa 
Integrated Energy Project (Aguaytia), lorated in Peru, for 
approximately $28 million Subsequent to this transaction, Duke 
Energy owns 100% of Aguaytia As the carryingvalue of the 
noncontrolling interest was approximately $42 million at the date of 
acquisition, Duke Energy's consolidated equity increased 
approximately $14 million as a result of this transaction. Cash paid 
for acquiring this additional ownership interest is included in 
Distributions to noncontrollipg interests within Net cash provided by 
(used in) financing activities on the Consolidaled Statements of Cash 
Flows 

In June 2009, Duke Energy acquired North Allegheny Wind, 
LLC (North Allegheny) in Westem Pennsylvania for approximately 
$124 million The fair value of the net assets acquire3 were 
determind primarily using a discounted cash tlow model as the 
output of North Allegheny is contracted tor 23 
price purchased power agreement Substantially all of the fair value of 
the acquired net assets has been attributed to property, plant and 
equipment There was no goodwill associated with this tmnsaction. 
North Allegheny owns 70 MW of power generating assets that began 
commercially generating electricity in the third quarter of 2009. 

On September 30, 2008, Duke Energy completed the purchase 
of a portion of Saluda River Electric Cooperative, Inc 's (Saluda) 
ownership interest in the Catawba Nuclear Station. Under the terms 
of the agreement, Duke Energy paid approximately $150 million for 
the additional ownership interest in the Catawba Nuclear Station. 
Following the closing of the transaction, Duke Energy owns 
approximately 19% of the Catawba Nuclear-Station. No goodwill was 

Duke Energy consolidates assets and liabilities from acquisitions 

In June 2009, Duke Energy conipleted the purchase of the 

years under a fixed 

DUKE ENERGY CORPORATiON / 2009 FORM 1 0 4  

recorded as a result of this transaction See Note 4 for discussion of 
the NCUC and the PSCSC approval of Duke Energy's petition 
requesting an accounting order to defer incremental costs incurred 
from the purchase of this additional ownership interest 

In September 2008, Duke Energy acquired Catamount Energy 
Corporation (Catamount), a leading wind power company located in 
Rutland, Vermont. This acquisition included over 300 MW of power 
generating assets, including 283 net MW in the Sweetwater wind 
power facilily in West Texas, and 20 net MW of biomass-fueled 
cogeneration in New England and also included approximately 
1,750 MW of wind assets with the potential for development in the 
U S. and Unit& Kingdom. This transaction resulted in a purchase 
price of approximately $245 million plus the assumption of 
approximately $80 million of debt. The purchase accounting entries 
consisted of approximately $190 million of equity method 
investments, approximately $117 million of intangible assets related 
to wind development rights, approximately $70 million of goodwill, 
none of which is deductible for tax purposes, and approximateiy $80 
million of debt See "dispositions" below for a discussion of the 
subsequent sate of two projects acquired as part of the Catamount 
transaction. 

development assets of Energy Investor Funds from liena Energy. The 
purchase included more than 1,Mx) MW of wind assets in various 
stages of development in the Westem and Southwestern 1J.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. Three of the development projects, totaling 
approximately 240 MW, are located in Texas and Wyoming. Two of 
thhese projects went into commercial operation during 2008, with the 
other project beginning commercial operation in 2009 

Thepro forma resuils of operations for Duke Energy as if those 
acquisitions discllssed above which closed prior to December 31, 
2009 occuned as of the beginning of the periods presented do not 
materially diHer from reported results 

In May 2007, Duke Energy acquired the wind power 

Disoositions. 

In the first quarter of 2009, Duke Energy completed the sale of 
two United Kingdom wind projects acquired in the Catamount 
acquisition No gain or loss was recognizd on these transactions. As 
these projects did not meet the definition of a disposal group as 
defined within the applicable accounting guidance, these projects 
were not reflected as held for sale on the Consolidated Balance 
Sheets prior to the completion of the sale. 

natural gas businesses. See Note 1 and Note 13 for additional 
information. 

On January 2, 2007, Duke Energy completed the spin-off of its 

Other Asset Sales. 

For the year ended December 31,2009, the sale of other assets 
resulted in approximately $63 million in proceeds and net pretax 
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gains of approximately $36 million, which is recorded in Gains 
(Losses) on Saies of Other Assets and Other, net, in the Cnnsolidated 
Statements of Operations These gains primarily relate to sales of 
emission allowances by U S Franchised Electric and Gas and 
Commercial Power. 

resulted in approximately $87 million in proceeds and net pretax 
gains of approximately $69 million, which is recorded in Gains 
(Losses) on Sales of Other Assets and Other, net, in the Consolidated 

For the year ended December 31,2008, the sale of other assets 

Statements of Operations. These gains primariiy relate to Cnmmercial 
Power's sales of emission allowances 

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 approximately $5 million, which is recorded in Gains 
(Losses) on Saies of Other Assets and Other, net, in the Consolidated 
Statements of Operations These losses primarily relate to Commercial 
Power's sals of emission allowances that were written up to fair 
value in purchase accounting in connection with Duke Energ/s 
merger with Cinergy in April 2006. 
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4. REGULATORY MATTERS 

Regulatory Assets and Liabilities. 

The substantial majority of U S Franchised Electric and Gas' operations and certain porlions of Commercial Power's operations apply 
regulatoiy accounting treatment Accordingly, these businesses record assets and liabilities that result from the regulatd ratemaking process that 
would not be recorded under GAAP for non-regulated entities See Note 1 for further information 

Duke hew's Regulatory Asseis and Liabilities: 

As of Derrmber31, RecoveryRefund 
2o09 2008 Period Endsls) 

$ 557 $ 625 ("I 

(in millions) 
Regulatory Asset&) 
Net regulatory asset related to income taxeslc) 

ARO costs and NOTF assebb? 901 1,016 2043 

GasificaGon services agreement buyout costscd) 145 175 2018 
Deferred debt expenselc) 151 160 2039 
Vacation accrual(e) 142 137 2010 

Acuued pension and post retiremenn8" 1,295 1,261 lb) 

Regulatory transition charged" 73 138 2011 

Post-in-service carrying cosis and deferred operating expenseo", 95 101 IO) 

Undekmery of fuel mstsloc") 182 163 201 1 
Regional Transmission Organization (RTO) costsC" 16 20 w 
Hedge costs and oVler deferralSm):') 81 107 201 1 

Forward contracts to purchase emission allowances~l 2 33 201 1 

Overdistribution of Bulk Power Marketing sharing" 30 - 201 1 

38 36 lhl Storm cost deferralsld' 

Allen Steam StanonlSaluda River deferrals(hX" 63 - 201 4 

' '  ahe$h) 115 105 I 

$3,886 $4.077 
.I 

Total Regulatory Assets 

Regulatory Liabilities(* 

Nuclear property and liability reserves"xu 188 184 204.3 

Gas purchase cosW 29 14 2010 

Removal msts")fll $2,277 $2,162 14, 

Demandside management crntscixQ 156 134 IPI 
Accrued pension and other post-reiirement benefitsc' 91 ' 

Over-recovery of fuel costs@]@ 218 GO 201 1 
Under-distribution of Bulk Power Marketing sharingc" 13 23 2010 

- 0 1  

Commodity contract termination seitlemento 30 - 2014 
106 101 01 OUier" 

$3,108 $2,678 -- Total Regulatory Liabilities 
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Restrictions on the Ability of Certain Subsidiaries to Make 
Dividends, Advances and Loans to Duke Energy Corporation. 

As a condition to the Duke Energy and Cinergy merger approval, 
the PUCO, !he KPSC, the PSCSC; the IURC and the NCUC imposed 
conditions (the Merger Conditions) on the ability of Duke Energy 
Carolinas, Duke Energy Ohio, Duke Energy Kentucky and Duke 
Energy lndiana to transfer funds to Duke Energy through loans or 
advances, as well as restricted amounts available to pay dividends to 
Duke Energy. Duke Energy's public utility subsidiaries may not 
transfer funds to the parent through intercompany loans or advances; 
howwer, certain subsidiaries may transfer funds to the parent by 
obtaining approval of the respective state regulatory commissions. 
Additionally, the Merger Conditions imposed the following restrictions 
on the ability of the puhlic utility subsidiaries to pay cash dividends: 

Duke Energy Carolinas. Under the Merger Conditions, Duke 
Energy Carolinas must limit cumulative distributions to Duke Energy 
Corporation subsequent to the merger to (i) the amount of retained 
earnings on the day prior to the closing of the merger, plus (ii) any 
future earnings recorded by Duke Energy Carolinas subsequent to the 
merger. 

Ohio will not declare and pay dividends out of capital or unearned 
surplus without the prior authorization of the PUCO In September 
2009, the PUCO approved Duke Energy Ohio's request to pay 
dividends out of paid-in capital up to the amount of the pre-merger 
retained earnings and to maintain a minimum of 20% equity in its 

Duke Energy Ohio. Under the Merger Conditions, Duke Energy 

, 

-capital structure. 

Duke Energy Kentucky. Under the Merger Canditions, Duke 
Energy Kentucky is recjuired to pay dividends solely out of retained 
earnings and to maintain a minimum of 35% equity in its capital 
structure. 

Duke Energy Indiana. Under the Merger Conditions, Duke 
Energy Indiana shall limit cumulative distributions paid subsequent to 
the Duke Energy-Cinergy merger to (i) the amount of retained 
earnings on the day prior to the closing of the merger plus (ii) any 
future earnings recorded by Duke Energy Indiana subsequent to the 
merger. In addition, Duke Energy Indiana will not declare and pay 
dividends out of capital or unearned surplus without prior 
authorization of the IURC 

Additionally, certain other subsidiaries of Duke Energy have 
restrictions on their ability to dividend, loan or advance funds b Duke 
Energy due to specific legal or regulatory restrictions, including, but 
not iirnitedto, minimum working capital and tangible net worth 
requirements. 

A i  December 31,2009, Duke Energy's consolidated 
subsidiaries had restricted net assets of approximately $10 5 billion 
that may not be transferred to Duke Energy without appropriate 
approval based on the aforementioned merger conditions. 

US. Franchised Electric and Gas. 

Rate Related Information 

The NCUC, PSCSC. IURC snd KPSC approve rates for retail 
electric and gas services within their states. The PlJCO 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 Ohio (see. "Chmwciai Power" below). The FERC 
approves rates for electric sales to wholesale customers served under 
cost-based rates 

Duke Energy Carolinas North Carolina 2007 Rate Case. 

On December 20,2007, the NCUC issued its Order Approving 
Stipulation and Deciding Non-Settled lssucs (Order), which required 
that Duke Energy Carolinas' test period for operating costs reflect an 
annualized level of the merger cost savings actually experienced in ihe 
test period. However, the NCUC recognized that its treatment of 
merger savings would not produce a iair result Therefore, on 
February 18, 2008, the NCUC issued an order authorizing a 
12-month increment rider, beginning January 2008, of approximately 
$80 million designed to provide a more quitable sharing of the actual 
merger savings achieved on an ongoing basis. Duke Energy Carolinas 
implemented the rate rider effective January 1,2008 and terminated 
the rider eHective January 1,2009. 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. 

Duke Energy Carolinas 2009 N o N ,  Carolina Rate Case. 

On June 2, 2009, Duke Energy Carolinas filed an Application 
for Adjustment of Rates and Charges Applicable to Electric Service in 
North Carolina to increase rts base rates. The Appliration was based 
upon a historical test year consisting of the 12 months ended 
December 31, 2008 On Odober 20,2009, Duke Energy Carolinas 
entered into a settlement agreement with the North Carolina Public 
Staff Two organizations representing industrial customers joined the 
settlement on October 22,2009 The terms of the agreement include 
a base rate increase of $315 million (or approximately 8%) phased 
in primarily over a two-year period beginning January 1, 2010 In 
order to mitigate the impact of the increase on customers, the 
agreement provides for (i) a one-year delay in the collection of 
financing costs related to the Cliifside modernization project until 
.January I ,  201 I ;  and (ii) the acceleratwi return of certain regulatory 
liabilities to customers which lower the total impact to customer bills 
to an increase of approximately 7% in the near-ten. The proposed 
settlement included a 1.0 7% return on equity and a capital structure 
of 52 5% equity and 47.5% long-term debt Additionally, Duke 
Energy Carolinas agreed not to file anoVier rate Case before 2011 
with any changes to rates taking eHect no Swner than 2012. The 
NCUC approved the settlement agreement in full by order dated 
December 7, 2009. The new rates were effective and implemented 
on January 1, 2010 
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Duke Energy Carolinas 2009 South Carolina Rate Case 

On .July 27, 2009, Duke Energy Carolinas filed its Application 
for Authority to Increase and Adjust Rates and Charges for an 
increase in rates and charges in South Carolina including approval of 
a charge to customer bills to pay for Duke Energy Carolinas' new 
energy efficiency e&&. Parties to the proceeding include the South 
Carolina ORice of Regulatory Staff (ORs), the South Carolina Energy 
Users Committee (SCEUC), and the South Carolina Green Party 
Duke Energy Carolinas, ORS, and SCEUC filed a settlement 
agreement on November 24, 2009, recommending, 
(i) a $74 million increase in base rates, (ii) an allowed return on 
equity of 11% with rates set at a return on equity of 10 7% and 
capital structure of 53% equity, and (iii) various riders, including one 
that provides for the return of DSM charges previously collected from 
customers over three years, and another that provides for a storm 
reserve provision allowing Duke Energy Carolinas to collect $5 mitiion 
annually (up to a maximum funding level of $50 million 
accumulating in reserves) to be used against large storm costs in any 
particular period. On January 20,2010, the PSCSC approved the 
settlement agreement in full, including the cost remvery mechanism 
for the energy efficiency effort The new rates were effective 
February I, 2010. 

Duke Energy Ohio Electric Rate Filings. 

N e w  legislation (SB 221) codifies the PLJCO's authority to 
approve an electric utility's standard generation setvice offer through 
an ESP, which would allow for pricing structures similar to those 
under the historic RSP Elednc utilities are required to file an ESP and 
may also file an appliration for a MRO at the same time The MRO is 
a price determined through a competitive bidding process. SB 221 
provides for the PUCO to approve non-bypassable charges for new 
generation, including construction work-in-process from the outset of 
construction, as part of an ESP. The new law grants the PUCO 
discretion to approve single issue rate adjustments to distribution and 
transmission rates and establishes new alternative energy resources 
(including renewable energy) pNolio standards, such that a utility's 
porlfolio must consist of at least 25% of these resources by 2025. SB 
221  also provides a separate requirement for energy efiiciency, which 
must reduce a utility's load by 22% before 2025 A utility's earnings 
under the ESP are subject to an annual earnings test and the PUCO 
must order a refund if it finds that the utility's earnings significantly 
exceed tile earnings of benchmark companies with similar business 
and financial risks. The earnings test acfs as a cap to the ESP price 
SB 221 also limits the ability of a utility to transfer its designated 
generating assets to an exempt wholesale generator (EWG) absent 
PUCO approval On July .31, 2008, Duke Energy Ohio filed an ESP 
to be effective January 1, 2009 On December 17,2008, the PUCO 
issued its finding and order adopting a modified Stipulation with 
respect to Duke Energy Ohio's ESP filing The PUCO agreed to Duke 
Energy Ohio's request for a net increase in base generation revenues, 
before impacts of customer switching, of $36 million, $74 million 

~ 

and $98 million in 2009, 2010 and 201 1, respectively, including 
the termination of the residential and non-residential Regulatory 
Transition Charge, the recovery of expenditures incurred to deploy the 
SmartGrid infrastruclure and the implementation of save-a-watt The 
Stipulation also allowed Duke Energy Ohio to defer up to $50 million 
of certain operation and maintenance costs incurred at the 
W.C. Beckjord generating station for its continued operation and to 
amortize those casts over the three-year ESP period The PUCO 
modified the Stipulation to permit certain non-residential customers to 
opt out of utility-sponsored energy efficiency initiatives and to allow 
residential governmental aggregation customers who leave Duke 
Energy Ohio's system to avoid some charges. 

As discussed furlher below within "Commercial Power" and in 
Note 1, as a result of the approval of ihe ESP, effective December 17, 
2008, Commercial Power reapplied regulatory accounting to certain 
portions of its operations 

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 The application 
also requested approval to continue tracker recovery of costs 
associated with the accelerated gas main replacement program and 
an acceleration of the riser replacement program On February 28, 
2008, Duke Energy Ohio reached a settlement agreement with the 
PUCO Staff and all of the intervening parties on its request for an 
increase in natural gas base rates The settlement called for an 
annual revenue increase of approximately $18 million in base 
revenue, or 3% over current revenue, permitted continued recovery of 
costs through 2018 for Duke Energy Ohio's accelerated gas main 
and riser replacement program and permitted recovery of carrying 
costs on gas stored underground via its monthly gas cost adjustment 
filing. The settlement did not resolve a proposed rate design for 
residential customers, which involved moving more of the fixed 
charges of providing gas service, such as capital investment in pipes 
and regulating equipment, billing and meter reading, from the per 
unit charges to the monthly charge. On May 28,2008, the PUCO 
approved the ,settlement in its entirety and Duke Energy Ohio's 
proposed modified straight fixed-variable rate design 

Duke Energy Ohio Electric Distribution Rate Case. 

On June 25,2008, Duke Energy Ohio filed notice with the 
PUCO that it would seek a rate increase for electric delivery service to 
be effective in the second quarter of 2009. On December 22,2008, 
Duke Energy Ohio filed an application requesting deferral of 
approximately $31 million related to damage to its distribution 
system from a September 14,2008 windstorm, which wa5 granted 
by the PUCO. Accordingly, a $31 million regulatory asset was 
recarded in 2008. On March 31,2009, Duke Energy\Ohio and 
Parties to the case filed a Stipulation and Recommendation whidi 
settles all issues in the case. The Stipulation provided for a revenue 
increase of $55 million, or approximately a 2 9% overall increase. 
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The Parties also agreed that Duke Energy Ohio will recover any 
approved costs associated with the September 14, 2008 wind storm 
restoration through a separate rider recovery mechanism Duke 
Energy Ohio agreed to file a separate application to set the rider and 
the PUCO will review the request and deternine the appropriate 
amount of storm costs that should be recovered. The Stipulation 
includes, among other things, a weatherization and energy efficiency 
program, and recovely of distribution-related bad debt expenses 
through a rider mechanism The Stipulation was approved in its 
entirety by the PUCO on July 8, 2009 and rates were effective 
July 13,2009. On January 26,2010, the Ohio Supreme Court 
affirmed the PUCOs decision 

fluke Energy Kentucky Gas Rate Cases. 

In 2002, the KPSC'approved Duke Energy Kentucky's gas base 
rate rase which included, among other things, recovery of cos& 
associated with an accelerated gas main replacement program The 
approval authorized a tracking mechanism to recover certain cosb 
including depreciation and a rate of return on the program's capital 
expend&res.. 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 
rase 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 was attnbutable to recovery of the current cost 
of the accelerated gas main replacement program in base rates In 
June 2005, the Kentucky General Assembly enacted Kentucky 
Revised Statute 278 509 (KRS 278 5091, which specifically 
authonzes the KPSC to approve tracker recovery for utilities' gas main 
replacement programs In December 2005, the KPSC approved an 
annual rate increase and reapproved the tracking mechanism 
through 201 1 In February 2006, the Kentucky Attorney General 
appaled the KPSC's order to the Franklin Circuit Court, claiming that 
the order improperly allows Duke Energy Kentucky to inrrease its 
rates for gas main replacement costs in between general rate cases, 
and also claiming that the order improperly allows Duke Energy 
Kentucky to earn a return on investment for the costs recovered under 
the tracking mechanism which permits Duke Energy Kentucky to 
recover its gas main replacement msts 

In August 2007, the Franklin Circuit Court consolidated all the 
pending appeals and wled that the KPSC lacks legal authority to 
approve the gas main replacement backing mechanism, which was 
approved prior to the enactment of KRS 278 509 in 2005 To oate, 
Duke Energy Kentucky has collected approxlmately $9 million in 
annual rate adjustments under the tracking mechanism Per the 
KPSC order, Duke Energy Kentucky collected these revenues subject 
to refund pending the final outcome of this litigahon Duke Energy 
Kentucky and the KPSC have requested that the Kentucky Court of 
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Appeals grant a rehearing of its decision On February 5, 2009, the 
Kentucky Court of Appeals denied the rehearing quests of both 
Duke Energy Kentucky and the KPSC Duke Energy Kentucky filed a 
motion for discretionary review to the Kentucky Supreme Court on or 
about March 6, 2009 The Kentucky Supreme Court has accepted 
discretionary review of this case and merit briefs were filed bn 
October 19,2009 Duke Energy Kentucky filed ib reply brief on 
January 4,2010 

On July 1, 2009, Duke Energy Kentucky filed ib application for 
an approximate $18 million increase in base natural gas rates. Duke 
Energy Kentucky also proposed to implement a modified straight fixed- 
variable rate design for residential customers, which involves moving 
more of the fixed charges of providing gas service, such as capital 
investment in pipes and regulating equipment, billing and meter 
reading, from the volumetric charges to the fixed monthly charge. On 
November 19,2009, Duke Energy Kentucky and the Kentucky 
Atbmey General jointly filed a Stipulation and Recommendation 
reflecting their settlement of the gas raie rase. The Stiprilation and 
Recommendation refleck a revenue increase of $1.3 million, which 
reflected a10 375% Return on Equity. Duke Energy Kentucky agreed 
to withdraw its ra~uest for a straight fixed-variable rate design and to 
forego filing another gas rate case in the eighteen months following 
approval of the Stipulation and Recommendation. The KPSC issued an 
order approving the Stipulation and Recommendation on 
December 29, 2009 New rates went into effect January4, 2010 

Duke Energy Carolinas Energy Efticiency. 

On May 7, 2007, Duke Energy Carolinas filed its save-a-watt 
application with the NCUC. The savea-watt proposal is based on the 
avoided cost of generation not needed resultingfrom any successful 
Duke Energy Carolinas energy efficiency programs. On February 26, 
2009, the NCUC issued an order (i) approving Duke Energy 
Carolinas' energy efficiency programs; (iil requesting additional 
information on Duke Energy Carolinas' returns under eight different 
compensation scenarios; and Mi) authorizing Duke Energy Carolinas 
to implement ik rate rider pending approval of a final compensation 
mechanism by the NCUC. Duke Energy Carolinas filed the additional 
information requested by the NCUC on March 31,2009 On 
June 12, 2009, Duke Energy Carolinas filed with the NCUC a 
settlement agreement between Duke Energy Carolinas and the Public 
Staff and several environmental intervenoE. A hearing on the 
settlement was held on August 19, 2009 A Notice of Decision 
approving the settlement with modifications was issued on 
December 14,2009 Duke Energy Carolinas began offering energy 
conservation programs to North Carolina retail customers and billing a 
consektion-only rider on June 1, 2009. On Februay 10,2010, 
the NCUC approved the order in full 

In mid-October 2009, Duke Energy Carolinas b a n  offering 
demand response programs in North Carolina On January I, 2010, 
Duke Energy Carolinas began to bill the full Rider Energy Efficiency 
approved by the NClJC in its December 14, 2009 Notice of 
Decision. 



J 0 I NT APPLICANTS 
EXHIBIT A 
PAGE 117 

PART II 
r I 

DUKE ENERGY CORPORATION 
1 - -  ; 

Notes to Consolidated Financial Statements - (Continued) 

On May 6, 2009, the PSCSC approved Duke Energy Carolinas' 
request for (i) approval of conselvation and demand response 
programs; (ii) cancellation of certain existing demand response 
programs; (iii) deferral of the costs incurred to develop and implement 
the energy efficiency programs from June 1,2009 until the date 
these costs are reflected in electric rates; and (iv) assurance that Duke 
Energy Carolinas may true-up incentives for costs deferred pursuant 
to the petition in accordance with the PSCSC order on the appropriate 
compensation mechanism in Duke Energy Carolinas' 2009 general 
rate proceeding Duke Energy Carolinas began offering demand 
response and conservation programs to South Carolina retail 
customers effective June 1,2009. As described above, on 
January 20, 2010, the PSCSC approved Duke Energy Carolinas' cost 
recovery mechanism for energy efliciency The new rates were 
effective Fehruaiy 1, 2010. 

North Carolina and South Carolina are approved through 
December 31,2013 

The save-a-watt programs and compensation approach in both 

Duke Energy Ohio Energy Efficiency. 

Duke Energy Ohio filed the save-a-wait Energy Eifiriency Plan 
as part of its ESP filed with the PUCO, which was approved by the 
PUCO on December 17,2008, as discussed above, including 
allowing for the implementation of a new save a-watt energy 
eficienq cornpensation model However, the PLlCO determined that 
certain non-residential customers may opt out of Duke Energy Ohio's 
energy efiiciency initiative Applications for reheanng of this issue 
were denied by the PUCO and no further appeals of this issue have 
been taken The save-a-watt programs and compnsation approach 
in Ohio are approved through December 31, 2011 

Duke Energy Indiana Energy Efficiency. 

In October 2007, Duke Energy Indiana filed its petihon with the 
IURC requeshng approval of an alternative regulatoiy plan to increase 
its energy efficiency efforts in the state Duke Energy Indiana seeks 
approval of a plan that will be available to all customer groups and 
will compensate Duke Energy Indiana for venfied reductions in 
energy usage lJnder the plan, customers would pay for energy 
efficiency programs through an energy effiriency nder that would be 
included in their power bill and adjusted annually through a 
proceeding before the IURC The energy efficiency nder proposal is 
based on the savea-watt compensation model of avoided cost of 
generabon A number of parties have intervened in the proceeding 
Duke Energy Indiana has reached a settlement with all intervenors 
except one, the CiCIzens Action Coalition of Indiana, lnc (CAC), and 
has filed such settlement agreement with the IURC An evidenhary 
hearing with the IURC was held on February 27,2009 and 
March 2, 2009 On February 10, 2010, the IllRC approved the 
r e q u d  On December 9, 2009, the IlIRC issued an order 
concerning energy efficienq efforts within the state of Indiana 
wherein it required utilties, including Duke Energy Indiana, to 

promote a certain core set of energy efficiency programs through the 
use of a third party administrator that contracts directly with the 
utilities. The order also required enera usage reduction targets for the 
utilities, starting with 0 3% of sales in 2010 and increasing to 2% of 
sales in 2019. On February 10, 2010, the IURC issued an order 
approving the settlement with the OlJCC with some modifications 
The IURC approved Duke Energy Indiana's proposed programs and 
allowed for the save-a-watt model incentives for Core Plus programs 
The IURC also rejected a sebtlement agreement that allowed large 
industrial and commercial customers to opt out of utility sponsor& 
energy efficiency, finding that initially energy efficiency programs 
should be available to all customer classes 

Duke Energy Kentucky Energy Efficiency. 

On November 15, 2007, Duke Energy Kentucky filed its annual 
application to continue existing energy efficiency programs, consisting 
of nine residential and two commercial and industrial programs, and 
to trueup its gas and electric backing mechanism for recovery of lost 
revenues, program costs and shared savings. On February 11, 2008, 
Duke Energy Kentucky filed a motion to amend its energy efficiency 
programs On December 1,2008, Duke Energy Kentucky filed an 
application for a save-a-watt Energy Ef;iciency Plan The application 
seeks a new energy efficiency recovery mechanism similar to what 
was proposed in Ohio. On .January 27, 2010, Duke Energy 
Kentucky withdrew the application to implement savea-watt and 
plans to file a revised portfolio in the future. 

Duke Energy Carolinas Renewable Resources, 

On June 6, 2008, Duke Energy Carolinas filed an application 
with the NCUC seeking approval to implement a solar photovoltaic 
distributed generation program (Program) Duke Energy Carolinas 
proposed to invest $100 million over two years to install a total of 
20 MW of electricity generating solar panels on multiple North 
Carolina sites including homes, schwls, stores and factories. The 
Program will help Duke Energy Carolinas meet the requirement of 
North Carolina's Renewable Energy and Energy Efficiency Portfolio 
Standard (REPS). It will also enable Duke Energy Carolinas to 
evaluate the role of distributed generation on Duke Energy Carolinas' 
electrical system and gain experience in owning and operating 
renewable energy resources Because the Program involves the 
construction of electric generating facilities, Duke Energy Carolinas 
required a Certificate of Public Canvenience and Necessity (CPCN) 
from the NCUC The REPS statute provides for the recovery of costs 
Duke Energy Carolinas incurs to comply with its requirements, 
principally through an annual rate rider. 

In response to concerns raised by the Public Staff and various 
solar energy groups, Duke Energy Carolinas agreed to reduce the size 
of the Program to invest $50 million to install UP to 10 MW of solar 
photovoltaic capacity" On December 31, 2008, the NCUC issued its 
Order Granting CPCN Subject to Conditions. The conditions (i) reduce 
the program size from 20 MW to 10 MW (as previously agreed upon 
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by Duke Energy Carolinas); and (ii) limit program costs recoverable 
through the REPS rider to program costs equivalent to the cast of the 
third place bid in Duke Energy Carolinas' 2007 request for proposal 
for renewable energy. The Order left open the opportunity to recover 
the excess costs through other recovery mechanisms Based upon 
the revised size and availability of state and federal tax credits, Duke 

conducted by SERC Reliability Corporation On March 5, 2009, 
FERC presented its preliminary finding about the event to Duke 
Energy Carolinas and solicited Duke Energy Carolinas' responsive 
views about the event and the findings On March 27, 2009, Duke 
Energy Carolinas conveyed its responsive views to FERC Staff. This 
investigation could result in penalties being assessed 

Energy Carolinas estimates the limited amount of program costs 
recoverable through the REPS rider will result in a monthly charge of 
approximately $0 05 for residential customers 

On May 6, 2009, in response to Duke Energy Carolinas' 
request for reconsideration, the NCUC issued an Order allowing Duke 
Energy Carolinas to proceed with the Program and allovml Duke 
Energy Carolinas to recover all costs incurred in executing the 
Program through a combination of the REPS rider and base rates, 
subject to the NCUC's review of the reasonableness and prudence of 
Duke Energy Carolinas' execution of the Program. However, the 
NCUC declined to remove the limitation on costs recoverable through 
the REPS rider 

Capital Expansion Projects. 

Overview. 

U S. Franchised Electric and Gas is engaged in planning efforts 
to meet projected load growth in its service territories. Capacity 
additions may include new nuclear, integrated gasification mmbined 
cycle (IGCC), coal facilities or gas-fired generation units. Because of 
the long lead times required to developsuch asseis, 1J.S Franchised 
Electric and Gas is taking steps now to ensure those options are 
available 

- 
Duke Energy Carolinas Deferral of Cash William States Lee 111 Nuclear Station. 

On February 4,2009, Duke Energy Carolinas filed petitions 
with the NCUC and the PSCSC requesting an accounting order lo 
defer the incremental costs incurred from the September 2008 
purchase of an additional ownership interest in the Catawba Nuclear 
Station and certain post-in-service costs that are being or will be 
incurred in connection with the addition of the Allen Steam Station 
flue gas desulhxization equipment related to environmental 
compliance scheduled to go into Service in the spring of 2009. The 
costs Duke Energy Carolinas sought to defer are the incremental costs 
that are being incurred or will be incurred from the date these assets 
are placed in service to the date Duke Energy Cdrolinas is authorized 
to begin reflecting in rales the recovery of such costs on an ongoing 
basis. On February 25,2009, and March 31, 2009, the PSCSC and 
NCUC, respectively, approved the deferral of these costs. Duke 
Energy Carolinas began defemng costs in the first quarter 2009 
These costs are being recovered in the new rates effective January 1, 
2010 for North Carolina, and effeclive February 1,2010, for South 
Carolina 

On December 12, 2007, Duke Energy Czrolinas filed an 
application with the Nuclear Regulatory Cornmission (NRC), which 
has been docketed for review, for a combined Construction and 
Operating License (COL) for two Westinghouse APlOOO (advanced 
passive) reactors for the proposed William States Lee Ill Nuclear 
Station at a site in Cherokee County, South Carolina 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 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 wilh the proposed William States Lee Ill Nuclear Station 
The NCLlC 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 2007 reqtiests cover a total of 
up to $230 million in development costs through 2009, which is 
comprised of $70 million i n c u d  through December 31, 2007 plus 
an additional $160 million of anticipaied costs in 2008 and 2009 
The PSCSC approved Duke Energy Carolinas' William States Lee Ill 

Duke Energy Carolinas Broad River Energy Center. 

disturbance on its bulk elwtric system which initiated at the Broad 
River Energy Center, a generating station owned and operated by a 
third party The disturbance resulted in the tripping of six Duke 
Enugy Carolinas generating units and the temporary opening of five 
230 kilovolt (W transmission lines. The event resulted in no loss of 
load In September 2008 the FERC initiated a preliminary, 
non-public investigation to determine if there were any potential 
violations by Duke Energy Carolinas of the North American Electric 
Reliability Council Reliability Standards. This investigation was 
coordinated with an ongoing Compliance Violation Investigation 

Nuclear project development cost application on June 9, 2008, and 

On August 25, 2007, Duke Energy Carolinas experienced a 
the NCUC issued its approval order on .lune 11,2008 On July 24, 
2008, environmental intervenors filed motions to rescind or amend 
the approval orders issued by the NCUC and the PSCSC, and 
Duke Energy Carolinas subsequently filed responses in opposition to 
the motions. On August 13 and August 25,2008, the PSCSC and 
NCUC, respectively, denied the environmental intervenor motion. The 
NRC review of the COL application continues and the estimatd 
receipt of the COL is in mid 2013. Duke Energy Qrolinas filed with 
the Department of Energy (DOE) for a federal loan guarantee, which 
has the potential to significantly lower financing costs associated with 
the proposed William States Lee Ill Nuclear Station; however, it was 
not among the four projects selected by the DOE for the Rnal phase of 
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due diligence for the federal !oan guarantee program The project 
could be selected in the future if the program funding is expanded or 
if any of the current finalists drop out of the program. 

became effective May 3, 2007 The legislation 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 costs associated 
with nuclear or coal baseload generation, and the ability to recover 

South Carolina passed new energy legislation (S 4311 which 

Conservation Association, Natural Resources Defenses Council, and 
Sierra Club (collectively referred to as Citizen Groups) related to the 
constnic\ion of Cliffside Unit 6 

hazardous air pollutant (HAPS) emissions determination 
documentation including revised emission source information to the 
Division of Air Quality (DAQ) indicating that no maximum achievable 
control technology (MACT) or MACT-like requirements apply since 
Cliffside Unit 6 has been demonstrated to be a minor source of 

On Octokr 14, 2008, Duke Energy Carolinas submitted revised 

financing costs for new nuclear baseload generation in rates during 
construction through a rider The North Carolina General Assembly 
also passed comprehensive energy legislalion North Carolina Senate 
Bill 3 (SB 3) in July 2007 that was signed into law by the Governor 
on August 20, 2007 Like the South Carolina legislation, the 
North Carolina legislation provides cost recovery assurance, subject to 
prudency review, for nuclear project development costs as well as 
baseload generation construction costs. A utility may include 
financing cos$ related to construction work in progress for baseload 
plants in a rate case. 

Cliiside Unit 6. 

HAPs. 
After issuing a draft permit and holding public hearings on that 

draft permit in .January 2009, the DAQ issued the revised permit on 
March 1.3, 2009, finding that Cliffside Unit 6 is a minor source of 
HAPs and imposing operating conditions to assure that emissions 
stay below the major source threshold. In May 2009, four contested 
case petitions were filed appealing the March 1.3, 2009 final air 
permit. These four cases have been consolidated with each other and 
with the four consolidated cases filed in 2008, resulting in the 
dismissal of lwo of the four cases The same schedule will govem 
these cases with a hearing scheduled for June 2010 

On June 2, 2006, Duke Energy Carolinas filed an application 
with the NCIJC for a.CPCN to construct two 800 MW state of the art 
coal generation units at its existing Cliffside Steam Station in 
North Carolina. On March 21,2007, the NCUG issued an Order 
allowing Duke Energy Carolinas to build one 800 MW unit. On 
February 20, 2008, Duke Energy Carolinas entered into an amended 
and restated engineering, procurement, construction and 
commissioning services agrement, 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 relsted to a flue gas 
desulfurization system on an existing unit at Cliffside On 
February 27, 2009, Duke Energy Carolinas filed its latest updated 
cost estimate of $1 8 billion (excluding up to approximately $0 6 
billion of AFUDC) for the approved new Cliffside Unit 6. Duke Energy 
Carolinas believes that the overall cost of Cliffside Unit 6 will be 
reduced by approximately $125 million in federal advanced clean 
coal tax credits, as discussed further below. 

On .January 29, 2008, the North Carolina Department of 

Dan River and Buck Combined Cycle Facilities 

On June 29,2007, Duke Energy Carolinas filed with the NCUC 
preliminary CPCN information to construct a 620 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 620 MW combined cycle natural gas-fired generating 
facilily at its existing Buck Steam Station On December 14, 2007, 
Duke Energy Carolinas filed CPCN applications for the two combined 
cycle facilities. The NCUC consolidated its consideration of the two 
CPCN applications and held an evidentiary hearing on the 
applications on March 11,2008 The NCUC issued its order 
approving the CPCN applications for the Buck and Dan River 
combined cycle projects on June 5, 2008. On May 5, 2008, 
Duke Energy Carolinas entered into an engineering, construction and 
commissioning services agreement for the Buck combined cycle 
project, valued at approximately $275 million, with Shaw North 
Carolina, 1%. On November 5, 2008, Duke Energy Carolinas notiDed 
the NCUC that since the issuance of the CPCN Order, recent 
economic facton have caused increased uncertainty with regard to 

Environment and Natural Resources (DENR) issued a final air permit 
for the new Cliffside Unit 6 and on-site construction has begun. In 
March 2008, four contested case petitions, which have since been 
consolidated, were filed appealing the final air permit. On May 12, 
2009, the Administrative Law Judge issued rulings favorable to 
DENR and Duke Energy, dismissing several of petiionen’ claims and 
granting summary judgment against petitioners on other claims, 
resulting in the dismissal of two petitions and leaving two for hearing 
A hearing on remaining claims is scheduled for June 2010 See Note 
16 for a discussion of a lawsuit filed by the Southern Alliance lor 
Clean Energy, Environmental Defense Fund, National Parks 

forecasted load and near-term capital expenditures, resulting in a 
modification of the construction schedule On September 1, 2009, 
Duke Energy Carolinas filed with the NCUC further information 
clarifying the construction schedule for the two projects Under the 
revised schedule, the Buck ProjKt is expected to begin operation in 
combined cycle mode by the end of 201 1, hut without a phased-in 
simple cycle commercial operation The Dan River Project is expected 
to begin operation in combined cycle mode by the end of 2012, also 
without a phased-in simple cycle commercial operation On 
December 21, 2009, Duke Energy Carolinas entered into a First 
Amended and Restated engineering, constmction and commissioning 
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sewices agreement with Shaw North Carolina, Inc for $322 million 
which reflects the revised schedule. Based on the most updated cost 
estimates, total costs (including AFUDC) for the Buck and Dan River 
projects are approximately $660 million and $710 million, 
respectively 

authorizing construction of the Buck combined cycle natural gas-fired 
generating units, and on August 24, 2009, the DAQ issued a final air 
permit authorizing construction of the Dan River combined cycle 
natural gas-fired generation units 

On October 15, 2008, the DAQ issued a final air permit 

Edwardsport Integrated Gasification Combined Cycle (IGCC) Plant. 

On September 7, 2006, Duke Energy Indiana and Solrthern 
Indiana Gas and Electric Company d/b/a Vectren Energy Delivery of 
Indiana (Veclren) filed a joint petilion with the IURC seeking a CPCN 
for the constniction of a 630 MW IGCC power plant at Duke Energy 
Indiana's Edwardsport Generating Station in Knox County, Indiana. 
The facility was initially estimated to mst approximately $2 billion 
(including approximately $120 million of AFUDC). In August 2007, 
Vectren formally withdrew its participation in the IGCC plant and a 
hearing was conduct& on the CPCN petition based on Duke Energy 
Indiana owning 100% of the project On November 20, 2007, the 
IURC issued an order granting Duke Energy Indiana a CPCN for the 
proposed IGCC projed, approved the mt estimate of $1.985 billion 
and approved the timeiy recovery of costs related to the project. On 
January 25, 2008, Duke Energy Indiana received the final air permit 
from the Indiana Department of Environmental Management. The 
Citizens Action Coalition of Indiana, Inc , Sierra Club, Inc , Save the 
Valley, Inc , and Valley Watch, Inc , all intervenon in the CPCN 
proceeding. have appealed the air permit. 

On May 1, 2008, Duke Energy Indiana filed its first semi- 
annual IGCC Rider and ongoing review p r o d i n g  with the IURC as 
required under the CPCN Order issued by the IURC In its filing, 
Duke Energy Indiana requested approval of a new cost estimate for 
the IGCC Project of $2 35 billion (including approximately $125 
million of AFUDC) and for approval of plans to study carbon caphire 
as required by the IURC's CPCN Order On January 7, 2009, the 
IURC approved Duke Energy Indiana's request, including the new 
cost estimate of $2.35 billion, and cost recovery associated with a 
study on carbon capture Duke Energy Indiana was required to file its 
plans for studying carbon storage related to the project within 
60 days of the order. On November 3, 2008 and May 1, 2009. 
Duke Energy Indiana filed its second and third semi-annual IGCC 
riders, respectively, both of which were approved by the IURC in full. 

On November 24, 2009, Duke Energy Indiana filed a petition 
fur its fourth semi-annual IGCC rider and ongoing review proceeding 
with the IURC. Duke Energy has experienced design modifications 
and scope growth above what was anticipated from the preliminary 
engineering design, adding capital costs to the IGCC project 
Duke Energy Indiana lorecasted that the additional capital cost items 

would use the remaining contingency and escalation amounts in the 
current $2 35 billion cost estimate and add approximately 
$150 million, or about 6.4% to the total IGCC Project cost estimate, 
excluding the impad associated with the need to add more 
contingency Duke Energy Indiana did not request approval of an 
increased cost estimate in the fourth semi-annual update proceeding; 
rather, Duke Energy Indiana requested. and the IURC approved, a 
subdocket proceeding in which Duke Energy will present additional 
evidence regarding an updated estimated cost for the IGCC project 
and in which a more comprehensive review of the IGCC project could 
occur. The evidentiary hearing for the fourth semi-annual update 
proceeding is scheduled for April 6, 2010 In the cost estimate 
subdocket proceeding, Duke Energy Indiana will be filing a new cost 
estimate for the IGCC project on April 7, 2010, with its case-in-chief 
testimony, and a hearing is scheduled to begin August 10, 2010. 
Duke Energy Indiana continues to work with its vendors to update 
and refine the forecasted increased cost to complete the Edwardsport 
IGCC project, and curiFntly anticipates that the total mt increase it 
submits in the cost esiimate subdocket proceeding will be 
significantly higher than the $150 million previously identified. 

approval of its plans for studying carbon storage, sequestration and/or 
enhanced oil recovery for the carbon dioxide (CO,) from the 
Edwardsport IGCC facility on March 6, 2009 On July 7, 2009, 
Duke Energy Indiana filed its case-inchief testimony requesting 
approval for cost recovery of a $121 million site assessment and 
characterization plan for C0, sequestration options including deep 
saline sequestration, depleted oil and gas sequestration and 
enhanced oil recovery for h e  CO, from the Edwardsport IGCC facility. 
The OUCC filed testimony supportive of the continuing study of 
carbon storage, but recommended that Duke Energy Indiana break its 
plan into phases, recommending approval of only approximately 
$33 million in expenditures at this time and deferral of expenditures 
rather than cost recovery through a tiacking mechanism as proposed 
by Duke Energy Indiana Intervenor CAC recommended against 
approval of the carbon storage pian stating customen should not be 
required to pay fur research and dweloprnent costs Duke Energy 
Indiana's rebuttal testimony was filed October 30, 2009, wherein it 
amended its request to seek deferral of approximately $42 million to 
cover the carbon storage site assessment and characterization 
activities scheduled to orzur through approximately the end of 2010, 
with further required study expenditures subject to future ItJRC 
proceedings An evidentiary hearing was held on November 9, 2009, 
and an order is expected in the first half of 2010 

Under the Edwardsport IGCC CPCN order and statutory 
provisions, Duke Energy Indiana is entitled to recover the costs 
reasonably incurred in reliance on h e  CPCN Order. In December 
2008, Duke Energy Indiana entered into a $200 million engineering, 
procurement and construction management agreement with Bechtel 
Power Corporation and construction is underway 

Duke Energy Indiana filed a petition with the IURC requesting 
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Federal Advanced Clean Coal Tax Credits. 

Duke Energy has been awarded approximately $125 million of 
federal advanced clean coal tax credits associated with its 
construction of Cliffside Una 6 and approximately $134 million of 
federal advanced clean coal tax credits associated with its 
construction of the Edwardsprt IGCC plant In lvlarch; 2008, two 
environmental groups, Appalachian Voices and the Canary Coalib'on, 
filed suit against the Federal government challenging the tax credits 
awarded to incentivize certain ciean coal projects. Although 
Duke Energy was not a party to the case, ihe allegations center on 
the tax incentives provided for Duke Energy's Cliffside and 
Edwardsport project. The initial complaint alleged a failure to comply 
with the National Environmental Policy Act The first amended 
complaint, filed in August 2098, added an Endangered Species Act 
claim and also sought declaratory and injunctive relief against the 
DOE and the U S. Department of the Treasury. In November 2008, 
the District Court dismissed the case On September 23,2009, the 
District Caurt issued an order granting plaintiffs' motion to amend 
their complaint and denying, as moot, the motion for reconsideration 
Plaintiffs have filed their second amended complaint The Federal 
government has moved to dismiss the second amended complaint; 
the motion is pending 

. .  
I )  

Other US. Franchised Electric and Gas Matters. 

Duke Energy Carolinas City of Orangeburg, South Carolina 
Wholesale Sales. 

OnlJune 28, 2008, Duke Energy Carolinas filed notice with the 
NClfC that it intended to sell electricity to the City of Orangeburg, 
South Carolina (City of Orangeburg), a wholesale customer, at native 
load priority. Duke Energy Carolinas and the City of Orangeburg also 
filed a joint petition asking the NCUC to declare that the City of 
Orangeburg contract and all future Duke Energy Carolinas native load 
priority wholesale contracts will be treated for ratemaking and 
reporting purposes in the same manner as such existing wholesale 
contracts (i e., revenues from those contracls will be allocated to 
wholesale jurisdiction and costs will be allocated to wholesale 
jurisdiction based on system average costs) On March 30, 2009, 
the NCUC issued itsorder in which it concluded that Duke Energy 
Carolinas can'pmeed with the CiLy of Orangeburg contract at its own 
risk; however, Duke Energy Carolinas cannot treat the City of 
Orangeburg's load as Duke Energy Carolinas' native load for rate 
setting purposes. Further, the NCUC concluded that based on the 
evidence presented, a future Commission should allocate costs based 
upon incremental costs in any future ratemaking case. The NCUC 
distinguished the City of Orangeburg from wholesale customers that 
have been historically served by Duke Enerpy Carolinas because the 
City of Orangeburg has not shared in the costs of Duke Energy 

hol inas terminated the system average contract with the City of 
OmngebIJrg in April 2009 per the allowed contmctual provisions The 

1 Carolinas' existing system Due to the NCUC ruling, Duke Energy 

City of Orangeburg then terminaied its contingency contract with 
Duke Energy Carolinas at incremental pricing and informed Duke 
Energy Carolinas that it would take service from South Carolina 
Electric and Gas Cnmpany via a newly executed agreement through 
the end of 2010 On April 29, 2009, Duke Energy Carolinas and the 
City of Orangeburg filed a Notice of Appeal with the North Carolina 
Court of Appeals and briefs were filed with the Court of Appeals on 
December 16, 2009. The City of Fayetteville and ElectriCities filed 
briefs in support of Duke Energy Carolinas' and City of Orangeburg's 
positions. Briefs for the appellees are due on February 17, 2010 
Additionally, on July 2, 2009, the City of Orangeburg filed a Petition 
for Declaratory Order with the FERC seeking relief from the NCUC 
Order on various grounds, including violation of the Public Utility 
Regulatory Policies Act voluntary coordination provisions and federal 
preemption. The NCUC, the Public Staff and the Attorney General, 
Progress Energy, the National Association of Regulatory Utility 
Commissionen, Occidental Power Marketing and ihe North Carolina 
Waste Awareness Network (WARN) have intervened in opposition to 
the Petition. The City of Fayetteville and Electricities have intervened 
in favor of Orangeburg's position, as has the American Public Power 
Association. Duke Energy Carolinas and NC Electric Membership 
Cooperative have also intervened, but expressed no position on the 
Petition 

Duke Energy Carolinas Wholesale Sales. 

On September 3, 2009, Duke Energy Carolinas filed advance 
notice of its intent to serve Central Electric Power Cooperative, Inc as 
an additional wholesale customer at native load priority and at system 
average cost The load to be served consists of load historically served 
by Duke Energy Carolinas until rxently On September 11, 2009, 
the Public Staff filed ib response to the advance notice, indicating 
that it did not object to the advance notice filing and further indicating 
that it was unlikely $at the Public Staff would in a fiiture rate 
proceeding recommend that costs associated with the Gntral Electric 
Power cooperative, lnc. contract be allocated on anything other than 
system average cost. On October 5, 2009, the WARN filed a petition 
to intervene in the proceeding arguing that the extension of Duke 
Energy Carolinas' service area through wholesale sales is not in the 
best interests of Duke Energy Carolinas' customers. On 
November 10,2009, the NCUC issued an order rejecting WARNS 
objection and permitting Duke Energy Carolinas to proceed with the 
proposed agreement. 

Duke Energy Carolinas has also filed advance notices of its 
intent to serve additional wholesale customers; namely, the City of 
Greenwoad, South Carolina, and Haywood Electric Membership 
Coip , at native toad priority Given that these wholesale customers 
were historically served by Duke Energy Carolinas for a portion of 
their load, Duke Energy Carolinas will seek to distinguish these 
contmcts from the 6rangeburg decision. On July 20, 2009, the 
NCUC issued an order concluding that Duke Energy Carolinas can 
proceed with the Greenwood purchased powei agreement and that 
Greenwood's load may be treated the same as retail native load. - 
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Duke Energy Indiana SmartGrid and Distributed Renewable 
Generation Demonstration Project. 

Duke Energy Indiana filed a petition and case-inzhief testimony 
supporting its request to build an intelligent distribution grid in 
Indiana. The proposal requests approval of distribution formula rates 
or, in the alternative, a SmartGrid Rider to recover the return on and 
of the capital costs of the build-out and the recovery of incremental 
operating and maintenance expenses and lost revenues The peD'tion 
also includes a pilot program fur the installation of small solar 
photovoltaic and wind generation on customer sites, for 
approximately $10 million over a threeyear period Duke Energy 
Indiana filed supplemental testimony in January 2009 to reflect the 
impacts of new favorable tax treatment on the cast'benefit analysis for 
SmartGrid. The intervenors filed testimony generally supporting 
SmartGrid, but claimed that Duke Energy Indiana's plan was too fast 
and too large, with not enough customer benefits in terms of time 
differentiated rate options and behind-the-meter energy management 
systems The intervenors also opposed the distribution formula rate 
and the rider request claiming that costs should k recovered in a 
base rate case, or possibly defend. Duke Energy Indiana filed 
rebuttal testimony agreeing to slow its deployment, and agreeing to 
work with the parties mllabomtively to design time differentiated rate 
and energy management system pilots. On June 4, 2009, 
Duke Energy Indiana filed with the IURC a settlement agreement with 
the OUCC, Ihe CAC. Nucor Corporation, and the Duke Energy 
Indiana Industrial Group which provided for a hi11 deployment of 
Duke Energy Indiana's SmartGrid initiative at a slower pace, including 
cost recovery through a tracking mechanism The settlement alw 
included increased reporting and monitoring requirements, approval 
of Duke Energy Indiana's renewable distributed generation pilot and 
the creation of a collaboralive design to initiate several time 
differentiated pricing pilots, an electric vehicle pilot and a home area 
network pilot. Additionally, the settlement agreement provided for 
tracker recovery of the costs associated with the SmartGrid initiative, 
subject to cost recovery caps and a termination date for the tracker 
The tracker will also include a reduction in costs associated with the 
adoption of a new depreciation study An evidentiary hearing was 
held on .June 29,2009 On November 4, 2009, the IURC issued an 
order that rejected the settlement agreement as incomplete and not in 
the public interest The IURC cited the lack of defined benefits of the 
programs and encouraged the parties to continue the collaborative 
process outlined in the settlement or to consider smaller scale pilots 
or phased-in options The IURC required the parties to present a 
procedural schedule within 10 days to address the underlying relief 
requested in the cause, and to supplement the record to address 
issues regarding the American Recovery and Reinvestment Act 
funding recently awarded by the DOE. Duke Energy Indiana is 
considering its next steps, including a review of the impliralions of 
this Order on the Ameriran Recovery and Reinvestment Act 
SmartGrid Investment Grant award from the DOE. A technical 
conference was held at the IURC on December 1, 2009, wherein a 
procedural schedule was established for the IURC's continuing reviev, 

' 

of Duke Energy Indiana's SmartGrid proposal Duke Energy Indiana is 
currently scheduled to file supplemental testimony in support of a 
revised SmartGrid proposal by April 1 ,  2010, with an evidenliary 
hearing scheduled for May 5, 2010 

Duke Energy Ohio SmartGrid. 

Duke Energy Ohio filed an application on June 30,2009, to 
establish rates for return of its SmarlGrid net costs incurred for gas 
and electric distribution service through the end of 2008 The rider 
for recovering electric SmartGrid costs was approved by the PLJCO in 
its order approving the ESP, as discussed above Duke Energy Ohio 
proposed its gas SmartGrid rider as part of its mast recent gas 
distribution rate case The PUCO Staff has rmpleted its audit and 
filed its comments The PUCO Staff and intervenors, the OCC and 
Kroger Campany, filed comments on October 8,2009. The OCC and 
alike Energy Ohio filed reply comments on October 15, 2009 A 
Stipulation and Recommendation was entered into by Duke Energy 
Ohio, Staff of the PUCO, Kroger Company, and Ohio Partners for 
Affordable Energy, which provides for a revenue increaSe of 
approximately $4.2 million under the electric rider and $530,000 
under the natural gas rider The OCC did not oppose the Stipulation 
and Recommendation A hearing on the Stipulation and 
Recornmendation occurred on November 20, 2009 Approval of the 
Stipulation and Recommendation is expected in the first quarter of 
2010. 

Commercial Power. 

As discussed in Note 1, effective December 17, 2008, 
Commercial Power reapplied regulatory accounting trmtment to 
certain portions of its operations due to the passing of SB 221 and 
the PUCO's approval of the ESP. Commercial Power may be 
impacted by certain of the regulatory matters discussed above, 
including the Duke Energy Ohio electric rate filings. 

Pioneer Transmission LLC .Joint Venture. 

On August 8, 2008, Duke Energy announced the formation of a 
50-50 joint wnture, called Pioneer Transmission, LLC (Pioneer 
Transmission), with American Electric Power Company, Inc. (AEP) to 
build and operate 240 miles of &a-high-voltage 765 KV transmi- 
ssion lines and related facilities in Indiana Pioneer Transmission will 
be regulated by the FERC and the IURC Both Duke Energy and AEP 
own an equal interest in the joint venture and will share equally in 
the project costs, which are currently estimated at approximately $1 
billion, of which approximately $500 million is anticipated to be 
financed by Pioneer Transmission and the remaining amount split 
equally between Duke Energy and AEP The joint venture will operate 
in Indiana as a transmission utility. The earliest possible in-service 
date for the project is in 2015. On March 27, 2009, the FERC 
issued an order granting favorable rate treatment for the project, 
including requested rate incentives, As is customary in formula rate 
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cases, the FERC set the formula rate that transmission customers would pay for hearing and setllement procedures to address various 
challenges by intelvenois to the inputs and calculations underlying the formula rate These rate issues were resolved by a settlement which was 
approved by the FERC on October 26, 2009 Duke Energy continues to work with MISO and PJM to obtain the necessary approvals to be 
included in their respective transmission expansion plans. 

5. JOINT OWNERSHIP OF GENERATING AND TRANSMISSION FACiLlTlES 

Duke Energy Carolinas, along with North Carolina Municipal 
Power Agency Number 1, North Carolina Electric Membership 
Corporation and Piedmont Municipal Power Agency, have joint 
ownership of Catawba Nuclear Station, which is a facilily operated by 
Duke Energy Carolinas As discussed in Note 3, in September 2008, 
Duke Energy paid approximately $150 million for an additional 
approximate 7% ownership interest in the Catawba Nuclear Station. 

Duke Energy Ohio, Columbus Southern Power Campany, 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 electric generating unit. Duke Energy 

Ohio and Wabash Valley Power Association, Inc. W P A )  jointly own 
Vermillion Station Additionally, Duke Energy Indiana is a joint-owner 
of Gibson Station lJnit No 5 with W P A  and Indiana Municipal 
Power Agency (IMPA), as well as a joint-owner with W P A  and 
IMPA of certain Indiana transmission property and local facilities 
These facilities constitute part of the integrated transmission and 
distribution systems, which are operated and maintained by Duke 
Energy Indiana 

on the December 31, 2009 Consolidatwl Balance Sheet is as 
follows: 

Duke Enews share of jointly+wned plant or facilities included 

Ownership Properly, Plant, Accumulated Construction Work 
(in millions) Share and Equipment Depreciation in Progress 

Duke Energy Carofinas 
Production: 

Duke EnergyOhio 
Production: 

$. 5 

Miami Fort Station (Units 7 and 64 0 596 176 11 
W C BeclJord Slation (Unit 6 P  37 5 55 31 1 
J M .  Stuart Stationtb)tc) 39 0 765 221 17 
Conesviile Station (Unit 4)ib)"l 40 0 292 57 14 
W.M. Zimmer Station@) 46 5 1,316 516 13 
Killen Stationtb)(c) 3.3 0 297 131 1 
Vermilliontbl 75 0 197 53 - 

Transmissionla) Various 91 53 - 

Production: 
Gibson Station (Unit 5 P )  50 1 327 161 - 

Transmission and local facilities(a1 Various 3,148 1,335 - 

Production: 

Catawba Nuclear Station (Units 1 and 2 P  19.2% $ 827 $ 312 

Duke Energy Indiana 

Duke Energy Kentucky 

East Bend Stationla] 69 0 430 226 2 
International Energy 

Production: - - Brazil - Canoas I and II 47 1 357 83 

(a) lndudcd In U.S Franchised Electric and Gzs segment 
(b) included In Commercial Power segment 
(c) Slation ir; no1 operaled Ly Duke Enem' Ohio 

Duke energy's share of revenues and operating c a b  of the above jointly owned generating facilities are included within the corresponding 
line on the Consolidated Statements of Operations. Each participant in the jointly owned facilities must provide its own financing 
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6. INCOME TAXES 

The following details the components of income tax expense: 

Income Tax Expense 

For lhe Years Ended 
December 31. 

(in millions) 2009 2008 2007 

Current income taxes 
Federal $(271) $ 60 $ (59) 
State 3 17 24 
Foreign 96 68 64 

(1721 145 29 - Total current income taxes 

Deferred income taxes 
Federal 767 388 627 
State 148 50 .37 
Foreign 27 46 32 

Total deferred income taxes 942 484 696 

Investment tax credit amoriization (12) (13) (13) 

Total income tax expense iron conlrnuing 
operatlons 758 616 712 

Total income t a x  expense (benefit) from 

Total income tax expense from eximordinary 
discontinued operations (2) (3) (88) 

37 - arm - 
Total income tax expense incliidd in 

Consolidaled Statements of Operationsb) $ 756 $650 $624 

(a) Included in the 'Tola1 curent income laxe~'  line above are uweitaln lax benefit., 
relating primarily lo ceflain lempomiy diiierenoes 01 approximately $91 million lor 
2OU9,546 rniliion lor 2008 and $245 million lor 2037 

Income from Continuing Operations before Income Taxes 

For the Years Ended 
December 31, 

(in millions) 2009 2008 2007 
Domestic $1,433 $1,575 $1,894 
Fnrebn 398 316 342 __ 
Total income from continuing Operations 

before income taxes $1,831 $1,891 $2,236 - 

Reconciliation of Income Tax Expense at the U S  Federal 
Statutory Tax Rate to the Adual Tax Expense from Continuing 
Operations (Statutory Rate Reconciliation) 

For the Years Ended 
December 31, 

(in millions) 2009 2008 2007 

lnmme tax expense, computed at the 
statutory rate of 35% $641 $663 $782 
State income tax, net of federal income 

tax effect 98 4.3 40 
Tax differential on foreign earnings (16) 3 (23) 

AFUOC equity income (53) (52) (24) 
Other items, net (42) (41) (63) 

continuing operations $758 $616 $712 - 

Goodwill impairment charge 130 - - 

Total income tax expense from 

Eifectiie tax rate 41.4% 325% 31 9% 

During 2009, Duke hergy had tax benefits related to employee 
stock ownership plan dividends of approximately $22 million and 
renewable energy credits primarily related to the DEGS wind business 
of approximately $30 million These benefits are rdtected in the 
above table in Other items, net 

stock ownership plan dividends of approximately $20 million and 
certain foreign restructuring of approximately $25 million These 
benefits are reflected in the above table in Other items, net. 

During 2007, Duke Energy had tax benefits related to employee 
stock ownership plan dividends of approximately $20 million and the 
manufacturing deduction of approximately $35 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 The manufacturing deduction 
amounts to 6% on qualified production activities. 

Valuation allowances have been established for certain foreign 
and state net operating loss canyfoiwards that reduce deferred tax 
assets to an amount that will be realized on a morct-likely-than-not 
basis. The net change in the total valuation allowance is included in 
Tax differential on foreign earnings and State income tax, net of 
federal inmme tax effect in the above table. 

During 2008, Duke Energy had tax benefits related to employee 
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Net Deferred Income Tax Liability Components Changes to Unrecognized Tax Benefits 

December 31, 

(in millions) 2009 2008 

Deferred credits and other liabilities $ 591 $ 995 

Other 260 

Total deferred income tax assets 1,141 995 
Valuation allowance (163) (94) 

Net deferred income tax assets 978 901 
Inveslrnen~ and other assets (594) (764) 
Accelerated depreciation rates (4,744) (4,125) 
Regulatory assets and deferred debits (1,184) (856) 

(30) Other 
Total deferred income tax liabilities (6,522) (5,775) 

Tax Credit Carryfoiward9’ 290 __ 
- 

- 

Net deferred income tax liabilities $45,544) $44.874) 
(a) 0: (I;@ !ax adit carryfoiwards, approximately 4218 million relate to inv&ment !ax 

ciedits upiring in 2029 and approximately 572 million leiales lo allemalive minimum 
tax credits that have no expiration 

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

I Deferred Tax Liabilities 

December 31, 
(in millions) 2009 2008 

Current deferred tau assets, included in other 
current assets $ 3 G 158 

Noncurrent deferred lax assets, included in other 

Current deferred tax liabilities, included in other 
current liabilities (27) (12) 

Noncunent defend tax liabilities (5,6151 (5.117) 

investmenls and other assets 95 97 

Total net deferred inmrne tax liabilities $(5,544) $(4,874) 

Deferred income taxes and foreign withholding taxes have not 
been provided on undistributed earnings of Duke Energy’s foreign 
subsidiaries when such amounts are deemed to be indefinitely 
reinvested The cumulative undistributed earnings as of 
December 31, 2009 on which Duke Energy has not provided 
deferred income taxes and foreign withholding taxes is approximately 
$949 million 

Duke Energy or its subsidiaries file inmme tax returns in the 
US. with federal and various state governmental authorities, and in 
foreign jurisdictions. 

(in millions) 

2009 2008 2007 
Increase/ Increase/ Increase/ 

(Decrease) (Decrease) (Decrease) 

- _ _ _ _ _  

Unrecognized Tax Beneitt - 
January 1. 

Spin-off of Spectra Energy 
Unrecognized Tax Benefits - 

January 2, 
Unrecognized Tax Benefits 

Changes 
Gross increases - tax 

positions in prior periods 
Gross decreases -tax 

positions in prior periods 
Gross increases -current 

period tax positions 
settlements 
Lapse of statute of 

limitations 

$572 
- 

$348 
- 

572 

132 

(38) 

11 
(131 

- 

$499 

(78) 

421 

__ 
- 

36 

(56) 

1 
(52) 

(2) 

Total Changes 92 224 (73) 
Unrecognized Tax Benerils - 

December 31, $664 $572 $348 

At December 31, 2009, Duke Energy had approximately 
$303 million of unrecognized tax benefits that, if recognized, would 
affect the effedive tax rate or be classified as a regulatory liability At 
%is time, Duke Energy is unable to estimate the specific effect to 
either. At December 31, 2009, Duke Energy had approximately 
$13 million that, if recognized, would be recorded as a component of 
discontinued operations. 

It is reasonably possible that Duke Energy will reflect an 
approximate $313 million reduction in unrecognized tax benefits 
within the next 12 months due to expected settlements. 

During the years ending December 31,2009,2008, and 
2007, Duke Energy recognized approximately $7 million of net 
interest expense, and approximately $2 million and $38 million of 
net interest income, respectively, related to inmme taxes. At 
December 31,2009, and 2008, Duke Energy‘s Consolidated 
Balance Sheets included approximately $21 million and $29 million, 
resp&ively, of interest receivable, which reflects all interest related to 
inmme taxes, and approximately $3 million and $2 million, 
respectively, rdated to accruals ior the payment of penalties. 

Duke Energy has the following tax years own. 

Jurisdi&ion Tax Years 

Federal 

S i t e  

1999 and after (except for Cinergy and its subsidiaries, 
which are open for years 2005 and aPir) 

Majority closed through 2001 except for certain refund 
claims for 1Bx years 1978-2001 and any adjustments 
related to open federal years 

International 2000 and after 
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As of December 31, 2009 and 2008, approximately 
$359 million and $490 million, respech'vely, of federal income tax 
receivables were included in Other within Current Assets on the 
Consolidated Balance Sheets At both December 31,2009 and 
2008, these balances exceeded 5% of Total Current Assets 

The following table presents the changes to the liability 
associated with asset retirement obligations during the yeaan ended 
December 31,2009 and 2008: 

Years Ended 
December 31, 

7. ASSET RETIREMENT QBL.IGATIONS 

Asset retirement obligations, which represent legal obligations 
associated with the retirement of certain tangible long-lived assets, are 
computed as the present value of the projected costs for the future 
retirement of specific assets and are recognized in the period in which 
the liability is incurred, if a reasonable estimate of fair value can be 
made. The present value of the liability is added t+the carrying 
amount of the associated asmt in the period the liability is incurred 
and this additional carrying amount is depreciated over the remaining 
iife of the asset Subsequent io the initial recognition, the liability is 
adjusted for any revisions to the estimated future cash flows 
associated with the asset retirement obligation (with corresponding 
adjustments to property, plant, and equipment), which can occur 
due to a number of factors including, but not limited to, cost 
escalation, changes in technology applicable to the assets to be 
retired and changes in federal, state or local regulations, as well as for 
accretion of the liability due to the passage of time until the obligation 
is settled Depreciation expmse is adjusted prospectively for any 
increases or decreases to the carrying amount of the asscxiated asset 
The recognition of asset retirement obligations has no impact on the 
earnings of Duke Energy's regulated electric operations as the effects 
of the recognition and subsequent accounting for an asset retirement 
obligation are offset by the establishment of regulatory assets and 
liabilities pursuant to regulatoiy accounting 

primarily to the decommissioning of nuclear power facilities, 
obligations related to right-of-way agreements, asbestos removal and 
contractual leases for land use Certain of Duke Energy's assets have 
an indeterminate life, such as transmission and distribution facilities 
and some gas-fired power plants and thus the fair value of the 
retirement obligation is not reasonably estimable A liability for these 
asset retirement obligations will be recorded when a fair value is 
determinable 

Asset retirement obligations recognized by Duke Energy relate 

(in millions) 2009 2008 

Balance as of January 1, $2,567 $2,351 
Liabilities incurred due to new acquisfiionsla) __ 44 
Accretion expensem) 200 164 
Liabilities settled (2) 
Revisions in estimates of cash flowsM 389 - 
Liabilities incurred in the current year 35 10 
nfhmr f f i )  - 

DUKE ENERGY CORPDRATiON / 2W9 FORM IOK 106 

~- Balance as of k e m b r  3i, $3,185 $2,567 

(a1 As diw~lssed in Note 3, in September 2W8, Duke Energy aajuirei an addiuonai 
ownenhip inleret in C a t a d .  

(bl Substantially ail of tho amelim eyenSe far he years ended December 31, 2009 and 
200.8 ielate to Duke f n w s  ie!glated eiediic o p t i o n s  and have hm defwed in 
accordance with reyta lo ly  accounting lreaknent, as dmuussed atave 

(cl As disci& below, Duke Energ, upfates its nuchar demmmisioning mN Ssdy 
eveiy fwe yean as required by the NCUC and PSCSC. Tia increase in Ihe revisions to 
estimated cash flows pnmanly relates lo the i n u w e  in estimated cost of 
decomminioning Duke Ek@s nucbr  units. Appioxima$iy hail of the imrease in 
the nudear decommissionine mt &ma& is due b l n u e d  l e k  mN since Ihe 
wmplelion of lhe I& cost study in 2003 Omer asjumplions hat had chaneed sinm 
Vle 2W3 dudy that impacled the deiemination of h e  asset retimenl obligatim 
liability inciude the innation mle. maiket riik premium and credit adj!Med risk frec' rate 

Duke Energy's regulated electric and regulated natural gas 
operations accrue costs oi removal for propetly that does not have an 
associated legal retirement obligation based on regulatory orders from 
the various state commissions. These costs of removal are recorded 
as a regulatory liability in accordance with regulatoly treatment 
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 cost of removal for assets without an 
associated legal retirement obligation, which are included in Other 
Deferred C&ik and Other Liabilities on the Consolidated Balance 
Sheets, was $2,277 million and $2,162 million as of December 31, 
2009 and 2008, respectively 
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Nuclear Decommissioning Costs. the NCUC and the PSCSC approved the exislrng $48 million annual 
funding level for nuclear decommissioning uxts 

subject to extension. In December 2003, Duke Energy was granted 
renewed operating licenses for Catawba Nuclear Station Units 1 and 
2 until 2043 and McGuire Nuclear Station Unit 1 and 2 tintil 2041 
and 2043, mspectively. In 2000, Duke Energy was granted a 
renewed operating license for 
and 2 until 203.3 and Unit 3 until 2034. 

8. RISK MANAGEMENT, DERIVATIVE INSTRUMENTS 

In 2005, the NCUC and approved a $48 million annUal 
The licenses for ~ u l < ~  ~~ergy ' s  nllclear units are 

amount for contributions and cxpense levels for decommissioning. In 
each of theyears ended December 31,2009,2008 and 2007, 
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 Gmdidated Statements 
of Cash Flows in Purchases of Available-For-Sale Securities within 
Net Cash Used in Investing Activities The entire amount of these 
contributions were to the funds reserved for contaminated costs as 
contributions to the funds reserved for non-contaminated ash  have 
been discontinued since the current estimates indicate existing funds 

Oconee Nuclear 

AND HEDGING ACTIVITIES 

io be sufficient to cover projected future costs Both the NCUC and 

decommissioning costs through retail rates over the expected 
remaining service periods of Duke Energy's nuclear stalions. Duke 
Energy believes that the decommissioning costs being recovered 
through rates, when coupled with expected fund earnings, will be 
sufficient to provide for the cost of future decommissioning 

within Investments and Other Assets in the Consolidated Balance 
Sheets, was approximately $1,765 million as of December 31, 
2009 and $1,436 million as of December 31, 2008 The increase 
in the value of the NDTF during 2009 is due to higher overall returns 
in the equity and debt markels The fair value of assets legally 
restricted for the purpose of seffling asset retirement obligations 
associated with nuclear decommissioning was $1,530 million as of 
December 31, 2009 and $1,194 million as of December 31,2008. 

As the NCUC and the PSCSC require that Duke Energy update 
its cost estimate for decommissioning its nuclear plants every five 
years, new sitespxiiic nuclear decommissioning cost sludies were 
compleled in Januaiy 2009 that showed total estimated nuclear 
decommissioning costs, including the cost to decommission plant 
components not subject to radioactive Contamination, of 
approximately $3 billion in 2008 dollars. This estimate includes 
Duke Energy's 19 25% ownership interest in the 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, completed in 2004, 
estimated total nuclear decommissioning costs, including the cost lo 
decommission plant components not subject b radioactive 
Contamination, of approximately $2 3 billion in 2003 dollars 

Duke Energy filed these sitespecific nuclear decmrnissioning 
cost studies with the NCUC and the PSCSC in conjunction with the 
various rate case filings In addition to the decommissioning cost 
studies, a new funding study was completed and indicates the 
current annual funding requirement of approximately $48 million is 
sufficient to cover the estimated dwnmmissioning costs. Duke Energy 
received an order from the NCUC on its rate case filing on 
December 7, 2009, and the PSCSC accepted a settlement 
agreement on Duke Energy's rate case on January 20, 2010. Both 

. the PSCSC have allowed Duke Energy to recover estimated 

The balance of the external NDTF, which are reflected as NDTF 

The primary risks Duke Energy manages by iltjlizing derivative 
instniments are commodity price risk.and interest rate risk. Duke 
Energy closely monitors the risks associated with commodity price 
changes and changes in interest rates on its operations and, where 
appropriate, uses various commodity and interest rate instruments to 
manage these risks. Certain of these derivative instniments qualify for 
hedge accounting and are designated as hedging instruments, while 
others either do not qualify as a hedge or have not been designated 
as hedgfs by Duke Energy (hereinafter referred to as undesignated 
contracts). Duke Energy's primary use of energy commodity 
derivatives is to hedge its generation portfolio against exposure lo 
changes in the prices of power and fuel. Interest rate swaps are 
entered into to manage interest rate risk primarily associated with 
Duke Enerds variable-rate and fixed-rate borrowings 

The accounting guidance for derivatives requires the recognition 
of all derivative instruments not identified as NPNS as either assets or 
liabilities at fair value in the Consolidated Balance Sheets. For 
derivative instruments that qualify for hedge accounting, Duke Energy 
may elect to designate such derivatives as either cash flow hedges or 
fair value hedges 

segment and certain operations of the Commercial Power business 
segment meet the criteria for regulatoiy accounting treatment 
Accordingly, for derivatives designated as cash flow hedges within the 
regulated operations, gains and Imes are reflected as a regulatory 
liability or asset instead of as a component of AOCI. For derivatives 
designated as fair value hedges or left undesignated within the 
regulated operations, including economic hedges associated with 
Commercial Power's native load generation, gains and losses 
associated with the change in fair value of these derivative mntracts 
would be deferred as a regulatory liability or asset, thus having no 
immediate earnings impact. 

Wiihin Duke Energy's unregulated businesses, for derivative 
instruments that qualify for hedge accounting and are designated as 
cash flow hedges, the ektive portion of the gain or loss is reported 
as a component of AOCl and reclassified into earnings in the Same 
period or periods during which the hedged transaction affects 
earnings Any gains or losses on the derivative that represent either 

The operations of U S  Franchised Electric and Gas business 
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hedge ineffectiveness or hedge components excluded from the Commodity Cash Flow Hedges. 
assessment of effectiveness are recognized in current earnings. For 
derivative instruments that are designated and qualify as a fair value 
hedge, the gain or lo& on the derivative as well as the offsetting loss 
or gain omthe hedged item are recognized in earnings in the current 
period. Duke Energy includes the gain or loss on the derivative in the 
same line item as the offsetting loss or gain on the hedged item in the 
Consolidated Statements of Operations Additionally, Duke Energy 
enten into derivative agreements that are economic hedges that 
either do not qualiiy for hedge accounting or have not been 
designated as a hedge. The changes in fair value of these 
undesignated derivative instruments are reflected in current earnings 

Commodity Pri'ce Risk 

Duke Energy is exposed to the impact of market changes in the 
future prices of electricity (energy, capacity and financial transmission 
rights), coal, natural gas and emission allowances (SO,, seasonal 
NO, and annual N G )  as a result of its energy operations such as 
electric generation and the transportation and sale of natural gas. 
With respect to commodity price risks associated with electric 
generation, Duke Energy is exposed to changes including, but not 
limited to, the cost of the coal and natural gas used to generate 
electricity, the prices of elecclricity in wholesale markets, the cost of 
capacity required to purchase and sell electricity in wholesale markets 
and the cost of emission allowances for SO,, seasonal NO, and 
annual NO,, primarily at Duke Energy's coal fired power plants. Duke 
Energy closely moniton the risks associated with commodity price 
changes on its future operations and, where appropriate, uses various 
commodity contracts to mitigate the effect of such fluctuations on 
operations Duke Energy's expmure to commodity price risk is 
influenced by a number of factors, including, but not limited to, the 
term of the contract, the liquidity of the market and delivery location 

Commodity derivatives associated with the risk management of 
Duke Energy's energy operations may be accounted for as either cash 
Row hedges or fair value hedges if the derivative instrument qualifies 
as a hedge under the accounting guidance for derivatives, or as an 
undesignated contract if either the derivative instrument does not 
qualify as a hedge or Duke Energy has elected to not designate the 
contract as a hedge. Additionally, Duke Energy enters into various 
contracts that qualify for the NPNS exception Duke Energy primarily 
applies the NPNS exception to contracts within the U.S Franchised 
Electric and Gas and Canmercial Power business segments that 
relate to the physical delivery of electricity over the next 12 years 

Commodity Fair Value Hedges. 

At December 31, 2009, Duke Energy did not have any open . 
rammodity derivative inspments that were designated as fair value 
hedges. 

Duke Energy uses commodity instruments, such as swaps, 
futures, foiwards and options, to protect margins for a prtion of 
future revenues and fuel and purchased power expenses Duke 
Energy generally uses commodity rash flow hedges to mitigate 
exposures tu the price variability of the underlying commodities for, 
generally, a maximum period of one year 

Undesignated Contracts. 

Duke Energy uses derivative contracts as economic hedges to 
manage the market risk exposures that arise from providing electric 
generation and capacity to large energy customers, energy 
aggregators and other wholesale companies. Undesignated contracts 
include contracts not designated as a hedge, contrack that do not 
qualify for hedge accounting, derivatives that no longer qualify for the 
NPNS @ope exception, and de-designated hedge contracts that were 
not re-designated as a hedge. The contracts in this category as of 
December 31,2009 are primarily associated with forward power 
sales and coal purchases, as well as fotward S0,emission 
allowances, for the Commercial Power and U S Franchised Electric 
and Gas b u s i n s  segments Undesignated contracts also include 
contracts associated with operations that Duke Energy continues to 
wind down or has included as discontinued operations. 

In connection with the exiting of the CENA business in 2005, 
Duke Energy entered into a series of Total Return Swaps (IRS) with 
Barclays Bank PLC (Barclap), which are accounted for as 
mark-tomarket derivatives. The TRS offsets the net fair value of the 
contracts being sold to Barclays The fair value of the TRS as of 
December 31,2009 is an asset of approximately $12 million, which 
offsets the net fair value of the underlying contracts, which is a 
liability of approximately $12 million. The remaining contracts 
covered by this TRS are with a single counterpa@ Although Cuke 
Energy has transferred the risks associated with these contracts to 
Barclay's via the TRS, Duke Energy will continue to facilitate these 
contracts for their duration. 

Interest Rate Risk 

Duke Energy is exposed to risk resulting from changes in interest 
rates as a result of its issuantx! or anticipated issuance of variable and 
fixed-rate debt and commercial paper Duke Energy manages its 
interest rate exposure by limiting its variablerate exposures to a 
percentage of total capiblization and by monitoring the effects of 
market changes in interest rates To manage risk associated with 
changes in interest rates, Duke Energy may enter into financial 
contracts, primarily interest rate swaps and U S Treasury lock 
agreements. The majority of Duke Energy's currently outstanding 
derivative instruments related to interest rate risk are hedges 
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Additionally, in anticipation of certain fixed-rate debt issuances, 
Duke Energy may execute a series of fonvard starting interest rate 
swaps to lock in components of the market interest rates at the time 
and terminate these derivatives prior to or upon the issuance of the 
corresponding debt When these transactions occur within a business 
that applies regulatory accounting treatment, any petax gain or loss 
recognized from inception to termination of the hedges may k 
recorded as a regulatory liability or asset and amortized as a 
compnent of interest expense over the life of the debt Alternatively, 
Duke Energy may designate these derivatives as hedges. If so, any 
pretax gain or loss recognized from inception to termination of the 
hedges is remraed in AOCl and amortized as a component of interest 
expense over the life of the debt 

At December 31, 2009, the total notional amount of Duke 
Energy's receive fixdpay-variable interest rate swaps (fair value 
hedge) was $275 million and the total notional amount of Duke 
Energy's receive variabldpay-fixed interest rate swaps (cash flow 
hedge) was $91 million. 

Volumes 

The following table shows information relating to the volume of 
Duke Energy's derivative activity ouuanding as of December 31, 
2009. Amounts disclosed represent the notional volumes of 
commodities and the notional dollar amounts of debt subject to 
derivative contracts accounted for at fair value. For option contracts, 
notional amounts include only the deltaequivalent volumes which 
represent the notional volumes times the probability of exercising the 
option based on current price volatility. Volumes associated with 
contracts qualifying for the NPNS exception have k n  excluded from 
the table below Amounts disclosed represent the absolute value of 
notional amounts. Duke Energy has netted contractual amounts 
where offsetting purchase and sele contracts exist with identical 
delivery locations and times of delivery 

i ' ' 

. Underlying Notional Amounts for Derivative Instruments 
Accounted for At  Fair Value 

December 31, 
2009 

Commodity contracts 
Electricity-energy (Gigawatt-hours) 3,687 

9 
2 

71  

Emission allowances: SO, (thousands of tons) 
Emission allowances: NOx (thousands of tons) 
Natural gas (millions of decalhems) 
Coal (millions of tons) 2 

Financial contracts 
Interest rates (dollars in millions) $ 366 

The following table shows fair value amounts of derivative 
contracts as of December 31, 2009 and the line itemk) in the 
Consolidated Balance Sheets in which such amounts are included. 
The fair values of derivative mntiach are presented on a gross basis, 
even when the derivative instruments are subject to master netting 
arrangements. Cash collateral payables and receivables associated 
with the derivative contrach have not been netted against the fair 
value amounts. 

Location and Fair Value Amounts of Derivativgs Reflected in the 
Consolidatd Balance Sheets 

December 31,2009 
Asset Liability 

(in millions) Derivatives Derivatives 

Balance Sheet Location 

Derivatives Designated as Hedging Instruments 

Commodity contracts 
Current Assets: Other $ 1  $ -  
Interest rate contra& 
Current Assets: Other 4 
Current Liabilitim: Other - 
Defer& Credits and Olher Liabilities: Olher 

- 
1 
6 __ 

Total Derivatives Designated as Hedging 
Instruments 3 5  $ 7  

Derivatives Not Designated as Hedging 

Commodity contracts 
Current Assets: Other $ 5 9  $ 1 
Investments and Other Assets: Other 59 2 
Current Liabilitiw Other a5 232 
Deferred Credits and Other Liabilities: Oher 44 100 
Interest rate contracts 

3 Current Liabilities: Other - 
4 Deferred Credits and Other Liabilities: Ol1w 

Instruments 

__ 

Total Derivatives Not Designated as Hedging 
Instruments $247 $342 

$252 $349 --- Total Derivatives 
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The following table shows the amount of the gains and losses 
recognized on derivative instruments designated and qualifying as 
cash flow hedges by type of derivative contract during the year ended 
December 31, 2009 and the financial statement line items in which 
such gains and losses are included 

Cash Flow Hedges - Location and Amount of Pre-Tax 1.0sses 
Recognized in Comprehensive Income 

Year Ended 
December 31. 

(in millions) 2009 

Location of PreTax Losses Reclassiiied fmrn AOCl 
into Eamings(J 

Commodity conbacts 
Revenue, non-n@ated electric, natura gas and other 
Fuel used in electric generation and purchased 

Interest rate contracts 

Total Pre-Tax Losses Reclassified from W C I  into 

$(13) 

power-non-regulabd (10) 

interest expense (5) 

$(281 _-_-- Earnings 
[a) Represews h e  gains and loner, on cash flow hedges pipiousb recorded in ACCl 

duing the term of the hedging relalionsliip and r&assili& into earnins during the 
cunent pcricd 

. ,  
The effective portion of gains or loses on cash flow hedges that 

were recognized in AOCl during the year ended December 31, 2009 
was insignificant In addition, there were no losses due to hedge 
ineffectiveness during the year ended December 31,2009. No gains 
or losses have been excluded from the assessment of hedge 
effectiveness. As of December 31, 2009, an insignificant amount of 
pretax deferred net gains on derivative instruments related to 
commodity and interest rate cash flow hedges accumulated on the 
Consolidated Balance Sheets in AOCI are expected to be recognized 
in earnings during the next 12 months as the hedged transactions 
occur. 

The following table shows the amount of the pretax gains and 
losses recognized on tindesignated hedges by t y p  of derivative 
instrument during the year ended December 31, 2009 and the line 
item(s) in the Consolidated Statements of Operations in which such 
gains and losses are included or deferred on the Consolidated 
Balance Sheets as regulatory asets or liabilities. 

Undesipated Hedges - Location and Amount of Pre-Tax Gains 
and (Losses) Recognized in Income or as Regulatory Assets or 
Liabilities 

Year Ended 
December 31. 

(in millions) 2009 

Location of Pre-Tax Gains Recognized in Earnings 
Commodity contracts 
Revenue, regulated electric $ 1  
Revenue, non-regulated electric, natural gas and other 
Fuel used in electric generation and purchased 

power-non-regulated 10 
Interest rate contracts 
Interest expense 1 

Total Pre-Tax Gains Recognized in Earnings $13 

I 

Location of Pre-Tax Gains (Losses) Recognized as 

Commodity contrack 
Regutatmy Asset 
Regulatory Liabilb 
Interest rate contracts 
Rwulatow Asset 

Regulatory Assets or Liabilities 

$(48) 
3 

1 
Total Pre-Tax Losses Recognized as Regulatory Assets 

--- -- or Liabilities -.- 

Credit Risk 

Duke Energy's principal customers for pawer and natural gas 
marketing and transportation sewices are industrial end-users, 
marketers, local distribution companies and utilities located 
thruughout the U S  and Latin America. Duke Energ 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 analyzes the counterpariies' 
financial condition prior to entering into an agreement, establishes 
credit limits and monitors the appropriateness of those limits on an 
ongoing basis 

i 
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Duke Energy's industry has historically operated under 
negotiated credit lines for physical delivery contracts Duke Energy 
frequently uses master coilateral agreements to mitigate certain credit 
exposures, primarily related to hedging the risks inherent in its 
generation portfolio The collateral agreements provide for a 
counterparty to past cash or letters of credit to the exposed party for 
exposure in excess of an established threshold The threshold amount 
represents an unsecured credit limit, determined in accordance with 
the corporate credit policy Collateral agreements also provide that the 
inability to post collateral is sufficient cause to terminate contracts and 
liquidate all positions 

Duke Energy also obtains cash, letters of credit or surety bonds 
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. 

Certain of Duke Energy's derivative contractr contain contingent 
credit features, such as material adverse change clauses or payment 
acceleration clauses that could result in immediate payments. the 
posting of letters of credit or the termination of the derivative contmct 
before maturity if specific events occur, such as a downgrade of Duke 
Energy's credit rating below investment grade. 

The following table shows information with respect to derivative 
contracts that are in a net liability position and contain objective 
credit-risk related payment provisions The amounts disclosed in the 
table below represents the aggregate fair value amounts of such 
derivative instruments at the end of the reporting period, the 
aggregate fair value of assets that are already posted as collateral 
under such derivative instruments at the end of the reprthg period, 
and the aggregate fair value of additional assets that would be 
rquired to be transferred in the event that credit-risk-related 
contingent features were triggered at December 31, 2009 

Information Regarding Derhmtive Instruments that Contain Credit- 
risk Related Contingent Features 

December 31, 
(in millions) 2009 

Awegate Fair Value Amounrs of Derivative Instruments 
$208 

Collateral Already Posted $130 
in a Net Liability Position 

Additional Cash Collateral or Letters of Credit in the 
Event Credit-risk-related Contingent Feattires were 
Triggered at the End of the Reportrng Pen& $ 6  

Netting of Cash Collateral and Derivative Assets and Liabilities 
Under Master Netting Arrangements. 

Duke Energy offsets fair value amounts (or amounts that 
approximate fair value) recognized on its hnsolidated Balance 
Sheers related to rash mllateral amounts receivable or payable 
against fair value amounts recognized for derivative instruments 
executed with the same counterparty under the same master netting 

agreement At December 31, 2009 and 2008, Duke.Energy had 
receivables related to the right to reclaim cash collateml of 
approximately $112 million and $86 million, respectively, and had 
payables related to obligations to return cash collateral of insignificant 
amounts that have been offset against net derivative positions in the 
Consolidated Balance Sheets. Duke Energy had collateral rFeivables 
of approximately $19 million and $64 million under master netting 
arrangements that have not been offset against net derivative 
positions at December 31, 2009 and 2008, respectively Duke 
Energy had insignificant cash collateral payables' under master netting 
arrangements that have not been offset against net derivative 
positions at December 31,2009 and 2008 

related to derivatives 
See Note 9 for additional information on fair value disclosures 

9. FAIR VALUE OF FINANCIAL ASSETS AND 
LIABILITIES 
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On January 1. 2008, Duke Energy adopted the new fair value 
disclosure riquirements for financial instruments and non-financial 
derivatives. On January 1,2009, Duke Energy adopted the new fair 
value disclosure requirements for non-financial assets and liabilities 
measured at fair value on a non-recurring basis Duke Energy did not 
record any cumulative effect adjustment to retained earnings as a 
result of the adoption of the new fair value standards 

The accounting guidance for fair value defines fair value, 
establishes a framework for measuring fair value in GAAP in the U S. 
and expands disclosure requirements about fair value measurements 
Under the accounting guidance for fair value, fair value is considered 
to be the exchange price in an orderiy transaction between market 
participants to sell an asset or transfer a liability at the measurement 
date The fair value definition focuses on an exit price, which is the 
price that would be received by Duke Energy to sell an asset or paid 
io transfer a liability versus an entry price, which would be the price 
paid to acquire an asset or received to assume a liability Although 
the accounting guidance for fair value does not rquire addiijonal fair 
value measurements, it applies to other accounting pronouncements 
that require or permit fair value measurements 

Duke Energy classifies recurring and non-recurring fair value 
measurements based on the following fair value hierarchy, as 
prescribed by the accounting guidance for fair value, which prioritizes 
the inputs to valuation techniques used to measure fair value into 
three levels: 

Level 1 - unadjusted quoted prices in active markets for 
identical assets or liabilities that Duke Energy has &e ability to 
access.. An active market for the asset or liability is one in which 
transactions for the asset or liability occur with sufficient 
freqtienci/ and volume to provide ongoing pricing information. 
Duke Energy does not adjust quoted market prices on Level 1 
for any blockage factor. 
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Level 2 -a fair value measurement utilizing inputs other than 
a quoted market price that are observable, either diredly or 
indirectly, for the asset or liability Level 2 inputs include, but are 
not limited to, quoted p r i m  for similar assets or liabilities in an 
active market, quoted prices for identical or similar assets or 
liabilities in markets that are not active and inputs other than 
quoted market prices that are obsenfable for the asset or liability, 
such as interest rate curves and yield curves observable at 
commonly quoted intervals, volatilities, credit risk and default 
rates A level 2 measurement cannot have more than an insigni- 
ficant portion of the valuation based on unobservable inputs. 

Level 3 -any fair value mmsurements which include 
unobservable inputs for the asset or liability for more than an 
insignificant poition of Uie valuation A level 3 measurement 
may be based primarily on level 2 inputs 

The fair value accounting guidance for financial instruments, 
which was effective for Duke Energy as of January 1,2008, permits 
entities to elecl to measure many financial instruments and certain 
oiher items at fair value that are not required to be accounted for at 
fair value under existing GAAP. Duke Energy does not currently have 
any financial assets or financial liabilities that are not required to be 
accounted for at fair value under GAAP for which it elected to use the 
option to record at fair value However, in the future, Duke Energy 
may elect to measure certain financial instruments at fair value in 
accordance with this accounting guidance. 

The following tables provide the fair value measurement 
amounts for assets and liabilities recorded on Duke Energy's 
Consclidated Balance Sh&s at fair value at December 31, ZOO9 
and 2008 Derivative amounts in the table below exclude cash 
collateral amounts which are disclosed in Note 8 

Total Fair Value 
Amounts at 

December 3 I, 
(in miliions) 2009 Level 1 Level 2 Level 3 

Description 
Investments in available-for-sale auction rate sect~ritles~~:b) $ 198 $ - $ - $198 

Nuclear decommissioning trust fund debt securiiiesb) 609 36 573 - 
Other long-term trading and available-for-sale equity sec~ritiesi~)~~) 66 60 6 -  
Other long-term trading and available-for-sale debt securitie98:b) 258 32 226 - 

Nuclear decommissioning trust fund equity securitisw 1,156 1,156 - - 

Derivative assetsid 120 1 2L 95 
Total Assets $2,407 $1,285 $829 $293 

Derivative liabilities@) (217) (112) (35) (70) 

Net Assets -. $2,190 $1,173 - $794 $223 

la) Irrluded in Other within invesbnents and Olher Assets on lhe Cnnsolidaled Balance Sheets 
lb) See Nole 10 fnf addaional information rclald to lnveslrnents by major security type 
(c) Included in Ohrwithin Cunenl Assets and Other wilhin Inveslmenls and Olher Assets on the rmzolidaled Belsna? She?& See Nole 8 for additional inionation reearding derivalm. 
(d) lrrluded in Other wlthln Cunent LiabiliUes and Other wilhin Deferred Credils and Other Liabiiities on the Consolidated Balance Shes$ S&e NoLe 8 for additional information regatding 

deriNaLim 

Total Fair Value 
Amounts at 

December 31, 
2008 Level 1 Level 2 Level 3 (in millions) 

Description 

Nuclear decommissioning bust fund equiiy securiies'@ 831 831 - 
Nuclear decommissioning bust fund debt securitiesw 605 22 583 - 
Other long-term trading and availablefor-sale equity securities[bxc) 80 49 31 - 
Other long-term trading and avaiiabiefor-sale debt securitiescbxd 234 25 209 - 
Derivative assets[d) 25 1 9 70 172 

Total Assets $2,225 $936 $893 $396 
Derivative Iiabilitide) (341) (88) (115) (138) 

: Net Assets $1,884 $848 $770 $258 

Investments in available.for-sale auction rate securitiesc~~) 1 $ 224 $ - $ - $224 
- 

(a) Appwxlrnalely $173 rnllllon of aucUw rak securilia are lncludd in Other within Invatmenis and Olher ke!s and apprwimately $51 million are classified as Short-Term Investmls 
within Currenl Arsets on the Cwrrolidaled Balance Sheets 

lbl SH Note 10 lor addltiwal idormallon related to invesbnwis by malor security type 
(c) Included in O h r  within Investments and O k r  hssets on the Cmsolidaled Balance Sheets 
Id) Included in Other within Current &sets a d  Olher within Investments and Other Assets a) the Consolidated 8alan:e She& 
(e) lnduded in Other hithin Current Liabilities and Olher within W e d  Credits and O k r  Liabililia on Ihe CansolidaW Balance Sheets 

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

Rollforward of Level 3 Measurements 

(in millions) 
Year Ended December 31,2009 
Balance at.lanuaiy 1, 2009 

Total pre-tax realized or unrealized gains (losses) included in earnings: 
Revenue, non-regulated electric, natural gas, and other 
Fuel used in electric generation and purchased power-non-regulated 

Total pre-tax (losses) gains included in other comprehensive income 
Net purchases, sales, issuances and settlements 
Total losses included on balance sheet as reeulatorv asset or liabilihr or as non-current liabilihr 

Availablefor-Sale 
Auction Rate Derivat'wes 

Securities (net) Total 

$224 $ 3 4  $258 

Balance at December 31, 2009 $198 $25 $223 

Pretax amounts included in the Consolidated Statements of Opemtions related to Level 3 measuremenls 
- 

outstanding at December 31, 2009: 
Revenue, non-regulated electric, natural gas, and other $ - $414) $ (14) 
Fuel used in electric generation 2nd purchased power-non-regulated - (12) (12) 

TntA 5 - $(26) $ (26) 

Year Ended Recember 31,2008 
Balance at January 1, 2008 $ 1 5  $ 8 $ 2 3  

Transfers in to Level 3 285 __ 285 
Total pretax realized or unrealized gains (losses) included in earnings 

Revenue, non regulated electric, natural gas, and other - (11) (11) 
Fuel used in electric generation and purchased power-non-regulated __ 96 96 

(3) Other income and expense, net 
Total pretax losses included in other comprehensive income (43) ( 1 )  (44) 
Net purchases, sales, issuances and settlements (30) (84) (114) 
Total gains included on balance sheet as regulatory asset or Iiabiliry or as non current liability __ 26 26 

$224 $ 34 $ 258 

- (3) 

-- -__ Balance at December 31, 2008 

Pre-tax amounls included in U7e Consolidated Statements of Operations related to Level 3 measurements 

-- 

outstanding at December 31,2008 
Revenue, non-regulated electric, natural gas, and other $ - $ (3) $ (3) 
Fuel used in electric generation and purchased power-non regulated - 30 30 

(3) Other income and exoense net (3) - 

Valuation methods of the primary fair value measurements 
disclosed above are as follows 

/nvesGnents in equity secunties. 

Investments in equiiy securities are typically valued at the 
closing price in the pnncipal active market as of the last business day 
of the quarter Pnncipal achve markets for equity pnces include 
published exchanges such as NASDAQ and NYSE Foreign equity 
p n m  are translated from their b-ading currency using the currency 
exchange rate in effect at the close of tne pnncipal active market 
Duke Energy has not adjusted pnces to reflect for after-hours market 
aduvity The majonty of Duke Energy's investments in quity 
securihes are valued using Level 1 measurements 

Investments in available-for-sale auction rate securities: 

At December 31, 2009 and 2008, Duke Energy has 
approximately $251 million par value (approximately $198 milllon 
fair value) and approximately $270 million par value (approximately 
$224 million fair value). respectively, of auction rate securities for 
which an active market does not currently exist The majority of these 
auction rate securities are AAA rated student loan securities for which 
substantially all the values are ultimately backed by the US. 
government All of these securities were valued as of December 31, 
2009 and 2008 using measurements appropriate for Level 3 
investments. The methods and Ggnificant assumptions used to 
determine the fair values of Duke Energy's investment in auction rate 
debt securities represented a combination of broker-provided 
quotations and estimations of fair value using validation of such 
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quotations through internal discounted cash flow models which 
incorporated primarily Duke Energy's own assumptions as to the term 
over which such investments will be recovered at par, the current 
level of interest rates, and the appropriate risk-adjusted (for liquidity 
and credit) discount rates when relevant observable inputs are not 
available to determine present value of such cash flows In preparing 
the valuations, all significant value drivers were considered, including 
the underlying collateral 

impairments associated with investments in auction rate debt 
securities during the year ended December 31,2008. 

The fair value of cash and cash equivalents, accounts and notes 
receivable, accounts payable and commercial paper are not mate- 
rially different from their &rr$ng amounts because of the short-term 
nature of these instruments andor because the stated rates 
approximate market rates 

See Note 11 for a discussion of non-recurring fair value meas- 
urements related to goodwill and olher long-lived assets for which 
impairment charges were m r d e d  during the third quarter of 2009 

See Note 20 for disclosure of fair value measurements for 
investments that support Duke Energy's qualified, nonqualifid and 
other post-retirement benefit plans. 

See Note 10 for a discussion of other-than-temporary 

10. INVESTMENTS IN DEBT AND EQUITY SECURITIES 

Duke Energy classifies its investments in debt and equity 
securities into two categories -trading and availablefor-sale. 
Investments in debt and equity securities held in grantor trusts 
associated with certain deferm compensation plans are classified as 
trading securities and are reported at fair value in the Consolidated 
Balance Sheets with net realized and unrealized gains and losses 

Investments in debt securities: 

Most debt investments are valued based on a caiciilation using 
interest rate curves and credit spreads applied to the terms of the debt 
instrument (maturity and coupon interest rate) and consider the 
counteipvly credit rating Most debt valuations are Level 2 measures. 
If the market for a particular fixed income security is relatively inactive 
or illiquid, the measurement is a Level 3 measiirement I J S  
Treasury debt is typically a Level 1 measurement 

Cornmodifv derivatives: 

The pricing for commodity derivatives is primarily a calculated 
value which incorporates the forward price and is adjusted for 
liquidity (bid-ask spread), credit or non-performance risk (aRer 
reflecting credit enhancemenb such as collateral) and discounted to 
present value. The primaly difference between a Level 2 and a Level 
3 measurement has lo do with the level of activity in foiward markets 
for the commodity If the market is relatively inactive, the 
measurement is deemed to be a Level 3 measurement Some 
commodity derivatives are New York Mercantile Exchange (NYMDO 
contracts, which Duke Energy classifies as Level 1 measurements 

Additional fair value disclosures. 

The fair value of financial instruments, excluding fnancial assets 
and certain financial liabilities included in the scope of the accounting 
guidance for fair value measurements disclosed in the tables above, 
is summarized in the following table Judgment is required in 
interpreting market data to develop the eshates of fair value 
Acmrdingly, the estimates determined as of December 31, 2009 and 
2008 are not necessarily indicative of the amounts Duke Energy 
could have realized in current markets. 

As of December 31  

2oa9 2008 

Book Approximate Book Approximate 
(in millions) Value Fair Value Value Fair Value 

Long-term debt, 
including current 
maturities $17,015 $16,899 $13,896 $13,981 

included in earnings each period. All other investments in debt and 
equity seciirities are classified as availablefor-sale securities, which 
are also reported at fair value on the Consolidated Balance Sheets 
with unrealized gains and losses excluded from earnings and reported 
either as a regulatory asset or liability, as discussed further below, or 
as a component of other comprehensive income until realized 

Duke Energy's availablefor-sale securities are primarily 
comprised of investments held in the NDTF, investments in a grantor 
trust at Duke Energy Indiana related to other post-retirement benefit 
plans as required by the IURC, the captive insuranrE investment 
portfolio and investments in auction rate debt securities The 
investments within the NDTF and Duke Energy Indiana's grantor trust 
are managed by independent investment managers with discretion to 
buy, sell and invest pursuant to the objectives set forth by the trust 
agreements. Therefore, Duke Energy has limited oversight of the 
day-today management of these investments. Since day-today 
investment decisions, including buy and sell decisions, are made by 
the investment manager, the ability to hold investments in unrealized 
loss positions is outside the control of Duke Energy. Accordingly, all 
unrealized losses associated with equity securities within the NDTF 
and Duke Energy Indiana's grantortrust are considered other-than- 
temporary and are recognized immediately when the fair value of 
individual investments is less than the cost basis of the investment 
Pursuant to regulatoly accounting, substantially all unrealized losses 
associated with investments in debt and equity securities within the 
NDTF and Duke Energy Indiana's grantor bust are deferred as a 
regulatory asset, thus there is no immediate impact on the earnings 
of Duke Energy as a result of any other-than-temporary impairments 
that would otherwise be required to bs recognized in earnings For 
investments in debt and equity securities held in the captive 
insurance portfolio and investments in auction rate debt securities, 
unrealized gains and losses are included in other comprehensive 
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income until realized, unless it is determined that the carrying value 
of an investment is other-than-temporarily impaired, at which time 
the write-down to fair value may be included in earnings based on 
the criteria discussed below. 

For available-for-sale securities outside of the NDTF and Duke 
Energy Indiana grantor trust, which are discussed separately above, 
Duke Energy analyzes all investment holdings each reporting period 
to determine whether a decline in fair value should be considered 
other-than-temporaryy. Criteria used to evaluate whether an 
impairment associated with equity securitieS is other-than-temporary 
includes, but is not limited to, the length of time over which the 
market value has been lower than the cost basis of the investment, 
the percentage decline compared to the cost of the investment and 
managemenls intent and ability to retain its investment in the issuer 
for a period of time sufficient to allow for any anticipated recovery in 
market value. If a decline in fair value is determined to be other-than- 
temporary, the investment is written down to its fair value through a 
charge to earnings 

quarter of 2009, Duke Energy adopted the modified other-than- 
temporary impairment accounting guidance issued by the FASB, 
which changed the other-than-temprary impairment guidance 
related to investments in debt securities Under this modified other- 
than-temporary impairment guidance, if the entity does not have an 
intent to sell the security and it is not more likely than not that 
management will be required to sell the debt security before the 
recovery of its cost basis, the impairment write-down to fair value 
would be recorded as a component of other comprehensive income, 
except for when it is determined that a credit loss exists. In 
determining whether a credit loss exists, management considers, 
among other things, the length of time and the extent to which the 
fair value has been less than the amortized cost basis, changes in the 
financial condition of the issuer of the security, or in the case of an 
asset backed security, the financial condition of the underlying loan 
obligors, consideration of underlying collateral and guarantees of 
amounts by government entiti&, ability of the issuer of the security to 
make scheduled interest or principal payments and any changes to 
the rating of the security by rating agencies. If it is determined that a 
credit loss exists, the amount of impairment writedown to fair value 
would be split between the credit loss, which would be recognized in 
earnings, and the amount attributable to all other factors, which 
would be recognized in other comprehensive income. The adoption 
of the modified other-than-temporary impairment guidance primarily 
impacts Duke Energy's investments in auction rate debt securities 
and the investments held in the captive insurance portfolio since, as 
discussed above, the debt securities held in the NDTF and Duke 
Energy Indiana's grantor trust receive regulatory deferral treatment of 
all unrealized losses including other-than-temporary impairments 
Since management believes, based on consideration of the criteria 
above, that no credit loss exists as of December 31,2009 and 
management does not have the intent to sell its investhents in 
auction rate debt securities and the investments in debt securities 

With respect to investments in debt securities, during the first 

within its captive insurance portfolio, and it is not more likely than not 
that management will be required to sell these securities before the 
anticipated recovery of their cost basis, management concluded that 
there were no other-than-temporary impairments necessary as of 
December 31, 2009 Accordingly, all changes in the market value of 
investments in auction rate debt securities and captive insurance 
investments were reflected as a component of other compreliensive 
income in 2009. However, during the year ended December 31, 
2008, Duke Energy recorded a pretax impairment charge to 
ernings of approximately $1.3 million related to the credit risk of 
certain investments including auction rate debt securities. The 
remaining changes in fair value of investments in auction rate debt 
securities and captive insurance investments in 2008 were 
considered temporary and were reflected as a component of other 
comprehensive income See Note 9 for additional information related 
to fair value measurements for investments in auction rate debt 
securities that were not part of its NDTF or captive instirance 
portfolio. 

Management will continue to monitor the carrying value of its 
entire portfolio of investments in the future to determine if any 
additional other-than-temporary impairment losses should be recorded 

Investments in debt and equity securitia are classified as either 
short-term investments or long-term investments based on 
management's intent and ability to sell these securities, taking into 
consideration illiquidity factors in the current markets with respect to 
certain short-term investments that have historically provided for a 
high degree of liquidity, such as investments in auction rate debt 
securities, 

Short-term investmenk. 

At December31, 2008, Duke Energy had approximately 
$51 million carrying value (approximately $55 million par value) of 
short-term investments The balance at December 31, 2008 
consisted of invdments in auction rate debt securities that either had 
a stated maturity within the next 12 months or Duke Energy believed 
the investments were reasonably expected to be refunded within the 
next 12  months based on notification of a refunding plan by the 
issuer At December 31,2008, management believed that 
approximately $49 million par value of investments in auction rate 
debt securities were reasonably expected to be refunded within the 
next 12 months based on notification of refunding by the issuer. 
However, due to an ongoing delay in that refunding plan, Duke 
Energy reclassified these securities to long-term investments in the 
second quarter of 2009. Duke Energy continues to hold these 
securities at Decemher 31, 2009. The remaining balance of 
investments in auction rate debt securities at December 31, 2008 
were included in long-term investmen,ts and are discussed below 
During the year ended December 31,2009 there were no purchases 
or sales of short-term investments During the years ended 
December 31,2008 and 2007, Duke Energy purchased short-term 
investments of approximately $4,277 million and $21,661 million, 
respectively. During the years ended December 31,2008 and 2007, 
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Duke Energy received proceeds on sales of approximately 
$4,424 million and $22,685 million, respectively. 

Long-term investments. 

Duke Energy classifies its investments in debt and equity 
securities held in the NDTF (see Note 7 for further information), in 
the Duke Energy Indiana grantor trust and thecaptive insuranre 
investment portfolio as long-ten. Additionally, approximately 
$198 million carrying value (approximately $251 million par value) 
and approximately $173 million carrying value (approximately 
$215 million par value) of investments in auction rate debt securities 
have been classified as long-term at December 31, 2009 and 2008, 
respectively, due to market illiquidity factors as a result of continued 
failed auctions. All of these investments are classified as 
available-for-sale and, therefore, are reflected on the Consolidated 
Balance Sheets at estimated fair value based on either quoted markel 

prices or management's best estimate of fair value based on expected 
future cash flow using appropriate risk-adjusted discount rates. Since 
management does not intend to use these investments in current 
operations, these investments are classified as long-ten At 
December 31,2009 and 2008, Duke Energy's long-term 
availablefor-sale investments had a fair market value of 
$2,254 million and $1,855 million, respectively 

The cost of securities sold is determined using the specific 
idenMcation method. During the years ended December 31, 2009, 
2008 and 2007, Duke Energy purchased long-term investments of 
approximately $3,013 million, $3,076 million and $1,978 million, 
respectively, and received proceeds on sales of approximately 
$2,988 million $3,030 million and $1,928 million, respectively. 
The majority of these purchases and sales relate to activity within the 
NDTF, including annual contributions to the NDTF of approximately 
$48 million pursuant to an order by the NCUC (see Note 7) 

The estimakd fair values of short-term and long-term investments classified as available-for-sale are as follows (in millions): 

i i  I 

2009 '2008 

Unrealized Unrealiid Estimated Unrelized Unreaiized Estimated 
Holding Holding Fair Holding Holding Fair 
Gain+) Losse# Value Gainsla) Lcssesld Value 

Gross Gross Grms Gross 

Short-term Investments $ -  $ -  $ - $ 5 -  B ( 4 )  $ 5 1  

$ -  $ -  $ - $ - -  $ ( 4 )  $ 51 
Equity Securities $337 $ (30) $1,216 $161 $(163) $ 880 
Carporate Debt Securities , 14 (2) 256 5 (7) 124 

2 (10) 150 Municipal Bonds 2 (ai 83 
292 U S Government Bonds 11 (1) 290 18 

Auction Rate Securiilies - (53) 198 - (42) 17.3 
3 (31) . 236 Other ia (18) 21 1 

$382 $(112) $2,254 $189 $(253) $1,855 

- - ~  Total short-term investments 

- 

-- ~ 

Total long-term investments 
(a) She table above includes unmrzed gains 2nd losses of approximvldy $374 million and $56 million, rerpec(ively. at December 31, 2009 and unroallzd gains and lmsez of 

appmximately $187. milllon and $190 million, m p a k i y ,  al Oecemter 31, 2008 asso:iiaIes wilh ln\&menlr held In the NOTF Additionslly, llie table above Includes unmlized 
gains ofappmximalety $1 million and an insignificant amount of unrmihed lmffi at Decemter 31, 2009 2nd irnrealued gains and I~sses of approximately $1 rnlliion and $14 miilion, 
rerpectiely. at December 31, 2WB amziated with inwlmenls held in h e  Duke Energy Indlam Grantor TNS~ As diwuned abve. unrealhe3 lms on invelmenb wilhin the NOTF 
2nd Ouke Enerpy Indiana Grantw Trust are deferrd as rqulaloiy arseb pursuant to regulatory ecmunting 

For the years ended December 31,2009, 2008, and 2007, a pre-!ax gain of approximately $7 million, a pretax loss of approx- imately 

Debt securities held at December 31, 2009, which includes auction rate securities based on the stated maturity date, mature as follows: 
$1 million, and a pretax gain of less than $1 milliop, respectively, were reclassified out of AOCl into earnings. 

$44 million in less than one year, $173 million in one to five years, $156 million in six to 10 years and $657 million thereafter. 
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The fair vaiues and gross unrealized Imses of available-for-sale 
debt and equity securities which are in an unrealized loss position for 
which other-than-temporary impairment losses have not been 
recorded, summarized by investment type and length of time that the 
securities have been in a continuous loss pasition, are presented in 
the table below as of December 31,2009 and 2008 

As of December 31,2009 
Unrealiied Unrealized 

Fair Loss Position Loss Position 
(in millions)  value^^^ >12 months <12 months 

Equity Securities $164 s (7) $(U) 
Corporate Debt Securities 38 - 
Municipal Bonds 59 - 
U S Government Bonds 93 (11 
Auctron Rate Securmesb) 198 (53) 
Other 51 (15) (31 

Total $603 $(76) $(36) 

(2) 
(8) 
- 
__ 

- 
As of December 31,2008 

Unrealized Unrealized 
Fair L m  Position Loss Position 

(in millions) Vatu&) >I2 months <12 months 

Equity Securities $353 $412) $(!51) 
Corprare Debt Securities 38 (3) (4) 

(10) Municipal Bonds 66 
Aucton Rate Secuntes[bl 224 - (A6)  
Other 108 (3) (28) 

Total $789 $(18). $(239) 

__ 

(a1 The Bbie aboe Includes fair MIUES of approxlmalely $298 million and e386 million 
at Decembsr 31, 2 0 3  and 2W8, respectively. aswrialed with investments held in 
the MDTF" Additionally. the table above includes birvaiues of appmximately 527 
million and $33 million at Dpember 31, 2W9 and 2008, respecfively, associaicd 
with investments held in the Duke Ene;gy Indiana Grantor TNSL 

(b) %e Nole 9 for in!ormation abut  fairvdlue measuremenls relaled to investments in 
audiw rate debt ssllii l ia. 
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11. GOODWILL AND INTANGIBLE ASSETS 

Goodwill. 

The following table shows goodwill by business segment at 
December 31,2009 and 2008: 

Acquisitions, 
Balance Foreign Balance 

January 1, Impairment Exchange and December 31, 
(in millions) 2009 of Godwill Other Changes 2009 
U S  Franchised 

Electric and 
Gas 53,500 $ - $417) $3,483 

Powedal 960 (.371) (20) 569 
Commercial 

International 
38 298 

$ 1 $4,350 

Energy 260 __ 

Total consolidated $4,720 $(371) -- 
Acquisitions, 

Balance Foreign Balance 
January 1, Impairment Exchange and Of?ccmber 31, 

(in millions) 2008 of Gwdwiil Other Changes 2008 
U S  Franchised 

Electric and 
Gas $3,478 $- $ 22 $3,500 

Commercial 
Power 87 1 - 89 960 

International 
Em3 29 3 __ (.33) 260 

Tala1 consolidated .,$4,642 $- $ 78 $4,720 
(a1 The 2OW impainnenl charge, whidi is ddmed Mow, is the Or;( gmdwiil 

impaimnl charge mrded by Duke Energ, since the initial tmnwction ccnined that 
resulted in the recognition of @will 

Duke Energy is required to perform an annual goodwill 
impairment test as of the Same date each year and, accordingly, 
performs its annual impairment testing of goodwill as of August 31 
Duke Energy updat& the test between annual tests if events or 
circumstances occur that would more likely than not reduce the fair 
value of a reporting unit below its carrying value The annual analysis 
of the potential impairment of goodwill requires a two step process 
Step one of the impairment test involves comparing the fair values of 
reporting units with their aggregate carrying values, incliding 
goodwill If the carrying amount of a reporting unit exceeds the 
reporting unit's fair value, step two must be performed to determine 
the amount, if any, of the goodwill impairment loss. If the cawing 
amount is less than fair value, further testing of goodwill impairment 
is not performed. 

implied fair value of the reporting unit's goodwill against the canying 
value of the goodwill. Under step two, determining the implied fair 
value of goodwill requires the valuation of a reporting unit's 
identifiable tangibie and intangible assets and liabilities as if the 

Step two of the goodwill impairment test involves cbmparing the 
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reporting unit had been acquired in a business combination on the 
testing date. The difference between the fair value of the entire 

resulted in an approximate $371 million noncash gwdwill 
impairment charge during the third quarter of 2009: 

reporting unit as detelmined in step one and the net fair vaiue of all 
identifiable assets and liabilities represents the implied fair value of 
goodwill. The goodwill impairment charge, if any, would be &e 
difference between the carrying amount of goodwill and the implied 
fair value of goodwill upon the completion of step two. 

For purposes of the step one analyses, determination of 
reporting units' fair value was based on a combination of ihe income 
approach, which estimates the fair value of Duke Energy's reporting 
units based on discounted future cash flows, and the market 
approach, which estimates the fair value of Duke Energy's reporting 
units based on market cornparables within the utility and energy 
industries Based on completion of step one of the annual 
impairment analysis, management determined that the fair values of 
all reporting units except for Commercial Power's non-regulated 
Midwest generation reporting unit, for which the carrying value of 
goodwill was approximately $890 million as of August 31, 2009, 
were greater than their respedive carrying values. Accordingly, only 
Commercial Power's non-regulated Midwest generation reporting unit 
required management to perform step two of the goodwill impairment 
test to determine the amount of the goodwill impairment. 

Commercial Power's non-regulated Midwest generation 
reporting unit includes nearly 4,000 MW of coal-fired genemtion 
capacity in Ohio dedicated to serve Ohio native load customers under 
the ESP through December 31,2011. These assetsts, as excess 
capacity allows, also generate revenues through sales outside the 
native load customer base, and such revenue is termed non-native 
Additionally, this reporting unit has approximately 3,600 MW of 
gas-fired generation capacity in Ohio, Pennsylvania, iilinois and 
Indiana. The businesses within Commercial Power's non-regulated 
generation reporting unit operate in an unregulated environment in 
Ohio. As a result, the operations within this reporting unit are 
subjected to mmpetitive pressures that do not exist in any of Duke 
Energy's regulated jurisdictions 

Commercial Power's other businesses, including the wind 
generation assets, are in a separate reporting unit for goodwill 
impairment testing purposes No impairment exists with respect to 
Commercial Power's wind generation assets. 

unit is impacted by a multitude of factors, including current and 
forecasted customer demand, current and forecasted power and 
commodity prices, impact of the emnomy on discobnt rates, 
valuation of peer mrnpanies, competition, and regulatory and 
legislative developments. Managemenls assumptions and views of 
these factors continually evolves, and such views and assumptions 
used in determining the step one fair value of the reporting unit in 
2009 changed significantly from those useg in the 2008 annual 
impairment test These factors had a significant impact on the risk- 
adjusted dismunt rate and other inputs used to value the 
non-regulated Midwest generation reporting unit More specifically, as 
of August 31, 2009, the following factors significantly impacted 
managemenls valuation of the reporting unit that consequently 

The fair value of the non-regulated Midwest generation reporting 

Decline in load (electricity demand) forecast - As a result of 
lower demand due to the continuing economic recession, 
forecasts evolved throughout 2W9 that indicate that lower 
demand levels may persist longer than previously anticipated 
The potential for prolonged suppressed sales growth, lower 
sales volume forecasts and greater uncertainty with respect to 
sales volume forecasts had a significmt impact to the 
valuation of this reporting unit 

b Depressed market power prices - Low natural gas and coal 
prices have put downward pressure on market prices for 
power As the economic recession mntinued throughout 
2009, demand for power remained low and market prices 
were at lower ievels than previoiisly forecasted In Ohio, Duke 
Energy provides power to retail customers under the ESP, 
which utilizes rates approvwi by the PUCO through 2011. 
These rates are currently above market prices for generation 
services The current low levels of market prices impact price 
forecasts and places uncertainty over the pricing of power after 
the expiration of the ESP at the end of 201 1. Additionally, 
customers have recently begun to select alternative energy 
generation service providers, as allowed by Ohio legislation, 
which further erodes margins on sales. 

- Carbon /egis/a;ion/regii/ation developments - On June 26, 
2009, the U.S. House of Representatives passed The 
American Clean Energy and Security Act of 2009 (ACES) to 
encnumge the deveiopment of clean energy sources and 
reduce greenhouse gas emissions The ACES would cr&e an 
economy-wide cap and trade progmm for large sources of 
greenhouse gas emissions. In September 2009, the U S 
Senate made signiiicant progress towards their own version of 
climate legislation and, also in 2009, the EPA began actions 
that could lead to ih regulation of greenhouse gs emissions 
absent carbon legislation. Climate legislation has the potential 
to signifirantly increase the costs of coal and other carbon- 
intensive electricity generation throughout the U s., which 
could impact the value of the mal fired generating plants, 
particularly in non-regulated environments. 

In addition to the goodwill impairment charge, and as a resuit of 
factors similar to tho= described above, Commercial Power recorded 
approximately $42 million of pretax impairment charges related to 
certain genemting assets in the Midwest to writedown the value of 
these assets to their estimated fair value These impairment charges 
are recorded in Goodwill and Other impairment Charges on the 
Consolidated Statement of Operations. As management is not aware 
of any recent market transactions for mmparable assets with 
sufkient transparency to develop a market approach fair value, Duke 
Energy relied on the income approach to estimate the fair value of the 
imoaired assets 
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The fair values of Commercial Poveer's non-regulated generation 
reporting unit and generating assets for which impairments were 
recorded were determined using significant unobservable inputs (i e , 
Level 3 inputs) as defined by the accounting guidance for fair value 
measurements 

Intangibles. 

The carrying amount and accumulated amortization of 
intangible assets as of December 31, 2009 and 2008 are as follows: 

December31. December 31. 
(in millions) 2009 2008 

Emission allowanCes $ 274 $ 300 
Gas, coal and power contracts 296 296 
Wind development rightsla'  127 161 
Other 66 68 

Total gross carrying amount 763 825 

Accumulated amottization -gas, coal 

AcclJmUlated amortization -wind 
and power contracts 1140) (117) 

development rights (2) 
Accumulated amortization - olher (28) (28) 

Total accumulated amortization (170) (145) 
=intangible assets, net $ 593 $ 680 

- 

___ 

(a) As disnared further Mav and in Note 3, the dsrease in w i d  development riW 
primarily relates lo Ihe sale of =!in prnjoiects that were acquired as pari of Catamount 
in Septembe. 2008. 

Emission allowances in the table above include emission 
allowances acquired by Duke Energy as part of its merger with 
Cinergy, which were recorded at the then fair value on the date of the 
merger in April 2006, and emission allowances purchased by Duke 
Energy. Additionally, Duke Energy is alimted certain zero cost 
emission allowances on an annual basis The change in the gross 
carrying value of emission allowances during the years ended 
December 31, 2009 and 2008 are as follows: 

December 31, December 31, 
(in millions) 2009 2008 
Gross carrying value at beginning of perid $300 $426 
Purchases of emission allowances 93 62 
Sales and consumption of emission 

allowances (axb) (120) (116) 
(82) impairment of emission allowancs __ 

Mher chances I 10 

Gross carrying value at end of period $274  . $300 

(a) Carrying value ai emhion allowances are rnngnhed via a charge (D expvlse when 
consumed 

(b) See Nok 3 lor a discunion of wins and 1- on ales of emision alimanccs by 
U S Franchised Eledric and Gas and Cornmedal Power 

Amortization expense for gas, coal and power contracts, wind 
development righb and other intangible assets for the years ended 
December 31,2009,2D08 and 2007 was approximately 
$25 million, $27 million and $57 million, respectively 

The table below shows the expected amortization expense for 
the next five years for intangible assets as of December 31, 2009 
The expected amortization expense includes estimates of emission 
allowances consumption and estimates of consumption of 
commodities such as gas and coal under existing contracts, as well 
as estimated amortization related to the wind development projects 
acquired from Catamount The amortization amounts discussed 
below are estimates and actual amounts may differ from these 
estimates due to such factors as changes in consumption patterns, 
sales or impairments of emission allowances or other intangible 
assets, delays in the in-sewice dates of wind assets, additional 
intangible acquisitions and other events 

(in millions) 2010 2011 2012 2013 2014 

$136 $38 $34 $31 $30 - Amortization expense 

As discussed in Note 3. Duke Energy completed the acquisition 
of Catamount in September 2008, resulting in the recognition of 
approximately $1 17 million of intangible assets related to wind farm 
development rights. 01 this amount, a portion of the intangible asset 
value was assigned to projects that Duke Energy disposed of through 
sale dilnng the year ended December 31, 2009. The intangible 
assets recorded in connection with the Catamount acquisition 
primarily represent land use rights and interconnection agreements 
acquired by Duke Energy as part of the purchase price Since these 
intangible assets relate to development projects lor which commercial 
operations have not commenced, amortization of the intangible asset 
value assigned to each of these projects will not begin until 
commercial operation is achieved Duke Energy will evaluate the 
useful lives of these intangible assets as the pLojects begin 
commercial operations, which is anticipated to be in theyears 2010 
through 2012. Duke Energy currently estimates the useful lives of 
these projecb, once in commercial operation, will be the shorter of 
the lease term of the land or the estimated lives of the projects, which 
is approximately 25 years 

In connection with the merger with Cinergy in April 2006, Duke 
Energy recorded an intangible liability of approximately $113 million 
asscciated with the RSP in Ohio, which was recognized in earnings 
over the regulatory period that ended on December 31, 2008. Duke 
Energy also m r d e d  approximately $56 million of intangible 
liabilities associated with other power sale contmcts in connection 
with its merger with Cinergy. The carrying amount of these intangible 
liabilities associated with other power sale contracts was 
approximately $10 million and $16 million at December 31, 2009 
and 2008, respectively During the years ended Dccember 31, 
2009, 2008 and 2007, Duke Energy amortized approximately 
$6 million, $73 million and $45 million, respectively, to income 
related to these intangible liabilities. The remaining balance of 
approximately $10 million will be amortized to inwme as follows: 
approximately $6 million in 2010 and approximately $4 million in 
2011. Intangible liabilities are classified as Other within Deferred 
Credits and Other Liabilities on the Consolidated Balance Sheets 
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On July 11, 2008, the U S  Court of Appeals for the District of 
Columbia issued a decision vacating the Clean Air Interstate Rule 
(CAIR). Subsequently, in December 2008, a federal appeals court 
reinstated the CAlR while the EPA develops a new clean air program 
See Note 16 for additional information on the CAlR However, as a 
result of the July 11 ~ 2008 decision temporarily vacating the CAIR, 
there were sharp declines in market prices of SO2 and NOx 
allowances in the third quarter of 2008 due to uncertainty associated 
with future federal requirements to reduce emissions. Accordingly, 
Duke Energy evaluated the carrying value of emission allowances 
held by its reguiated and unregulated businesses for impairment 
during the third quarter of 2008 

At the time of its temporary repeal, the CAlR required 50% 
reductions in SO, emissions beginning in 2010 and hirther 30% 
reductions in S0,emissions in 2015 beyond specified requirements 
These reductions were to be achieved by requiring the surrender of 
SO, allowances in a ratio of two allowances per ton of SO, emitted 
beginning in 2010, up from a current one-to-one ratio, escalating to 
2.86 allowanm per ton of SO, emitted beginning in 2015. Taking 
intc account these increases in emission allowance requirements 
under CAIR, Commercial Power's forecasted SO, emissions needed 
through 20.37 exceeded the number of emission allowances held prior 
to the vacating of the CAIR. Subsequent to the temporary decision to 
vacate CAIR, Commercial Power determined that it had SO, 
allowances in excess of forecasted emissions and those allowances 
held in excess of forecasted emissions from future generation required 
an impairment evaluation. In performing the impairment evaluation for 
SO, allowances at September 30, 2008, management compared 
quoted market prices for each vintage year allowance to the carrying 
value of the related allowanca in excess of forecasted emissions 
through 2038. Due to the sharp decline in market prices of SO, 
allowances, as discussed above, Commercial Power recorded pretax 
impairment charges of approximately $77 million related to forecasted 
excess SO, allowances held at September 30, 2008. Additionally, 
Commercial Power recorded pretax impairment charges of 
approximately $5 million related to annual N0,allowances during the 

Impairment of Emission Allowances. However, since certain of these forward contracts would no longer be 
considered probable of use in the normal course of operations due to 
the excess over forecasted needs, in September 2008, U S 
Franchised Electric and Gas determined that these contracts no longer 
qualified for the NPNS exception. At the time this determination was 
made, the fair value of the contracts was a liability of approximately 
$34 million Since U S: Franchised Electric and Gas anticipates 
regulatory recovery of the cost of these emission allowances in normal 
couIse, a corresponding regulatory asset was recorded on the 
Consolidated Balance Sheets These forward contracts have continued 
to be marked-to-market, with an offset to the regulatory asset balance, 
until ultimate settlement 

As a result of the reinstatement of the CAlR in December 2008, 
as discussed above, all emission allowances and certain 
commitments to purchase emission allowances held by U S 
Franchised Electric and Gas and Commercial Power are anticipated 
to be utilized for future emission allowance requirements under the 
CAIR. unless the EPA develops a new clean air program that changes 
the existing requirements under the CAIR. 

12. INVESTMENTS IN UNCONSOLIDATED AFFILIATES 
AND RELATED PARTY TRANSACTIONS 

. . ,  - 
third quarter of 2008 as these were also affected by the decision to 
vacate the CAIR. These impairment charges are recorded in Goodwill 
and Other Impairment Charges within Operating Expenses on the 
Cmsolidated Statements of Operations 

Additionally, U S  Franchised Electric and Gas has emission 
allowances and certain commitments to purchase emission allowances 
that, based on management's best estimate at September 30,2008, 
resulted in a quantity of emission allowances in excess of the amounts 
projected to be utilized for operations. The excess emission allowances 
include forward contracts to purchase SO, allowances to cover 
forecasted shodfalls in emission allowances necessary for operations 
that were entered into prior to the July 11, 2008 CAlR decision. Prior 
to the temporary vacating of the CAIR, these forward contracts, which 

the NPNS exception within the accounting rules for derivatives. 

. .  ' . ,;::: primarily settled in the fourtk quarter of 2008 or in 2009, qualified for 
' 

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 Significant 
investments in affiliates accounted for under the equity method are as 
follows: 

Commercial Power. 

As of December 31, 2009 and 2008, investments accounted 
for tinder the equity method primarily consist of Duke Energy's 
approximate 50% ownership interest in the five Sweetwater projects 
(Phase I-W, which are wind power assets located in Texas that were 
acquired as part of the acquisition of Catamount, which is further 
described in Note 3 

International Energy. 

As of both December 31, 2009 and 2008, investments 
accounted for under the equity method primarily include 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 Attiki, a natural gas distributor in Athens, G r e w ?  

Duke Energy's wholly-owned subsidiary, CGP Global Greece 
Holdings S A (CGP Grew) has as its only asset the 25% indirect 
interest in Attiki, and its only third-paw liability is a debt obligation 
that is secured by the 25% indirect interest in Attiki The debt 
obligation is also secured by Duke Energy's indirect wholly-owned 
interest in CGP Greece This debt obligation of approximately $71 
million, which is reflected in Current Maturities of Long-Term Debt on 
Duke Energy's Consolidated Balance Sheets, is otherwise 
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non-recourse to Duke Energy. In December 2009, Duke Energy 
decided to abandon its investment in Attiki and the related 
non-recourse debt The decision to abandon Attiki was made in part 
due to the non-strategic nature of the inveshent and insufficient 
cash flow from the investee to cover non-recourse debt obligations 

In November 2009, CGP Greece failed to make a schedulecj 
semiannual instailment payment of principal and interest on the 
debt, and in January 2010 the counterparty to the debt issued a 
Notice of Event of Default, asserting voting rights and rights to 
dividends in CGP Greece and thereby its 25% indirect interest in 
Attiki. As of December 31,2009, Duke Energy's investment balance 
in Attiki was approximately $71 million, reflecting an approximate 
$18 million impairment charge recognized in the fourth quarter of 
2009 to reduce the carrying amount of the investment to its 
estimated fair value 

Other. 

As of December .31, 2009 and 2008, investments accounted 
for tinder the equity method primarily include telecommunications 
investments. Additionally, Other includes Duke Energy's effective 
50% interest in Crescent which, as discussed further below, has a 
canying value of zero. 

In connection with the renegotiation of its debt agreements in 
June 2008, Crescent management modified its existing business 
strategy to focus some of its efforts on producing near-term cash flows 
from its non-strategic real estate projects in order to improve liquidity 
As a k u i t  of its revised business strategy to accelerate certain cash 
flows resulting from the June 2008 amendments to its debt 
agreements, Crescent updated its recoverability assessments for its 
real &ate projects as required under the accounting guidance for 
asset impairments Under the accounting guidance for asset 
impairments, the carrying amount of a long-lived asset is not 
recoverable if it exceeds the sum of the undiscounted cash flows 
expected to result from the use and eventual disposition of the asset. 
For certain of CrescenPs non-strategic assets, it was determined that 
some projects' projected undiscounted cash flows did not exceed the 
carrying value of the projecis based on the revised business strategy 
assumptions, and an impairment loss was recorded equal to the 
amount by which the carrying amount of each impaired project 

exceeded its estimated fair value The methods for determining fair 
value included discdunted cash flow models, as well as valuing 
certain properties based on recent offer prices for bulk-sale 
transactions and other price data for similar assets During the year 
ended December 31, 2008, Crescent recorded impairment charges 
on certain of its property holdings, primarily in its residential division, 
of which Duke Energy's proportionate pre-tax share was 
approximately $238 million Duke Energy's proportionate share of 
these Impairment charges are recorded in Equity in Earnings (Losses) 
of Unconsolidated Affiliates in Duke Energy's Consolidated 
Statements of Operations 

ended December 31. 2008, the carrying value of Duke Energy's 
investment in Crescent was reduced to zero. Accordingly, Duke 
Energy discontinued applying the equity method of accounting to its 
investment in Crescent during the year ended December .31, 2008 
and did not record its proportionate share of any Crescent earnings or 
losses in subsequent periods 

See Note 17 for a discussion of charges recorded in 2009 
related to performance guarantees issued by Duke Energy on behalf 
of Crescent Crescent filed Chapter 11 petitions in a U S Bankruptcy 
Court in .June 2009. 

investments in affiliates with carrying amounts greater than zero 
approximated the amount of underlying equity in net assets 

As a result of the impairment charges recorded during the year 

As of December 31,2009 and 2008, the carrying amount of 

Impairments. 

During the years ended December 31, 2009 and 2008, Duke 
Energy recorded pie-tax impairment charges to the carrying value of 
investments in unconsolidated affiliates of approximately $21 million 
and $9 million, respectively. Approximately $18 million of the 
impairment charge recorded during the year ended December 31, 
2009 relates to International Energy's investment in Attiki, as 
discussed above These impairmenl charges, which were recorded in 
Losses on Sales and Impairments of Unconsolidated Affiliates on the 
Consolidated StBtements of Operations, were recorded as a result of 
Duke Energy mncluding that it would not be able to recover its 
carrying value in these investments, thus the carrying value of these 
investments were written down to their estimated fair value 

Investments in Equity Method Unconsolidated Affiliates 

As of: 
- 

December 31,2009 December 3 I ,  2M)8 

(in millions) Domestic International Total hm&c lnternatronal Total 

$ -  $ 4  $ 3  $ -  $ 3  
226 

U S Franchised Electric and Gas $ 4  
Commercial Power 198 

161 161 International Ener@d 
Other 71 10 8 1  73 10 83 

$273 $163 $436 $302 $171 $473 Total 

__ 198 226 - 
- 153 153 - 

-____ 
(a) R d-ed a h ,  Intemalional hrgy rearded an approximale $18 miilim pre-tax lmpalmenl to wrllcdown lhe value of 115 Atllkl lnvntmcnl b fair value 
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Equity in Earnings (Losses) of Equity Method Unconsolidated Affiliates 

For the Years  Ended: 
December 31,2009 December 31,2008 December 31,2007 

Domestic International Totali" Domestic International Totalhi Domestic International Totalla) iiili0- 

17 
U S Franchised Electric and Gas 
Commercial Power 7 - 7 16 
International Energy - 72 72 - 127 127 - 102 102 
WeP i  __ 1 1 (230) 1 (229) 38 2 4 0  

$- $(lo) $ (16) $ - $ (161 $ (2 )  $ - $ ( 2 )  
__ 16 17 - 

$(IO) 

Total $ (3)  $73 $70  $(230) -$128 W02) $53 $104 $157 - 

During theyears ended December 31, 2009,2008 and 2007, 
Duke Energy received distributions from equity investments of 
approximately $83 million, $195 million and $i47 miliion, 
respectively, which are included in Other assets within Cash Flows 
from Operating Activities on the Consolidated Statements of Cash 
Flows 

Summarized Combined Financial Information of Equity Method 
Unconsolidated Affiliates 

As of December 31, 
(in millions) 2009 2008 

Balance Sheet 
Current assets $1,154 $ 1,399 
Non-current assets 2,353 4,072 
Current liabilities (920) (1,489) 
Non current liabilities (744) (2,038) 
Net assets $ 1,843 $ 1,944 

~ 

For the Years Ended 
Decemhr31. 

(in millions) 2009 2008 2007 

Income Statement 
Operating revenues $1,509 $2,683 $2,284 
Operating expenses 1,252 2,A07 1,634 
Net income 257 58 462 

Other Investments. 

Cbnmercial Power has an interest in South Houston Green 
Power, L P (SHGP), which is a cogeneration facility containing three 
cornbushon turbines in Texas City, Texas Although Duke Energy 
owned a significant portion of SHGP, it was not consolidated as Duke 
Energy did not hold a majority voting control or have the ability to 
exercise control over SHGP, nor was Duke Energy the pnmary 
beneficiary In the fourth quarter of 2008, Duke Energy finalized an 
asset swap agreement with the other joint venture owner of SHGP, 
which gives Duke Energy the option to receive either wind assets or a 
cash settlement, both of which have a value of approximately 
$180 million and which approxlmates the cawing value of Duke 

DUKE ENERGY CORPORATlON / 2W9 FORM 10-K I 

Energy's investment in SHGP The cash seltiement feature will be 
utilized if the option to receive the wind assets is not exercised within 
a ninemonth window following the commercialization date of the 
wind assets. In exchange Duke Energy would surrender its remaining 
interest in SHGP on the future transaction date. Duke Energy 
anticipates finalizing this transaction In 2010, either by receiving the 
wind asset or opting for the cash settlement This transaction was 
consider& ij non-monetary exchange of productive assets with 
commercial substance for accounting purposes Duke Energy does 
not currently expect a significant gain or loss associated with the 
completion of this transactjon 

Effective with the finalization of the asset swap agreement in 
December 2008, Duke Energy turned over of the operations of SHGP 
to its equity partner, and Duke Energy's 50% common equity interest 
in SHGP was converted to a preferred equity interest, which is 
considered a cost method investment. Commencing on the turnover 
date and continuing until either the wind asset is transfer& to Duke 
Energy or ultimate cash settlement, Duke Energy will receive a fixed 
monthly payment in lieu of the economic benefit it would have 
otherwise received as a common equity member of SHGP. This 
payment is intended to compensate Duke Energy for normal 
distributions that it would otherwise k entitled to as an equity owner 
of SHGP; however, this payment is not economically'linked to the 
actual earnings and operating results of SHGP 

Related Patty Transactions. 

See Note 21 for information related to Duke Energy Ohio's, 
Duke Energy Indiana's and Duke Energy Kentucky's sale of 
receivables to Cinergy Rmivables 

Advance SC LLC, which provides hindingfor economic 
development projects, educational initiatives, and other programs, 
was formed during 2004. U S  Franchised Electric and Gas made 
donations of approximately $11 million, $11 million and $8 million 
to the unconsolidated subsidiary during the years ended 
December 31,2009, 2008 and 2007, respectively Additionally, at 
December 31,2009 and 2008, US. Franchised Electric and Gas 
had a trade payable to Advance SC LLC of approximately $1 million 
and $11 million, respectively. 

.22 
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In early 2008, Duke Energy began discussions wilh Crescent to 
purchase certain parcels of land in North Carolina and South Carolina 
that potentially have strategic value to Duke Energy's regulaled 
operations in those states During the second quarter of 2008, Duke 
Energy had independent third party appraisals performed for each 
parcel of land in order to assist in the determination of a potential 
purchase price. In June 2008, Duke Energy acquired approximately 
12,700 acres of land for a purchase price of approximately 
$51 million Crescent recorded a gain on the sale Since Duke 
Energy is a joint venture owner in Crescent, its proportionate share of 
the gain was eliminated and instead recorded as a reduction in the 
carrying amount of the purchased real estate. 

13. DISCONTINUED OPERATIONS 

Income (loss) from discontinued operations was income of 
approximately $12 million and $16 million for 2009 and 2008, 
respeclively, and a loss of approximately $22 million for 2007 
Significant transactions cccuning during the years ended 
December 31, 2008 and 2037 that resulted in discontinued 
operations presentation are discussed below 

Year Ended December 31,2008 

Commercial Power 

Prior to August 2007, International Energy loaned money to 
C6mpaiiia de Servicios de Compresi6n de Campxhe, SA. de C.V 
(Campeche) to assist in the costs to buiid International Energy 
received principal and interest payments of approximately 
$28 million from Campeche during 2007. 

Summary Condensed Financial Information 

In February 2008, Duke Energy entered into an agreement to 
sell its 480 MW natural gas-fired peaking generating station located 
near Brownsviile, Tennessee to Tennessee Valley Aulhority for 
approximately $55 million. This transaction closed in April 2008 and 
resulted in Duke Energy remgnizing an approximate $23 million 
pretax gain at closing. 

Year Ended December 31,2007 
Item 4-08(g) of Regulation S-X requires the presentation of 

summarized financial information for individual equity method Commercial Power 
investments that meet certain quantitative thresholds 

presented for the year ended December 31,2009 since, as 
disclissed above, Duke Energy suspended applying the equity 
method of accounbng to its investment in Crescent in the third 
quarter of 2008 as its investment in Crescent had been wnttcn down 
to zero Accordingly, there were no amounts related to the operations 
of Crescent included in the Consolidated Statements of Operations for 
the year ended December 31, 2009 Summarized financial 
information for Crescent for the years ended December 31, 2008 
and 2007 is as follows 

I 
Summanzed financial information for Crescent has not been 

i 

Year Ended Year Ended 
(in millions) December 31, 2008 December 31,2007 
Operating revenues $407 $536 
Operating expenses $754 $415 

Net income(a) $(420) $ 76 
Operzting income $4347) $121 

(a) 2W8 net i f f m e  includes tlie p in  reaided by Cracent on the 5ale of land to Duke 
Enera ihai was eliminated by Duke €new, as disruned iurlher abwe. 

Due to the expiration of certain tax credits, Duke Energy ceased 
all synthetic fuel (synfuel) operations as of December 31, 2007 
Accordingly. the results of operations for synfuel were reclassified to 
discontinued operations. for the year ended December .31, 2007, 
synfuel operations had after-tax esmings of approximately 
$23 million, which includes tax benefits of approximately 
$84 million. 

International Energy 

In February 2007, International Energy finalized the 
approximate $20 million sale of it 50% ownership interest in two 
hydroelectric power plants near Cochabamba, Bolivia to Ecunergy 
International International Energy recorded an impairmeni charge in 
2006 related to certain assets in Bolivia in connection with this sale 
As a result of the sale, International Energy no longer has any assets 
in Bolivia. 

Spin-off of Natural Gas Businesses 

(in millions) 
Current asseis 
Noncunent assets 
Current liabilities $ 471 and Duke Energy's former 50% ownership interest in DCP 
Noncurrent liabilities 
Nonmnfrolline interest $ (1) Income (Loss) From Discontinued Operations, net of tax, for the year 

December 31,2008 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 

Midstream, LLC (DCP Midstream), to Duke Energy shareholders. 

ended December 31, 2007 includes a pre-tax amount of 
approximately $18 million related to costs to achieve the Spectra 
Energy spin-off, primarily fees lo outside setvice providers 

$ 1,341 
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Other Transactions and Balances with Spectra Energy 

Effective with the spin-off, Duke Energy and Spectra Energy 
entered into a Transition Sewices Agreement TTSA), 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, as anticipated, Duke Energy 
has had very limited commercial business activities with Spxtra 
Energy subsequent to the spin-off 

Additionally, effective with the spin-off, Duke Energj' and 
Spectra Giergy entered into various reinsurance and other related 
agreements that allocated certain ass& to Spectra Energy and DCP 

Midstream created under insurance coverage provided prior to 
the spin-off by Duke Energy's captive insurance subsidiary and third 
party reinsurance companies Under these agreements, Spectra 
Energy's captive insurance subsidiary reinsured 100% of Duke 
Energy's rekined risk under the insurance coverage provided prior to 
the spin-off Consistent wiih the terms of the reinsurance agreement 
entered into while all parties were under the common control of Duke 
Energy, Duke Energy paid approximately $95 million in cash to 
Spectra Energy's captive insuranm company, which was placed in a 
grantor trust to secure Spectra Energy's obligation to Duke Energy 
under Ute Spectra Energy reinsurance agreements This transfer is 

14. PROPERTY, PLANT AND EQUIPMENT 

. .. . .  ... 
'.' 

reflaled in Cash distributed to Spectra Energy within Net cash 
provided by (used in) financing activities on the Consolidated 
Statements of Cash flows As of December 31, 2009, Duke Energy 
had a total liability to Spectra Energy and DCP Midskeam related to 
these agreements of approximately $21 million, which is reflecied in 
both Other within Current Liabilities and Other within Deferred Ciedits 
and Other Liabilities in the Cansolidated Balance Sheets This liability 
is offset by a corresponding receivable, of which approximately $4 
million was due from Sp&a Energy's captive insurance subsidiary 
under the Spectra Energy reinsurance agreement and approximately 
$17 million was due from third party reinsurance companies These 
amounts are reflected in both Other within Current Assets and Other 
within 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 furlher, 
Duke Enerw is providing no insurance coverage to Spectra Energy or 
DCP Midstream for events which occur subsequent to the spin-off 
date 

At Dexmber 31,2009 and 2008, Duke Energy had an 
approximate $50 million and $49 million receivable, respectively, 
from Specha Energy related to certain income tax items. 

December 31, 

(in millions) 

Land 
Plant -Regulated 

Electric generation, distribution and 
Natural gas Vansmission and distribution 
Other buildings and improvemeniscd 

Elah-ic generation, distribution and fransmissionla) 
Other buildings and improvemenlscai 

Plant - Unregulated 

Nuclear he! 
EquipmenVal 
Vehicles 
Construciion in process 
nthpdal 

Estimated 
Useful Life 

Neats) - 

8 -  125 
12 - 60 

25 -100 

8 -  100 
20 - 90 

4 - 33 
5 -26  

5 - 3 3  

- 

- 

2009 2008 

$ 725 $ 687 

35,983 34,005 
1,694 1.566 

617 564 

5,120 3,989 
1,855 1,698 
1,079 966 

799 658 
77 81 

5,336 4,379 
2.077 1.711 I" 

Total properly, plant and equipment 55,362 50,304 
Total accumulated demeciation - regulated~~~ IC) (15,5261 (14,661) 
Total accumulated deprcciation - uncegulated~cl (1.886) (1,587) 

$37,950 $e Total net properly, plant and equipment .-.-- 

Capitalized interest, which includes the debt component of AFlJDC, amounted to approximately $102 million, $93 million and 
$71 million for 2009, 2008 and 2007, respecbvely 
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15. DEBT AND CREDIT FACILITIES 

Summary of Debt and Related Terms 

(in millions) 

Weighted- 
Average December 31. 

Rate Year Due 2009 2008 

Unsecured debt 
Secured debt 
First mortgage bondsla' 
Capital leases 
Other debW 
Notes payable and commercial papericxfi 
Fair value hedge cawing value adjustment 
Unamortized debt discount and premium, net 
Total debW 
Current maturities of long-term debt 
Short-term notes oavable and commercial oaoert" 

6 1% 2010- 7037 $ 7,922 $ 6,360 
34% 2010-7017 660 737 
57% 2010-2040 5,940 4,165 
6 7% 2010- 7046 248 137 
11% 2010-2041 1,843 2,084 
0 4% 450 993 

18 25 
(66) (62) 

17,015 14,439 
(902) (646) 
- (543) 

Total long-term debt - -I $16,113 $13,250 

(a1 As of D e c e m b  31, 2009, subslanliaily all 01 U 5. Franchised Uechic and Gas' electric plan1 in senih? is mortgagal under Ihe mortgage bond indenlure of Duke Erwgy Catdinas, Duke 
Energy Ohio and Duke Energy Indiana 

(b) lndudes $1,410 million and $1,569 million a i  Duke Energy tax-exernpi bon?Js as of Deamber 31,2W9 and 2008, respeaivety As of December 31,2009 and 2008, $331 million 
and $404 million, respectively. was secured by first mortgage bo& and $433 miilim and $494 million. resp?x4ively, was secured by a letter of Wit 

(c) lridudes $450 millim as 01 bvl December 31,ZCW and 2008 that was clarsiiid as !m@erm DcM on the Consolidatd Balance She& duc to the ewhlence of long-term credil 
facililin whih back&p these mmmercial pawr balances, along wivl Duke b e &  ability and inlent io rennance lheje balanw on a long-term basis The weighl&m,ap,e days to 
maturilywas 14daysasofDeamkr31,20i)9end lOdaysasofDa~lber31.2W8 

(d) lndudes appnxlmakiy $279 million at December 31, 2008 relaled Lo Duke Energy Ohio's drawdwn under (ne masler uedil facility 
(e) hs of Decenter31, 2M)9 and 2008, $479 miliion and $414 rniliim. iespectivety, of debt was denominaid in Brdlian Reals 
(fi Weighk4-average rats on outstanding short-term no& payabie and mmercial paper was 3 4% as of Wmber 31,2008 

Unsecured Debt 

In September 2009, Duke Energy Kentucky issued 
$100 million of senior debentures, which carry a fixed interest rate of 
4 65% and mature October 1, 2019 Proceeds from the issuance 
were used to repay Duke Energy Kentucky's borrowings tinoer Duke 
Energy's master credit facility, to replenish cash used to repay 
$20 million pnnripal amount of debt due September 15, 2039 and 
for general corporate purpow 

In August 2009, Duke Energy issued $1 billion pnncipal 
amount of senior notes, of which $500 million cany a fixed interest 
rate of 3 95% and mature September 15, 2014 and $500 million 
carry a fixed interest rate of 5 05% and mature September 15, 
2019 Proceeds from the issuance were used to redeem commercial 
paper, to fund capital expenditures in Duke Energy's unregulated 
businesses in the U S and for general corporate purposes 

In January 2009, Duke Energy issued $750 million principal 
amount of 6 30% senior notes due February 1, 2014 Proceeds 
from the issuance were used to redeem commercial paper and br 
general corporate pur!pases 

In June 2008, Duke Energy issued $500 million pnncipal 
amount of senior notes, of which $250 million carry a fixed interest 
rate of 5 65% and mature June 15, 2013 and $250 million carry a 
fixed interest rate of 6 25% and mature June 15, 2018 Proceeds 
from the issuance were used to redeem commercial paper, to fund 
capital expenditures in Duke Energy's unregulated businesses in the 
U S and for general corporate purpnses 

First  Mortgage Bonds. 

In December 2009, Duke Energy Ohio issued $250 million 
principal amount of first mortgage bonds, which carry a fixed interest 
rzte of 2 10% and mature .June 15, 2013 Proceeds from this 
issuance, together with cash on hand, were used to repay Duke 
Energy Ohio's borrowing under Duke Energy's master credit facility. In 
mnjunction with this debt issuance, Duke Energy Ohio entered into 
an interest rate swap agreement that converted interest on this debt 
issuance from the fixed coupon rate to a variable rate. The initial 
variable rate was set at 0 31%. 

In November 2009, Duke Energy Carolinas issued 
$750 million principal amount of fint mortgage bonds, which carry a 
fixed interest rate of 5 30% and mature February 15, 2040. 
Proceeds from this issuance will be used to fund rapital expenditures 
and general corporate purposes, including the repayment at maturity 
of $500 million of senior notes and Rrst mortgage bonds in the fint 
half of 2010. 

In March 2009, Duke Energy Ohio issued $450 million 
principal amount of first mortgage bonds, which carry a tixed interest 
rate of 5 45% and mature April 1, 2019 Proceeds from this 
issuance were us.& to repay short-ten notes and for general 
corporate purposes, including funding capital expenditures. 

In March 2009, Duke Energy Indiana issued $450 miliion 
principal amount of first mortgage bonds, which carry a fixed interest 
rate of 6 45% and mature April 1, 2039. Proceeds from this 
issuance were used to fund capital expenditures, to replenish cash 
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used to repay $97 million of senior notes which matured on 
March 15, 2009, to fund the repayment at maturity of $125 million 
of first mortgage bonds due July 15, 2009, and for general corporate 
purposes, including the repayment of short-term notes. 

In November 2008, Duke Energy Carolinas issued 
$900 million principal amount of first mortgage bonds, of which 
$500 million carry a fixed interest rate of 7 00% and mature 
November 15, 2018 and $400 million carry a fixed interest rate of 
5 75% and mature November ?5,2013 The net proceeds from 
issuance were used to repay amounts borrowed under the master 
credit facility, to repay senior notes due January 1, 2009, to 
replenish cash used to repay senior notes at their scheduled maturity 
in October 2008 and for general corporate purposes 

In August 2008, Duke Energy Indiana issued $500 million 
principal amount of first mortgage bonds, which wrry a fixed interest 
rate of 6.35% and mature August 15, 2038. Proceeds from this 
isuance were used to fund capital expenditures and for general 
corporate purposes, including the repayment of short-term notes and 
to redeem first mortgage bonds maturing in September 2008. 

In April 2008, Duke Energy Carolinas issued $900 million 
principal amount of first mortgage bonds, of which $300 million carry 
a fixed interest rate of 5 10% and mature April 15, 2018 and 
$600 million carry a fixed interest rate of 6 05% and mature 
April 15,2038. Proceeds from the issuance were used to fund capital 
expenditures and for general corporate purposes In anticipation of 
this debt issuance, Duke Energy Carolinas executed a series of interest 
rate swaps in 2007 to lock in the marltet interest rates at that time. 
The value of these interest rate swaps, which were terminated prior to 
issuance of the fixed rate debt, was a pretax Ims of approximately 
$23 million. This amount was recorded as a component of 
Accumulated Other Comprehensive Loss and is being amortized as a 
component of Inter& Expense over the life of the debt, 

principal amount of first mortgage bonds, of which $400 million 
carry a fixed interest rate of 5 25% and matimlanuary 15, 2018 
and $500 million carry a fixed interest rate of 6 00% and mature 
January 15,2038 Proceeds from the issuance were used to fund 
capital expenditures and for general corporate purposes, including the 
repayment of comrnerciai paper in anticipation of this debt issuance, 
Duke Energy Carolinas executed a series of interest rate swaps in 
2007 to lock in the marltet interest rates at that time The value of 
these interest rate swaps, which were terminated prior to issuance of 
the fixed rate debt, was a pre-tax loss of approximately $18 million. 
This amount was recorded as a component of Accumulated Other 
Comprehensive Loss and is being amortized as a component of 
interest Expense over the life of the debt, 

In January 2008, Duke Energy Carolinas issued $900 million 

Other Debt. 

In October 2009, Duke Energy Indiana refunded $50 million of 
tax-exempt vanable-rate demand bonds through the issuance of $50 
million principal amount of tax-exempt term bonds, whlch a n y  a 

fixed interest rate of 4.95% and mature October 1, 2040. The 
tax-exempt bonds are secured by a series of Duke Energy Indiana's 
first mortgage bonds. 

In September 2009, Duke Energy Carolinas converted 
$77 million of tax-exempt variable-rate demand bonds to tax-exempt 
tern bonds, which carry a fixed interest rate of 3 60% and mature 
February I, 2017 In connection with the conversion. the tax-exempt 
bonds were secured by a series of Duke Energy Carolinas' first 
mortg;ige bonds 

tax-exempt variable-rate demand bonds through the issuance of 
$55 million principal amount of tax-exempt term bonds due 
August 1, 2039, which carry a fixed interest rate of 6 00% and are 
secured by a series of Duke Energy Indiana's first morlgage bonds 
The refunded bonds were redeemed July 1,2009 

In .lanualy 2009, Duke Energy Indiana refunded $271 million 
of tax-exempt auction rate bonds through the issuance of 
$271 million of tax-exempt variable-rate demand bonds, which are 
supported by direct-pay letten of credit, of which $144 million had 
initial rates of 0 7% reset on a weekly basis with $44 million 
maturing May 2035, $23 million maturing March 2031 and 
$77 million maturing December 2039. The remaining $127 million 
had initial rates of 0.5% reset on a daily basis with $77 million 
maturing December 2039 and $50 million maturing October 2040 

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

In October 2008, International Energy issued approximately 
$153 million of debt in Brazil, of which approximately $112 million 
mature in September 2013 and cany a variable interest rate equal to 
the Brazil interbank rate plus 2.15%, and approximately $41 inillion 
mature in September 2015 and carry a fixed interest rate of 11 6% 
plus an annual inflation index International Energy used these 
proceeds to prepay existing long..term debt balances 

In April 2008, Duke Energy Carolinas refunded $100 million of 
tax-exempt auction rate bonds through the issuance of $100 million 
of tax-exempt variable-rate demand bonds, which are supported by a 
direct-pay letter of credit Thevariable-rate demand bonds, which are 
due November 1, 2040, had an initial interest rate of 2 15% which 
will be reset on a weekly basis. 

In June 2009, Duke Energy Indiana refunded $55 million of 

Auction Rate Debt 

As of December 31,2009, Duke Energy had auction rate 
tax-exempt bonds outstanding of approximately $461 million While 
these debt rnstruments are long-term in nature and cannot be put 
back to Duke Energy prior to maturity, the interest rates on theSe 
instruments are designed to reset periodically through an auction 
process In February 2008, Duke Energy began to experience failed 
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auctions for these debt instruments. When failed auctions occur on a 
series of this debt, Duke Energy 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 2.0 times one-month 
London Interbank Offered Rate (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 While Duke Energy has 
plans to refund and refhance its remaining auction rate tax-exempt 
bonds, the timing of such refinancing activities is uncertain and 
subject to market conditions If 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 materially affect Duke Energy's overall financial position, 
results of operations or cash flows 

Convertible Senior Notes. 

In May 200.3, Duke Energy issued approxhately $770 million 
of 1 75% 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 
specified periods. During 2006, Duke Energy issued shares of 
common stock to settle a portion of the convertible senior notes. In 
May 2007, pursuant to the terms of the debt agrement, 
substantially all of the holders of the Duke Energy convertible senior 
notes required Duke Energy to repurchase the then outstanding 
balance of approximately $110 million at a price equal to 100% of 
the principal amount plus accrued interest 

In connection with the spin-off of Spectra Energy on January 2, 
2007 (see Note 11, Duke Energydistributed approximately 2 million 
shares of Spectra Energy common stock to the holders of the 
convertible senior notes pursuant to the antidilution provisions of the 
indenture agreement, resulting in a pretax charge of approximately 
$21 million during the three months ended March 31, 2007, which 
is recorded in Other lncume and Expenses, net in the Consolidated 
Statements of Operations. 

Accounts Receivable Securitization. 

Duke Energy securitizes certain accounts receivable through 
Duke Energy Receivables Finance Company, LLC (DERR, a 
bankruptcy 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 amunts receivable, arising from the 
sale of elcdricity and/or related sewices as part of Duke Energyk 
franchised electric business, to DERF In order to fund its purchases 
of accounts receivable. DERF has a $300 million secured credit 
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iaciiity with a commercial paper conduit administered by Citibank, 
N A ,which terminates in September 2011. 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, 2009 and 2008, the interest 
rate associated with the credit facility, which is based on commercial 
paper rates, was 1.6% and 3.3%, respectively, and $300 million 
was outstanding under the credit facility as of both December 31, 
2009 and 2008. The securitization transaction was not structured to 
meet the criteria for sale accounting-treatment under the awunting 
guidance for transfers and servicing of financial assets and, 
accordingly, is reflected as a secured borrowing in the Consolidated 
Balance Sheets. As of December 31,2009 and 2008, the $300 
million outstanding balance of the credit facility was secured by 
approximately $556 million and $518 million, respeciively, of 
accounts receivable held by DERF. The obligations of DERF under 
the credit facility a,re non-recoune to Duke Energy. DERF meets the 
accounting definition of a VIE and is subject to the new accounting 
rules for consolidation and transfers of financial assets effective 
.January 1, 2010; however, the new accounting rules will not wsult 
in a substantial change to the accounting for DERF %e Note 21 for 
iurther information on VIES. 

Floating Rate Debt. 

llnsecured debt, secured debt and other debt included 
approximately $2 8 billion and $3 2 billion of floating-rate debt as of 
December 31,2009 and 2008, respectively, which excludes 
approximately $336 million and $300 million of Brazilian debt at 
December 31,2009 and 2008, 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 
LIBOR for debt denominated in U S dollars. As of December 31, 
2009 and 2008, the average interest rate associated with floating- 
rate debt was approximately 1 5% and 3 2%, respectively. 

Maturities, Call Options and Acceleration Clauses. 

Annual Maturities as of December 31,2009 

(in millions) 
2010 
201 1 
2012 
2013 
2014 
Thereahr 18,423 

$17,015 Total long-term debt, including current maturities -.- 

127 

$ 902 
602 

2,247 
1,443 
1,398 
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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 certain level at 
Standard & Pwr's (S&P) or Moody's Investors Service (Moody's). As 
of December 31, 2009, Duke Energy had approximately $6 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 $16 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 As of February 1, 2010, Duke Energy Carolinas' 
senior unsecured credit rating was A- at S&P and A3 at Moody% 

Available Credit Facilities. 

The total capacity under Duke Energy's master credit faciliiy, 
which expires in June 2012, is approximately $3.14 billion. The 
credit facility mntains an option allowing borrowing up to the full 
amount of the facility on the day of initial expiration for up to one 
year. Duke Energy and its wholly-owned subsidiaries, Duke Energy 
Carolinas, Duke Energy Ohio, Duke Energy Indiana and Duke Energy 
Kentucky (collectively referred to as the borrowers), each have 
borrowing capacity under @e master credit facility up to specified sub 
limits for each borrower. However, Duke Energy has the unilateral 
ability to increase or decrease the bornwing sub limits of each 
borrower, subject to per borrower maximum cap limitations, at any 
time See footncle (c) to the table below for the borrowing sub limits 
for each of the borrowers as of December 31, 2009. The amount 
available under the master credit facility has been reduced by draw 
downs of cash and the use of the master credit facility to baclatop the 
issuances of commercial paper, letters of credit and cetlain 
tax-exemot bonds 

Master Credit Facility Summary as of December 31, 2009 (in rnillions)la) 
Draw Available 

Credit Down on Totil Credit 
Facility Commercial Crcdit Letters of Tax-Exempt Amount Facility 

Capacity Paper Facility Credit Bonds Utilized Capacity 

Duke Energy Corporation 
$3,137 multi-year syndicatedcbKc) $3,137 $450 $397 $121 $285 $1,253 $1,884 

(a) This summary exdudes m a i n  demand lacililics and m m i l t t d  lacilitler lhal are insignilicanl In size or which genemily Npporl V e I y  specific ieqUiRE.mPnt5, which primarily indude 
facilitics that backstop various oublanding laxexempi bonds 

(b) Creiil facility contains a covenant requiring !he debt-tDtotal capiklization ratio to not exmd 65% for each borrovm 
(c) Contahs sub iimik at Deccmbr 31, 2CG9 as bllows: $1.097 million for Duke Dlergy, $840 million for Cuke Energy Carolinzs, $650 million lor Duke E n w  Ohio, $450 miliion lor 

Duke Ene.w Indiana and $100 million lor Ouire hero Kenlwt 

. .  ... 
r .  . .  . .  .. . . .  . .. , 

In September 2008, Duke Energy and its whollydwned 
subsidiaries, Duke Energy Carolinas, Duke Energy Ohio, Duke Energy 
Indiana and Duke Energy Kentucky, borrowed a total of 
approximately $1 billion under Duke Energy3 master credit facility 
The following borrowings under Duke Energy's master credit facility 
remained outstanding at December 31, 2009: 

Amounts Borrowed 
Under Master Credit 

(in millions) Facility 

Duke Energy Indiana 123 
Duke Energy Cbporation $274 

Total $397 

The loans tinder the master credit facility are revolving credit 

- 

loans that currently bear interest at onemonth LIBOR plus an 
applicable spread ranging from 19 to 23 basis points The loan for 
Duke Energy has a stated maturity of June 2012, while the loans for 
all of the other borrowers had stated maturities of September 2009; 
however, the borrowers have the ability under the master credit 
facility to renew the loans due in September 2009 on an annual 

basis up through the date the master credit facility matures in June 
2012. As a result of these annual renewal provisions, in September 
2009, Duke Energy Ohio and Duke Energy Indiana repaid and 
immediately re-borrowed approximately $279 million and $123 
million, respectively, under the master credit facility. Duke Energy 
Indiana has the intent and ability to refinance these obligations on a 
long-term basis, either through renewal of the terms of the loan 
through the master credit facility, which has non-cancelable terms in 
excess of one-year, or through issuance of long-term debt lo replace 
the amounts drawn under the master credit facility. Accordingly, total 
borrowings by Duke Energy Indiana of $123 million are reflected as 
Long-Term Debt on the Consolidated Balance Sheets at both 
December 31,2009 and 2008. Additionally, Duke Energy 
Kentucky's borrowings of $74 million, which was repaid in 2009 
through funds obtained from the isuance of long-term debt as 
discussed above, was included in Long-Term Debt on the 
Consolidated Ba!ance Sheets at December 31,2008. Duke Energy 
Ohio's borrowing under the master credit facility was repaid in the 
fourth quarter of 2009, as discussed above. As Duke Energy Ohio did 
not have the intent to refinance its borrowings on a long-term basis, 
amounts outstanding at December 31, 2008 of $279 million were 
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reflected in Notes Payable and Commercial Paper within Current 
Liabilities on the Consolidated Balance Sheets 

and $779 million, respectively, of tax-exempt bonds were classified 
as Long-Term Debt on the Consolidated Ealance Sheets Of this 
amount, the master credit facility served as a backstop for 
approximately $385 million of these pollution control bonds (of 
which approximately $100 million is in the form of letters of credit), 
with the remaining balance backstopped by other specific long-term 
credit facilities separate from the master credit facility Additionally, at 
both December 31, 2009 and 2008, approximately $450 million of 
commercial paper Issuances were classified as Long-Term Debt on 
the Consolidated Balance Sheets. These tax-exempt bonds and 
commercial paper issuances, which are short-tern obligations by 
nature, are classified as long-term due to Duke Energy's intent and 
ability to utilize such borrowings as long-term financing As Duke 
Energy's master credit faciliv and other spfxific purpose credit 
facilities have non-cancelable tens  in excess of one year as of the 
balance sheet date, Duke Energy has the ability to refinance these 
short-term obligations on a long-term basis 

In September 2008, Duke Energy Indiana and Duke Energy 
Kentucky collectively enlered into a $330 million three-year letter of 
credit agreement with a syndicate of banks, under which Duke 
Energy Indiana and Duke Energy Kentucky may request the issuance 
of letters of credit up to $279 million and $51 million, respectively, 
on their behalf to support various series of variable rate demand 
bonds issued or to be issued on behalf of either Duke Energy Indiana 
or Duke Energy Kentucky This credit facility, which is not part of 
Duke Energy's master credit facility, may not be used for any purpose 
other than to support the vadable rate demand bonds issued by Duke 
Energy Indiana and Duke Energy Kentucky 

At December 31, 2009 and 2008, approximately $706 million 

Restrictive Debt Covenants. 

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 dales 
and/or termination of the agreements As of December 31, 2009, 
Duke Energy wasin compliance with all covenants related to its 
significant debt agreements. In addition, some credit agreements may 
allow for acceleration of payments or termination of the agreements 
due to nonpayment, or the acceleraD'on of other sign6cant 
indebtedness of the borrower or some of its subsidiaries None of the 
debt or credit agreements contain material adverse change clauses. 

Other Loans. 

Dunng 2009 and 2008, 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 amounts outstanding were 
$41 1 million as of December 31, 2009 and $384 million as of 
December 31, 2008 The arnounis outstanding were carried as a 

reduction of the related cash surrender value that is included in Other 
within Investments and Other Assets on the Consolidated Balance 
Sheets. 

16. COMMITMENTSAND CONTINGENCIES 

General Insurance 

Duke Energy carries insurance and reinsurance coverage either 
directly or through its captive insurance company, Bison, and its 
alfiliates, consistent with companies engaged in similar commercial 
operations with similar type proprties Duke Energy's insurance 
coverage includes (i) commercial general public liability insurance for 
liabilities arising to third parties for bodily injtiry and property damage 
resulting from Duke Energy's operations; (ii) workers' compniation 
liability coverage to statutory limits; (iii) automobile liability insurance 
for all owned, non-owned and hired vehicles covering liabilities to 
third parties for bodily injury and property damage; (iv) insurance 
policies in support of the indemnification provisions of Duke Energy's 
by-laws and (v) properly insurance covering the replacement value of 
all real and personal property damage, excluding electric transmission 
and distn'bution lines, including damages arising from boiler and 
machinery breakdowns, earthquake, flood damage and extra 
expense. All coverage is subject to certain deductibles or retentions, 
sublimits, terms and conditions common for companies with similar 
types of operations 

In 2006, Bison was a member of sEnergy Insurance Limited 
(sEnergy), which provided business interruption reinsurance coverage 
for Duke Energy's non-nuclear facilities. Duke Energy accounted for 
these memberships under the cost method, as it did not have the 
ability to exert signififant influence over these investments sEnergy 
ceased insuring events subsequent to May 15, 2006, and is 
currently winding down its operations and settling its 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 impact on 
its consolidated results of operations, cash flows or financial position. 

Duke Energy also maintains excess liability Insurance caverage 
above ?e 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 

fluctuate year to year reflecting the changing conditions of the 
insurance markets 

The cost of Duke Energy's general insurance coverage can 

Nuclear Insurance 

Duke Energy Carolinas owns and operates the M&uire and 
Gconee Nuclear Stations and operates and has a partial ownership 
interest in the Catawba Nuclear Station. The McGuire and Catawba 
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Nuclear Stations have two nuclear reactors each and Oconee has 
three. Nuclear insurance includes: nuclear liability coverage; property, 
decontamination and premature decommissioning coverage; and 
business interruption and/or exba expense coverage. The other joint 
owners of the Catawba Nuclear Station reimburse Duke Energy 
Carolinas for certain expenses associated with nuclear insurance 

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. 
premiums The PriceAnderson Act requires Duke Energy to provide 
for public liability claims resulting from nuclear incidents to the maxi- 
mum total financial protection liability, which was approximately 
$12 5 billion and increased to approximately $12 6 billion effective 
January 1, 2010. 

Primary Liability Insurance. 

Duke Energy has purchased the maximum reasonably available 
private primary liability insurance as required by law, which was 
$300 million and increased to $375 million effective January 1, 
2010 

Drcess Liability Program. 

This program provides approximately $12 2 billion of Coverage 
through the Price-Anderson A&s mandatory industry-wide e x e s  
secondary financial protection program of risk pooling The 
$12 2 billion is the sum of the current potential cumulative retrospe- 
ctive pwmium assessments of $117.5 million per licensed commercial 
nuclear reactor. This would be increased by $1 17 5 million for each 
additional commercial nuclear reactor licensed, or reduced by $117 5 
million for nuclear reactors no longer operational arid 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 incid6nt should occur and public liability damages 
exceed primary liability insurance, licensees may be assessed UP to 
$1 17.5 million for each of their licensed reactors, payable at a rate not 
to exceed $17.5 million a year per licensed reactor for each incident. 
The astsment and rate are subject to inducing for inflation and may 
be subject to state premium taxes. The PriceAnderson Act provides for 
an inflation adjustment at least every five years with the last adjustment 
effective October 2008. 

Duke Energy is a member of Nuclear Eledric Insurance Limited 
(NEIL), which provides property and accidental outage insurance 
coverage for Duke Energy's nuclear facilities under three policy I 

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 p2r 
week, and the Oconee units are insured for up to $2 8 million per 
week Coverage amounts dd ine  if more than one unit is involved in 
an accidental outage, Initial coverage begins after a 12-week 
deduciible 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 

may assess Duke Energyfor amounts up to 10 times its annual 
premiums. The current potential maximum assessments are Primary 
Property Insurance - $37 million, Excw Propee Insurance - 
$43 million and Accidental Outage Insurance - $22 million 

damage insurance policies provide that all proceeds from such 
insurance be applied, first, to place the plant in a safe and stable 
condition after a qualifying accident, and second, to decontaminate 
before any proceeds can be used for decommissioning, plant repair or 
restoration 

not be adequate to 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. 

Energy's potential obligation to NEIL for the Catawba Nuclear Station 
However, the other joint ownen of the Catawba Nuclear Skition are 
obligated to assume their pro rata share of liability for retrospxtive 
premiums and othei premium assessments resulting from the Price- 
Anderson Act's e x c w  secondary financial protection program of risk 
pooling, or the NEIL policies 

In the event of large industry lmes, NEIL'S Board of Directors 

Pursuant to regulations of the NRC, each company's properiy 

In the event of a loss, the amount of insurance available might 

The mzximum assessment amounts include 100% of Duke 

Environmental 

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

programs 

Primaiy Property Insurance. 

This policy provides $500 million of primary property damage 
coverage for each of Duke Ener&s nuclear faciliiies 

Excess Property Insurance. Remediation Activities. 

This policy provides excess property, decontaminabon and Duke Energy and its affiliates are responsible for environmental 
decommissioning liability insurance. $2 25 billion for the Catawba remediation at vanoiis contaminated sites These include some 
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properties that are part of ongoing Duke Energy operations, sites 
formerly own$ 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, activities vary with site conditions and locations, remedial 
requirements, complexity and sharing of responsibility If remediation 
activities involve statutory joint and several liability provisions. strict 
liability, or cost recovery or contribution actions, Duke Energy or its 
affiliates could potentially be held responsible for contamination 
caused by other parties In some instances, Duke Energy may share 
liability associated with contarnination 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 During 2009, Duke Energy recorded additional 
reseives associated with remediation acD'viti& at certain 
manufactured gas plant sites and it is anticipated that additional costs 
associated with remediation activities at certain of its sites will be 
incurred in the future. 

and Other within Current Liabilities on the Consolidated Balance 
Sheets were total accruals related to extended environmental-related 
activities of approximately $65 million and $55 million as of 

accruals represent Duke Enerds provisions for costs associated with 
remediation activities at some of its current and former sites, as well 
as other relevant environmental contingent liabilities Management, in 
the normal course of business, continually assesses the nature and 
extent of known or potential environmental-related oontingencies and 
records liabilities when losses become probable and are reasonably 
estimable. Cosls associated with remediation activities within Duke 
Energy's regulated operations are typically expensed unless recovery 
of the costs is deemed probable. 

Clean Water Act 316(b). 

2004 The rule established aquatic protkctian requirements for 
misting facilities that withdraw 50 million gallons or more of water 
per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or 

nuclear-fueled generating facilities in which Duke Energy is either a 
whole or partial owner are affected sources under that rule. On 
April 1,2009, the U S  Supreme Court ruled in favor of the 
appellants that the EPA may consider costs when determining which 
technology option each site should implement. Depending on how 
the cost-benefit analysis is incorporated into the revised EPA rule, the 

each of the 14 affected iacilities. Because of the wide range of 
potential outcomes, Duke Energy is unable to estimate its costs to 
comply at this time 

Clean Air Interstate Rule (CAIR). 

The EPA finalized its CAlR in May 2005 The CAlR limits total 
annual and summertime NO, emissions and annual SO, emissions 
from electric generating iacilities across the Eastem U S. ihrough a 
bo-phased cap-and-trade program. Phase 1 began in 2009 for NO, 
and begins in 2010 for SOI. Phase 2 begins in 2015 for both NO, 
and SOz. On March 25,2008, the U.S Courl of Appeals for the 
District of Columbia (D.C Circuit) heard oral argument in a case 
involving multiple challenges to the CAIR, On July 1, 2o08, the 
D C Circuit issued its decision in North Carolina v. €PA No. 05- 
1244 vacating the CAlR The EPA filed a petition for rehearing on 
September 24, 2008 with the D C. Circuit asking the court to 
reconsider various parts of its ruling vacating the CAIR In December 
2o08, the Circuit issued a decision remanding the CAIR to the 
EPA without vacatur The EPA must now conduct a new rulemaking 
to modiiy the CAlR in accordance with the couXs July 11, 2008 
opinion This decision means that the CAlR as initially finalized in 
2o05 remains in The EPA 
has indicated that it currently plans on issuing a proposed rille in the 
April-May 2010 timeframe. It is uncertain how long the current CAlR 

until the new rule takes 

Included in Other within Deferred Credits and Other Liabilities will remain in or hovJthe new will alter CAIR 

The emission controls Duke Energy is installing to comply with 
state 
achieving compliance with the CAlR requirements Additionally, Duke 

2014 (approximately $65 million in Ohio and $10 million in 
Indiana) to comply with Phase 1 of the CAlR Duke Enerw is 
currently unable to estimate the costs to comply with any new rule 
the EPA will issue in the future as a resuli of the D C. District Court's 
December 2o08 decision discussed above, The issued an 
order in 2006 granting Duke Energy Indiana approximately $1.07 
billion in rate recovery to its estimated Phase compliance 
costs of the CAIR and the Clean Air Mercury Rule in Indiana Duke 
Energy Ohio will recover most of the depreciation and financing costs 
related to environmental compliance projects for 2009-201 1 through 
its ESP 

Coal Combustion Product (CCP) Management. 

clean air legislation will conBibute significantly to ; 
December 317 2009 and December 31' 2o08' These 

Energy plans to spend approximately $75 million lx?t,k&en 2010 and 
! 

The EPA finalized its cooling water intake structures rule in July 

Duke Energy currently estimates that it will spend approximately 
$37.3 million over the period 2010-2014 to install synthetic caps and 

handling systems from wet to dry systems. The EPA and a number of 
states are considering additional regulatory measures that will contain 
specific and more detailed requirements for h mmagwnent and 
disposal of coal combustion products, primarily ash, from Duke 
Energy's coal-fired power plants The EPA has indicated that it intends 
to propose a ruk early in 2010, Additional and regulations under 

patential regulation of coal ash as hazardous waste, will likely increase 
costs for Duke.Energy's coal facilities. Duke Energy is unable to 
estimate its potential rasts at this time 

Other waters for coo'ing p'lrpOses Fourteen Of Ihe 23 and liners at existing and new CCP landfills and to convert some of its CCP 

narrow the range Of technology options for 
which more stringently regulate coal ash, including the 
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Litigation 

New Source Review (NSR). 

and 5 to be permanently retired by September 30, 2009; 
(ii) surrender of SO, allowances equal to the emissions from Wabash 
River Units 2, 3 and 5 from May 22, 2008 through September 30, 

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

In 2000, the government brought a lawsuit against Duke 
Energy in the 11 S. District Court in Greensboro, North Carolina The 
EPA claims that 29 projects performed at 25 of Duke Energy's coal- 
fired units in the Carolinas violate these NSR provisions Three 
environmental groups have intervened in the case. In August 2003, 
the trial court issued a summary judgment opinion adopting Duke 
Energy's legal positions on the standard to be used for measuring an 
increase in emissions, and gmnted judgment in favor of Duke Energy 
The trial court's decision was app?aled and ultimakly reversed and 
remanded for trial by the U S. Supreme Court At trial, Duke Energy 
will coniiniie to assert that the projects were routine or not projected 
to increase emissions No trial date has been set 

In November 1999, the tJ.S brought a lawsuit in the U S. 
Federal District Court for the Southern District of Indiana against 
Cinergy, Duke Energy Ohio, and Duke Energy Indiana alleging 
various violations of the CAA for various projects at six Duke Energy 
owned and co-owned generating stations in the Midwest Three 
northeast states and two environmental groups have intervened in the 
case. A jury trial commenced on May 5,2008 and jury verdict was 
returned on May 22, 2008. The jury found in favor of Cinefgy, Duke 
Energy Ohio and Duke Energy Indiana on all but three units at 
Wabash River. Additionally, the plaintiffs had claimed that Duke 
Energy violated an Administrative Consent Order entered into in 1998 
between the EPA and Cinergy relating to alleged violations of Ohio's 
State Implementation Plan provisions governing particulate matter at 
Duke Energy Ohio's W.C. Beckjord Station. 

Wabash River and W.C. Beckjord Stations was held during the week 
of February 2, 2009 On May 29,2009, the court issued its remedy 
ruling and ordered the following relief: (i) Wabash River Units 2, 3 

A remedy trial for violations previously established at the 

2009; (iii) civil penalty in the amount of $687,500 for Beckjord 
violations; and (iv) installation of a particulate continuous emissions 
monitoring system at the W.C Beckjod Station tJnits 1 and 2. The 
civil penalty has been paid On September 22, 2009, defendanb 
filed a notice of appeal with the Seventh Circuit Court of Appeals of 
the judgment relating to Wabash River Units 2, .3 and 5. That appeal 
is still pending. As of September 30, 2009, Wabash River Units 2, 3 
and 5 have been retired. On October 21, 2008, Plaintiffs filed a 
motion for a new liability trial claiming that defendants misled the 
plaintiffs and the jury by, among other things, not disclosing a 
consulting agreement with a fact witness and by referring to that 
witness as "retired" during the liability trial when in fact he was 
working for Duke Energy under the referenced consulting agreement 
in connection with the trial. On December 18, 2008, the court 
granted plaintik' motion for a new liability trial on claims for which 
Duke Energy was not previously found liable That new trial 
commenced on May 11,2009 On May 19,2009, the jury 
announced its verdict finding in favor of Duke Energy on four of the 
remaining six projects at issue The two projects in which the jury 
found violations were undertaken at Units 1 and 3 of the Gallagher 
Station in Indiana. A remedy trial on those two violations was 
scheduled to commence on January 25, 2010; however, the parties 
reached a negotiated agreement on thdse issues and filed a proposed 
consent decree with the court on December 22, 2009 lor public 
comment and approval. The substantive terms of the proposed 
consent decree require: (i) conversion of Gallagher units 1 and 3 to 
natural gas combustion by 2013; (ii) installation of additional 
pollution controls at Gallagher units 2 and 4 by 2011; and 
(iii) additional environmental projects, payments and penalties Duke 
Energy estimates that these and other aclions in the settlement will 
cost at least $88 million The parties anticipate that the court will 
approve and enter the consent decrees indue course 

On April 3, 2008, the Sierra Club filed another lawsuit in the 
U S District Court lor the Southem District of Indiana against Duke 
Energy Indiana and certain affiliated companies alleging CAA 
violations at the Edwardsport power station On June 30, 2008, 
defendants filed a motion to dismiss, or alternatively to stay, this 
litigation on jurisdictional grounds. The District Cmrt  denied that 
motion The defendants subsequently filed a motion for summary 
judgment allegingthat the applicable statute of limitations bars all of 
plaintiffs' claims Plaintiffs filed twb motions for partial summary 
judgment requesting rulings on the applicability of certain legal 
standards On .January 26, 2010, the parties filed a joint motion to 
stay all proceedings and deadlines pending the dourfs ruling on the 
motions for summary judgment. On February 2,2010, the motion to 
stay was granted, although the trial is still set to commence on 
January 10, 2011. 

On July 31, 2009, the EPA s e n d  a request for information 
under section 114 of the CAA on Duke Energy, Duke Energy Ohio 
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and Duke Energy Business Services, Inc , requesting information 
pertaining to various maintenance projects and emissions and 
operations data relevant to the Miami Fort and W C. Beckjord stations 
in Ohio. Duke Energy's objections and responses to the EPA's section 
114 request were filed on September 28,2009 and Duke Energy 
continues to provide information to the EPA 

It is not possible to estimate the damages, if any, that Duke 
Energy might incur in connection with the unresolved matters 
discussed above. Ultimate resolution of these matters relating to NSR, 
even in settlement, could have a material adverse effect on Duke 
Energy's consolidated results of operations, cash flows or financial 
position. However, Duke Energy will pursue appropriate regulatory 
treatment for any costs incurred in connection with such resolution 

Duke Energy Carolinas' Cliffside Unit 6 Permit 

On July 16,2008, the Southem Alliance for Clean Energy, 
Environmental Defense Fund, National Parks Conservation 
Association, Natural Resources Defenses Council, and Sierra Club 
(collectively referred to as Citizen Groups) filed suit in federal court 
alleging that Duke Energy Carolinas violated the CAA when it 
commenced construction of Cliffside Unit 6 at Cliffside Steam Station 
in Rutherford County, North Carolina without obtaining a 
determination that the MACT emission limits will be met for all 
prospective hazardous air emissions at that plant The Citizen Groups 
claim the right to injunctive relief against further construction at the 
plant as well as civil penalties in the amount of up to $32,500 per 
day for each alleged violation In July 2008, Duke Energy Carolinas 
voluntarily performed a MACT assessment of air emission controls 
planned for Cliffside Unit 6 and submitted the results to the DENR. 
On August 8, 2008 the plaintiffs filed a motion for summary 
judgment" On December 2,2008, the Court granted summary 
judgment in favor of the Plaintiffs and entered judgment ordering 
Duke Energy Carolinas to initiate a MACT process before the DAQ 
The court did not order an injunction against further consttuction, but 
relaifled jurisdiction to monitor the MACT proceedings On 
December 4, 2008, Duke Energy Carolinas submitted its MACT filing 

have k e n  with prejudice to any future filing 

Carolinas will incur any liability or to estimate the damages, if any, 
that Duke Energy Carolinas might incur in mnnection with this 
matter To the extent that a court of proper jurisdiction halts 
construciion of the plant, Duke Energy Carolinas will seek to meet 
customers' needs for power through other resources In addition, 
Duke Energy Carolinas will seek appropriate regulatory treatment for 
the investment in the plant 

It is not possible to predict with certainty whether Duke Energy 

Carbon Dioxide (Cot) Litigation. 

In July 2004, the states of Connecticut, New Yo&, California, 
Iowa, New .Jersey, Rhode Island, Vermont, Wisconsin and the City of 
New York brought a lawsuit in the U S. District Court for the Southern 
District of New York against Cinergy, American Electric Power 
Company, Inc , American Electric Power Service dorporalion, The 
Southern Company, Tennessee Valley Authority, and Xcel Energy Inc 
A similar lawsuit was filed in the U S District Court for the Southem 
District of New Yorlc against the same companies by Open Space 
Institute, Inc., Open Space Conservancy, lnc., and The Audubon 
Society of New Hampshire. These lawsuits allege that the defendants' 
emissions of CO, from the combustion otfossil fuels at electric 
generating facilities contribute to global warming and amount to a 
public nuisnce The complaints also allege that the defendants could 
generate the same amount of electricity while emiHing significantly 
less CO, The plaintiffs are seeking an injunction requiring each 
defendant to cap its CO, emissions and then reduce them by a 
specified percentage each year for at least a decade In September 
2005, the District Court grant& the defendants' motion to dismiss 
the lawsuit. The plaintiffs have appealed this ruling to the Second 
Circuit Court of Appeals Oral arguments were held before the Second 
Circuit Court of Appeals on June 7, 2006. In September, 2009, the 
Court of Appeals issued an opinion rbersing the district court and 
reinstating the lawsuit. Defendants filed a petition for rehearing en 
banc It is not possible to predict with ceitainty whether Duke Energy 
will incur any liability or to estimate the damages, if any, that Duke 

and supporting information to the DAQ specifically seeking DAQ's 
concurrence as a threshold matter that construction of Cliffside Unit 6 
is not a major source subject to section 112 of the CAA and 
submitting a MACT determinatjon application Concurrent with the 
initiation of the MACT process, Duke Energy Carolinas filed a notice 
of appeal to the Fourth Circuit Court of Appeals of the Court's 
December 2, 2008 order to reverse the Cnurt's determination that 
Duke Energy Carolinas violated the CAA The DAQ issued the revised 
permit On March 13' 2009' as discussed above" Based upon 
minor-source determination, Duke Energy Carolinas filed a motion 
requesting that the court abstain from further action on the matter 
and dismiss the plaintiffS complaint The court granted Duke Energy 
Carolinas motion to ahstain and dismissed the plaintiffs'complaint 
without prejudice On August 3, 2009, plaintiffs filed a notice of 
appeal of the courfs order and Duke Energy Carolinas likewise 
appealed on the grounds, among others, that the dismissal should 

Energy might incur in connection with this matter 

Alaskan Global Warming Lawsuit. 

On February 26, 2008, plaintiifs filed suit against Peab3cfy Coal 
and various oil and pwer company defendants, including Duke 
Energy and certain of its subsidiaries Plaintiffs, the governing bodies 
of an lnupiat village in Alaska brought the action on their own khalf 
and on behalf of the village,s approximately 4oo residents. The 
lawsuit alleges that defendants' emissions of CO,contributed to global 
warming and constitute a private and public nuisance:. Plaintiffs also 
allege that certain defendants, including Duke Energy, conspired to 
mislead the public with to global warming Plaintiffs seek 
unspecified monetary damages, attorney's fees and ~penses, On 
June 30,2008, the defendants filed a motion to dismiss on 
jurisdictional grounds, together with a motion to dismiss the 
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conspiracy claims On October 15, 2009, the District Court granted 
defendants motion to dismiss and plaintiffs filed a notice of appeal It 
is not possible to predict with certainty whether Duke Energy will 
incur any liability or to estimate the damages, if any, that Duke 
Energy might incur in connection with this matter 

Hurricane Katrina Lawsuit. 

In April 2006, Duke Energy and Cinergy were named in the 
third amended complaint of a purported class action lawsuit filed in 
the U.S District Court for the Southem District of Mississippi 
Plaintiffs claim that Duke Energy and Cinergy, along with numerous 
other utilities, oil companies, coal companies and chemical 
companies, are liable for damages relating to losses suffered by 
victims of Hurricane Katrina Plaintiffs claim that defendants’ 
greenhouse gas emissions contributed to the frequency and intensity 
of storms such as Hurricane Katrina. On August 30, 2007, the court 
dismissed the case and plaintiffs filed a notice of appeal. In Octobr 
2009, the Court of Appeals issued an opinion reversing the dislrict 
court and reinstating the lawsuit Defendants filed a petition for 
rehearing en banc It is not possible to predict with certainty whether 
Duke Energy will incur any liability or to estimate the damages, if 
any, that Duke Energy might incur in connection with this matter. 

Price Reporting Cases. 

~ 

- 

A total of 1.3 lawsuits have been filed against Duke Energy 
affiliates and other energy companies. Of the 13 lawsuits, 11 have 
been consolidated into a single proceeding, including the case 
originally filed in Wisconsin state court in March 2009 In February 
2008, the judge in this proceeding granted a motion to dismiss one 
of the rases and entered judgment in favor of Dmv1. Plaintiffs’ 
motion to reconsider was, in large part, denied and on January 9, 
2009, the coiirt ruled that plaintiffs lacked standing to pursue their 
remaining claims and granted certain defendants’ motion for 
summary judgment. In February 2009, the same judge dismissed 
Duke Energy Carolinas from that case as well as four other of the 
consolidated cases In November 2009, the judge granted 
Defendants’ motion for reconsideration of the denial of Defendants‘ 
summary judgment motion in two of the remaining 10 rases to 
which Duke Energy affiliates are a party In December 2009, 
plaintiffs in the consolidated cases filed a motion to amend their 
complaints in the individual cases to add a claim for treble damages 
under the Sherman Act, including additional factual allegations 
regarding fraudulent concealment of defendants’ allegedly 
conspiratorial conduct 

the case based on the filed rate doctrine and federal preemption 
grounds. That case was appealed to the Tennessee Court of Appeals, 
which reversed this lower court Nling in October 2008. Defendants’ 
application for penission ta appeal to the Tennessee Supreme Court 
was granted and oral argument occurred in November 2009. On 
January 13, 2009, another case pending in Missouri state court, 

One case was filed in Tennessee state court, which dismissed 

was dismissed on the grounds that the plaintiff lacked standing to 
bring the case and the plaintiff’s appeal was heard by the Missouri 
Court of Appeals in November 2009 In December 2009, the Court 
of Appealsaffirmed the trial court ruling On February 2, 2010, 
plaintiffs’ motion for rehearing and application for transfer to the 
Missouri Supreme Caurt was denied Plaintiffs have filed a motion to 
transfer directly for the MisMuri Supreme Caurt Each of these cases 
contains similar claims, that the respective plaintiffs, and the classes 
they claim to represent. were harmed by the defendants’ alleged 
manipulation of the natural gas markets by various means, including 
providing false information to natural gas trade publications and 
entering into unlawful arrangements and agreements in violation of 
the antitrust laws of the respective states. Plaintiffs seek damages in 
unspecified amounts 

A settlement agreement was executed with the class plaintiffs in 
five of the 11 consolidated cases in September 2009 The settlement 
did not have a material adverse effect on Duke Energy‘s consolidated 
results of operations, cash flows or financial position It is not possible 
to predict with cer?ainty whether Duke Energy wiil incur any liability 
or to estimate the damages, if any, that Duke Energy might incur in 
connection with the remaining matten 

Western Electricity Litigation. 

Plaintiffs, on behalf of themselves and others, in three lawsuits 
allege that Duke Energy affiliates, among other energy companies, 
artificially inflated the price of electrkity in certain western states. Two 
of tF cas6 were dismissed and plaintiffs appealed to the U S  Court 
of Appeal lor the Ninth Circuit. Of those two cases, one was 
dismissed by agreement in March 2007. In November 2007, the 
court issued an opinion affirming dismissal of the other case, 
plainh’ffs’ motion for reconsideration was denied and plaintiffs did not 
file a petition for certiorari to the Supreme Caurt. Plaintiffs in the 
remaining case seek damages in unspecified amounts. It is not 
possible to predict with certainty whether Duke Energy will incur any 
liability or to estimate the damages, if any, that Duke Energy might 
incur in connection with these lawsuits, but Duke Energy does not 
presently believe the outcome of these matters will have a material 
adverse erect on its consolidated results of operations, rash flows or 
financial position 

Duke Energy Retirement Cash Balance Plan. 

A class action lawsuit was filed in federal court in South 
Carolina against Duke Energy and the Duke Energy Retirement CAsh 
Balance Plan, alleging violations of Employee Retirement Income 
Security Act (ERISA) and the Age Discrimination in Employment Act 
(ADEA) These allegations arise out of the conversion of the 
Duke Energy Company Employees’ Retirement Plan into the 
Duke Energy Retirement Cash Balance Plan. The rzse also raises 
some Plan administration issues, alleging errors in the application of 

Plan provisions (i e , the calculation of interest rate credits in 
1997 and 1998 and thecalculation of lump-sum distributions). The 
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plaintiffs seek to represent present and former participants in the 
Duke Energy Retirement Cash Balance Plan. This group is estimated 
to include approximately 36,000 persons The plaintiffs a!so seek to 
divide the putative class into subclasses based on age Six causes of 
action are alleged, ranging from age discrimination, to various alleged 
ERISA violations, to allegations of breach of fiduciary duty Plaintiffs 
seek a broad array of remedies, including a retroactive reformation of 
the Duke Energy Retirement Cash Balance Plan and a recalculation 
of participants'/ beneficiaries' benefits under the revised and reformed 
plan. Duke Energy filed its answer in March 2006. A portion of this 
contingent liability was assigned to Spectra Energy in connection with 
the spin-off in .January 2007 A hearing on the plaintim' motion to 
amend the complaint to add an additional age discrimination claim, 
defendant3 motion to dismiss and the respective motions for 
summary judgment was held in December 2007. On .June 2,2008, 
the court issued its ruling denying plaintiffs' motion to add the 
additional claim and dismissing a number of plaintiffs'claims, 
including the claims for ERISA age discrimination Since that date, 
plaintiffs have notified Duke Energy that they are withdrawing their 
ADEA claim On Septemker 4, 2009, the court issued its order 
certifying classes for three of the remaining claims but not certifying 
their claims as to plaintiffs' fiduciary duty claims. A i  an unsuccessful 
mediation in September 2008, Plaintiffs quantified their claims as 
being in excm of $150 million It is not possible lo predict with 
certainty the damages, if any, that Duke Energy might incur in 
connecb'on with this matter 

Ohio Antitrust Lawsuit 

In .January 2008, four plaintiffs, including individual, industrial 
and non-profit customen, filed a lawsuit against Duke Energy Ohio in 
federal court in the Southem District of Ohio. Plaintiffs allege that 
Duke Energy Ohio (then The Cincinnati Gas & Electric Company 
(CG&E)), conspired to provide inequitable and unfair price 
advantages for certain large business consumen by entering into 
non-public option agreements with such consumen in exchange for 
their withdrawal of challenges to Duke Energy Ohio's (then CG&E's) 
pending RSP, which was implemented in early 2005 Duke Energy 
Ohio denies the allegations made in the lawsuit. Following Duke 
Energy Ohio's filing of a motion to dismiss plaintiffs' claims, plaintiffs 
amended their complaint on May 30, 2008 Plaintilk now contend 
that the contracts at issue were an illegal rebate which violate 
antitrust and Racketeer Influenced and Corrupt Organizations (RICO) 
statutes Defendants have again moved to dismiss the claims. On 
March 31, 2009, the District C D U ~  granted Duke Energy Ohio's 
motion to dismiss. Plaintiffs have filed a motion to alter or set aside 
the judgment. 

Duke Energy International Paranapanema Lawsuit 

Brazilian electricity regulatory agency (ANEEL) (collectively, the 
"Resolutions") The Resolutions purport to impose additional 
transmission fees (retroactive to July 1, 2004 and effective through 
June 30, 2009) on generation companies located in the State of Slo  
Paula for utilization of the electric transmission system. The new 
assessments are based upon a flat-fee charge that fails to take into 
account the locational usage by each generator. DEIGP has been 
assessed approximately $45 million, Inclusive of interest. DElGP 
challenged the assessment in Brazilian federal court Based on 
DEIGP's continuing refusal to tender payment of the disputed sums, 
on April 1, 2009, ANEEL assessed an additional fine against DElGP 
in the amount of approximately $7 million. DEIGP filed a request to 
enjoin payment of the fine and for an expedited decision on the 
merits or, alternatively, a result that all disputed sums be deposited in 
the court's registry in lieu of direct payment to the distribution 
companies 

DEIGP's request for injunction regarding the second fine and denied 
DEIGP's request for an expedited decision or payment into the couri 
regisby Under the court's order, DElGP was required to make 
payment directly to the distribution companies on the approximate 
$45 million assessment pending resolution on the merits As a result 
of the court's ruling, in the second quarter of 2009, Duke Energy 
recorded a pretax charge of approximately $33 million associated 
with this matter The court's ruling also allowed DEIGP to make 31 
monthly installment payments on tho outstanding obiigation DEIGP 
filed an appeal and on August 28,2009, the order requiring 
installment payments was modified'to allow DEIGP to deposit the 
disputed portion, which was most of the assessed amount, into an 
exrow account pending resolution on the merits 

On June 30, 2009, the court issued a ruling in which it granted 

Asbestos-related Injuries and Damages Claims 

Duke Energy has experienced numerous claims for 
indemnification and medical cost reimbunernent 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 plank prior to 1985. 

Amounts recognized as asbestos-related resews related to 
Duke Energy Carolinas in the fnnsolidated Balance Sheets totaled 
approximately $980 million and $1,0.31 million as of December 31, 
2009 and 2008, respectively, and are classified in M e r  within 
Deferred Credits and Other Liabilities and Other within Current 
Liabilities These rmwes are based upon the minimum amount in 
Duke Energy's k t  estimate of the range of loss for current and future 
asbestos claims through 2027 Management believes that it is 
possible there will be additional claims filed against Duke Energy 
Carolinas after 2027. In light of the uncertainties inherent in a longer- 
term forecast, management does not believe that they'can reasonably 

I 
estimate the indemnity and medical costs that might be incurred after On July 16, 2008, Duke Energy International Geracao 

Paranapanema S A (DEIGP) filed a lawsuit in the Brazilian federal 
court challenging the merits of two resolubons promulgated by the 

2027 related to such potential claims Asbestos-related IDSS esbmates 
incorporate anticipated inflation, if applicable, and are recorded on an 
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undiscounted basis These reserves are based upon current-stirnates 
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 liability, as 
could any substantial adverse or favorable verdict at trial. A federal 
legislative solution, further 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 our conirol, management believes 
that it is possible Duke Energy Carolinas may incur asbestos liabilities 
in excess of the recorded reserves 

Duke Energy has a third-pafly insurance policy to cover certain 
losses relatd to Duke Energy Carolinas' asbestos-related injuries and 
damages above an aggregate self insured retention of $476 million 
Duke Energy Carolinas' cumulative payments began to exceed the 
self insurance retention on its insurance policy during the second 
quarter of 2008. Future payments up to the policy limit will be 
reimbursed by Duke Energy's third party insurance carrier. The 
insurance pdlicy limit for potential future insurance recoveries for 
indemnification and mediral cost claim payments is $1,051 million 
in excess of the self insured retention Insurance recoveries of 
approximately $984 million and $1,032 million related lo this policy 
are classified in the Consolidated Balance Sheets in Other within 
Investments and Other Assets and Receivables as of December 31, 
2009 and 2008, respectively Duke Energy is not aware of any 
uncertainties regarding the legal sulficiency of insurance claims 
Management believes the insurance recovery asset is probable of 
recovery as the insurance carrier continues to have a strong financial 
strength rating 

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

Other Litigation and Legal Proceedings. 

Duke Energy and its subsidiam are involved in other legal, tax 
and regulatory proceedings ansing in the ordinary course of business, 
some of which involve substantial amounts Duke Energy believes 
that the final disposition of these proceedings will not have a matenal 

adverse effect on its consolidated results of operations, cash flows or 
financial position. 

Duke Energy has exposure to certain legal mattm that are 
described herein. As of December 31, 2009 and 2008, Duke Energy 
has recorded reserves, including reserves related to the 
aforementioned asbestos-related injuries and damages claims, of 
approximately $1 billion and $1.1 billion, respectively, for these 
proceedings and exposures These reserves represent management's 
best estimate of probable loss as defined in the accounting guidance 
for contingencies. Duke Energy has insurance coverage for certain of 
these losses incurred. As of December 31,2009 and 2008, Duke 
Energy recognized approximately $984 million and $1,032 million, 
respectively, of probable insurance recoveries related to these losses 

Duke Energy expenses legal costs related to the defense of loss 
contingencies as incurred 

Other Commitments and Contingencies 

DEGS of Narrows, L.L.C. Investigation. 

In October 2006, Duke Energy began an internal investigation 
into improwr data reporting to the EPA regarding air emissions under 
the NO, Budget Program at Duke Energy's DEGS of Narrows, L. L C  
power plant facility in Narrows, Virginia The investigation has 
revealed evidence of falsification of data by an employee relating to 
the quality assurance testing of its continuous emissions monitoring 
system to monitor heat input and NOz emissions. In December 
2006, Duke Energy voluntarily disclosed the potential violations to 
the EPA and Virginia Department of Environmental Quality (VDEQ), 
and in January 2007, Duke Energy made a full written disclosure of 
the investigation's findings to the EPA and the VDEQ. In December 
2007, the EPA issued a notice of violation. On March 19, 2009, the 
EPA advised that it will not pursue criminal charges against Duke 
Energy, and negotiations can resume resolving the civil violation of 
the CAA identified in the December 2007 notice of violation Duke 
Energy has taken appropriate disciplinary action, including 
termination, with respect to the employees involved with the false 
reporting It is not possible to predict with certainty whether Duke 
Energy will incur any liability or to estimate the damages, if any, that 
Duke Energy might incur in connection with this matter DEGS has 
reached an agreement in principle to settle the CAA civil violation for 
an amount that is not material 

General. 

As part of its normal business, Duke Energy is a party to various 
financial guarantees, performance guarantees and other contrachial 
commitments to extend guarantees of credit and other assistance to 
various suhsidiaries, investees and other third parties To varying 
degrees, these guarantees involve elements of performance and credit 
risk, which are not included on the Consolidated Balance Sheets The 
possibility of Duke Energy having to honor its contingencies is largely 
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dependent upon future operations of various suhsidiaries, investees 
2nd other third parties, or the occurrence of certain future events For 
further information see Note 17, 

noncancelable commitments to purchase or sell power (tolling 
arrangements or power purchase contracts), take-or-pay 
arrangements, lransporlation or throughput agreements and other 
contracts that may or may not be recognized on the Chsolidated 
Balance Sheets Some of these arrangements may be recognized at 
market value on the Consolidated Balance Sheets as trading mntracts 
or qualifying hedge positions 

Operating and Capital Lease Commitments 

prior to the spin-off remained with Spectra Capital SUbSeqiJent 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 indemnified Spectra Capital against any losses incurred 
under these guarantee obligations The maximum potential amount 
of future payments associated with the guarantees issued by Spectra 
Capital is approxhately $250 million 

Duke Energy has issued performance guarantees to customers 
and other third parties that guarantee the payment and performance 
of other pariies, including certain non-wholly-owned entities, as well 
as guarantees of debt of certain nonconsoiidated entities and less 
than whoily-owned consolidated entities. If such entities were to 
default on payments or performance, Duke Energy would be required 
under the guarantees to make paymenls on the obligations of the less 

In addition, Duke Energy enters into various fixed-price, 

Duke Energy leases assets in several areas of its operations 
Cmsolidated rental expense for operabng l e a s  included in income 
from contrnuingoperations was $129 million in 2009, $164 million 
in 2008 and $138 million in 2007 which is included in Operation, 
Maintenance and Other on the Consolidated Statemenk of 
Operations Amortrzation of assets recorded under capital leases is 
included in Depreciation and Amortrzahon on the Consolidated 
Statements of Operations The following is a summary of future 
minimum lease payments under operating leases, which at inception 
had a noncancelable term of more than one year, and capital leases 
asof December 31,2009 

(in million4 
Operating Capiial 

Leases Leases 

2010 $108 $ 26 
2011 78 29 
2012 64 27 
2013 52 25 
2014 37 22 
Thereafter 197 119 
Total future minimum lease payments 5536 $248 

17. GUARANTEES AND INDEMNIFICATIONS 

Duke Energy and its subsidiana have various finanrial and 
performance guarantees and indemnificabons which 2re issued in the 
normal course of business As discussed below, these contracts 
include performance guarantees, stand by letters of credit, debt 
guarantees, surety bonds and indemnifications Duke Energy and its 
subsidiaries enter into these anangements to facilitaie commercial 
transacbons with third parties by enhancing the valtie of the 
transartion to the third pa@ 

As discussed in Note 1, on January 2, 2007, Duke Energy 
completed the spin off of its natural gas businesses to shareholders 
Guarantees that were issued by Duke Energy, Cinergy or lnternabonal 
Energy, or were assigned to Duke Energy prior io the spin-off 
remained with Duke Energy subsequent to the spin-off Guarantees 
issued by Spectra Energy Capital, LLC (Spectra Capital) or its affiliates 

than wholly-owned entity The maximum potential amount of future 
payments Duke Energy could have been required to make under 
these guarantees as of December 31, 2009 was approximately 
$455 million. Of this amount, approximately $195 million relates to 
guarantees issued on behalf of less than wholly-owned consolidated 
entities, with the remainder related to guarantees issued on behalf of 
third parties and unconsolidated affiliates of Duke Energy 
Approximately $285 million of the guarantees expire between 2010 
and 2021, with the remaining performance guarantees having no 
contractual expiration. 

Included in the maximum potential amount of future payments 
discussed above is approximately $61 million of maximum potential 
amounts of future payments associated with guarantees issued to 
customers or other third parties related to the payment or 
performance obligalions of certain entities that were previously 
wholly-owned by Duke Energy but which have been sold to third 
parties, such as DukeSolutions, Inc (DukeSolutions) and Duke 
Engineering & Services, Inc. (DE&S) These guarantees are primarily 
related to payment of lease obligations, debt obligations, and 
performance guarantees related to provision of goods and services 
Duke Energy has received back-to-back indemnification from the 
buyer of DE&S indemnifying Duke Energy for any amounts paid 
related to the DE&S guarantees. Duke Energy also received 
indemnification from the buyer of DukeSotutions for the first 
$2 5 miliion paid by Duke Energy related to the DukeSolutions 
guarantees Further, Duke Energy granted indemnification to the buyer 
of DukeSolutions with respect to losses arising under some energy 
services agreements retained by DukeSolutions after the sale, provided 
that the buyer agreed to bear 100% of the performance risk and 50% 
of any other risk up to an aggregate maximum of $2.5 million (less 
any amounts paid by the buyer under the indemnity discussed 
ahwe) Additionally, for certain performance guarantees, Duke Energy 
has recoUfse to sukontmctors involved in providing services to a 
customer These guarantees have various terms ranging from 2012 to 
2021, with others having no specific term 

Duke Energy has guaranteed certain isstiers of surety bonds, 
obligating itself to make payment upon the failure of a non-wholly- 
owned entity to honor its obligations to a third party. as well as used 

DUKE ENERGY CORPDRATION I2009 FORM IO-K 1.37 



JOINT APPLICANTS 
EXHIBIT A 
PAGE 158 

PART /I 

DUKE ENERGY CORPORATION 

Notes to Consolidated Financial Statements - (Continued) 

bank-issued stand-by letters of credit to secure the pe~formance of 
non-wholly-owned entities to a third party or customer Under these 
arrangements, Duke Energy has payment obligations which are 
iriggered by a draw by the third party or customer due to the failure of 
the non-wholly-owned entity to perform according to the terms of its 
underlying contract Substantially all of these guarantees issued by 
Duke Energy relate to projects at Crescent that were under 
development at the time of the joint venture creation in 2006 
Crescent tiled Chapter 11 petitions in a U.S Bankruptcy Court in 
June 2009 During 2009, Duke Energy determined that it was 
probable that it will be required to perform under certain of these 
guarantee obligations 2nd recorded a charge of approximately 
$26 million associated with these obligations, which represented 
Duke Energy's best estimate of its exposure under these guarantee 
obligations. At the lime the charge was recorded, the face value of the 
guarantees was approximately $70 million, which has since been 
reduced to approximately $50 million as of December 31, 2009 as 
Crescent continues to complete some of its obligations under these 
guarantees 

agreements related to purchase and sale agreements and other types 
of contractual agreements with vendors and otherthird parties. These 
agreements typically cover enviranmental, tax, litigation and other 
matters, as well as breaches of representations, warranties and 
covenants Typically, claims may ix 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 amount, such as the purchase price, to an unlimited 
dollar amount, depending on the nature of the claim and the 
pariiculartransaction. Duke Energy is unable lo estimate the total 
potential amount of future payments under the% indemnification 
agreements due to several factors, such as the unlimited exposure 
under certain guarantees 

Duke Energy has entered into various indemnification 

At December 31,2009, the amounts recorded on the 
Consolidated Balance Sheets for the guarantees and indemnifications 
mentioned above, including performance guarantees associated with 
projects at Crescent for which it is probable that Duke Energy will be 
required to perform, is approximately $35 million This amount is 
primarily recorded in Other within Deferred Credits and Other 
Liabilities on the Consolidated Balance Sheets. 

18. EARNINGS PER SHARE 

Basic earnings per share (EPS) is computed by dividing net 
income attributable to Duke Energy common stockholders, adjusted 
for distributed and undistributed earnings allocated to participating 
securities, by the weighted-average number of common shares 
outstanding during the period Diluted EPS is computed by dividing 
net income altributable to Duke Energy common stockholders, as 
adjusted, by the diluted weighted-average number of common shares 
outstanding during the period Diluted EPS reflects the potential 
dilution that could occur if securities or other agreements to issue 
common stock, such as stock options, phantom shares and stock- 
based performance unit awards were exercised or settled. 

accounting guidance for EPS related to paiticipating securities, 
whereby unvestc-d share-based payment awards that have 
non-forfeitable rights to dividends or dividend equivalents (whether 
paid or unpaid) when dividends are paid to common stockholders, 
irrespective of whether the award ultimately vests, constitute 
participation rights and should be includc-d in the computation of 
basic EPS using the two-class method. All prior period EPS data was 
retrospectively adjusted to conform to these revised accounting 
provisions 

Effective January 1 ,  2009, Duke Energy began applying revised 
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The following table illustrates Duke Energy's basic and diluted EPS calculations and reconciles the weighted-average number of common 
shares oiitstanding to the diluted weighted-average number of common shares outstanding for the years ended December 31, 2009, 2008, 
and 2007 
~~ 

Average 
(in millions, except per share amounts) Income Shares EPS 

2009 
Income from conbnuing operations atiribulable to Duke Energy common shareholders, as adjusted for participating 

Effect of dilulive securities 

Income from conbnuing opcrations attnbulable to Duke Energy common shareholders, as adjusted for participating 

$1,061 1,293 $0.82 
~ 

securities - basic 

Stock options, phantom, performance and unvested stock 1 

securities - diluted $1,061 1,294 $0 82 

2008 
Income irom continuing operahons attribuiable to Duke Energy common shareholders, as adjusted for particlpatlng 

Effect oidilutive sccurrties 

Income from continuing operations attributable to nuke Energy common shareholders. as adjusted for parlicipating 

2007 
Income from mntinuing operations attnbulable to Duke Energy common shareholders, as adjusted for participabng 

Effect of dilutive securities 

$1,276 1,265 $101 __ securities - basic 

Stock options, phantom, performance and rcslrictcd stock 2 

securities - diluted $1,276 1,267 $1 01 

securities - basic $1,518 1,260 $1 21 - 
Siock options, phantom, performance and restricted stock 4 
Contingently convertible bond 1 

Income from continuing operations attributable to Duke Energy common shareholders, as adjusted for parlicipabng _ .  
securities -diluted 

As of December 31, 2009,2008 and 2007, approximately 
20 million, 15 million and 1.3 million, respectively, of stock options, 
unvested stock and performance awards were not included in the 
"effect of dilutive securities" in the above table because either the 
option exercise prices were greater than the average market price of 
the common shares during those periods, or performance measures 
related to the awards had not yet been met 

issuing authorized but previously unissued shares of common stock 
to fulfill obligations tinder its Dividend Reinvestment Plan (DRIP) and 
olher internal plans, including 401(k) plans. During the years ended 
December .31, 2009 and 2008, Duke EnerEy received proceeds of 
approximately $494 million and $100 million, respectively, from the 
sale of common stock associated with these plans. 

$400 million of additional authorized but previously unissued shares 
of common stock under its DRIP and other internal plans. 

Beginning in the fourth quarter of 2008, Duke Energy began 

During 2010, Duke Energy anticipates issuing approximately 

19. STOCK-BASED COMPENSATION 

For employee awards, equrty classified stocl(-based 
compensation cost is measured at the grant date, based on the fair 

$1,518 1,265 $1.20 - 

value of the award, and is recognized as expense or capitalized as a 
component of pmperty, plant and equipment over the requisite 
service period 

Duke Energy's 2006 Long-Term Incentive Plan (the 2006 Plan) 
reserved 60 million shares of common stock for awards to employees 
and outside directors. The 2006 Plan supersedd the 1998 Long- 
Term Incentive Plan, as amended (the 1998 Plan), and no additional 
grants will be made from the 1998 Plan. Under the 2006 Plan, the 
exercise price of each option granted cannot be less than ihe market 
price of Duke Energy's common stock on the date of grant and the 
maximum option term is 10 years The vesting periods range from 
immediate to five years Duke Energy has historically issued new 
shares upon exercising or vesting of sharebased awards. In 2010, 
Duke Energy may use a combination of new share issuances anti 
open market repurchases for sharebased awards which are exercised 
or become vested; however Duke Energy has not determined with 
certainty the amount of such new share issuanm or open market 
repurchases. 

The 2006 Plan allows for a maximum of 15 million shares of 
mmmon stock to be issued tinder various stock-based awards other 
than options and stock appreciation rights. 
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Stock-Bad Compensation Expense 

Pretax stock-based compensation expense recorded in the 
Consolidated Stafemenls of Operations is as follows: 

For the Years Ended 
December 31, 

(in millions) 2009ej 2008(aj 2007 

Stock Options $ 2  $ 2  $ 5  
Phantom Awards 17 17 20 
Performance Awards 20 23 12 
Other Stock Awards 1 1 2  

$40 - $43 $39 Total 
__-I_ __ 

la1 Excludes stock-based wrnpemllon mi capilalized as a carnpooent of pwW, pian! 
end equipment a: approximately SX million and $3 million for Ulc yean ended 
Oer*?rnber 31,2009 and 20%. respnlivdy 

The tax benefit associated with the stork-based compensation 
expense for the years ended December 31,2009,2008 and 2007 
was approximately $16 million, $17 million and $15 million, 
respectively 

Stock Option AdMty 

Weighted- 
Weighted- Average Aggregate 

Average Remaining Intrinsic 
Options Exercise Life (in Value (in 

(in thousands) Pnce yean) millions) 
Outstanding at 

December 31,2008 19,790 $17 
Granted 603 15 
Exercised (1,822) 13 
Forfeited or expired (1,265) 17 

Outstanding at 
December 31,2009 17,306 $18 3 1 $37 

Exercisable at 
December 31,2009 16,703 $18 2.8 $36 

Options Expected lo Vest 603 $15 9 1  $ 2 

On December 31,2008 and 2007, Duke Energy had 
approximately 19 million and 20 million exercisable options, 
respectively, with a weighted-average exercise price of approximately 
$17 at each date The total intnnsic value of options exercised during 
h e  years ended h m b e r  31,2009, 2008 and 2007 was 
approximately $6 million, $11 million and $26 million, respectively, 
with a related tax benefit of approximately $2 million, $4 million and 
$10 million, respectively Cash received from options exercised 
dunng the years ended December 31,2009,2008 and 2007 was 
approximately $24 million, $30 million and $50 million, 
respectively There were 603,015 stock options granted dunng the 
year ended December 31, 2009, and no stork optrons granted 
during the years ended December 31,2008 or 2007 The options 
granted in 2009 were expensed immediately, therefore, there is no 
future compensation ml associated with these options 

These assumptions were used to determine the grant date fair 
value of the stock options granted during 2009: 

Weighted-Average Assumptions for Option Pricing 
Risk-free interest rat& 2 0% 
Expected dividend yieldcbl 5 4% 
Expected lifecc1 6 Oyn 
Exoected volatilitv'dl 26 7% 

(a) she rkk free rate is bwd upon Ihe U S Tmuiy Constant Maturity mles as of the 
p n t  date 

(b) The expeded dividend yield is b a d  upon annualizd dividends and the 1-year 
avenge d&hg stock price 

(e) The expect& term ol options is duived from hbtorical dab 
(dl Volalility is b& upon 50% historical and 50% lrnplled wlatility Historic wlaUlity is 

eased on Duke Emf& historical volatility overthe expsled Me using daliy stock 
prim implied voidlity is h e  average for all oplion wnlmcls wilh a lerm p a l e r  Ulan 
sb! months mine Ule stiik price do& to the slock price on the valuation dale 

Phantom Stock Awards 

Phantom stock awards issued and outstanding under he 2006 
Plan generally vest over periods from immediate to three years 
Phantom stock awards issued and outstanding under the 1998 Plan 
generally vest over periods from immediate to five years Duke Energy 
awarded 1,095,935 shares (fair value of approximately $16 million, 
based on the market price of Duke Energy's common stock at the 
grant diite) during the year ended December 31, 2009, 
973,515 shares (fairvalue of approximately $17 million based on 
the market price of Duke Energy's common stock at the grant date) 
duringtheyear ended December 31,2008, and 1,163,180 shares 
(fair value of approximately $23 million based on ihe market price of 
Duke Energy's mmmon stock at the grant date) during the year 
ended December 31,2007. 

stock awards outstanding at December 31, 2009: 
The following table summarizes information abu t  phantom 

r -  

Shares Weighted Average Grant 
(in thausands) Date Fair Value 

Number of Phantom Stock 

Outstanding at 
December 31, 2008 2,446 522 

Granted 1,096 14 

Awards: 

(1.108) 
(68) 

Vested 
Forfeited 

Oublanding at December 31, 

Phantom Stork Awards 
2009 2,366 $19 

Expected to Vest 2,286 $19 

The total grant date fair value of the shares vested during the 
years ended December 31,2009,2008 and 2007 was 
approximately $23 million, $20 million and $31 million, 
respectively At December 31, 2009, Duke Energy had approxi- 
mately $8 million of unrecognized compensation cost which is 
expected to be remgnized over a weighted-average period of 1 4 
years 

21 
19 
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Performance Awards 

Stock-based awards issued and outstanding under both the 
2006 Plan and the 1998 Plan generally vest over three years if 
performance targets are met. Vesting for certain stock-based 
performance awards can occur in three years, at the earliest, if 
performance is met Certain performance awards granted in 2009, 
2008 and 2007 contain market conditions based on the total 
shareholder return CTSR) of Duke Energy stock relative to a 
pre-defined peer group (relative'TSR) These awards are valued using 
a path-dependent model that incorporates expecled relative TSR into 
the fair value determination of Duke Energy's peformance-based 
share awards. The model uses three year historical volatilities and 
correlations for all companies in the predefined pea group, including 
Duke Energy, to simulate Duke Energy's relative TSR as of the end of 
the performance period For each simulation, Duke Energy's relative 
TSR associated with the simulated stock price at the end of the 
performance period plus expecled dividends within the period results 
in a value per share for the award portfolio The average of these 
simulations is the expected portfolio value per share Actual life to 
date results of Duke €nerds relative TSR for each grant is 
incorporated within the mcdel Other performance awards not 
containing market conditions were awarded in 2009, 2008 and 
2007. The performance goal for these awards is Duke Energy's 
compounded annual growth rate (CAGR) of annual diluted EPS, 
adjusted for certain items, over a three year period These awards are 
measured at grant date price Duke Energy awarded 
3,426,244 shares (fair value of approximately $44 million) during 
the year ended December .31, 2009, 2,407,755 shares (fair value of 
approximately $37 million) during the year ended December 31, 
2008, and 1,534,510 shares (fair value of approximately 
$23 million) during the year ended December 31,2007. 

performance awards outstanding at December 31,2009: 

1 -: 

The following table summarizes information about stock-based 

Shares Weighted Average Grant 
(in thousands) Date Fair Value 

Number of Slock-based 
Performance Awards 

Outstanding at 
December 31, 2008 4,980 $16 

Granted 3,426 13 
Vested (1,069) 19 
Forfeited (468) 16 

Outstanding at Decembr 31, 
2009 6.869 $14 

Awards Expected to Vest 4.177 $14 
Stock-based Performance 

The total grant date fair value of the shares vested during the 
years ended December 31,2009,2008 and 2007 was 
approximafety $20 mitlion, $20 million and $34 million, 
respectively At December 31,2009, Duke Energy had 

approximately $28 million of unrecognized compensation cost which 
is expected to be recognized over a weighted-average period of 
1 2  years 

Other Stock Awards I 

Other stock awards issued and outstanding under the 1998 
Plan ve8 over periods from three to five years There were no other 
stock awards issued during the years ended December 31, 2009, 
2008 or 2007. 

The following table summarizes information about other stock 
awards outstanding at December 31,2009: 
__- 

Shares Weighted Average Grant 
Date Fair Value (in thousands) 

Number of Other Stock 
Awards 

Outstanding at 
December 31, 2008 219 $29 

Vested (48) 29 
Forfeited (3) 28 

Outstanding at December .31. 
2009 168 $28 

Other Stock Awards Expected 
io Vest 162 $28 

The total fair value of the shares vested during the years ended 
December 31, 2009, 2008 and 2007 was approximately 
$1 million, $2 million, and $2 million, respectjvely. At December .31, 
2009, Duke Energy had approximately $1 million of unrecognized 
compensation cost which is expected to be recognized over a 
weighted-average period of 1 0 year 

20. EMPLOYEE BENEFIT PLANS 

Defined Benetit Retirement Plans 

Duke Energy and its subsidiaries (including legacy Cinergy; 
businesses) maintain qualified, non-contributory defined benefit 
retirement plans. The plans cover most U S employees using a cash 
balance formula. Under a cash balance formula, a plan participant 
amumulates a retirement benefit consisting of pay credits that are 
based upon a percentage (which varies wrth age and years of service) 
of current eligible earnings and current interest credits Certain legacy 
Cinergy (I S employees are covered under plans that use a final 
average earnings formula. Under a final average earnings formula, a 
plan participant accumulates a retirement benefit equal to a 
percentage of their highest 3-year average earnings, plus a 
percentage of 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 
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maintains non-qualified, non-contributoly defined benefit retirement 
plans which cover certain executives 

Qualified Pension Plans - Other Changes in Plan Assets and 
Projected Benefit Obligations 

Duke Energy’s policy is to fund amounts on an actuarial basis to 
provide assets sufficient to meet benefit paymenk to be paid to plan 
participants During 2009, Duke Energy made contributions to its 
IJ S. qualified pension plans of approximately $800 million. There 
were no contributions to the U S qualified pension plans during the 
year ended December 31,2008 Duke Energy made a contribution 
of approximately $350 million to the legacy Cinergy qualified pension 
plans during the year ended December 31,’20D7 

Actuarial gains and losses are amorlized over the average 
remaining service period of the active employees. The average 
remaining service period of active employees covered by the qualified 
retirement plans is 11 years. The average remaining service period of 
active employees covered by the non-qualified retirement plans is 
nine years. Duke Energy determines the market-related value of plan 
assets using a calculated value that remgnizes changes in fair value 
of the plan assets in a particular year on a straight line basis over the 

- 

next five years 

qualified, nonqualified and other post retirement benefit plans 
represent the cost of the respective benefit plan for the periods 
presented However, portions of the net periodic benefit costs 
disclosed in the tables below have been capitallzed as a component 
of properly, plant and equipment 

uses a December 32 measurement date for its plan assets 

Net penodic benefit costs disclosed in the tables below for the 

1 
As required by the applicable accounting rules, Duke Energy 

Qualified Pension Plans 

Components of Net Periodic Pension Costs: Qualified Pension 
Plans 

Recognized in Accumulated Other Comprehensive lncome 
and Regulatory Assets@’ 

(in millions) 
Far &e year ended 

December 31,2009 

Regulatory assets, net decrease $(22) 
Accumulated other comprehensive (income)/loss 

Deferred income tax asset 9 
Actuarial gain arising during 2009 (8) 
Prior service credit arising during 2009 (7) 
Amortization of prior year actuarial losses (1) 
Amortization of prior year prior service cost (4) 

comprehensive (income)Aoss S(l1) 

- 
Net amount recognized in accumulated oher 

(a1 Excludes actuarial gains mmhed in other ammuiated comprehemive inmrne of 
appmximstely $9 million, ne: of Bx, associated with a Eruiiian retirement plan 

Reconciliation of Funded Status to Net Amount Recognized: 
Qualified Pension Plans 

As of and for the Years 
Ended December 31, 

(in millions) 2009 2008 

Interest cosi on Projected beneffi 
obligation 257 254 246 

Expected return on plan assets (362) (340) (319) 

Amortization of loss 2 1.3 32 
Olher 17 20 20 
Net pericdic pension cosls $ 6 $ 4 6  $ 8 0  

(a) These amounts exclude approximately $10 million. $13 million and $17 million for 
the yean ended December 31,2003,2008 and 2007, resplively, of reeJlatoy 
aswi amortiiaation resuiBng Imm pufcchasc acmunting adjustmefits associal@ wiih 
Duke Ene& merger wih Cinww in April 2Cffi 

Amortization of prior service cos1 7 7 5 

- 

Change in Projected Benefit Obligation 
Obligation at prior measurement date $4.161 $4,301 
Service cost 85 92 
lnierest cost 257 254 
Actuarial losses (gains) 415 (182) 
Plan amendments (9) - 
Obligation assumed from plan merger 
Benefits mid (221) (304) 

__ 7 

$4,695 $4,161 - Obligation at measurement daie 

For the Years Ehded 
December 31, The accumulated bendt obligation was approximately 

$4,409 million and $3,823 million at December 31,2009 and 
(in millions) 2D09(al 2008(3) 2OO7bl 2008, respectively 
Service cost $ 85 $ 92 $ 96 

DUKE ENERGY CORPORATION 12039 FORM IC-K 

As of and for the Years 
Ended December 3 1, 

(in millions) 2009 2008 
Change in Fair Value of Plan Assets 
Plan assets at prior measurement date $2.853 $ 4,321 
Actual return on plan assets 787 (1,164) 
Benefits paid (221) (304) 
Assets received from plan merger 
Employer contributions 800 - 
Plan assets at measurement date $4,224 $ 2,853 

- 5 
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The discount rate used to determine the current year pension 
obligation and following year's pension expense is based on a yield 
curve approach. lJnder the yield curve approach, expected future 
benefit payments for each plan are discounted by a rate on a third- 
party bond yield curve corresponding to each duration The yield 
curve is based on a bond universe of AA and AM-rated long-term 
corporate bonds A single discount rate is calculated that would yield 
the same present value as the sum of the discounted cash flows. 

Qualified Pension Plans -- Amounts Recognized in the 
Consolidated Balance Sheets Consist of: 

As of and for the Years 
Ended December 3 1, 

(in millions) 2009 2008 
Accrued pension liability $(471) $(1,308) -____-- 

The following !able provides the amounts related to Duke 
Energy's qualified pension plans that are reflected in Other within 
Regulatory Assets and Deferred Debits and AOCl on the Consolidated 
Balance Sheets ai December 31,2009 and 2008: 

Non-Qualified Pension Plans 

Components of Net Periodic Pension Costs: Non-Qualified Pension 
Plans 

As of December 31. 
For'the Years Ended 

December 31, 
(in millions) 2009 2008 2007 
Service cost $ 2  $ 2  $ 2  
Inter& cost on projected hnerit obligation 10 10 10 

(in millions) 2009 2008 
Regulatoiy assets $909 $931  
Accumulafed other comprehensive (income) loss 

Deferred income tax asset (206) (215) 
Prior service cost 27 38 
Net actuarial loss 528 537 Amortization of prior service cost 

Amortization of actuarial loss 
Settlement credit 

2 3 2  
- 1 -  
(1) - - Net amount recognized in accumulated other 

comorehensive (inmme) loss(*) $349 $360 
Net oericdic oension costs $13 $16 $14 (a) Excludr, accumulale.3 uther compiehemlve income ot appmxlmldy $21 million ann 

112 million, rerpechely, net of tax, associated with a Brazilian retirement plan. 

Of the amotints above, approximately $48 million of 
unrecognized net actuarial loss and approximately $5 million of 
unrecognized prior service cost will be recognized in net periodic 
pension costs in 2010 

Additional Information 

Qualified Pension Plans - Information for Plans with 
Accumulated Benefit Obligation in Excess of Plan Assets 

Non-qualified Pension Plans - Other Changes in Plan Assets and 
Projected Benefit Obligations Recognized in Accumulated Other 
Comprehensive Income 

(in millions) 
For the year ended 

December3LZflO9 
Accumulated other comprehensive (income)/loss 

Deferred income tax asset 
Actuarial losses arising during 2009 
Amortization of prior year actuarial losses 
Amortization of prior year prior service cos1 

$ (4) 
15 
(1) 
(3) 

$ 7  
Net amount recognized in accumulatd other 

.-- comprehensive (income)/loss -- 

As of December 31, 
(in millions) 2009 2008 

Projected benefit obligstion $4,695 $4,161 
Accumulated benefit obligation 4,409 3,823 
Fair value of plan assets 4,224 2,853 

Reconciliation of Funded Status to Net Amount Recognized: 
Non-Qualified Pension Plans 

Qualified Pension Plans - ksumptions Used for Pension Benefits 
Accounting 

(percentages) 2009 2008 2007 

Benefit Obligations 
Discount rate 5.50 6 5 0  600 
Salarv increase @add bv age) 4 5 0  4.50 500 

As of and for the Years 
Ended December 31, 

(in millions) 2009 2008 
Change in Projected Benefit Obligation 
Obligation at prior measurement date $166 $172 
Service cost 2 2 
Interest cost 10 10 
Actuarial losses (gains) 14 (4) 
Benefits mid (19) (14) 

2009 2008 2007 

Determined Expense 
Discount rate 6.50 6 0 0  575 
Salary increase 4.50 500 500 
Expected long:tem rate of return on plan as=$ 8.50 8 50 8 50 

$173 $166 Obligation at measurement date -- 
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As of and for the Yean 
Ended December 31, 

(in millions) 2009 2008 

Change in Fair Value of Plan Assets 
Benefits paid 
Emoiover contributions 

$ -  8- _ - ~ _ _ _ - ~  Plan assets at measurement date 

The accumulated benefit obligation was approximately 
$159 million and $154 million at December 31,2009 and 2008, 
respectively. 

Non-Qualified Pension Plans -Amounts Recognized in the 
Consolidated Balance Sheets Consis; of: 

As of December 3 1, 

(in millions) 2009 2008 

Accrued pension liabilih/cul __ $4173) $(166) 

(a) Includes appmximalely $15 million and E20 million nrognized in Other wthm C m t  
Llabilitm ai Vie Consoildatrd & l a m  She& as 01 Decembr 31,2009 and 2008, 
1eCpedNdY 

The following table provides the amounts related to Duke 
Energy’s non-qualified pension plans that are reflected in AOCl on the 
Cansolidated Balance Sheets at December 31, 2009 and 2008 

Asof December31 
(in millions) 2009 2008 

Accumulated other comprehensive (income) 
loss 
Deferred income tax asset $ (7) $ (3) 
Prior service cost 12 15 
Net actuarial loss (gain) a (6) 

$ 6  comprehensive (income) loss $13 

Of the amounts above, approximately $2 million of 
unrecognized prior service cost and approximately $1 million of 
unrecognized net actuarial loss will be recognized in net periodic 
pension costs in 2010 

Net amount recognized in accumulated other 
- 

Additional Information: 

Non-Qualified Pension Plans - Information for Plans wbth 
Accumulated Benefit Obligation in Excess of Plan Assets 

As of Decembr 31, 

(in millions) 2009 2008 

Projected benefit obligation $173 $166 
Accumulated benet3 obligation 159 154 
Fair value of plan assets - __ 

OUKE ENERGY CORPORATION I2W9 FORM 10K 

Non-Qualified Pension Plans -Assumptions llsed for Pension 
Benefits Accounting 

(percentages) 2009 2008 2007 

Benefit Obligations 
Discount rate 5.50 650 6 0 0  
Salarv increase 4.50 450 500 

2009 2008 2007 
Determined Expense 
Discount rate 
Salaw increase 

6.50 600  575 
4.50 500 500 

The discount rate used to determine the current year pension 
obligation and following year‘s pension expense is based on a yield 
curve approach Under the yield curve approach, expected future 
benefit payments for each pian are discounted by a rate on a third- 
party bond yield curve corresnonding to each duration The yield 
curve is based on a bond universe of AA and AAA-rated long-term 
corporate bonds A single discount rate is calculated that would yield 
the same present value as the sum of the discounted rash f l ow  

Other Post-Retirement Benefit Plans 

Duke Energy and most of its subsidiaries provide some health 
care and life insurance benefits for retired employees on a 
contributory and nonwmtributory basis. Employees are eligible for 
these benefits if they have met age and service requirements at 
retirement, as defined in the plans 

retirement benefit plans in 2009 or 2008 During the year ended 
December 3 1  I 2007, Duke Energy contributed approximateiy 
$62 million to its other post-retirement benefit plans. 

service period to the date of full benefits eligibility The net 
unrecognized transition obligation is amortized over approximately 
20 years Actuarial gains and losses are amortized over the average 
remaining service period of the active employees The average 
remaining service period of the active employees covered by the plan 
is 12 years. 

Duke Energy did not make any contributions to its other post- 

These benefit costs are accrued over an employee’s active 
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Components of Net Periodic Other Post-Retirement Benefit Costs 

For the Years Ended 
December 31. 

(in millions) 

Service cost 
Interest cost on accumulated post-retirement 

Expected retum on plan assets 
Amortization of prior Service (credit) cost 
Amortization of net transition liability 
Amortization of (gain) loss 
Special termination benefit cost 
Prior Deriod accountina true-uD adiuslmentml 

benefit obligation 

Net periodic other post-retirement benefit costs $ 34 $(19) -$ss 
(8) These amounls exdude appmxirnaUy $9 million. $9 million and $10 million fnr the 

years end4 December 31,2009,2008 and 2007, respectively, of reeulatory aget 
amorthation resullingfmm purchase acmunling adJustments assoiaW win 
Duke Energy's m 5 e r  w i h  Cinergy in April 2 w 6  

(bJ Represents Ihe corntion of e m ,  primarily in per% prior lo 2W8, rela!& lo Ine 
accounting lor Duke Energfs other post-reliiemenl h e l i t  plans Ibl would have 
reduced amounts r m d e d  as other pt-relirement bcnei3t expense during tho% 
historiel p i i d s  M mi! amaunl, appmximately $15 million was capitalized as a 
compmmt 01 property. pian! and equipment 

The Medicare Prescription Drug, Improvement and 
Modernization Act of 2003 introduced a prescnptron drug benefit 

health care benefit plans Arrnunbng guidance issued and adopted 
by Duke Energy in 2004 prescribes the appropnate accounhng for 
the federal subsidy The after tax effect on net penodic post-rebrement 
benefit cost was a decrease of $3 million in 2009, $3 million in 
2008 and $3 million in 2007 Duke Energy recognized an 
approximate $5 rnilllon and $8 million subsidy receivable as of 
December 31, 2009 and 2008, respechvely, which is inrluded in 
Receivables on the Consolidated Balance Sheets 

I 
I undcr Medicare as well as a federal subsidy to sponsors of retiree 

Other Post-Retirement Benefk Plans - Other Changes in Plan 
Assets and Projected Benefit Obligations Recognized in 
Accumulated Other Comprehensive Income, Regulatory Assets 
and Regulatory Liabilities 

fin millinns) 
For the year ended 

December 31, 2009 

Regulatory assets. net increase 
Regulatory liabilities, net increase 
Accumulated other comprehensive (income)//ou 

Deferred income tax liability 
Actuarial loss arising during 2009 
Amortization of prior year prior service credit 
Amortization of prior year acluarial gains 
Amortization of prior year net transition 

liabilitv 

Reconciliation of Funded Status io Accrued Other Post-Retirement 
Benefg "I$ 

As of and for the Yeaan 
Ended December 31. 

(in millions) 2009 2008 
Change in BeneM Obligation 
Accumulated post-retirement benefit obligation at 

prior measurement date 
Service cost 
Interest cost 
Plan participants' contributions 
Actuarial gain 
Plan amendments 
Plan transfer 
Benefits paid 
Accrued retiree drurr subsidv 

$738 
7 

46 
21 
(11) 

2 
(80) 

5 

__ 

$905 
7 

44 
22 

(170) 
(10) 

(65) 
5 

- 

Accumulated post-retirement beneft obligation at 
$728 $ 738 measurement date - 

As of and for the Years 
Ended December 31. 

(in millions) 2009 2008 i 

Change in Fair Value of Plan Assets 
Plan assets at prior measurement date $169 $224 
Actual return on plan assets 28 (49) 
Benefits paid (80) (65) 
Employer contributions 31 37 
Plan participants' contributions 2 1  22 

$169 $169 - Plan assets at measurement date - --I 

Duke Energy u s  a December 31 measurement date for its 
plan assets 

Other Post-Retirement Benefit Plans- Amounts Recognized in the 
Consolidated Balance Sheets Consist of: 

As of December 31. 
(in millions) 2009 2008 

Accrued other mst-retirement liabilit\/.al $15591 $E1691 

Net amount recognized in accumulated other 
$ 2  -- comprehensive (income)/loss 
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The following table provides the amounts related to Duke 

Energy's other post-retirement benefit plans that are reflected in Other 
within Regulatory Assets and Deferred Debits, Other within Deferred 
Credits and Other Liabilities and AOCl on the Consolidated Balance 
Sheets at December 31,2009 and 2008: 

Assumed Health Care Cost Trend Ratesol 

Medicarc? Trend Prescription Drug 
Rate Trend Rate 

2009 2008 2009 2008 
Health care cost trend rate 

As of December 31, assumed for next year 8.50% 850% 11.00% 11 00% - 
2009 2008 Rate to which the cost trend is 

assumed to dedine (the 
(in millions) 

Regulatory liabilit!es 91 - Year that the rate reaches the 
Regulatory assets $ 73 $ 7 ultimate trend rate) 5.00% 5.00% 5.00% 5.00% 

Accumulated other comprehensive (income)/loss. ultimate trend rate zai9 201.3 2024 2022 
Deferred income tax liability 2 4  

la) Helth care msl trend rales Include presnip&x drug trend rate due lo the efiezt of !he 
Net transition obligation ( ~ 4 ~  (16) Modernization Act 
Prior service credit 
Net actuarial loss (gain) 3 (1) 

comprehensive (income)/loss $ (5) $ (7) 
Net amount recognized in accumulated other 
. ~ _ _ _ _ -  

Sensitivity to Changes in Assumed Heart Care Cost Trend Rates 
(in millions) 

Of the amounts above, approximately $10 million of 
unrecognized net transition obligation, approximately $4 million of 
iinrecognized gains and approxrmately $8 million of unrecognized 
pnor service credit (which will reduce pension expense) will be 
recognized in net periodic pension costs in 2010 

Assumptions llsed for Other Post-Retirement Benefits Accounting 

(percentages) 2009 2008 2007 

Determined Benefit Obligations 
Discount rate 550 650 600 

2009 2008 2007 

Determined Expense 
Discount rate 650  6 0 0  5 7 5  
Expected long term rate of return on 

Assumed tax rat&) 35.0 3 5 0  3 5 0  
plan assets 5.53-8.50 5 53-8 50 5 53-8 50 

la) Applimble io lhe health care portion of funded pmt-retirement bnefits 

The discount rate used to determine the current year other post- 
retirement benefits obligation and following year's other pmt- 
retirement benefits expense is based on a yield curve approach. 
Under the yield curve approach, expected future benefit payments for 
each plan are discounted by a rate on a third-party bond yield curve 
correspmding to each duration. The yield curve is based on a bond 
iinivene of AA and AAA-rat& long-term corporate bonds A Single 
discount rate is ralculated that would yield the Same present value as 
the sum of the discounted cash flows. 

1-Percentage- 1-Percentage- 
Point Increase Point Decrease 

Effect on total sewice and interest costs $ .3 $ (2) 
Effect on post-retirement benMt obligation .38 (341 

Expected Benefit Payments 

The following table presents Duke Energy's expected benefit 
payments to participants in its qualified, nonqualified and other post- 
retirement benefit plans over the next 10 yean, which are primarily 
paid out of the assets of the various busts. These benefit payments 
reflect expected future Service, as appropriate. 

Other Post- 
Qualified Non-Qualified Retirement 

(in millions) Plans Plans Plans's) Total 
Years Ended December 31, 

2010 $ 405 $16 $ 56 $ 477 
201 1 423 16 60 499 
2012 433 15 61 509 
2013 431 14 62 507 
2014 429 22 63 514 
2015 - 2019 2,020 60 323 2,403 

la) Duke Energ. up?cts lo ieceive future UlbsidiK under Medicare Pari 0 of 
appmximaldy $4 million in each of (he yean 2010-2013, approximaieiy $5 million in 
2014, and a told1 of appmdmately $24 mlllim during the yean 2015-2019 
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Plan Assets VEBA I 

Master Retirement Trust. 

Assets for both the qualified pension and other post-retirement 
benefits are maintained in a Master Retirement Trust (Master Trust) 
Approximately 97% of Master Trust assets were allocated to quaif id 
pension plans and approximalely 3% were allccated to other post- 
retirement plans, as of December 31, 2009 and 2008, respectively. 
The investment objective of the Master Trust is to achieve reasonable 
returns, subj.mt to a prudent level of portfolio risk, for the purpose of 
enhancing the security of benefits for plan parkipants. The long-tep 
rate of return of 8 5% as of December 31,2009 for the Master Trust 
was developed using a weightd-average calculation of expected 
returns based primarily on future expxted returns across asset 
classes considering the use of active asset managers The weighted- 
average returns expected by asset classes were 3 2% for US. 
equities, 2.0% for Non-U S. equities, 1 0% for Global equities, 2.0% 
for fixed income securities, and 0.3% for real estate The asset 
allocztion targets were set after considering the investment objective 
and the risk profile. U S equities are held for their high expected 
rettim. Non-U.S. equities, debt securities, and real estate are held for 
diversification. Investments within asset classes are to bs diversified 
to achieve broad market participation and reduce the impact of 
individual managers or investments Duke bergy regularly reviews 
its actual asset allocation and periodically rebalances its investments 
to the targeted allocation when considered appropriate. The following 
table presents target and actual asset allmalions for the Master Trust 
at December 31,2009 and 2008: 

Percentage at 
Decem&; 31, 

Allocation 2009 2008 
Target 

Asset Category 
US. equity sarities 34% 33% 31% 
Non-U S quiIy securities 20 20 17 

Debt securities 32 28 36 
Real estate and cash 4 9 6  

Global equity securities 10 10 10 

- 
Tntnl 

Percentage at 
December 31, 

A l l n r A m  2009 2008 
Target 

Asset Category 
U S equity securities 
Debt securities 
Cash 

30% 23% 20% 
45 37 40 
25 40 40 

100% 100% 100% -- 

VEBA 11 

Percentage at 
Target December 31, 

Allocation 2009 2008 

Asset Category 
U S equity securities 50% -% 38% 
Debt securities 50 92 52 

8 10 Cash - 
Total 100% 100% 100% 

Fair Value Measurements. 
c 

On Decembei 31,2009, Duke Energy adopted the new fair 
value dizlosure requirements for pension and other @-retirement 
benefit plan ass&. The accounting guidance for fair value defines fair 
value, establishes a framework for measuring fair value in GAAP in 
the U S and expands disclosure requirements about fair value 
measurements Under the accounting guidance for fair value, fair 
value is considered to be the exchange price in an orderly transaclion 
between market participants to sell an asset or transfer a liability at the 
measurement date The fair value definition focuses on an exit price, 
which is the price that would be received by Duke Energy lo sell an 
asset or paid to Bansfer a liability versus an entry price, which would 
be the price paid to acquire an asset or received to assume a liability. 
Although the accounting guidance for fair value dws not require 
additional fair value measurements, it applies to other accounting 
pronouncements that require or permit fair value measurements 

100% 100% 100% Duke Enerw classifies recurring and non-recumng fair value 

VEBA 1/11. 

Duke Energy also invesfs other post-retirement assets in the 
Duke Energy Corporation Employee Benefib Tnist DJEBA I) and the 
Duke Energy Corporation Post-Retirement Medical Benefits Trust 
DJEBA 11). The investment objective of the VEBAs is to achieve 
sufiicient returns, subject to a prudent level of porlfolio risk, for the 
purpose of promoting the security of plan benefits for participants 
The VEBAs are passively managed. The following tables present 
target and actual asset allocations for the VEBAs at Dedember 31, 

- 2009 and 2008: 
! I  

- 
measurements based on the following fair value hierarchy, as prescri- 
bed by the accounting guidance for fair value, which prioritizes the 
inputs to valtiation techniques used to measure fair value into three 
levels 

Level 1 -unadjusted quoted prices in active markets for 
identical assets or liabilities that Duke Energy has the ability to 
access An active market for the asset or liability is one in which 
transactions for the asset or liability occurs with sufficient 
frequency and volume to provide ongoing pricing information 
Duke Energy does not adjust quoted market prices on Level 1 
for any blockage factor. 
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Level 2 -a fair value measurement utilizing inputs other than 
a quoted market price that are observable, either directly or 
indirectly, for the asset or liability Level 2 inputs include, but are 
not limited to, quoted prices for similar assets or liabilities in an 
active market, quoted prices for identical or similar assets or 
liabilities in markets that are not active and inputs other than 
quoted market prices that are observable for the asset or liability, 
such as interest rate curves and yield curves observable at 
commonly quoted intervals, volatilities, credit risk and default 
rates A level 2 measurement cannot have more than an 
insignificant portion of the valuation bas& on unobservable 
inputs 

Level 3 -any fair value measurements which include 
unobservzble inputs for ihe asset or liability for more than an 
insignihcant portion of thevaluation. A level 3 measurement 
may be based primarily on level 2 inputs 

The following table provides the fair value measurement 
amotints for Master Trust qualified pension and other post-retirement 
assets at December 31,2009. 

Total Fair 
Value 

Amounts at 
December 31, 

(in millions) 2009W Level 1 Level 2 Level 3 

Description 
Equity securities $2,587 $1,733 !$ 831 $ 23 
Corporate bonds 1,008 - 989 19 
Short-term investment funds 341 39 302 - 
Partnership interests 109 - - 109 
Real estate investment trust 64 - - 64 
U S Government securities 57 - 57 - 
OLher investments 43 .38 4 1 
Guaranteed investment contracts 38 - - 38 
Government bonds - Foreign 33 -- 32 1 
Asset backed securities 19 - 18 1 
Government and commercial 

mortgage backed securities 14 - 14 - 
Total Assets $4,313 $1,810 $2,247 $256 .- 

(a) Excludffi approximately $22 million in net mlvablcs and payablffi a s d a l s 3  with 
sewrity purchases and sales 

The following table provides the fair value measurement 
amounts for VEBA 1/11 other post-retirement assets at December 31, 
2009 

Total Fair 
Value 

Arnountr; at 
December31, 

(in millions) 2009 Level 1 Level 2 Level 3 

Description 
Cash and cash equivalents 
Equity wuritles 

$27 $- $27 $-. 
12 11 1 - 

Debt securities 19 - 19 - 
$58 $11 $47 $- ~- Total Assets 

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

Year Ended December 31,2009 

Balance at January 1, 2009 $318 

(23) 
(39) 

$256 

Purchases, sales, issuances and settlements (net) 
Total losses, (realized and unrealized) and other 

._I_.- Balance at December 31, 2009 

Valuation methods of the primary fair value measuremenh 
disclosed above are as follows 

Investments in equity securities: 

Investments in equity securities are typically valued at the 
closing price in the principal active market as of the last business day 
of the quarter Principal active markets for equity prices include 
published exchanges such as NASDAQ and NYSE Foreign equity 
prices are translated from their trading currency using the currency 
exchange rate in effect at the close of the principal active market. 
Duke Energy has not adjusted prices to reflect for after-hours market 
activity. Most equity securily Valuations are level 1 measures. 
Investments in equity securities with unpublished prices are valued 
as level 2 if they are redeemable at the measurement date. 
Investments in equity securities wilh redemption restrictions are 
valued as level 3. 
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Investments in corporate bonds and US. government seccsrities: 

Most debt investments are valued based on a calculation using 
interest rate curves and credit spreads applied to the terms of the debt 
instrument (maturily and coupon interest rate) and consider the 
counterparty credit rating Most debt valuations are Level 2 measures 
If the market for a particular fixed income security is relatively inactive 
or illiquid, the measurement is a Level 3 measurement 

Investments in short-term investment funds: 

Valued at the net asset value of units held at yezr end 
Investments in short-term investment funds with published prices are 
valued as level 1. Investments in short-term investment funds with 
unpublished prices arevalued as level 2 

Investments in real estate investment trust: 

Valued based upon properly appraisal reports prepared by 
independent real estate appraisers The Chief Real Estate Appraiser of 
the asset manager is responsible for assuring that the valuation 
process provides independent and reasonable property market value 
esbmates An external appraisal management firm not affiliated with 
the asset manager has been appointed to assist the Chief Real Estate 
Appraiser in maintaining and monitoring the independence and the 
accuracy of the appraisal process 

Employee Savings Plans 

Duke Energy sponsors employee savin@ plans that cover 
substantially all U S employees Most employees participate in a 
matching contribution formula where Duke Energy provides a 
matching contribution generally equal to 100% of before-tax 
employee contributions, of up to 6% of eligible pay per pay period 
Duke Energy made pre-tax employer matching contributions of 
approximately $80 million in 2009, $78 million in 2008 and $68 
milllon in 2007 Dividends on Duke Energy shares held by the 
savings plans are charged to retained earnings when declared and 
shares held in the plans are considered outstanding in the calculation 
of basic and diluted earnings per share 

21. VARIABLE INTEREST ENTITIES 

Power Sale Special Purpose Eofities (SPES). 

Duke Energy is the primary benefiriary of and mnsalidates two 
thinlycapitalized SPES that have been created to finance and execute 
individual power sale agreements with Central Maine Power 
Company (CMP) for approximately 45 MW of capacity, which 
expired in 2009, and 35  MW of capacity, ending in 2016 In 
addibon, these SPES have individual power purchase agreements 
(PPA) with Duke Energy Commercial Enterpnses, Inc (DECE), 
formerly Cinergy Capital &Trading, Inc , a wholly-owned suhsidiary 
of Duke Energy, to supply the power DECE also provides vanous 

services, including certain credit support facilities The following 
summarizes the structure of each entity: 

CinCap IV.  

CinCap IV was created in July 1998 to facilitate the buyout of a 
power sales agreement that Stratton Energy Associates (Stratton) held 
with CMP. Approximately $159 million was paid to Stratton to 
buyout that contract This capital was raised through two debt 
tranches (approximately 96 7% of CinCap IV capitalization) and 
equity (approximately 3.3% of CinCap IV capitalization). The equity 
was provided by 1998 CinPower Tnist, which is in turned owned 
90% by Barclays (3% holder) and 10% by DECE The capitalization 
(along with certain miscellaneous fees) of CinCap IV is to k repaid 
through a monthly reservation payment fium CMP. 
Contemporaneous with the buyout of the Stratton PPA, CinCap IV 
executed a power sales agreement with CMP (Replacement PPA) to 
deliver 45 MW of capacity and energy to CMP. CinCap IV alx, 
executed a power purchase agreement with DECE (Supply PPA) that 
contains virtually identical terms, except for the aforementioned 
reservation payment and a $3 less per MWh energy charge Cinergy 
guaranteed the performance of DECE under this PPA (with market- 
based liquidated damages), but did not guarantee the payment by 
CinCap IV on its debt obligations This agreement expired in 2009. 
As of December, 31, 2009, the balance on the Consolidated Balance 
Sheets related to CinCap IV was an insignificant amount 

CinCap V. 

CinCap V was created in February 1999 to facilitate the buyout 
of a power sales agreement that Alternative Energy (AEI) held with 
CMP. Approximstely $96 million was paid to AEI to buyout that 
contract. This capital was raised through two debt tranches 
(approximately 96 7% of CinCap V capitalization) and equity 
(approximately 3.3% of CinCap IV capitalization). The equity was 
provided by two parties: (a) 90% by Franklin Life Insurance 
Company and (b) 10% by DECE The capitalization (along with 
certain miscellaneous fees) of CinCap V is being repaid through a 
monthly reservation payment from CMP. Contemporaneous with the 
buyout of the AEI PPA, CinCap V executed a power sales agreement 
with CMP (Replacement PPA) to deliver 35 MW (only 25 in rerlain 
months) of capacity and energy to CMP through December 201 6. 
CinCap V also executed a power purchase agreement with DECE 
(Supply PPA) that contains virtually identical terms, except for the 
aforementioned reservation payment and a $0 50  less per MWh 
energy charge. Cinergy guarantees the performance of DECE under 
h is  PPA (with market-based liquidated damages), but does not 
guarantee the payment by CinCap IV on its debt obligations 

These two SPEs mee! the accounting definition of a VIE because 
the equity investment at risk in these SPES is insufficient to permit the 
financing of their activities without additional subordinated financial 
support (i e , debt financing). As a result of a quantitative analysis of 
the contractual, ownenhip, and ofher financial interests in the SPEs 

I 

j 
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(i.e", variable interests), Duke Energy has been deemed the primary 
beneficiary of these entities as it absorbs a majority of the expected 
losses of these SPEs Accordingly, Duke Energy consolidates these 
SPES and, as such, the transactions between DECE and the two 
SPES are eliminated in consolidation 

approximately $94 million and $1 17 million of notes receivable is 
included on the Consolidated Balance Sheets at December 31,2009 
and 2008, respctively Of these amounts, $8 million and 
$24 million are included in Receivables on the Consolidated Balance 
Sheets and $86 million and $93 million are included in Notes 
Receivable on the Con,solidated Balance Sheets at December 31, 
2009 and 2008, respectively Approximately $89 million and 
$108 million of non-recourse debt is included on the Consolidated 
Balance Sheets, of which $8 million and $19 million is included in 
Current Maturlles of Long-Term Debt on the Consolidated Balance 
Sheets and $81 million and $89 million is included in Long-Term 
Debt on the Consolidated Balance Sheets at December 31,2009 
and 2008, respectively. In addition, miscellaneous other assets and 
liabilities are included on Duke Energy's Consolidated Balance She& 
at December 31,2009 and 2008 nle debt was incuncd by the 
SPEs to finance the buyout of the existing power contracts that CMP 
held with the former supplies ne notes receivable is comprised of 
two separate notes with one counterparty, whose credit rating is 
BBB+. The cash flows from the notes receivable are designed to 
repay the debt. The fint note receivable matured in August 2009, 
and had a balance of $17 million at December 31, 2008, at an 
effective interest rate of 7.81%. The second note redeivable, with a 
balance of $94 million and $100 million at December 31, 2009 
and 2008, respectively, bean an effective interest rate of 9 23% and 
matures in December 2016 

Receivable as of December 31, 2009: 

As a result of the consolidation of these two SPEs, 

The following table reflects the maturities of the Notes 

Notes Receivable Maturities 

fin millions) 

2010 
201 1 
2012 
2013 

$ 8  
10 
11 
13 
15 
37 

2014 
Thereafter 
Tab1 $94 

Accounts Receivable Securitization. 

Cinergy Receivables Company. 

During 2002, Duke Energy Ohio, Duke Energy Indiana and 
Duke Energy Kentiicky entered into an agreement to sell certain of 
their accounts receivable and related collections through Cinergy 
Receivables, a bankruptcy remote, QSPE Cinergy Receivables is a 
wholly-owned limited liability company of Cinergy and was formed in 
2002 through a $5 million equity contribution by Cinergy to 
purchase certain accounts receivable of Duke Energy Ohio, Duke 
Energy Indiana and Duke Energy Kentucky. The purpose of the 
formation of Cinergy Receivables was to improve liquidity at the 
lowest pmible financing cost As a result of the securitization, Duke 
Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky sell, 
on a revolving basis, nearly all of their retail accounts receivable and a 
portion of their wholesale accounts receivable and related collections 
The securitization transaction was stnictured to meet the criteria for 
sale accounting treahent under the accounting guidance for 
transfen and servicing of financial assets and, accordingly through 
December 3lI20Q9, Duke Energy did not consolidate Cinergy 
Receivables and the transfers of receivables were accounted for as 
sales Accordingly, through December 31,2009, Duke Energy 
accounted for Cinergy Receivables tinder the equity method of 
accounting and all of the earnings or l osw of Cinergy Receivables 
are therefore reflected in Duke Energy's consolidated earnings. 
Effective with the adoption of new armunting rules related to 
consolidations and transfers and seyicing of financial assets on 
January 1,2010, Duke Energy began consolidating Cinergy 
Receivables The consolidation of Cinergy Receivables resulted in 
increases In net Receivables and Short-term Debt on the Consolidated 
Balance She&. While the impact on the balance sheet in bture 
periods will be based on the amount of receivables sold to Cinergy 
Receivables, at December 31, 2009, approximately $600 million of 
receivables were sold to Cinergy Receivables, of which approximately 
$340 million was reflected in Receivables on the Consolidated 
Balance Sheets as they represented a retained interest in the 
receivables sold. Effective with the consolidation of Cinergy 
Recdvables, Duke Energy no longer reflects a retained interest in the 
receivables sold since all receivable sold to Cinergy Receivables, net 
of loss on sale, do not qualify for sale accounting treatment under the 
accounting rules for transfers and servicing of financial assets and, 
thus, are reflected on the Consolidated Balance Sheets Additionally, 
effective January 1,2010, Duke Energy's Consolidated Balance 
Sheets reflect Short-term Debt approximating the value of the sold 
receivables. The consolidation of Cinerw Receivables also impacts 
Duke Energy's Statements of Operations as the activity of the Cinergy 
Receivables facility is now k i n g  reflected on a gross basis within 
Opiating Expenses and Interest Expense versa on a net basis in 
Equity in Earnings (Losses) of Unconsolidated Affiliates. 
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The proceeds obtained from the sales of receivables are largely 
cash but do include a subordinated note from Cinergy Receivables for 
a portion of the purchase price (typically approximates 25% of the 
total proceeds). The note, which amounts to approximately 
$340 million and $292 million at December 31,2009 and 2008, 
respectively, is subordinate to senior loans that Cinergy Receivables 
obtains from commercial paper conduits controlled by unrelated 
financial institutions. Cinergy Receivables provides credit 
enhancement related to senior loans in the form of over- 
collateralization of the purchased receivables. However, the over- 
collateralization is calculated monthly and does not extend to the 
entire pool of receivables held by Cinergy Receivables at any point in 
time. As such, these senior loans do not have recourse to all assets of 
Cinergy Receivables These loans provide the cash portion of the 
proceeds paid to Duke Energy Ohio, Duke Energy Indiana and 
Duke Energy Kentucky 

specified portion of cash flovis from the sold assets) under the 
accounting guidance for transfers and servicing of financial assets 
and is classified within Receivables in the accompanying 
Consolidated Balance Sheets at December 31,2009 and 2008 In 
addition, Duke Energy's investment in Cinergy Receivables 
constitutes a purchased beneficial interest (purchased right to receive 
specified cash flows, in this case residual cash flows), which is 
subordinate to the retained interests held by Duke Energy Ohio, 
Duke Energy Indiana and Duke Energy Kentucky Effective 
January I,' 2010, with the consolidation of Cinergy Receivables, this 
subordinated retained interest as of December 31, 2009 will be 
replaced on the Consolidated Balance Sheets with the previously 
transferred accounts receivable balances 

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

Per the governing purchase and sale agreement, Cineru 
Receivables is required to maintain a minimum net worth of 
$3 million In December 2008, Cinergy Receivables recorded a 
$15 million increase in its provision for uncolleclible accounts which 
reduced its net worth below the $3 million threshold During the first 
quarter of 2009, Cinergy infused approximately $3 5 million of 
equity into Cinergy Receivables to remedy the net worth deficiency In 
June 2009, Cinergy Receivables recorded a $5 million increase in its 
provision for uncollectible accounts which reduced its net worth 
below the $3 million threshold During July 2009, Cinergy infused 

This subordinated note is a retained interest (right to receive a 

$7 million of equity into Cinergy Receivables to remedy the net worth 
deficiency In December 2009, Cinergy Rereivables recorded a 
$3 million increase in its provision for uncollectible accounts which 
reduced its net worth below the $3 million threshold. During 
February 2010, Cinergy infused approximately $6 million of equity 
into Cinergy Receivables to remedy the net worth deficiency The 
greater amount of receivables in arrears is partially attributable to the 
economic downturn starting in 2008 having a negative impact on 
customers' ability to pay their utility bills Cinergy Receivables, 
Duke U?ergy Ohio, Duke Energy Kentucky and Duke Energy Indiana 
continue to monitor anearages to determine whether an other-than- 
temporary impairment has occurred. 

a collection agent on the amounts due on the sold receivables 
However, Cinergy Receivables assumes the risk of collection on the 
purchased receivables without recourse to Duke Energy Ohio, 
Duke Energy Indiana and Duke Energy Kentucky in the event of a 
loa While no direct recourse to Duke Energy Ohio, Duke Energy 
Indiana and Duke Energy Kentucky exists, these entiiies risk loss in 
the event collections are not sufficient to allow for full recovery of their 
retained interests No servicing asset or liability is recorded since the 
servicing fee paid to Duke Energy Ohio approximates a market rate 

The carrying values of the retained interests are determined by 
all&ting the carrying value of the receivables between the assets 
sold and the interests retained based on relative fair value The key 
assumptions used in estimating the fair value for 2009 were an 
anticipated credit loss ratio of 0.6%, a dismunt rate of 2 7% and a 
receivable turnover rate of 11.6% The key assumptions used in 
estimating the fair value for 2008 were an anticipated credit loss ratio 
of 0.6%, a discount rate of 5.3% and a receivable turnover rate of 
11.4%. Because (i) the receivables generally turnover in less than 
two months, (ii) credit losses are reasonably predictable due to the 
broad customer base and lack of signifirant concentration, and 
(iii) the purchased beneficial interest is subordinate to all retained 
interests and thus would absorb losses first, the allocated bases of the 
subordinated notes are not materially different than their face value. 
The hypothetiral effect on the fair value of the retained interests 
assuming both a 10% and a 20% unfavorable variation in credit 
losses or discount rates is not material due to the short turnover of 
receivables and historically low credit loss history Interest accrues to 
Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky 
on the retained interests using #e accretable yield method, which 
generally approximates the stated rate on the notes since the 
allocated basis and the face value are nearly equivalent Duke Energy 
recnrds income from Cinergy Receivables in a similar manner. An 
impairment charge would be recorded against the carrying value of 
both the retained interests and purchased beneficial iderest in the 
event it is determined that an other-than-temporary impairment has 
occurred 

Duke Energy Ohio retains servicing responsibilities for its role as 
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The following table shows the gross and net receivables sold, 
retained interests, purchased beneficial interest, sales, and cash flows 
during the years ended Dmmber 31,2009 and 2008: 

(in millions) 2009 2008 

Receivables sold as of December 31, $ 619 $ 748 
Less: Retained interests 340 292 

Net receivables sold as of December 31, 2 279 $ 456 

Purchased beneficial interest $ - $ -  
Sales 
Receivables sold $5,506 $ 5,717 
Loss recognized on sale 43 60 
Cash flows 
Cash proceeds from receivables sold $5,416 $5,664 
Collection fees received 3 3 
Return received on retained interests 27 37 

Cash flows from the sale of receivables are reflected within 
Operating Activities on the Consolidated Statements of Cash Flows 

Collection fees received in connection with the servicing of 
transferred accounts receivable are included in Operation, maintena- 
nce and other on the Consolidated Statements of Operations 

The loss recognized on the sale of receivables is calculated 
monthly by multiplying the rezeivables sold during the month by the 
required discount which is derived monthly utilizing a three year 
weighted average formula that considen chap-off history, late 
charge history, and turnover history on the sold receivables, as well 
as a component for the time value of money The discount rate, or 
component for the time value of money, is calculated monthly by 
summing the prior month-end LlBOR rate plus a fixed rate of 2 39%. 

Duke Energy Receivables Finance Company. 

See Note 15 for further information 

22. OTHER INCOME AND EXPENSES, NET 

The components of Other Income and Expenses, net on the 
Consolidated Statements of Operations for the years ended 
December 31,2009, 2008 and 2007 are as follows 

For the years ended December 31, 

(in millions) 2009 2008 2007 

Income/(Expense): 
Interest income 8 77 $130 $192 

AFUDC equlty 153 148 69 
Deferred returns (71 (11) (151 
Impairments of available-for-sale 

Other 38 (2) 11 

Foreign exchange gains 23 (20) la 

___ securitiegb) - (13) 

(a) Pnrnariiy relates to Inlema!ional Eneig)/s remeasurement of certain msh and deb1 
balances into (he functimal currency 

(b) See Nole IOfw additional inlotmalion 

23. SUBSEQUENT EYENTS 

For information on subsequent events related to regulatoiy 
matters, investments in unconsolidated affiliates and related party 
transactions, commitments and contingencies and variable interest 
entities, see Notes 4, 12, 16 and 21, respectively 

In .January 2010, Duke Energy announced plans to offer a 
voluntary severance plan to approximately 8,750 eligible employees 
As this is a voluntary plan, all severance benefits offered under this 
plan are considered special termination benefits under GAAP. Special 
termination benefits are measured upon employee acceptance and 
recorded immediately absent a signiiirant retention period If a 
significant retention period exists, the cost of the special termination 
benefits are recorded ratably over the remaining service periods of the 
affected employee. The window for employees to request to 
voluntarily end their employment iinder this plan opened on 
February 3,2010 and closed on Febniary 24,2010 for 
approximately 8,400 eligible employees For employees affected by 
the consolidation of Duke Energy's corporate fiinctions in Charlotte, 
North Carolina, as discussed further below, the window will close 
March 31, 2010 Duke Energy currently estimates severance 
payments associated with this voluntary plan, based an employees' 
requests to voluntarily end their employment received through 
February 24, 2010, of approximately $130 million However, until 
management of Duke Energy approves the requests, it reserves the 
right to reject any request to volunteer based on business needs and/ 
or excesive participation 

in addition, in January 2010, Duke Energy announced that it 
will consolidate certain corporate ofiice functions, resulting in 
tmnsitioning over the next two years of approximately 350 positions 
from its offices in the Midwest to its corporate headquarlers in 
Charlotte, North Carolina. Employes who do not relocate have the 
option to elect to participate in the voluntary plan discussed above, 
find a regional position within Duke Energy or remain with Duke 
Energy through a transition period, at which time a reduced 
severance benefit would be paid under Duke Energy's ongoing 
severance plan. Management cannot currently estimate the costs, if 
any, of severance benefits which will be paid to its employees due to 
this office consolidation. 

Additionally, Duke Energy believes that it is possible that the 
voluntary severance plan may trigger settlement accounting or 
curtailment accounting with respect to its pension and other post- 
retirement benefit plans. At this time, management is unable to 
determine the likelihpd that settlement or curtailment accounting will 
h triggered 

E $284 $232 $271 
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24. QUARTERLY FINANCIAL DATA (UNAUDITED) . 

First Second Third Fourth 
(in millions, except per share data) Quarter Quarter Quarter Quarter Total 

2009 
Operating revenues 
Operating income 
Net inmme attributable to Duke Energy Corporation 
Earnings per share: 

Basic(a1 
Diluted[al 

2008 
Operating revenues 
Operating inmme 
Income before extraordinary items 
Net income attributable to Duke Energy Corporation 
Earnings per share (before extraordinary items): 

Basicczf 
Dilutedcal 

$3,312 
681 
344 

$ 6.27 
$ 0.27 

$3.337 
751 
465 
465 

$ 037 
$ 0 3 7  

$2,913 
528 
276 

$ 0.21 
$0.21 

$3,229 
68.3 
351 
351 

$l 0.28 
$ 028 

$3,396 
445 
109 

$ 0.08 
$ 0.08 

$3,508 
577 
215 
215 

$ 017 
$ 0 1 7  

$3,110 
595 
346 

$ 0.26 
$ 0.26 

$3,133 
500 
260 
331 

$ 0 2 1  
$ 0 2 1  

$12,731 
2,249 
1,075 

$ 0.83 
$ 0.83 

$13,207 
2,511 
1,291 
1,362 

$ 1 0 3  
$ 102 

Earnings per share: 
Basicla) $ 0.37 $ 0 2 8  $ 0.17 $ 0 2 6  $ 108 

Diiuted(" $ 0.37- $ 0.28 $ 017 $ 0 2 6  $ 107  

la) Quarterly EPS amounts are meant lo h stand-abne olculalions and are nor always additive lo W y e a r  amount due lo munding 

During the first quarter of 2009, Duke Energy recorded the 
following unusual or inirequenHy occurring item: an approximate 
$33 million charge associated with performance guarantees issued 
on behalf of Crescent'(see Note 17). 

During the second quarter of 2009, Duke Energy recorded the 
following unusual or infrequently occurring item: an approximate 
$33 million charge asmciated with an adverse ruling on prior year's 
transmission fees in Brazil (see Note 16) 

During the third quarter of 2009, Duke Energy recorded the 
following unusual or infrequently occurring items: an approximate 
$371 million noncash goodwill impairment charge related lo the 
non-regulated Midwest generation reporting unit to writdown the 
value of the goodwill to the estimated fair value (see Note 11); and 
an approximate $42 million of pretax impairment charges reiated to 
certain generating assets in the Midwest to write-down the value of 
these assets to their estimated fair value (see Note 11) 

During the fourth quarter of 2009, Duke Energy recorded the 
following unusual or infrequently occurring item: an approximate 
$18 million pretax impairment charge to write-down the carving 
value of International Energy's investment in Attiki (see Note 12). 

During the first quarter of 2008, Duke Energy recorded the 
following unusual or infrequently murring item: Duke Energy's 

... . .  , .. .: 
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proportionate share of impairment charges recorded by Crescent, 
which amounted to a pretax charge of approximately $1 1 million 
(see Note 12)" 

following unusual or infrquently occurring items: Duke Energy's 
proportionate share of impairment charges recorded by Crescent, 
which amounted to a pre-tax charge of approximately $11.3 million 
(see Note 12); an approximate $23 million pre-tax gain related to Ihe 
sale of Brownsville (see Note 13); and an approximate $4 million 
charge related to other-than-temporary impairment of investments in 
auction rate securities (see Note 10). 

During the third quarter of 2008, Duke Energy recorded the 
following unusual or infrequently murring items: Duke Energy's 
proportionate share of impairment charges recorded by Crescent, 
which amounted to a pretax charge of approximately $114 million 
(see Note 12); and an approximate $82 million pretax impairment 
charge related to emission allowances (see Note 11) 

following unusual or infrequentiy occurring item: an approximate 
$67 million after-tax (approximately $103 million pre-tax) 
exIraordinary gain related to the reapplication of regulatory accounting 
treatment to certain operations of Cfimmercial Power (see Note 1) 

During the second quarter of 2008, Duke Energy recorded the 

During the fourth quarter of 2008, Duke Energy recorded the 
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Condensed Statements of Operations 

Years Ended December 31, 
(in millions, except per-share amounts) 2009 2008 2007 

Operating Revenues $ - $ - $  15 
Operating Expenses 1 (4) (1) 

Operating (Loss) Income (1) 4 16 
Equity in Earnings of Subsidiaries 1.095 1,275 1,421 

9 (8) 52 Other Income and Expenses, net 
' Interest Expense 99 42 23 

Income Before Income Taxes 1,004 1,229 1,466 
Income Tax Benef& (59) (50) (56) 
Income From Continuing Operations 1,063 1,279 1,522 
Income (Lo%) From Discontinued Operations, net of tax 12 16 (22) 
Income Before Extraordinary Items 1.075 1,295 1,500 

67 - 
$1,075 $1,362 $1,500 Net Income 

Extraordinary Items, net of tax - 
~ ~ I _  -~ 

Common Stock Data 

Earnings per share (from continuing operations) 
Basic 
Diluted 

Basic 
Diluted 

Basic 
Diluted 

Basic 
Diluted 

Basic 
Diluted 

Earnings (loss) per share (from discontinued operations) 
I 

. .  j 

Earnings per share (before extraordinaiy items) 

Earnings per share (from extraordinary items) 

Earnings per share 

Dividends Der share 

$ 0.82 $ 101 $ 1 2 1  
$ 082 $ 101 $ 1 2 0  

$ 001 $ 0 0 2  $ ( 0 0 2 )  
$ 0.01 $ 001 $ (0 02) 

$ 0.83 $ 1 0 3  $ 1 1 9  
$ 0.83 $ 1 0 2  $ 1 1 8  

$ - $ 0 0 5  $ -- 
$ - $ 0 0 5  $ - 

$ 0.83 $ 108 $ 119 
$ 0 8 3  $ 107 $ 118  
$ 0.94 $ 0 9 0  $ 086 
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-~ DUKE ENERGY CORPORATION 

Schedule I -- Condensed Parent Company Financial Statements 
Balance Sheets 

December 31, 

(in millions, except per-share amounts) 2003 2008 

ASSETS 
Current Assets 
Cash and cash equivalents 
Short-tern investments 
Receivables 
Other 

$ 365 $ 5 
5 

1,240 894 
55 175 

- 

Total current assets 1.660 1.079 

Investments and Other Assets 
Notes receivable 
Investment in consolidated subsidiaries 
Other 

450 450 
23,361 21,814 

1.093 1.106 

Total investments and other assets 24,910 23,370 
Total Assets $26.570 $24.449 

LIABILITIES AND EQkJITY 
Current Liabilities 
Accounts payable 
Notes payable and commercial paper 
Taxes accrued 
Other 

$ 102 $ 102 
- 264 

27 
7 1  92 
- 

Total current liabilities 173 485 
Long-term Debt 2,971 1,224 

Other Long-Term Liabilities 
Deferred income taxes 175 35 
Other 1,501 1,717 

Total other long-term liabilities 1,676 1.752 

Commitments and Contingencies 
Cammon Stockholders' Equity 
Common Stock, $0 001 par value, 2 billion shares authorized; 1,309 million and 1,272 million shares outstanding at 

Additional paid-in capital 20,662 20,106 
Retained earnings 1,460 1,607 
Accumulated other cornorehensive 10s (372) (726) 

December 31, 2009 and December 31,2008, respectively 1 1 

Total common stockholders' equitv 21,750 20,988 
Total Liabilities and Common Stockholders' Equity ---.- $26,570 $24,449 __ 
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DllKE ENERGY CORPORATION 
Schedule I - Condensed Parent Company Financial Statements 
Condensed Statements of Cash Flows 

(in millions) - 

Years Ended December 31, 

2009 2008 2007 

Net income $ 1,075 $ 1,362 $ 1,500 
Adjustments to reconcile net income to net cash (used in) provided by operating activities (1,002) (748) (1,164) 

Net cash (used in) provided by operating activities 73 614 336 

CASH FLOWS FROM OPERATING ACTIVITIES 

CASH FLOWS FROM INVESTING ACTIVITIES 
Purchases of available-for-sale securities 
Proceeds from sals and maturities of available-for-sale securities 
Investment in wholly-owned subsidiary 
Notes receivable from affiliates, net 
nthpr 

__ (1,117) (14,881) 
17 1,367 15,740 

1250) - (204) 
(272) (765) (548) 

9 (19) (7) 
~ ~~ 

Net cash (used in) provided by investing activities (496) (534) 100 

CASH FLOWS FROM FINANCING ACTIVITIES 
Proceeds from the 

Issuance of long-term debt 
issuance of common stock related to employee benefit plans 

1,740 771 - 
519 133 50 

Notes payable and commercial paper (269) 112 561 
Dividends paid (1,222) (1.143) (1,089) 

Net cash provided by (used in) financing activities 783 (100) (457) 

Net increase (decrease) in cash and cash equivalents 360 (20) (21) 
Cash and cash equivalents a t  beginning of period 5 25 46 

$ 365 $ 5 $ __ 25 

Other 15 27 21 

Cash and cash equivalents at end of period -__ 

DUKE WERGY CORPORATlON / 2009 FORM 10-K 156 



JOINT APPLICANTS 
EXHIBIT A 
PAGE 177 

PART I I  

DUKE ENERGY CORPORATION 
. -  _ _  

Schedule I -- Chdensed Parent Company Financial Statements 

1. BASIS OF PRESENTATION 

Duke Energy Carporation (Duke Energy) is a holding company 
that conducts substantially all of its business operations through its 
subsidiaries As specified in the merger conditions issued by various 
state commissions in connection with Duke Energy's merger with 
Cinergy Corp (Cinergy) in April 2006, there are restrictions on 
Duke Energy's ability to obtain funds from certain of its subsidiaries 
through dividends, loans or advances For further information, see 
Note 4 to the Consolidated Financial Statements, "Regulatory 
Matters." Accordingly, these condensed financial statements have 
been prepared on a parent-only basis Under this parent-only 
presentation, Duke Energy's investments in its consolidated 
subsidiaries are presented under the equity method of accounting In 
accordance with Rule 12-04 of Regulation S-X, these parent-oniy 
financial statements do not include all of the information and 
footnotes required by Generally Accepted Accounting Principles 
(GAAP) in the llnited States (U S ) for annual financial statements 
Because these parent-only financial statements and notes do not 
include all of the infonation and footnotes required by GAAP in the 
US. for annual financial statements, these parent-only financial 
statements and other information included should be read in 
conjunction with Duke Energy's audited Consolidated Financial 
Statements contained within Part 11, Item 8 of this Form 10-K for the 
year ended December 31,2009 

Duke Energy and its subsidiaries file a consolidated federal 
income tax return and other stzte and foreign jurisdictional returns as 
required. The taxable income of Duke Energy's wholly-owned 
oprating subsidiaries is reflected in Duke Energy's U S. federal and 
state income tax returns. Duke Energy has a tax sharing agreement 
with its wholiy-owned operating subsidiaries, where the separate 
return method is used to allocate tax expenses and benefits to the 
wholly-owned operating subsidiaries whose investments or results of 
operations provide these tax expenses and benefits 'The accounting 
for income taxes essentially represents the income taxes that 
Duke Energy's whoily-owned operating subsidiaries would incur if 
each were a separate company filing its own tax return as a 
C-Corporation 

2. DEBT 

Summary of Debt and Related Terms 

December 31, Weighted- 
Average 

(in millions) Rate YearDue 2009 2008 

Commercial pap+ 0 4% 450 714 
Total debt 2,971 1,488 
Short-term notes payable 

Total long-term debt $2,971 $1,224 

Unsecured debt 49% 2012-2019 $2,521 $ 774 

and commercial paper - (264) 

I__-- 

At December 31, 2009, Duke Energy has guaranteed 
approximately $2.4 billion of debt issued by Duke Energy Carolinas, 
LLC, one of Duke Energy's wholly-owned operating subsidiaries 

In August 2009, Duke Energy issued $1 billion principal 
amount of senior notes, of which $500 million carry a fixed interest 
rate of 3 95% and mature September 15, 2014 and $500 milliori 
carry a fixed interest rate of 5.05% and mature September 15, 
2019 Pm&s from the issuance were used to redeem commercial 
paper, to fund capital expenditures in Duke Energy's unregulated 
businesses in the U S. and for general corporate.purposes 

In .January 2009, Duke Energy issued $750 million principal 
amount of 6.30% senior notes due February 1, 2014. Proceeds 
from the issuance were used to redeem commercial paper and for 
general corporate purposes 

In September 2008, Duke Energy borrowed approximately 
$274 million under ils master credit facility and that amount 
remained outstanding as of December 31, 2009 For additional 
information on Duke Energy's master credit facility, sw Note 15 to 
the Consolidated Financial Statements, 'Debt and Credit Facilities.' 
The loans under the master credit facility are revolving credit loans 
that currently bear interest at one-month LIBOR plus an applicable 
spread. The loan for Duke Energy has a stated maturity of June 
2012" 

In June 2008, Duke Energy issued $500 million principal 
amount of senior notes, of which $250 million carry a fixed interest 
rate of 5 65% and mature .June 15, 2013 and $250 million carry a 
fixed interest rate of 6.25% and matureJune 15, 2018 Proceeds 
from the issuance were used to redeem commercial paper, to fund 
capital expenditures in Duke Energy's unregulated businwes in the 
U S and for general corporate purposes 

Annual Maturities as of December 31,2009 

(in millions) 
zoia 
2011 
2012 
2013 
2014 
Therealter 

$ -  

274 
249 

1,249 
1.199 

I 

Tofal long-fem debt, including current maturities $2,971 

DUKE ENERGY CORPORATION / 7.033 FORM 10-K 157 



JOINT APPLICANTS 
EXHIBIT A 
PAGE 178 

..< i 
I 

PART II 
r I 

DUKE ENERGY CORPORATION 

Schedule I - Condensed Parent Company Financial Statements - (Continued) 

3. COMMITMENTS AND CONTlNGENCiES 

Duke Energy and its subsidiaries are a party to litigation, 
environmental and other matters For further information, see Note 
16 to the Consolidated Financial Statements, "Commitments and 
Contingencies " 

Duke Energy has various financial and performance guarantees 
and indemnifications which are issued in the normal course of 
business These contracts include performance guarantees, stand-by 
letters of credit, debt guarantees, surety bonds and indemnifications. 
Duke Energy enters into these arrangements to facilitate commercial 
transactions with third parties by enhancing the value of the 
transaction to the third party The maximum potential amount of 
future payments Duke Energy could have ken  required to make 
under these guarantees as of December 31, 2009 was 
approximately $4.3 billion. Of this amount, approximately 
$4 1 billion relates to guarantees of wholly-owned consolidatcrl 
entities, including debt issued by Duke Energy Carolinas discussed 
above, and less than wholly-owned consolidated entities The 
majority of these guarantees expire at various times between 2009 
and 2033, with the remaining performance guarantees having no 
contmcbal expiration See Note 17 to the Consolidated Financial 
Statements, "Guarantees and Indemnifications," for further discussion 
of guarantees issued on behalf of unconsolidated affiliates and third 
parties 

4. RELATED PARTY TRANSACTIONS 

Balances due to or due from related parties included in the 
Balance Sheets as of December 31, 2009 and 2008 are as follows: 

December 31. 

(in millions) 2.009 2008 

Assets (Liabilities) 
Current assets due from affiliated companies"Kb) $ '78 $ 8 

Noncurrent liabilities due to afiiliated companiesifl $(7661 $(766) 

(a) Balance excludes assets or llabilitlas amcialed with money pl arranewenk, which 
are dizcussed below 

Po) The blances at December 31,2009 and 2008 are classified as Receivables on Ule 
Balance Sheets 

(c) The b l a n m  a l  Deccmtw 31, 2009 and 2008 are ciasined 25 Acmunk Payable on 
the Balance Sheets 

Id) The balanm al Dcernbcr 31. 2009 and 2008 are classified i5 Other within mer 

Current liabilities due to affiliated companies@) $ ( l O U  $(NO) 

During 2007, Duke Energy began providing support to certain 
subsidiaries for their short-term borrowing needs through participation 
in a money pool arrangement. Under this arrangement, certain 
subsidiaries with short-term funds may provide short-tern loans to 
affiliates participating under this arrangement Additionally, 
Duke Energy provides loans to subsidiaries through the money pool, 
but is not permitted to borrow funds through the money pool 
arrangement. Duke Energy had receivables of approximately 
$1,135 million and $863 inillion as of December31,2009 and 
2008, respectively, classified within Receivables in the 
accompanying Balance Sheets Additionally, Duke Energy had 
money pcol-relakd receivables of $450 million classiiied as Notes 
Receivabie within Investments and Other Assets on the Balance 
Sheets as of both Decemkr 31,2009 and 2008. The $272 million 
increase in money pool receivables during 2009 and the $765 
million inciease during 2008 are reflected as Notes Receivable from 
Affiliates, net within Net Cash (Used in) Provided by Investing 
Activities on the Condensed Statements of Cash Flows In 
conjunction with the money pool arrangement, Duke Energy recorded 
interest income of approximately $12 million, $2.3 million and $16 
million in 2009, 2008 and 2007, respectively, which is included in 
Other Income and Expenses, net on the Chdensed Statements of 
Operations 

Duke Energy also provides funding to and sweps cash from 
subsidiaries that do not participate in the money pool For these 
subsidiaries, the cash is used in or generated from their operations, 
rapital expenditures, debt payments and other activities Amounts 
fiinded or received are carried as open accounts as either Investments 
and Advances to Consolidated Subsidiaries or as Other Non-Current 
Liabilities and do not bear interest These amounts are included 
within Net Cash (1Jsed in) Provided by Operating Activities on the 
Condensed Statements of Cash Flows 

Additionally, Duke Energy recorded $1 million of interest 
expense in 2007 associated with credit support provided to a 
subsidiaty, which is included in Interest Expense on the Condensed 
Statements of Operations. 

During the years ended December 31, 2009 and 2007, 
Duke Energy contributed approximately $250 million and 
$204 million, respectively, of capital to its wholly-owned subsidiary, 
Cinergy Cop. Additionally, Duke Energy received dividends from 
Cinergy Cop of $200 million in 2008 and $135 million in 2007, 
which are reflected within Net Cash (Used in) Provided by Operating 

Long-Tm Liabil%ias on the Glance Sheek Activities on the Condenscwl Statements of Cash Flows 

I 
! , '  
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DUKE ENERGY CORPORATION 5 - 

Schedule I I  - Valuation and Qualifying Accounts and Reserve 

Additions: 

Balance at Charged lo Balance at 
Beginning Charged io Other End of 

(in millions) of Period Expense Accounb neductions~'~ Period 
December 31,2009: 

lnjunrr and damages $1,035 5 -  8 -  $ 51 $ 984 
Allowance for doubtful accounts 42 23 9 26 48 
Oiherlbl 555 52 24 235 396 

$1,632 $ 75 $ 33 $312 $1,428 
._ ---- 

December .31, 2008: 
Injuries and damages $1,086 $ - $ - . $ 51 $1,0.35 

59 42 Nlowancz for doubtful amunts 67 34 - 
Othertb) 623 137 36 261 555 

$1,776 $171 $ 36 $351 $1,632 - 

Injuries and damages $1,184 $ 5 $ 1 6  $119 $1,086 
Allowance for doubtful accounb 94 37 7 71 67 
OthePl 1,105 98 109 689 623 

$140 $132 $879 $1,776 

December 31, 2007: 

___I_ 

$2,383 __ 
(a) Principally cash paymenls and m N e  rwenals For 2007, lhis alm includr the eiiects 01 amounts included in the spin-olf of Speclia Energy Corp ( S p t m  Energy] on January 2, 

2007 
(bl Principily nudear property insmane resew, el Duke Energ. Carolinas, iwrznn: mer% at Bison fnwrann: Cwnpny Lirniied ( E i m )  and other mews, inciudd in @her within 

Cunent LkbiIitiE or Oher wilhin D e l e d  Credils and WIH llabili'jes on Ihe ConsolidatEd Balance Sheet% 

The valuatron and reserve amounts above do not include unrecognized tax benefits amounts or deferred tax asset valuation allowance 
amounts 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WiTH ACCOUNTANTS ON ACCOUNTING AND 
FIN ANCI At. D ISCL.0S U RE. 

None 

ITEM 9A. CONTROLS AND PROCEDURES. 

Disclasure Controls and Procedures 

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

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

Under the supervision and with the participation of 
management, including the Chief Executive Officer and Chief 
Financial Officer, Duke Energy has evaluated the ektiveness of its 
disclosure controls and procedures (as such term is defined in Rule 
13a-l5(e) and 15d-l5(e) under the Exchange Act) as of 
December 31, 2009, and, based upon this evaluation, the Chief 
Executive Officer and Chief Financial Officer have concluded that 
these controls and procedures are effective in providing reasonable 
assurance of compliance. 

. .  

Changks in Internal Control over Financial Reporting 

Under the supervision and with the participation of 
management, including the Chief Execative Oiiicer and Chief 
Financial Officer, Duke Energy has evaluated changes in internal 
control over financial reporting (as such term is defined in Rules 
13a-15(0 and 15d-150 under the Exchange Act) that occurred 
during the fiscal quarter ended December 31,2009 and, other than 
the fourth quarter system changes described below, have concluded 
that no change has materially affected, or is reasonably likely to 
materially affect, internal control over financial reporting. 

new Enterprise Asset Management system used for asset 
management, work management and supply chain functions for its 
Midwest and corporate operations. Additionally, the Southeast 
operations implemented a new system for online customer billing and 
payment. These system changes are a result of an evaluation of the 
previous systems and related processes to support evolving 
operational needs, and are not the result of any identified deficiencies 
in the previous systems. Duke Energy reviewed the implementation 
effort as well as the impact on Duke Energy's internal control over 
financial reporting and where appropriate, made changes to internal . 
controls over financial reporting to address these system changes. 

During the fourth quarter of 2009, Duke Energy implemented a 

. "  .. .., .. . 
. .  

Management's Annual Report On Internal Control Over Financial 
Reporting 

Duke Energy's management is responsible for establishing and 
maintaining an adequate system of internal control over financial 
repoiting, as such term is defined in Exchange Act Rules 13a-15(0 
and 15d-15(0. Our internal control system was designed io provide 
reasonable assurance regarding the reliability of financial reporting 
and the preparation of financial statemen& for external purposes, in 
accordance with generally accepted accounting principles in the 
tinited States. Because of inherent limitations, internal control over 
financial reporting may not prevent or detect misstatements. Also 
projections of any evaluation of effectiveness to future periods are 
subject to the risk that controls may h o m e  inadequate because of 
changes in conditions, or that the degree of compliance with policies 
and procedures may dehiomte 

Duke Energy's management, including our Chief Executive 
Officer and Chief Financial Officer, has conducted an evaluation of 
[he effectiveness of our internal control over financial reporting as of 
December 31, 2009 based on the framework in Internal Control - 
Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission. Based on that 
evaluation, management concluded that our internal control over 
financial reporting was effective as of December 31,2009. 

Deloitte & Touche LILP, our independent registered public 
acmunting firm, has issued an attestation report on the effectiveness 
of Duke Energy's internal control over financial reporting. 
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ITEM 10. DIRECTORS, MEClJTlVE OFFICERS AND CORPORATE GOVERNANCE. 

Reference to "Execuhve Officers of Duke Energy" is included in "Item 1 Business" of this report Information in response to this item is 
inrorporated by relerence to Duke Energy's Proxy Statement relahng to Duke Energy's 2010 annual meeting of shareholders 

ITEM 11. EXECUTIVE COMPENSATION. 

Information in response to this item is incorporated by reference to Duke Energy's Proxy Statement relating to Duke Energy's 2010 annual 
meeting of shareholden 

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND 
RELATED STOCKHOLDER MATTERS. 

Information in response to this item is incoprated by reference to Duke Energy's Proxy Statement relating to Duke Energy's 2010 annual 
meeting of sharcholdea 

ITEM 13. CERTAIN RELATlONSMlPS AND RELATED TRANSACTIONS, AND DIRECTOR 
INDEPENDENCE 

Information in response to this item is incorpomted by reference to Duke Energy's Proxy Statement relating to Duke Energy's 2010 annual 
meeting of shareholden 

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES. 

Information in response to this item is incorporated by reference to Duke Energy's Proxy Statement relating to Duke Energy's 2010 annual 
meehng of shareholders 
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ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDIJLES. 

(a) Consolidated Financial Statements, Supplemental Financial Data and Supplemental Schedules included in Part II of this annual report 
are as follows 

Duke Energy Corporation 

Consolidated Financial Statements 

Cmsolidated Statements of Operations for the Years Ended December 31,2009, 2008 and 2007 

Consolidated Balance Sheets as of December 31,2009 and 2008 

Consolidated Statements of Cash Flows for the Years Ended December 31,2009,2008 and 2007 

Consolidated Statements of Equity and Comprehensive Income for tne Years ended December 31, 2009, 2008 and 2007 

Notes to the Consolidated Financial Slatements 

Quartedy Financial Data, as revised (unaudited, inclrided in Note 24 to {he Consolidated Financia! Statements) 

Consolidated rinancial Statement Schedule I -Condensed Parent Company Financial Information for the Years Ended 
December 31,2009,2008 and 2007 

Consolidat& Financial Statement Schedule II  -Valuation and Qualifying Accounts and Reserves for the Years Ended December 31, 
2009,2008 and 2007 

Report of Independent Registered Public Accounting Firm 

(b) Exhibits - See Exhibit index immediately following the signattire page 

, 
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SIGNATURES _ _  

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange A d  of 1934, the registmnt has duly caused this 
report to be signed on its behalf by the undersigned, thereunto dufy authorized. 

Date: Febniary 26, 2010 

DUKE ENERGY CORPORATION 
(Registrant) 

Is/ JAMES E.. ROGERS By: 
James E. Rogen 

Chairman, President and 
Chief Executive Oificer 

Pursuant to the requirements of the Securities Exchange A d  of 1934, this report has been signed below by the fallowing persons on 
behalf of the registrant and in the capacities and on the date indicated. 

(i) James E. Rogers* 
Chairman, President and Chief Executive Officer (Principal Executive Officer and Director) 

(ii) N Lynn J God 

(iii) Steven K Young* 

Group Executive and Chief Financial Officw (Principal Financial Officer) 

Senior Vice President and Conboller (Principal Accounting Officer) 

(iv) William Barnet, I l l*  
Director 

G Alex Bernhardt, Sr.* 
Director 

Michael G. Browning* 
Director 

Daniel R. DiMicco* 
Director 

John H. Forsgren* 
Director 

Ann M. Gray* 
Director 

James H H a m ,  Jr * 
Director 

E. James Reinsch* 
Director 

JamesT Rhodes* 
Director 

Philip R. Sharp* 
Director 

Dudley S. Taft" 
Director 

Date February 26,2010 

Lynn J Good, by signing her name hereto, d m  hereby sign this document on behalf ofthe regstrant and on behalf of each of the above 
n a m d  persons previously indicated by asterisk pursuant lo a power of sttomey duly executed by the registrant and such persons, filed with the 
Securities and Exchange Commission as an exhibit hereto 

DUKE ENERGY CORPORATION / 2039 FORM lOK 

Is! LYNN .J. GOOD 

Attorney-In-Fact 
By: 
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EXHIBIT INDEX . .  ~. ... I .. I 

Exhibits filed herewith are designated by an asterisk (*) All exhibits not so designated are incorporated by reference to a prior filing, as 
indicated. Items constituting management contmck or compensatory plans or arrangemenk are designated by a double asterisk (**) Portions 
of the exhibit designated by a triple asterisk (***) have been omitted and filed separately with the Securities and Exchange Commission 
pursuant to a requat for confidential treatment pursuant to Rule 24b-2 under the Securities and Exchange Act of 1934. 

Exhibit 
Number 

Exhibit 
Number 

2 1  

2 2  

3 1  

3 2 

10 1 ! 

101 1 

1 0 2  ** 

10 2 1"" 

10.2.2** 

10 2 3** 

Agreement and Plan of Merger, dated as of May 8, 2005, 
as amended as of July 11, 2005, as of October 3, 2005 
and as of March 30, 2006, by and among the registrant. 
Duke Energy Corporation, Cinergy Corp , Deer Acquisition 
Corp , and Cougar Acquisition Corp (filed with Form 8-K 
of Duke Energy Corporation. File No. 1-.3285.3, April 4, 
2006, as Exhibit 2-1) 

Separation and Distribution Agreement, dated as of 
December 13,2006, by and between Duke Energy 
Corporation and Spectra Energy Corp (filed with the 
Form 8-K of Duke Energy Corporation, File 
No 1-32853, December 15, 2006, as Exhibit 2 1) 

Amended and restated Certificate of Incorporation (filed 
with the Form 8-K of Duke Energy Corporation, File No. 1- 
32853, April 4, 2006, as Exhibit 3-11 

Amended and Restated By-Laws of registrant (filed with 
the Form 8-K of Duke Energy Corporation. File No 1- 
32853, March 3, 2008, as Exhibit 3 1) 

PurchasE and Sale Agreement dated as of January 8, 
2006, by and among Duke Energy Americas, LLC, and 
LSP Bay /I Harbr Holding, LLC (filed with the Form 1042 
of the registrantfor the quarter ended March 31, 2006, 
File No 1-32853, as Exhibit 10.2). 

Amendment to Purchase and Sale Agreement, dated as of 
May 4, 2006, by and among Duke Energy Americas, LLC, 
LS Power Generation, LLC (formerly known as LSP Bay I1 
Hahor Holding, LLC), LSP Gen Finance Co. LLC, LSP 
South Bay Holdings, LLC, LSP Oakland Holdings, LLC, 
and LSP Morro Bay Holdings, LLC ((filed with the Form 
10-Q of the registmnt for the quarter ended March 31, 
2006, File No. 1-32853, as Exhibit 10 2 1). 

Directors' Charitable Giving Program (filed with Form 10-K 
of Duke Energy Carolinas, LLC for the year ended 
December 31, 1992, File No. 1-4928, as Exhibit 10-P) 

Amendment to Directors' Charitable Giving Program dated 
June 18, 1997 (filed with Form 10-Kof Duke Energy 
Carolinas, LLC for the year ended December 31, 2003, 
File No 1-4928, as Exhibit 10-1.1) 

Amendment to Directors' Chariible Giving Program dated 
July 28, 1997 (filed with Form 10-K of Duke Energy 
Carolinas, LLC for the year ended December 31, 2003, 
File No. 1-4928, as Exhibit 10-1 2 )  

Amendment to Directors' Charitable Giving Program dated 
February 18, 1998 (filed with Form 10-K of Duke Energy 
Carolinas, LLC for the year ended December 31, 200.3, 
File No 14928, as Exhibit 10.1 3) 

1 0 3  ** 

10.4 ** 

1 0 5  ** 

1 0 6  ** 

1 0 7  ** 

1 0 8  ** 

1 0 9  ** 

10 10 

10 11 

Duke Energy Corporation 1998 Long-Term Incentive Plan, 
as amended (filed as Exhibit 1 to Schedule 14A of Duke 
Energy Carolinas, LLC, March 28, 2003, File 
No 1-4928) 

Duke Energy Corporation Executive Short-Term Incentive 
Pian (filed as Exhibit 2 to Schedule 14A of Duke Energy 
Carolinas, LLC. March 28, 2003, File No 1-4928) 

Duke Energy Corporation Executive Savings Plan, as 
amended and restated (filed with Form 8-K of Duke Energy 
Corporation, October 31, 2007, File No 1-32853, as 
Exhibit 10.1) 

Non-Qualified Option Agreement dated as of November 17, 
2003 pursuant to Duke Energy Corporation 1998 Long- 
Term Incentive Plan. by and belween Duke Energy 
Corporation and Paul M Anderson (filed with Form 10-K of 
Duke Energy Carolinas, LLC for the year ended December 
31, 2004, File No. 1-4928, as Exhibit 10-18 4) 

Form of Phantom Stock Award Agreement dated Februaiy 
28, 2005, pursuant to Duke Energy Corporation 1998 
Long-Term Incentive Plan by and between Duke Energy 
Corporation and each of Fred J Fowler, David L Hauser, 
Jimmy W Mogg and Ruth G Shaw (filed with the 
Form 8-K of Duke Energy Carolinas, LLC. File No. 1-4928, 
Februaly 28, 2005, as Exhibit 10-2) 

Form of Phantom Stock Award Agreement dated 2s of May 
11, 2005, pursuant to nuke Energy Corporation 1998 
Long-Term Incentive Plan by and between Duke Energy 
Corporation and Jimmy W. Mogg (filed with Form 10-0 of 
Duke Energy Carolinas, LLC for the quarter ended June 30, 
2005, File No 1-4928, as Exhibit 10-6) 

Form of Phantom Stock Award Agreement dated as of May 
12,2005, pursuant to Duke Energy Corporation 1998 
Long.Term Incentive Plan by and between Duke Energy 
Corporation and nonempioyee directors (filed in Form 8-K 
of Duke Energy rholinas. LLC, May 17, 2005, File 
No 1-4928, as Exhibit 10-1) 

Form of Phantom Stock Award Agreement (filed with 
Form 8-K of Duke Energy Corporation, File No 1-32853, 
April 4, 2006, as Exhibit 10 1) 

Form of Performance Share Award Agreement (filed with 
Form 8-K of Duke Energy Corporation, File No 1-32853, 
April 4, 2006, as Exhibit 10 2) 

10 12**. Employment Agreement between Duke Energy Corporation 
and James E Rogers, dated April 4, 2006 (filed with 
Form 8-K of Duke Energy Corporation, File No 1-3285.3, 
April 6, 2006, as Exhibit 10 1) 
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Exhibit 
Number 
10 12 I** Performance Award Agreement between Duke Energy 

Corporation and lames E Rogers, dated April 4, 2006 
(filed with Form 8-K of Duke Energy Corporation, File 
No 1-32853, April 6, 2006, as Exhibit 10 2) 

Phantom Stock GrantAgreement between Duke Energy 
Corporation and James E Rogers, dated Apnl 4, 2006 
(filed with Form 8-K of Duke Energy Corporation, File 
No 1-32853, April 6, 2006, as Exhibit 10 3) 

Form Phantom Stock Award Agreement and Election to 
Defer (filed with Form 8-K of Duke Energy Corporation, 
File No 1-32853, May 16, 2006, as Exhibit 10 1) 

Agreements with Piedmont Eleclnc Membership 
Chporation, Rutherford Elennc Membership Corporation 
and Blue Ridge Electric Membership Corporation to 
provide wholesale electricity and related power scheduling 
services from September 1, 2006 through December 31, 
2021 (filed witfi the Foim 10 0 of Duke Energy 
Corporation for the quarter ended June 30, 2006, File 
No 1-32853, as Exhibit 10 15) 

Purchase and Sale Agrecment by and among Cinergy 
Capital &Trading, Inc , as Seller, and Forbs Dank, S AJ 
N V , as Buyer, dated as of June 26, 2006 (filed with 
Form 8-K of Duke Energy Corporation, File No 1- 
32853, June 30, 2006, as Exhibit 10 1) 

10 16 ** Form of Amendment to Performance Award Agreement 

10 12 2** 

10 1 3  ** 

10 l a  

10 15 

and Phantom Slack Award Agreement (filed with 
Form 8-K of Duke Energy Corporation, File No 1- 
32853, August 24, 2006, as Exhibit 10 I )  

I 
I 

10 17 ** Form of Amendment to Phantom Stock Award 
Agreement (filed with Form 8-K of Duke Energy 
Corporation, File 
No 1.32853, August 24, 2006, ds Exhibit 10 2) 

Formation and Sale Agreement by and among Duke 
Ventures, LLC, Crescent Resources, LLC, Morgan Stanley 
Real Estate Fund V U S L P , Morgan Stanley Real 
Estate Fund V Special U S , L P , Morgan Stanley Real 
Estate InvestorsV U S , L P , MSP Real Estate Fund V, 
L P , and Morgan Stanley Strategic Investments, Inc , 
dated as of Sepiember 7, 2006 (filed with the Form 10- 
Q of Duke Energy Corporation for the quarter ended 
September 30,2006, File No 1 32853, as 
Exhibit 10 3) 

Fifieenth Supplemental Indenture, dated as of April 3, 
2006, among the registrant, Duke Energy and JPMorgan 
Chase Bank, N A (as sucmsnr to Guaranty Trust 
Qmpany of New York), as trustee (the "Trustee"), 
supplementing the Senior Indeniure, dated as of 
September 1, 1998, between Duke Energy Carolinas, 
LLC (formerly Duke Energy Corporabon) and the Trustee 
(filed with the Form 104 of Duke Energy Corporation for 
the quarter ended June 30, 2006, File No 1-32853, as 
Exhibit 10 1) 

10 18 

10 19 

Exhibit 
Numbei 

10 20 ** Duke Energy Corporation 2006 Long-Term Incentive 
Plan (filed with Form 8-K of Duke Energy Corporation, 
File No 1-32853, October 27, 2006, as Exhibit 10 1) 

Tax Matters Agreement, dated as of December 1.3, 
2006, by and between Duke Energy Corporation and 
Spectra Energy Corp (filed with Form 8-K of Duke Energy 
Corporation, File No 1-32853, December 15, 2006, as 
Exhibit 10 1). 

Transition Services Agreement, dated as of December 13, 
2006, by and between Duke Energy Corporation and 
Spectra Energy Corp (filed with Form 8-K of Duke Energy 
Corporation, File No 1-32853, December 15, 2006, as 
Exhibit 10 2) 

Amendment No. 1 to the Transition Services Agreement, 
dated as of December 13, 2006, by and between 
Duke Energy Carporation and Spectra Energy Corp. (filed 
in Form 1042 of Duke Energy Corporation for the quarter 
ended March 31, 2007, File No 1-32853, as 
Exhibit 10 4) 

Amendment No 2 to Ihe Transition Services Agreement, 
dated as of December 13, 2006, by and between 
Duke Energy Corporation and Spectra Energy Corp (filed 
in Form 10-0. of Duke Energy Corporation for the quarter 
ended March 31, 2007, File No 132853, as 
Exhibit 10 5). 

Amendment No. 3 to the Transition Services Agreement. 
dated as of December 13, 2006, by and between 
Duke Energy Corporation and Spectra Energy Corp (filed 
in Form 10-Q of Duke Energy Corporation for the quarter 
ended June 30, 20p7, File No. 1-32853, as 
Exhibit 10.3). 

Amendment No 4 to the Transition Services Agreement, 
daled as of June 30, 2007, by and between Duke 
Energy Corporation and Spectra Energy Corp (filed in 
Form 10-0. of Duke Energy Corporation for the quarter 
ended September 30,2007, File No 1-32853, as 
Exhibit 10 1) 

Employee Matten Agreement, dated as of December 13, 
2006, by and between Duke Energy Corporation and 
Spectra Energy Corp (filed with Form 8-K of Duke 
Energy Corporation. File No. 1-32853, December 15, 
2006, as Exhibit 10.3) 

First Amendment to Employee Matters Agreement, dated 
as of September 28, 2007 (filed in Form 10-61 of 
Duke Energy Corporation for the quarter ended 
September 30, 2007, File No 1-32853, as Exhibit 
10 3). 

Duke Energy Corporation Dirccton' Savings Plan I & 111 
as amended and restated (filed with Form 8-K of 
Duke Energy Corpomtion, dated Ottober 31, 2007, File 
No. 1-4298, as Exhibit 10 2). 

10 21 

10 22 

10 22.1 

10 22 2 

10 22 3 

10 22.4 

10 23 

10 24 

10 25 ** 

10 19 1 Stcck Option Grant Agreement between Duke Energy 
Corporation and James E Rogers, dated April 4, 2006 
(filed with Form 8-K of Duke Energy Corporation, File 
No 1-32853, April 6, 2006, as Exhibit 10 4) 

10 26 ** Form of Phantom Stock Award Agreement (filed in 
Form 8-K of Duke Energy Corporation, March 8, 2007, 
File No 1-32853, as item 10 01) I 
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Exhibit 
Number 

1 0 2 7  ** 

10.28 

1 0 2 8  1 

1 0 2 9  ** 

1030 ** 

10 31 

1 0 3 1  1 

10 32 

Form of Performance Share Award Agreement (filed in 
Form 8-K of Duke Energy Corporation, March 8, 2007, 
File No 1-32853, as item 10 02) 

Separation and Distribution Agrccment, dated as of 
December 1.3, 2006, by and between Duke Energy 
Corporation and Speclra Energy Corp (filed in Form 8-K 
of Duke Energy Corporation, File No 1-32853, 
December 15, 2006, as item 2 1) 

Amendment No. 1 to the Separation and Distribution 
Agreement, dated as of December 13, 2006, by and 
between Duke Energy Corporation and Spectra Energy 
Corp (filcd in Form 10-Q of Duke Energy Corporation for 
the quarter ended March 31, 2007, File No 1-32853, as 
Exhibit 10 3) 

Amendment to the Duke Energy Corporation 1998 Long- 
Term Incentive Pian, effective as of February 27, 2007, 
by and between Duke Energy Corporation and Spectra 
Energy Chp. (filed in Form 1 0 4  of Duke Energy 
Corporation for the quarter ended March 31, 2007, File 
No 1-32853, as Exhibit 10 6) 

Amendment tp the Duke Energy Corporation 2006 Long- 
Term incentive Plan, effective 2s of February 27, 2007, 
by and between Duke Energy Corporation and Spectra 
Energy Cop. (filed in Form lo-Q of Duke Energy 
Corporation for the quarter ended March 31, 2007, File 
No 1-.32853, as Exhibit 10.7). 

$2,650,000,000 Amended and Restated Credit 
Agreement, dated as of June 28, 2007, among 
Duke Energy Corporation, Duke Energy Carolinas, LLC, 
Duke Energy Ohio, inc , Duke Energy Indiana, Inc. and 
Duke Energy Kentucky, inc , as Borrowers, the banks 
listed therein, Wachovia Bank, National Association, as 
Administrative Agent, JPMorgan Chase Bank, National 
Association, Barclays Bank PLC, Bank of America, N A. 
and Citibank, N A,, as Co-Syndication Agents and The 
Bank of Tokyo-Mitsubishi, Ltd., New York Branch and 
Credit Sui=, as Co-Documentation Agents (filed in 
Form 8-K of Duke Energy Corporation, July 5, 2007, Fiie 
No. 1-32853, as Exhibit 10 1; the agreementwas 
executed June 28). 

Amendment No 1 to Amended and Restated Credit 
Agreement (filed in Form 8-K of Duke Energy 
Corporation, March 12, 2008, File No 132853, as 
Exhibit 10.1). 

Engineering, Procurement and Construction Agreement, 
dated Juiy 11, 2007, by and between Duke Energy 
Carolinas, LLC and Stone & Webster National 
Engineering P C (poriions of the exhibit have been 
omitted and filed separately with the Securities and 
Exchange Cornmission pursuant to a request for 
conndentiai treatment pursuant to Rule 24b-2 under the 
Securities Exchange Act of 1934, as amended) (filed in 
Form 10-Q of Duke Energy Corporation for the quarter 
ended September 30, 2007, File 
No. 1-32853, as Exhibit 10 2) 

Exhibit 
Number 

10 33** 

10 34 ** 

10 35 

10 36** 

10 37** 

10 38 

10 39** 

10 40 

*10 41*** 

10 42 

Change in Control Agreement by and between Duke 
Energy' corporation and James L Tumer, dated April 4, 
2006 (filed with Form 10-K of Duke Energy 
Corporation for the year ended December 31, 2007, 
File 
No 1-32853, as Exhibit 10 64 1) 
Change in Control Agreement by and between Duke 
Energy' Corporation and Marc E Manly, dated April 4, 
2006 (filed with Form 10-K of Duke Energy 
Corporation for the year ended December 31, 2007, 
File No. 1-32853, as Exhibit 10.66 1) 

Amended and Restated Engineering, Procurement and 
Construction Agreement, dated February 20,2008, by 
and between Duke Energy Carolinas, LLC and Stone & 
Wehster National Engineering P.C (portions of the 
exhibit have been omitted and filed separately with the 
Securities afid Exchange Commission pursuant to a 
request for confidential treatment pursuant to Rule 24b- 
2 under the Securities Otchange Act of 1934, as 
amended) (filed in Form 10-Q of Duke Energy 
Corporation for the quarter ended March 31 I 2008, File 
No 1-32853, as Exhibit 10.1) 

Form of Phantom Stock Agreement (filed on Form 8-K of 
Duke Energy Corporation, February 22, 2008, File 
No 1-32853, as Exhibit 10 1) 

Form of Performance Share Agreement (filed on Form 8- 
K of Duke Energy Corporation, February 22, 2008, File 
No 1-32853, as Exhibit 10 2) 

Amendment No 1 to the Amended and Restated Credit 
Agreement (filed on Form 8-K of Duke Energy 
Corporation, March 12, 2008, File No 1- 3285.3, as 
Exhibit 10 1) 

Summary of Director Compensation Program (filed in 
Form 10-0 of Duke Energy Corporation for the quarter 
ended .June 30, 2008, File No 1-32853, as 
Exhibit 10 1). 

Agreement and Plan of Merger by and among DEGS 
Wind i, LLC, DEGS Wind Vermont, Inc., Catamount 
Energy Corporation (flied in Form 10-Q of Duke Energy 
Corporation for the quarter ended June 30, 2008, File 
No 132853, as Exhibit 10 2) 

Arnended and Restated Engineering and Construction 
Agreement. dated as of 0ece.mber 21, 2009, by and 
between Duke Energy Cardinas, LLC and Shaw 
Nortt Carolina, Inc 

Operating Agreement of Pioneer Transmission. LLC 
(filed in Form 10-Q of Duke Energy Corporation for the 
quarter ended September .30, 2008, File No 1-32583, 
as Exhibit 10 1) 

DUKE ENERGY CORPORATION / 2M)9 FORM l@K E-3 



JOINT APPLICANTS 
EXHIBIT A 
PAGE 188 

PART IV 
i I 

Exhibit 
Number 

10 43** 

10 44** 

10 45** 

10 46** 

10 47'* 

10 48** 

10 49** 

10.50*" 

10 51"" 

Amendment to Duke Energy Corporation Executive Savings 
Plan, effective as of August 26, 2008 (filed on Form 8 4  of 
Duke Energy Cxrporation. September 2, 2008, File 
No 1-32583, as Exhibit 10 1) 

Duke Energy Corporation Executive Cash Balance Plan, as 
Amended and Restaied EKeclive August 26,2008 (filed on 
Form 8-K of Duke Energy corporation, September 2, 2008, 
File No. 1-32583, as Exhibit 10 2) 

Amendment to Employment Agreement with 
.lames E Rogers, effective as of August 26,2008 (filed on 
Form 8-Kof Duke Energy Corporation, September 2, 2008, 
File No 1-32583 as Exhibit 10 3) 
Form of Amended and Restated Change in Control 
Agreement, effective as of August 26,2008 (filed on Form 
8-K of Duke Energy Corporation, September 2, 2008, File 
No 1-3258.3 as Exhibit 10 4) '- 

Amendment to Phantom Stock and Performance Awards 
with .lames E. Rogers, effective as of august 26, 2008 
(filed on Form 8-K of Duke Energy Corporation 
September 2, 2008, File No 1-32853. as Exhibit 10 5 )  

Amendment to Deferred compensation Agreement with 
James E. Rogers, effective as of August 26, 2008 (filed on 
Form 8-K of Duke Energy Corporation, September 2, 2008, 
File No. 1-32583, as Exhibit 10.6) 

Amendment to Award Agreements pursuant to the Long- 
T e n  Incentive Plans (Employees), effective as of 
August 26, 2008 (filed on Form 8-K of Duke Energy 
Corporation, September 2, 2008, File No. 1-.32583, as 
Exhibit 10 71 

Amendment to Award Agreements pursuant lo the Long- 
Term Incentive Plans (Directon), effective as of August 26, 
2008 (fiied on Form 8-K of Duke Energy Corporation, 
September 2, 2008, File No 1-32583, as Exhibit 99 1) 

Amendment to Duke Energy Corporation Directon' Savings 
Plan, effective as of August 26, 2008 (filed on Form 8-K of 
Duke Energy Corporation, September 2, 2008, File 
No. 1-32583, as Exhibit 99 2) 

Exhibit 
Number 
10 52** Deferred compensation Agreement dated December 16, 

1992. between PSI Energy, Inc and James E Rogers, Ir 

10 53 

10 54 

*12 

*21 

*23 1 

'24 1 

*24 2 

*31 1 

"31  2 

*32 1 

*32 2 

101 

Engineering, Procurement and Chslruction Management 
Agreement dated December 15, 2008 between 
Duke Energy Indiana, Inc and Bechtel Power Corporation 
(Portions of the exhibit have been omitted and filed 
separately with the Securities and Exchange Commission 
pursuantto a request for confidential treatment pursuant to 
Rule 24b-2 underthe Securities Exchange Act of 1934, as 
amended) 
Retirement Agreement by and between Duke Energy 
Business Services LLC and David L. Hauser, effective as of 
June 22,2009 (filed on Form 8-K of Duke Energy 
Corporation, .June 26, 2009, File No 1-32853, as 
Exhibit 99 1) 

Computation of Ratio of Earnings to Fixed Charges 

List of Subsidiaries 

Consent of Independent Registered Public Accounting Firm 

Power of attorney authorizing Lynn .i Good and others to 
sign the annual report on behalf of the registrant and 
certain of its direcbrs and o f k e n  

Certified copy of wolution of the Board of Directors of the 
registmnt authorizing power of attorney 

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

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

Certification Pursuant to 18 1J S:C Section 1350, as 
Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act 
of 2002 

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

Financials in XBRL Format 

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

i 
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OUR MISSION 

At Duke Energy, we make people's lives better by providing gas and electric services in 
a sustainable way - affordable, reliable and clean. This requires us to constantly look 
for ways to improve, to grow and to reduce our impact on the environment. 

OUR VALUES 

Caring: We look out for each 
other We strive to make the 
environment and communities our co-workers, customers experiences We treat 
around us better places 
to live explore ways to grow our to be treated 

Openness: We're open to 
change and to new ideas from 

and other stakeholders We 

business and make it better 

Respect: We value diverse 
talents, perspectives and 

others the way we want 

I 1  

Integrity: We do the Passion: We're passionate 
right thing. We honor our about what we do, We strive 
commitments. We admit for excellence. We take 
when we're wrong. personal accountability 

for our actions. 

Safety: We put safety 
first in all we do. 

ABOUT THE COVERS 
Our children remind us that being concerned about the future has to be part of providing 
affordable, reliable and cleaner energy today From left Jack Hamel, 3, is the son of Stuart 
Hamel, manager of Valuation and Market Analysis for Duke Energy International Ty Bailey, 5, 
is the son of Irene Chin, manager, Information Technology Support Kennedy Ray, 4, IS the 
daughter of Susan Ray, director, Risk Management for Duke Energy International 
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Catawba Nuclear Station 

. Capacity: 2,258 megawatts . lacation: York County, South Carolina . Commercial Date: 1985 

M c - G u b  Nuclear Station 

. Capacity: 2,200 megawatts . Location: Mecklenburg Caunty, North Carolha 

. Commercial Date: 1981 

OCQ@CC-?$!!Ck3.E&!.QQ 

. Capacity: 2,538 megawatts . Location: Oconee County, South Carolina . Commercial Date: 1973 

! 
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Allen S t e a m  Station 

. Capacity: 1,140 megawatts . Location: Gaston County, North Carolina 

Cnmmercial Date: 1957 

B e l e w s  Creek Steam Station 

. Capacity: 2,240 megawatts . Location: Stokes County, North Carolina 

. Commercial Date: 1974 

Bw-qk-St-w-S-Qti on 

. Capacity: 369 megawatts 

. Location: Rowan County, North Carolina . Commercial  Date: 1926 

Caswa.Shtikm 

. Capacity: 1,104 megawatts 

. Location: Vermillion County, Indiana . Commercial Date: 1970 

__ Cliffside Steam St&& 

Capacity: 760 megawatts . Location: Cleveland and  Rutherford counties, North Carolina . Commerc id  Date: 1940 

Dan River Steam Station 

. Capacity: 276 megawatts . Location: Rockingham County, North Carolina . Commercial Date: 1949 

E a s t  B e n d  Station 

. Capacity: 650 megawatts . Location: Boone County, Kentucky 

. Commercial Date: 1981 

Ekiwardsport Station 

. Capacity: 160 megawatts . Location: b o x  County, Indiana 

. Commercial Date: 1918 



Coal-Fired - D u k e  Energy  

GLUagher Station 

. Capacity: 560 megawatts 

. Location: Floyd County, Indiana . Commercial Date: 1958 

._.__I_ Gibson S€atio*_ 

. Capacity: 3,145 megawatts . Location: Gibson County, Indiana 

. Commercial Date: 1976 

L e e  Stenm S t a t i o n  

. Capacity: 370 megawatts . Location: Anderson  County, South Camlina . Commercial Date: 1951 

Mnrshall Steam S t a t i d  

. Capacity: 2,090 megawatts . Location: Catawba County, North Camlina . Commercial Date: 1965 

____I________ R i v e r b e n d  SteG-Statioa 

. Capacity: 454 megawatts . Location: Gaston County, North Carolina . Commercial Date: 1929 

Wabash-WeLSAti*n 

. Capaciw 668 megawatts . Location: Vigo County, Indiana . Commercial Date: 1953 
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R r i d p e w a t e r  Hvdro St-axoa 

. Capacity: 20 megawatts 

. Location: McDowell and  Burke counties, North Carolina . Commercial Date: 1919 

-___r Rhodhiss Hydro - S t a h =  

. Capacity: 26 megawatts 

. Location: Caldwell County, North Carolina 

Commercial Date: 1925 

! h f Q E & B Y & % S W O 3  

. Capacity: 36 megawatts . Location: Catawba County, North Carolina 

Commercial Date: 1928 

LOQkOUt Shp,lls_ HY~KOB.&QU 

. Capacity: 26 megawatts . Location: Iredell County, North Carolina 

C!mmercial Date: 1915 

Cowans Ford Hvdro Station 

Capacity: 350 megawatts 
. Location: Lincoln County, North Carolina 

Commercial Date: 1963 

Mountain Island H y d r o  Station 

. Capacity: 6 0  megawatts . Location: Gaston County, North Carolina 

t Commercial Date: 1923 

L a k e  W v l i e  H v d r o  Station 

. Capacity: 60 megawatts . Location: York County, South Carolina & Mecklenburg County, North Carolina . Commercial Date: 1925 

Pishhg Creek H v d r o   statio^ 

Capacity: 37 megawatts . Location: Chester, South Carolina . Commercial Date: 1916 
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GXeat Falls & Dearborn Hvdro Stations 

. Capacity: Great Falls: 24 megawatts; Dearborn: 46 megawatts 

. Location: Chester, South Carolina . Commercial  Date: Great Falls 1907; Dearbarn: 1923 

R o c b  Creek & Cse_cl_ar Creek Hvdro-S@~!ims 

. Capacity: Rocky Creek  28 megawatts; Cedar Creek: 45 megawatts 

. Location: Fairfield and  Lancaster counties, South Carolina 

Commercial  Date: Rocky Creek: 1909; Cedar Creek  1926 

Wateree Hvdro Stah *on 

. Capacity: 56 megawatts . h t i o n :  Fairhield and Kershaw counties, South Carolina 

. Commercial  Rate: 1919 

-- Keowee Hvdro Station 

. Capacity: 158 megawatts . Location: Pickens County, South Carolina . Commercial  Date: 1971 

.MZ.&Od-HY-&-Q. S.atinn 

Capacity: 65 megawatts 

. Location: Switzerland County, Indiana . Commercial  Date: 1967 

Other Hvdro Stations 

N~~.~-~a-~-ea-S.i__olls 
_ _ _ _ I ~ ~  -..-- 
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Buzzard Roost Stat id  

Capacity: 196 megawatts . Location: Chappells, South Carolina 

Commercial  Date: 1971 

Cayuga Combustion Turbine Station 

. Capacity: 110 megawatts . Location: Cayuga, Indiana . Commercial  Date: 1993 

.knmcxsyik. P~&-vxS!&an_ 

Capacity: 98 megawatts . I m a t i o n :  Fayette County, Indiana 

Commercial Date: 1972 

. ~ e - ~ ~ ~ ~ - ~ P ~ - ~ ~ r ? g S t a t i . o n  

Capacity: i z g  megawatts . Location: Henly County, Indiana 

. Commercial  Date: 2001 

___I_-___ Lincoln Combustion Turbine Stqm 

Capacity: 1 , zoo  megawatts . Location: Lincoln Cnunty, North Carolina 

Commercial  Date: 1995 

Madison Peakin? Station 

. Capacity: 677 megawatts . Incation: Butler County, Ohio 

Commercial Date: 2000 

Miami-Wabash P e m g  Station 

. Capacity: 104  megawatts 

. Location: Wabash County, Indiana . Commercial Date: 1968 

&GU Creek Combustion Turbine Station 

Capacity: 6 4 0  megawatts 

Location: Cherokee County, South Carolina . Commercial  Date: 2003 



Oil / Gas-Fired -Duke Energy 

Noblesville Station 

. Capacity: goo megawatts . Imtion: Hamilton County, Indiana 

t Commercial Date: 1950 

Rockingbarn Station 

. Capacity: 825 megawatts . Location: Rackingham County, North Carolina 

Cnmmercial Date: 2000 

Wabash River Renowering Station 

. Capacity: 280 megawatts . Location: West Terre Haute, Indiana . Commercial Date: 1995 

meatland PeaLnX Station 

. Capacity: 480 megawatts . Location: Knox Cnunty, Indiana 

. Commercial Date: 2000 

rnO-&dd&tLtirrr! 

Capacity: 504 megawatts . Location: Butler County, Ohio . Commercial Date: 1992 
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__ Rad Creek PumpedStorage Generatinp. Station 

. Capaciv. 1,065 megawatts . Location: Ownee County, South Carolina 

Cammercial Date: 1991 

Jocassee P-ped-Storaze GencratingStation 

Capacity: 610 megawatts . Location: Pickens County, South Carolina 

Commercial Date: 1973 

Page 1 of 1 

Investors 
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-_____ I n v e s t o r s  

Duke Energy has approximately7,600 megawatts ofwholesale generation in the  United States, primarily in the Midwest. Adiverse  
mix of oil, coal and gas-fired facilities include: 

H 3 g &  Rock E n e r g y  Facility RJatukal Gas1 

~1 1,240 megawatts 

Ironton, Ohio 

W h i n s o n  Emergv Facility (Natural Gas) 

. 620 megawatts . Beverly, Ohio 

E e L k i o r d  Station (Coal) 

8 6 2  megawatts . New Richmond, Ohio 

Beckiord Station (Oil) 

244 megawatts . New Richmond, Ohio 

~ s v i l l c  Station (Coal) 

312 megawatts . Conesville, Ohio 
t 

&$ks Creek (Natural G a ~ j  

. 172 megawatts . Middletown, Ohio 

.~ Killen Station --- (Coal1 

. 198  megawatts 

Wrightsville, Ohio 

&‘art Stntion&&d> 

- g i z  megawatts . Aberdeen, Ohio 

Mimi  fort^^&^& 

720megawat t s  

. North Bend, Ohio 

-- M i m i  Fort Stadon f Oil) 

80 megawatts 
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Ldha 3 g  

in 2009 despite the  hard economic realities in our nation and region. 

W e  delivered reliable, responsive service to customers and solid results 

TO shareholders. Now, w e  are focused on effectively managing through 

the challenges and uncertainties of 201 0 while taking important steps 

to  create a successful future for our communities and company. 

$!j@Ypi w~ II g~~rbOLDERS;  Progress Energy lived up to  its commitments 
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This report to you in early spring 2010 comes as our nation 
is slowly climbing out of a deep economic recession. Most 
of us, no doubt, have gained a new understanding of volatility 
and financial risk since late 2008, whether as an investor, 
a business owner or an individual trying to make a living. 

I am proud of the way our employees and management team 
are handling these turbulent times We are being both steady 
in the present storm and forward looking - controlling what 
we can control, aggressively managing costs and preparing 
for the future We always keep in mind that millions of people 
count on us for a n  essential service or a quarterly dividend 
(in many cases, both), and for being a responsible corporate citizen 

Delivering reiiable rasulas 
Progress Energy posted good financial results in a challenging 
year We delivered a 10 percent total return to shareholders in 
2009 and achieved ongoing earnings per share in our original 
targeted range for the fourth year in a row Our company also 
has maintained its long record of commitment to the dividend, 
paying a dividend for more than 250 consecutive quarters. 

Throughout this period, our two electric utilities -Progress 
Energy Carolinas and Progress Energy Florida -have continued 
to excel in our core mission of serving customers. This winter 
we met the challenge of extreme cold and record-breaking peak 
demand in the Carolinas and Florida and mobilized effectively 
to deal with severe storms, creatively using Twitter and other 
social media to provide timely updates. 

We also brought into service additional peaking-generation 
capacity.in North Carolina and completed a major oil-to-gas 
repowering project in Florida This Bartow modernization project 
last summer was an outstanding success in terms of project 
management, capacity expansion and emissions reduction. 

Our company recently received positive external recognition for 
environmental stewardship and customer sewice. Progress 
Energy was named to the Row Jones Sustainability Index 
for the fifth consecutive year, and Progress Energy Carolinas 
was ranked number one in customer satisfaction in the 
South region for the second year in a row - number one 
among large utilities nationally- in the latest J R Power 
and Associates survey of utilities' business customers 

i 
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Managing the present 
The financial pressure on our company has gone up another 
notch or two in 2010 because of a disappointing Florida 
rate decision early in the year and a still sluggish economy 
throughout the nation These events inevitably affect our 
earnings and cash flow and have caught the attention of 
the credit-rating agencies 

In response, we are redotibling our belt-tighrening this year 
maintaining the dividend, streamlining maintenance, scaling 
back capital spending and reducing merit and variable- 
performance pay increases for employees (in fact, no merit 
pay increase for executives and managers in 201 0). This 
is a shared-sacrifice approach that's neither desirable nor 
sustainable for long but is necessary for now 

We are also evaluating our regulatory and financial options 
in Florida and are continuing to do our part to foster a 
constructive Florida regulatory climate that will enable us 
to attract the capital required to meet our customer and 
environmental obligations Also of note in Florida is the 
extended repair outage at our Crystal River Nuclear Plant, 
which we expect to complete midyear 

We are managing these and other challenges in a disciplined 
way to avoid compromising safety or operational excellence 
In this business, we can't afford to be reckless or short-sighted 

Creating the future 
At Progress Energy, we believe strongly in the long-term growth 
prospects of the communities we serve in the Carolinas and 
Florida An improving national economy and housing market 
will enable more people to move to our service areas and 
more businesses to invest and expand here So, even as we 
are making the tough choices to manage today's realities, 
we are carefully laying the groundwork for the higher growth 
and better future we see coming. 

We intend to remain attractive to the buy-and-hold investors 
who represent the core of our shareholder base This investor 
confidence is essential for us to fund the projects needed to 
be ready for a growing population and expanding economy 
as well as to meet the requirements of new energy and 
environmental policies 

National and state energy policies remain in flux, especially 
the rules to reduce greenhouse gas emissions and address 
global climate change. This prolonged uncertainty greatly 
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complicates utility planning, but there is a clear sense that 
clean-energy technologies ranging from renewable to nuclear 
must be a growing part of our nation's energy future. 

Aligned with this direction, we developed a Balanced 
Solution strategy several years ago It is a flexible portfolio 
approach that covers a broad spectrum of initiatives: 
aggressive energy-efficiency progmms, innovative alternative 

energy projects (e g., solar rooftop program, biofuels and 
utility-scale solar) and rapidly emerging technologies (e g , 
plug-in electric vehicles), and larger-scale investments in 
a state-of-the-art power system. These larger investments 
include the Smart Grid and fossil-fuel fleet modernization in 
the near-to-mid term and new advanced nuclear generation 
in the longer term. 

. .  
' 

Years ended December 31 
(in millions except per share data) 

2009 2008 2007 

I3.n-a nr;i.a_l_D-aia--..-.--______----- I 

Operating revenues $9,885 $9,167 $9,153 
Net income attributable to controlling interests 151 830 504 

Ongoing earnings per common share* 3.03 2.96 2 71 
Reported GAAP earnings per common share 2.11 3.1 7 1.96 
Average common shares outstanding 219 262 257 

Income from continuing operations 840 778 702 

.C;o.rn.mo.~S-~o~-~-a~.a -___- -- __ 
Return on average common stock equity (percentJ 8.13 9.59 5.97 
Book value per common share $33.53 $32 97 $32.41 
Market value per common share (closing) $41 .Dl $39.85 $48.43 

"See page 128 for a reconciliation of ongoing earnings per share to reported GAAP earnings per share. 
3 
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A specific example of our strategy is the fleet-modernization 
announcement we  made late last year to retire our 11 oldest 
coal-fired generating units in $le Carolinas - about a third of our 
coal fleet there. We will replace that nearly 1,500 megawatts 
of capacity with highly efficient combined-cycle natural-gas 
turbines and possibly biomass conversion. This has many 
benefits: a substantial reduction in air emissions (including 
those linked to climate change), less exposure to issues 
with coal-ash management, and a positive boost to both 
local economic development and utility earnings. We believe 
this is a positive, responsible step no matter what happens 
with future climate policy 

Complementing our Balanced Solution approach is our 
Continuous Business Excellence strategy for making internal 
efficiency and productivity improvements Unlike short-term 
belt-tightening, this is a systematic, long-term effort to 
engage employees in achieving sustainable cost savings 
and other improvements. We're seeing encouraging early 
success and expect much more in the years ahead 

In assessing the overall situation Progress Energy faces, I am 
confident we will meet our short-term priorities while also 
producing long-term value for our customers and shareholders 
In other words, we will manage the present and create the future 

h-&~~rity, iransparency and trust 
In closing, I want to  assure you that acting with integrity 
remains a core value of this company- behavior that 
includes not only being honest and ethical in our business 
practices but also being open in our communications and 
reliable in doing what we say we will do. VVe are committed 
to  earning your confidence and trust year after year, in good 
times and bad - both by what we do and how we  do it. 

Thank you for your interest in Progress Energy. 

William D Johnson 
Chairman, President and Chief Executive Officer 
March 2010 
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The matters discussed throughout this Annual Report 
that  are not historical facts are forward looking and, 
accordingly, involve estimates, projections, goals, 
forecasts, assumptions, risks and uncertainties that could 
cause actual results or outcomes t o  differ materially from 
those expressed in the forward-laoking statements. Any 
forward-looking statement is based on information current 
as ofthe date of this report and speaks only as ofthe date 
on which such statement is made, and we undertake no 
obligation t o  update any forward-looking statement or 
statements to  reflect events or circumstances after the 
date on which such statement is made. 

In addition, examples of forward-looking statements 
discussed in this Annual Report include, but are not limited 
to, "Management's Discussion and Analysis of Financial 
Condition and Results of Operations" including, but not 
limited to, statements under the following headings: 
a) "Strategy" about our future strategy and goals; b) 
"Results of Operations" about trends and uncertainties; 
c)  "Liquidity and Capital Resources" about operating 
cash flows, future liquidity requirements and estimated 
capital expenditures through the  year 2012; and d) 
"Other Matters" about the effects of new environmental 
regulations, changes in the regulatory environment, 
meeting anticipated demand in our regulated service 
territories, potential nuclear construction and our  
synthetic fuels tax credits. 

Examples of factorsthat you should considerwith respect 
to any forward-looking statements made throughout this 
document include, but are not limited to, the following. 
the impact of fiuid and complex laws and regulations, 
including those relating to  the environment and energy 
policy; our ability to  recover eligible costs and earn an 
adequate return on investment through the regulatory 
process; the ability t o  successfully aperate electric 
generating facilities and deliver electricity t o  customers; 
the  impact on our facilities and businesses from a 
terrorist attack; the ability to meet the anticipated future 
need for additional baseload generation and associated 
transmission facilities in our regulated service territories 
and the accompanying regulatory and financial risks; 
our  ability to meet current and future renewable energy 
requirements; the inherent risks associated with the 
operation and potential construction of nuclear facilities, 
including environmental, health, regulatory and financial 
risks;the financial resources and capital needed to comply 
with environmental laws and regulations; risks associated 
with climate change; weather and drought conditions t h a t  
directly influence the production, delivery and demand 
for electricity; recurring seasonal fluctuations in demand 

- 

for electricity; the ability to recover in a timely manner, if 
at all, costs associated with future significant weather 
events through the regulatory process; fluctuations in tha 
price of energy commodities and purchased power and 
our ability to  recover such costs through the regulatory 
process; our abilityto control casts, including operations 
and maintenance expense (fl&M) and large construction 
projects; the ability of our subsidiaries to pay upstream 
dividends or distributions to  Progress Energy, Inc. holding 
company (the Parent); current economic conditions; the 
ability to successfully access capital markets on favorable 
terms; the stability of commercial credit markets and our 
access to short- and long-term credit, the impact that 
increases in leverage or reductions in cash f low may 
have on us; our aGlity to maintain our current credit 
ratings and the impacts in the event our credit ratings are 
downgraded; the investment performance of our nuclear 
decommissioning t rus t  (NOT) funds; the investment 
performance of the assets of our pension and benefit 
plans and resulting impact on future funding requirements; 
the impact of potential goodwill impairments; our ability 
to  fully utilize tax credits generated from the previous 
production and sale of qualifying synthetic fuels under 
Internal Revenue Code Section 29/45K (Section 29/45K); 
and the outcome of any ongoing or future litigation or 
similar disputes and the impact of any such outcome or 
related settlements. Many of these risks similarly impact 
our nonreporting subsidiaries. 

These and other riskfactors are detailedfrom time to time 
in our filings with the SEC. All such factors are difficult to 
predict, contain uncertainties that may materially affect 
actual results and may be beyond our control. New 
factors emerge from time to  time, and it is not possible 
for management to  predict all such factors, nor can 
management assess the effect of each such factor on 
Progress Energy. 
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. .v..., ~ . . .  .. . .. . . . I__... . . -. .. .. _, . __ . The following Management's Discussion and Analysis of 

Financial Condition and Results of Operations (MD&A) 
contains forward-looking statements tha t  involve 
estimates, projections, goals, forecasts, assumptions, 
risks and uncertainties that could cause actual results 
or outcomes t o  differ materially from those expressed 
in the forward-looking statements. Please review "Safe 
Harbor for Forward-Looking Statements" for a discussion 
of the factors that may impact any such forward-looking 
statements made herein. As used in this report, Progress 
Energy, wh ich  includes Progress Energy, Inc. holding 
company (the Parent) and its regulated and nonregulated 
subsidiaries on a consolidated basis, is at times referred 
to as "we," "us" or "our," Additionally, w e  may collectively 
refer t o  our electric utility subsidiaries, Progress Energy 
Carolinas (PEC) and Progress Energy Florida (PEF), as the 
"Utilities." MD&A should be read in conjunction with the 
Progress Energy Consolidated Financial Statements. 

MD&A includes financial information prepared in 
accordancewith accounting principles generally accepted 
in the United States of America (GAAP), as well as certain 
non-GAAP financial measures, "Ongoing Earnings" and 
"Base Revenues," discussed below. Generally, a non- 
GAAP financial measure is a numerical measure of 
financial performance, financial position or cash flows 
that excludes (or includes) amounts that are included in 
(or excluded from) the most directly comparable measure 
calculated and presented in accordance with GAAP. The 
non-GAAP financial measures should be viewed as a 
supplementto and not a substitute for financial measures 
presented in accordancewith GAAf? Non-GAAP measures 
as presented herein may not be comparable to similarly 
titled measures used by other campanies. 

Certain amounts for 2008 and 2007 have been reclassified 
to conform to  the 2009 presentation. 

~~~~~~~~~~~~~~ 

Our reportable business segments are PEC and PEF, and 
their primary operations are the generation, transmission, 
distribution and sale of electricity in portions of North 
Carolina and South Carolina and in portions of Florida, 
respectively. The "Corporate and Other" segmentprimarily 
includes the operations of the Parent, Progress Energy 
Service Company, LLC (PESC) and other miscellaneous 
nonregu1,ated businesses (Corporate and Other) that  do 
not separately meet the  quantitative requirements as a 
separate reportable business segment 

Pro::Esz Energy Annual Report 2009 

Strategy 

We are an integrated energy company primarily focused 
on the end-use electricity markets. We own two electric 
utilities that operate in regulated retail utility markets 
in North Carolina, South Carolina and Florida and have 
access to attractive wholesale markets in the eastern 
United States. The Utilities have more than 22,OOfl 
megawatts (MW) of regulated electric generation 
capacity and serve approximately 3.1 million retail electric 
customers as wel l  as other load-serving entities. Please 
review "Safe Harbor for Forward-Looking Statements" 
for a discussion of the factors that may impact any such 
forward-looking statements made herein. 

We have a strong.track record of meeting our financial 
commitments and delivering operational excellence. 
We have maintained liquidity and financial stability and 
sustained our dividend rate during the current economic 
downturn, and w e  believe that w e  have good prospects 
for  growth once the economy begins to  recover. An 
improving national economy may lead to greater mobility 
for homeowners around the country and a return of 
migration to the Southeast region that is more consistent 
with historical levels. The utility industry, as a whole, 
however,faces significant cost'pressures and, in the near 
term, lower retail electricity sales. In addition, current 
economic conditions and anticipated higher expenditures 
(including fo r  environmental compliance, renewable 
energy standards compliance and new generation 
and transmission facilities) may subject us t o  an even 
higher level of scrutiny from regulators and lead to  a 
more uncertain regulatory environment. We anticipate 
the need to prepare for a different kind of energy future 
- one that would include, among other things, reducing 
carbon emissions and using emerging technologies such 
as the Smart Grid and electric vehicles. We believe that 
our balanced solution strategy provides an effective, 
flexible framework to prepare for this new energy future. 
Additional information about the strategy, including 
updates on implementation, is included in "Strategic 
Initiatives" below. 

To manage the challenges of the present and prepare for 
the future, management's pr io r i i focus  areas for 2010 and 
beyond are as follows: 

Financial Performance 
Operational Performance 
Organizational Effectiveness 
Regulation and Public Policy 
Strategic Initiatives 
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P4AN A G E h4 E N a's 0 I S C CB C S 10 hi A N  D A MA LZIS I S 

! 
I =' The firsttwo priorities are core elements of managing our 

business.The nexttwo priorities will help enable whatwe 
can accomplish in the future. The last priority involves 
making the right investments to create a strong energy 
future for Progress Energy and our customers. 

strong performance-monitoring system that provides 
feedback to management. 

ORGANPATIOFM. EFFECTWEMESS 

With our managers and supervisors at  all levels, w e  

FIP$AiwflL AND c" PERB,T,TBISi&YL PERFORMA3F2GE 

Effectively managing expenses, deploying capital and 
enhancing our margin are critical to achieving sustainable 
earnings growth and attractive long-term returns 
for  our shareholders. We have instituted throughout 
our organization systematic approaches t o  achieve 
sustainable costsavingsthrough enhanced efficiency and 
productivity. These ongoing cost management initiatives 
-,along with short-term expense management - have 
enabled nsto offset some ofthe impact of the economic 
downturn and cost pressures and should yield long-term 
operations and maintenance (O&M) expense savings and 
effective capital management Also, w e  recognize that 
our shareholders stronglyvalue our dividend and that it is 
an integral part of our total shareholder return proposition. 
Our long-term goal is to achieve a 70to 75 percent dividend 
payout ratio, and w e  are committed to  managing the 
company suchthatwe reachthistargetwhile maintaining 
an attractive, sustainable dividend rate. ; ! 
Our financial performance depends on the successful 
operation of the Utilities' electric generating and 
distribution facilities and reliable delivery of electric 
service to  our customers. Consequently, w e  strive to  
excel in safety, operational performance and customer 
satisfaction. We also focus on rigorous project 
management in executing our capital program, including 
large-scale capital projects such as construction of new 
generating facilities, modernization of existing facilities 
and environmental compliance as well as programs such 
as demand-side management (DSM) 

Another operational priority is a fleet alignment initiative 
to  strengthen the Utilities' nuclear performance in safely 
and reliably producing electricity whi le meeting the 
higheststandards of environmental protection in the most 
efficient manner. The multi-year initiative implements 
a new business model for our five nuclear units and 
is based on industry benchmarking tha t  coordinated, 
collaborative and standardized operations achieve and 
sustain a higher level of performance than would be 
possible if each unit operated autonomously. The goals 
of the initiative are, among other things, to  establish a 
common vision and set of core va1ues;facilitate common 
procedures across- the fleet t o  accommodate shared 
resources and industry best practices; and establish a 

I 

emphasize demonstrating the leadership behaviors 
that  fully engage our workforce and optimize their 
performance in executing our strategy. We strive t o  
cultivate an inclusive work environment in wh ich  w e  
treat everyone with respect and hold each other to  high 
standards. In addition, w e  are implementing long-term 
workforce strategies to  prepare for our changing needs 
and an aging workforce. Ourworkforce strategy includes 
recruiting, training and retaining a skilled, diverse 
workforce that reflects the communities we  serve. 

REGULATIOM AZID PUBLIE PO1:GY 

PEC and PEF are regulated bythe state utility commissions 
in their state jurisdictions. 0 ur regulatory strategy is 
based on filing reasonable rate requests designed t o  
provide recovery of prudent expenses and a fair return 
on utility investments. Our business plans include the 
assumption thatthe respective public utility cornmiisions 
will provide reasonable recovery. In 2009, PEC received 
approval for its coal-to-gas fleet modernization plan 
discussed in "Strategic Initiatives" as well as multiple 
DSM, renewable energy and energy-efficiency filings. 
Also in 2009, PEF successfully sought interim and limited 
rate relief and nuclear cost recovery in Florida. However, 
in response t o  a 2009 base rate case PEF filed with the 
Florida Public Service Commission (FPSC), in January 
2010,the FPSC decided to grant PEF no increase in base 
rates above what was previously awarded in 2009 fo r  
the repowered Bartow Plant (approximately$132 million 
annual revenue requirements). The FPSC's decision was 
predicated on its desire to  hold down rates. However, 
w e  believe the PEF revenue level approved in January 
2010 is inadequate given our current costs of providing 
customers with reliable service, anticipated costs t o  
responsibly prepare for  their future energy needs and 
PEF's right by lawto  a reasonable opportunityto recover 
its operating costs and return on invested capital. We are 
currently reviewing our regulatory options in Florida. We 
believe that the FPSCs regulatory action was strongly 
influenced by the current economic downturn. In a long- 
term view of Florida's regulatory environment, w e  believe 
that as the economy improves, the need to provide for 
Florida's energy future will have a stronger influence 
in the FPSC's decision-making process. Consequently, 
w e  do not believe the January 2010 decision represents 
a permanent change to  the regulatory environment 
in Florida 
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We are subject to  significant federal and state regulations 
regarding air quality, water  quality, control of toxic 
substances and hazardous and solid wastes, and other 
environmental matters. Changes in federal and state 
regulation are currently under consideration for, among 
others, greenhouse gases (GHG) such as carbon dioxide 
(CO,), coal combustion products, mercury and parficulate 
matter. With the state, federal and international focus on 
global climate change, w e  are preparing for a carbon- 
constrained future and are actively engaged in helping 
shape effective policies to address the issue Reductions 
in CO, emissions to  the levels specified by some proposals 
could be materially adverse to our financial position or 
results of operations if associated costs of control or 
limitation cannot be recovered from ratepayers The 
cost impact of legislation or regulation to address global 
climate change would depend on the specific legislation 
or regulation enacted and cannot be determined at  
th is time. However, w e  anticipate that it could result 
in significant rate increases over time t o  recover the 
compliance costs. 

We are dedicatedtoseeking achievable,affordable climate 
and energy policies. We evaluate public policy proposals 
and actively promote initiatives that are achievable but 
manage the long-term costs to our customers. 

STRATEGlC INlTIAT!VES 

Our balanced solution strategy is  intended t o  deploy 
capital effectively t o  meet future customer needs and 
emerging public policies while achieving our financial 
objectives. It is a three-pronged strategy that focuses 
on energy efficiency, alternative energy and state-of- 
the-art power generation. Expenditures t o  achieve our 
balanced solution should be recoverable under base 
rates or cost-recovery mechanisms implemented by our 
state jurisdictions. Updates on our implementation of this 
strategy are discussed below. 

First, we are expanding and enhancing our DSM, energy- 
efficiency and energy conservation programs. W e  have 
implemented expanded energy-efficiency programs 
t o  our customers and continue to  pursue additional 
initiatives. Federal law enacted in 2009 contains provisions 
promating energy efficiency and renewable energy and 
we have been notified of our selection for  Smart Grid 
grant negotiations. 

Second, we are actively engaged in a variety of alternative 
energyprojects. W e  have executed contracts to purchase 
approximately320 M W  of electricity generated from solar, 
biomass and municipal solid waste sources. While this 
currently represents a small percentage of our total 

capacity, we  will continue to  pursue additional contracts 
for these and other alternative energy sources. 

Third, we  are evaluating new generation and fleet 
upgradesto meetthe anticipated demand at both PEC and 
PEFtowardthe end ofthe next decade. We are evaluating 
modernization of existing coal plants and the best new 
generation options, including advanced design nuclear 
technology and gas-fired combined cycle and combustion 
turbines. In 2009, w e  completed the repowering of PEFs 
Bartow Plant, construction of a new 157-MW combustion 
turbine at PEC and the installation of pollution control 
equipment (or scrubbers) on PEF‘s coal-fired unit, Crystal 
River Unit No. 5 (CR5), and PEGS Mayo Plant. We also 
received approval to construct a 600-MW combined cycle 
dual-fuel facility and a 950-MW combined cycle natural 
gas-fueled facility at PEC, which are expected t o  come 
online in 201 1 and 2013, respectively. PEC has filed for 
approval to construct a 620-MW natural gas-fueled facility. 
In 2009, we also announced our intention to embark on a 
major coal-to-gas fleet modernization in North Carolina 
by retiring approximately 1,500 MW of older coal-fired 
units by the end of 2017 and building combined-cycle 
gas. This will provide rate base growth while reducing 
our carbon emissions. 

While we have not made a final determination on nuclear 
construction, we have taken steps to keep open t h e  option 
of building a plant or plants. In 2008, each Utility filed a 
combined license (COL) application with the Nuclear 
Regulatory Commission (NRC) fortwo additional reactors 
each at Shearon Harris Nuclear Plant (Harris) and at  a 
greenfield site in Levy County, Florida (Levy). 

We have focused on Levy given the need for more fuel 
diversity in Florida and anticipated federal and state 
policies t o  reduce GHG emissions, as we l l  as existing 
state legislative policy that i s  supportive of nuclear 
projects. PEF has received two ofthe three key approvals 
(with the issuance of a COL remaining) and entered into 
an engineering, procurement and construction (EPC) 
agreement for the two proposed Levy units. In light of a 
regulatoryschedule shift and otherfactors, our anticipated 
capital expenditures for Levy will b e  significantly less 
in the near term than previously planned. Later in 2010, 
PEF will file its annual nuclear cost-recovery filing with 
the FPSC, which will reflect our latest plan with respect 
to Levy. 

In summary, w e  are effectively dealing with today’s 
challenges while taking steps ta create long-term value 
for our customers and shareholders. 
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In this sectioni w e  provide analysis and discussion of 
earnings and the factors affecting earnings on both a 
GAAP and non-GAAP basis. We introduce our results 
of operations in an overview section followed by a more 
detailed analysis and discussion by business segment. 

A reconcil iation of ”Ongoing Earnings” to GAAP net  
income attributable t o  controlling interests i s  below, 
fo l lowed by an explanatjon of our non-GAAP financial 
measurement, “Ongoing Earnings “ 

(in millions except per share daial 

Fortheyear ended Decernber31.ZKE3 

PEG 

Ongoing Earnings 

CVO mark-to-market 

impairment net oftaxIal - 
Plant retirement charge, net oftax‘’) 117) 
Cumulative prior period adjustment related to 

certain employee life insurance henefiis, net 
of ta&I (10) 

communications with our board of directors, employees, 
shareholders, analysts and investors concerning our 
financial performance. Management believes this 
non-GAAP measure is appropriate for understanding 
the business and assessing our potential future 
performance, because excluded items are limited t o  
those that management believes are not representative 
of our  fundamental core earnings. We compute Ongoing 
Earnings as GAAP net income attributable t o  controlling 
interests after excluding discontinued operations and 
the effects of certain identified gains and charges. Some 

Corporate 
PEF and Other Total ParSharz 

yuio $(I541 $s4s @.m 
- 14 19 007 

- 12) (4 (0.01) 

- - (17) (0 0s) 

- - (10) (0 04) 
Discontinued operations attributable to 

controlling interests, net of tax - I (79 I79 I 0 -a  

intertxdbl $513 $460 $(216) $/R $277 
Net income (loss) aurihutahle to controlling 

Forthe year ended December 31,2W8 
Ongoing Earnings $531 $383 a1381 $776 $296 

Valuation allowance and related net operating 
loss carry foward - - 13) 13) (001) 

Discontinued operations atbibutable to 
controlling interests, net of tax - - n r  57 022 - 

loss) attributable to controlling 
$531 $383 $184) $830 $3.17 

Forthe year ended December 31,2007 

Ongoing Earnings $498 $315 $(I181 $695 4.7 1 

CVO mark-to-rnarket - - (2) (2) (001) 

controlling interests, net oftax - - [ 189) 1189) (0.74) 
Discontinued operations attributable to 

Net income (loss) athibutable to controlling 

Calculated using assumed tax rate of 40 percent 

interestslb’ $998 $315 $(309) $504 $1.96 

Ihl Netincome anributableto contmllingirrterestsisshown netof preferred stockdividend requirementof~3)millionand$(2) millionat PEC and PEErrespectivehl. 

Management uses the non-GAAP financial measure 
Ongoing Earnings (i) as a measure of operating 
performance t o  assist in comparing performance from 
period to  period on a consistent basis and to  readily 
v iew operating trends; (ii) as a measure for planning and 
forecasting overall expectations and for evaluating actual 
results against such expectations; (iii) as a measure for 
determining levels of incentive compensation; and (iv) in 

of the excluded gains and charges have occurred in 
more than one reporting period but are not considered 
representative of fundamental core earnings. Histarically, 
Ongoing Earnings for our reportable segments, which 
are PEC and PEF, have been consistent with the  most 
comparable GAAP measure, net income attributable 
to controlling interests. In 2009, PEC recorded charges 
that management determined should be excluded from 
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PEC's Ongoing Earnings. The charges were  related to  
its planned retirement of certain coal-fired generating 
units prior t o  the end of their estimated useful lives and 
a cumulative prior period adjustment related to certain 
employee l i fe insurance benefits. The prior period 
adjustment, wh ich  was recorded in the fourth quarter 
of  2009, was not material to previously issued or current 
period financial statements. Ongoing Earnings is not 
a measure calculated in accordance with GAAP, and 
should be viewed as a supplementto, and not a substitute 
for, our results of operations presented in accordance 
with GAAP. 

ouervi&?rtJ' 
FOR 2009 AS COMPARED TO 2008 AN0 2008 AS COMPARED 
TO 2007 

For the year ended December 31,2009, our net income 
attributable t o  controlling interests was $757 million, or 
$2.71 per share, compared to  $830 million, or $3.17 per 
share, for t he  same period in 2008. The decrease as 
compared t o  prior year was due primarily to: 
0 unfavorable impact of discontinued non-utility 

* unfavorable net retail customer growth and usage at  

higher interest expense; and 
higher base depreciation and amortization a t  the Utilities. 

businesses (Ongoing Earnings adjustment); 

the Utilities; 

Partially offsetting these items were: 
net impact of returns earned on higher levels of nuclear 
and environmental costrecovery clause (ECRC) assets 
at PEF; 

0 favorable impact of interim and limited base rate relief 
at PEF; 
depreciation and amortization expense recognized 
in 2008 at  PEC related to  North Carolina Clean 
Smokestacks Act (Clean Smokestacks Act) amortization 
expense and depreciation expense associated with 
the accelerated cost-recovery program for nuclear 
generating assets; and 
favorable weather at the Utilities. 

For the year ended December 31,2008, our net income 
attributable t o  controlling interests was $830 million, or 
$3.17 per share, compared to  $504 million, or $1.96 per 
share, for the  same period in 2007. The increase in 2008 
as compared to 2007 was due primarily to: 

favorable impact of discontinued non-utility businesses 
(Ongoing Earnings adjustment); 

* favorableallowanceforfundsusedduring construction 

* increased retail base rates a t  PEF; 
higher wholesale revenues at PEF; 

* lower purchased power capacity costs at PEC due t o  
the expiration of a power buyback agreement; and 

e favorable net retail customer growth and usage at  PEC. 

(AFLIDC) at the LJtilitiesr 

Partially offsetting these items were: 
higher interest expense at PEF; 
higher income tax expense due to the benefit from 
the closure of certain federal tax years and positions 
in 2007; 
unfavorable net retail customer growth and usage 
at PEF; 
unfavorable weather at PEC; 
higher investment losses of certain employee benefit 
trusts a t  PEF and Corporate and Other resulting from 
the decline in market conditions; and 
higher depreciation and amortization expense at PEF 
excluding prior year recoverable storm amortization 
at PEF. 

Progress En~rgy  Carohas 
PEC contributed net income available to  parent totaling 
$513 million, $531 million and $498 million in 2009, 2008 
and 2007, respectively. The decrease in net income 
available to  parent for 2009 as compared t o  2008 was 
primarily due to unfavorable net retail customer growth 
and usage, coal plant retirement charges, higher base 
depreciation and amortization expense and a cumulative 
prior period adjustment related to certain employee life 
insurance benefits, partially offset by Clean Smokestacks 
Ac t  amortization and depreciation expense associated 
with the accelerated cost-recovery program for nuclear 
generating assets recognized in 2008 and the favorable 
impact of weather. PEC contributed Ongoing Earnings 
of $540 million in 2009. There were no Ongoing Earnings 
adjustments in 2008 and 2007.The 2009 Ongoing Earnings 
adjustments to net income available to  parent were due 
t o  PEC recording a $17 million charge, net of tax, for  
the impact of PEC's decision to  retire certain coal-fired 
generating units priorto the end of their estimated useful 
lives and recording a $90 million charge, net of tax, for 
a cumulative prior period adjustment related to  certain 
employee life insurance benefits. Management does not 
consider these charges t o  be  representative of PEC's 
fundamental core earnings and excluded these charges 
in computing PEC's Ongoing Earnings. 

, 
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. .  . .... . - _ _ _  _. 2 . . . . . . . . . .. . .. . .  The increase in net income available to parentfor 2008 as 
compared to  2007 was primarily due to lower purchased 
power capacity costs due to the expiration of a power 
buyback agreement, favorable AFUDC and favorable 
net retail customer growth and usage, partially offset 
by the unfavorable impact of weather and lower excess 
generation revenues. 

The revenue tables that follow present the total amount 
and percentage change of total operating revenues 
and its components. "Base Revenues" i s  a non-GAAP 
measure and is defined as operating revenues excluding 
clause-recovera ble regulatory returns, miscellaneous 
revenues and fuel and other pass-through revenues. We 
consider Base Revenues a useful measure to  evaluate 
PEC's electric operations because fuel and other pass- 
through revenues primarily represent the  recovery of 
fuel, applicable portions of purchased power expenses 
and other pass-through expenses through cost-recovery 
clauses and, therefore, do not have a material impact 
on earnings. Clause-recoverable regulatory returns 
include the return on asset component of DSM, energy- 
efficiency and renewable energy clause revenues. We 
have included the reconciliation and analysis that follows 
as a complement to  the financial information we provide 
in accordance with GAAP. 

REVEBlUES 

A reconciliation of Base Revenues to  GAAP operating 
revenues, including the percentage change by year and 
by customer class, follows: 

(in m i h s )  

Customer Class 2w9 %Change 2W6 %Change 2007 
Residential $1.179 1.6 $1,160 (1 0) $1,172 
Commercial 741 (0.9) 748 04 745 
Industial 374 (101) 416 2 0  408 
Governmental 62 (31) 64 49 61 
Unbilled 5 - a  - (1) 

Total retail base 
revenues 2.361 (1 5) 2,396 05  2,385 

Wholesale base 

Tdal Base 
revenues 310 - 310 (127) 355 

Revenues 2671 (1.3) 2,706 (12) 7.740 
Clause-recoverable 

Miscellaneous 114 11.8 102 52 97 
Fuel and other pass- . .  

through revenues 1,836 - 1,621 - 1,548 

regulatoryretums 6 - - 

Total operating 
revenues ylrm 45 $4,429 1.0 $4,385 

PEC's total retail base revenues were  $2 3fil billion 
and $2.396 billion for  2009 and 2008, respectively The 
$35 million decrease in revenues was  due primarily to 
the $58 million unfavorable impact of net retail customer 
growth and usage, partially offset b y  the $23 million 
favorable impact of weather. The unfavorable impact 
of net retail customer growth and usage was driven by 
a decrease in  the average usage per retail customer, 
partially offset by a net 14,000 increase in the average 
number of customers for  2009 cornpared to  2008. 
However, Pic 's rate of residential growth has declined 
as PEC's average number of customers increased a 
net 24,000 customers for 2008 compared t o  2007. The 
favorable impact of weatherwas driven by higher heating 
and cooling degree days than 2008 of 3 percent and 
5 percent, respectively Additionally, cooling degree days 
were 6 percent higher than normal in 2009 

PEC's miscellaneous revenues increased $12 million in 
2009 primarily due to higher transmission revenues. 

PEC's total retail base revenues were  $2396 billion 
and $2.385 billion for 2008 and 2007, respectively. The 
$1 1 million increase in revenues w a s  due primarily t o  
the $34 million favorable impact of netyetail customer 
growth and usage, partially offset by the $28 million 
unfavorable impact of weather. The favorable net retail 
customer growth*and usage was driven by a net 24,000 
increase in the average number of customers for 2008 
compared t o  2007, partially offset by lower average usage 
per retail customer. Weather had an unfavorable impact 
as cooling degree days were  12 percent lower than 
2007, even though cooling degree days were comparable 
to normal. 

PEC's wholesale base revenues were  $310 million 
and $355 million for  2008 and 2007, respectively. The 
$45 million lower wholesale base revenues were driven 
by $24 million lower excess generation sales due t o  
unfavorable market dynamics due t o  higher relative fuel 
costs and $22 million lawer revenues related t o  capacity 
contracts with two major customers. 

PEC's electric energy sales in kilowatt-hours (kWh) and 
the percentage change by year and by customer class 
were as follows: 

12 
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(m millions oikl4h) 

Customer Class 2w9 %Change 2008 %Change 2007 
Residenbal 17.117 07 17,000 (12) 17,200 
Commercial 13,639 (22) 13,941 (06) 14,032 
Industrial 10 ,B  (90) 11,388 (43) 11,901 
Governmental 1,497 21 1,466 19  1,438 

Unbilled 360 - (8) - 155) 

sales 42981 (1 8) 43,787 (1 6) 44,516 

Wholesale 13366 (25) 14,329 (64) 15.309 

TotalkWhsales 56947 (20) 58,116 (29) 59,825 

Total retail kwh 

The decrease in retail kWh sales in 2009 was primarily 
due t o  a decrease in average usage per retail customer. 
PEC's industrial kWh sales have decreased 9.0 percent 
from 2008, primarily due to  continued reductions in textile 
manufacturing in the Carolinas as a result of global 
competition and domestic consolidation as wel l  as a 
continued downturn in the lumber and building materials 
segment as a result of declines in construction. Many of 
the manufacturers in PEC's service territory have been 
adversely impacted by the economic conditions, and we  
expect a relatively s low recovery in industrial sales once 
the economy begins t o  recover. 

Wholesale kWh sales decreased for 2009 primarily due 
to  decreased excess generation sales resulting from 
unfavorable market dynamics. 

Industrial electric energy sales decreased in 2008 
compared to 2007, primarily due to downturns in textile 
manufacturing and lumber and building materials segment 
as previously discussed. 

PEC has experienced a decline in its retail and wholesale 
kWh sales due t o  the economic conditions in the United 
States. We cannot predict how long these conditions may 
last or the extent to which they may impact revenues. In 
the future, PEC's customer usage could be impacted by 
customer response t o  energy-efficiency programs and to  
increased rates. 

EXPENSES 

Fuel and Plerchased hnver 

Fuel and purchased power costs represent the costs of 
generation, which include fuel purchases fOF generation, 
as well as energy purchased in the market to  meet 
customer load. Fuel and applicable portions of purchased 
power expenses are recovered primarily through cost- 
recovery clauses, and, as such, changes in these 
expenses do not have a material impact on earnings 

The difference between fuel and purchased power costs 
incurred and associated fuel revenues that are subjectto 
recovery is deferred for future collection from or refund 
to customers. 

Fuel and purchased power expenseswere$1.909 billion for 
2009, which represents a $217 million increase compared 
to 2008. Fuel used in electric generation increased 
$334 million to $1.680 billion primarily due to $248 million 
higher deferred fuel expense and the$% million net impact 
of higher fuel costs.The increase in deferred fuel expense 
was primarily due to the implementation of new fuel rates 
in North Carolina. The higher fuel costs were  primarily 
due to higher coal prices. Purchased power  expense 
decreased $1 17 million to  $229 million compared to prior 
year. The decrease was primarily due to  lower market 
purchases of $85 million and lower co-generation of 
$43 million primarily due to lower system requirements 

Fuel and purchased power expenses were $1.692 billion 
for2008, which represents a $9 million increase compared 
to 2007. Purchased power expense increased $44 million 
to  $346 million compared to 2007. The increase was 
primarily due to  increased economical purchases in 2008 
of $78 million, partially offset by the $38 million impact 
from the expiration of a power buyback agreement with 
North Carolina Eastern Municipal Power Agency (Power 
Agency). Fuel used in electric generation decreased 
$35 million to $1.346 billion primarily due to  a $1 16 million 
decrease in deferred fuel expense, partially offset by 
increased fuel costs of$81 million.The decrease in deferred 
fuel expense was primarily driven by a $64 million impact 
fromthe implementation of state legislation that expanded 
the definition of the traditional fuel clause to include costs 
of commodities such as ammonia and limestone used in 
emissions control technologies (reagents), transmission 
charges and non-capacity-related costs of purchases 
and a $49 million impact related t o  under-recovered fuel 
costs. Deferred fuel expense was higher in 2007 primarily 
dueto the collection of fuel costsfrom customers that had 
been previously under-recovered. The increase in  fuel 
costs of $81 million was primarily due to an increase in 
coal prices, partially offset bythe impacts of lower system 
requirements and a change in the generation mix. 

Operation and klainienance 

O&M expense was$l 072 billion for 2009,which represents 
a $42 million increase compared to 2008. This increase 
was primarily due to coal plant retirement charges of 
$28 million, higher pension and henefit costs of $12 million 
and storm costs of $9 million, partially offset by lower 
emission allowance expense of $13 million resulting 
from lower system requirements, changes in generation 
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mix and sales of nitrogen oxide (NOx) allowances. PEG 
recognized coal plant retirement charges ($17 million, 
net of tax) for  the impact of the decision to  retire 
11 coal-fired units priorto the end oftheir estimated useful 
lives (See "Future Liquidity and Capital Resources - PEC 
Other Matters" and "Other Matters - Energy Demand"). 
Management determined that such charges should be an 
exclusion from PECS Ongoing Earnings. 

_._, 

O&M expense w a s  $1  030 billion for 2008, wh ich  
represents a $6 million increase cornpared to 2007. This 
increase was driven primarily by a $33 million increase 
in nuclear expenses, of which  $18 million relates to  
refurbishments, preventive maintenance and incremental 
outage expenses at Brunswick Nuclear Plant(Brunswick1. 
Additionally, OEiM increased due to a $7 million increase 
in estimated environmental remediation expenses (See 
Note 21A), partially offset by$19 million lower employee 
benefits and $16 million lower nuclear plant outage and 
maintenance costs. The decrease in employee benefits 
was  primarily due to  the 2007 impact from changes in 
stock-based compensation plans and higher relative 
employee incentive goal achievement The decrease 
in nuclear plant outage and maintenance costs was 
primarily due to two nuclear refueling and maintenance 
outages in 2008 compared to  three in 2007. 

Depreciation, Arnorttjzziian and Wccrolion 

Depreciation, amortization and accretion expense was 
$470 million for  2009, wh ich  represents a $48 million 
decrease cornpared to 2008. This decrease was primarily 
attributable to  the $52 million of depreciation associated 
with the accelerated cost-recovery program for nuclear 
generating assets recognized during 2008 (See Note 78) 
and the $15 million of Clean Smokestacks Act amortization 
recognized in 2008, partially offset by the $21 million 
impact of depreciable asset base increases. The North 
Carolina jurisdictional aggregate minimum amount of 
accelerated cost recovery has been met, and the South 
Carolina jurisdictional obligation was terminated by the 
Public Service Commission of South Carolina (SCPSC). 
PEC does not anticipate recording additional accelerated 
depreciation in the  North Carolina jurisdiction, but will 
record depreciation over the  remaining useful lives of 
the assets. In accordance with a regulatow order, PEC 
ceased to amortize Clean Smokestacks Act. compliance 
costs, butwi l l  record depreciation overthe useful lives of 
the assets (See Note 78). 

Depreciation, amortization and accretion expense was 
$518 million for  2008, wh ich  represents a $1 million 
decrease cornpared to 2007 This decrease was primarily 

- 
attributable t o  $19 million lower Clean Smokestacks 
Ac t  amortization, $8 million lower GridSouth Transco, 
LLC (GridSouth) amortization and $3 million lower storm 
deferral amortization, partially offset by$15 million higher 
depreciation associated with the accelerated cost- 
recovery program for nuclear generating assets and the 
$15 million impact of depreciable asset base increases. 

lares Other S'Ran 011 Income 

Taxes other than on income was $210 million, $198 million 
and $192 million in 2009, 2008 and 2007, respectively. 
The $12 million increase in 2009 compared to  2008 was 
primarily due to an increase in gross receipts taxes due to 
higher operating revenues and higher property tax rates. 
Gross receipts taxes are collected from customers and 
recorded as revenues and then remitted to the applicable 
taxing authority. Therefore, these taxes have no material 
impact on earnings. 

TQ;al lither Income, Wet 

Total other income, net was $20 million for 2009, which 
represents a $23 million decrease compared to 2008,This 
decrease was primarily due to a curnulalive prior period 
adjustment related t o  certain employee life insurance 
benefits and lower interest income resulting from lower 
average eligible deferred fuel balances. During the fourth 
quarter of  2009, PEC recorded a cumulative prior period 
adjustment related to  certain employee life insurance 
benefits. The impact of this adjustment decreased total 
other income, ne t  by $16 million and decreased net 
income available to parent by$ l0  million.The prior period 
adjustment is not material to previouslyissued or current 
period financial statements. Management determined 
that the adjustment should be an exclusion from PEG'S 
Ongoing Earnings. 

- 

Total other income, net was $43 million for 2008, which 
represents a $6 million increase compared to 2007. This 
increase was primarily due to$17 million favorable AFUDC 
equity related to eligibility of certain Clean Smokestacks 
Ac t  compliance costs and other increased eligible 
construction project costs, partially offset by $9 million 
lower interest income resulting from lower average 
eligible deferred fuel balances and lower temporary 
investment balances. 

Total Merest Charges. Met 

Total interestcharges, netwas$195millionfor 2009, which 
represents a $12 million decrease cornpared to  2008. This 
decrease was primarily due to lower interest rates on 
variable rate debt, partially offset by higher interest as a 
result of higher average debt outstanding. 
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Total interest charges, net was  $207 million fo r  2008, 
which represents a $3 million decrease compared t o  
2007. This decrease was primarily due to  the $7 million 
favorable AFUDC debt related to  eligibility of certain Clean 
Smokestacks Ac t  compliance costs and other increased 
eligible construction project costs and the $4 million 
impact of a decrease in average long-term debt, offset by 
an$ l l  million interest benefit resulting from the resolution 
of tax matters in 2007. 

j '  

lncorsrft Tax E:;penrsa 

Income tax expense was $277 million, $298 million and 
$295 million in 2009, 2008 and 2007, respectively. The 
$21 million income tax expense decrease in 2009 compared 
to  2008 was primarily due to the impact of lower pre.tax 
income and the $5 million favorable tax benefit related to  
a deduction triggered bythetransfer of previouslyfunded 
amounts f rom nonqualified nuclear decommissioning 
trusts (NDTs) to qualified NDTs. The$3 million income tax 
expense increase in 2008 compared to 2007 was primarily ' 
due to the $14 million impact of higher pre-tax income and 
the$5 million impact related to the deduction for domestic 
production activities, partially offset by the $7 million 
tax impact of employee stock-based benefits and the 
$7 million impact of the increase in  AFUDC equity 
previously discussed. AFUflC equity is excluded from the 
calculation of income tax expense. 

-. 

PEF contributed net income available to  parent and 
Ongoing Earnings totaling $460 million, $383 million and 
$315 million in 2009, 2008 and 2007, respectively. The 
increase in net income available t o  parent for 2009 as 
compared t o  2008 was  primarily due to  the higher net 
impact of returns earned on higher levels of nuclear and 
ECRC assets to  be recovered through respective cost- 
recovery clauses, the favorable impact o f  interim and 
limited base rate relief (See Note 7C) and the favorable 
impact of weather, partially offset by the  unfavorable 
impact of retail customer growth and usage, higher 
base depreciation and amortization expense, and higher 
O&M. 

The increase in net income available to parent for 2008 
as compared to 2007 was primarily due to  favorable 
AFUDC, increased retail base rates and higherwholesale 
revenues, partially offset by higher interest expense, 
unfavorable ne t  retail customer growth and usage, 
higher depreciation and amortization expense excluding 
recoverable storm amortization, and higher investment 
losses of certain employee benefit trusts. 

The revenue tables that follow present the total amount 
and percentage change of total  operating revenues 
and its components. "Ease Revenues" is a non-GAAP 
measure and is defined as operating revenues excluding 
clause-recoverable regulatory returns, miscellaneous 
revenues and fuel and other pass-through revenues. We 
consider Ease Revenues a useful measure to evaluate 
PEFs electric operations because fuel and other pass- 
through revenues primarily represent the recovery of 
fuel, applicable portions of purchased power and other 
pass-through expenses through cost-recovery clauses 
and, therefore, do not have a material impact on earnings. 
Clause-recoverable regulatory returns include the  
revenues associated with the return on asset component 
of nuclear cost-recovery and ECRC revenues. We have 
included the reconciliation and analysis that follows as 
a complement to the financial information w e  provide in 
accordance with GAAP. 

REYVEBUES 

A reconciliation of Base Revenues to GAAP operating 
revenues, including the percentage change by year and 
by customer class, follows: 

(in rnillioris) 

Customerclass 2w9 %Change 2008 %Change 2007 

Residential $946 59 $833 3 4  $864 

Commercial 340 3 7  328 

Governmental 87 6 1  82 51 78 
Unbtlled 9 - 11) 1 

6 8  307 

Industrial 72 (53) 76 56 72 

- 
Total retail base 

revenues 1,454 55 1,378 42  1,322 
Wholesale base 

revenues 2.07 5.1 197 33.1 148 
Total Base 

7 1 1,470 Revenues lfil 5 5  1,575 
Clause-recoverable 

regulatory 
returns 87 6909 11 45DO 2 

Miscellaneous 189 6 2  178 47 170 

Fuel and other .. 
pass-through 

Total operating 
revenues 3314 - 29w - 3,107 

revenues $5251 111) $4,731 (0.4) $4,749 

PEFs total retail base revenues were $1.454 billion and 
$1.378 billion for 2009 and 2008, respectively.The$76 million 
increase was primarily due to the $79 million favorable 
impact of interim and limited base rate relief and the 
$36 million favorable impact of weather, partially offset 
by the $41 million unfavorable impact of retail customer I 
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growth and usage. The interim and limited base rate f i n m j / / j ~ ~ s o f k ~ ~  

2w9 %Change 2008 %Change 20D7 

base rate relief, $7 million related to  interim rate relief, Residential 19m 04 19,328 (29) 19,912 

relief was approved bythe FPSC effective July 1,2009, as 
discussed in Note 7C. Ofthe$79 million interim and limited 

Customerclass 

which was in effect for only 2009, and $72 million related C m ~ e r c i a l  11884 (21) 12,139 (0.4) 12,183 

to  limited rate relief, which will continue in accordance Industrial 3 3 5  (132) 3,786 (09) 3,820 

32% (1.4) 3,302 (1.9) 3,367 
131 - 199) - (6) 

37,555 (1.3) 38,456 (21) 39276 degree daysthan2008 and 6 percent higher cooling degree 
days than 2008. Heating degree days were 4 percent lower Wholesale 3.835 (43.1) 6,734 11.8 6,024 

with the base rate proceeding with an annual revenue 
requirement of $132 million. The favorable impact of 
weatherwas primarily driven by 14 percent higher heating 

Governmental 

Unbilled 
Total retail kWh 

sales 

than normal in 2009 and 16 percent lower than normal in TotalkWhsales 41.m 17.51 45,190 (02) 45900 
2008. In addition to lower average usage per customer, 
PEF's average number of customers for 2009, compared to  
2008, decreased a net 8,000 customers and had no change 
in customers for 2008, compared to 2007. 

PEF's clause-recoverable regulatory returns were  
$87 million and $1 1 million for 2009 and 2008, respectively. 
The $76 million higher revenues related to  nuclear 
cost  recovery and ECRC assets of $61 million and 
$15 million, respectively. As a result of an FPSC regulatory 
order effective in January 2009, PEF is allowed t o  earn 
returns on certain costs related to nuclear construction, 
as discussed in Note 7C. W e  anticipate higher returns 
on ECRC assets in 2010 due to placing approximately 
$790 million of Clean Air Interstate Rule (CAIR) projects 
into service in late 2009. However, we  do not anticipate 
a significant change in returns on nuclear cost-recovery 
assets in 2010 related to  Levy 

PEFs total retail base revenues were $1.378 billion 
and $1.322 billion for 2008 and 2007, respectively. The 
$56 million increase was primarilydueto$90 million of base 
rate increases, partially offset bythe $32 million impact of 
unfavorable net retail customer growth and usage. The 
increase in base rates was due to $53 million from Hines 
4 being placed in service and the $37 million transfer of 
Hines 2 cost recovery from the fuel clause to  base rates. 
These base rate changes occurred in accordance with 
PEF's 2005 base rate settlement agreement. 

PETS wholesale base revenues of $197 million and 
$148 million for  2008 and 2007, respectively, increased 
$49 million. The increase was primarily due to  several new 
and amended contracts. 

PEF'selectric energy sales and the percentage change by 
year and by cusromer class were as follows: 

Wholesale base revenues increased in 2009, despite 
decreased wholesale kWh sales in 2009, primarily due to 
committed capacity revenues. The wholesale kWh sales 
decreased primarily due to  market conditions in which 
wholesale customers fulfilled a portion of their system 
requirements from other sources. Many of the new and 
amended capacity contracts entered into in 2008 expired 
bythe end of 2009. Given the current economic conditions 
discussed below, PEFdoes not believe it is liltelyto replace 
these wholesale contracts in 2010. 

Retail base revenues increased in 2009, despite a 
decrease in kWh sales fo r  the same period, primarily 
due t o  the impact of interim and limited base rate relief 
approved by the FPSC in 2009 (See Note 7C). Retail base 
revenues increased in 2008, despite a decrease in kWh 
sales for the same period, primarily due to an increase 
in  base rates in accordance with PEFs 2005 base rate 
settlement agreement, as previously discussed. 

The economic conditions and general housing downturn 
in the United States has continued to  contribute to  
a slowdown in customer growth and usage in PEF's 
service territory resulting in a 1.3 percent decrease 
in retail kWh sales for 2009, compared t o  2008, and a 
2.1 percent decrease for 2008, compared t o  2007. The 
impact of the general housing downturn was especially 
severe in several states, including Florida. Additionally, we 
believe the current economic conditions have impacted 
our  wholesale customers' usage. We cannot predict how 
long these economic conditions may last o r  the extent 
to which revenues may be impacted. In the future, PEF's 
customer usage could be impacted by customer response 
to energy-efficiency programs and to  increased rates. 

EXPENSES 

Fuel and Purchased Pov~~eia~. 

Fuel and purchased power costs represent the costs of 
generation, which include fuel purchases for generation, 
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as w e l l  as energy purchased in the market to meet 
customer load. Fuel and purchased power expenses 
are recovered primarily through cost-recovery clauses, 
and, as  such, changes in these expenses do not have 
a material impact on earnings. The difference between 
fuel and purchased power costs incurred and associated 
fuel revenues that are subject to  recovery is deferred for 
future collection from or refund t o  customers. 

Fuel and purchased power expenses were $2.754 billion in 
2009, wh ich  represents a $126 million increase compared 
to  2008. Fuel used in electric generation increased 
$397 mill ion to $2.072 billion cornpared to 2008. This 
increase w a s  primarily due to  higher deferred fuel  
expense of $467 million driven by the implementation of 
new fuel rates, partially offset by decreased current year 
fuel costs of $70 million.The decrease in current year fuel 
costs w a s  primarily due to  lower system requirements. 
Purchased power expense decreased $271 million 
compared to the same period in 2008, primarily due to 
$164 million lower interchange costs and a decrease in 
the recovery of deferred capacity costs of $91 million, 
both resulting from lower system requirements. 

Fuel and purchased power expenses were$2 628 billion in 
2008, wh ich  represents an$18 million decrease compared 
to 2007. Fuel used in electric generation decreased 
$89 million to  $1.675 billion primarily due to a $381 million 
decrease in deferred fuel expense, partially offset by 
increased fuel costs of $293 million. The decrease in 
deferred fuel expense was primarily due to  the regulatory 
approval to  lowerthe fuel Factor for customers effective 
January 2008 as a result of over-recovery of fuel costs 
in t h e  prior year. With the increase in fuel pr ices 
experienced in 2008, PEF successfully sought a mid- 
course fuel correction, butthe revised fuel factors were 
not effective until August 2008. The increase in fuel costs 
was primarily due to  increased fuel prices and a change 
in generation mix. Purchased power expense increased 
$71 million t0$953 million compared to 2007. This increase 
was primarily due to  increased purchases of $37 million 
as a resul t  of higher fuel costs and an increase in the  
recovery of deferred capacity costs of $334 million. 

Dpsraiilsn and Uaindenaec~ 

O&M expense was $839 million in 2009, which represents 
a $26 million increase cornpared to 2008. The increase 
was primarily due to $63 million higher ECRC and energy 
conservation cost recovery clause (ECCR) costs primarily 
due to an increase in current year rates for recovery of 
emission allowances, higher pension costs of $24 million 
and higher nuclear plant outage and maintenance costs 
of$14 million, partially offset by lower storm cost recovery 

of $66 million due to the surcharge that ended in July 
2008 and the impact of a change in our earned vacation 
policy o f $ l l  million The ECRC and ECCR expenses and 
replenishment of storm damage reserve are recovered 
through cost-recovery clauses and, therefore, have no 
material impact on earnings. Pension costs are higher 
due to a $20 million pension credit in the prior year 
Substantially all of 2009's pension expense has been 
deferred in accordance with an FPSC order (See Note 
7C). In the aggregate, O&M expenses recoverable 
through base rates increased $25 million compared to 
the same period in 2008. 

O&M expense was $813 million in 2008, which represents 
a $21 million decrease compared to  2007. The decrease 
was primarily due to $24 million lower ECRC costs due 
t o  a decrease in the rates resulting from over-recovery, 
$12 million lower employee benefit costs primarily 
due to the 2007 impact from changes in stock-based 
compensation plans and $12 million lower sales and use 
tax audit adjustment, partially offset by$19 million related 
to  storm damage reserves replenishment surcharge in 
effect August 2007 through July 2008 in accordance with 
a regulatory order, and $71 million higher plant outage 
and maintenance costs. The ECRC and replenishment of 
storm damage reserves expenses are recovered through 
cost-recovery clauses and, therefore, have no material 
impact on earnings. In the aggregate, 08rM expenses 
recoverable through base rates decreased $19 million 
compared to the same period in 2007. 

Dep~c ia l j on ,  Cimertizatioa ami ,4ccrenion 

Depreciation, amortization and accretion expense was 
$502 million for 2009, which represented an increase of 
$196 million compared to 2008, primarily due to higher 
nuclear cost-recovery amortization of $155 million (See 
Note 7C). In aggregate, depreciation, amortization and 
accretion expenses recoverable through base rates 
increased $31 million compared to  2008, primarily due to 
depreciable asset base increases. 

Depreciation, amortization and accretion expense was 
$306 million for 2008, which represented a decrease of 
$60 million compared to 2007, primarily due to $75 million 
lower amortization of unrecovered storm restoration 
costs and a $7 million write-off in 2007 of leasehold 
improvements primarily related to  vacated office space, 
partially offset by  the $20 million impact of depreciable 
asset base increases. Storm restoration costs, which 
were fully amortized in August 2007, were  recovered 
thraugh a storm-recovery surcharge and, therefore, 
had no  material impact on earnings (See Note 7C). In 
aggregate, depreciation, amortization and accretion 
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expenses recoverable through base rates increased 
$13 million compared to 2007, primarily due to  depreciable 
asset base increases, 

Taxes 5theci Than EQI ln~crme 

Taxes otherthan on income was$347 million,$309million and 
$09 million in 2009,2008 and 2007, respectively.The$38 million 
increase in 2009 compared to 2008 was primarily due to an 
increase in gross receipts and franchise taxes due to higher 
operating revenues. Gross receipts and franchise taxes are 
collected from customers and recorded as revenues and 
then remitted to  the applicable taxing authority, Therefore, 
these taxes have no material impact on earnings. 

Other 

Other operating expense was an expense of $7 million 
in 2009, income of $5 million in 2008 and an expense of 
$8 million in 2007. The $7 million expense in 2009 and the 
$8 million expense in 2007 were primarily due to regulatory 
disallowances of fuel costs (See Note 7C). The $5 million 
income in 2008 was primarily due to gain on land sales. 

lola! 0tBeer eracome. We€ 

Total other income, net was $100 million for 2009, which 
represents a $6 million increase compared to  2008. This 
increase was primarily due to  the $16 million of investment 
gains on certain employee benefit trusts resulting from 
improved market conditions, partially offset by $5 million 
lower interest income resulting from lower short-term 
investment balances and $4 million unfavorable AFUDC 
equity related t o  eligible construction project costs, 
primarily due t o  placing the repowered Bartow Plant into 
service in 2009. 

- 

Total other income, net was $94 million for 2008, which 
represents a $46 million inc'rease compared to  2007. 
This increase was primarily due to $54 million favorable 
AFUDC equity related to eligible construction project 
costs, partially offset b y $ l l  million of investment losses of 
certain employee benefittrusts resulting from the decline 
in market conditions. 

Tc&i Iwtesesi Charges. Met 

Total interest charges, net was  $231 million in 2009, 
wh ich  represents an increase of $23 million cornpared 
t o  2008. The increase in interest charges was primarily 
due to  higher interest as a result of higher average debt 
outstanding. 

Total interest charges, net was $208 million in 2008, which 
represents an increase of $35 million compared to  2007. 
The increase in interest charges was primarily due tothe 
$60 million impact of an increase in average long-term 
debt, partially offset by$16 million favorable AFUDC debt 
related to costs associated with eligible construction 
projects and $7 million interest benefit resulting from the 
resolution of tax matters in 2008. 

!n68KN? Ta:: E%PC?s;Se 

income tax expense was $209 million, $181 million and 
$144 million in 2009, 2008 and 2007, respectively. The 
$28 million income tax expense increase in 2009 compared 
t o  2008 was primarily due to  the $40 million impact 
of higher pre-tax income compared t o  the prior year, 
partially offset by the  $1 1 million impact of the favorable 
tax benefit related to  a deduction triggered by the transfer 
of previously funded amounts from the nonqualified NOT 
fund t o  the qualified NDT fund. The $37 million income 
tax  expense increase in 2008 compared to  2007 was 
primarily due to the $40 million impact of higher pre-tax 
income compared to 2007, $6 million benefit related t o  
the closure of certain federal tax years and positions in 
2007, $4 million due to  the  accelerated amortization of 
tax-related regulatory assets in accordance with PEF's 
2005 base rate settlement agreement, and $3 million 
related to  the deduction for  domestic production activities, 
partially offset by  the $21 million impact of favorable 
AFUDC equity discussed above. AFURC equity is excluded 
from the calculation of income tax expense. 

Carparate and Q h r  
The Corporate and Other segment primarily includes the 
operations of the Parent, PESC and other miscellaneous 
nonregulated businesses that do not separately meet 
the quantitative disclosure requirements as a reportable 
business segment. A discussion of the items excluded 
from Corporate and Other's Ongoing Earningsis included in 
the detailed discussion and analysis below. Management 
believes the excluded items are not representative of our 
fundamental core earnings. The following table reconciles 
Corporate and Other's Ongoing Earnings t o  GAAP net 
income attributable to controlling interests: 
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I I - -  _____.- 

(in millions) 2w9 Change 2008 Change 2007 

Other interest expense Q(253) $130) $1223) $(18) S(2051 

Other incometax benefit 81 1 86 (19) 105 

Other income (expense) 12 13 (1) 17 (18) 

Ongoing Earnings (154) (16) 1138) (20) (118) 

CVO mark-to-market 19 19 - 2 (2) 

loss carryforward - 3 13) (3) - 

Valuation allowance and 
related net operabng 

- -  IrnpairmerirlDI (21 (2 )  - 

Dlsconbnued operations 
aMibutableto conbol- 
linginkr&,netoftzu (79) (136) 57 246 (189) 
Netloss atbibubbleto 

coniroliinginterests (216) (132) (84) 225 (309) 

la' Calculated using assumed tax rate of 40 percent 

OTHER IMTEWESS EXPEP!SE 

Other interest expense was $253 million, $223 million and 
$205 million for 2009, 2008 and 2007, respectively. The 
$30 million increase for 2009 compared t o  2008 was 
primarily due to higher average debt outstanding at the 
Parent The $18 million increase for 2008 compared to  
2007 was primarily due to  a $6 million 2007 benefit related 
to  the closure of certain federal tax years and positions 
and a decrease in the interest allocated to discontinued 
operations. The decrease in interest allocated to  
discontinued operations resulted from the allocations of 
interest expense in early 2007 to  operations that were  
sold later in 2007. An immaterial amount and $13 million of 
interest expense were allocated to discontinued operations 
for 2008 and 2007, respectively. No interest expense was 
allocated to  discontinued operations in 2009. 

I 

OTHER INCOME TAX 3ENEFK 

Other income tax benefit was $87 million, $86 million and 
$105 million for 2009, 2008 and 2007, respectively. The 
$1 million increase for2009 compared to ZOO8 was primarily 
due t o  higher pre-tax expenses, partially offset by the 
unfavorable impact at the Corporate level resulting from 
the deductions taken by the Utilities related to  NDT funds 
(See "Progress Energy Carolinas - Income Tax Expense" 
and "Progress Energy Florida - Income Tax Expense") 
The $19 million decrease for 2008 compared to 2007 was 
primarily due to the 2007 benefit related to  the closure of 
certain federal tax years and positions. 

OTHER INCOPdE (EXPEMSE) 

Other income (expense) was  $12 million income, 

2008 and 2007, respectively. The $13 million change for 
2009 compared to  2008 was primarily due to investment 

~ 

I $1 million expense and $18 million expense fo r  2009, 

gains on certain employee benefit trusts resulting from 
improved financial market conditions. The $17 million 
change for 2008 compared to  2007 was primarily due to  
$15 million decreased indirect corporate overhead due to 
divestitures completed in 2007 and $12 million decreased 
legal expenses, partially offset by$8 million of investment 
losses of certain employee benefit trusts resulting from 
the decline in market conditions. 

- 

- 

CVr3 b?c'lARli-TO-PVIARKET 

Progress Energy issued 98.6 million CVOs in connection 
with the acquisition of Florida Progress Corporation 
(Florida Progress) in 2000. Each CVO represents the right 
of the holderto receive contingent payments based on the 
performance of four synthetic fuels facilities purchased 
by subsidiaries of Florida Progress in October 1999. The 
payments are based on the net after-tax cash flows the 
facilities generate (See Note 15). The CVOs had a fair 
value of $15 million at December 31,2009, and $34 million 
a t  December 31,2008 and 2007. Progress Energyrecorded 
unrealized gains of $19 million for 2009 and unrealized 
losses of $2 million for 2007, to  record the changes in fair 
value of the CVOs, which had average unit prices of $0.16 
at December 31,2009 and $0.35 at December 31,2008 
and 2007. 

VALUATQOW ALLOWANCE arm RELATED MET 
O$ER&TlPE LOSS GARllY FOR'vW%?D 

We previously recorded a deferred tax asset for  a 
state net operating loss carry forward upon the sale 
of Progress Energy Ventures, Inc.'s (PVI) nonregulated 
generation facilities and energy marketing and trading 
operations. In 2008, w e  recorded an additional $6 million 
deferred tax asset related to  the state net operating loss 
carry forward due t o  a change in  estimate based on 
2007 tax return filings. We also evaluated the total state 
net operating loss carry forward and recorded a partial 
valuation allowance of $9 million, which more than offset 
the change in estimate. 

~~~'~~~~~~~~ 

In 2009, Progress Energy recorded impairments of certain 
investments of our Affordable Housing portfolio. 

DISEONTI%lJELS EBkEEATIONS ATTWIGUTAEXE TO 
CONTROLLING INTERESTS. MET OF TKL 

We completed our  business strategy of divesting o f  
nonregulated businesses t o  reduce our business risk 
and focus on core operations of the Utilities. See Note 
3 for additional information related to discontinued 
ope rations 
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In 2009, w e  recognized $79 million of expense from 
discontinued operations attributable t o  controlling 
interests, net  of tax, which was primarily due to  a jury 
delivering a verdict in a lawsuit against Progress Energy 
and a number of our subsidiaries and affiliates previously 
engaged in  coal-based solid synthetic fuels operations. 
As  a result, w e  recorded an after-tax charge of 
$74 million to discontinued operations in 2009, which was 
net of a previously recorded indemnification liability. The 
ultimate resolution of these matters could result in further 
adjustments. See Note 22D for additional information. 

During 2008 w e  recognized $57 million of income from 
discontinued operations attributable to  controlling 
interests, net of tax, which was comprised primarily of 
$49 million after-tax gains on sales of our coal terminals 
and docks in West Virginia and Kentucky (Terminals) and 
our remaining coal mining businesses. 

In 2007, w e  recognized $189 million of expense from 
discontinued operations attributable to controlling 
interests, net of tax, wh ich  was comprised primarily 
of $283 million net losses related to  the exit of the 
Competitive Commercial Operations (CCO) business, 
partially offset by $83 million net earnings related t o  
the Terminals and Synthetic Fuels businesses. The net 
losses from the CCO business were primarily due to the 
$349 million after-tax charge associated with exit costs, 
partially offset by unrealized mark-to-market gains related 
t o  de-designated natural gas hedges. We had substantial 
operations associated with the production of coal-based 
solid synthetic fuels. The production and sale of these 
products qualified for federal income tax credits so long 
as certain requirements were satisfied. As a result of the 
expiration of the tax credit program, all of our synthetic 
fuels businesses were abandoned and all operations 
ceased as of December 31,2007. 

~~~~~~~~~~~ OF CRlTDCA!. A:CCOUNT%SI36 
PdJhf@fi%S AlYD ESTiP47ATES 
We prepared our Consolidated Financial Statements in 
accordance with GAAP. In doing so, w e  made certain 
estimates tha t  were critical-in nature to the results of 
operations. The following discusses those significant 
accounting policies and estimates that may have a 
material impact on our financial results and are subject 
to  the greatest amount of subjectivity. We have discussed 
the development and selection ofthese critical accounting 
policies and estimates with the Audit and Corporate 
Performance Committee (Audit Committee) of our board 
of directors. 

Impact Q$ WiWy Regdatidsi; 
Our regulated utilities segments are subject to  regulation 
that, sets the prices (rates) we are permitted t o  charge 
customers based on the costs that regulatory agencies 
determine w e  are permitted to  recover. A t  times, 
regulators permit the future recovery through rates of 
costs that  would be currently charged to expense by 
a nonregulated company. The application of GAAP for 
regulated operations to this ratemaking process results 
in deferral of expense recognition and the recording 
of regulatory assets based on anticipated future cash 
inflows. As a result of the different ratemaking processes 
in each state in which w e  operate, a significant amount 
of regulatory assets has been recorded. We continually 
review these regulatory assets to assess their ultimate 
recoverability within the approved regulatory guidelines, 
Impairment risk associated with these assets ielates 
to  potentially adverse legislative, judicial or regulatory 
actions in the future. Additionally, the state regulatory 
agencies' ratemaking processes often provide flexibility 
in the manner and timing of the depreciation of property, 
nuclear decommissioning costs and amortization of the 
regulatory assets. 

Our conclusion that we  meet the criteria to  apply GAAP 
for regulated operations is  a material assumption in 
the presentation and evaluation of our and the Utilities' 
financial position and results of operations. The Utilities' 
ability to  continue to  meet the criteria for application of 
GAAP for regulated operations could be affected in the 
future by actions of our regulators, competitive forces 
and restructuring in the electric utility industry. State 
regulators may not allow the Utilities to increase future 
retail rates required t o  recover their operating costs 
or provide an adequate return on investment, or in the 
manner requested. State regulators may also seek to  
reduce or freeze retail rates. Such events occurring over 
a sustained period could result in the Utilities no longer 
meeting the criteria fo r  the continued application of 
GAAP for regulated operations. In the event that GAAP 
for regulated operations no longer applies to one or both 

es, w e  are subject to the risk that regulatory 
assets and liabilities would be eliminated and utility 
plant assets may be impaired, unless an appropriate 
recovery mechanism was provided. Additionally, our 
financial condition, cash flows and results of operations 
may be adversely impacted. See Note 7 for  additional 
information related to the impact of utility regulation on 
our operations. 

We evaluate the carrying value of long-lived assets 
and intangible assets with definite lives for impairment 
whenever impairment indicators exist If an impairment 
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indicator exists, the asset group held and used is tested 
for recoverability by comparing the carrying value to  the 
sum of undiscounted expected future cash flows directly 
attributable to the asset group. If the asset group is not 
recoverable through undiscounted cash flows or if the 
asset group is to be disposed of, an impairment loss is 
recognized for the difference between the carrying value 
and the fair value of the asset, group. Our exposure t o  
potentialimpairmentlossesfor utilityplant, netismitigated 
by the  fac t  tha t  our regulated ratemaking process 
generally allows for recovery of our investment in utilrty 
plant plus an allowed return on the investment, as long 
as the costs are prudently incurred. The carrying value of 
our total utjlity plant, net a t  December 31,2009 and 2008, 
was $19.733 billion and $18.293 billion, respectively. 

As discussed in Note 13, our financial assets and 
liabilities are primarily comprised of derivative financial 
instruments and marketable debt and equity securities 
held in our nuclear decommissioning trusts. Substantially 
all unrealized gains and losses on derivatives and all 
unrealized gains and losses on nuclear decommissioning 
trust investments are deferred as regulatory liabilities or 
assets consistent wi th ratemaking treatment. Therefore, 
the impact of fair value measurements from recurring 

Nuclear decommissioning AROs represent 95 percent 
of Progress Energy's total AROs a t  December 31, 2009. 
To determine nuclear decommissioning AROs, we  utilize 
periodic site-specific cost studies in order to  estimate 
the nature, cost and timing of planned decommissioning 
activities for our nuclear plants.. Our regulators require 
updated cost estimates for  nuclear decommissioning 
everyfiveyears.These coststudies aresubjectto change 
based on a variety of factors including, but not limited 
to, cost escalation, changes in technology applicable to  
nuclear decommissioning and changes in federal, state 
or local regulations. Changes in  PEC's and PEF's nuclear 
decommissioning site-specific cost estimates or the  use 
of alternative cost escalation or discount rates could 
be material to the  nuclear decommissioning liabilities 
recognized. 

PEC obtained updated cost studies for its nuclear plants 
in 2009, using 2009 cost factors. If the site-specific cost 
estimates increased by 10 percent, PEC's AROs would 
have increased by $77 million. If the inflation adjustment 
increased 25 basis points, PEC's AROs would have 
increased by $169 million. Similarly, an increase in the 
discount rate of 25 basis points would have decreased 
PEC's AROs by$56 million. 

financial assets and liabilities on ou; earnings is  not 
significant. 

Assel Retirernt?.rrt Obligaiirzns 
Asset Retirement Obligations (AROs) represent legal 
obligations associated with the retirement of certain 
tangible long-lived assets.The present values of retirement 
costs for which w e  have a legal obligation are recorded 
as liabilities with an equivalent amount added to the asset 
cost and depreciated overthe useful life of the associated 
asset. The liability is then accreted over time by applying 
an interest method of allocation to  the liability. 

PEF obtained an updated cost study for its nuclear plant 
in 2008, using 2008 cost factors. If the site-specific cost 
estimates increased by 10 percent, PEF's AROs would 
have increased by $32 million. If the inflation adjustment 
increased 25 basis points, PEFs AROs would have 
increased by $25 million. Similarly, an increase in the 
discount rate of 25 basis points would have decreased 
PEF's AROs by$23 million. 

As discussed in Note 8, goodwill is  required to  be tested 
for impairment at  least annually and more frequently 
when indicators of impairment exist. All of our goodwill 
i s  allocated t a  our utility segments and our goodwill 
impairment tests are performed at  the utility segment 
level. The carrying amounts of goodwill at Oecember 31, 
2009 and 2008, fo r  reportable segments PEC and PEF, 
were $1.922 billion and $1.733 billion, respectively. We 
perform our annual impairment tests as of April 1 each 
year. During the second quarter of 2009, we  completed 
the 2009 annual tests, which indicated the goodwill was 
not impaired. If the fair value of PEG had been lower by 
10 percent and the fair value of PEF had been lower by 
7.5 percentthere still would be no impact on the reported 
value of their goodwill. - 

AROs have no impact on our income as the effects are 
offset by the establishment o f  regulatory assets and 
regulatory liabilities. 

Ourtotal AROs at December31,2009, were$1.170 billion. 
We calculated the present value of our AROs based on 
estimates wh ich  are dependent on subjective factors 
such as management's estimated retirement costs, 
the t iming of future cash flows and the selection of 
appropriate discount and cost escalation rates. These 
underlying assumptions and estimates are made as of a 
point in time and are subject to  change. These changes 
could materially affect the AROs, although changes in 
such estimates should not affect earnings, because these 
costs are expected to  be recovered through rates. 

, 
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W e  calculate the fair value of our utility segments by 
considering various factors, including valuation studies 
based primarily on income and market approaches. 
More  emphasis is applied to the income approach as 
substantially all of the utility segments' cash flows are 
from rate-regulated operations, In such environments, 
revenue requirements are adjusted periodically by 
regulators based on factors including levels of costs, 
salesvolumes and costs of capital Accordingly, the utility 
segments operate to  some degree with a buffer from the 
direct effects, positive or negative, of significant swings 
in market or economic conditions. 

The income approach uses discounted cash flow analyses 
to determine the fair value of the utility segments. The 
estimated future cash flows from operations are based 
on the utility segments' business plans, which reflect 
management's assumptions related to customer usage 
based on internal data and economic data obtained from 
third-party sources. The business plans assume the 
occurrence of certain events in the future, such as the 
outcome of future rate filings, future approved rates of 
returns on equity, the timing of anticipated significant 
future capital investments, the anticipated earnings and 
returns related to such capital investments, continued 
recovery of  cost of service and the renewal of certain 
contracts. Management also determines the appropriate 
discount rate for the utility segments based on the 
weighted average cost of capital for each utility, which 
takes into account both'the cos t  of equity and pre-tax 
cost of debta As each utility segment has a different risk 
profile based on the nature of its operations, the discount 
rate for each reporting unit may differ.. 

; 1 .  

The market approach usesimplied market multiples derived 
from comparable peer utilities and market transactions 
to  estimate the fair value of the utility segments. Peer 
utilities are evaluated based on percentage of revenues 
generated by regulated utility operations; percentage of 
revenues generated by electric operations;generation mix, 
including coal, gas, nuclear and other resources; market 
capitalization as of the valuation date; and geographic 
location. Comparable market transactions are evaluated 
based on the availability of financial transaction data and 
the nature and geographic location of the businesses or 
assets acquired, including whether the target company 
had a significant electric component. The selection of 
comparable peer utilities and market transactions, as 
well asthe appropriate multiples fram within a reasonable 
range, is a matter of professional judgment 

The calculations in both the income and market 
approaches are highly dependent on subjective factors 

such as management's estimate of future cash flows, 
the selection of appropriate discount and growth rates 
from a marketplace participant's perspective, and the 
selection of peer utilities and marketplace transactions 
for comparative valuation purposes. These underlying 
assumptions and estimates are made as of a point in 
time. If these assumptions change or should the actual 
outcome of some or all of these assumptions differ 
significantly from the current assumptions, the fair value 
of the utility segments could be significantly different in 
future periods, which could result in a future impairment 
charge to goodwill. 

As an overall test ofthe reasonableness ofthe estimated 
fair values of the utility segments, we compared their 
combined fair value estimate to Progress Energy's market 
capitalization as of April 1,2009, The analysis confirmed 
tha t  the fair values were  reasonably representative 
of market views when applying a reasonable control 
premium to  the market capitalization 

We monitor for events o r  circumstances, including 
financial market conditions and economic factors, 
that may indicate an interim goodwill impairment test  
is necessary. We would perform an interim impairment 
test  should any events occur or circumstances change 
that would more likelythan not reduce the fair value of a 
utility segment below its carrying value. 

Unha'lled RevieBrie 

As discussed in Note 1, w e  recognize electric utility 
revenues as service is  rendered to  customers. 
Operating revenues included unbilled electric utilities 
base revenues earned when service has been delivered 
but not billed by the end of the accounting period. The 
determination of electricity sales to individual customers 
is based on meter readings, which occur on a systematic 
basis through the  month. A t  the end of each month, 
electricity delivered to customers since the last meter 
reading is estimated and a corresponding accrual for the 
electric_ utility revenues associated w i th  unbilled sales is 
recognized. llnbilled revenues are estimated by applying 
a weighted average revenue/kWh for all customer 
classes t o  the number of estimated kWh delivered but 
not billed. The calculation of unbilled revenue is affected 
by factors that include fluctuations in  energy demand 
for the unbilled period, seasonality, weather, customer 
usage patterns, price in effect for each customer class 
and estimated transmission and distribution l ine losses. 
At  December 31, 2009 and 2008, amounts recorded as 
receivables on the Consolidated Balance Sheets related 
to  unbilled revenues were $193 million and $182 million, 
respectively. 
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BBlcEene Taxss 
Judgment and the use of estimates are required in 
developing the provision for income taxes and reporting 
of tax-related assets and liabilities. As discussed in Note 
14, deferred income tax  assets and liabilities represent 
the future effects o n  income taxes for temporary 
differences between the bases of assets and liabilities 
for f inancial reporting and tax  purposes. Deferred tax  
assets and liabilities are measured using enacted tax  
rates expected to  apply to  taxable income in the years 
in wh ich  those temporary differences are expected to  be 
recovered or settled. The probability of realizing deferred 
tax assets is based on forecasts of future taxable income 
and the  availability of tax-planning strategies that can be 
implemented, if necessary, to realize deferred tax assets. 
We establish a valuation allowance when it is more likely 
than not that all, or a portion of, a deferred tax asset will 
not be  realized. 

The interpretationoftaxlawsinvolves uncertainty. Ultimate 
resolution of income tax matters may result in favorable 
or unfavorable impacts to net income and cash flows, 
and adjustments to tax-related assets and liabilities could 
be material. In accordance with GAAP, the uncertainty 
and judgment involved in the determination and filing of 
incometaxes are accountedfor by prescribing a minimum 
recognition threshold that a tax position is required t o  
meet before being recognized in the financial statements. 
A two-step process i s  required: recognition of the tax  
benefit based on a "more-likely-than-not" threshold, and 
measurement of the largest amount of tax benefit tha t  
is greater than 50 percent likely of being realized upon 
ultimate settlement with the taxing authority. 

Pension Gosis 
As discussed in  Note  16A, w e  maintain qualified 
noncontributory defined benefit retirement (pension) 
plans. We also have supplementary defined benefit 
pension plans that provide benefits to  higher-level 
employees. O u r  reported costs are dependent on 
numerous factors resulting from actual plan experience 
and assumptions of future experience. For example, such 
costs are impacted by employee demographics, changes 
made to  plan provisions, actual plan asset returns and 
key actuarial assumptions, such as expected long-term 
rates of return on plan assets and discount rates used in 
determining benefit obligations and annual costs. 

Due t o  a slight decrease in the market interest rates 
for  high-quality (AAA/AA) debt securities, which are 
used as the benchmark for setting the discount rate t o  
calculate the present value of future benefit payments, 

we decreased the discount rate to 6.00% at December 31, 
2009,fromfi.30% at December31,2008,whichwill increase 
2010 pension costs, all other factors remaining constant 
Our discount rates are selected based on a plan-by-plan 
study, which matches our projected benefit payments 
to  a high-quality corporate yield curve. Consistent with 
general market conditions, our plan assets performed well 
in 2009 with returns of approximately 23%. That positive 
asset performance wi l l  result in decreased pension 
costs in 2010, all other factors remaining constant. In 
addition, contributions to  pension plan assets in  late 
2009 and 2010 will result in decreased pension costs in 
2010 due to increased asset balances, all other facrors 
remaining constant. Evaluations of the effects of these 
and other factors on our 2010 pension costs have not 
been completed, but w e  estimate that the  total cost 
recognized for pensions in 2010 will be $80 million to 
$90 million, compared with $107 million (before the 
$34 million deferral; see Notes 7C and 16A) recognized 
in 2009. 

We have pension plan assets with a fair value of 
approximately $1.7 billion at December 31, 2009. Our 
expected rate of return on pension plan assets is 
8.75%. The expected rate of return used in pension cost 
recognition is a long-term rate of return; therefore, we 
do not adjust that rate of return frequently. In 2009, we  
lowered the expected rate of return from the previously 
used 9.00%, due primarily to  the uncertainties resulting 
from the severe capital market deterioration in 2008. 
A 25 basis point change in the expected rate of return 
for 2009 would have changed 2009 pension costs by 
approximately $4 million. 

Another factor affecting our pension costs, and sensitivity 
of the costs to  plan asset performance, is the method 
selected to determine the market-related value of assets, 
Le., the asset value to which the 8.75% expected long- 
term rate of return is applied. Entities may use either fair 
value or an averaging method that recognizes changes 
in fair value over a period not to exceed five years, with 
the method selected applied on a consistent basis 
from year to year. We have historically used a five-year 
averaging method. When we  acquired Florida Progress 
in 2000, w e  retained the Florida Progress historical 
use of fair value t o  determine market-related value for 
Florida Progress pension assets. Changes in plan asset 
performance are reflected in pension costs sooner 
under the fair value method than the five-year averaging 
method, and, therefore, pension costs tend to be more 
volatile using the  fair value method. Approximately 
50 percent of our pension plan assets are subjectto each 
of the t w o  methods. 
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Our significant cash requirements arise primarily from 
the capital-intensive nature of the Utilities' operations, 
including expenditures for environmental compliance. 
We rely upon our operating cash flow, substantially all 
of which is generated by the Utilities, commercial paper 
and bankfacilities, and our abilityto accessthe long-term 
debt and equity capital markets for sources of liquidity. 
As discussed in "Future Liquidity and Capital Resources" 
below, synthetic fuels tax credits provide an additional 
source of liquidity as those credits are realized. 

The majority of our operating costs are related to  the 
Utilities. Most ofthese costs are recovered from ratepayers 
in accordance with various rate plans. We are allowed to  
recover certain fuel, purchased power and other costs 
incurred by PEC and PEFthrough their respective recovery 
clauses. The types of costs recovered through clauses 
vary by jurisdiction. Fuel price volatility can lead to over- 
or under-recovery of fuel costs, as changes in fuel prices 
are not immediately reflected in fuel surcharges due to  
regulatory lag in setting the surcharges. As a result, fuel 
price volatility can be both a source of and a use of liquidity 
resources, depending on what phase ofthe cycle of price 
volatility w e  are experiencing. Changes in the Utilities' 
fuel and purchased power costs may affect the timing of 
cash flows, but not materially affect net income. 

As a registered holding company, our establishment of 
intercompany extensions of credit is subjectto regulation 
by the  Federal Energy Regulatory Commission (FER&). 
Our suhsidiaries participate in internal money pools, 
administered by PESC, to more effectively utilize cash 
resources and reduce external short-term borrowings. 
The utility money pool allows the Utilities to  lend to and 
borrow from each other. A non-utility money pool allows 
our nonregulated operations to  lend to  and borrow from 
each other. The Parent can lend money to the utility and 
non-utility money pools but cannot borrow funds. 

The Parent is a holding company and, as such, has no 
revenue-generating operations of its own The primary 
cash needs at  the Parent level are our common stock 
dividend, interest and principal payments on the Parent's 
$4.3 billion of senior unsecured debt and potentially 
funding the Utilities' capital expenditures through equity 
contributions. The Parent's ability to meet these needs is 
typically funded with dividends frornthe Utilities generated 
from their earnings and cash flows, and to a lesser extent, 
dividendsfrom other subsidiaries; repayment of funds due 
to the Parent by its subsidiaries; the Parent's bankfacility, 

and/or the Parent's ability to access the short-term and 
long-term debt and equiD/ capital markets. In recentyears, 
rather than paying dividends t o  the Parent, the Utilities, 
to a large extent, have retained their free cash flow to  
fund their capital expenditures During 2009, PEC paid a 
dividend of $200 million to  the Parent and PEF received 
equity Contributions of $620 million from the Parent. PEC 
and PEF expect t o  pay dividends to the Parent in 2010. 
There are a number of factors that impact the Utilities' 
decision or abilityto pay dividends to  the Parent or to seek 
equity contributions from the Parent, including capital 
expenditure decisions and the timing of recovery of fuel 
and other pass-through costs. Therefore, w e  cannot 
predict the level of dividends ar equity contributions 
betweenthe Utilities andthe Parentfromyearto year. The 
Parent could change its existing common stock dividend 
policy based upon these and other business factors. 

Cash from operations, commercial paper issuance, 
borrowings under our credit facilities, long-term debt 
financings, and/or limited ongoing sales of common 
stock from our Progress Energy Investor Plus Plan (IPP), 
employee benefit and stock option plans are expected t o  
fund capital expenditures, long-term debt maturities and 
common stockdividendsfor2010~ Forthefiscal year 2010, 
w e  plan, subject t o  market conditions, t o  realize up to  
$500 million from the sale of stock through ongoing equrty 
sales. As discussed further in "Credit Rating Matters," our 
ability to access the capital markets on favorable terms 
may be negatively impacted by recent, and potentially 
future, rating actions. 

We have 16 financial institutions tha t  support our 
combined $2.030 billion revolving credit facilities for the 
Parent, PEC and PEF, thereby limiting our dependence 
on any one institution. The credit facilities serve as 
backups to  our commercial paper programs. To the 
extent amounts are reserved for commercial paper o r  
letters of credit outstanding, they are not available for 
additional borrowings. A t  December 31,2009, the Parent 
had no outstanding borrowings under its credit facility, 
an outstanding commercial paper balance of$140 million 
and had issued $37 million of letters of credit, which 
were  supported by the revolving credit facility. At 
December 31,2009, PEC and PEF had no  outstanding 
commercial paper. Based on these outstanding amaunts 
at December 31, 2009, there was $1.853 billion availahle 
for additional borrowings. Subsequent to December 31, 
2009, the Parent repaid all of its outstanding commercial 
paper with proceeds fromthe$950 million November 2009 
issuance of Senior Notes. 

Borrowings under our revolving credit agreement (RCA) 
during 2008,which were repaid during 2009, coupled with 
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commercial paper, long-term debt and equity issuances 
in 2009, provided liquidity during a period of uncertain 
financial market conditions. We will continue to monitor 
the credit markets t o  maintain an appropriate level 
of liquidity. 

A t  December 31, 2009, PEC and PEF had limited 
counterparty mark-to-market exposure for financial 
commodity hedges (primarily gas and oil hedges) due 
to  spreading our concentration risk over a number of 
counterparties. I n  the event of default by a counterparty, 
the exposure in the transaction is the cost of replacing 
the agreements at current market rates. A t  Oecembei-31, 
2009,the majority of the Utilities'open financial commodity 
hedges were in net mark-to-market liability positions. See 
Note 17A fo r  additional information with regard t o  our 
commodity derivatives. 

A t  December 31, 2009, w e  had limited mark-to-market 
exposure to certain financial institutions under pay-fixed 
forward starting swaps to  hedge cash f low risk with 
regard t o  future financing transactions for the Parent, 
PEC and PEF. In the event of default by a counterparty, 
the exposure in the transaction is the cost of replacing 
the agreements at current market rates. A t  December31, 
2009, each sum o f the  Parent's, PEC's and PEFs open pay- 
fixed forward starting swaps was in a net mark-to-market 
asset position. See Note 178 for additional information 
with regard to  our interest rate derivatives. 

O u r  pension trust funds and nuclear decommissioning 
trust  funds are managed by a number of f inancial 
institutions, and the assets being managed are diversified 
in order to limit concentration risk in any one institution 
or business sector. 

We believe our internal and external liquidi'cy resources 
will be sufficientto fund our current business plans. Risk 
factors associated with creditfaciiities and credit ratings 
are discussed below 

Histwid ~ D F  2009 as Cornparad ?o 2508 a d  
2OQ8 as Compared to  2007 
CASH FLOl?dS FROM QPERBFIOfdS 

Net cash provided by operations is the primary source 
used to meet operating requirements and a portion of 
capital expenditures. The Utilities produced substantially 
all of our consolidated cash from operations for the 
years ended December31,2009,2008 and 2007 Net cash 
provided by operating activities for the three years ended 
December 31, 2009, 2008 and 2007, was $2.271 billion, 
$1.218 billion and $1.252 billion, respectively. 

Progress Ener@y Annual Report2009 

Net cash provided by operating activities for 2009 
increased when compared with 2008. The $1.053 billion 
increase in operating cash f low was primariiy due t o  a 
$623 million increase in the recovery of deferred fuel costs 
due to higher fuel rates and$340 million of cash collateral 
paid to counterparties on derivative contracts in 2008 
compared t o  $200 million net refunds of cash collateral in 
2009. These impacts were partially offset by $221 million 
of pension and other benefits contributions made in 2009. 

Net  cash provided by operating activities for 2008 
decreased when compared with 2007. The $34 million 
decrease in operating cash flow was primarily due t o  a 
$450 million decrease in the recovery of  fuel costs due 
to the 2008 under-recovery driven by rising fuel costs, 
compared to  an over-recovery of fuel costs during 
the corresponding period in 2007; $340 million of cash 
collateral paid to counterparties on derivative contracts 
in 2008 compared to  $55 million in net refunds of cash 
collateral in 2007, primarily at  PEE and a $226 million 
increase in inventory purchases, primarily coal, driven 
by higher prices. These impacts were partially offset by a 
$419 million increase from accounts receivable, primarily 
related to our divested CCD operations and former 
synthetic fuels businesses; the $347 million payment 
made in 2007 to exit the contract portfolio consisting 
of full-requirements contracts with 16 Georgia electric 
membership cooperatives formerly serviced by CCO (the 
Georgia contracts) (See Note 3C); a $1 17 million increase 
from accounts payable; and a $106 million increase from 
income taxes, net. The increase from accounts receivable 
was primarily driven by the settlement of $234 million of 
derivative receivables related to derivative contracts for 
our former synthetic fuels businesses (See Note 17A). 
The increase from income taxes, net was largely due to 
$252 million in income tax payments made in 2007 related 
to the  sale of natural gas drilling and production business, 
partially offset by income taximpacts at PEC.The change 
in accounts payable was primarily related t o  our divested 
operations. 

In 2009,2008 and 2007, the Utilities filed requests with their 
respective state commissions seeking rate increases for 
fuel costrecovery, including amounts for previous under- 
recoveries. 

1rwESaliY G WGFVETIES 

Net  cash used by  investing activities fo r  the t h e e  
years ended December 31, 2009, 2008 and 2007, w a s  
$2.532 billion, $2.541 billion and $1.457'billion, respectively. 

Property additions at the Utilities, including nuclear fuel, 
were  $2.488 billion and $2.534 billion in 2009 and 2008, 
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respectively, or approximately 100 percent of consolidated 
capital expenditures in- both 2009 and 2008. Capital 
expenditures at  the  Utilities are primarily fo r  capacity 
expansion and normal construction activity and ongoing 
capital expenditures related to environmental compliance 
programs. 

Excluding proceeds from sales of discontinued operations 
and other assets, net of cash divested of $1 milllon in 2009 
and $72 million in 2008, cash used in investing activities 
decreased by  $80 million. The decrease in 2009 was  
primarily due to  a $24 million decrease in gross property 
additions at  the Utilities, primarily due to lower spending 
for environmental compliance projects and the completion 
of PEF's Bar tow Plant repowering project in 2009; a 
$22 million decrease in nuclear fuel additions; and a 
$20 million decrease in net purchases of available-for- 
sale securities and other investments Available-for-sale 
securities and other investments include marketable 
debt securit ies and investments held in nuclear 
decommissioning trusts. 

' 

Excluding proceedsfrom sales of discontinued operations 
and other assets, net  of cash divested of $72 million in 
2008 and $675 million in 2007, cash used in investing 
activities increased by  $481 million. The increase in 2008 
was primarily due to  a $341 miilion increase in gross 
property additions a t  the Utilities, primarily a t  PEF, and 
a $95 million decrease in net purchases of available- 
for-sale securities and other investments. The increase 
in capital expenditures for utility property additions 
at PEF w a s  primarily driven by a $360 million increase 
in environmental compliance expenditures and a 
$109 million increase in nuclear project expenditures, 
partially offset by a $65 million decrease related to  
repowering the  Bartow Plant to  more efficient natural 
gas-burning technology and a $52 million decrease 
related to  the Hines 4 facility. 

During 2008, proceeds fram sales of discontinued 
operations and other assets primarily included proceeds 
of $63 million from the sale of Terminals and Coal Mining 
(See Notes 3A and 3B). 

During 2007, proceeds from sales of discontinued 
operations and other assets, net of cash divested, primarily 
included approximately$615 million from the sale of PVIs 
CCO generation assets (See Note 3C), working capital 
adjustments related t o  the sale of natural gas drilling and 
production business, and the sale of poles at  Progress 
Telecommunications Corporation. 

Net cash provided by financing activities for the three 
years ended December 31, 2009, 2008 and 2007, was 
$806 million, $1.248 billion and $195 million, respectively. 
See Note 11 for details of debt and creditfacilities. 

The decrease in net, cash provided by financing 
activities for 2009 compared to 2008 is primarily due to a 
$2.077 billion net decrease in short-term indebtedness, 
primarily driven by  commercial paper repayments and 
the Parent's repayment of borrowings outstanding under 
its RCA; partially offset by a $491 million increase in 
proceeds from the issuance of common stock, primarily 
related t,o the Parent's January 2009 common stock 
offering; a $481 million increase in net proceeds from 
long-term debt issuances due t o  the Parent's combined 
$1.700 billion issuances and PECs$GOO million issuance in 
2009 cornpared to PEF's $1.500 billion issuance and PEC's 
$325 million issuance in 2008; a $477 million decrease in 
payments at maturity of long-term debt; and a $1 18 million 
decrease in net payments on short-term debt with original 
maturities greater than 90 days. 

The increase in net cash provided by financing activities 
for 2008 compared to  2007 i s  primarily due to  PEF's 
$1.475 billion ne t  proceeds and PEC's $322 million net 
proceeds from the  issuance of long-term debt in  2008 
discussed below, compared to$7% million in net proceeds 
in  2007. Additionally, ne t  short-term debt increased in 
2008 compared to  2007 due t o  $600 million in outstanding 
borrowings under the Parent's RCA, and outstanding 
commercial paper issuances of $69 million at the Parent, 
$110 million at  PEC and $371 million at PEF, compared to 
outstanding commercial paper issuances of $201 millian 
at the Parent in 2007. The increase in proceeds from 
long-term debt issuances was offset by $877 million in 
long-term debt retirements in 2008; $176 million in 
payments on short-term deb t  and $85 million in cash 
distributionsto owners of minority interests of consolidated 
subsidiaries primarily related to  the settlement of Ceredo 
Synfuel LLC's (Ceredo) synthetic fuels derivatives 
contracts (See Note 17A).. 

Our financing activities are described below. 

201# 

0 On January 15, 2010, the Parent paid at maturity 
$100 million of its Series A Floating Rate Notes with 
proceeds from the $950 million of Senior Notes issued 
in November 2009. 

26 



JOINT APPLICANTS 
PAGE 029 
EXHIBIT C 

Progress Energy Annual Report 2009 

* Subsequent to December 31, 2009, the Parent has 
issued approximately 3.6 million shares of common 
stock resulting in approximately $136 million in 
proceeds through the IPP. 

20199 

* On January 12, 2009, the Parent issued 144 million 
shares of common stock at a public offering price of 
$37.50 per share. Net proceedsfrom this offering were 
approximately $523 million. On February 3, 2009, the 
Parent used $100 million of the proceeds to reduce its 
$600 million RCA balance outstanding a t  December 
31, 2008, and the remainder was used for general 
corporate purposes. 

e On January 15, 2009, PEC issued $600 million of First 
Mortgage Bonds, 5.30% Series due 2019. A portion of 
the proceeds was used to  repay the maturity of PEC's 
$400 million 5.95% Senior Notes, due March 1, 2009. 
The remaining proceeds were used to repay PEC's 
outstanding short-term debt and for general corporate 
purposes. 

* On March 19, 2009, the Parent issued an aggregate 
$750 million of Senior Notes consisting of $300 million of 
6.05% Senior Notes due 2014 and $450 million of 7.05% 
Senior Notes due 2019. A portion of the proceeds was 
used to fund PEF's capital expenditures through an 
equity contribution with the remaining proceeds used 
for general corporate purposes 

* On June 18,2009, PEC entered into a Seventy-seventh 
Supplemental Indenture to its Mortgage and Deed 
of Trust, dated May 1, 1940, as supplemented, in 
connection with certain amendments to the mortgage. 
The amendments are set forth in the Seventy-seventh 
Supplemental Indenture and include an amendment to 
extend the maturity date of the mortgage by 100 years. 
The maturity date of the mortgage is now May 1,2140. 

0 On November 19,2009, the Parent issued an aggregate 
$950 million of Senior Notes consisting of $350 million 
of 4.875% Senior Notes due 2019 and $600 million of 
6.00% Senior Notes due 2039. The proceeds were used 
to retire at  maturitythe $100 million outstanding Series 
A Floating Rate Notes due January 15, 2010, to repay 
outstanding commercial paper balances, to pre-fund a 
portion of the $700 million aggregate principal amount 
due upon maturity of our 7.10% Senior Notes due 
March  1,2011, and for general corporate purposes. 

* During 2009,we repaid the November 2008$600 million 
borrowing under our RCA. 

* Progress Energy issued approximately 3.1 million 
shares of common stock resulting in approximately 

$100 million in proceeds from its IPP and its employee 
benefit and equity incentive plans. Included in these 
amounts were approximately 2.5 million shares for 
proceeds of approximately $100 million issued for the 
Progress Energy 401(k) Savings & Stock Ownership 
Plan (401(k)) and the IPP. For 2009, the dividends paid 
on common stock were approximately $693 million. 

28C3 

0 On February 1,2008, PEF paid at maturity $80 million of 
its 6.875% First Mortgage Bonds with available cash on 
hand and commercial paper borrowings. 
On March 12,2008, PEC and PEF amended their RCAs 
with a syndication of financial institutions t o  extend 
the termination date by one year. The extensions were 
effective for both utilities on March 28,2008. PEC's RCA 
is now scheduled to expire on June 28,201 1, and PEF's 
RCA is now scheduled to expire on March 28, 2011 
(See "Credit Facilities and Registration Statements"). 

0 On March 13, 2008, PEC issued $325 millioq of First 
Mortgage Bonds, 6.30% Series due 2038.The proceeds 
were used t o  repay the maturity of PECS $300 million 
6.65% Medium-Term Notes, Series 0, due April 1, 
2008, and the remainder was placed in temporary 
investments for general corporate use as needed. 

* On April 14, 2008, 'the Parent amended its RCA with 
a syndication of financial institutions to  extend the 
termination date by one year. The extension was 
effective on May 2,2008. The RCA is now scheduled 
to expire on May 3, 2012 (See "Credit Facilitjes and 
Registration Statements"). 
On May 27, 2008, Progress Capital Holdings, Inc., one 
of our wholly owned subsidiaries, paid at maturity its 
remaining outstanding debt of $45 million of 6.46% 
Medium-Term Notes with available cash on hand. 
On June 18, 2008, PEF issued $500 million of First 
Mortgage Bonds, 5.65% Series due 2018 and 
$1.000 billion of First Mortgage Bonds, 6.40% Series 
due 2038. A portion of the proceeds was used to repay 
PEF's urilm/ money pool borrowings, and the remaining 
proceeds were placed .in temporary investments for 
general corporate use as needed. On August 14,2008, 
PEF redeemed the entire outstanding $450 million 
principal amount of its Series A Floating Rate Notes due 
November 14,2008, at 100 percent of par plus accrued 
interest The redemption was funded with a portion of 
the proceeds from the June 18,2008 debt issuance, 
On November 3,2008, the Parent borrowed $600 million 
under its RCA t o  reduce rollover risk in the commercial 
paper markets. 'The borrowing was repaid during 2009. 
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* On November 18, 2008, the Parent, as a well-known 
seasoned issuer, PEG and PEF filed a combined shelf 
registration statement with the SEC, which became 
effective upon filing with the SEC. The registration 
statement is effective for three years and does not 
limit the amount or number of various securities that 
can be issued (See "Credit Facilities and Registration 
Statements"). 

0 Progress Energy issued approximately 3.7 million 
shares of common stock resulting in approximately 
$132 million in proceeds from its IPP and its employee 
benefit and equrty incentive plans. Included in these 
amounts were approximately 3 1 mlllion shares for 
proceeds of approximately $131 million issued for 
the 401(k) and the IPR For 2008, the dividends paid on 
common stock were approximately $642 million. 

2D03 

0 On July 2, 2007, PEF paid at maturity $85 million of its 
6.81% Medium-Term Notes with available cash on 
hand and commercial paper borrowings 

e On August 15, 2007, due to extreme volatility in the 
commercial paper market, Progress Energy borrowed 
$400 million under its $1.13 billion RCA to repay 
outstanding commercial paper. On October 17, 2007, 
Progress Energy used $200 million of commercial paper 
proceeds to repay a portion of the amount borrowed 
underthe RCA. On flecember 17,2007, Progress Energy 
used $200 million of available cash on hand to repay 
the remaining amount borrowed under the RCA. 

0 On August 15, 2007, due to extreme volatility in the 
commercial paper market, PEC borrowed $300 million 
under its $450 million RCA and paid at m a t u r i i  
$200 million of its 680% First Mortgage Bonds. On 
September 17, 2007, PEC used $150 million of available 
cash on hand to  repay a portion of the amount borrowed 
under the RCA. On October 17, 2007, PEC repaid the 
remaining $150 million of its RCA loan using available 
cash on hand. 
On September 18,2007, PEF issued $500 million of First 
Mortgage Bonds, 6.35% Series due 2037 and $250 million 
of First Mortgage Bonds, 5.80% Series due 2017. The 
proceeds were used to  repay PEF's u t i l ' i  money pool 
borrowings and the remainder was placed in temporary 
investments for general corporate use as needed. 

0 On December 10,2007, Progress Capital Holdings, Inc., 
one of our whojly owned subsidiaries, paid at maturity 
$35 million of its 6.75% Medium-Term Notes with 
available cash on hand. 
Progress Energy issued approximately 3.7 million 
shares of common stock resulting in approximately 

$151 million in proceeds from its IPP and its equity 
incentive plans. Included in these amounts were 
approximately 1.0 million shares for proceeds of 
approximately $46 million issued for the IPP. For 
2007, the dividends paid on common stock were 
approximately $627 million. 

Fume Liqu%i!iy and Capital ReSoErcss 

Please review "Safe Harbor for  Forward-Loolting 
Statements" for a discussion of the factorsthat may impact 
any such forward-looking statements made herein. 

The Utilities produced substantially all of our consolidated 
cash from operations for the years ended December 31, 
2009,2008 and 2007 We anticipate that the Utilities will 
continue to produce substantially all of the consolidated 
cash flows from operations over the next several years. 
Our discontinued synthetic fuels operations historically 
produced significant net earnings from the generation 
of tax credits (See "Other Matters - Synthetic Fuels Tax 
Credits"). A portion of these tax credits has yet to  be 
realized in cash due tothe difference in timing ofwhen tax 
credits are recognized for financial reporting purposes 
and realized for tax purposes. At December 31,2009, w e  
have carried forward $712 million of deferred tax credits. 
Realization of these tax  credits is dependent upon our 
future taxable income, which is expected to be generated 
primarily by the Utilities. 

We expect to  be able to  meet our future liquidity needs 
through cash f rom operations, commercial paper 
issuance, availability under our creditfacilities, long-term 
debt financings and equity offerings. We may also use 
periodic ongoing sales of common stock from our IPP 
and employee benefit and stock option plans to  meet our 
liquidity requirements. 

We issue commercial paper to  meet short-term liquidity 
needs. As a result of financial and economic conditions 
in 2008 and 2009, the short-term credit markets tightened, 
resulting in volatility in commercial paper durations and 
interest rates. The Parent borrowed $600 million under its 
RCAin November 2008 and repaid the outstanding balance 
during 2009 with proceeds from the January 2009 equity 
issuance, cash on hand and proceeds from commercial 
paper borrowings. If liquidity conditions deteriorate again 
and negatively impact the commercial paper market, w e  
will need to evaluate other, potentially more expensive, 
options for meeting our short-term liquidity needs, which 
may include borrowing under our RCA, issuing short-term 
notes, issuing long-term debt and/or issuing equity. If our 
short-term credit ratings are downgraded below Tier 2 

2s 
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. . . . . . , _ _  -. . . . . .. . . -. . . . . -. . . .-. -. . . .. ..... ..- . ... (A-Z/P-Z/FZ), w e  could experience increased volatility 
in commercial paper durations and interest rates and 
our access t o  the commercial paper markets could be 
negatively impacted. In the event of a downgrade of our 
senior unsecured credit ratings, our creditfacilityfees and 
borrowing rates under our RCAs could increase. We do not 
expect an increase in  such RCA fees io be material. See 
"Credit Rating Matters" for further discussion regarding 
credit ratings. 

The current RCAs for the Parent, PEC and PEF expire in 
May 2012, June 2011 and March 2011, respectively. We 
are currently evaluating options for addressing these 
upcoming expirations. In the event w e  enter into new 
credit facilities, w e  cannot predict the terms, prices, 
durations or participants in such facilities. 

Progress Energy and its subsidiaries have approximately 
$12.051 billion in outstanding long-term debt. Currently, 
approximatelyS860 million of the Utilities' debt obligations, 
approximately $620 million at PEC and approximately 
$240 million at PEF, are tax-exempt auction rate securities 
insured by bond insurance.These tax-exempt bonds have 
experienced and continue t o  experience failed auctions. 
Assuming the failed auctions persist, future interest rate 
resets on our tax-exempt auction rate hond portfolio will 
be dependent on the volatility experienced in the indices 
that dictate our interest rate resets and/or rating agency 
actions that may move our tax-exempt bonds below 
A3/A-. PEC's senior secured debt ratings are currently 
A I  by Moody's Investors Service, Inc. (Moody's) and 
A-/Watch Negative by Standard and Poor's Rating 
Services (S&P) PEFs senior secured debt ratings are 
currently AI/Watch Negative by Moody's and A-Watch  
Negative by S&P. In the event of a one notch downgrade 
of PEC's and/or PEFs senior secured debt rating by S&P, 
the ratings of both utilities' tax-exempt bonds would be 
below A-, most likely resulting in higher future interest 
rate resets. In the event of a one notch downgrade by 
Moody's, PEC's and PEFs tax-exempt bonds will continue 
to be rated above A3. We will continue to monitor this 
market and evaluate options to mitigate our exposure to 
future volatility. 

The performance of the capital markets affects the values 
of the assets held in trustto satisfy future obligations under 
our defined benefit pension plans. Although a number 
of factors impact our pension funding requirements, 
a decline in the market value of these assets may 
significantly increase the future funding requirements of 
the obligations under our defined benefit pension plans. 
We expect t o  make at least $120 million of contributions 
directlyto pension plan assets in 2010 (See Note 16). 

As discussed in "Strategy," "Liquirlity and Capital 
Resources," "Capital Expenditures," and in "Other 
Matters - Environmental Matters," over the  long term, 
compliance with environmental regulations and meeting 
the anticipated load growth at the Utilities as described 
under "Other Matters - Increasing Energy Demand" will 
require the Utilitiesto make significant capital investments. 
These anticipated capital investments are expected to be 
funded through a combination of cash from operations 
and issuance of long-term debt, preferred stock and/or 
common equity, which are dependent on our ability to 
successfully access capital markets. We may pursue 
joint ventures or similar arrangements with third parties 
in order to share some of the financing and operational 
risks associated with n e w  baseload generation. As 
discussed in "Other Matters - Nuclear - Potential New 
Construction," PEF expects its capital expenditures for 
the Levy project will be significantly less in the near term 
than previously planned in light of a regitlaton/ schedule 
shift and other factors. 

Certain of our hedge agreements may result in the 
receipt of, or posting of, derivative collateral with our 
counterparties, depending on the daily derivative position. 
Fluctuations in commodity prices that lead to our return 
of collateral received and/or our posting of collateral 
with our counterparties negatively impact our liquidity. 
Substantially all derivative commodity instrument positions 
are subject to retail regulatorytreatment After settlement 
of t h e  derivatives and consumption of the fuel, any realized 
gains or losses are passed through the fuel cost-recovery 
clause. Changes in natural gas prices and settlements of 
financial hedge agreements since December 31, 2008, 
have impacted the amount of collateral posted with 
counterparties. A t  February 19, 2010, w e  had posted 
approximately $168 million of cash collateral compared 
t o  $146 million of cash collateral posted a t  December 31, 
2009. The majority of our financial hedge agreements 
will settle in 2010 and 2011. Additional commodity market 
price decreases could result in significant increases in 
the derivative collateral that we are required to post with 
counterparties. We continually monitor our derivative 
positions in relation t o  market price activity. In addition, as 
discussed in "Credit Rating Matters," if our credit ratings 
are downgraded, we  may have to  post additional cash 
collateral for  derivatives in a liability position. 

The amount and timing of future sales of debt and equity 
securities will depend on market conditions, operating 
cash f low and our specific needs. We may from time 
to time sell securities beyond the amount immediately 
needed to meet capital requirements in orderto allowfor 
the early redemption of long-term debt, the redemption 
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of preferred stock, the reduction of short-term debt or for 
other corporate purposes 

At December 31,2009, the current portion of our long-term 
debt was$406 million. On January 15,2010, we funded the 
$100 million Series A Floating Rate Notes maturity with 
proceeds from the Parent's November 2009 $950 million 
long-term debt issuance, and w e  expect to  fund the 
remaining $306 million with a combination of cash from 
operations,commerciaI paper borrowings and long-term debt 

See "Credit Rating Matiers" for  information regarding 
recent rating actions. 

F,EGU!_GTORY 5A:stnERS AND EEG#VERY OIF @ D m  

Regulatory matters, including nuclear cost recovery, as 
discussed in Note 7 and "Other Matters - Regulatory 
Environment," and filings for recovery of environmental 
costs, as discussed in Note 21 and in "Other Matters - 
Environmental Matters," may impact our future liquidity 
and financing activities. The impacts of these matters, 
including the timing of recoveries from rat,epayers, can be 
both a source of and a use of future liquidity resources. 
Regulatory developments expected t o  have a material 
impact on our liquidity are discussed below. 

As discussed further in Note 7 and in "Other Matters 
- Regulatory Environment," the North Carolina, South 
Carolina and Florida legislatures passed energy legislation 
that became law in recent years. These laws may impact 
our liquidity over the long term, including, among others, 
provisions regarding cost recovery, mandated renewable 
portfolio standards, DSM and energy efficiency. 

PEG CQSt-R2CQVSi'$ G!SlaSe 

On May  7,2009, PEC filed with the SCPSC for a decrease 
in the  fuel rate charged to its South Carolina ratepayers. 
On June 19, 2009, the SCPSC approved a settlement 
agreement filed jointly by PEC and the South Carolina 
Office o f  Regulatory Staff and Nucor Steel. Under the 
terms of the settlement agreement, the parties agreed 
to  PEC's proposed rate reduction of approximately 
$13 million, which went into effect July I ,  2009. 

On June 4,2009, PEC filed with the North Carolina lltil ities 
Commission (NCUC)for a decrease inthe fuel rate charged 
to  its North Carolina ratepayers. The filing was updated 
on August 17,2009. PEC asked the NCUC t o  approve a 
$14 million decrease in the fuel rates driven by declining 
fuel prices, which went into effect December 1,2009. A t  
December 31, 2009, PEC's North Carolina deferred fuel 
balance was$148 million, of which $62 million is expected 
to  be collected after 2010. 
30 

FEC B:her MaE~ is  

On October 13, 2008, the NCUC issued a Certificate of 
Public Convenience and Necessity allowing PEC to  
proceed with plans to construct an approximately600-MW 
combined cycle dual-fuel-capable generating facility at 
its Richmond County generation site t o  provide additional 
generatrng and transmission capacityto meetthe growing 
energy demands of southern and eastern North Carolina. 
PEC expects that the new generating and transmission 
capacity will be online by the second quarter of 2011. 

As discussed in Note 7 and in "Other Matters - 
Environmental Matters," on October 22, 2009, the NCUC 
issued an order granting PEC a Certificate of Public 
Convenience and Necessity to  construct a 950-MW 
combined cycle natural gas-fueled electric generating 
facility a t  a site in Wayne County, N.C., to replace three 
coal-fired generating units atthe sitethat have a combined 
generating capacity of approximately400 MW. We intend 
to continue to  depreciate the three coal-fired units attheir 
current depreciation rate until PEC's next depreciation 
study. PEC projects that the generating facility would be 
in service by January 2013. The filed estimate of capital 
expenditures, net of AFUDC-borrowed funds for the new 
generating facility is approximately $800 million. PEC 
modified its Clean Smokestacks Act compliance plan for 
the change in fuel source and removed retrofitting PEC's 
Sutton Plantwith emission-reduction technology from the 
plan. Accordingly, PEC filed a revised estimate with the 
NCUC, which decreased estimated capital expenditures 
to  meet the Clean Smokestacks Ac t  emission targets by 
2013 to  $1.1 billion from $1.4 billion. We are continuing 
to evaluate various design, technology, generation and 
fuel options, including retiring some coal-fired plants 
that  could change expenditures required to  maintain 
compliance with the Clean Smokestacks Ac t  limits 
subsequentto 2013. 

In accordance with the  October 2009 NCUC order, 
PEC filed with the NCUC a plan to retire no  later than 
December 31,2017, al l  of its coal-fired generating facilities 
in North Carolina that do not have scrubbers, We intend 
to  continue to depreciate the coal-fired units at their 
current depreciation rate until PECS next depreciation 
study. On December 18, 2009, PEC filed with the NCUC 
an application fo r  a Certificate of Public Convenience 
and Necessity t o  construct a 620-MW combined cycle 
natural gas-fueled electric generating facility at  a site in 
N e w  Hanover County, N.C. The filed estimate of capital 
expenditures, net of AFUDC-borrowed funds for the new 
generating facility is approximately $600 million. PEC 
projects that the generating facility would b e  in service 
by late 2013 or early 2014. 
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PEF Base Razes 

As a result of a base rate proceeding in 2005, PEFwas party 
to a base rate settlement agreement that was effective 
with the first billing cycle of January2006 and remained in 
effect through the last billing cycle of December 2009. 

On March 20, 2009, in anticipation of the expiration of its 
current base rate settlement agreement, PEFfiled with the 
FPSC a proposal for an increase in base rates effective 
January 1, 2010. In its filing, PEF requested the FPSC to 
approve calendar year 2010 as the projected test period 
for setting new base rates and approve annual rate relief 
for PEF of $499 million, which included PEF's petition for a 
combined$76 million of new base rates in 2009 as discussed 
below. The requestfor increased base rates was based, in 
part, on investments PEF is malting in its generating fleet 
and in its transmission and distribution systems. 

Included wirhin the base rate proposal was a request for 
an interim base rate increase of $13 million. Additionally, 
on March 20,2009, PEF petitioned the FPSC for a limited 
proceeding t o  include in base rates revenue requirements 
of $63 million for the repowered Bartow Plant, which 
began commercial operations in June 2009. On May 19, 
2009, the FPSC approved both the annualized interim base 
rate increase and the cost recovery for the repowered 
Bartow Plant subject to refund with interest effective 
July 1, 2009. The interim and limited base rate relief 
increased revenues by $79 million during the year ended 
December 31,2009. 

On January 11, 2010, the FPSC approved a base rate 
increase of $132 million effective January 1,2010, which 
represents the annualized impact ofthe rate increase that 
was approved and effective July 2009 for the repowered 
Bartow Plant. Additionally, the FPSC did not require PEF 
to refund the 2009 interim base rate increase previously 
discussed. The difference between PEF's requested 
$499 million incremental revenues and the  $132 million 
granted by  the FPSC is  a function of several factors, 
including, among other things: 1 )  PEF had proposed rates 
based on a return on equity of 12.54 percent and the FPSC 
granted rates based on a return on equity of 10.5 percent, 
2) the FPSC granted rates based on projected annual 
depreciation expense that is approximately $1 19 million 
lower than the amount requested by PEF; and 3) the 
FPSC's ruling incorporates projected annual O&M costs 
that are approximately $77 million lower than the OCLM 
cost requested by PEF and the elimination of $15 million 
of annual storm reserve accrual, which represented a 
$9 million increase over the accrual previously in effect. 
We are currently reviewing our regulatory options. 

FPEF Cast-Recovery E!aceses 

On March 17,2009, PEF received approval from the FPSC 
to  reduce its 2009fuel cost-recovery factors by an amount 
sufficient t o  achieve a $206 million reduction in fuel 
charges to retail customers as a result of effective fuel- 
purchasing strategies and lower fuel prices: The approval 
reduced customers' fuel charges starting with the first 
billing cycle of April 2009. 

On September 14,2009, PEFfiled a request with the FPSC 
to  seekapproval of a cost adjustmentto reduce fuel costs 
by $105 million, thereby decreasing residential electric 
bills by $3.34 per 1,000 kWh, or 2.6 percent, effective 
January 1, 2010. On October 23, 2009, PEF filed a 
$3 million cost adjustment with the FPSC, which reduced 
the capacity cost-recovery clause (CCRC) rate by $0.08 
per 1,000 kWh from the  original September 14, 2009 
cost adjustment filing. The FPSC approved PEF's fuel 
and capacity clause filings on November 2, ZOOS, to  be 
effective January 1,2010. 

In addition, on  August 28, 2009 and as updated on 
October 27,2009, PEFfiled a requestto increase the ECRC 
residential rate. Also, on September 14,2009, PEF filed a 
request to increase the ECCR residential rate. The FPSC 
approved a combined $37 million increase in PEF's ECRC 
and ECCR clauses on November 2,2009, to be effective 
January 1,2010. 

PEF has received approval from the FPSC for recovery 
through the ECRC of the majority of costs associated 
w i th  the  remediation of distribution and substation 
transformers. The FPSC has approved cost recovery of 
PEF's prudently incurred costs necessary to  achieve its 
integrated strategy to address compliance with CAIR, the 
Clean Air Mercury Rule (CAMR) and the Clean Air Visibility 
Rule (CAVR) through the ECRC (See "Other Matters - 
Environmental Matters" for discussion regarding the 
CAIR, CAMR and CAVR). 

Nuclear COS; Reeovery 

PEFis allowed to  recover prudently incurred site selection 
costs, preconstruction costs and the carrying cost on 
construction cost balances on an annual basis through 
the CCRC. Such amounts will not be included in PEFs rate 
base when the plant is placed in commercial operation. 
The nuclear cost-recovery rule also has a provision to  
recover costs should the project be abandoned after the 
utility receives a final order granting a Determination of 
Need. These costs include any unrecovered construction 
workin progress atthetime of abandonment and any other 
prudent and reasonable exit costs. In addition, the rule 

. 
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requires the FPSC to  conduct an annual prudence review 
of the  reasonableness and prudence of all such costs, 
including construction costs, and such determination shall 
not be subject t o  later review except upon a finding of 
fraud, intentional misrepresentation or  the intentional 
withholding of key information bythe utilrty Qn November 19, 
2009,the FPSC issued a final order approvingthe recovery 
of prudently incurred nuclear casts through the CCRC, 
and found that PEFS project management, contracting, 
and oversight controls were reasonable and prudent. 
As discussed in Note 7, on October 16,2009, the FPSC 
clarified certain implementation policies related t o  the 
recognition of deferrals and the application of carrying 
charges under the nuclear cost-recovery rule. 

R n  March 17,2009, PEF received approval from the FPSC 
to defer until 2010the recovery of $198 million of nuclear 
preconstruction costs for Levy, which  the FPSC had 
authorized to be collected in 2009. The approval reduced 
customers' nuclear cost-recovery charge starting with 
the first billing cycle of April 2009. 

On May1,2009, pursuanttothe FPSCnuclearcost-recovery 
rule, PEF filed a petition to recover $446 million through 
the CCRC, wh ich  primarily consists of preconstruction 
and carrying costs incurred or anticipated to  be incurred 
during 2009 and the projected 2010 costs associated with 
the Levy and CR3 uprate projects. In an effort to  help 
mitigate the initial price impact on its customers, as part 
of its filing, PEF proposed collecting certain costs over a 
five-year period, wi th associated carrying costs on the 
unrecovered balance. This alternate proposal reduced 
the 2010 revenue requirement to  $236 million. f ln 
September 14, 2009, consistent wi th FPSC rules, PEF 
included both proposed revenue requirements in its 
CCRC filing. A t  a special agenda hearing by the FPSC 
on October 16, 2009, the FPSC approved the alternate 
proposal allowing PEF to recover$207 million through the 
nuclear cost-recovery clause of the CCRC beginning with 
the first billing cycle of January2010.The remainder, with 
minor adjustments, will also be recovered through the 
CCRC. In adopting PEF's proposed rate plan for 2010, the 
FPSC permitted PEFto annually reconsider changes tothe 
recovery of deferred amounts t o  afford greater flexibility 
to manage future rate impacts. 

CAPlTAL EYPEMEBiUEES 

Total cash from operations and proceeds from long- 
term debt and equity issuances provided the funding 
for our capital expenditures, including environmental 
compliance and other utility property additions, nuclear 
fuel  expenditures and non-utility property additions 
during 2009. 
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Asshown in thetablethatfollows,we expectthe majority 
of our capital expenditures to  be incurred at our regulated 
operations. We expect to fund our capital requirements 
primarily through a combination of internally generated 
funds, long-term debt, preferred stock and/or common 
equity. In addition, we have $2.030 billion in credit facilities 
that supportthe issuance of commercial paper. Access to 
the commercial paper market provides additional liquidity 
to  help meet working capital requirements. AFUDC- 
barrowed funds represents the debt costs of capital funds 
necessary to  finance the construction of new regulated 
plant assets 

Actual Forecasted 

fin millions) 2009 2010 201 1 7.012 
Regulated capital 

Nuclearfuel 

AFUDC-borrowed 

Other capital 

expendires $1,995 QJm $2,120 $1,810 

expenditures 2w 230 300 260 

funds (37) (30) (40) (40) 

expenditures 7 30 30 30 
Total before 

potential nuclear 
consbudon 2,165 2390 2,410 2,060 

Total $2456 $2,4go-z,540 g 4 7 a - z m  Q,IZO-Z,I~O 

Potential nuclear 
construction'*) 291 100-150 60 - 70 60-70 

lo' Expenditures for potential nuclear consbuction are net of ARIOC- 
borrowed funds. 

Regulated capital expenditures for 2010, 2011 and 
2012 in the previous table include approximately 
$130 million, $40 million and $100 million, respectively, 
for environmental compliance capital expenditures. 
Forecasted environmental compliance capital expenditures 
for 2010,2011 and 2012 include $20 million, $40 million and 
$50 million, respectively, at PEC. Forecasted environmental 
compliance capital expenditures for 2010 and 2012 
include $110 million and $50 million, respectively, at 
PEE No environmental compliance capital expenditures 
are forecasted for PEF in 2011. See "Other Matters - 
Environmental Matters" for  further discussion of our 
environmental compliance costs and related recovery 
of costs. 

Potential nuclear construction expenditures, which 
are primarily fo r  PEF's Levy, include development, 
licensing and equipment. Forecasted potential nuclear 
construction expenditures are dependent upon, and 
may vary significantly based upon, the decision to build, 
regulatory approval schedules, timing and escalation of 
project costs, and the percentages of joint ownership. 
Because of anticipated schedule shifts, w e  are 
negotiating an  amendment to the Levy EPC agreement 
(See discussion under "Other Matters- Nuclear- Potential 
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New Construction"). The forecasted capital expenditures 
presented in the previous table reflect the anticipated 
impactof such amendment. If Levy is deferred or cancelled, 
PEF may incur contract suspension, termination and/or 
exit costs. The magnitide of these contract suspension, 
termination and/or exit costs cannot be determined atthis 
time and, accordingly, are not included in the previous 
table. Potential nuclear construction expenditures 
are subject to  cost-recovery provisions in the  Utilities' 
respective jurisdictions. Forecasted potential nuclear 
construction expenditures for 2010,201 1 and 2012 include 
approximately $70 million, $30 million and $30 million, 
respectively, of preconstruction expenditures, which 
are eligible for  recovery under Florida's nuclear cost- 
recovery rule. 

All projected capital and investment expenditures are 
subject t o  periodic review and revision and may vary 
significantly depending on a number of factors including, 
bu t  not limited to, industry restructuring, regulatory 
constraints, market volatility and economic trends. 

C R E W  FAGBLlTiES AND REGSSiiRATllitii STATEiwIENTS 

At  December31,2009 and 2008,we had committed lines of 
credit used to support our commercial paper borrowings. 
A t  December3!,2009, we had no outstanding borrowings 
undsr ou r  credit facilities. A t  December 31, 2008, we 
had $600 million of outstanding borrowings under our 
credit facil i t ies as shown in the table below, of which 
$100 million w a s  classified as long-term debt. We are 
required t o  pay minimal annual commitment fees TO 
maintain our credit facilities. 

1 

The following tables summarize our RCAs and available 
capacrty at December 31: 

All of the revolving credit facilities supporting the 
credit were arranged through a syndication of financial 
institutions. There are no bilateral contracts associated 
with these facilities. See Note 11 for additional discussion 
of our credit facilities. 

The RCAs provide liquidity support for issuances of 
commercial paper and other short-term obligations. We 
expect to continue to  use commercial paper issuances 
as a source of liquidity as long as w e  maintain our 
current short-term ratings. Fees and interest rates 
under the Parent's RCA are based upon the credit rating 
of the Parent's long-term unsecured senior noncredit- 
enhanced debt, currently rated as B a a m a t c h  Negative 
by Moody's and BBB/Watch Negative by S8P. Fees and 
interest rates under PEC's RCA are based upon the credit 
rating of PECS long-term unsecured senior noncredit- 
enhanced debt, currently rated as A3 by Moody's and 
B B B t W a t c h  Negative by Sap. Fees and interest rates 
under PEF's RCA are based upon the credit rating of PEF's 
long-term unsecured senior noncredit-enhanced debt, 
currently rated as A3/Watch Negative by Moody's and 
BBB+/Watch Negative by S8P. 

All of the credit facilities include defined maximum total 
debt-to-total capital ratio (leverage) covenants, wh ich  
w e  were in compliance with at December 31, 2009. We 
are currently in compliance and expect to continue to be 
in compliance with these covenants. See Note 11 for a 
discussion of the creditfacilities' financial covenants. At 
December 31,2009, the calculated ratios pursuant to  the 
terms of the agreements are as disclosed in Note 11. 

Description Total Reserved@' Available 

7.009 

Parent Five-year (expiring W2) $1,130 s- Stn $953 

PEG Five-year [expiring 6/28/11) 450 - 450 

PEF Five-year (expiring W11) 450 - 44) 

- 
- 

Total cnditfaciiities $2030 $- an $1853 

2W8 

Parent Five-year (expiring 5j?,W $1,130 s6w $99 $ 4 1  

PEC Five-year (expiring 6/28/11) 450 . .  110 340 

PEF Five-year (expiring 3/2/11) 450 371 . 79 

Total credit facilities Q830 $w $580 $850 

Is' The FICA borrowings outstanding at December 31.2oO8, were repaid during 2009. 
Ib) Tothe extentamounls are reserved for commercial paper or letters of credit ouktanding,they are not available for additional borrowings. At December 31, 

2009 and 2008, the Parent had a total amount of $37 million and $30 million. respectively, of letters of credit issued, which were supported by the RCA 
Subsequentto December 31,2009,the Parent repaid all of its outstanding commercial paper with proceeds from the $950 million November 2W9 issuance 
of Senior Notes. 
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The Parent, as a well-known seasoned issuer, has on 
file with the SEC a shelf registration statement under 
wh ich  it may issue an unlimited number or amount of 
various securities, including senior debt securities, junior 
subordinated debentures, common stock, preferred 
stock, stock purchase contracts, stock purchase units, 
and trust preferred securities and guarantees. 

PEC has on f i le w i th  the SEC a shelf registration 
statement under which it may issue an unlimited number 
or amount of various long-term debt securities and 
preferred stock. 

PEF has on file with the SEC a shelf registration 
statement under which it may issue an unlimited number 
or amount of various long-term debt securities and 
preferred stock. 

Both PEC and PEF can issue first mortgage bonds 
under their respective first mortgage bond indentures 
based an property additions, retirements of f i rst 
mortgage bonds and the deposit of cash, provided that 
adjusted net earnings are a t  least twice the annual 
interest requirement for bonds currently outstanding 
and to  be outstanding. At  December 31, 2009, PEC and 
PEF could issue up to  approximately $6.0 billion and 
$2 6 billion of first mortgage bonds, respectively, based on 
property additions and retirements of previously issued 
first mortgage bonds At December 31,2009, PEC's and 
PEFS ratios of adjusted net earnings to annual interest 
requirement on outstanding first mortgage bonds were 
4.9 times and 3 4times, respectively. 

GAPSTALIZATI Q B;! RAT! G 5 
The following table shows our capitalization ratios at  
December 31: 

m 2008 

Total equm/ 423% 41 9% 

Preferred stock 0.4% 0 5% 

Total debt U.3% 57.6% 

GREDBT 8kTirJG 3ASEWS 

At February 22, 2010, the major credit rating agencies 
rated our securities as follows: 

Moody's 
Investors Standard Mch 

Long- Term Ratings Service &Poor's Ratings 

Parent 

OutlooWatch Negativelsl NegativeIbl Siable 

Corporate credit rating nla BBBt BBB 

Senior unsecured debt Baa2 BBB BBB 

PEC 

OutlooWatch Stable Negative'b1 Stable 

Watch Watch 

Watch 

Corporate credit rating A3 BBBt A- 

Senior secured debt A1 A- A t  

Senior unsecured debt A3 BBBt A 

Subordinate debt Baal nla nla 

Preferred stock Baa2 BBB- BBBt 

PEF 

Watch Watch Watch 
Outlook/Watch Negativeb) Negativdbl Negativec) 

Corporate credit rating A3 BBBt A- 

Senior secured debt A1 A- A t  

Senior unsecured debt A3 BBBt A 

Preferred stock Baa2 BBB- BBBt 

Rorida Pmgress Corpomt-on 
(WC) Capital I 

Watch Watch Watch 
OutlooWatch Negative") N e g a i k P  Negatjve"' 

Ouarterly Income 
Preferred Securitiesldl Baa2 BBB- BBBt 

Short-Term Ratings 

Parent 

Watch 
Watch Negativela) NIA NlA 

Commercial paper P-2 A-2 F2 
PEG 

Watch NlA NIA NIA 

Commercial paper P-2 A-2 F1 
PEF 

Watch 
Watch NlA NIA Negativvelc1 

Commercial paper P-2 A-2 R 
10) On January 19,2010, Moody's placedthese ratings on reviewfor possible 

downgrade. 
On Januaiy 14,2010, S&P placed these ratings on CreditWatch Negative. 

IC) On January 12 2010, Mch placedthese ratings on Rating Watch Negative. 
la Guaranteed bythe ParentandFPC. 

. .  
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These ratings reflect the current views of these rating 
agencies, and no assurances can be given thar these 
ratings will continue for any given period of t ime 
However, w e  monitor our financial condition as wel l  as 
market conditions that could ultimately affect our credit 
ratings 

On August3,2009, Moody’s raised the senior secured debt 
rating of both PEC and PEF to  A I  from A2 as a result of 
Moody’s reevaluating its notching criteria for investment- 
grade regulated utilities t o  reflect the historical lower 
default rates for regulated utilities than for non-financial, 
non-utility corporate issuers 

On January 12, 2010, Fitch placed ratings of PEF and 
FPC Capital I on Rating Watch Negative as a result 
of t he  January 11, 2010 ruling by the FPSC in the PEF 
base rate case proceeding. Fitch cited lower cash f low 
expectations and increased regulatory risk as drivers for 
the rating action. 

On January 14, 2010, S&P placed ratings of Progress 
Energy, Inc. and its subsidiaries, including PEC, PEF, FPC 
Capital I and Florida Progress Carp., on Credi twatch 
Negative as a result of the January 11,2010 ruling by the 
FPSC in the PEF base rate case proceeding. A t  the same 
time, S&P affirmedthe A-2short-term ratings on Progress 
Energy, Inc., PEC and PEF. 

On January 19,2010, Moody’s placedthe long-term ratings 
of Progress Energy, Inc. and PEF on review for possible 
downgrade as a result of the January 11,2010 ruling by 
the FPSC in the PEF base rate case proceeding. Moody’s 
also placed the short-term ratjng for commercial paper of 
Progress Energy, Inc. on review for possible downgrade. 
A t the  same time, Moody’s affirmed the ratings and stable 
outlook of PEC. 

As noted above, the three rating agencies cited increased 
regulatory risk and PEFs rate case outcome as the key 
driver of the ratings actions. Credit rating changes could 
be made afterthe agencies have completed their reviews 
of PEF‘s rate order and our response to the decision. 

Credit rating downgrades could negatively impact our 
abilityto accessthe capital markets and respondto major 
events such as hurricanes Our cost of capital could also 
be higher, which could ultimately increase prices for our 
customers. It is important for us to maintain our credit 
ratings and have access to the capital markets in orderto 
reliably serve customers, invest in capital improvements 
and prepare for our customers’ future energy needs. 

- 
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As discussed in Note 17C, credit rating downgrades 
could also require us to post additional cash collateral 
for commodity hedges in a liability position as certain 
derivative instruments require us to  post collateral on 
liability positions based on our credit ratings. 

On January 22, 2010, Fitch lowered the rating on 
PECS, PEF‘s and FPC Capital I s  preferred securities 
t o  BBBt  from A- as a result of the  implementation of 
Fitch‘s revised guidelines for rating preferred stock and 
hybrid securities. 

GuaraefeEs 

As a part  of normal business, w e  enter into various 
agreements providing future financial or performance 
assurances to  third parties. These agreements are 
entered into primarily t o  support or enhance the 
creditworthiness otherwise attributed t o  Progress 
Energy or our subsidiaries on a stand-alone basis, 
thereby facilitating the extension of sufficient credit 
to  accomplish the subsidiaries’ intended commercial 
purposes. Our guarantees include standby letters of 
credit, surety bonds, performance obligations fortrading 
operations and guarantees of certain subsidiary credit 
obligations. At December 31, 2009, w e  have issued 
$406 million of guarantees for future financial or 
performance assurance. Included in this amount is 
$300 million of  guarantees of certain payments of t w o  
wholly owned indirect subsidiaries issued by the Parent 
(See Note 23). Subsequent to December 31,2009, the 
Parent issued a $76 million guarantee for performance 
assurance of a whol ly owned indirect subsidiary. 
We do not believe conditions are liltely fo r  significant 
performance under the guarantees of performance 
issued by or on behalf of affiliates. 

At December 31,2009, we  have issued guarantees and 
indemnifications of certain asset performance, legal, 
tax and environmental matters to third parties, including 
indemnifications made in connection with sales of 
businesses, and for timely payment of obligations in 
support of our nonwholly owned synthetic fuels 
operations as discussed in Note 22C. 
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Market Wish and Derivatives 
Under our risk management policy, we may use a 
variety of instruments, including swaps, options and 
forward contracts, to manage exposure to fluctuations 
in commodity prices and interest rates. See Note 17 and 
“Quantitative and Qualitative Disclosures About Market 
Risk” for a discussion of market risk and derivatives. 

We are party to numerous contracts and arrangements 
obligating us to make cash payments in future years. 
These contracts include financial arrangements such 
as debt agreements and leases, as well  as contracts 
for the purchase of goods and services. In most cases, 

these contracts contain provisions for price adjustments, 
minimum purchase levels and other financial commihents. 
The commitment amounts presented in the following 
table are estimates and therefore wil l likely differ from 
actual purchase amounts. Further disclosure regarding 
our contractual obligations is included in the respective 
notes t o  the Consolidated Financial Statements. We 
t a l e  into consideration the future commitments when 
assessing our liquidity and future financing needs. 

The following table reflects Progress Energy‘s contractual 
cash obligations and other commercial comrniiments a t  
December 31, 2009, in the respective periods in which 
they are due. 

(in millions) Total Lessthan 1 year 1-3years 3-5 years More than 5 years 

Long-term debPISee Note 11) $12,515 $406 $1,950 $1,125 $9,m 
Interest payments on long-term debt“’ 1 o,on 707 igas 1,073 7,008 

Capital lease obligations~cl (See Note 22B) 484 34 67 74 309 

Fuel and purchased (See Note 22.4) 24,070 3,092 5,202 3,923 11,853 

Minimum pension funding requirements1“ 794 74 353 229 138 

Other postretirement benefihs’”1See Note 16A) 397 34 73 79 21 1 

Operating leaseslGJ (See Note 2281 1,430 35 83 i a i  1,131 

Other purchase obligations”J(See Note 22.41 9,749 1,872 3,298 2,883 1,706 

Uncertain tax positionslhl (See Note 14) - - - - - 

Other commitmen@’ 105 13 26 26 40 

Total $59,621 $6,267 $12,331 $9,593 $31,430 

(”1 Our maturing debt obligationsare generally expectedto be repaid with cash from operations or refinanced with new debt issuance sin the capital markeg. 
lbJ Interest payments on long-term debt are based on the interest rate effective at December 31,2009. 
Irl Amounts include cemin related executory cost commilments 
(11 Essentially all fuel and certain purchased power costs incurred by the Utiiies are recovered through cost-recovery clauses in accordance with state and 

federal regulations and therefore do not require separate liquidih/support 
id Amounts primarily relateto an EPC agreementthat PEF entered into in December 2M18fortwo nuclkar units plannedfor consbuction at Levy.The coniTabactrral 

obligations presented are in accordance with the existing terms of the EPC agreement, which assumes the original consbuction schedule and 1W percent 
ownership by PEE Actual payments under the EPC agreement are dependent upon, and may vary significantly based upon,the decision-to build, regulatory 
approval schedules, timing and escalation of project costs, and the percentages, if any, of joint ownership. Because of anticipated schedule shifts, we are 
negotiating an amendmenttnthe EPC agreement (See discussion under”0her Matters-Nuclear-Potential New Construction.”) We cannot currently predict 
the impact such amendment might have on the amount and timing of PEFs contradola1 obligations. t f  Ley is deferred or cancelled, PEF may incur contract 
suspension,termination and/or exit costs The magnitude of these contract suspension, termination and exit costs cannot be determined atthis time and, ac- 
cordingly, are not reflected in this table 

$0 Representsthe projected minimum required contributionsluthe qualified pension trustsfor a total of 10 years. These amounts are subjectto change signifi- 
can@ based on factors such as pension asset earnings and marketinterestrates. 

I#) Representr; projected benefitpaymentsfor a total of 10 years related to ourpostrktjrement health and life plans.These amounts are subjectto change based 
on factors such as experienced claims and general health care costtrends. 

IN Uncertain tax positions of$lfX million are not reflected in lhistable as we cannot predictwhen open incometax years will be closed with completed examina- 
tions I t is reasonably possibleihatthetotal amourhr, of unrecognized tax benefit.; will decrease by up to approximatelyS(i0 million during the 12-month period 
ending December 31,2010, dueto expected settfements 

‘8 By NCUC order, in 2008, PEC begantransktioning North CaroEna jurisdictional amounts curfen@ retained intemallytn its external decommissioning funds. The 
transition ofthe original$l31 million mustbe complete byDecember31,21117, and atleastlo percentmustbetransitioned each year. 
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Weg~lletwy Environment 
The Utilities' operations in North Carolina, South Carolina 
and Florida are regulated by the NCUC, the SCPSC and 
the FPSC, respectively. The Utilities are also subject t o  
regulation by the FERC, the NRC and other federal and 
state agencies common to  the utility business. As a 
result of regulation, many of the fundamental business 
decisions, as wel l  as the rate of return the Utilities are 
permitted to  earn, are subject to the approval of one or 
more of these governmental agencies. 

To our knowledge, there is  currently no  enacted o r  
proposed legislation in North Carolina, South Carolina 
or, Florida that would give retail ratepayers the right t o  
choose their electricity provider or otherwise restructure 
or deregulate the electric industry. We cannot anticipate 
when, or if, any of these states will move to  increase retail 
competition in  the electric industry 

The American Recovery and Reinvestment Act, signed 
into l aw  in February 2009, contains provisions promoting 
energy efficiency and renewable energy, including 
$3.4 billion in Smart Grid technology development grants; 
$615 mill ion fo r  Smart Grid storage, monitoring and 
technology viability; $6.3 billion for  energy-efficiency and 
conservation grants; and $2 billion in tax credits for the 
purchase of plug-in electric vehicles. In August 2009, w e  
submitted our application to  the United States Department 
of Energy (DOE) for $200 million in federal matching 
infrastructure funds in support of our investment in Smart 
Grid-related technologies in the  Carolinas and Florida. 
On October 27,2009, the DOE notified us of our selection 
for Smart Grid award negotiations. We are now awaiting 
further questions and comments from the D O E  on our 
Smart Grid application. The submission of an application 
and the  notification for  award negotiations are not a 
commitment to  accept federal funds but are necessary 
stepsto keep the option open. We are currently evaluating 
the provisions of the l aw  and assessing the conditions 
imposed by participation in the  incentive programs. 
Also, the Dbama administration has announced a goal of 
encouraging investment in transmission and promoting 
renewable resources while also pricing GHG emissions 
and setting a federal requirement for renewable energy. 

On June 26, 2009, the U.S. House of Representatives 
passed the American Clean Energy and Security Act of 
2009. This bill would establish a national cap-and-trade 
program t o  reduce GHG emissions as wel l  as a national 
renewable energy portfolio standard (REPS). The bill also 
calls for  investment in the electric grid, more production 

and utilization of electric vehicles and improvements in 
energy efficiency in buildings and appliances The full 
impact of the legislation, if enacted into law, cannot be 
determined at this time and will depend upon changes 
made to its provisions during the legislative process and 
the manner in which key provisions are implemented, 
including the regulation of carbon The U.S. Senate 
is considering similar proposals. The full impact of 
final legislation, if enacted, and additional regulation 
resulting from these and other federal GHG initiatives 
cannot be determined atthis time; however, we  anticipate 
that it could result in significant cost increases over 
time, for which the Utilities would seek corresponding 
rate recovery. 

Current retail rate matters affected by state regulatory 
authorities are discussed in Notes 78 and 7C. This 
discussion identifies specific retail rate matters, the 
status of the issues and the associated effects on  our 
consolidated financial statements. 

On July 31, 2009, the governor of North Carolina signed 
into law a bill that  includes three key provisions that 
may impact P E L  First, the legislation accelerates the 
certification process for a public utilityto construct a new 
natural gas plant as long asthe public utility permanently 
retires the existing coal unit atthat specific site. Pursuant 
to the legislation, PEC requested and received approval 
from the NCUC to pursue construction of a new 950-MW 
natural gas plant (see further discussion in Note 78 and 
"Other Matters - Environmental Matters"). Second, a 
recovery mechanism is provided for utilities if they invest 
in zero emissions renewable energy facilities within the 
next five years. Finally, the legislation changes the state's 
Dam Safety Act such that dams at utility coal-fired power 
plants, including dams for ash pands, will be subjectto the 
Act's applicable provisions, including state inspection, as 
of January 1,2010. 

Florida energy law enacted in 2008 includes provisionsthat 
would, among other things, (1) help enhance the ability 
to  cost-effectively site transmission lines; (2) require the 
FPSC to develop a renewable portfolio standard that the 
FPSC would present to the legislature for ratification in 
2009; (3) direct the Florida Department of Environmental 
Protection (FDEP) t o  develop rules establishing a cap- 
and-trade program to regulate GHG emissions that 
the FDEP would present to  the legislature no earlier 
than January 2010 for ratification by the legislature; and 
(4) establish a new Florida Energy and Climate Commission 
as the principal governmental bodyto develop energy and 
climate policy for the state and to make recommendations 
to the governor and legislature on energy and climate 
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issues. In complying with the provisions of the  law, 
PEF would be  able t o  recover its reasonable prudent 
compliance costs. However, until these agency actions 
are finalized, w e  cannot predict the costs of complying 
with the law. 

On July 13,2007, the governor of Florida issued executive 
orders to  address reduction of GHG emissions. The 
executive orders call forthe first southeastern state cap- 
and-trade program and include adoption of a maximum 
allowable emissions level of GHGs fo r  Florida utilities. 
The standard will require, at  a minimum, the following 
three reduction milestones: by 2017, emissions not greater 
than Year 2000 utilty sector emissions; by 2025, emissions 
not greater than Year 1990 utility sector emissions, and 
by 2050, emissions no t  greater than 20 percent of Year 
1990 utility sector emissions, To date, the FDEP has held 
three rulemaking workshops on the GHG cap-and-trade 
rulemaking Rulemalting is expected to continue through 
2010, and the rule requires legislative ratification before 
implementation. 

and Energy Efficiency Portfolio Standard (NC REPS), 
expansion of the definition of the traditional fuel clause 
and recovery of the costs of new DSM and energy- 
efficiency programs through an annual DSM clause. On 
February 29, 2008, the NCUC issued an order adopting 
final rules for implementing North Carolina's 2007 energy 
law. The rules include filing requirements regarding NC - 
REPS compliance and inclusion in the Iltility's integrated 
resource plan.The order alsoestablishes a schedule and 
filing requirements for DSM and energy-efficiency cost 
recovery and financial incentives. Rates for the DSM and 
energy-efficiency clause and the N C  REPS clause will be 
set based on projected costs with true-up provisions. PEC 
has implemented a series of DSM and energy-efficiency 
programs and will continue t o  pursue additional programs. 
These programs.must be approved by the NCLJC, and we 
cannot predict the outcome of filings currently pending 
approval by the NCUC or  whether the implemented 
programs will produce the expected operational and 
economic results. 

The executive orders also requested that the  FPSC state and federal energy policies, 
initiate a rulemaking by September 1,2007, tha t  would promoting environmental stewardship and providing 
( 1 )  require Florida utilities to  produce at least 20 percent reliable electrici"ry to meet the 
of their electricity from renewable sources; (2) reduce growth within the Sewice will require 
the cost of connecting solar and other renewable energy a balanced approach, -,.he three elements of 
technologies to  Florida's power grid by adopting uniform this balanced solution are: (1) expanding our energy- 
statewide interconnection standards for al l  utilities; and efficiency programs; (2) investing in the development 
(3) authorize a uniform, statewide method t o  enable of alternative energy for the future; and 

electricity from onsite renewable technologies of up to cleanly and efficiently by modernizing existing plants and 
I MW in capacityto offsettheir consumption over a billing pursuing options for bullding new plants and assoc,ated 
period by allowing their electric meters to turn backward transmission facilities. 
when  they generate electricity (net metering). On 

renewable portfolio standard rule with a goal of20 percent efficiency and conse,,atlon programs because energy 
renewable energy production by 2020. The FPSC provided efficiency is one of the most effective ways to reduce 
the draft Florida renewable portfolio standard rule to  the energy costs, offset the need for new power plants and 
Florida legislature in February 2009, butthe legislature did protectthe environment DSM programs include programs 
nottake action in the 2009 session. We cannot predictthe and initiatives that shiftthe timing of use from 

peak to  nonpeak periods, such as load management, outcome of this matter. 

electricity system and operating controls, direct load 
We predict the of with the laws control, interruptible load, and electric system equipment 
and regulations tha t  may ultimately result from these and operating controls. We provide our residential 
executive orders. Our balanced solution, as described customers with home energy audits and offer energy- 
in "Energy Demand," includes greater investment in efficiency programsthatprovide incentivesfor customers 

and customers who generate (3) operating state-of-the-art plants that produce energy 

January 12, 2009, the FPSC approved a draft Florida We are actively pursuing expansion of our DSM, energy- 

energy efficiency, renewable energy and state-of-*he- 
a r t  generation and demonstrates Oilr to 

to implement tha t  reduce energy LIse. For 
business customers, we also provide energy audits and 
other tools, including an interactive Internet Web site with environmental responsibility. 

online calculatars, programs and efficiency tips, to help 
them reduce their energy use. North Carolina energy l a w  enacted in 2007 includes 

provisions fo r  a North Carolina Renewable Energy 
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We are  actively engaged in a variety of alternative 
energy projects t o  pursue the generation of electricity 
from swine waste and other plant or animal sources, 
biomass, solar, hydrogen, and landfill-gas technologies. 
Among our projects, w e  have executed contracts t o  
purchase approximately250 M W  of electricity generated 
from biomass and up to  60 M W  of electricity generated 
from municipal solid waste sources The majority of 
these projects should be online within the next five 
years. In addition, w e  have executed purchased power 
agreements for  approximately 10 MW of electricity 
generated from solar photovoltaic generation as part 
of t h e  NC REPS. The majority of these projects are 
online and the remainder should be online by early 2010. 
Additionally, customers across our service territory have 
connected approximately 4 MW of solar photovoltaic 
energy systems t o  our grid. In June 2009, we  expanded 
our solar energy strategy to include a range of new solar 
incentives and programs, which are expected to increase 
our use of solar energy by more than 100 MW over the 
next decade. 

In the coming years, w e  will continue to invest in existing 
plants and consider plans for building new generating 
plants. Due to  the anticipated long-term growth in our 
service territories, w e  estimate that we will require new 
generation facil i t ies in both Florida and the Carolinas 
toward the end ofthe next decade, and we are evaluating 
the best available options for this generation, including 
advanced design nuclear and gas technologies. A t  this 
time, no  definitive decisions have been made to construct 
new nuclear plants. 

In 2009, PEC announced a coal-to-gas modernization 
strategy whereby the 11 remaining coal-fired generating 
facilities in North Carolina that do not have scrubbers 
would be retired prior to the end of their useful lives and 
their  approximately 1,500 MW of generating capacity 
replaced with n e w  natural gas-fueled facilities The 
coal-fired units will b e  retired by the end of 2017. PEC 
has received approval from the NCUC for construction 
of a 950-MW natural gas-fueled generating facility at  
a site in Wayne County, N.C., t o  be placed in service in 
January2073. PEC has requested approval from the NCUC 
to  construct a 620-MW natural gas-fueled generating 
facility at a site in N e w  Hanover County, N.C. The facility 
is projected to be placed in service in late 2013 or early 
2014. PEC will continue to operate three coal-fired plants 
in North Carolina after 2017. PEC has invested more than 
$2 billion in installing state-of-the-art emission controls 
at t he  Roxboro, Maya  and Asheville Plants. Emissions 
of NOx, SO, mercury and other pollutants have been 
reduced significantly atthose sites. 

Proyress Energy Annual Report2009 

Asauthorized underthe Energy Policy Act of2005(EPACT), 
on October4,2007,the DOE publishedfinal regulationsfor 
the disbursement of up to $13 billion in loan guarantees 
for clean-energy projects using innovative technologies, 
The guarantees, which will cover up to 100 percent of 
the amount of any loan for no more than 80 percent of 
the project cost, are expected to spur development of 
nuclear, clean-coal and ethanol projects. 

In 2008, Congress authorized $38.5 billion in loan 
guarantee authority for innovative energy projects. Of 
the total provided, $18.5 billion is set aside for nuclear 
powerfacilities, $2 billion for advanced nuclear facilities 
for the "front-end" of the nuclear fuel cycle, $10 billion 
for  renewable and/or energy-efficient systems and 
manufacturing and distributed energy generation/ 
transmission and distribution, $6 billion for  coal-based 
power generation and industrial gasification at retrofitted 
and new facilities that incorporate carbon capture and 
sequestration or  other beneficial uses of carbon, and 
$2 billion for advanced coal gasification. In June 2008, 
the DOE announced solicitations for a total of up to  
$30.5 billion of the amount authorized by Congress 
in federal loan guarantees for projects that employ 
advanced energy technologies that  avoid, reduce or 
sequester air pollutants o r  greenhouse gas emissions 
and advanced nuclearfacilitiesforthe "front-end" ofthe 
nuclear fuel cycle. 

PEF submitted Part I of the Application for Federal Loan 
Guarantees for Nuclear Power Facilities on September 
29, 2008, for  Levy. PEF was one of 19 applicants that 
submitted Part I of the application. The program requires 
thatthe guarantee be in a first lien position on all assets of 
the project, which conflicts with PEF's current mortgage. 
Obtaining the required approval to amend the current 
mortgage from 100 percent of PEF's current bondholders 
would be unliltely, and current secured debt of $4.0 billion 
would need to  be refinanced with unsecured debtto meet 
the requirements of the guarantee. In addition, the costs 
associated with obtaining the loan guarantee are unclear. 
PEF decided not to  pursue the loan guarantee program 
and did not submit Part II of the application, which was 
due on December 19,2008. However, this decision does 
not preclude PEF from revisiting the program at a later 
date if there are changes to  the program. We cannot 
predict if PEF will pursue this program further. 

A new nuclear plant may be eligible fo r  the federal 
production tax credits and risk insurance provided by 
EPACT. EPACT provides an annual tax credit of 1.8 cents 
per kWh for nuclear facilities for the first eight years of 
operation. The credit is limited to the first 6,000 M W  of 
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new nuclear generation in the United States and has an 
annual cap of $125 million per 1,000 MW of national M W  
capacity l imitation allocated to the unit. In April 2006, 
the IRS provided interim guidance that the 6,000 M W  of 
production tax  credits generally will be allocated to new 
nuclear facilities that filed license applications with the 
NRC by December 31, 2008, had poured safety-related 
concrete pr ior  to January 1, 2014, and were placed in 
service before January 1, 2021. There is no guarantee 
that the interim guidance will be incorporated into the 
final regulations governing the allocation of production 
tax credits. Mult ip le utilities have announced plans to  
pursue new nuclear plants. There is  no guarantee that 
any nuclear plant we  construct would qualify for these 
or other incentives. W e  cannot predict the outcome o i  
this matter" 

Nuclear generating units are regulated by the NRC. In 
the event of noncompliance, the NRC has the authority to  
impose fines, set license conditions, shut down a nuclear 
unit ortalte some combination ofthese actions, depending 
upon its assessment of the severity of the situation, until 
compliance is  achieved. Our nuclear units are periodically 
removed from service to accommodate normal refueling 
and maintenance outages, repairs, uprates and certain 
other modifications. 

CR3 is  currently undergoing an extended outage for 
normal refueling and maintenance as well as a project 
to increase its generating capability and to replace t w o  
steam generators. During preparations to  replace the 
steam generators, workers discovered a delamination 
within the concrete of the outer wall of the containment 
structure. PEF is finalizing the root cause determination of 
the delamination event and the necessary repair plans. At 
present, PEF does not have a firm return to service date 
for CR3, finalized repair estimates and replacement power 
costs, or the  impact of insurance recovery. However, the 
costs t a  repair the delamination and associated costs of 
an outage extension, such as fuel, purchased power and 
maintenance, could be material. Based on the current 
understanding of the cause of the delamination event and 
the conceptual repair strategy, PEF expects that CR3 will 
return to service in mid-2010. 

The NRC operating licenses for PEC's nuclear units are 
currently operating under licenses that expire between 
2010 and 2026. The NRC has granted PEC20-year renewals 
of the l icenses for its nuclear units, which extend the 
aperating licenses to  expire between 2030 and 2046. The 
NRC operating license held by PEFfor CR3currentlyexpires 

in December 2016. On March 9,2009, the NRC docketed, 
or accepted for review, PEF's application for a ZO-year 
renewal on the operating license for CR3, which would 
extend the operating license through 2036, if approved. 
Docketing the application does not preclude additional 
requests for information as the review proceeds, nor does 
it indicate whether the NRC will renew the license The 
license renewal application for CR3 is  currently under 
review by the NRC with a decision expected in 201 1. 

PrsTEW?iAL t*EW c 8 ~ s T ~ ~ ! c T ~ ~ ~ :  

While we  have not made a final determination on nuclear 
construction, we  continue to take steps t o  keep open the 
option of building a plant or plants. During 2008, PEC and 
PEF filed COL applications to  potentially construct new 
nuclear plants in North Carolina and Florida. The NRC 
estimates that it will take approximately three t o  four 
years t o  review and process the COL applications. W e  
have focused on the potential construction in Florida given 
the need for more fuel diversity in Florida and anticipated 
federal and state policies to reduce GHG emissions as 
well as existing state legislative policy that is supportive 
of nuclear projects. 

On January 23, 2006, w e  announced that PEG selected 
a site at Harris t o  evaluate Tor possible future nuclear 
expansion. W e  selected the Westinghouse Electric 
APIOOO reactor design as the technology upon wh ich  
t o  base PEC's application submission. On February 19, 
2008, PEC filed its COL application with the NRC for two 
additional reactors at Harris. On April 17, 2008, the NRC 
docketed, or accepted for review, the Harris application. 
Docketing the application daes not preclude additional 
requests for information as the review proceeds, nor 
does it indicate whether the NRC will issue the license 
No petitions to  intervene have been admitted in the Harris 
COL application. l f w e  receive approval fromthe NRC and 
applicable state agencies, and ifthe decisionsto build are 
made, a new plantwould not be online until at least 2019 
(See "Energy Demand" above) 

On December 12,2006, we announced that PEF selected 
a greenfield site at Levy to evaluate for possible future 
nuclear expansion. We selected the Westinghouse 
Electric APIOOO reactor design as the technology upon 
which to base PEF's application submission In 2007, PEF 
completed the purchase of approximately 5,000 acres for 
Levy and associated transmission needs. In 2007, both 
the Levy County Planning Commission and the  Board 
of Commissioners voted unanimously in favor of PEFs 
requests to change the comprehensive land use plan. On 
May 29,2008, the Florida Department of Community Affairs 
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issued its final determination thatthe amendments to the 
Levy County Comprehensive Plan are in compliance with 
land use regulations 

PEF expects a schedule shift for  the commercial 
operation dates of the Levy nuclear units PEFS initial 
schedule anticipated the ability t o  perform certain site 

In 2008, PEF submitted filings for  t w o  key state 
approvals. First, on March 11, 2008, PEF filed a Petition 
for a Determination o f  Need for Levy w i th  the FPSC. 
The FPSC issued a final order granting PEF's petition for 
Levy on August 12,2008. Second, on June 2,2008, PEF 
filed its application for site certification with the FDEP. 
Certification addresses permitting, land use and zoning, 
and property interests and replaces state and local 
permits. Certification grants approval f o r  the location 
of the power plant and its associated facilities such as 
roadways and electricaltransmission lines carrying power 
tothe electrical grid, among others. Certification does not 
include licenses required by the federal government. On 
January 12,2009, the FDEPfiled a favorable staff analysis 
report in advance of certification hearings. The technical 
proceedings concluded on March 12, 2009, and the 
administrative l a w  judge issued a recommended order 
on certification on May 15, 2009. The Power Plant Siting 

work pursuant to a Limited Work Authorization from the 
NRC prior to  COL receipt. However, in 2009, the  NRC 
Staff determined that certain schedule-critical work that 
PEF had proposed to perform within the Limited Work 
Authorization scope will not be authorized until the NRC 
issues the COL. Consequently, excavation and foundation 
preparation work wil l be shifted until after COL issuance. 
This factor alone resulted in a minimum 20-month 
schedule shift later than the originally anticipated 2016 
to 2018 timeframe. Additional schedule shifts are likely 
given, among other things, the permitting and licensing 
process, state of Florida and macro-economic conditions, 
recent FPSC DSM and energy-efficiencygoals and other 
decisions. Uncertainty regarding access to capital on 
reasonable terms could be another factor to affect the 
Levy schedule. In light of the regulatory schedule shift 
and other factors, our  anticipated capital expenditures 
for Levy will be significantly less in the near term than 
previously planned. later in 2010, PEF will file i ts annual 

Board, comprised of the governor and the Cabinet, issued 
the Levy certification on August 26,2009. 

On July 30, 2008, PEF filed its COL application with the 
NRC for two reactors.. PEF also completed and submitted 
a Limited Work Authorization request for Levy concurrent 
with the COL application, On October 6, 2008, the NRC 
docketed, or accepted for review, the Levy application. 
Doclteting the application does not, preclude additional 
requests for  information as t h e  review proceeds, nor 
does it indicate whether the NRC will issue the license. 
On February 24,2009, PEF received the NRC's schedule 
for review and approval of the CDL. One joint petition to  
intervene in the licensing proceeding was filed with the 
NRC within the 60-day notice period bythe Green Party of 
Florida,the Nuclear Information and Resourceservice and 
the Ecology Party of Florida. ~nApril20-21,2009,theAtomic 
Safety Licensing Board (ASLB) heard oral arguments on 
whether any ofthe joint interveners' proposed contentions 
will be admitted in the Levy COL proceeding. On July 8, 
2009, the ASLB issued a decision accepting three of the 
12 contentions submitted. The admitted contentions 
involved questions about the storage of low-level 
radioactive waste, the potential impacts of plant 
construction and operation onthe aquifer andsurrounding 
waters and the potential impact of salt water drift from 
cooling tower  operation. PEF's appeal of the ASLB's 
decision was denied and a hearing on the contentions will 
be conducted in 2011. Other COLapplicants have received 
similar petitions raising similar potential contentions. We 
cannot predict the outcome of this matter. 

nuclear cost-recovery filing with the FPSC, which will 
reflect our latest plan regarding Levy, 

As discussed below, the schedule shift wil l reduce 
the near-term capital expenditures for the project 
and also reduce the near-term impact on customer 
rates. The schedule shift will also allow more time for 
certainty around federal climate change policy, which 
is currently being debated. We believe that continuing, 
although a t  a slower pace than initially anticipated, i s  
a reasonable and prudent -course at this early stage of 
the project. We still consider L.evy as PEFs preferred 
baseload generation option, taking into account cost, 
potential carbon regulation, fossil fuel price volatility 
and the benefits of fuel diversification. Along with the 
FPSC's annual prudence reviews, we  will continue 
to  evaluate the project on an ongoing basis based on 
certain criteria, including public, regulatory and political 
support; adequate financial cost-recovery mechanisms; 
customer rate impacts; projectfeasibility; and availability 
and terms of capitalfinancing. 

PEF signed the EPC agreement on December 31, 2008, 
with Westinghouse Electric Company LLC and Stone 
& Webster, Inc. for  two Westinghouse APSO00 nuclear 
units to be constructed at Levy. More than half of the  
approximate $7.650 billion contract price is fixed or firm 

. with agreed upon escalation factors. The total escalated 
cost for the two generating units was estimated in PEF's 
petition fo r  the Determination of Need for Levy to be 
approximately$l4 billion.Thistotal cost estimate includes 

1 
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land, plant components, financing costs, construction, 
labor, regulatoryfees and the initial core forthe two  units. 
An additional $3 billion was estimated for the necessary 
transmission equipment and approximately 200 miles 
of transmission lines associated with the project. The 
EPC agreement includes various incentives, warranties, 
performance guarantees, liquidated damage provisions 
and parent guarantees designed to  incent the contractor 
lo perform efficiently. For termination without cause, the 
EPC agreement contains exit provisions with termination 
fees, which may be  significant, that vary based on the  
termination circumstances. We anticipate amending 
the EPC agreement due to the schedule shift previously 
discussed but cannot predictthe impact such amendment 
might have on the project's cost, if any. 

Florida regulations allow investor-owned utilities such 
as PEF to recover prudently incurred site selection 
costs, preconstruction costs and the carrying cost on 
construction cost balance of a nuclear power plant prior 
to  commercial operation. The costs are recovered on an 
annual basis through the CCRC. Such amounts will not be 
included in a utility's rate,base when the plant i s  placed 
in commercial operation. The nuclear cost-recovery rule 
also has a provisionto recover costs shouldthe project be 
abandoned afterthe utility receives a final order granting 
a Determination of Need. These costs include any 
unrecovered construction work in progress at the time of 
abandonment and any other prudent and reasonable exit 
costs. In addition, the rule requires the FPSC to conduct 
an annual prudence review of the reasonableness 
and prudence of all such costs, including construction 
costs, and such determination shall no t  be subject t o  
later review except upon a finding of fraud, intentional 
misrepresentation or the intentional withholding of key 
information by the utility. 

In 2008, PEF sought and received approval from the FPSC 
to  recover Levy preconstruction and carrying charges of 
$357 million as well as site selection costs of $38 million 
through the 2009 CCRC. In 2009, PEF received approval 
t o  defer until 2010 the recovery of $198 million of these 
costs (See Note 7C). On October 16, 2009, the  FPSC 
approved the recovery of $201 million of preconstruction 
costs, carrying costs and incremental O&M incurred or 
anticipated to be incurred during 2009 and the projected 
2010 costs associated with Levy as part  of t he  total 
$207 million FPSC-approved recovery of nuclear costs 
through the 2010 CCRC (See Note 7C). 

At December 31, 2009, PEF's unrecovered investment 
in Levy totaled $404 million, of which $358 million is 
recoverable in retail rates through the Florida nuclear 

cost-recovery rules, including $296 million of construction 
work in progress, $274 million of which was  reflected 
as a regulatory asset pursuant to  accelerated regulatory 
recovery of nuclear costs and$22 million was reflected as 
a deferred fuel regulatory asset The remaining $46 million 
is apportioned to PEF's wholesale jurisdiction and would 
he recovered through PEF's wholesale rates. If Levy is 
deferred or cancelled, PEF may incur additional contract 
suspension, termination and/or exit costs that  would 
increase its unrecovered investment. The magnitude of 
these contract suspension, termination and exii costs 
cannot be determined atthis time.. 

P E R  jurisdictions atso have laws encouraging nuclear 
baseload generation. South Carolina l a w  includes 
provisions for cost-recovery mechanisms associated 
with nuclear baseload generation. North Carolina law 
authorizes the NCUC to allow annual prudence reviews 
of baseload generating plant construction costs and 
inclusion of construction work in progress in rate base 
with corresponding rate adjustment in a general rate case 
while a baseload generating plant is under construction 
(See "Other Matters - Regulatory.Environment"). 

S P E W  ?\lUGLEAR FUEL ?AATFERS 

Under federal law, the DOE is responsible for the selection 
and construction of a facilityforthe permanent disposal of 
spent nuclear fuel and high-level radioactive waste. We 
have a contract with the DOE for the future storage and 
disposal of our spent nuclear fuel. Delays have occurred 
in the DOE'S proposed permanentrepositoryto be located 
a t  Yucca Mountain, Nev. The Obama administration has 
determined that Yucca Mountain, Nev., is not a workable 
option for a nuclearwaste repository and wil l discontinue 
its program to  construct a repository at this site in 2010. 
The administration will continue to  explore alternatives. 
Debate surrounding any new strategy likely will address 
centralized interim storage, permanent storage at multiple 
sites and/or spent nuclear fuel reprocessing. We cannot 
predict the outcome of this matter. 

The NRC has proposed revisions to  its waste confidence 
findings tha t  would remove the provisions stating that 
the NRCS confidence in waste management, underlying 
the licensing of reactors, is based in part on a permanent 
repository being in operation by 2025. Instead, the NRC 
states that repository capacity will be available within 
50to60years beyondthe licensed operation of all reactors, 
and that usedfuel generated in any reactor can be safely 
stored on site without significant environmental impact 
for at least 60 years beyond the licensed operation of the 
reactor. We cannot predict the outcome of this matter. 
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On September 15, 2009, the NRC proposed licensing 
requirements for storage of spent nuclear fuel, wh ich  
wou ld  clarify the term limits for specific licenses fo r  
independent spent fuel  storage installations and fo r  
certificates of compliance for spent nuclear fuel storage 
casks. The agency proposal would formalize the site-by- 
site exemption the NRC has used for renewal applications 
requesting more than the current 20-year duration. The 
initial and renewal terms of a specific installation license 
would be effective for a period of up to 40years. Similarly, 
the proposed rule would allow applicants for certificates 
of compliance to request initial and renewal terms of up 
to  40 years, provided they can demonstrate that all design 
requirements are satisfied for  the requested term. We 
cannot predict the outcome of this matter. 

With certain modifications and additional approvals by 
the NRC, including the installation and/or expansion of on- 
site dry cask storage facilities at PECS Robinson Nuclear 
Plant (Robinson), Brunswick and CR3, the  Utilities' 
spent nuclear fuel storage facilities will be sufficient to 
provide storage space for spent fuel generated by their 
respective systems through the expiration ofthe operating 
licenses, including any license renewals, fortheir nuclear 
generating units. Harris has sufficient storage capacity in 
its spent fuel pools through the expiration of its renewed 
operating license. 

See Note 22D for information aboutthe complaint filed by 
the Utilities in the United States Court of Federal Claims 
against the DOE for i ts failure to  fulfil l its contractual 
obligation to  receive spent fuel from nuclear plants. 
Failure t o  openthe Yucca Mountain or otherfacilitywould 
leave the DOE open to further claims by utilities. 

Environmeataa MaQlevs 
We are subjectto regulation by various federal, state and 
local authorities in the areas of air qualm/, water quality, 
control of toxic substances and hazardous and solid 
wastes, and other environmental matters. We believe that 
we  are in substantial compliance with those environmental 
regulations currently applicable to  our business and 
operations and believe we have all necessary permits t o  
conduct such operations. 

HAZZARDDUS M D  SOC!D W S T E  PAE?NAGEME?4T 

similar types of statutes. We are periodically notified by 
regulators, including the EPA and various state agencies, 
of our involvement or potential involvement in sites that 
may require investigation and/or remediation. There are 
presently several sites with respect to  which we have 
been notified of our potential liability by the EPA, the 
state of North Carolina, the state of Florida or potentially 
responsible parties (PRP) groups Variaus organic 
materials associated with the production of manufactured 
gas, generally referred to  as coaltar, are regulated under 
federal and state laws. PEG and PEF are each PRPs at  
several manufactured gas plant (MGP) sites. We are 
also currently in the process of assessing potential costs 
and exposures at other sites. These costs are eligible for 
regulatory recovery through either base rates or cost- 
recovery clauses (See Notes 7 and 21). Both PEC and 
PEF evaluate potential claims against other PRPs and 
insurance carriers and plan t o  submit claims for cost 
recovery where appropriate. The outcome af potential 
and pending claims cannot be predicted. Hazardous and 
solid waste management matters are discussed in detail 
in Note 21A. 

We accrue costs to  the extent our liability is probable 
and the costs can be reasonably estimated Because the 
extent of environmental impact, allocation among PRPs 
for all sites, remediation alternatives (which could involve 
either minimal or significant efforts), and concurrence of 
the regulatory authorities have not yet reached the stage 
where a reasonable estimate of the remediation costs can 
be made, we cannot determine the total costs that may 
be incurred in connection with the remediation of all sites 
at this time. It is  probable that current estimates could 
change and additional losses, which could be material, 
may be incurred in the future. 

As  discussed in  "Other Matters - Regulatory 
Environment," as of January 1,2010, dams at utilityfossil- 
fired power plants, including dams for ash ponds, are 
subjectto the North Carolina Dam Safety Act's applicable 
provisions, including state inspection. Until the state 
agency responsible for dam safety inspects each of the 
affected dams, w e  cannot predict if additional safety- 
related measures will be required. However, these dams 
have been subject to  periodic third-party inspection in 
accordance with prior applicable requirements. 

The provisions of the  Comprehensive Environmental 
Response, Compensation and Liability Ac t  of 1980, as 
amended (CERCLA), authorize the EPA t o  require the  
cleanup of hazardous waste sites. This statute imposes 
retroactive joint and several liability. Some states, 
including North Carolina, South Carolina and Florida, have 

The EPA and a number of states are considering additional 
regulatory measures tha t  may affect management, 
treatment, marketing and disposal of coal combustion 
products, primarily ash, from each of the Utilities' coal- 
fired plants. Revised or new laws or regulations under 
consideration may impose changes in solid waste 
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controls. Compliance plans and estimated costs t o  meet 
the requirements of new regulations will be determined 
w h e n  any new regulations are finalized. We are also 
evaluating the effect on groundwater quality from past 
and current operations, which may result in operational 
changes and additional measures under existing 
regulations. These issues are also under evaluation by 
state agencies. Detailed plans and cost estimates will 
be determined if these evaluations reveal that corrective 
actions are necessary. 

In June 2009, the EPA evaluated information about ash 
impoundment dams nationwide and posted a listing of 
44 utility ash impoundment dams that are considered 
to  have "high hazard potential," including two of PEC's 
ash impoundment dams. A "high hazard potential" rating 
is no t  related to  the stability of those ash ponds but to  
the potential for harm should the impoundment dam fail 
As noted above, all of the dams at PECS coal ash ponds 
have been subject to  periodic third-party inspection. 
In September 2009, the EPA rated the 44 "high hazard 
potential" impoundments, as well as other impoundments, 
f rom "unsatisfactory" to  "satisfactory" based on their 
structural integrity and associated documentation. 

Only dams rated as "unsatisfactory" would be considered 
to pose an immediatesafetythreat, but none ofthe facilities 
received an "unsatisfactory" rating In total, six of PEC's 
ash pond dams, including one "high hazard potential" 
impoundment, were rated as "poor" based on the contract 
inspector's desire to see additional documentation and 
their  evaluations of vegetation management and minor 
erosion control Inspectors applied the same criteria t o  
both active and inactive ash ponds, despite the fact  that 
most  of the inactive ash impoundments no  longer hold 
water  and do not pose a risk of breaching and spilling. 
PEC has completed several of the recommendations for 
the active ponds and other recommendations are under 
way. We are working with the North Carolina Dam Safety 
program to  evaluate the remaining recommendations. We 
do no t  expect mitigation of these issues to have a material 
impact on our results of operations. 

.4SR QURLlT'r' AND V$ATER QUALITY 

We are, or may ultimately be, subject to  various current 
and proposed federal, state and local environmental 
compliance laws and regulations,which likelywould result 
in increased capital expenditures and O&M expenses. 
Additionally, Congress is  considering legislation tha t  
wou ld  require reductions in air emissions-of NOx, SO,, 
CO, and mercury. Some of these proposals establish 
nationwide caps and emission rates over an extended 

4 4  

period of time. This national multipollutant approach to 
air pollution control could involve significant capital costs 
that could be material to our financial position or results 
of operations. Control equipment installed pursuantto the 
provisions of CAIR, CAVR and mercury regulations, which 
are discussed below, may address some of the issues 
outlined above. PEC and PEF have been developing an 
integrated compliance strategy to meet the requirements 
of the CAIR, CAVR and mercury regulation (see discussion 
ofthe court decisionsthat impacted the CAIR, the delisting 
determination and the CAMR below). The CAVR requires 
the  installation of best available retrofittechnology (BART) 
on certain units. However, the outcome of these matters 
cannot be predicted. 

cism Smckest2cks Act 

In June 2002, the Clean Smokestacks Ac t  was enacted 
in North Carolina requiring the state's electric utilities 
to  reduce the emissions of NOx and SO, f rom Their 
North Carolina coal-fired power plants in phases by 
2013. PEC currently has approximately 5,000 MW of 
coal-fired generation capacity in North Carolina that is 
affected by the Clean Smokestacks Ac t  On March 31, 
2009, PEC filed i t s  annual estimate with the NCUC of 
the total capital expenditures to meet emission targets 
under the Clean Smokestacks A c t  by  the end of 2013, 
which were approximately $1 4 billion at  the time of 
the filing. As discussed in "Other Matters - Regulatory 
Environment," North Carolina enacted a law in July 2009 
that abbreviates the certification process for a public 
utility to constrrict a n e w  natural gas plant as long as 
the public utility permanently retires the existing coal 
units at that specific site. The law gives PEG the option 
to  seek certification, construct a new natural gas plant 
and retire existing coal units, with resulting reduced 
emissions, in time to comply with the Clean Smokestacks 
Act's 2013 emission targets. As discussed in  Note 78, 
on October 22,2009, the NCUC issued an order granting 
PEC a Certificate of Public Convenience and Necessity 
t o  construct a 950-MW combined cycle natural gas- 
fueled electric generating facility a t  a site in Wayne 
County, N.C., to replace three coal-fired generating units 
at the site that have a combined generating capacity of 
approximately 400 MW. PEC projects that the generating 
facility would b e  in service by January 2013. On 
December 1, 2009, PEC filed with the NCUC a plan t o  
retire, no later than December 31, 2017, all of its coal- 
fired generating facilities in  North Carolina that do not 
have scrubbers. These facilities total approximately 
1,500 MW at four sites. PEC modified i ts Clean 
Smokestacks Ac t  compliance plan to remove retrofitting 
PEC's Sutton Plant with emission-reduction technology 
from the plan. Accordingly, PEC filed a revised estimate 
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with the NCUC totaling $1.1 billion of capital expenditures 
to meet the Clean Smokestacks Ac t  emission targets. We 
are continuing to  evaluate various design, technology, 
generation and fuel options, including retiring some coal- 
fired plants that could change expenditures required to 
maintain compliance with the Clean Smokestacks Act 
limits subsequent to 2013. 

Q&M expenses increase with the operation of pollution 
control equipment due t o  the cost of reagents, additional 
personnel and general maintenance associated with the 
pollution control equipment. PEC is allowed to  recover 
the cost of reagents and certain other costs under its fuel 
clause; all other O&M expenses are currently recoverable 
through base rates. 

Two of PEC's largest coal-fired generating units (the 
Roxboro No. 4 and Mayo units) impacted by the Clean 
Smokestacks Act are jointly owned. In 2005, PEC entered 
into an agreement w i th  the joint owner t o  limit their 
aggregate costs associated with capital expenditures to 
comply with the Clean Smokestacks Act and recognized 
a liability related to this indemnification (See Note 21 6). 

The CAlR issued by the EPA on March 10,2005, required 
the District of Columbia and 28 states, including North 
Carolina, South Carolina and Florida, to reduce Nf lx  and 
SO, emissions. The CAlR set emission limits to be  met 
in two  phases beginning in 2009 and 2015, respectively, 
for NOx and beginning in 2010 and 2015, respectively, for 
SO,. States were required to adopt rules implementing the 
CAIR, and the EPA approved the North Carolina CAIR, the 
South Carolina CAlR and the Florida CAlR in 2007. 

The air quality controls installed t o  comply with the 
requirements of the NOx State Implementation Plan Call 
Rule under Section 110 of the Clean Air Act (NOx SIP Call) 
and Clean smokestacks Act, as well as plans to replace 
a portion of PEC's coal-fired generation with gas-fueled 
generation, largely address the CAlR requirements 
for  our North Carolina units at PEC. PEF met the 2009 
phase I requirements for NOx and anticipates meeting 
the 2010 phase I requirements of CAlR for NOx and SO, 
with a combination of emission reductions generated 
by in-service emission control equipment and emission 
allowances. PEF's CR5 equipment was placed in service 
on DecemberZ2009,and PEF'sCR4equipmentis expected 
to  be placed in service in 2010. 

On ,July 11,2008,the U.S. CourtofAppealsforthe Districtof 
Columbia Circuit (D.C. Court of Appeals) issued its decision 
on multiple challenges to  the CAIR, which vacated the 
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CAlR in its entirety. On December 23,2008, the D.C. Court 
of Appeals remanded the CAIR, without vacating the rule, 
for the EPA to  conduct further proceedings consistent 
with the D.C. Court of Appeals' prior opinion..This decision 
leaves the CAlR in effect until such time that it is revised 
or replaced. The EPA informed the 0°C. Court of Appeals 
that development and finalization of a replacement rule 
could take approximatelytwo years. The outcome of this 
matter cannot be predicted. 

Under an agreementwithrhe FDEP, PEFwill retire Crystal 
River Units No. 1 and 2,coal-fired steam turbines (CRl 
and CR2) and operate emission control equipment a t  CR4 
and CR5. CRI and CR2 will be retired after the second 
proposed nuclear unit at Levy completes i ts first fuel 
cycle, which was anticipated to  be around 2020. PEF is 
required to  advise the FDEP of any developments that wil l 
delaythe retirement of C R I  and CR2 beyond the originally 
anticipated completion date of the first fuel cycle fo r  
Levy Unit 2. Accordingly, PEF has advised the FDEP of an 
expected shift inthe Levy schedule as discussed in "Other 
Matcers-Nuclear- Potential New Construction." We are 
currently evaluating the impacts ofthe Levy schedule. We 
cannot predict the outcome of this matter. 

Clears Air ~Gsacrriy Rule 

On March 15,2005, the EPA finalized two separate but 
related rules: the CAMR tha t  set mercury emissions 
limits to  be met in two  phases beginning in 2010 and 
2018, respectively, and encouraged a cap-and-trade 
approach to  achieving those caps, and a delisting rule 
that eliminated any requirement to  pursue a maximum 
achievable control technology (MACT) approach for 
limiting mercury emissions from coal-fired power plants. 
On February8,2008,the D.C. Courtof Appealsvacatedthe 
delisting determination and the CAMR. The L1.S Supreme 
Court declined to  hear an appeal of the D.C. Court of 
Appeals' decision in January 2009. As a result, the EPA 
subsequentty announced tha t  it will develop a MACP 
standard consistent with the agency's original listing 
determination. The three states in which the  Utilities 
operate adopted mercury regulations implementing the 
CAMR and submitted their state implementation rules 
to the EPA. The North Carolina mercury rule contains a 
requirement that all coal-fired units in the state install 
mercury controls by December 31, 2017, and requires 
compliance plan applicationsto be submitted in 2013.The 
outcome of this matter cannot be predicted. 

Clean Air VisibiIiBj Rule 

On June15,2005,the EPAissuedthefinalCAVR.TheEPA's 
rule requires states to  identify facilities, including power 
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plants, built between August 1962 and August 1977 with 
the potential t o  produce emissions that affect visibility in 
156 specially protected areas, including national parks 
and wilderness areas, designated as Class I areas. To 
help restore visibility in those areas, states must require 
the identified facilities to  install BART to  control their 
emissions. PEC's BART-eligible units are Asheville Units 
No. 1 and No 2, Roxboro Units No. 1, No. 2 and No. 3, and 
Sutton Unit No. 3. PEFs BART-eligible units are Anclote 
Units No. 1 and No. 2, CR1 and CR2. The reductions 
associated with BART begin in 2013. As discussed above, 
on December 18,2008, PEF and the FDEP announced an 
agreement under wh ich  PEF will retire CR1 and CR2 as 
coal-fired units. 

The CAVR included the EPA's determination tha t  
compliance with the NOx and SO, requirements of the  
CAIR could be used by  states as a BART substitute t o  
fulfill BART obligations, but the states could require the 
installation o f  additianal air quality controls if they did 
not achieve reasonable progress in improving visibility. 
The D.C. Court of Appeals' December 23, 2008 decision 
remanding the CAlR maintained its implementation such 
that CAlR satisfies BART fo r  SO, and NOx. Should this 
determination change as the CAlR is revised, CAVR 
compliance eventually may require consideration of 
NDx and SO, emissions in addition to particulate matter 
emissions for BART-eligible units. We are assessing the 
potential impact of BART and its implications with respect 
to our plans and estimated costs to comply with the CAVR. 
On December 4,2007, the FDEP finalized a Regional Haze 
implementation rule that goes beyond BART by requiring 
sources significantly impacting visibility in Class I areas 
t o  install additional controls by December 31, 2017 
However, the FDEP has not determined the level of 
additional controls PEF may need to  implement. The 
outcome of these matters cannot be predicted. 

"3cmq.&nca S t ra tqy  

Both PEC and PEF have been developing an integrated 
compliance strategy t o  meet the requirements of the  
CAIR, the CAVR, mercury regulation and related air quality 
regulations. The air quality controls installed to  comply 
with the  requirements of the NOx SIP Call and Clean 
Smokestacks Act, as well as plans to replace a portion of 
PEC's coal-fired generation with gas-fueled generation, 
resulted in a reduction of the costs to  meet PEC's CAlR 
requirements. 

PEC has completed installation of controls to meetthe NDx 
SIP Call requirements. The NOx SIP Call is not applicable 
t o  sources in Florida Expenditures for the NOx SIP Call 
included the cost to  install NDx controls under programs 
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by North Carolina and South Carolina to  comply with the 
federal eight-hour ozone standard. 

The FPSC approved PEF's petition to  develop and 
implement an Integrated Clean Air Compliance Plan to  
comply with the CAIR, CAMR and CAVR and for recovery 
of prudently incurred costs necessary t o  achieve 
this strategy through the ECRC (See discussion above 
regarding thevacating ofthe CAMR and remanding of the 
CAIR). PEFs April 1,2009 filing with the FPSC for true-up 
of final 2008 environmental costs included a review of the 
Integrated Clean Air Compliance Plan, which reconfirmed 
the efficacy of the recommended plan and included an  
estimated total project cost of approximately $1.2 billion 
to  be spent through 2016, to  plan, design, build and install 
pollution control equipment at  the Anclote and Crystal 
River plants. As discussed in Note 7C, on August 28, 
2009, PEF filed for  recovery of costs through the ECRC, 
and the FPSC approved PEFs filing on November 2,2009. 
Additional costs may be incurred if pollution controls are 
required in order to  comply with the requirements of  the 
CAVR, as discussed above, orto meet revised compliance 
requirements of a revised or new implementing rule for  
the CAIR. Subsequent rule interpretations, increases 
in the underlying material, labor and equipment costs, 
equipment availability, or the unexpected acceleration 
of compliance dates, among other things, could result in 
significant increases in our estimated coststo comply and 
acceleration of some projects. The outcome of this matter 
cannot be predicted. 

Enviicnmental Goar:pliance Cos1 Estjmsias 

Environmental compliance cost estimates are dependent 
upon a variety of factors and, as such, ate highly 
uncertain and subject to change. Factors impacting our 
environmental compliance cost estimates include new 
and frequently changing laws and regulations; the impact 
of legal decisions on environmental laws and regulations; 
changes in the demand for, supply of and costs of labor 
and materials; changes in the scope and timing of projects; 
various design, technology and new generation options; 
and projections of fuel sources, prices, availability and 
security. Costs t o  comply with environmental laws and 
regulations are eligible for regulatory recovery through 
either base rates or cost-recovery clauses. The outcome 
of future petitions for recovery cannot be predicted. 
Our estimates of capital expenditures to  comply with 
environmental laws .and regulations are subject to  
periodic review and revision and may vary significantly. 
We cannot predict the impactthat the EPA's further CAlR 
proceedings wil l have on our compliance with the CAVR 
requirements and will continue to reassess our plans and 
estimated costs t o  comply with the CAVR The timing and 
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extent of the costs for future projects will depend upon 
final compliance strategies. 

The fol lowing table contains. information about our 
current estimates of capital expenditures to comply with 
environmental laws and regulations described above. 
Amounts presented in the table exclude AFUDC. 

. Air and Water Quality Estimated Required Cumulative Spent 
Envirnnrnentai Expenditures (inmillions) Estimated Timetable Total Estimated Expendmfres through December 31,2009 

Clean Smokestack A c P ~  2002-2013 $1,100 $1,050 
In-process CAM projectsIb' 2005-2010 i,zm 1,065 
CAVRICI -2017 - - 
Mercuryregulation16' . 20K-2017 _I - 4 

Total air quaiky 2300 2,119 
Clean Water Act Section3l6(bl1@) - - 

Total air and water qualm/ $2,300 $2,119 

(*I We are continuing to  evaluatevarious design,technology and new generation optionsthat could change expenditures required to maintain compliance with 
the Clean Smokestack Act limits subsequentto 2013 

Ibj We are continuing construction of our in-process emission control projects. Additional compliance plans to meet the requirements of a revised rule will be 
determined upon finalization of the rule. See discussion under "Clean Air Interstate Rule.'' 

IC' As a result ofthe decision remanding the CAIR, compliance plans and costs to meet the requirements of the CAVR are being reassessed. See discussion 
under "Clean Air Msibilii Rule.." 

Id[ Compliance plans to meetthe requirements of a revised or new implementing rule will be determined upon finalization of the rule. See discussion under 
''Clean Air Mercury Rule." 

Id Compliance plans iu meet the requiremerrts of a revised or new implementing rule under Section 31fi(b) of the Clean Wafer Act will be determined upon 
finalization ofthe rule. See discussion under Water Oualii"" 

All environmental compliance projects under the first 
phase of Clean Smokestacks A c t  emission reductions, 

Ptloitis Carolina Ataoriley Gemial  Fezi'riaia :.cn.ier Sect im 
1% ofthe Cisan Air Acl 

wh ich  included projects at PEC's Asheville, Lee, Mayo 
and Roxboro plants, have been placed in service. 
On December 1, 2009, PEC filed with the NCUC a plan 
to retire no later than December 31,2017, all of its coal- 
f ired generating facilities in -North. Carolina tha t  do 
not have scrubbers. These facilities total approximately 
1,500 MW at four sites. Additional projects requiring 
material environmental compliance costs may be  
implemented in the future to meet compliance requirements. 

To date, expenditures at PEFfor CAlR regulation primarily 
relate to  environmental compliance projects at  CR5 
and CR4. The CR5 project was  placed in service on  
December 2, 2009, and the CR4 project is expected 
to be  placed in service in 2010. As a result of changes 
in the  scope of work related to  estimation of costs fo r  
compliance with the CAlR and the uncertainty regarding 
the EPA's further CAlR proceedings, the delisting 
determination and the CAMR discussed above, PEF is  
currently unable to  estimate certain costs of compliance. 
However, PEF believes that future costs t o  comply 
with n e w  or  subsequent rule interpretations could be  
significant Compliance plans and estimated coststo meet 
the requirements of new regulations will .be determined 
when those new regulations are finalized. 

In March 2004, the North Carolina attorney general filed a 
petition with the EPA, under Section 126 of the Clean Air 
Act, asking the federal governmentto force fossil fuel-fired 
power plants in 13 other states, including South Carolina, 
to  reduce their NOx and SO, emissions.The state of North 
Carolina contends these out-of-state emissions interfere 
with North Carolina's ability t o  meet National Ambient 
Air Quality Standards (NAAQS) for ozone and particulate 
matter. In 2006, the EPA issued a final response denying 
the  petition, and the North Carolina attorney general 
f i led a petition in the D.C. Court of Appeals seeking a 
review of the agency's denial. In 2009, the D.C. Court of 
Appeals remanded the EPA's denial to the agency for 
reconsideration. The outcome of the remand proceeding 
cannot be predicted. 

P3aiiaimal Arribimt Air Queiifq Standards 

In 2006, the EPA announced changes to the NAAQS for 
particulate matter. The changes in particulate matter 
standards did not result in designation of any additional 
nonattainment areas in PEC's or PEFs service territories. 
Environmental groups and 13 states filed a joint petition 
with the D.C. Court of Appeals arguing that the EPA's 
particulate matter rule does not adequately restrict levels 

47 



JOINT APPLICANTS 
PAGE 050 
EXHIBIT C 

.. . . .. ... . --. . . . . .. ..__- .. .... - ~ .; .-- 

itrl A N A G  E Ni E Td T 'S  D IS C U S S  IO 111 A N D  AN A LY S 1 S 

of particulate matter, especially with respect to  the annual 
and secondary standards. On February 24,2009, the 0°C. 
Court of Appeals remanded the annual and secondary 
standards t o  the EPAforfurther review and consideration 
The outcome of this matter cannot be predicted. 

In 2008, the EPArevised the 8-hour primary and secondary 
standards fo r  the NAAQS for ground-level ozone. 
Additional nonattainment areas may be designated in 
PEC's and PEF's service territories as a result of these 
revised standards. On May 27,2008, a number of states, 
environmental groups and industry associations filed 
petitions against the revised NAAQS in the D.C. Court of 
Appeals, The EPA requested the 0 C Court of Appeals t o  
suspend proceedings in the case while the EPA evaluates 
whether t o  maintain, modify or otherwise reconsider the 
revised NAAQS. In September 2009, the EPA announced 
that it is reconsidering the level of the ozone NAAQS. The 
EPA originally indicated plans to designate nonattainment 
areas for these standards by March 2010. However, the 
EPA announced that it will stay those designations until 
after its reconsideration has been completed. 

On January 7, 2010, the EPA announced a proposed 
revision to the primary ozone NAAflS. In addition, the EPA 
proposed a cumulative seasonal secondary standard. The 
EPA plans t o  finalize the revisions by August 31,2010, and 
to designate nonattainment areas by August 201 1"  The 
proposed revisions are significantly more stringent than 
the  current NAAQS. Should additional nonattainment 
areas be designated in our service territories, w e  may 
be required to  install additional emission controls at 
some of our facilities. The outcome of this matter cannot 
be predicted. 

On January 25,2010, the EPA announced a revision to 
the primary NAAQS for nitrogen dioxide. Since 1971, 
when the first NAAQS were promulgated, the standard 
f o r  nitrogen dioxide has been an annual average. The 
EPA has retained the annual standard and added a new 
1-hour NAAQS.. In  conjunction with proposing changes 
to the  standard, the EPA is also requiring an increase 
in the coverage of the monitoring network, particularly 
near roadways where the highest concentrations are 
expected to occur due t o  traffic emissions. The EPA 
plans to designate nonattainment areas by January 2012. 
Currently, there are no monitors reporting violation of the 
new standard in PEC's or PEF's service territories, butthe 
expanded monitoring networkwill provide additional data, 
which could result in additional nonattainrnent areas. The 
outcome of this matter cannot be predicted. 

On December 8,2009, the EPA proposed a n e w  I-hour 
NAAQS for sulfur dioxide. The current primary NAAQS 
on a 24-hour average basis and annual average would 
be eliminated underthe proposed rule. A 1-hour standard 
in the proposed range is a significant increase in the 
stringency of the standard and it would increase the 
risk of nonattainment, especially near uncontrolled coal- 
fired facilities. Should additional nonattainment areas be 
designated in our service territories, we may be required to 
install additional emission controls at some of ourfacilities. 
The outcome of this matter cannot be predicted. 

Mew Sourco Review 

The EPA is conducting an enforcement initiative related 
to a number of coal-fired utility power plants t o  determine 
whether changes at those facilities were subject to  
New Source Review requirements or N e w  Source 
Performance Standards under the Clean A i r  Act. We 
were asked to  provide information t o  the EPA as part of 
this initiative and cooperated in supplying the requested 
information. The EPA has undertaken civil enforcement 
actions against unaffiliated utilities as part  of this 
initiative. Some of these actions resulted in settlement 
agreements requiring expenditures by these unaffiliated 
utilities, several of which included reported expenditures 
in excess of $1.0 billion for retrofit of pollution control 
equipment. These settlement agreements have generally 
called for expenditures to be made over extended time 
periods, and some of the unaffiliated utilities may seek 
recovery of the related costs through rate adjustments or 
similar mechanisms. 

Water @ d i t y  

1 General 

As a result of the operation of certain pollution control 
equipment required to comply with the air quality issues 
outlined above, new sources of wastewater discharge 
will be generated at certain affected facilities. Integration 
of these new wastewater discharges into the existing 
wastewater treatment processes is currently ongoing 
and will result in permitting, construction and treatment 
requirements imposed on the Utilities n o w  and into 
the future. The future costs of complying with these 
requirements could be material to our results of operations 
or financial position. 

On September 15,2009, the EPA announced that it had 
completed a multi-year study of power plant wastewater 
discharges and concluded that current regulations 
have not kept pace with changes in the electric power 
industry since the regulations were  issued in 1982, 
including addressing impacts to  wastewater discharge 
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from operation of air pollution control equipment. A s  a 
result, the EPA has announced that it plans to  revise the 
regulations that govern wastewater discharge, which may 
result in operational changes and additional compliance 
costs in the future. The outcome of this matter cannot 
be predicted. 

2. Section 316(b) of the Clean Water Act 

Section 316(b) of the Clean Water A c t  (Section 316(b)) 
requires cooling water intake structures t o  ref lect  
the best technology available for minimizing adverse 
environmental impacts. The EPA promulgated a rule 
implementing Section 316(b) with respect t o  existing 
power plants in July 2004. 

A number of states, environmental groups and others 
sought judicial review of the July 2004 rule. In 2007, the 
U.S. Court of Appeals for the Second Circuit issued an 
opinion and order remanding many provisions of the  
rule to  the EPA, and the EPA suspended the rule pending 
further rulemaking, with the exception of the requirement 
that permitted facilities must meet any requirements under 
Section 316(b) as determined by the permitting authorities 
on a case-by-case, best professional judgment basis. 
Several parties filed petitions for writ of certiorari to  the 
U.S. Supreme Court. On April 1, 2009, the U S. Supreme 
Court issued its opinion holding that the EPA, in selecting 
the "best technology" pursuant to  Section 316(b), does 
have the  authority to reject technology when its costs 
are "whally disproportionate" to the benefits expected. 
Also,the US. Supreme Court held that EPKs site-specific 
variance procedure (contained in the July 2004 rule) 
was permissible in that the procedure required testing 
to  determine whether costs would be "significantly 
greater than" the benefits before a variance would be 
considered. As a result of these developments, our plans 
and associated estimated costs to comply with Section 
316(b) will need to be reassessed and determined in 
accordance with any revised or new implementing rule 
after it is established bythe EPA. Costs of compliance with 
a revised or new implementing rule are expected t o  be 
higher, and could be significantly higher, than estimated 
casts under the July 2004 rule. Our cost estimates 
t o  comply with the July 2004 rule were  $60 million to  
$90 million. The outcome of this matter cannot he predicted 

OTHER ~ ~ ~ ~ ~ ~ ~ ~ J ~ 3 ~ € ~ ~ ~ ~  i'~ul&'iT€RS 
Global Glioxatz Change 

House of Representatives passed the  American Clean 
Energy and Security Ac t  of 2009. This bill would establish 
a national cap-and-trade program to  reduce GHG 
emissions as well as a national REPS. The US. Senate is 
corisidering similar proposals. Final legislation will depend 
upon changes made during the legislative process to the 
provisions and the manner in which key provisions are 
implemented, including for the regulation of carbon. In 
addition,the Obama administration has begun the process 
of regulating GHG emissions through use of the Clean Air 
Act. On April 2,2007,the US. Supreme Court ruled thatthe 
EPA has the authority under the Clean Air Ac t to  regulate 
CO, emissions from new automobiles. On December 15, 
2009, the EPA announced that six GHGs (CO, methane, 
nitrous oxide, hydrofluorocarhons, perfluorocarbons and 
sulfur hexafluoride) pose a threat t o  public health and 
welfare under the Clean Air Act. A nunber of parties have 
filed petitions for review of this finding in the D C. Court 
of Appeals. The full impact of final legislation, if enacted, 
and additional regulation resulting from other federal GMG 
initiatives cannot be determined at this time; however, we  
anticipate that it could result in significant cost increases 
over time for which the Utilities would seek corresponding 
rate recovery. We are preparing for a carbon-constrained 
future and are actively engaged in helping shape effective 
policies to address the issue. 

As discussed under "Other Matters - Regulatory 
Environment," in 2008 the state of Florida passed 
comprehensive energy legislation, wh ich  includes a 
directive that the FOEP develop rules to establish a cap- 
and-trade programto regulate GHG emissions thatwould 
be presented to the legislature no earlier than January 
2010. The FDEP is currently in the process of studying GHG 
policy options and the potential economic impacts, but it 
has not developed a regulation forthe consideration of the 
legislature. As discussed under "Clean Smokestacks Act," 
on July31,2009, the governor of North Carolina signed into 
law a bill that may impact PECS Clean Smokestacks Act 
compliance plans. While state-level study groups have 
been active in all three of our jurisdictions, w e  continue 
t o  believe that this issue requires a national policy 
framework- one that provides certainty and consistency. 
Our balanced solution as discussed in "Other Matters - 
Energy Demand" is a comprehensive plan t o  meet the 
anticipated demand in the Utilities' service territories 
and provides a solid basis for slowing and reducing CO, 
emissions by focusing on energy efficiency, alternative 
energy and state-of-the-art power generation. 
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to address global climate change by reducing emissions of 
Cfl, and other GHGs. Although the treaty went into effect 
on February 16,2005, the United States has not adopted 
it. In December 2009, the United Nations Framework 
Convention on Climate Change convened the 15th 
Conference of the Parties to conduct further negotiations 
on GHG emissions reductions. A t  the conclusion of the 
conference, a number ofthe parties, including the United 
States, entered into a nonbinding accord calling upon the 
parties t o  submit emission reduction targets for 2020 to the 
United Nations Framework Convention on Climate Change 
Secretariat by the end of January 2010. On January 28, 
2010, President Obama submitted a proposal to reducethe 
U.S. GHG emissions in the range of 17 percent below 2005 
levels by 2020, subject to future congressional action. 

Reductions in Cfl, emissions to  the levels specified by 
the Kyoto Protocol, potential new international treaties or 
federal or state proposals could be materially adverse to  
our financial position or results of operations if associated 
costs o f  control or limitation cannot be recovered from 
ratepayers. The cost impact of legislation or regulation 
to address global climate change would depend on the 
specific legislation or regulation enacted and cannot be 
determined at this time. 

Prior t o  2009, the EPA received waiver requests from a 
number of states to  allowthose states to set standards for 
Cfl, emissions from new vehicles. The EPA denied those 
requests. On January 26,2009, the Obama administration 
requested the EPA to  review those denials of waiver 
requests. On June 30, 2009, the EPA granted California's 
waiver request, enabling the state to  enforce its GHG 
emissions standards for new motor vehicles, beginning 
with the current model year. Additional states may se t  
similar standards as a result of the decision The impact 
of this development cannot be predicted. 

On September 22, 2009, the EPA issued the final GHG 
emissions reporting rule, which establishes a national 
protocol fo r  the reporting of annual GHG emissions. 
Facilities that emit greaterthan 25,000 metric tons per year 
of GHGs must report emissions by March 31 of each year 
beginning in 2011 for year 2010 emissions. Because the 
rule builds on current emission-reporting requirements, 
compliance with the requirements is not expected to  have 
a material impact on the Utilities. 

SysFnhe2i.i: F u d s  7%;~ $re&ts 
Historically, we  had substantial operations associated 
with the production of coal-based solid synthetic fuels as 
defined under Section 29 ofthe Internal Revenue Code (the 

Code) (Section 29) and as redesignated effective 2006 as 
Section 45K of the Code (Section 4510 as discussed below. 
The production and sale of these products qualified for 
federal income tax credits so long as certain requirements 
were satisfied. Qualifying synthetic fuels facilities entitled 
their owners to federal income tax credits based on the 
barrel of oil equivalent of the synthetic fuels produced 
and sold by these plants. The synthetic fuels tax credit 
program expired at  the end of 2007, and the synthetic 
fuels businesses were abandoned and reclassified to  
discontinued operations. 

Legislation enacted in 2005 redesignated the Section 29 
tax credit as a general business credit under Section 45K 
ofthe Code effective January 1,2006.The previous amount 
of Section 29 tax credits that we  were allowed to  claim in 
any calendar yearthrough December 31,2005, was limited 
by the amount of our regular federal income tax liability. 
Section 29 tax credit amounts allowed but not utilized 
are carried forward indefinitely as deferred alternative 
minimum tax credits. The redesignation of Section 29 tax 
credits as a Section 45K general business credit removed 
the regular federal income tax liability limit on synthetic 
fuels production and subjects the credits to  a one-year 
carry back period and a 20-year carry forward period. 

Total Section 29/45K credits generated underthe synthetic 
fuels tax credit program (including those generated 
by Florida Progress prior t o  our acquisition) were  
$1.891 billion,$l.l79 billion of which has been used through 
December 31, 2009, t o  offset regular federal income 
tax liability and $712 million is being carried forward as 
deferred tax credits. 

See Note 22D for additional discussion related to  our 
previous synthetic fuels operations 

hegal 
We are subject t o  federal, state and local legislation 
and court orders. The specific issues, the status of the 
issues, accruals associated with issue resolutions and 
our associated exposures are discussed in detail in 
Note 22D. 

ew Ac c: B untj  89 g %andards 
See Note 2 for  a discussion o f  the impact of n e w  
accounting standards. 
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DBSGLQSURES ABBJUT MARKET RlSld 
We are exposed to  various risks related to  changes in 
market conditions. Market risk represents the potential 
loss arising from adverse changes in  market rates and 
prices. We have a risk management committee that 
includes senior executives from various business groups. 
The risk management committee i s  responsible for 
administering risk management policies and monitoring 
compliance with those policies by all subsidiaries. Under 
our risk policy, w e  may use a variety of instruments, 
including swaps, options and forward contracts, to 
manage exposure to  fluctuations in  commodity prices 
and interest rates. Such instruments contain credit risk 
to the extent that the counterparty fails to  perform under 
the contract. We minimize such risk by performing credit 
and financial reviews using a combination of financial 
analysis and publicly available credit ratings of such 
counterparties (See Note 17). Both PEG and PEF also have 
limited counterparty exposure for commodity hedges 
(primarily gas and oil hedges) by spreading concentration 
risk over a number of counterparties. 

The following disclosures about market risk contain 
forward-looking statements that  involve estimates, 
projections, goals, forecasts, assumptions, risks and 
uncertainties that could cause actual results or outcomes 
to differ materially from those expressed in the forward- 
looking statements. Please review "Safe Harbor for 
Forward-Loaking Statements" for a discussion of the 
factors that  may impact any such forward-looking 
statements made herein. 

Certain market risks are inherent in our financial 
instruments, which arise from transactions entered into 
in the  normal course of business. Our primary exposures 
are changes in interest rates with respect to our long- 
term debt and commercial paper,fluctuations in the return 
on marketable securities with respect to our NDT funds, 
changes in the market value of CVOs and changes in 
energy-related commodity prices. 

These financial instruments are held fo r  purposes 
other than trading. The risks discussed below do not 
include the price risks associated with nonfinancial 
instrument transactions and positions associated with 
our operations, such as purchase and sales commitments 
and inventory. 

Ire4sr~~t Rste Risk 
As part of our debt portfolio management and daily cash 
management, we  have variable rate long-term debt and 

typically have commercial paper and/or loans outstanding 
under our RCAfacilities, which are also exposedtofloating 
interest rates. Approximately 9 percent and 18 percent 
of consolidated debt had variable rates at December 31, 
2009 and 2008, respectively. 

Based on our variable rate long-term debt balances at 
December 31, 2009, a 100 basis point change in interest 
rates would result in an annual pre-tax interest expense 
change of approximately$lO million. Based on our short- 
term debt balances a t  December31,2009, a 100 basis point 
change in interest rates would result in an insignificant 
annual pre-tax interest expense change. 

From time t o  time, w e  use interest rate derivative 
instruments to adjust the mix between fixed and floating 
rate debt in our debt portfolio, to  mitigate our exposure 
to interest rate fluctuations associated with certain debt 
instruments and to  hedge interest rates with regard to  
future fixed-rate debt issuances. 

The notional amounts of interest rate derivatives are not 
exchanged and do not represent exposure to credit loss. 
In the event of default by a counterparty, the exposure in 
the transaction is the cost of replacing the agreements at 
current market rates. 

We use a number of models and methods to  determine 
interest rate risk exposure and fair value of derivative 
positions. For reporting purposes, fair values and 
exposures of derivative positions are determined as of the 
end of the reporting period using the Bloomberg Financial 
Markets system. 

In accordance with GAAP, interest rate derivatives that 
qualify as hedges are separated into one oftwo categories: 
cash flow hedges or fair value hedges. Cash flow hedges 
are used to  reduce exposure to changes in cash f low due 
to fluctuating interest rates Fair value hedges are used to 
reduce exposure to changes in fair value due to  interest 
rate changes. 

The following tables provide information at December 31, 
2009 and 2008, about our interest rate risk-sensitive 
instruments. The tables present principal cash flows and 
weighted-average interest rates by  expected maturity 
dates for the fixed and variable rate long-term debt and 
Florida Progress-obligated mandatorily redeemable 
securities of trust. The tables also include estimates of the 
fair value of our interest rate risk-sensitive instruments 
based on quoted market pricesforthese or similar issues. 
For interest rate forward contracts, the tables present 
notional amounts and weighted-average interest rates 
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by contractual mandatory termination dates for 2010 t o  
2014 and thereafter and the related fair value Notional 
amounts are used to  calculate the settlement amounts 
underthe interest rate forward contracts See Note 17 for 
more information on interest rate derivatives 

i 

(dollars in millions) 
December31.2WS 2070 2011 2012 2013 

Fair Value 
December 31, 

2014 Thereafter ’Total 2ow 
_ _ . ~ ~ _ _ _ _ _  ~ 

Fixed-rate long-term debt $306 V.WO $99 $is $00 $7864 $11,245 32.126 

Variable-rate long-term debt $1 HJ - - - - $sa $351 ssst 

Avenge intenst rate 4.53% 695% 661% 4.96% 6 05% 6.13% 6.12% 

Average interest rate 0.73% - - - - 0.45% awb 

- - - - Debt to afiiliated t?ust”l - $303 $309 $15 
interest rate - - - - - 7.10% 7.10% 

Interest rate forward corrtmcts”l $75 $19 $1W - - - $ss a3 

Average pay rate 348% 4 03% 407% - - - 197% 

Avenge receive rate IC1 IC1 IC’ - - - ‘4 

FPC Capital I-auarterly income Preferred Securiies 
Ib) Notional amount of 10-year forward starbng swaps are categorized by mandatory cash settlement date 
IC] Rate is3-month London Inter Bank Offered Rate (LIBOR), which was025% at December31,2009. 

Fairvalue 
[dollars in millionsl December 31, 
December 31,2008 2009 2010 201 1 201 2 2013 Thereafter Total 2008 

fixed-rate long-term debt !& $306 $1,000 $950 $825 $6,265 $9,348 $9,909 

Variable-rate long-term debt - $100 - $1 00 - $861 $1,061 $1,061 

Debtto affiliated trust‘“’ $309 $309 $290 

Average interest rate - 453% 6 96% 6 67% 4 96% 621% 6 17% 

Average interest rate - 520% - 252% - 1.90% 221% 

Interestrate - - - - - 7.10% 7 10% 

Average pay rate 4 26% - - - - - 426% 

Average receive rate ‘4 - - - - IC1 

- - - - - 

- - - - - Interest rate forward contracHb’ $450 $450 $(65) 

tal f T C  Capital I - Quarterly income Preferred Securities. 

@’Rate is 3-month LlBaK, which was 1 43% at December31,2008 
Notional amount of lo-year forward starfing swaps are categorized by mandatory cash senlement date. 

During January 2010, Progress Energy entered into 
$175 million notional of forward starting swaps to mitigate 
exposure to interest rate risk in anticipation of future debt 
issuances, including $75 million notional at  PEE 

At  December 31,2009, Progress Energy had $325 million 
notional of open forward starting swaps, including 
$100 million notional at PEC and $75 million notional 
at PEE 

At  December 31,2008, Progress Energy had $450 million 
notional of open forward starting swaps, including 
$250 million notional a t  PEC. At December 31, 2007, 
Progress Energy had $200 million notional of open forward 
starting swaps, all a t  PEC. 

Marketable Securifies Price! Risk 
The llt i l i t ies maintain t rust  funds, pursuant t o  NRC 
requirements, to fund certain costs of decommissioning 
their nuclear plants. These funds are primarily invested 
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in stocks, bonds and cash equivalents, wh ich  are 
exposed to price fluctuations in equity markets and to  
changes in interest rates. At  December 31, 2009 and 
2008, the fair value of these funds was $1.367 billion 
and $1.089 billion, respectively. We actively monitor 
our portfolio by benchmarking the performance of our 
investments against certain indices and by maintaining, 
and periodically reviewing, target allocation percentages 
for various asset classes. The accounting for nuclear 
decommissioning recognizes that the Utilities' regulated 
electric rates provide for recovery of these costs net 
of any trust fund earnings, and, therefore, fluctuations 
in trust  fund marketable security returns do no t  affect 
earnings. See Note 13 for further information on the trust 
fund securities. 

In connection with the acquisition of Florida Progress, 
the Parent issued 98.6 millian CVOs. Each CVO represents 
the right of the holder t o  receive contingent payments 
based on the performance of four synthetic fuels facilities 
purchased by subsidiaries of Florida Progress in October 
1999. The payments are based on the net after-tax cash 
flows the facilities generate.The CVOs are derivatives and 
are recorded a t  fair value. Unrealized gains and losses 
from changes in fair value are recognized in earnings. 
We perform sensitivity analyses to estimate our exposure 
to  the  market risk of the  CVOs. The sensitivity analysis 
performed on the CVOs uses quoted prices obtainedfrom 
brokers or quote services to measure the potential loss in 
earnings from a hypothetical 10 percent adverse change 
in market prices overthe next 12months. AtDecernber31, 
2009 and 2008, the CVO liability included in other liabilities 
and deferred credits on our Consolidated Balance 
Sheets was $15 million and $34 million, respectively. A 
hypothetical 10 percent increase in the December 31,2009 
market price would result in a $2 million increase in the 
fair value of the CVOs and a corresponding increase in 
the CVO liability. 

C~mmbdi-ty Price Risk 
We are exposed t o  the  effects of market fluctuations 
in the price of natural gas, coal; fuel oil, electricity and 
other energy-related products marketed and purchased 
as a result of our ownership of energy-related assets. 
Our exposure to these fluctuations is significantly limited 
by the cost-based regulation of the Utilities. Each state 
commission allows electric utilities to recover certain of 
these costs through various cost-recovery clarises to the 
extent the respective commission determines tha t  such 
costs are prudent. Therefore, while there may be  a delay 
inthe timing between when these costs are incurred and 

when these costs are recovered f rom the ratepayers, 
changes from year to year have no material impact on 
operating results. In addition, most of our long-term power 
sales contracts shift substantially all fuel price risk t o  
the purchaser. 

Most of our physical commodity contracts are no t  
derivatives or qualify as normal purchases ar sales. 
Therefore, such contracts are not recorded at fair value. 

W e  perform sensitivity analyses t o  estimate our 
exposure to the market risk of our derivative commodity 
instruments that are not eligible f o r  recovery f rom 
ratepayers. The following discussion addresses the  
stand-alone commodity risk created by these derivative 
commodity instruments, without regard to the offsetting 
effect of the underlying exposure these instruments are 
intended to hedge. The sensitivity analysis performed 
on these derivative commodity instruments uses quoted 
prices obtained from brokers to measure the potential 
loss in earnings from a hypothetical 10 percent adverse 
change in market prices over the next 12 months. A t  
December 31, 2009 and 2008, substantially all derivative 
commodity instrument positions were  subject to  retail 
regulatory treatment. 

See Note 17 for additional information with regard t o  
our commodity contracts and use o f  derivative financial 
instruments. 

ECDHO?,A!IC OER9VAT1i"ES 

Derivative products, primarily natural gas and oi l  
contracts, may be entered into f rom time to  time fo r  
economic hedging purposes. While management believes 
the economic hedges mitigate exposuresto fluctuations in 
commodity prices, these instruments are not designated 
as hedges for accounting purposes and are monitored 
consistent with trading positions. 

The lltilities have derivative instruments related to their 
exposure to  price fluctuations on fuel oil and natural 
gas purchases. Substantially all o f  these instruments 
receive regulatory accounting treatment. Related 
unrealized gains and losses are recorded in regulatory 
liabilities and regulatory assets, respectively, on the 
Consolidated Balance Sheets until the contracts are 
settled (See Note 7A). After settlement of the derivatives 
and the fuel i s  consumed, realized gains or  losses are 
passed through the fuel cost-recovery clause. During 
the years ended December 31, 2009, 2008 and 2007, 
w e  recorded a net realized loss of $659 million, a ne t  
realized gain of $174 million and a ne t  realized loss of 
555 million, respectively. 
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Certain of our hedge agreements may result in the  
receipt of, or posting of, derivative collateral with our 
counterparties, depending on the daily derivative position. 
fluctuations in commodity prices that lead to our return 

was $139 million a t  December 31, 2009, compared to  
$335 million at December 31,2008. 

C A S 4  FLOW NE56S 
of collateral received and/or our posting of collateral The [Jtilitles designate a portion of commodity derivative 
with O u r  counterpa@ negatively impact Our liquidity" we 
manage Open positions with policies that limit Our 
exposure to market risk and require daily to 

instruments as cash flow hedges. From time to  time we 
hedge exposureto marketrislcassociatedwithfluctuations 
in the price of power for our forecasted sales Reallzed 
Qains and losses are recorded net in operatinq revenues. management of porential financial exposures 

At December 31,2009, the fair value of PEC's commodity 
derivative instruments was recorded as a $28 million 
short t e rm derivative liability position included in 
derivative liabilities and a $62 million long-term derivative 
liability position included in derivative liabilities on the  
Consolidated Balance Sheet A t  December 31,2008, the 
fair value of PEC's commodity derivative instruments 

We also hedge exposure to market risk associated with 
fluctuations in the price of fuel for fleet vehicles. Realized 
gains and losses are recorded net as part of fleet vehicle 
costs. At December31,2009 and 2008, w e  had no material 
outstanding positions in such contracts. The ineffective 
portion of commodity cash flow hedges was not material 
t o  our results of operations for 2009,2008 and 2007. 

was  recorded as a $45 million short term derivative 
liability position included in derivative liabilities and a 
$54 million long-term derivative liability position included 
in derivative liabilities on the  Consolidated Balance 
Sheet Certain counterparties have held cash collateral 
in support of these instruments. PEC had a cash collateral 
asset included in derivative collateral posted of $7 million 
and $18 million on the Consolidated Balance Sheet at  
Uecernber 31,2009 and 2008, respectively. 

At December 31,2009, the fair value of PEF's commodity 
derivative instruments was recorded as an $1 1 million 
short-term derivative asset position included in 
prepayments and other current assets, a $9 million long- 
term derivative asset position included in other assets 
and deferred debits, a $161 million short-term derivative 
liability position included in current derivative liabilities, 
and a $174 million long-term derivative liability position 
included in derivative liabilities on the Consolidated 
Balance Sheet A t  December 31, 2008, the fair value of 
PEF's commodity derivative instruments was recorded as 
a $9 million short-term derivative asset position included 
in prepayments and other current assets, a $1 million 
long-term derivative asset position included in other assets 
and deferred debits, a $380 million short-term derivative 
liability position included in current derivative liabilities, 
and a $209 million long-term derivative liability position 
included in derivative liabilities on the Consolidated 
Balance Sheet. Certain counterparties have held cash 
collateral in support of these instruments Changes in 
natural gas prices and setilements of financial hedge 
agreements since December 31, 2008, have impacted 
the amount of collateral posted with counterparties. 
PEF's cash collateral asset included in derivative 
collateral posted on the  Consolidated Balance Sheet 

At December 31, 2009 and 2008, the amount recorded in 
our accumulated other comprehensive income related to 
commodity cash flow hedges was not material. 
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It is the responsibility of Progress Energy's management to establish and maintain adequate internal control over 
financial reporting, as such term is defined in Rules 13a-I5(f) and 15d-I5(f) of the Securities Exchange Ac t  of 1934, 
as amended. Progress Energy's internal control over financial reporting is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with accounting principles generally accepted in the United States of America. internal 
control over financial reporting includes 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 05 Progress Energy; (2) 
provide reasonable assurance thattransactions are recorded as necessaryto permit preparation of financial statements 
in accordance with accounting principles generally accepted in the United States of America; (3) provide reasonable 
assurance that receipts and expenditures of Progress Energy are being made only in accordance with authorizations 
of management and directors of Progress Energy; and (4) provide reasonable assurance regarding prevention ortimely 
detection of unauthorized acquisition, use or  disposition of Progress Energy's assets that could have a material effect 
on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 
Also, projections of any evaluation of effecfiveness t o  future periods are subjectto the risk that controls may become 
inadequate because of changes in conditions, or that  the degree of compliance with the policies or procedures 
may deteriorate. 

Management assessedthe effectiveness of Progress Energy's internal control overfinancial reporting at December 31, 
2009. Management based this assessment on criteria for effective internal control over financial reporting described 
in Internal Control - lntegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission. Management's assessment included an evaluation of the design of Progress Energy's internal control 
over financial reporting and testing of the operational effectiveness of its internal control over financial reporting. 
Management reviewed the results of its assessment with the Audit and Corporate Performance Committee (Audit 
Committee) o f the  board of directors. 

Based on our assessment, management determined that, at December 31,2009, Progress Energy maintained effective 
internal control over financial reporting. 

Deloitte &Touche LLP, an independent registered public accounting firm, has audited the internal control over financial 
reporting of Progress Energy as of December 31,2009, as stated in their report. 

William D. Johnson ',..J 
Chairman, President and Chief Executive Officer 

Mark F. Mulhern 
Senior Vice President and Chief Financial Officer 

February 26,2010 
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REPORT OF ~~~~~~~~~~~~~~ REGlliSTEWEIib PUBLIC AGG@UNl’lNG R E M  
To the Beard of Directors amd Sharehdders r e i  Progress Energy, Em.: 
We have audited the internal control over financial reporting of Progress Energy, Inc. (the Company), as of Oecember31, 
2009, based on the criteria established in lnternalcontrol-lntegratedframeworkissued by the Committee of Sponsoring 
Organizations of the Treadway Commission. The Company’s management is responsible 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 Report on lnternal Control Uverhnanoa l  Reporting. Our responsibility is 
to express an opinion on the Company’s internal control over financial reporting based on our audit. 

We conducted our audit 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 
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining an 
understanding of internal control over financial reporting, assessing the rislcthat a material weakness exists, testing and 
evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such 
other procedures as we  considered necessary in the circumstances. We believe that our audit provides a reasonable 
basis for our opinion. 

A company‘s internal control over financial reporting is a process designed by, o r  under the supervision of, the 
company‘s principal executive and principal financial officers, o r  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 financial 
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 Company maintained, in all material respects, effective internal control over financial reporting as of 
Oecember31,2009, based on the criteria established in lnternalControl-lntegrared Frameworkissued bythe Committee 
of Sponsoring Organizations of the Treadway Commission. 

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the consolidated financial statements as of and for the year ended December 31,2009, of the Company and our  
report dated February 26,2010 expressed an unqualified opinion on  those consolidated financial statements. 

Raleigh, North Carolina 
February 26,2010 
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WEPQRT 06 ~~~~~~€~~~~~~~ REGfiSTERED PUBLIC AGCOUBfiIIF.96 H R M  
To the Board a4 Directors and Skarehdders af P ~ Q ~ T ~ S S  Ensrrgy, ilnrc.: 
We have audited the accompanying consolidated balance sheets of Progress Energy, Inc. and its subsidiaries (the 
Company) as of December 31, 2009 and 2008, and the related consolidated statements of income, comprehensive 
income, changes in total equity, and cash flows for each of the three years in the period ended December31,2009.These 
financial statements are the responsibility of the Company's management Our responsibility is to express an opinion on 
the financial statements based on our audits 

We conducted our audits in accordance with the standards afthe Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audif t o  obtain reasonable assurance about whether the 
financial statements are free of material misstatement An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial statement presentation. 
We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of 
Progress Energy, Inc. and its subsidiaries as of December31,2009 and 2008, and the results oftheir operations and their 
cash flows for each of the three years in the period ended December31,2009, in conforrnitywith accounting principles 
generally accepted in the lJnited States of America. 

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the Company's internal control over financial reporting as of December 31,2009, based on the criteria established 
in lnternal Control - Integrated framework issued by the Committee of Sponsoring Organizations of the Treadway 
commission and our report dated February 26,2010, expressed an unqualified opinion on the Campany's internal control 
over financial reporting 

Raleigh, North Carolina 
February 26,2010 
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(in millions exwpt per share data] 
Years ended December31 2w9 2008 m 7  
Operating revenues $9885 $9,167 $9,153 

Purchased power 9 1  1,299 1,184 

Depreciation, amo~zation and accretion 986 839 905 

Other 13 (3) 30 

Operating expenses 

Fuel used in electric generation 3,757. 3,021 3,145 

Operation and maintenance 1844 1,820 1,842 

Taxes otherthan on income 5n 508 501 

'Total operating expenses 8,113 1,484 7,601 
Operating income 1.m 1,683 l,h6 

Mher income (expense) 

Interest income 14 24 34 

Other, net 6 (17) 17) 
Total other income, net 144 129 78 

Interest charges 7'15 679 6a5 

Allowance for borrowed funds used during construction (39) (40) (17) 
Total interestcharges, net 679 639 588 

income frnm continuing operations bdore income tax l p 7  1,173 1,036 
Income tax expense 397 395 334 
Income from continuing operations 840 778 102 
Discontinued operations. net of tax (79) 58 1206) 
Net income 76l 836 4 8  
Net (income) loss attrihutablefo noncontrolling interesis, net of tax (4 (8) 8 
Net income attributable to controlling interests sm $a30 $504 
Average common shares outs@nding- basic 2l9 262 2 9  

Allowance for equity funds used during construction 124 122 51 

Interest charges 

Basic and diluted earnings per common share 
Income from continuing operations attrfbutable to controlling interests, net oftax $299 $2.95 $270 
Discontinued operations attributable to controlling interests, net of tax l o a  022 (0.74) 

Net income amibutable to contiolling interests $271 33.17 $1.96 

Dividends declared per common share $2480 $2465 $2445 

Income from continuing operations atkibutable to controlling interests, net of tax ,*6 $173 5393 
Discontinued operations attributable to controlling interests, net of tax ID) ' R (189) 

Net income attributable to  controlling interests sm $830 Ea4 

Amounts attributable to controlling interests 

See Notes to ConsolidatedFinanciaI Sfatemenk. 
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~~~~~~~~~~~~~ BALANCE SHEETS 
(in millions) 
December 31 2009 2W8 
ASSETS 
Utility plant 

Utilrty plant in service $28918 $26,326 
Accumulated depreciation I1 1576) (11.2981 

Utilitv Dlant in service, net 17,342 15,028 
Held for'kture use ' 43 38 

. Construction workin progress . 1,790 2,745 
Nuclear fuel, net of amortization 554 482 

Total utility plant, net 19,733 18.~93 

Cash and cash equivalents 725 iao  
Receivables, net m 867 
Inventory 1P 1 3 9  
Regulatory assets 142 533 
Derivative collateral posted 146 353 

Prepayments and other current assets 2a 154 

Current assets 

Income taxes receivable 145 194 

Total current assets . 3531 3,520 

Regulatory assets 2,179 2,567 
Nuclear decommissioning bust funds 137 1,089 
Miscellaneous other property and investments 438 446 
Goodwill 3555 3,655 
Wier  assets and deferred debts 333 303 

, Total deferred debits and other assets 7,972 8,060 
Total assets $31,736 $29,873 

Deferred debits and other assets 

CAPKAUZATiON AND UABlUnES 
Common stock equity 

Common stockwithoutparvalue,500millionshares authoriued,281 million and2Mmillion shares 
issued and nutstanding, respectively om S2E 

Unearned ESOP shares (1 million shares) (12) (251 
Accumulated other comprehensive loss (87) (1161 
Retained earninqs 2675 2.622 

Total common stock equity 9.449 8.687 
Noncontrollinq interesk 6 6 

Total equity 9,455 8,693 
Preierred stock of subsidiaries 93 93 
Long-term debt. affiliate 272 272 
Lanq-term debt net 1i.m 10,387 

Total capitalization 21 w 19,445 
Current liabilities 

Current portion of long-term debt 406 - 
Short-term debt 140 1,050 
Accounts payable 835 912 
Interest accrued 206 167 
Dividends declared 175 164 
Customer deposits 300 282 
Derivative liabiiies 193 493 
Accrued compensation and other benefits 167 193 
Other current liabilities 239 225 

Total current liabilities 
Deferred credits and other liabilities 

Noncurrentincome~xliabilities 
Accumulated deferred investment tax credits 
Regulatory liabilities 
Asset retirement obligations 
Accrued pension and orher benefits 
Capital lease obligations 
Derivative liabilities 

2m 

1,196 
117 

2310 
1,170 'E 
240 

3,486 

818 
127 

2,181 
1,471 
1,594 
231 
7fi9 _ _ _  

Other liabilities and deferred credits 186 251 
Total deferred credits and other liabilities 6,979 6 3 2  

Commitments and contingencies (Notes Zl and 22) 

See Notes to ConsolidatedFinanciolStateme~ 

Total capitaliration and liabilities B1Ps $29,873 
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CONSOLIDATED ~~~~~~~~~~~ OF CASH FLOWS 
(in millions) 
Years ended December 31 2003 2008 2007 
Operating activities 
Net income s/n $33 $496 
Adjustmentsto reconcile netincome to net cash provided by operating activities 

Depreciation. amortization and accretion 1,135 957 1,026 
Deferred income taxes and investmenttax creda, net 250 41 1 177 
Deferred fuel cost (credit) 290 (333) 1 I7 
Deferred income (128) 
Allowance for equity funds used during conshuction (124) (122) (51 1 
Loss (gain) on sales of assets 2 (75) (29) 
Other adjusbnentsto netincome 269 135 21 2 
Cash provided (usedl by changes in operating assets and liabilities 

Receivables 26 233 (186) 
Inventory (99) (237) (11) 
Derivative collateral posted 200 (340) 55 
Prepayments and other current assets 3 7 35 
Income taxes, net (14) (164 (275) 
Accounts payable (26) 77 1%) 
Other current liabilities (42) (103) 81 
Other assets and deferred deb& 11 (44) (198) 
Accrued pension and other benefii (285) (39) (91) 

Net cash provided by opemting activities 2271 1,218 1,252 

- - 

Other liabilities and deferred credits (56) 24 62 

Investing activities 
Gross property additions (2295) 12,333333) (1,973) 
Nuclear fuel addions (m) (222) (228) 
Proceeds from sales of discontinued operations and other assets, net of cash divested 1 72 675 
Purchases of available-for-sale securities and other investments (WW (1,530) (1.413) 
Proceeds from available-for-sale securities and other investments 2314. 1 3 4  1,452 
Other investing activities (2) (2) 30 

Net cash used by invesiing activities (2532) (2,541) 11,457) 
Financing activities 
Issuance of cummon stock 
Dividends paid on common stock 
Payments of short-term debtwith original maturities greaterthan 90 days 
Proceeds from issuance of shoe-term debt with original maturities greaterthan 90 days 
Net (decrease) increase in short-term debt 
Proceeds from issuance of long-term debt, net 
Retirementof long-term debt 
Cash distributions to noncontrolling interests 
Other financing activities 

Net cash provided by financing activities 
Net increase (decrease) in cash and cash equivalents 515 
Cash and cash equivalents at beginning of year 180 255 265 

Supplemental disclosures 
Cash paid duringthe year 

Cash and cash equivalents at end of year $725 $1 80 $255 

Interest net of amount capitalized so1 $612 $585 
Incornetaxes, netof refunds m 1 9  176 

Significant noncash transactions 
- - Capital lease obligation incurred 182 

Accrued property addrb'ons 252 334 329 
Asset retirement obligation additions and estimate revisions ( 3 4 )  14 - 

See Notes to Consolidated Financial Statements 
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Accumulated Other 
Common Stock Outstanding Unearned ESOP Comprehensive Retained Noncontrolling Total 

(in millions exceptper share datal Shares Amount Shares (Loss) Income Earnings Interests Equity 

Balance, December31,2IlO6 256 $5,791 $(50) S(49) @.%7 $10 @rn 
Net income - - - 504 (a) 496 
Other comprehensive income 15 - 15 

(2) - (2) 
Adjustmentto initially apply FASB 

Issuance of shares 4 46 - I - - 46 
Stock options exercised 105 - - - - 105 
Allocation of ESOP shares 15 13 - - 2 8  
Stock-based compensation expense '71 - - - 71 
Dividends ($L445 per share) - - - (W - (631) 

Distributions to noncontrolling interests - - - - (10) (10) 

- - - 

I - - Interpretation No. 48 

- 

- - - - 37 37 
Sale of subsidiary shares to noncantrolling 

interests 

Contributions from nonconbolling interests I - - - 52 52 
Other transactions - 3 3 

Net income - - - a30 6 836 
Other comprehensive loss - - (82) - - (82) 
Issuance of shares 4 131 - - c 131 
Stock options exercised 1 1 
Allocation of ESOP shares 13 12 - - - 7 . 5  
Stock-based compensation expense 33 - - - - 33 
Dividends (52465 per share) - - - (646) - (646) 
Distributions to noncontrolling interests - - - - (85) (85) 
Contributions from nonconlrolling interests - 2 2 

Other Wansactions (1) (1) 

Net incnmeln' - - - 757 - 757 
&her comprehensive income 29 - - 2 9  
Issuance of shares 17 623 - - - - 6 2 3  
Allocation of ESOP shares E 13 - - - 21 
Stock-based compensation expense 36 - I - - 36 
Dividends ($2,480 per share) - - ( 7 W  - (704) 
Distributions to noncontrolling interests - - - - (1) (1) 

Balance, December 31,2009 281 $6,873 $(12) $(W) $575 . $6 $9.455 

- - - 

Balance, December31.2057 260 6,028 (37) (34) 2.43 84 8,479 

- - 
- - - - 

- - - 
- - - - 

Balance, December31.2M)E 264 6 B  (3) (116) 2.m 6 8,693 

I - 

- - - - Other transactions 1 1 

(81 Consolidated netincome of$761 million includes$4millionamib~ableto preferredshareholdersof subsidiaries,whichis not a component oftotalequityand 

See Notes io Consolidated financial Staternenis 
is excluded from the table above. 

R: 0 SQ e.% DATED STATE F$ EPUS OF G 0 M P R EHEN s BYE 1Td G Q M  E 
fin rnillionsl 
Years ended December 31 zow ma 2007 
Net income PEl $836 $4% 
Other comprehensive income (loss) 

Reclassification adjustments included in net income 
Change in cash flow hedges (net of tax expense of $4,Q and $3. respectively) 
Change in unrecognized itemsfor pension and other postretirement benefts (net oftax expense of $3,$1 and $1. respectively) 

6 3 4  
4 1 2 

Net unreal'ied gains (losses) on cash flow hedges (net oftax (expense) benef&of$(l0),$24and $8, respectjveiy) 16 (3) (13) 
Netunrecognizeditems on pension and other pofietirernentbenefts (netoftax(expense) benefitof$(l),$rand~l6),respectively) 2 (49). 23 
O h r  (net of tax benefit of $, $1 and $3, respectively) 

__. 1 - (1) 
Other comprehensive income (loss) a (82) 15 

I Comorehensive income 740 754 511 

(4) 16) 8 
$7fi $148 $519 
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Comprehensive (income) loss attnbutable to nonconbolling ~ntcrats, net ai= 
2 E h e n s i v e  income allributoble to controlling interests 

-___ 
. 
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In this report, Progress Energy (which includes Progress 
Energy, Inc holding company[the Parent] and its regulated 
and nonregulated subsidiaries on a consolidated basis) is 
a t  times referred to  as "we," "us" or "our." Additionally, 
we may collectively referta our electric utilitysubsidiaries, 
Progress Energy Caroli EC) and Progress Energy 
Florida (PEF), as the "Ut 

1. ~~~~~}~~~~~~~~~ AND ~~~~~~~~~~~ 0% 
S86NBF36RPJT ~~~~~~~~~~~~~ POLIGES 
A. Organiz8:tilow 

N.C As such, We are subjectto regulation bythe Federal 
Energy Regulatory Commission (FERC) underthe regulatory 
provisions ofthe Public Utility Holding Company Act of 2005 

noncantrolling interest in both the Consolidated Balance 
Sheets and in the Consolidated Statements of Income. 
The results of operations for noncontrolling interests are 
reported on a net of tax basis i f the underlying subsidiary 
is structured as a taxable entity. 

Unconsolidated investments in companies over which 
we  do not have control, but have the ability to exercise 
influence over operating and financial policies, are 
accounted for under the equity method of accounting. 
These investments are primarily in limited liability 
corporations and limited liability partnerships, and the 

tax hasis. Other investments are stated principallyat cost  
These equity and method investments are included 
in misce'laneous Other prope* and investments In the 
Consolidated Balance Sheets See Note 12 for more 
information about our investments. 

The Parentis a holding company headquartered In Raleigh, earningsfrom these investments are recorded On a pre- 

(PUHCA zoas). 

Our reportable segments are PEC and PEF, both af which 
are primarily engaged in the generation, transmission, 
distribution and sale of electricity. The Corporate and 
Other segment primarily includes amounts applicable t o  
the activities of the Parent and Progress Energy Service 
Company (PESC) and other miscellaneous nonregulated 
businesses (Corporate and Other) that do not separately 
meet  the quantitative disclosure requirements as a 
reportable business segment. 

PEC is subject t o  the regulatory provisions of the North 
Carolina Utilities Commission (NCUC), Public Service 
Commission of South Carolina (SCPSC), the United States 
Nuclear Regulatory Commission (NRC) and the FERC 

PEF is subject t o  the regulatory provisions of the Florida 
Public Service Commission (FPSC),the NRC and the FERC. 

See Note 19 for further information about our segments. 

5. Basis 016 PreseaBath 
These financial statements have been prepared in 
accordance with accounting principles generally accepted 
in the United States of America (GAAP), including GAAP 
for regulated operations. The financial statements include 
the activities of the Parent and our majority-owned and 
controlled subsidiaries. The Utilities are subsidiaries of 
Progress Energy, and as such their financial condition 
and results of operations and cash flows are also 
consolidated, along with our nonregulated subsidiaries, 
in our consolidated financial statements 

Noncontrolling interests in subsidiaries along with the  
income or loss attributed t o  these interests are included in 

Significant intercompany balances and transactions have 
been eliminated in consolidation except as permitted 
by GAAP for regulated operations, which provides that 
profits on intercompany sales to regulated affiliates are 
not eliminated, if the sales price is reasonable and the 
future recovery of the sales price through the ratemalting 
process is probable. 

Our presentation of operating, investing and financing 
cash flows combines the respective cash flowsfrom our 
continuing and discontinued operations as permitted 
under GAAP. 

These notes accompany and form an integral part of 
Progress Energy's consolidated financial statements. 

Certain amounts for 2008 and 2007 have been reclassified 
to conform to the 2009 presentation. 

We consolidate all voting interest entities in which we 
own a majority voting interest and all variable interest 
entities (VIES) for which w e  are the primary beneficiary. 
In general, w e  determine whether w e  are the primary 
beneficiary of a VIE through a qualitative analysis of risk 
that identifies which variable interest holder absorbs the 
majority of the financial risk and variability of the VIE. In 
petfarming this analysis, we consider all relevant facts 
and circumstances, including: the design and activities 
of the VIE, the terms of the contracts the VIE has entered 
into, the nature of the VIE'S variable interests issued and 
how they were negotiated with or marketed to potential 
investors, and wh ich  parties participated significantly 
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in the design or redesign of the entity. If the qualitative 
analysis is inconclusive, a specific quantitative analysis 
IS performed 

In June 2009, the Financial Accounting Standards 
Board (FASB) issued new guidance, wh ich  makes 
significant changes to the model for determining who 
should consolidate a VIE and addresses how often this 
assessment should be  performed. See Note 2 for further 
discussion regarding the new guidance, which requires all 
existing arrangements with VlEs to be evaluated, and any 
impacts of adoption accountedfor as a cumulative-effect 
adjustment The guidance is effective for us on January 1, 
2010. We do not expect the adoption to  have a significant 
impact on our financial position, results of operations and 
cash flows. 

In addition to  the following variable interests listed for PEC, 
Progress Energy, through its subsidiary Progress Fuels 
Corporation (Progress Fuels), is the primary beneficiary 
of, and consolidates, Ceredo Synfuel, LLC (Ceredo), a 
coat-based solid synthetic fuels production facility that 
qualified fo r  federal t ax  credits under Section 45K of 
the Internal Revenue Code (the Code). In March  2007, 
we disposed of our I00 percent ownership interest in 
Ceredo to a third-party buyer. Ceredo ceased operations 
upon expiration of the  synthetic fuels tax credit program 
at the end of 2007. Our variable interests in Ceredo are 
comprised of an agreementto operatethe Ceredofacllity 
on behalf of the buyerthrough December 2007 and certain 
legal and tax indemnifications provided to the buyer. We 
performed a qualitative analysis to determine the primary 
beneficiary of Ceredo. The primaryfactors in the analysis 
were the estimated levels of production of qualifying 
synthetic fuels in 2007, the final value of  the related 2007 
synthetic fuels tax credits, the likelihood of a full or partial 
phase-out of the 2007 synthetlc fuels tax credits due to 
high oil prices, our exposure t o  certain variable costs 
underthe facility operating agreement and exposure from 
indemnifications provided to  the buyer There were no 
changes to our assessment of the primary beneficiary 
during 2008 or 2009. No financial or other support has 
been provided to Ceredo during the periods presented. 
A t  Oecember 31,2009, we had no assets and $3 million of 
liabilities related to tax indemnifications provided to  the 
buyer included in other liabilities and deferred credits on 
the Consolidated Balance Sheets, The ultimate resolution 
of the  indemnifications could result in adjustments to 
the gain on disposal in future peripds. The creditors of 
Cereda do not have recourse to the general credit of 
Progress Energy. See Note 22C for a general discussion 
of guarantees. See Note 22D for discussion of recent 
developments related to legal indemnifications. 
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31ARI::BLE IlFJTEREST ENTITIES FOP. WHICH PEC IS THE 
PRIRr3AR BENEFICBWRY 

PEC is the primary beneficiary of, and consolidates, t w o  
limited partnerships that  qualify for  federal affordable 
hausing and historic tax credits under Section 42 of 
the Internal Revenue Code (the Code). PEC's variable 
interests are debt and equity investments in the t w o  
VIEs. PEC performed quantitative analyses t o  determine 
the primary beneficiaries of the t w o  VIEs. The primary 
factors in the analyses were the estimated economic lives 
of the partnerships and their net cash flow projections, 
estimates of available tax credits, and the likelihood of 
default on debt and other commitments. There were no 
changes to PEC's assessment of the primary beneficiary 
during 2007 through 2009. No financial or other support has 
been provided to the VlEs during the periods presented. 
A t  December 31, 2009, PEC had assets of $39 million, 
substantially all of which was reflected in miscellaneous 
other property and investment, and $15 million in long- 
term debt,$3 million in other liabilities and deferred credits 
and $5 million in accounts payable in the PEC Consolidated 
Balance Sheets related to the two VIEs. The assets of the 
two VlEs are collateral for, and can only be used to settle, 
their obligations.The creditors of these VIES do not have 
recourse to the general credit of PEG and there are no 
other arrangements that could expose PEC to losses. 

QTWR VARIA3.E PE@ IWTERESTS 

PEC has an equity investment in, and consolidates, one 
limited partnership investment fund that invests in 17 low- 
income housing partnerships that qualify for federal and 
state tax credits. The investment fund accounts for the 
17 partnerships on the equity method of accounting. PEC also 
has an interest in one power plant resuking from long-term 
power purchase contracts. PEC's only significant exposure 
to  variability from the power purchase contracts results 
from fluctuations in the market price of fuel used by the 
entity's plants to produce the power purchased by PEC. We 
are able to recoverthese fuel costs under PEC'sfuel clause. 
Total purchases from this counterparty were $46 million, 
$44 million and $39 million in 2009,2008 and 2007, respectively. 
The generation capacity of the entrty's power plant is 
approximately 847 megawatts (MW). PEC has requested 
the necessary information t o  determine if the investment 
fund's 17 partnerships and the power plantowner areVlEs 
or to identify the primary beneficiaries; all entities from 
which the necessary financial information was requested 
declined to  providethe information to PEG, and, accordingly, 
PEC has appliedthe information scope exception provided 
by GAAP to the 17 partnerships and the power plant PEC 
believes that if it is determined t o  be the primary beneficiary 
of these entkies,the effect of consolidatingthe power plant 
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and the investment fund consolidating the 17 partnerships 
would result in increases to total assets, long-term debt 
and other liabilities, but would have an insignificant or no 
impact on PECS common stock equrty, net earnings or cash 
flows. However, because PEC has not received any financial 
information from the counterparties, the impact cannot be 
determined a t  this time 

USE OF ESTWl%T&S A m  ASS&n~~IPT10FE 

In preparing consolidated financial statements tha t  
conformto GAAP, management must make estimates and 
assumptions that affect the reported amounts of assets 
and liabilities, disclosure of contingent assets and liabilities 
at the  date o f  the  consolidated financial statements, 
and amounts of revenues and expenses reflected during 
the reporting period. Actual results could differ f rom 
those estimates. 

REVENUE RECOGN3TledN 

We recognize revenue when it is realized or realizable 
and earned when  all of the following criteria are met: 
persuasive evidence of an arrangement exists; delivery 
has occurred or services have been rendered; our price 
to the buyer is fixed or determinable; and collectability is 
reasonably assured. We recognize electric utility revenues 
as service is rendered 10 customers Operating revenues 
include unbilled electric utility base revenues earned when 
service has been delivered but not billed by the end of the 
accounting period. Customer prepayments are recorded 
as deferred revenue and recognized as revenues as the 
services are provided. 

F8EL COS7 DEFERRXiS 

Fuel expense includes fuel costs and other recoveries 
that  are deferred through fuel clauses established by 
the Utilities' regulators. These clauses allow the Utilities 
t o  recover fuel costs, fuel-related costs and portions of 
purchased power costs through surcharges on customer 
rates.These deferred fuel costs are recognized in revenues 
and fuel expenses as they are billable t o  customers. 

EXCISE TAXES 

The Utilities collect from customers certain excise taxes 
levied bythe state or local government upon the customers. 
The Utilities account for sales and use tax on a net basis 
and gross receipts tax, franchise taxes and other excise 
taxes on a gross basis. 

The amount of gross receipts tax, franchise taxes and 
other excise taxes included in operating revenues and 
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taxes otherthan on income in the Consolidated Statements 
of Income for the years ended December 31,2009,2008 
and 2007, were $333 million, $295 million and $299 million, 
respectively. 

As discussed in Note 9B, we  account for stock-based 
compensation utilizing the modified prospective transition 
method per the fair value recognition provisions of GAAP. 

REL!VED PhRTi TRAb!SACTICNS 

Our subsidiaries provide and receive services, at cost, to 
and from the Parent and its subsidiaries, in accordance 
with PUHCA 2005. The costs of t h e  services are billed on a 
direct-charge basis, whenever possible, and on allocation 
factorsfor general costs that cannot be directly attributed. 
In the subsidiaries' financial statements, billings from 
affiliates are capitalized or expensed depending on the 
nature of the services rendered. 

UTILITY PLAET 

Utility plant in service is stated at historical cost less 
accumulated depreciation. We capitalize all construction- 
related direct labor and material costs of units of property 
as well as indirect construction costs. Certain costs are 
capitalized in accordance with regulatorytreatment. The 
cost of renewals and betterments is also capitalized. 
Maintenance and repairs of property (including planned 
major maintenance activities), and replacements and 
renewals of items determined to  be less than units of 
property, are charged to  maintenance expense as incurred, 
with the exception of nuclear outages at  PEF. Pursuantto 
a regulatory order, PEF accrues for nuclear outage costs 
in advance of scheduled outages, which occur everytwo 
years.The cost of units of property replaced or retired, less 
salvage, is charged to accumulated depreciation. Removal 
or disposal costs that do not represent asset retirement 
obligations (AROs) are charged to a regulatory liability. 

Allowance for funds used during constsuction {AFUDC) 
representsthe estimated costs of capital funds necessary 
to  finance the construction of new regulated assets. As 
prescribed in the regulatory uniform system of accounts, 
AFUDC is charged to the cost ofthe plant. The equityfunds 
portion of AFUDC is credited to other income, and the 
borrowed funds portion is credited to interest charges. 

Nuclear fuel is classified as a fixed asset and included 
in the utility plant section of the Consolidated Balance 
Sheets. Nuclearfuel in the front-end fuel processing phase 
is considered work in progress and not amortized until 
placed in service. 
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Substantially all depreciation of utility plant other than 
nuclear fuel is computed on the straight-line method based 
on the  estimated remaining useful life of the property, 
adjusted for estimated salvage (See Note 4A). Pursuantto 
their rate-setting authority,the NCUC, SCPSC and FPSC can 
also grant approval t o  accelerate or reduce depreciation 
and amortization rates of utility assets (See Note 7). 

Amortization of nuclear fuel costs is computed primarily 
on the units-of-production method. In the Utilities' retail 
jurisdictions, provisions for nuclear decommissioning 
costs are approved bythe NCUC,the SCPSC andthe FPSC 
and are based on site-specific estimatesthat include the 
costs for removal of all radioactive and other structures 
at the site. In the wholesale jurisdictions, the provisions 
for nuclear decommissioning costs are approved by 
the FERC. 

The Nor th  Carolina Clean Smokestacks Ac t  (Clean 
Smokestacks Act) was enacted in 2002 and froze North 
Carolina electric utility base rates for  a five-year period, 
which ended in DecemberPOfl7. Subsequentto 20D7, PEC's 
current North Carolina base rates are continuing subject 
t o  traditional cost-based rate regulation. During the rate 
freeze period,the legislation provided forthe amortization 
and recovery of 70 percent of the original estimated 
compliance costs for the Clean Smokestacks Act while 
providing significant flexibility in the amount of annual 
amortization recorded from none up to  $174 million per 
year. In September 2008, the NClJC approved PECS request 
to  terminate any further accelerated amortization of its 
Clean Smokestacks compliance costs (See Note 76). 

A 5 3 3  RHliPWED:?EO%Mii OBL!GATW?S 

AROs are legal obligations associated with the retirement 
of certain tangible long-lived assets. The present values of 
retirement costs for which we  have a legal obligation are 
recorded as liabilities with an equivalent amount added 
to  the asset cost and depreciated over the useful life of 
the associated asset. The liabilrty is then accreted over 
time by applying an interest method of allocation to the 
liability. Accretion expense is included in depreciation, 
amortization and accretion in the Consolidated Statements 
of Income. 

CASH AND CASH EaUlVALEMTS 

We consider cash and cash equivalents to include 
unrestricted cash on hand, cash in banks and temporary 
investments purchased with an original maturity of three 
months or less. 

I N(JEirKW/ 

We accountfor inventory, including emission allowances, 
using the average cost method. We value inventory of 
the Utilities at historical cost consistent with ratemaking 
treatment. Materials and supplies are charged to inventory 
when purchased and then expensed or capitalized t o  plant, 
as appropriate, when installed. Materials reserves are 
established for excess and obsolete inventory. 

REGhfUTO3Y ASS5TS AMD LiAEBLIYES 

The Utilities' operations are subjectto GAAP for regulated 
operations, which allows a regulated company t o  record 
costs that  have been or are expected to  be allowed in 
the ratemaking process in a period different f rom the  
period in which the costs would be charged to expense 
by a nonregulated enterprise. Accordingly, the Utilities 
record assets and liabilities that result from the regulated 
ratemaking process tha t  would not be recorded under 
GAAP for nonregulated entities. These regulatory assets 
and liabilities represent expenses deferred for future 
recoveryfrom customers or obligationsto be refunded to 
customers and are primarily classified in the Consolidat.ed 
Balance Sheets as regulatory assets and regulqtory 
liabilities (See Note 7A). The regulatory assets and 
liabilities are amortized consistent with the treatment of 
the related cost in the ratemaking process. 

E.mCLMB COST DEFEERALS 

PEF accounts for costs incurred in connection with the 
proposed nuclear expansion in Florida in accordance with 
FPSC regulations, wh ich  establish an alternative cost- 
recovery mechanism. PEF is allowed t o  accelerate the 
recovery of prudently incurred siting, preconstruction 
costs, AFUDC and incremental operation and maintenance 
expenses resulting from the siting, licensing, design and 
construction o f  a nuclear plant through PEF's capacity 
cost-recovery clause. Nuclear costs are deemed t o  
be recovered u p  to the  amount of the FPSC-approved 
projections, and the deferral of unrecovered nuclear costs 
accrues a carrying charge equal to PEF's approved AFUOC 
rate. Unrecovered nuclear costs eligible for accelerated 
recovery are deferred and recorded as regulatory assets 
in the Consolidated Balance Sheets and are amortized in 
the period the costs are collected from customers. 

IGOQDWBLL $+MU 1ETArdG16l.E ASSETS 

Goodwill is subject t o  at  least an annual assessment 
for impairment by applying a two-step, fair value-based 
test. This assessment could result in periodic impairment 
charges. Intangible assets are amortized based on the 
economic benefit of their respective lives. 
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WJJAMOR'BIZED DEBT PREMlUMS, DISCOUNTS AND 
EXPENSES 

Long-term debt premiums, discounts and issuance 
expenses are amortized over the terms of the debt 
issues. Any expenses or call premiums associated with 
the reacquisition of debt obligations by the Utilities are 
amortized over the applicable lives using the straight- 
line method consistent with ratemaking treatment 
(See Note 7A) 

IMCOME T&T??XES 

under which unrealized gains and losses are recorded 
. as regulatory liabilities and assets, respectively, until 

the contracts are settled. See Note 17 for additional . information regarding risk management activities and 
derivative transactions 

C-ONTibJGEMC.E5 A.,jD Ewd,RDp4rkqEb!T.vc 
L,ABlh,TiE5 

We accrue for loss contingencies, such as unfavorable 
results of litigation, when it is probable that a loss has been 
incurred and the amount of the loss can be reasonably 
estimated. We do not accrue an estimate of legal fees 
when a contingent loss is  initially recorded, but rather 
when the legal services are actually provided 

Deferred income taxes have been provided for temporary 
differences. These occur when the book and tax carrying 
amounts of assets and liabilities differ. Investment tax  
credits related to regulated operations have been deferred 
and are being amortized over the estimated service life 
of the related properties. Credits for  the production 
and sale of synthetic fuels are deferred credits t o  the 
extent they cannot be or have not been utilized in the 
annual consolidated federal income tax returns, and are 
included in income tax expense (benefit) of discontinued 
operations in the Consolidated Statements of Income. We 
accrue for uncertain tax positions when it is determined 
that it i s  more l ikely than not that the benefit will no t  
be sustained on audit by the taxing authority, including 
resolutions of any related appeals or litigation processes, 
based solely on the  technical merits of the associated 
tax position. If the recognition threshold is met, the tax 
henefit recognized is measured at the largest amount 
of the tax  benefit: that, in our judgment, is greater than 
50 percent liltely t o  be realized. Interest expense on tax 
deficiencies and uncertain tax positions is included in net 
interest charges, and tax penalties are included in ather, 
net in the Consolidated Statements of Income. 

As discussed in Note 21, we  accrue environmental 
remediation liabilities when the  criteria fo r  loss 
contingencies have been met. We record accruals for  
probable and estimable costs related to environmental 
sites on  an  undiscounted basis. Environmental 
expenditures that relate t o  an existing condition caused 
by  past operations and that have no future economic 
benefits are expensed. Accruals for  estimated losses 
from environmental remediation obligations generally 
are recognized no later than completion of the remedial 
feasibility study. Such accruals are adjusted as additional 
information develops or circumstances change. Certain 
environmental expenses receive regulatory accounting 
treatment, under which the expenses are recorded 
as regulatory assets. Recoveries of environmental 
rernediation costs from other parties are recognized when 
their receipt is deemed probable or on actual receipt of 
recovery" Environmental expenditures that have future 
economic benefits are capitalized in accordance with 
our asset capitalization policy. 

assets or'liabilities on the balance sheet and measure 
those instruments at  fair value, unless the derivatives 
meet the GAAP criteria for normal purchases or normal 
sales and are designated as such. We generally designate 
derivative instruments as normal purchases or normal 
sales whenever the criteria are met. If normal purchase 
?r normal sale criteria are not met, w e  w i l l  generally 
designate the derivative instruments as cash flow or fair 
value hedges if the related hedge criteria are m e t  We 
have elected not t o  offset fair value amounts recognized 
for derivative instruments and related collateral assets 
and liabilities with the  same counterparty under a 
master netting agreement. Certain-economic derivative 
instruments receive regulatory accounting treatment, 

IUP.4!R%3EBT GF L O N G - Z l K D  ASSET'S E.i?!D BERBVATIVES 
GAAP reauires that  an entitv recoqnize all derivatives as BWfESTFEMTS 

We review the recoverability of long-lived tangible and 
intangible assets whenever impairment indicators exist. 
Examples of these indicators include current period 
losses, combined with a history of losses or a projection of 
continuing losses, or a significant decrease in the market 
price of a long-lived asset group. If an impairmentindicator 
exists for assets to be held and used, then the asset group 
is  tested for recoverability by comparing the carrying 
value to the sum of undiscounted expected future cash 
flows directly attributable tothe asset group. If the asset 
group is not recoverable through undiscounted cash flows 
or the asset group is to be disposed of, then an impairment 
lossis recognized forthe difference betweenthe carrying 
value and the fair value of the asset group 
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- 1  
We review our equity investments to  evaluate whether 
or not a decline in fair value below the carrying value is 
an other-than-temporary decline We consider various 
factors, such as the investee's cash position, earnings and 

AS@ 815-1Q-65 (SFAS No. 163, "DisiclosUres 
about Dsrivative Instruments end Hedging 
AcEivlfies - an amjilendmernt a i  IFAS8 8atemreent 
NQ. 133") 

revenue outlook, liquidityand management's abilityto raise 
capital in determining whether the decline is other-than- 
temporary. If we determine that an other-than-temporary 
decline in value exists, the investments are written down 
to fair value with a new cost basis established. 

On January 1,2009, we implemented ASC 815-10-65, which 
was previously referred to as SFAS No. 161, ''Disclosures 
about Derivative Instruments and Hedging Activities - an 
amendment of FASB Statement No. 133." ASC 815-10-65 
requires entities to provide enhanced disclosures about 

2. PtEW ~~~~~~~~~~~~ STANDARBS 
Effective July 1,2009, changesto the source of authoritative 
U.S. GAAP, t h e  Financial Accounting Standards Board 
(FASB) Accounting Standards Codification (ASC), are 
communicated through an Accounting Standards Update 
(ASCI). ASUs will be published for all authoritative U.S. 
GAAP promulgated by the FASB, regardless of the form 
in which such guidance may have been issued prior to  
release of the FASB Codification (e g., FASB Statements, 
FASB Staff Positions, etc.). 

ASC 810 Gonsrsiidatiows 
On January 1,2009, w e  implemented ASC 810-10-65, which 
w a s  previously referred t o  as Statement of Financial 
Accounting Standards (SFAS) No. 160, "Noncontrolling 
Interests in Consolidated Financial Statements, an 
amendment of Accounting Research Bulletin (ARB) 
No. 51." ASC 810-10-65 introduces significant changes in 
the accounting for noncontrolling interests in a partially 
owned consolidated subsidiary.The adoption of ASC 810- 
10-65 resulted in a retrospective change in presentation 
of the financial statements for a l l  periods presented and 
additional disclosures but did not have a material impact 
on our financial position or results of operations. 

In June 2009, the FASB issued SFAS No. 167, "Amendments 
to  FASB Interpretation No. 46(R), Consolidation of Variable 
Interest Entities.'' In January 2010, the FASB issued ASU 
2009-17, "Consolidations (Topic 810): Improvements to  
Financial Reporting by Enterprises involved with Variable 
Interest Entities," which codified SFAS No. 167. This 
guidance makes significant changes t o  the model for  
determining who should consolidate a VIE, addresses how 
often this assessment should be performed, requires all 
existing arrangements with VIES to be evaluated, and must 
be adopted through a cumulative-effect adjustment. This 
guidance was effective for us on January 1,2010. See Note 
IC for information regarding our implementation of ASU 

and results of operations. 
I 2009-17 and its expected impact on our financial position 

how and why an entm/ uses derivative instruments, hovv 
derivative instruments and related hedged items are 
accounted for and its related interpretations and how 
derivative instruments and related hedged items affect 
an entity's financial position, financial performance and 
cash flows. See Note 17 for information regarding our 
first quarter 2009 implementation of ASC 815-10-65. The 
adoption of ASC 815-10-65 did not have a material impact 
on our financial position or results of operations. 

On January 1,2009, we implemented ASC 260-10-45,which 
was previously referred to as FSP ElTF 03-6-1, "Determining 
Whether Instruments Granted in Share-Based Payment 
Transactions Are Participating Securities." ASC 260-10-45 
requires that certain unvested share-based payment 
awards (e.g , restricted stock) that contain nonforfeitable 
rights to  dividends or dividend equivalents be included in 
the computation of earnings per share using the two-class 
method ASC 260-10-45 requires a retrospective adjustment 
for all prior-period earnings per share data. The adoption 
of ASC 260-10-45 did not have a material impact on our 
financial position, results of operations or earnings per 
share amounts. 

&ais V d w  Measssreiaent amd Disclaswss a d  
Oahei..Tham-TempaaaFy Umpairmeotts 

In April 2009,the FASB issued three FSPsfor guidance on 
accounting-for fair value measurement and other-than- 
temporary impairments. 

ASC 820 includes the FSP previously referred to as FSP 
FAS 157-4, "Determining Fairvalue When the Volume and 
Level of Act'hity forthe Asset or Liability Have Significantly 
Decreased and Identifying Transactions That Are Not  
Orderly," and provides guidance on determining fair value 
when market activity has decreased for an asset or liability. 
ASC 825-10-50, previously referred t o  as FSP FAS 107-1 
and APB 28-1, "Interim Disclosures About Fair Value of 
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Financial Instruments," increases the frequency of fair 
value disclosures required from annually to quarterly. 

ASC 320 includes the FSPs previously referred to as FSP 
FAS 115-2 and FAS 124-2, "Recognition and Presentation 
of Other-Than-Temporary Impairments," and revises the 
recognition and reporting requirements for other-than- 
temporary impairments of debt securities and increases 
the frequency of disclosures for debt and equity securities. 
UnderASC320, if an entity intendsto sell an impaired debt 
security or more likely than not will be required t a  sell the 

any current-period credit loss, an other-than-temporary 
impairment must be recognized currently in  earnings equal 
to the  difference between the investment's amorbzed cost 
and its fair value at the balance sheet date. 

The new g'lidance in 820rASC 825 and 320 Was 
effective for us during the three months ended June 30, 
2009. The adoption resulted in additional disclosures but 
did not have a material impact on our financial position 
or results of operations. See Note 13 for the disclosures 
resulting from the implementation of this guidance in 2009. 

In January2010,the FASB issued ASU2010-06,"FairValue 
Measurements and Disclosures (Topic 820). Improving 
Disclosures about Fair Value Measurements," wh ich  
amends ASC 820 to  clarify certain existing disclosure 
requirements and to require a number of additional 
disclosures, including amounts and reasonsfor significant 
transfers between the three levels of the fair value 
hierarchy, and presentation of certain information in 
the reconcil iation of recurring Level 3 measurements 
on a gross basis. ASlJ 2010-06 was effective for  us on 
January 1, 2010, with certain disclosures effective fo r  
periods beginning January 1,2011. The adoption of ASU 
2010-06 will change certain disclosures in the notes to 
the financial statements, but will have no impact on our 
financial position or results of operations 

ASC 7'115-26-EFa ( F W  FAS 132R-'Q, "Em.ii.pBas/ers' 
DjscBosares abaut Pssii Retjremensaf Bene% 
Piaae Assets") 

on ourfinancial posibon or results of operations. See Note 
16 for the information regarding our implementation of 
ASC 715-20-65. 

fi.Su 2@@9-12, "!nVestmentS in !k$ain Entities 
ahat @ ~ ~ ~ ~ ~ ~ ' c ~  &k& Asset kh? par Share 
(CT ks Ef@%daK$' 
In September 2009, the  FASB issued ASU 2009-12, 

Entities That Calculate Net Asset 
Value per Share (or Its Equivalent),n which provides 
additional guidance related to measuring the fair ValUe 

hedge funds, private equity funds, real estate funds, 
venture capital funds, offshore fund vehicles, and funds 
of funds. ASL, 2o09-,2 allows reporting entities to use 
net asset value per share t o  estimate the fai r  value of 
certain investments as a practical expedient and requires 
disclosures by major category of investment about the 

of the investments. ASU 2o09-12 was 
for us on December 31, 2o09. The adoption of ASU 2o09-12 
did not have a material impact on ollrfinancial pos,t,on or 
results of operations, 

in 

security before recovery of its amortized cost basis less of certain alternat.ve Investments, such as interests in 

In December 2008, the FASB issued ASC 715-20-65, 
previously referred ta  as FSP FAS 132R-1, "Employers' 
Disclosures about Post Retirement Benefit Plan Assets," 
which requires additional disclosures on the investment 
allocation decision-making process, the  fair value of 
each major category of plan assets and the inputs and 
valuation techniques used to remeasure the fair value 
of p lan  assets. ASC 715-20-65 was effective fo r  LIS on  
flecember31,2009.The adoption of ASC 715-20-65 resulted 
in additional disclosures, but did not have a material impact 
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W e  completed our business strategy of divesting 
nonregulated businesses to reduce our business risk and 
focus on core operations of the Utilities. The information 
below presents the impacts of the divestitures on net 
income attributable to  controlling interests. 

A. Twmis3aBs Operatians aid  S y n t h ~ t i ~  Fuais 
B E k e S S e S  

On March 7, 2008, we sold coal terminals and docks in 
West Virginia and Kentucky (Terminals) for $71 million in 
gross cash proceeds. Proceeds from the sale were used 
for general corporate purposes. During the year ended 
December 31, 2008, w e  recorded an  after-tax gain of 
$42million onthe sale ofthese assets.The accompanying 
consolidated financial statements reflect the operations 
of Terminals as discontinued operations. 

Prior to 2008, we had substantial operations associated 
with the production of coal-based solid synthetk fuels 
as defined under Section 29 (Section 29) of the Code 
and as redesignated effective 2006 as Section.45K of 
the Code (Section 45K and, collectively, Section 29/45K). 
The production and sale of these products qualified for 
federal income tax credits so long as certain requirements 
were satisfied. A s  a result of the expiration of the tax 
credit program, all of our synthetic fuels businesses 
were abandoned and al l  operations ceased as of 
December 31,2007. 
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On October 21, 2009, a jury delivered a verdict in a 
lawsuit against Progress Energy and a number of o u r  
subsidiaries and affiliates. As a result, during the year 
ended December31,2009, we recorded an after-tax charge 
of$74 million to discontinued operations, which was net of 
a previously recorded indemnification liability of $16 million, 
and $4 million related to other legal and tax contingency 
adjustments. The ultimate resolution of these matters could 
result in further adjustments. See Note 22D for additional 
information. The accompanying consolidated statements of 
income reflectthe abandoned operations of our synthetic 
fuels businesses as discontinued operations. 

Results of Terminals and the synthetic fuels businesses 
discontinued operations for the years ended December 
31 were as follows: 

2009 2008 2007 
Revenues $- $17 $1,126 

(Loss) earnings before income taxes and 

Income tax benefit including tax credits 41 12 64 
(Loss) earnings at?ributableto noncontroliing 

Net (loss) earningsfrom discontinued opera- 

Gain on disposal of discontinued operations, 

(Loss) earnings from discontinued operations 

nonconixolling interest S(lz.5) $8 $2 

- (1) 17 interesisof Synthetic Fuels - 

tions attributable@ controlling interests (78) 19 83 

including income tax expense of$7 - 42 - 

attributable to controlling interests $(78) $61 $83 

5. eaa! Fdis~ing Brcisisaersses 
On March  7, 2008, we sold the remaining operations 
of Progress Fuels Corporation, formerly Electric Fuels 
Corporation (Progress Fuels) subsidiaries engaged in the 
caal mining business (Coal Mining)for gross cash proceeds 
of $23 million. Proceeds from the sale were used for general 
corporate purposes. As a result of the sale, during theyear 
ended December 31,2008, we recorded an after-tax gain 
of $7 million on the sale of these assets. During 2009, w e  
recognized a $1 million loss as a result of post-closing 
adjustments and pre-divestiture contingencies. 

The accompanying consolidated financial statements 
reflect the Coal Mining as discontinued operations. Results 
of discontinued operations forthe coal mining businesses 
for the years ended December 31 were as follows: 

2009 2008 2007 
Revenues $- $2 $28 
Loss before income taxes 92) $(I31 $1171 
Income tax benefit 1 4 6 
Net loss from discontinued operations 11) 19) (11) 
Gain on disposal of discontinued operations, 

including income tax expense of$2 - 7  - 
Loss from discontinued operations 
- altributabie to controlling interests $(2) $(11) 

C. CGO - GeargSa Operatians 
On March 9,2007, oursubsidiary, Progress Energy Ventures, 
Inc. (PVI), entered into a series of transactions to  sell or 
assign substantially a l l  o f  its Competitive Commercial 
Operations (CCO) physical and commercial assets and 
liabilities The sale of the generation assets closed on 
June 11,2007, for a net sales price of $615 million. Based 
on the terms of the final agreement and post-closing 
adjustments, during the years ended December 31,2008 
and 2007, we  incurred an additional $2 million after-tax in 
losses and reversed $18 million after-tax of a previously 
recorded impairment, respectively. 

Additionally, on June 1, 2007, PVI closed the transaction 
involving the assignment of a contract portfolio consisting 
of full-requirements contracts with 16 Georgia electric 
membership cooperatives (the Georgia Contracts), 
forward gas and power contracts, gas transportation, 
structured power and other contracts to a th i rd party. 
This represented substantially all of our nonregulated 
energy marketing and trading operations. As a result of the 
assignments, PVI made a net cash payment of $347 million, 
which represented the net cost t o  assign the Georgia 
Contracts and other related contracts. In the year ended 
December31,2007, we recorded a charge associated with 
the coststo exitthe Georgia Contracts, and other related 
contracts, of$349 million after-tax(charge included in the 
net loss from discontinued operations in the table below). 
We used the net proceeds fromthe divestiture of CCO and 
the Georgia Contracts for  general corporate purposes. 
During 2008 and 2009, w e  recognized a $5 million loss and 
a $1 million gain, respectively, as a result of post-closing 
adjustments and pre-divestiture contingencies. 

The accompanying consolidated financial statements 
reflect the operations of CCO as discontinued operations. 
Interest expense was allocated tqdiscontinued operations 
based on their respective net assets, assuming a uniform 
debt-to-equity ratio across our operations. Pre-tax interest 
expense allocated for the year ended December 31,2007, 
was% 1 million. Results of discontinued operations for CCO 
for the years ended December 31 were as follows: 
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(in millions) 2009 2008 2007 
Revenues $- $- $407 
Loss before income taxes S(1l $(5) $1449) 
income tax benefit 2 2 166 
Net earnings (loss) from discontinued operations I (3) (283) 
(Loss) gain on disposal of discontinued 

operations, including income tax (expense) 
benefit of $(2) and $7, respectively - 12) 18 

Earnings (Ipss) from discontinued operations 
atrributable to controlling interests $I $15) $42651 

E. fMaET Disiersifi3d Bt2simes,e, 
Also included in discontinued operations are amounts 
related to  adjustments of our prior sales of other 
diversified businesses, primarily Progress Rail Services 
Corporation. We completed the sale of Progress Rail 
Services Corporation during the year ended December31, 
2005. As  a result of certain legal, tax and environmental 
indemnifications provided by Progress Fuels and Progress 
Energy, w e  continue to record adjustments to  the loss on 
sale. Duringtheyear ended December31,2009,we recorded 
an after-tax loss on  disposal of $1 million and after-tax 
gains of $3 million and $4 million for  the years ended 
December 31, 2008 and 2007, respectively. The ultimate 
resolution o f  these matters could result in additional 
adjustments to  the  loss on sale in future periods. See 
general discussion of guarantees at Note 22C. 

! 

On March 30,2007, our Progress Fuels subsidiary disposed 
of its 100 percent ownership interest in Ceredo, a subsidiary 
that produced and sold qualifying coal-based solid synthetic 
fuels, to  a third-party buyer" In addition, w e  entered into 
an agreement t o  operate the Ceredo facility on behalf 
of the buyer. At closing, w e  received cash proceeds of 
$10 million and a nonrecourse note receivable of $54 million. 
Payments on  the note were  received as we produced 
and sold qualifying coal-based solid synthetic fuels on 
behalf of the buyer. In accordance with the terms of the 
agreement, we received payments on the note related 
to  2007 production of $49'million during the year ended 
December 31, 2007, and a final payment of $5 million 
during the year ended December 31,2008. The note had 
an interest rate equal to  the three-month London Inter 
Bank Offered Rate (LIBOR) rate plus 1%. The estimated 
fair value of the note at the inception of the transaction 
was $48 million. Under the terms of the agreement, the 
purchase price was reduced by$7 million during the year 
ended December 31,2008, based on the final value of the 
2007 Section 29/45K tax credits. 

During theyear ended December31,2008, w e  recognized 
previously deferred gains on disposal of $5 million based 

a 

, 

on the final value of the 2007 Section 29/45K tax credits. 
The operations o f  Ceredo ceased as  of December 31, 
2007, and are recorded as discontinued operations for all 
periods presented. See discussion of the abandonment of 
our synthetic fuels operations at  Note 3A. 

On the date of the transaction, the carrying value of the 
disposed ownership interest totaled $37 million, which 
consisted primarily of the fair value of crude oil call 
options purchased in January 2007. Subsequent to the 
disposal, we  remain the primary beneficiary of Ceredo and 
continue t o  consolidate Ceredo in accordance with 
GAAPforvariable interest entities, but record a 100 percent 
noncontrolling interest. 

The balances of electric utility plant in service at 
December 31 are listed below, with a range of depreciable 
lives (in years) for each: 

(in millions) Depreciable Lives u#)9 2008 

Production plant 7-43 $l6,042 $14,117 

Transmission plant 17-75 3,273 2,970 

Distnblrtion plant 13-55 8,376 8,028 

General olantandother 5-35 l a  1.211 

U t i l i i  alantin service 

Generally, electric utility plant at PEC and PEF, otherthan 
nuclear fuel, is pledged as collateral forthe first mortgage 
bonds of PEC and PEF, respectively (See Note 11). 

AFUDC represents the estimated costs of capital funds 
necessary to  finance the construction of new regulated 
assets. As prescribed in the regulatory uniform systems 
of accounts, AFUDC is charged to the  cost of the plant 
for certain projects in accordance with the regulatory 
provisions for each jurisdiction. The equity funds portion 
of AFUDC is credited to other income, and the borrowed 
funds portion is credited to  interest charges. Regulatory 
authorities consider AFUOC an appropriate charge fo r  
inclusion in the rates charged to  customers by the Utilities 
overthe service life of the propeq. The composite AFUDC 
rate fo r  PEC's electric utility plant was  9.2%, 9.2% and 
8.8% in 2009,2008 and 2007, respectively. The composite 
AFUDC rate for PETS electric utility plant was 83% in 2009, 
2008 and-2007. 

Our depreciation provisions on utility plant, as a percent of 
average depreciable property otherthan nuclear fuel, were 
2.4%, 2.3% and 2.4% in 2009,2008 and 2007, respectively. 
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The depreciation provisions related to  utility plant were 
$626 million, $578 million and $560 million in 2009,2008 and 
2007, respectively. In addition to utility plant depreciation 
provisions, depreciation, amortization and accretion 
expense also includes decommissioning cost provisions, 
ARO accretion, cost of removal provisions (See Note 4C), 
regulatory approved expenses (See Notes '7 and 21) and 
Clean Smokestacks Ac t  amortization (See Note 78). 

Nuclear fuel, net of amortization at December 31, 2009 
and 2008, was $554 million and $482 million, respectively. 
The amount not yet in service at  December 31,2009 and 
2008, w a s  $308 million and $243 million, respectively. 
Amortization of nuclear fuel costs, including disposal 
costs associated with obligations to the U.S. Department 
of Energy (DOE) and costs associated with obligations to 
the DOE for the decommissioning and decontamination 
of enrichmentfacilities, was$159 million,$l45 million and 
$139 million for the years ended December 31, 2009, 
2008 and 2007, respectively. This amortization expense 
is included in fuel used for electric generation in the 
Consolidated Statements of Income. 

PEF's construction work  in progress related to certain 
nuclear projects has received regulatory treatment. 
A t  December 31, 2009, PEF reflected $296 million of 
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construction work in progress, $274 million of which was 
reflected as a nuclear cost-recovery clause regulatory 
asset (See Note 7C) and $22 million was reflected as a 
deferred fuel regulatory asset. A t  December31,2008, PEF 
reflected $174 million of construction work in progress 
as a regulatory asset pursuant t o  accelerated regulatory 
recovery of nuclear costs (See Note 7C). 

B. Joiat itiwnership of Generaiiag FaciMks 
PEC and PEF hold ownership interests in certain jointly 
owned generating facilities. Each is entitled t o  shares of 
the generating capability and output of each unit equal 
to their respective ownership interests. Each also pays 
its ownership share of additional construction costs, fuel 
inventory purchases and operating expenses, except in 
certain instances where agreements have been executed 
to  limit certain joint owners' maximum exposure to  the 
additional costs (See Note 218). Each ofthe Utilities' share 
of operating costs ofthe jointly owned generating facilities 
is included within the corresponding line in the Consolidated 
Statements of Income. The co-owner of Interceksion City 
Unit P11 has exclusive rights tothe output ofthe unit during 
the months of June through September. PEF has that right 
for the remainder of the year. PEC's and PEFs ownership 
interests in the jointly owned generating facilities are listed 
below with related information at December 31: 

~ 

2009 
(in millions) Company Ownership Accuinulated Construction Work 
Subsidiary Facility interest Plant Investment Depreciation in Progress 
PEC Mayo 83.83% $Iss $2a2 $8 

PEG Brunswick ai.w% 1,681 gal 74 

PEC Hams 83 83% 3,207 lfil 28 

PEC Roxboro Unit4 8 7 W h  so6 449 15 

PEF Crystal River Unit3 91.78% 9w 472 5iO 

PEF intercession C i i  Unit P11 66 67% 23 10 - ___ 
2008 
(in millions) Company Ownership Accumulated Construction Work 
Subsidiary Facility Interest Plant investment Depreciation in Progress 
PEC Mayo 83 83% $51 9 $270 $228 

PEC Harris 8383% 3,187 1,603 21 

PEC Roxboro Unit4 87 06% 674 446 12 

PEC Brunswick 81 67% 1,667 970 42 

PEF Crystal River Unit3 91.78% 843 461 252 
PEF Intercession C i i  Unit Pll 66.67% 23 9 - 

In the tables above, plant investment and accumulated 
depreciation are not reduced by the regulatory 
disallowances related t o  the Shearon Harris Nuclear 
Plant (Harris), which are not applicable to  the joint owner's 
ownership interest in Harris. 
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6. Asset WEtisemen$ Obiigatians such removal occurring after operating license expiration. 
These decommissioning cost estimates also include interim 

included in utility plant related to nuclear decommissioning nuclearfuel on site such timethat it can be transferred 
of irradiated plant, net of accumulated depreciation, totaled to a DOE facility pee Note 22D). These estimates, in 2009 
$132 million and $163 million, respectively. The fair value dollars, Were $687 million for llnit No. at ~ ~ b i ~ ~ ~ ~ ,  
of funds set aside in the Utilities' NDT funds for the $591 million for Brunswick Unit No. 1, $585 million for 
nuclear decommissioning liabilitytotaled $1.367 billion and Brunswick lJnit No, and billion for Harris, The 
$1.089 billion at  December 31,2009 and 2008, respectively estimates are subject to change based on a variety of 
(See Notes " and 13). Net NDT unrealized gains are factorsincluding, butnotlimitedto,costescalation,changes 
included in regulatory liabilities (See Note 7A). in technology applicable to  nuclear decommissioning 

and changes in federal, state or local regulations. The 
Our nuclear decommissioning cost provisions, which are cost estimates exclude the portion awributabie to North 
included in depreciation and amortization expense, were Carolina Eastern ~ ~ ~ i ~ i ~ ~ l  P ~ ~ ~ ~ A ~ ~ ~ ~ ~ ~ P ~ ~ ~ ~ A ~ ~ ~ ~ ~ ) ,  

PEFhassuspendedits accrualfornucleardecommissioning. and Harris. See Note 7D for information about the NRC 
Management believes that nuclear decommissioning costs operating held by PEC. Based on updated cost 
that have been and Will be recovered through rates bY estimates, in 2009 PEC reduced its asset retirement cost 
PEC and PEF will be sufficient to provide for the costs of net of accumulated depreciation and its ARO liability by 
decommissioning. Expenses recognized for the disposal approximately $27 million and $390 mijlion, respectively, 
or removal of utility assets that do not meet the definition resulting in no asset retirement costs included in 
of AROs, which are included in depreciation, amortization plant related to decommissioning of irradiated 
and accretion expense, were$141 million,$133million and plant at Oecember 31, 2009" 
$126 million in 2009, 2008 and 2007,.respectively. 

The FPSC requires that PEF update its cost estimate for 
nuclear decommissioning every five years, PEF received 
a new site-specific estimate of decommissioning costsfor 
the River Unit N ~ .  (CR3) in October 2008, which 
PEF filed with the Fpsc in 2o09 as part of base rate 
filing (See Note 7C). However, the FPSC deferred review 
of PEF's nuclear decommissioning study from the rate 

At December31,2009and 2008, our asset retirement cos's spentfuel storage costs associated with maintaining spent 

$31 million each in 2009,2008 and 2007. As discussed below, which holds an undivided ownership interest in ~ ~ ~ ~ ~ ~ i ~ l ~  

During 2009, PEF submitted a depreciation study as 
required by the Fpsc no less than every four years,, 
Implementation of the depreciation study is expected to 
have an insignificant impact on cost of removal expense 
in 2010. 

The Util i t ies recognize removal, nonirradiated to be addressed in 20,0 in order for Fpsc st 
decommissioning and dismantlement of fossil generation PEF's study in combin.&ion with other ut 
plant costs in regulatory liabilities on the  Consolidated anticipated to submit decommissioning studies 
Balance Sheets (See Note 7A). A t  December 31, such in 2010. PEF will not be required to prepare a new site- 

specific nuclear decommissioning study in 2010; however, costs consisted of: 

__ PEF will be required to update the 2008 study with the most 
currently available escalation rates in 2010. PEF's estimate 

Removal costs 9% $1,478 is based on prompt dismantlement decommissioning and 
Nonirradiated decommissioning costs 21 1 146 includes interim spentfuel storage costs associated with 

2o08 (in millions) 2009 

124 

$,,748 

maintaining spent nuclear fuel on site until such time that 
.it can be transferred to a DOEfacility (See Note 22D). The 
estimate, in 2008 dollars, i s  $751 million and is subject 

__ Dismantlement costs 123 

$1,866 Non-ARO cost of'removal 

The NCUC requires that PEC update its cost estimate for 
nuclear decommissioning every five years. PEC received 
a new site-specific estimate of decommissioning costsfor 
Robinson Nuclear Plant (Robinson) Unit No. 2, Brunswick 
Nuclear Plant (Brunswick) Units No. 1 and No. 2, and 
Harris Nuclear Plant (Harris) Unit No. 1, in December 2009, 
which will he filed with the NCUC in the first quarter of 
2010. PEC's estimate is based on prompt dismantlement 
decommissioning, which reflectsthe cost of removal of all 
radioactive and other structures currently atthe site, with 
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t o  change based on a variety of factors including, but 
not limited to, cost escalation, changes in technology 
applicable to nuclear decommissioning and changes 
in federal, state a r  local regulations. The cost estimate 
excludes the portion attributable to  other co-owners of 
CR3. See Note 70 for  information about the NRC operating 
license held by PEF for CR3. Based on the 2008 estimate 
and assumed operating license renewal, PEF increased its 
asset retirement cost and its ARO liability by approximately 
$19 million in 2008. Retail accruals on PEF's reserves for 
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nuclear decommissioning were previously suspended 
under the terms of previous base rate settlement 
agreements. PEF expects t o  continue this suspension 
based on its planned 2010 nuclear decommissioning filing. 
In addition, the wholesale accrual on PEFs reserves for 
nuclear decommissioning was suspended retroactive to  
January 2006, following a FERC accounting order issued 
in November 2006. 

The FPSC requires that PEF update its cost estimate for 
fossil plant dismantlement every four years. PEF received 
an updated fossil dismantlement study estimate in 2008, 
wh ich  PEF filed with the FPSC in 2009 as part of PEF's 
base rate filing. PEF's reserve forfossil plant dismantlement 
w a s  approximately $143 million and $145 mill ion at  
December 31,2009 and 2008, including amounts in the ARO 
liability for asbestos abatement, discussed below. Retail 
accruals on PEFs reserves for fossil plant dismantlement 
were  previously suspended under the terms of previous 
base rate settlement agreements. 

The Utilities have recognized ARO liabilities related to  
asbestos abatement costs. The ARO liabilities related to 
asbestos abatement costs were $54 million and $45 million 
at December 31,2009 and 2008, respectively. 

Additionally, the Utilities have recognized ARO liabilities 
related to landfill capping costs. The ARO liabilities related 
to  landfill capping costs were $7 million at December 31, 
2009 and 2008. For PEC, closure work related to the landfill 
commenced in 2009 and should be completed in 2010. 

We have identified but not recognized AROs related 
to  electr ic transmission and distrihution and 
telecommunications assets as the result of easements 
over property not owned by  us. These easements are 
generally perpetual and require retirement action only 
upon abandonment or cessation of use of the property 
for  the specified purpose. The ARO is not estimable for 
such easements, as we intend to utilize these properties 
indefinitely. In the eventwe decide t o  abandon or cease the 
use of a particular easement, an ARO would be recorded 
at that time. 

The followingtable presentsthe changestothe AROsduring 
the years ended December 31,2009 and 2008. Revisions 
to prior estimates of the regulated Ad0  are related to  the 
updated cost estimatesfor nuclear decommissioning and 
asbestos described above. 
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(in millions) 

Asset retirement obligations at January 1,2008 $1,378 

Additions 1 

Accretion expense 
Revisionsto prior estimates 
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7 

Asset retirement obligationsat December31,2008 1,471 

Accretion expense 83 

Revisions to prior estimates 13841 

Asset retirement obligations at December31.2009 %l70 

D. BRsslm;lnez 
The lltilities are members of Nuclear Electric Insurance 
Limited (NEIL), wh ich  provides primary and excess 
insurance coverage against property damage to  members' 
nuclear generating facilities. Under the primary program, 
each company is  insured for $500 million at each of 
i ts respective nuclear plants. In addition to primary 
coverage, NEIL also provides decontamination, premature 
decommissioning and excess property insurance with 
limits of$1.750 billion on each nuclear plant 

Insurance coverage against incremental costs of 
replacement power resulting from.prolonged accidental 
outages at nuclear generating units is also provided through 
membership in NEIL. Both PEC and PEF are insured under 
this program, following a 12-week deductible period, for 
52 weeks in the amount of $3.5 million per week at  
Brunswick, Harris and Robinson, and $4.5 million per 
week at CR3. An additional 110 weeks of coverage is  
provided at 80 percent of the above weekly amounts. For 
the current policy period, the companies are subject to 
retrospective premium assessments of up to approximately 
$28 million with respectto the primary coverage, $40 million 
with respect to  the decontamination, decommissioning 
and excess property coverage, and $25 million for  the 
incremental replacement power costs coverage, in the 
event covered losses at insured facilities exceed premiums, 
reserves, reinsurance and other NEIL resources. 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 the plant, before any proceeds can be 
used for decommissioning, plant repair or restoration. Each 
company is responsible t o  the extent losses may exceed 
limits of the coverage described above, 

Both ofthe Utilities are insured against public liabilityfor a 
nuclear incident up toS12.595 billion per occurrence. Under 
the current provisions of the Price Anderson Act, which 
limitsliabilityfor accidents at nuc1ea.r power plants, each 
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company, as an owner of nuclear units, can be assessed 6. gMljEfijTOW\f 
for a portion of anythird-party liability claims arising from 
an accident at any commercial nuclear power plant in the 
United States. In the event that public liability claims from 
each insured nuclear incident exceed the primary level of 
coverage provided by American Nuclear Insurers, each 
company would be subjectto pro rata assessments of up 
to$117.5 million for each reactor ownedfor each incident. 
Payment of such assessments would be made over time as 
necessaryto limitthe payment in any one yearto no more 
than$17.5 million per reactor owned per incident. Both the 
maximum assessment per reactor and the maximum yearly 
assessment are adjusted for inflation at least every five 
years. The next scheduled adjustment is due on  or before 
August 29,2013 

Under the NEIL policies, if there were multiple terrorism 
losses within one year, NEIL would make available one 
industry aggregate limit of $3240 billion for noncertified 
acts, along with any amounts it recovers from reinsurance, 
government indemnity or other sources up to  the limits 
for each claimant. If terrorism losses occurred beyond 
the ane-year period, a new set of limits and resources 
would apply. 

The Utilities self-insure their transmission and distribution 
lines against loss due to  storm damage and other natural 
disasters. PEFmaintains a storm damage reserve pursuant 
to a regulatory order and may defer losses in excess of 
the reserve (See Note 7Cl. 

Income taxes receivable and interest income receivables 
are no t  included in receivables. These amounts are 
included in prepayments and other current assets or 
shown separately on the Consolidated Balance Sheets. 
A t  December31 receivables were comprised of: 

(in millions) 2009 2008 

Trade accounb receivable $583 $648 

Unbilled accounts receivable 193 182 

At December 31 inventory was comprised of: 

(in millions) 2009 2008 

Fuel for production 

Materials and supplies 

scs/ $614 

639 588 

Emission allowances 18 37 

Other 1 - 
Total inventow 51375 $1.239 

Materials and supplies amounts above exclude long-term 
combustion turbine inventory amounts included in other 
assets and deferred debits on the Consolidated Balance 
Sheets of $24 million and $23 million a t  December 31,2009 
and 2008, respectively. 

Emission allowances above exclude long-term emission 
allowances included in other assets and deferred debits 
on the Consolidated Balance Sheets of $39 million and 
$61 million, respectively, at December 31,2009 and 2008. 

8. Rsguiaiasy Asce'is, a& l.iabilj3es 
As regulated entities, the Utilities are subject to  the 
provisions of GAAP for regulated operations. Accordingly, 
the lltilities record certain assets and liabilities resulting 
from the effects of the ratemaking processthat would not 
be recorded under GAAP for nonregulated entities. The 
Utilities' abilityto c.ontinue to meetthe criteriafor application 
of GAAP for regulated operations could be affected in 
the future by competitive forces and restructuring in the 
electric utility industry. In the event that GAAP for regulated 
operations no longer applies to a separable partian af aur 
operations, related regulatory assets and liabilities would 
be eliminated unless an appropriate regulatory recovery 
mechanism w a s  provided. Additionally, such an event 
would require the Utilities t o  determine if any impairment 
to other assets, including utility plant, exists and write 
down impaired assets to  their fair values. 

- Notes receivable 2 

Derivatives accounts receivable 2 

Other receivables 

Allowance for doubtful receivables (18) 

Except for portions of deferred fuel costs and loss on  
reacquired debt, all regulatory assets earn a return or 
the cash has not yet been expended, in which case the 
assets are offset by liabilities that do not incur a carrying 

Total receivables, net Sw Rs7 cost. We expecttofullyrecover our regulatory assets and 
refund our regulatory liabilities through customer rates 
under current regulatory practice. 

A t  December 31 the balances of regulatory assets 
(liabilities) were as follows: 

42 53 

'le' 
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2009 2008 

Deferred fuel cost-current(Notes78 and 7C) $105 $335 

Nuclear deferral (Note 7C) 37 190 

Environmental 8 - 

Total current regulatory a w l s  142 533 

Nuclear deferral (Note 7C)Ia1 239 - 

Oefened impact ofARO (Note 4C)1b' 99 348 

Income taxes recoverable through future ratesIb1 266 193 

Loss on reacquired deb+) 35 37 

Postretirement benefits (Note 16p' 945 1,042 

Deferred fuel cost-long-term (Note 78p1 62 130 

Storm deferral (Note 7Cfd1 10 16 

Derivative mark-to-market adjustment (Note 17A)ln 436 697 

Environmental (Notes7C and 21Afel 24 31 

Accrued vacation('l 10 32 

DSM/Energy-efficiency deferral [Note 7Bfh1 19 9 

Other 36 32 

2,179 2,567 

Environmental (Note 7C) (24) - 
- Total long-fern regulatory assets 

Deferred energy conservation cost and other current regulatory liabilities (3) (6) 

Total current regulabry liabilities (a (61 

Non-ARO cost of removal (Note 4Cfb) (1466) (1,748) 
Deferred impact of ARD (Note 4Cfb' 1150) (198) 

Net nuclear decommissioning bust unrealized gains (Note 4C)"l (295) (28) 

Derivative mark-to-market adjustment (Note 17A)' (20) (26) 

Other IO) (52) 

~ Total long-term regulatory liabilities (Z510) (2,181) 

Net regulatory(IiabiTrties) assets $(216) $913 

Storm reserve (Note 7CYg1 (136) (129) 

The recovery and amortization periodsforthese regulatory assets and (liabilities) at2009 are as follows: 
'4 Recorded and recovered or amo~zed as approved by the appropriate state util i i  commission over a period not exceeding five years. 
Ib)Asset retirement and removal liabilities are recorded and income taxes recoverable through future rates are recovered over the related property lives, 

Id)Recorded and recovered or amortized as approved by the FERC over a period not exceeding five years. 
IC' Recovered and amortized overthe remaining service period of employees. In accordance with a 2009 FPSC order, PEFs 2009 deferred pension expense of 

Ifi Related to derivative unrealized gains and lossesthatare recorded as a regulaton/ liabilii or asset respectively, until the contracts are settled. After setlie- 

Id Recovered as environmental remediation or storm restoration expenses are incurred. 

(il Related to unrealized gains and losses on nuclear decommissioning trust funds that are recorded as a regulatory asset or liability, respectively, until the 

which may range up to 65 years. Asset retirement and removal liabiliies will be settled and adjusted following completion ofthe related activities 
Recovered over either the remaining I f  ofthe original issue or,if refinanced, overthe life ofthe new issue,which may range u p b  30years. 

$34 million will be amortized to the extentthat annual pension expense is lessthan the $27 million allowance provided for in base rates (See Note 7C). 

rnent ofthe derivatives and the fuel is consumed,the realized gains or losses are passedthroughlhe fuel cost-recovery clause. 

Recorded and recovered or amortized as approved by the appropriate state utility commission over a period not exceeding 10 years. 

funds are used to decommission a nuclear plant 
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approximately $13 million. O n  June 19,2009, the SCPSC 
approved the settlement agreement. The decrease was 
effective July 1,2009, and decreased residential electric 
bills by$2.08 per 1,000 kilowatt-hours (kWh), or 2.0 percent, 
for fuel cost recbvery. At December 31,2009, PECS South 
Carolina under-recovered deferred fuel balance was 
$2 million. 

On June 4,2009, and as updated on August 17,2009, PEC 
filed with the NCLJC for a $14 million decrease in the fuel 
rate charged to its North Carolina ratepayers, driven by 
declining fuel prices. On November 16, 2009, the NCUC 
approved PEC's request. Effective December 1, 2009, 
residential electric bills decreased by$0..45 per 1,000 kWh, 
or 0.4 percent, for fuel cost recovery. A t  December 31, 
2009, PECS North Carolina under-recovered deferred fuel 
balance was$148 million,$62 million of which is expected 
to he collected after 2010 and has been classified as a 
long-term regulatory asset. 

B. PEC Re-tail Rate M m w s  
BASE RATES 

PEC's base rates are subject to the regulatory jurisdiction 
of the NCUC and SCPSC. In PEC's most recent rate cases 
in 1988, the NCUC and the SCPSC each authorized a 
return on equity of 12.75 percent In June 2002, the Clean 
Smokestacks Act was enacted in North Carolina requiring 
the state's electric utilities to  reduce the emissions of 
nitrogen oxide (NOx) and sulfur dioxide (SO,) from their 
North Carolina coal-fired power  plants in phases by 
2013. The Clean Smokestacks Ac t  froze North Carolina 
electric utility base rates for a five-year period, which 
ended December 31,2007, unless there were ewaordinary 
events beyond the cantral of the 1Jt es or unless the 
utilities persistently earned a return substantially in excess 
of the rate of return established and found reasonable 
by the NCUC in the respective utility's last general rate 
case. There were no adjustments t o  PECS base rates 
during the five-year period ended December 31,2007. 

rates are continuing subjectto traditional cost-based rate 
regulation. During the rate freeze period, the legislation 
provided for a minimum amortization and recovery of 
70 percent of the original estimated compliance costs of 
$813 million (or $569 million) while providing flexibility in 
the NmUnt of aITIual amortization IWrded f rOm KJne UP 

to  $174 million per year. 

Subsequent to 2007, PEC's current North Carolina base BEbiFI%rdD-SIBE %!&~~~f%!d~F~ Af'du EPjERGIi- 
EFFWEbKY GOST H~XXWQ' 

Comprehensive energy legislation enacted by North 
carolina in 2007 allOwS PEC to the costs of 
demand-side management (DSM) and energy-efficiency 
programsthrough an annual DSM ~h~ law allowS 
pEC to capitalize those costs intended to produce future 
benefits and authorizes the NCUC to approve other forms 
of financial incentives to the utility for DSM and energy- 

not l imited to, any program or initiative that shift.s the 
timing of electricity use from peak to nonpeak periods 
and includes load management, system and 
operating controls, direct load control, interruptible load 
and electric system equipmentand operating controls. PEC 
has implemented a of DSM and energy-efficiency 
programs and will continue to pursue additianai programs, 
These programs must be by the NCUC, and We 

cannot predict the the DSM and energy- 
efficiency filings currently pending app;oval by the 
NCCJC orwhetherthe implemented programs will produce 
the expected operational and economic results. A t  
December 31,2009, pEcgs deferred N ~ ~ ~ . c ~ ~ ~ ~ ~ ~ ~  D~~ 
and energy-efficiency costs totaled $15 million. 

On June 6, 2008, and as subsequently amended, PEC 
filed an application with the NCUC for approval of a 
OSM and energy-efficiency rider t o  recover a! program 
costs, including the recovery of appropriate incentives 
for investing in such programs. On November 14, 2008, 
the NCUC issued an order allowing PEC t a  implement the 
rates requested in PEC's November 14,2008 revision to 

i , .  , . 

Forthe years ended December 31f and 20071 PEC efficiency programs. DSM programs include, but are 
recognized Clean Smokestacks Ac t  amortization of 
$15 million and $34 million, respectively, and recognized 
$584 mill ion in cumulative amortization through 
December 2008-The NCUC Ordered that PEC shall be 
allowed t o  include in rate base all reasonable and prudently 
incurred environmental compliance costs in excess of 
$584 million as the projects are closed to  plant in Service. 
As a result of this order, PEC did not amortize $229 million 
of the original estimated compliance costs for the Clean 
Smokestacks Ac t  during 2008 and 2009, but will record 
depreciation over the useful lives of the assets. 

See Note 21B for additional information about the Clean 
Smokestacks A c t  

FUEL COST RECOVERY 

O n  May7,2009, PEC filed with the SCPSC for a decrease 
in the fuel rate charged to its South Carolina ratepayers. 
On May 28,2009, PEC jointlyfiled a settlement agreement 
with the South Carolina Office of Regulatory Staff and 
Nucor Steel. Underthe terms of the settlement agreement, 
the parties agreed to  PECs proposed rate reduction of 
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its initial application. The new rates, subject to  true-up 
to  the  final order, were  implemented on December 1, 
2008, increasing residential electrical bills by $0.74 per 
1,000 kWh, or 0.8 percent. As a result of settlement 
agreements entered into in 2007 and resulting regulatory 
proceedings, the NCUC ordered PEC to  recalculate rates 
and submit to  the NCUC for approval. The 2009 impact of 
these revised rates was immaterial. 

On June 4,2009, and as updated on August 17,2009, PEC 
requested the NCUC approve a $1 million increase in the 
DSM and energy-efficiency rate charged to  i ts North 
Carolina ratepayers. Due to  changes in how the  costs 
are allocated among customer classes,the request results 
in a decrease t o  the residential rate, while increasing 
rates for other customer classes. The rate change was 
approved on an interim basis effective December 1, 
2009, and decreased residential electric bills by$0.19 per 
1,000 kWh, or 0 2 percent. 

On June 27,2CO8, PECfiled an application wirh the SCPSC 
t o  establish procedures that encourage investment in 
cost-effective energy-efficient technologies and energy 
conservation programs and approve the establishment of 
an annual riderto allow recovery for all costs associated 
with such programs, as well as the recovery of appropriate 
incentives for investing in such programs. On January23, 
2009, PEC filed a Stipulation Agreement between PEC and 
some of the other parties to the proceeding. On May 6, 
2009, the SCPSC approved the Stipulation Agreement 
and issued a directive requiring PEC to file for approval 
of all proposed DSM and energy-efficiency programs. On 
M a y  11,2009, in accordance with the SCPSC directive, 
PEC filed its programs for approval and an application 
for  a cost-recovery rider for PEC's DSM and energy- 
efficiency programs. On June 10,2009, SCPSC approved 
the proposed DSM and energy-efficiency programs and 
the  cost-recovery rider application, on a provisional basis 
pending a review of the cost-recovery rider by the South 
Carolina Office of RegulatoryStaff.The rate increase was 
effective July 1, 2009, and increased residential electric 
bills by $0.79 per 1,000 kWh, or 0.8 percent, for DSM and 
energy-efficiency cost recovery. We cannot predict the 
outcome of th is matter. A t  December 31, 2009, PEC's 
deferred South Carolina DSM and energy-efficiency costs 
totaled $4 million. 

REWEL'VSBeE EB4LBGY AMD ENERGY EFFICPEYJCY 

Beginning in 2009, PEC is required to file an annual North 
Carolina Renewable Energy and Energy Efficiency Portfolio 
Standard (NC REPS) compliance report with the  NCUC 
demonstrating the actions it has taken to comply with the 

P o R m i m  STAWESARE) COST RECQYERY 
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NC REPS requirement. The rules measure compliance 
with the NC REPS requirement via renewable energy 
certificates (REC) earned after January 1,2008.The NCUC 
has selected APX, Inc. as the vendor for implementation of 
a statewide REC tracking system. North Carolina electric 
power suppliers wi th a renewable energy compliance 
obligation, including PEC, will participate in the registry. 
Rates for the NC REPS clause are set based on projected 
costs with true-up provisions. On June 4, 2009 and as 
updated August 17, 2009, PEC filed w i th  the NCUC for a 
$7 million increase in the NC REPS rate charged to its North 
Carolina ratepayers. On November 12,2009, the NCUC 
approved PEC's request effective December 1,2009. PEC's 
residential electric bills increased by  $0.29 per month, 
or 0.3 percent, for renewable energy portfolio standard 
(REPS) cost recovery. 

Ei?d:lciGfiF&EMT;U GOkTPLl%P,KE CgST WEGQ?iERY 

On February 11, 2009, the SCPSC issueb an order 
allowing PEC to begin deferring as a regulatory asset the 
depreciation expense that PEC incurs on its environmental 
compliance control facilities as well as the incremental 
operation and maintenance expenses that PEC incurs in 
connection with i ts environmental cornplian,ce control 
facilities. A t  December 31, 2009, PECS South Carolina 
environmental compliance cost-recovery balance was 
$5 million. 

OTHER WAVERS 

The NCUC and the SCPSC approved proposals to 
accelerate cost recovery of PEC's nuclear generating 
assets beginning January 1, 2000, and continuing 
through 2009. The North Carolina aggregate minimum and 
maximum amounts of cost recoverywere $415 million and 
$585 million, respectively, with flexibility in the amount of 
annual depreciation recorded, from none to $150 million 
per year. Accelerated cost recovery of these assets 
resulted in additional depreciation expense of $52 million 
and $37 million for  the years ended December 31, 2CO8 
and 2007, respectively. PEC reached the minimum amount 
of $415 million of cost recovery by December 31, 2008, 
and no additional depreciation expense from accelerated 
cost recovery was recorded in 2009. The South Carolina 
aggregate minimum and maximum amounts of cost 
recovery w e r e $ l l 5  million and $165 million, respectively. 
Prior t o  the SCPSC's 2008 approval t o  terminate PEC's 
remaining obligation to  accelerate the cost recovery 
of PEC's nuclear generating assets, PEC had recorded 
cumulative accelerated depreciation of $77 million for  
the South Carolina jurisdiction. As a result of the  SCPSC's 
2008 approval, PEG will not be required to recognize the 
remaining $38 million of accelerated depreciation required 
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to reach the minimum amount of cost recoveryforthe South 
Carolina jurisdiction, bu t  wil l record depreciation over 
the useful lives of the assets. No additional depreciation 
expense from accelerated cost recovery for the South 
Carolina jurisdiction was recorded in 2009,2008 or 2007.. 

On April 30,2008, PEC submitted a revised Open Access 
Transmission Tariff (OATT) filing, including a settlement 
agreement, with the FERC requesting an increase in 
transmission rates. The purpose of the filing was t o  
implement formula-based rates for the PEC IJAS-T in order 
to  more accurately reflect the costs that PEC incurs in 
providing transmission service. In the filing, PEC proposed 
to  move from a fixed revenue requirement to a formula- 
based rate, which allows for transmission rates to be  
updated each year based on the prior year's actual costs 
The settlementwas approved by FERC and new rates were 
implemented on July 1, 2008. On May  15,2009, PEC filed 
its annual update to the formula-based OATT rates. The 
new rates were effective June 1,2009, and increased 2009 
revenues bv $4 million. 

On October 13,2008,the NCUC issued a Certificate of Public 
Convenience and Necessity allowing PEC to proceed with 
plans t o  construct an approximately 600-MW combined 
cycle dual fuel-capable generating facility at its Richmond 
County generation site t o  provide additional generating 
and transmission capacity to  meet the growing energy 
demands of southern and eastern North Carolina. PEG 
expects thatthe new generating and transmission capacity 
will be online by the second quarter of 201 1. 

North Carolina enacted a law in July 2009that abbreviates 
the certification process for a public utility to construct 
a n e w  natural gas plant as long as the public utility 
permanently retires the existing coal units at that specific 
site. On August 18, 2009, PEC filed with the NCUC an 
application for a Certificate of Public Convenience and 
Necessrtyto construct a 950-MW combined cycle natural 
gas-fueled electric generating facility a t  a site in Wayne 
County, N.C. PEC projects that the generating facility would 
be in service by January 2013: PEC proposed that upon 
completion of the generating facility, it will permanently 
cease operation of the three coal-fired generating units, 
with a combined generating capacity of approximately 
400 MW, that are currentlyin operation atthe site This will 
result in approximately 550 MW of incremental capacity. 
On September 21,2009, the Public Staff recommended 
that the NCUC issue the certificate subject to additional 
conditions as follows: the facility be constructed and 
operated in accordance with all applicable laws and 
regulations, PEC file wi th the NCUC a progress report and 
any revisions in the cast estimates on an annual basis, 

PEC permanently cease operation o f  the three coal-fired 
units immediately upon completion and placement into 
service of the facility and that the NCUC clarify that the 
issuance of the certificate does not constitute approval of 
the final costs associated with construction of the facility. 
On October 1,2009, the NCUC issued a notice of decision 
stating itfound good cause to issue an order granting PEC 
the certificate subjectto the four conditions proposed by 
the Public Staff as well as adding a condition that PEC 
submit for NCUC approval a plan to retire additional coal- 
fired capacity reasonably proportionate to the 550 MW 
of incremental capacity. On October 22, 2009, the NCUC 
issued its order granting PEC the certificate t o  construct 
the 950-MW facility. 

On Oecember 1,2009, PEC filed with the NCUC a plan to 
retire no laterthan Oecember31,2017, all of its coal-fired 
generating facilities in North Carolina that do not have 
scrubbers. These facilities total approximately 1,500 MW 
at four sites. PEC intends to continue io  depreciate these 
units using the current depreciation rates as on file with 
the NCUC and the SCPSC until PEC completes and files a 
new depreciation study. 

On December 18, 2009, PEC filed with the NCUC an 
application for a Certificate of Public Convenience and 
Necessity to construct a 620-MW combined cycle natural 
gas-fueled electric generating facility at a site in New 
Hanover County, N.C. PEC projects that the generating 
facility would be in service by late 2013 or early 2014. PEC 
proposed that upon completion of the generating facility, 
it will permanently cease operation of the three coal- 
fired generating units currently in operation at the site 
that do not have scrubbers.These units have a combined 
generating capacity of approximately 600 MW. 

BASE RWES 

As a result of a base rate proceeding in 2005, PEFwas party 
to  a base rate settlement agreement that was effective 
with the first billing cycle of January 2006 and remained in 
effect through the last billing cycle of December 2009. 

On March 20,2009, in anticipation of the expiration of its 
current base rate settlement agreement, PEF filed with 
the FPSC a proposal for  an increase in base rates 
effective January 1,2010. In its filing, PEF requested the 
FPSCto approve calendar year 2010 as the projected test 
period for setting new base rates and approve annual 
rate relief for PEF of $499 million, which included PEF's 
petition for  a combined $76 million of new base rates 
in 2009 as discussed below. The request for  increased 
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base rates was  based, in part, on investments PEF is 
malting in its generating fleet and in its transmission and 
distribution systems 

Included within the base rate proposal was a request for 
an interim base rate increase of $13 million. Additionally, 
on March 20,2009, PEF petitioned the FPSC for a limited 
proceeding to  include in base rates revenue requirements 
of$63 million forthe repowered Bartow Plant, which began 
commercial operations in  June 2009. On M a y  19, 2009, 
the FPSC approved both the annualized interim base rate 
increase and the cost recoveryforthe repowered Bartow 
Plant subjectto refund with interest effective July 1,2009. 
Based on actual energy sales,the interim and limited base 
rate relief increased revenues by $79 million during the 
year ended December 31,2009. The changes increased 
residential bills by approximately $4.52 per 1,000 kWh, 
or 3.7 percent. On July 2, 2009, Florida's Office of Public 
Counsel (OPC), the Florida Industrial Power Users Group, 
the attorney general, the Florida Retail Federation and 
PCS Phosphate filed a petition protesting portions of the 
FPSC approval. On August 31,2009, the FPSC issued an 
order to  consolidate the interim and limited base rate 
relief increase and the base rate proposal. PEF's remaining 
base rate request as filed by PEF would have increased 
residential bills by approximately $9.66 per 1,000 kWh, or 
7.6 percent, effective January 1,2010. A hearing was held 
on this matter September 21,2009 - October 1,2009. On 
October 27, 2009, the FPSC held a hearing to  determine 
if the voting of pending rate cases should be delayed 
until new FPSC appointees took office in January 2010. 
During the hearing, the FPSC voted to  delay the rulings 
on  the appropriate level of revenue requirements until 
January 11,2010. 

On January 11, 2010, the FPSC approved a base rate 
increase of $132 million effective January 1, 2010, which 
represents the annualized impact of the rate increase that 
was approved and effective July 2009 for the repowered 
Bartow Plant. Additionally, the FPSC did not require PEF 
to refund the 2009 interim base rate increase previously 
discussed. The difference between PEF's requested 
$499 million incremental revenues and the $132 million 
granted by the FPSC is a function of several factors, 
including, among ather things: 1) PEF had proposed 
rates based on a return on equity of 12.54 percent and 
t,he FPSC granted rates based on a return on equity of 
10.5 percent 2) the FPSC granted rates based on projected 
annual depreciation expense that is approximately 
$1 19 million lowerthan the amount requested by PEF; and 3) 
the FPSC'sruling incorporates projected annual operating 
and maintenance (O&M) costs that  are approximately 
$77 million lower than t h e  O&M cost requested by PEF 
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and the elimination of$15 million of annual storm reserve 
accrual, which represented a $9 million increase overthe 
accrual previously in effect. We are currently reviewing 
our regulatory options in Florida. 

FUEL COST RECOVERY 

On March 17,2009, PEF received approval from the FPSC 
to reduce its 2009fuel cost-recovery factors by an amount 
sufticientto achieve a$206 million reduction in fuel charges 
t o  retail customers as a result of effective fuel purchasing 
strategies and lower fuel prices. The approval reduced 
residential customers' fuel charges by$6.90 per 1,000 kWh, 
or 5.0 percent, starting with the first billing cycle of 
April 2009, with similar reductions for commercial and 
industrial customers. 

On August 10, 2006, Florida's OPC filed a petition with 
the FPSC asking, that the FPSC require PEF t o  refund to 
ratepayers alleged excessive past fuel-recovery charges 
and SO, allowance costs during the period 1996 to 2005. 
During the period specified in the petition, PEF's costs 
recovered through fuel-recovery clauses were annually 
reviewed for prudence and approval by the FPSC On 
October 10, 2007, the FPSC issued its order rejecting 
most of the OPC's contentions. However, the FPSC found 
that PEF had not been prudent in purchasing a portion 
of its coal  requirements during the period f rom 2003 to 
2005. Accordingly, the FPSC ordered PEF to  refund its 
ratepayers approximately$l4 million, inclusive of interest, 
over a 12-month period beginning January 1,2008. Forthe 
year ended December 31,2007, PEF recorded a pre-tax 
other operating expense of $12 million, interest expense of 
$2 million and an associated $14 million regulatory liability. 
The refund was returned to  ratepayers in 2008 through 
a reduction of prior year under-recovered fuel costs. 
The FPSC also ordered PEF t o  address whether it was 
prudent in its 2006 and 2007 coal purchases for Crystal 
River Units No. 4 and 5 coal-fired steam turbines (CR4 and 
CR5). On February 2,2009, the OPC filed direct testimony 
alleging that during 2006 and 2007, PEF collected excessive 
fuel costs and SO, allowance costs of $61 million before 
interest The OPC claimed thatthese excessive costs were 
attributed to PEF's ongoing practice of not blending the 
most economical sources of coal atits CR4 and CR5 plants. 
During the hearing on the matter, the OPC reduced the 
alleged excessive fuel coststo $33 million before interest 
On June 30,2009, the FPSC approved a refund of $8 million 
t o  PEF's ratepayers t o  be paid over a IZ-jnonth period 
beginning January 1,2010, and ordered PEFto file a report 
by September 2009 regarding the prospective application 
of PEF's coal procurement plan and the prudence of PEF's 
coal procurement actions. In compliance with the FPSC 
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order, PEF filed the coal procurement status report on 
September 14,2009. For the year ended December 31, 
2009, PEF recorded a pre-tax other operating expense of 
$8 million, an immaterial amount of interest and an 
associated regulatory liahility included within PEF's 
deferred fuel cost at  December 31,2009. PEF chose not 
t o  appeal the FPSC's order. 

On September 14,2009, PEF filed a request with the FPSC 
to seekapproval of a cost adjustmentto reduce fuel costs 
by  $105 million, thereby decreasing residential electric 
bills by $3.34 per 1,000 kWh, or 2.6 percent, effective 
January 1,2010, This decrease is due to  a decrease of 
$9.89 per 1,000 kWh forthe projected recovery offuel costs, 
partially offset by an increase of $6.55 per 1,000 kWh for 
the projected recoverythroughthe capacity cost-recovery 
clause (CCRC).The decrease in projectedfuel costs is due 
primarily to a decrease in the price of natural gas and a 
change in the expected average fuel costs. An extended 
biennial nuclear outage at CR3 for an uprate project in 
2009 contributed to higher projected fuel costs for  2009; 
however, anticipated changes in the generation mix for 
2010 are expected t o  result in lower average fuel costs 
and contributed t o  the projected decrease in 2010 fuel 
costs. The increase in the CCRC is primarily the result of 
projected costs to  be incurred in 2010 under the nuclear 
cost-recovery rule discussed below for the proposed 
nuclear plant in Levy County, fla. (Levy) and an under- 
recovery of purchased power costs in 2009. On October 23, 
2009, as a result of the October 16,2009 FPSC vote in the 
nuclear cost-recovery matter discussed more fully below, 
PEFfiled a $3 million cost adjustmentwith the FPSC, which 
reduced the CCRC rate by $0.08 per 1,000 kWh from the 
original September 14, 2009 cost-adjustment filing. The 
FPSC approved PEF's fuel and capacity clause filings on 
November 2,2009, t o  be effective January 1,2010. 

O n  August 28, 2009, PEF filed a request t o  increase the 
Environmental Cost Recovery Clause (ECRC) residential 
rate and the filing was updated on October 27,2009. PEF is 
asking the FPSC to increase residential rates by$2.25 per 
1,000 ItWh, or 1.8 percent. This would increase projected 
revenues by$33 million. This increase is primarily due t o  
the return on assets expected to be placed in service at 
the end of 2009. On September 14,2009, PEFfiled a request 
t o  increase the Energy Conservation Cost Recovery 
Clause (ECCR) residential rate by $0.47 per 1,000 kWh, or 
0.4 percent. This woi!ld increase projected revenues by 
$4 million. This increase is due mainly to an increase in 
conservation program costs. The FPSC approved PEF's 
ECRC and ECCR clause filings on November 2,2009, to be 
effective January 1,2010. 

I 
j 1 ; 

HUCLW2 COST RECOVERY 

Levy lbuclear 

On March 11,2008, PEFfiled a petition for an affirmative 
Determination of Need for its proposed Levy Units 1 and 
2 nuclear power plants, together with the associated 
facilities, including transmission l ines and substation 
facilities. Levy Units 1 and 2 are needed to  maintain electric 
system reliability and integrity,fuel and generating diversity 
and to continue to provide adequate electricity to PEF's 
customers.at a reasonable cost. Levy Units 1 and 2 will 
be advanced passive light water nuclear reactors, each 
with a generating capacity of approximately 1,100 MW. 
The petition included projections that Levy Unit 1 would 
be placed in service by June 2016 and Levy Unit 2 by June 
2017. The filed, nonbinding project cost estimate for Levy 
Units 1 and 2 was approximately$l4 billion for generating 
facilities and approximately $3 billion for associated 
transmission facilities. The FPSC issued the final order 
granting the petition forthe Determination of Need forthe 
proposed nuclear units an August 12,2008. 

On March 11,2008, PEFalsofiled a petition with the FPSC to 
open a discovery docket regarding the actual and projected 
costs of Levy. PEF filed the petition to assist the FPSC in 
the timely and adequate review of the proposed project's 
costs recoverable under the nuclear cost-recovery rule. 
On May 1, 2008, PEF filed a petition for  recovery of both 
preconstruction and carrying charges on construction 
costs incurred or anticipated to  be incurred during 2008 
and 2009 under the nuclear cost-recovery rule. Based 
on the affirmative vote hy the FPSC on the Determination 
of Need for Levy, PEF filed a petition on July 18,' 2008, to  
recover all prudently incurred costs under the nuclear 
cost-recovery rule. On November 12,2008,the FPSC issued 
an order to approve the inclusion of preconstruction and 
carrying charges of $357 million as we l l  as site selection 
costs of $38 million in establishing PEF's 2009 capacity 
cost-recovery clause factor. 

On March 17,2009, PEF recei-ved approval from the FPSC 
to  defer until 2010 the recovery of $198 million of nuclear 
preconstruction costs fo r  Levy, which  the  FPSC had 
authorized to be collected in  2009. The approval reduced 
residential customers' nuclear cost-recovery charge 
by $7.80 per 1,000 kWh, or 5.7. percent, starting with the 
first billing cycle of April 2009, with similar reductions for 
commercial and industrial customers. 

On May 1,2009, pursuant to the FPSC nuclear cost-recovery 
rule, PEF filed a petition to  recover $446 million through 
the CCRC, which primarily consists of preconstruction 
and carrying costs incurred or anticipated to  be incurred 
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during 2009 and the projected 2010 costs associated with 
the  Levy and CR3 uprate projects. In an effort to  help 
mitigate the initial price impact on its customers, as part 
of its filing, PEF proposed collecting certain costs over 
a five-year period, with associated carrying costs on 
the  unrecovered balance. This alternate proposal 
reduced the 2010 revenue requirement to  $236 million. On 
September 14, 2009, consistent with FPSC rules, PEF 
included both proposed revenue requirements in its CCRC 
filing, which would result in a nuclear cost-recovery charge 
of either$7.98 per 1,000 kWhfor residential customers under 
PEF's alternate proposal, or $15.07 per 1,000 kWh if the 
FPSC did not approve PEFs alternate proposal. At a special 
agenda hearing bythe FPSC on October 16,2009, the FPSC 
approved the alternate proposal allowing PEF to recover 
$207 million of revenue requirements associated with the 
nuclear cost-recovery clause through the CCRC beginning 
with the first billing cycle of January2010. The remainder, 
with minor adjustments, wil l also be recovered through 
the CCRC. 'This revenue level results in a nuclear cost- 
recovery charge of $6.99 per 1,000 kWh, which represents 
a $2.68 increase per 1,000 kWh for residential customer 
hills. In adopting PEF's proposed rate management plan 
for 2010, the FPSC permitted PEF to  annually reconsider 
changes to  the recovery of deferred amounts to  afford 
greater flexibility to manage future rate impacts. 

On October 16, 2009, the FPSC clarified certain 
implementation policies related to the recognition of 
deferrals and the application of carrying charges underthe 
nuclear cost-recovery rule. Specifically, the FPSC clarified 
that (1) nuclear costs are deemed to be recovered up t o  the 
amount of FPSC-approved projections and (2)the deferral 
of unrecovered nuclear costs would accrue a carrying 
charge a t  PEF's approved AFUDC rate consistent with the 
requirements of FPSC's nuclear cost-recovery rule, which 
is  fixed at the we-tax AFUOC rate in effect as of June 12, 
2007. Accordingly, PEF retrospectively assigned capacity 
revenues to  match the FPSC-approved projected level of 
nuclear cost recovery as of September 30,2009. Nuclear 
costs incurred in excess of original projections earn a 
carrying charge equal to  the AFUOC rate. Priorto the FPSC 
clarification, PEF assigned capacity revenues to  nuclear 
cost recovery based on actual costs incurred; any over or 
under-recoveries of actual costs were deferred and earned 
a carrying charge equal to  a commercial paper rate. 

On November 19, 2009, the FPSC issued a final order 
approving the recovery of prudently incurred nuclear costs 
as a part of PEFs proposed rate management plan. The 
rate management plan includes the reclassification to the 
nuclear cost-recovery clause regulatory asset of the 1) 
$198 million of capacity revenues and 2) the accelerated 

! 
i 

amortization of $76 million of preconstruction costs. The 
cumulative amount of $274 million was  recorded as a 
nuclear cost-recovery regulatory asset a t  December 31, 
2009, and is projected to be recovered by2014. 

The FPSC has authorized alternative cost-recovery 
mechanisms for preconstruction and construction 
carrying costs of nuclear power plants. Accordingly, at  
Oecember 31,2009 and 2008, PEF reflected $276 million 
and $190 million, respectively, o f  nuclear-related 
costs as a regulatory asset, of wh ich  $274 million and 
$174 million, respectively, represents construction work in 
progress (See Note 4A). Of the total $276 million of nuclear- 
related costs at December 31, 2009, $275 million related 
to Levy. The total $190 million of nuclear-related costs at 
Decernber31,2008, was comprised of $181 million related 
lo Levy and $9 million related to  the CR3 uprate. 

C83 &'prate 

On August 28, 2009, PEF filed a petition with the FPSC to 
approve a $1 7 million base rate increase for the phase 
II costs associated with the uprate of CR3. PEF's 2009 
revenue requirements for recovery of the phase II costs 
were included in the CCRC. As permitted underthe nuclear 
cost-recovery rule, PEFs phase Ill costs associated with 
the CR3 uprate are currently being recovered through 
the CCRC discussed above. On October 29, 2009, the 
FPSC Staff recommended that the FPSC approve PEF's 
request with minor modifications and that the new rates 
he implemented at the same time as PEFimplements new 
base rates from its rate case proceeding. On October 30, 
2009, PEF filed an amended petition requesting this rate 
change be implemented effective January 1,2010. On 
December 1,2003, the FPSC approved an increase in base 
rates for residential customers by $0.57 per 1,000 kWh, or 
0.4 percent. 

3TGRM COST RECOVERY 

In 2005,the FPSC issued an order authorizing PEFto recover 
$232 million over a two-year period, including interest, of 
the costs it: incurred and previously deferred related to  
PEFs restoration of power associated with four hurricanes 
in 2004. The net impact was  included in customer bills 
beginning January 7,  2006. In 2007, PEF recorded the 
remaining amortization of $75 million associated with the 
recovery of these storm costs. 

During 2006, the FPSC approved a settlement agreement 
between PEF and certain intervenors in its storm cost- 
recovery docket that  would al low PEF to  extend its 
then-current two-year storm surcharge, wh ich  equals 
approximately $3.61 on the average residential monthly 
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customer bill of 1,000 kWh,foran additional 12-month period 
that began August 2007 to replenish its storm reserve. 
Additionally, the settlement agreement provided that in 
the event future storms deplete the reserve, PEF would be 
able to  petition the FPSCfor implementation of an interim 
surcharge of at  least 80 percent and up to  100 percent of 
the claimed deficiency of its storm reserve.The intervenors 
agreed not to oppose the interim recovery of 80 percent 

that annual pension expense is less than the $27 million 
allowance providedforin the base rates established inthe 
2010 base rate proceeding. In the event such amortization 
is insufficient to fully amortize the regulatory asset, PEF 
can seek recovery of the remaining unamortized amount 
in a baserate proceeding no earlier than 2015. 

D. NtECkab' i$iESX% k % E l V i 3 ! s  

PEGS nuclear units are currently operating under licenses 
that expire between 2010 and 2026. The NRC has granted 
PEC 20-year renewals of the licensesfor its nuclear units, 
which extend the operating licenses to  expire between 
2030 and 2046. The NRC operating license held by PEFfor 
CR3 currently expires in December 2016. On December 18, 
2008, PEFfiled an application for a 20-year renewal from 
the NRC on the operating license for CR3, which would 
extend the operating license through 2036, if approved: 
PEF anticipates a decision from the NRC in 201 1. 

of the future claimed deficiency but reserved the right to 
challenge the interim surcharge recovery of the remaining 
20 percent. The FPSC has the right to review PEFs storm 
costs for  prudence. In 2008, PEF recorded net additional 
storm reserve of $66 million from the extension of the storm 
surcharge. The surcharge agreement expired in August 
2008. A t  December 31,2009 and 2008, PEFs storm reserve 
totaled $136 million and $129 million, respectively. 

QT13ER D~%u=l-EWS 

On October 29,2007, PEF submitted a revised OATTfiling, 
including a settlement agreement, with the FERC requesting 
an increase in transmission rates. The purpose of the filing 
was t o  implement formula-based rates for the PEF OATT in 
order to more accurately reflectthe costs that PEF incurs in 
providing transmission service In the filing, PEF proposed 
to  move from a fixed rate to a formula-based rate, which 
allows for transmission rates to  be updated each year 
based on the prior year's actual costs. The settlement 
was approved by FERC and new rates were implemented 
on January 1,2008. On May 15,2009, PEFfiled its annual 
update to the formula-based OATT rates. The new rates 
were effective June 1,2009, and increased 2009 revenues 
by $2 million. In addition, one of PEFs large wholesale 
customers became subject to  the new rate structure on 
September 1,2009, increasing PEFs 2009 revenues by an 
additional $4 million. 

On March  20, 2009, PEF filed a petition with the FPSC 
for expedited approval of the deferral of $53 million in 
2009 pension expense and the authorization to  charge 
$33 million in estimated 2009 storm hardening expenses to 
its storm damage reserve. PEF requested that the deferral 
of pension expense continue until the recovery of these 
costs i s  provided fo r  in FPSC-approved base rates. On 
'June 16,2009, the FPSC denied PEFs request related to 
the storm hardening expenses, but approved the deferral 
of the retail portion of actual 2009 pension expense As 
a result of the order, PEF deferred pension expense of 
$34 million for  the year ended December 31,2009. PEF 
will no t  earn a carrying charge on the deferred pension 
regulatory asset.The deferral of pension expense will not 
result in a change in PEFs 2009 retail rates or prices. In 
accordance with the order, subsequent to  2009 PEF will 
amortize the deferred pension regulatory assetto the extent 

j 
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8. GQQDb~JILL 
Goodwill is required to be tested for impairment at least 
annually and more frequentlywhen indicators of impairment 
exist All of our goodwill is allocated to  our utility segments 
and our goodwill impairment tests are performed at the 
utility segment level. A t  December 31, 2009 and 2008, 
our carrying amount of goodwill was $3.655 billion, with 
$1.922 billion assigned to PEC and $1 733 billion assigned to 
PEF-The amounts assigned t o  PEC and PEF are recorded 
in  our Corporate and Other business segment. We perform 
our annual impairmenttest as of April 1 of eachyear. During 
the second quarter in 2009, we completed the 2009 annual 
tests, which indicated the goodwill was not impaired. 

A t  Decernber31,2009 and 2008, we  had 500 million shares 
of common stock authorized under our charter, of which 
281 million shares and 264 million shares, respectively, 
were outstanding. Forthe years ended December31,2009, 
2008 and 2007, we issued shares of common stock, primarily 
under a public offering and to meet the requirements of 
the Progress Energy 401(lO Savings & Stock Ownership 
Plan (401(k)) and the Progress Energy Investor Plus Plan 
(IPP). I n  addition, we  periodically issue shares for our 
other benefit plans. 

The following table presents information for our camman 
stock issuances during the years ended December 31: 
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2w9 2M)B 2007 
(in m////ons) Shares Net Proceeds Shares Net Proceeds Shares - Net Proceeds 
Total issuances 175 $623 37 $132 37  $151 

Issuances under a public offering 14.4 523 - - - - 
Issuances to meet requirements of 

401(kJ and IPP 25 100 3.1 131 1.0 46 

The shares issued under a public offering were issued on 
January 12, 2009, at a public offering price of $37.50. We 
used $100 million of the proceeds to  reduce the Parent's 
revolving credi t  agreement (RCA) borrowings and the 
remainder was used for general corporate purposes. 

Subsequent t o  December 31, 2009, the Parent issued 
approximately 3.6 million shares of common stock resulting 
in approximately$136 million in proceeds through the IPP. 
There are various provisions limiting the use of retained 
earnings for the payment of dividends under certain 
circumstances, A t  December 31, 2009, there were no 
significant restrictions on the use of retained earnings 
(See Note 11 E). 

5. Stock-Bas~cl Compensation 
EWFLOYEE STOCK iaWMEZ5HBP PLAH 

We sponsor the 401(k) for wh ich  substantially all full- 
t ime nonbargaining unit employees and certain part- 
time nonbargaining unit employees within participating 
subsidiaries are eligible At December31,2009 and 2008, 
participating subsidiaries were PEC, PEF, PVI, Progress 
Fuels (corporate employees) and PESC.The 401(k),which 
has a matching feature, encourages systematic savings by 
employees and provides a method of acquiring Progress 
Energy common stock and other diverse investments. 
The 401(k), as amended in 1989, is an  Employee Stock 
Ownership Plan (ESOP) that can enter into acquisition loans 
to acquire Progress Energy common stockto satisfy401(k) 
common share needs Qualification as an ESOP did not 
change the level of benefits received by employees under 
the 401(k). Common stock acquired with the proceeds of 
an ESOP loan is held by the 401(k) Trustee in a suspense 
account The common stockis released from the suspense 
account and made available for allocation to  participants 
as the ESOP loan is repaid. Such allocations are used t o  
partially meet common stock needs related to  matching 
and incentive contributions and/or reinvested dividends. 
All or a portion of the dividends paid on ESOP suspense 
shares and on ESOP shares allocated to  participants may 
be used to repay ESOP acquisition loans. Dividends that 
are used to repay such loans, paid directlyto participants 
or reinvested by participants, are deductible for income 
tax purposes. 

There were  0.5 million and 1.1 million ESOP suspense 
shares at December 31,2009 and 2008, respectively, with 
a fair value of $22 million and $45 million, respectively. 
ESOP shares allocated t o  plan participants totaled 
13.0 million and 12.6 million at December31,2009 and 2008, 
respectively. Our matching compensation cost under the 
401(k) is determined based on matching percentages as 
defined in the plan. Such compensation cost is allocated 
to  participants' accounts in the form of Progress Energy 
common stock, w i th  the number of shares determined 
by dividing compensation cost by the common stock 
market value at the time of allocation. We currently meet 
common stock share needs with open market purchases, 
with shares released from the ESOP suspense account 
and with newly issued shares. Costs for the matching 
component are typically met with shares in the same 
year incurred. Matching costs, which were met and will 
be met with shares released from the suspense account, 
totaled approximately$l3 million,$8 million and $23 million 
for the years ended December 31,2009,2008 and 2007, 
respectively. We have a long-term note receivable from 
the 40l(k)Trustee related to the purchase of common stock 
from us in 1989.The balance ofthe note receivable from the 
40l(k)Trustee is included in the determination of unearned 
ESOP common stock,which reduces common stock equity" 
ESOPshares that have not been committed to  be released 
to  participants' accounts are not considered outstanding 
for t h e  determination of earnings per common share. 
Interest income on the note receivable and dividends on 
unallocated ESOP shares are not recognized for financial 
statement purposes. 

We also sponsor the Savings Plan for Employees of 
Florida Progress Corporation, which covers bargaining 
unit employees of PEE 

Total matching cost for  both plans was approximately 
$41 million,$38 million and $34 million forthe years ended 
December 31,2009,2008 and 2007, respectively. 

Pursuantto our 1997 Equity Incenrive Plan (EIP) and 2002 
EIP, amended and restated as of July 10,2002,we may grant 
options to  purchase shares of Progress Energy common 
stock to directors, officers and eligible employees for up 
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to 5 million and 15 million shares, respectively. Generally, 
options granted to  officers and employees vest one-third 
per yearwith 100 percentvesting at the end of yearthree, 
while options granted t o  directors vest 100 percent at the 
end of one year. The options expire 10 years from the date 
of grant.All option grants have an exercise price equal to 
the fair market value of our common stock on the grant 
date. We curtailed our stock option program in 2004 and 
replaced that compensation program with other programs. 
No stock options have been granted since 2004. We issue 
new shares of common stock to satisfy the exercise o f  
previously issued stock options 

Asummary of the status of our stock options a t  December 
31, 2009, and changes during the year then ended, is 
presented below: 

Number of Weighted-Average 
(option quantities in milliansl Options Exercise Price 

Options outstanding, January 1 1 6  $43 99 

Canceled (0.1) 43.76 

Exercised - - 

Options outstanding, December31 1.5 44.00 

Options exercisable, December 31 1 5  44 00 

The options outstanding and exercisable at December 31, 
2009, had a weighted-average remaining contractual life 
of 3.03 years. Aggregate intrinsic value as of December 
31, 2009, was not significant. The total intrinsic value of 
options exercised during the years ended December 31, 
2009 and 2008, was not significant. Total intrinsic value of 
options exe'rcised during the year ended December 31, 
2007, was $17 million. 

two types of equity-based incentives: performance shares 
under the Performance Share Sub Plan (PSSP) and 
restricted stock programs. The compensation program was 
established pursuantto our 1997 EIP and was continued 
under our 2002 and 2007 EIPs, as amended and restated 
from time to  time. 

We granted cash-settled PSSP awards prior to 2005. 
Since 2005, we have been granting stock-settled PSSP 
awards. Under the terms of the PSSP, our officers and key 
employees are granted a target number of performance 
shares on an annual basis that vest over a three-year 
consecutive period. Each performance share has a 
value that is equal to, and changes with, the value of a 
share of Progress Energy common stock, and dividend 
equivalents are accrued on, and reinvested in, additional 
performance shares. Prior to 2007, shares issued under 
the PSSP (both cash-settled and stock-settled) had two 
equally weighted performance measures, both based on 
our results as compared to a peer group of utilities. In 2007, 
the PSSP was redesigned, and shares issued under the 
revised plan use one performance measure. In 2009, the 
PSSP was redesigned-again, and shares issued underthe 
revised plan use total shareholder return and earnings 
growth as t w o  equally weighted performance measures. 
The outcome of the  performance measures can result 
in an  increase or  decrease from the target number of 
performance shares granted. For cash-settled awards, 
compensation expense is  recognized over the vesting 
period based on the estimated fair value of the award, 
which is periodically updated t o  reflect factors such as 
changes in stock price and the status of performance 
measures. The stock-settled PSSP is similar to  the  
cash-settled PSSP, except that w e  distribute common 
stock shares t o  participants equivalent to the number of 
performance shares that ultimately vest. We issue new 
shares of common stock to  satisfy the requirements 
of the PSSP program. Also, the fai,r value of t h e  stock- 
settled award is generally established at the grant date 
based on the fair value of common stock on that date, 
with subsequent adjustments made to reflectthe status of 
the performance measure. Compensation expense for all 

settled liabilities paid in the years ended December 31, 
2009,2008 and 2007, were not significant. 

Compensation cost for expense purposes is measured 
at t he  grant date based on  the fair value of the award 
and is recognized over the vesting period. All options are 
fully vested; therefore, no compensation expense was  
recognized in 2009,2008 or 2007. 

Cash received from the exercise of stock options totaled 

The actual tax benefit for tax deductions from stock option 
exercises fo r  the year ended December 31,2007, was  
$6 million. Cash received fromthe exercise of stock options 

$Io5 million during the year ended December 31J awards is reduced by estimated forfeiture,. PSSp cash- 

forthe years ended December 31, 2009 and 2o08f was A of the of the target performance 
shares under the stock-settled PSSP plan at Recember 
31, 2009, and changes during the year then ended is  
presented below: 

not significant 

OTHER STOCI~-BB%ED GQMPERJSAT3ON P L 4 K  

We have additional compensation plans for our officers 
and key employees that are stock-based in whole or in part. 
Our long-term compensation program currently includes 

84 



JOINT APPLICANTS 
PAGE 087 
EXHIBIT C 

Number of Stock-Settled Weighted-Average 
Performance SharesIa) Grant Date Fair Value 

Beginning balance 1 , I  18.604 $46 46 

Grarrted 328,369 33 80 

Vested (419,366) 44 23 

Paidfb) (232,793) 50 55 

Forfeited (16.484) 4427 
Ending balance n8,m 45 49 

(')Amounts reflecttarget shares to be issued. The final number of shares 
issued will be dependent upon ihhe outcome of Ihe performance 
measures discussed above 

Ib) Shares paid include onlytdrget shares as originally granted 

For the  years ended December 31, 2008 and 2007, 
the  weighted-average grant date fair value of stock- 
settled performance shares granted was $42.41 and 
$50.70, respectively. 

The Restricted Stock Award program allows us to grant 
shares of restricted common stock to  our officers and 
key employees. The restricted shares generally vest 
on a graded vesting schedule over a minimum of three 
years. Compensation expense, which is based on the fair 
value of common stock at the grant date, is recognized 
over the applicable vesting period, with corresponding 
increases in common stock equity. Restricted shares are 
included as shares outstanding in the basic earnings per 
share calculation. 

A summary of the status of the nonvested restricted stock 
shares at December31,2009, and changes during theyear 
then ended, follows: 

Number of 
Resbicted Shares 

Beginning balance 192.101 

Granted - 
Vested (50,2971 

Forfeited (6,5001 

Endino balance 135,304 

Weighted-Average 
Grant Date Fair Value 

$13 93 
- 

44 06 

4279 

43.94 

For the year ended December 31,2007, the weighted- 
average grant date fair value of restricted stock granted 
was $49.54 There were no restricted stock shares granted 
in 2008. 

The total fa i r  value of restricted stock awards vested 
during the years ended December31,2009,2008 and 2007, 
was $2 million,$3 million and $13 million, respectively. No 
cash was expended to  purchase sharesfor 2009, and cash 
expended to  purchase shares during 2008 and 2007 was 
no t  significant due to the curtailment of the  Restricted 
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Stock Award program upon the rollout of the restricted 
stock unit (RSU)'program in 2007. 

Beginning in 2007, w e  began issuing RSUs rather than 
restricted stock awards for our officers, vice presidents, 
managers and key employees. RSUs awarded to  eligible 
employees are generally subject to  either three- or five- 
year cliff vesting or five-year graded vesting. We issue 
new shares of common stockto satisfy the requirements 
of the RSU program. Compensation expense, based on the 
fair value of common stock atthe grant date, is recognized 
over the applicable vesting period, with corresponding 
increases in common stock equity. RSUs are included 
as shares outstanding in the basic earnings per share 
calculation. Units are converted to shares upon vesting. 

Asummaryofthe status of nonvested RSUs atDecember31, 
2009, and changes during the year then ended, follows: 

Number of Weighted-Average 
Restricted Shares Grant Date Fair Value 

Beginning balance 1,076,536 5% 86 

Granted 6443 1 33 91 

Vested (342,773) 47 18 

Forfeited (39,759) 41 54 

Ending balance 1,338,285 4346 

The total fair value of RSUs vested during the year ended 
December31,2009, was $16 million. N o  cash was expended 
to  purchase stock to satisfy RSU plan obligations in 2009, 
2008 and 2007. 

Our Consolidated Statements of Income included total 
recognized expense for other stock-based compensation 
plans of $39 million for the year ended December31,2009, 
wi th a recognized tax benefit of $15 million. The total 
expense recognized on our' Consolidated Statements 
of Income fo r  other stock-based compensation plans 
was $31 million, with a recognized tax  benefit of 
$12 million, and $64 million, with a recognized tax benefit 
of $24 million, for the years ended December 31,2008 and 
2007, respectively. No cornpensation cost related to other 
stock-based compensation plans was capitalized. 

A t  December 31, 2009, there was $31 million o f  total 
unrecognized cornpensation cost related to  nonvested 
other stock-based compensation plan awards, which is 
expected to be recognized over a weighted-average period 
of 1.56 years. 
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Basic earnings per common share are based on the 
weighted-average number of common shares outstanding, 
wh ich  includes the effects of unvested share-based 
payment awards tha t  contain nonforfeitable rights t o  
dividends or dividend equivalents. Diluted earnings per 
share include the effects of the nonvested portion o f  
performance share awards and the effect of stock options 
outstanding. 

A reconciliation of the weighted-average number of 
common shares outstanding forthe years ended December 
31 for basic and dilutive purposes follows: 

/in millions1 20El 2008 2007 

Weighted-average common shares- basic 279.4 261 6 2R.3 

Net effect of dilutive sbck-based 
compensation plans 0.1 0.1 0.2 
Weighted-average shares -fully diluted 2795 261..7 257.5 

There were no adjustments to net income or to  income 
from continuing operations attributable t o  controlling 
interests between the calculations of basic and fully diluted 
earnings per common share. ESOP shares that have not 
been committed to be released to participants' accounts 
are not considered outstanding fo r  the determination 
of earnings per common share. The weighted-average 
ESOP shares totaled 0.7 million, 1.2 million and 1.8 million 
for the years ended December 31,2009,2008 and 2007, 
respectively. There were 1.5 million, 1.6 million and 
0.1 million stock options outstanding at December 31, 
2009, 2008 and 2007, respectively, wh ich  were not 
included in the weighted-average number of shares for 
computing the fully diluted earnings per share because 
they were antidilutive. 

I! bp c Qm $? 
Componenfs of accumulated other comprehensive (loss) 
income, net of tax, at  December 31 were as follows: 

D. AccumIJslated @$her CompreBnensive (Less) 

2009 2008 

(Loss) gain on cash flow hedges $[q $(w 
Pension and other postretirement benefits (a (58) 
Other - (1) 

income Sl87) $ f l t6 )  
Total accumulated other comprehensive (loss) 

All of our preferred stock was issued by the Utilities. The 
preferred stock is  considered temporary equity due t o  
certain provisions that could require us to redeem the 
preferred stock for cash. In the event dividends payable 
on PEC or PEF preferred stock are in default an amount 
equivalent to or exceeding four quarterly dividends 
payments, the holders of the preferred stock are entitled 
to elect a majority of PEC's o r  PEF's respective board 
of directors until all accrued and unpaid dividends 
are paid. All classes of preferred stock are entitled t o  
cumulative dividends with preference to  the common 
stock dividends, are redeemable by vote of the Utilities' 
respective board of directors at  anytime, and do not have 
any preemptive rights. All classes of preferred stock have 
a liquidation preference equal t o  $100 per share plus any 
accumulated unpaid dividends except for PEF's 4.75%, 
$100 par value class, which does not have a liquidation 
preference. Each holder of PEC's preferred stock is  
entitled to  one vote. The holders of PEF's preferred stock 
have no right to vote except for certain circumstances 
involving dividends payable on preferred stockthat are in 
default o r  certain matters affecting the rights and 
preferences of the preferred stock. 

AtDecember3l,ZOO9and 2008,preferred stockoutstanding 
consisted of the following: 
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Shares 

(dollars in millions. evcept share and per share data) Authorized Outstanding Redemption Price Total 
PEC 
Cumulative, no par value% Preferred Stack 300,000 

$5 Preferred 236,997 $110.00 $24 

$4.20 Serial Preferred 100,000 10200 10 

$544Serial Preferred 249,850 101 00 25 

Cumulative, no parvalue Preferred StockA 5,000,ooo - - - 
No par value Preference Stock 10,000,000 - - - 

Cumulative, no par value Serial Preferred Stock 2o,Dw,wo 

Total PEC 59 
PEF 
Cumulative, $100 par value Preferred Stock 

4 00% $100 par value Preferred 
440% $100 par value Preferred 
4.58% $100 par value Preferred 
4.60% $100 par value Preferred 
4.75% $100 parvalue Preferred 

Cumulative, no par value Preferred Stock 

4,000,000 

39,980 104.25 4 

75,000 102.00 8 
99,930 101 00 10 

39,997 103.25 4 

80,000 10200 8 

5,000,000 - - - 
- $100 par value Preference Stock 1,000,000 - - 

Total PEF 34 
Total preferred stock of subsidiaries $93 
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A. Debt and Credit Fa;lciliiies 
A t  December 31 our long-term debt consisted of the 
following (maturities and weighted-average interest rates 
at December 31,2009): 

fin millions/ 2M19 2008 
Parent 
Senior unsecured notes, maturing 2010-2039 6 50% $4m a m  : 

Draws on revolving credit agreement expiring 2012 - 1W 
Unamortized premium and discount, net a, (4) 
Current portion of long-term debt (1W - 

Long-term debt, net 4,193 2,696 
PEG 
First mortgage bonds, maturing 2010-2038 5.60% 2525 23% 

Senior unsecured notes, maturing 2012 6.50% 500 500 

Miscellaneous notes 6.07% 21 22 
Unamortized premium and discount, net 16) (71 . 
Current portion of long-term debt (6) - 

Long-term debt net 3,7m 330s 
PEF 
First mortgage bonds, maturing 2010-2038 5.81% 3800 3,800 

Pollution con$ol obligations, maturing 2018-2027 0 47% 241 241 
Medium-term notes, maturing 2028 6 75% 150 150 

Pollution control obligations, maturing 2017-2024 0 80% 6ii9 669 

Unamortized premium and discount, net (81 19) 

Current portion of long-term debt (3W - 
4,182 -- Long-term debt, net 3,m 

Florida Progress Funding Corporation (See NoteZ.3) 

Debtto affiliatedimst, maturing 2039 7.10% 309 309 
Unamortized premium and discount, net (37) (371 

Long-term debt, net 212 212 
Progress Energy consolidated long-term debt net $12,051 $10,659 

On January 15, 2010, the  Parent paid at  maturity 
$100 mill ion of its Series A Floating Rate Notes with 
proceeds from the $950 million of Senior Notes issued in 
November 2009. 

On January 12,2009,the Parent issued 14.4million shares 
of common stock a t  a public offering price of $37.50 per 
share. Net  proceedsfrom this offering were $523 million. 
We used $100 million of the proceeds to reduce the  
Parent's RCA borrowings and the remainder was used 
for general corporate purposes. 

$400 million 5.95% Senior Notes, due March 1,2009. The 
remaining proceeds were used to repay PEG'S outstanding 
short-term debt and for general corporate purposes. 

On March 19, 2009, the Parent issued an  aggregate 
$750 million of Senior Notes consisting of $300 million of  
6 05% Senior Notes due 2014 and $450 million of 7.05% 
Senior Notes due 2019. A portion of the proceeds was 
used to fund PEF's capital expenditures through an equity 
contribution with the remaining proceeds used for general 
corporate purposes 

_ _  On January 15, 2009, PEC issued $600 million of First 
Mortgage Bonds, 5.30% Series due 2019. A portion of 
the  prdceeds was used to  repay the maturity of PEC's 

On June 18,2009, PEC entered into a Seventy-seventh 
Supplemental Indenture to its Mortgage and Deed ofTrust, 
dated May 1,1940, as supplemented, in connection with 
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certain amendments to the mortgage. The amendments are 
set forth in the Seventy-seventh Supplemental Indenture 
and include an amendment to  extend the maturity date 
of the  mortgage by 100 years. The maturity date of the 
mortgage is now May 1,2140 

On November 19,2009, the Parent issued an aggregate 
$950 million of Senior Notes consisting of $350 million of 
4.875% Senior Notes due 2019 and $600 million of 6.00% 
Senior Notes due 2039. The proceeds were used to retire 
at maturity the $100 million outstanding Series A Floating 
Rate Notes due January 15, 2010, t o  repay outstanding 
commercial paper balances, to prefund a portion of the 
$700 million aggregate principal amount due upon maturity 
of our 7.10% Senior Notes due March  1,2011, and for 
general corporate purposes. 

A t  December 31,2009 and 2008, we had committed lines of 
credit used to  support our commercial paper borrowings. 
A t  December 31,2009, we had no outstanding borrowings 
under our creditfacilities. A t  December 31,2008, we had 
$600 million of outstanding borrawings under our credit 
facilities as shown in the following table, $100 million of 
which was classified as long-term deb t  We are required 
to pay minimal annual commitment fees to maintain our 
credit facilities. 

The following tables summarize our RCAs and available 
capacity at December 31: 

The RCAs provide liquidity support for  issuances of 
commercial paper and other short-term obligations. Fees 
and interest rates under Progress Energy's RCA are based 
upon the  credit rating of Progress Energy's long-term 
unsecured senior noncredit-enhanced debt, currently 
rated as BaaZ/Watch Negative by Moody's Investors 
Service, Inc. (Moody's) and BBBWatch  Negative by 
Standard &Poor's Rating Service (S&P). Fees and'interest 
rates under PEC's RCA are based upon the credit rating 
of PECs long-term unsecured senior noncredit-enhanced 
debt, currently rated as A3 by Moody's and BBBtWatch  
Negative by S&P. Fees and interest rates under PEF's 
RCA are based upon the credit rating of PEF's long-term 
unsecured senior noncredit-enhanced debt, currently 
rated as A3/Watch Negative by Moody's and BBBt/Watch 
Negative by S&P. 

The following table summarizes short-term debt comprised 
of the short-term portion of outstanding RCA borrpwings 
and our outstanding commercial paper, and related 
weighted-average interest rates at December 31: 

[in millions) 2009 2008 

Parent 049% $140 231% $569 
PEC - - 436% 110 

PEF - 4.41% 371 

Tota I 0.49% $140 354% S1.05D 

(in millions) Description Total Outstandingl'l Reserved'b' Available 

2w9 

Parent Fiveyear (expiring 5/3jl2) $1,130 $- $in $??= 
PEC Fiveyear (expiring @Wt) 4% - - 450 

PEF Fiveyear (expiring3/Z8/11) 454 I - 450 

Total credit facilities $2,030 $- pln $lm 

Parent Five-year (expiring 5/3/12) $1,130 $600 $99 $431 

PEC Five-year (expiring 6/28/11) 450 - 110 340 

PEF Fwe-year (expiring 3/28/11) 450 - 37 1 79 

___ 

2008 

Total creditfacilities $2,030 $6M) %BO $850 

la) The RCA borrowings outstanding at December31,2008, were repaid during 2009. 
Tothe extent amounts are reserved for commercial paper or letters of credit outstanding,they are not available for addlional borrowings At December31, 
2w)9 and 2008, the Parent had $37 million and $30 million, respectively, of letters of credit issued, which were supported by the RCA Subsequent to 
December 31,2009, the Parent repaid all of its outstanding commercial paper balance with proceeds from the @50 million November 2009 issuance of 
Senior Notes 
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The following table presents the aggregate maturities of 
long-term debt at  December 31,2009: 

2010 

201 1 

2012 

2013 

2014 

I $466 
1,000 

950 

825 

3M1 

Thereafter 9,034 
Total $12,515 

FlFIEAMClAh IGOVEMAHTS 

The Parent's, PEC's and PEF's credit lines contain various 
terms and conditions that could affectthe abilityto borrow 
under these facilities. All of the credit facilities include a 
defined maximum total debtto total capital ratio (leverage). 
A t  December 31, 2009, the maximum and calculated 
ratios, pursuant to  the terms of the agreements, were as 
follows: 

i 
I Company Maximum Ratio Actual Ratlo"' 

Parent 68Yu 58% 

PEC 65% 44% 

PEF 65% 51% 

('1 Indebtedness as defined by the bank agreemen& includes certain 
letters of credit and guarantees not recorded on the Consolidated 
Balance Sheets 

CR(2SS-DEFAUU PR6j~fSStOMS 

Each of these credit agreements contains cross-default 
provisions for defaults of indebtedness in excess of 
the following thresholds: $50 million for the Parent and 
$35 million each for PEC and PEF. Under these provisions, 
i f  the applicable borrower o r  certain subsidiaries of the 
borrower fail to pay various debt obligations in excess 
of their respective cross-default threshold, the lenders 
of tha t  credit facility could accelerate payment of any 
outstanding borrowing and terminate their commitments 
to  the credit facility. The Parent's cross-default provision 
can  be triggered by  the Parent and i ts significant 
subsidiaries, as defined in the credit agreement. PEC's 
and PEF's cross-default provisions can be triggered only 
by defaults of indebtedness by PEG and its subsidiaries 
and PEF, respectively, not each other or other affiliates 
of PEG and PEF. 

Additionally, certain of the Parent's long-term debt 
indentures contain cross-default provisions for defaults 
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of indebtedness in  excess of amounts ranging from 
$25 million to $50 million; these provisions apply only to  
other obligations of the Parent, primarily commercial 
paper issued by the Parent, not its subsidiaries. In the 
event that these indenture cross-default provisions are 
triggered, the debt holders could accelerate payment 
of approximately $4.3 billion in long-term debt. Certain 
agreements underlying our indebtedness also limit our 
ability to incur additional liens or engage in certain types 
of sale and leaseback transactions. 

WHEW RESTAIGTIObl% 

Neitherthe Parent's Articles of Incorporation nor any of its 
debt obligations contain any restrictions on the payment 
of dividends, so long as no shares of preferred stock are 
outstanding. A t  December 31,2009, the Parent had no 
shares of preferred stock outstanding. 

Certain documents restrict the payment of dividends by 
the Parent's subsidiaries as outlined below. 

PEG'S mortgage indenture provides that, as long as any 
first mortgage bonds are outstanding, cash dividends 
and distributions on its common stock and purchases of 
its common stock are restricted to aggregate net income 
available for PECsince December31,1948, plus$3 million,less 
the amount of all preferred stockdividends and distributions, 
and all common stockpurchases,since December31,1948. 
A t  December 31,2009, none of PECS cash dividends or 
distributions on common stock Was restricted. 

In addition, PEC's Articles of Incorporation provide that 
so long as any shares of preferred stock are outstanding, 
the aggregate amount of cash dividends or distributions 
on common stock since December 31,1945, including the 
amountthen proposed to be expended, shall be limited to  
75 percent of the aggregate net income available for  
common stock if common stock equity falls below 
25 percent of total capitalization, and to 50 percent 
if common stock equity falls below 20 percent. PEC's 
Articles of Incorporation also provide that cash dividends 
on common stock shall be  limited to  75 percent of the 
current year's net income available for dividends if common 
stock equityfalls below 25 percent of total capitalization, 
and to  50 percent if common stock equity falls below 
20 percent. At December 31,2009, PEC's common stock 
equitywas approximately55.3 percent of total capitalization. 
A t  December 31,2009, none of PEG'S cash dividends or 
distributions on common stock was restricted. 

PEF's mortgage indenture provides that as long as any 
first mortgage bonds are outstanding, it will not pay any 
cash dividends upon its common stock, or make any 
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other distribution to the stockholders, except a payment 
or distribution out of net income of PEF subsequent 
to December 31, 1943 At  December 31, 2009, none of 
PEF's cash dividends or distributions on common stock 
was restricted. 

In addition, PEF's Articles of Incorporation provide that 
so long as any shares of preferred stock are outstanding, 
no cash dividends or distributions on common stock shall 
be paid, if the aggregate amount thereof since April 30, 
1944, including the amountthen proposed to  be expended, 
plus all other charges to  retained earnings since April 30, 
1944, exceeds all credits to retained earnings since 
April 30,1944, plus all amounts credited to capital surplus 
after April 30, 1944, arising from the donation to PEF of 
cash or securities or transfers of amounts from retained 
earnings to  capital surplus. PEF's Articles of Incorporation 
also provide that cash dividends on common stoclt shall 
be limited to  75 percent of the current year's net income 
available fo r  dividends if common stock equity falls 
below 25 percent of total capitalization, and to 50 percent 
if common stock equity falls below 20 percent  On 
December 31, 2009, PEF's common stock equity was 
approximately 53.4 percent of total capitalization A t  
December 31, 2009, none af PEF's cash dividends or 
distributions on common stock was restricted. 

PEC's and PEF's first mortgage bonds are collateralized 
by their respective mortgage indentures. Each mortgage 
constitutes a first l ien on substantially all of the fixed 
properties of the respective company, subject to  certain 
permitted encumbrances and exceptions. Each mortgage 
also constitutes a lien on subsequently acquired property. 
A t  December 31, 2009, PEG and PEF had a total of 
$3.1 94 bil l ion and $4.041 billion, respectively, of first 
mortgage bonds outstanding, including those related 
t o  pollution control obligations. Each mortgage allows 
the issuance of additional mortgage bonds upon the 
satisfaction of certain conditions. 

5. Geoarante~ ai Subsidiary 5ebt 
See Note 18 on related partytransactionsfor a discussion 
of obligations guaranteed or  secured by affiliates. 

1 

E. Hedging AcBiwit:es 
We use interest rate-derivatives to  adjust the fixed and 
variable rate components of our debt portfolio and to  
hedge cash f low risk related to commercial paper and 
fixed-rate debt t o  be issued in the future. See Nate 17 
for a discussion of risk management activities and 
derivative transactions. 

Progress Energy Annual Report 2009 

A. Bmvesltnseots 
At December 31, 2009 and 2008, w e  had investments in 
various debt and equity securities,.cost investments, 
company-owned life insurance and investments held in 
trust funds as follows: 

[in millions] 2009 2008 
Nuclear decommissioning trust (See Notes 

41: and 13) $1367 $1,089 
Equity method investmend'l 18 22 

cost investmentslbJ 5 7 

Campany-owned life insurancel'l 45 49 

Benefit invement 1 93 184 

Marketable debt securities - 1 

Total s1.626 $1352 

lnvestmerrts in unconsolidated companies are accounted for using the 
equity method of accounting (See Note 1) and are included in miscel- 
laneous other property and investments in the Consolidated Balance 
Sheets. These investments are primarily in limited liability corporations 
and limited partnerships, and the earnings from these investments are 
recorded on a pre-tax basis. 

(bl Investments stated principally at cost are included in miscellaneous 
ottter property and investments in the Consolidated Balance Sheets. 

IC' Investments in company-owned life insurance approximate fair value 
due to the nature qf the investment and are included in miscellaneous 
other property and investments in the Consolidated Balance Sheets" 

Id' Benef~  investment trusts are included in miscellaneous other property 
and investments in the Consolidated Balance Sheets At December 31, 
2009 and 2008, $152 million and $142 million, respectively, of investments 
in company-owned life insurance were held in Progress Energy's@usts 

B. Impairmiraent of lw~estments 
We evaluate declines in value of investments under the 
criteria of GAAP. Declines in fair value to below the cost 
basis judged t o  be  other than temporary on available- 
for-sale securities are included in long-term regulatory 
liabilities on the Consolidated Balance Sheetsfor securities 
held in our nuclear decommissioning trust funds and in 
operation and maintenance expense and other, net on 
the Consolidated Statements of Income for securities in 
our benefit investment trusts, other available-for-sale 
securities and equity and cost method investments. See 
Note 13for additional information.There were no material 
other-than-temporary impairments in 2009,2008 or 2007. 

13. F A R  k9AkU5 DlS@k.6SUWES 
A. Deb; and Uuavestments 
DEBT 
The carrying amount of our long-term debt, including 
current maturities,was$12.457 billion and$10.659 billion at 
December 31,2009 and 2008, respectively. The estimated 
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. ._. 
fair value of this debt, as obtained from quoted market 
prices for the same or  similar issues, was $13.4 billion 
and $11.3 billion a t  December 31, 2009 and 2008, 
respectively. 

I GUVESTPA EBITS 

Certain investments in debt and equity securities that have 
readily determinable marketvalues are accountedfor as 
available-for-sale securities at fair value. Our available- 
for-sale securities include investments in stocks, bonds 
and cash equivalents held in trustfunds, pursuantto NRC 
requirements, t o  fund certain costs of decommissioning 
the Utilities' nuclear plants (See Note 4C). NDTfunds are 
presented on the Consolidated Balance Sheets at fair 
value. In addition to  the NRT funds, we hold other debt 
investments classified as available-for-sale, which are 
included in miscellaneous other property and investments 
on the Consolidated Balance Sheets at fair value. 

The following table summarizes our available-for-sale 
securities at December 31,2009 and 2008. 

Unrealized 
(in millions) Losses 
2ow 
Equity securities 

U.S. state and municipal 

US. and foreign government 

Money market funds and 

Corporate debt securities (1) 

debt securities (2) 

debt securities (1) 

other securities - 
Total Slvjl 

Unrealized Mimated 
Gains Fairvalue 

$116 $855 
5 71 

3 118 

8 197 

- 161 

$322 $1.402 

2008 
Equity securities $(W $134 $559 
Corporate debt securities (51 
U S  state and municipal 

debt securiies (19) 4 233 
U S and foreign government 

Money market funds and 

- 53 

debt secudes (2) , 11 171 

- 123 other securiies (1) 
Total S(120) $149 $1,139 

The NDT funds and other available-for-sale debt 
investments held in certain benefittrusts are managed by 
third-party investment managers who have a rightto sell 
securities without our authorization. Net unrealized gains 
and losses of the NDT funds that would be recorded in 
earnings orother comprehensive income by a nonregulated 
entity are recorded as regulatory assets and liabilities (See 
Note 7A) pursuantto ratemaking treatment Therefore, the 
preceding tables include the unrealized gains and losses 
for the NDTfunds based on the original cost of the trust 

investments; all of the unrealized losses and unrealized 
gains for 2009, and $1 18 million of the unrealized losses 
and $148 million of the unrealized gains for2008, relate to  
the NDTfunds. There were no material unrealized losses 
for the other available-for-sale debt securities held in 
benefit trusts at December 31,2009 and 2008. 

The aggregate fair value of investments that related to 
the 2009 and 2008 unrealized losses was $209 million and 
$374 million, respectively. 

A t  Recember 31,2009, the fair value of available-for-sale 
debt securities by contractual maturity was: 

(in millions) 
Due in one year or less $12 

180 Due after one through five years 
Due afterfivethrough 10 years 
Due after lOvears 

122 

84 

Total B9R 

The following table presents selected information about 
our sales of available-for-sale securities during the years 
ended December 31. Realized gains and losses were  
determined on a specific identification basis. 

(in millions) 2009 2008 2007 
Proceeds $1275 $1,092 $1,334 

Realized gains 26 29 35 

Realize3 losses 87 86 23 

Previously, we invested available cash balances in various 
financial instruments, such astax-exempt debt securities. 
For the year ended December 31,2(107, our proceeds from 
the sale of these securities were $399 million. For the 
years ended December 31,2009 and 2008, our proceeds 
were primarily related to nuclear decommissioning trusts. 
Some of our benefit investment trusts are managed by 
third-patty investment managers who have the right to  
sell securities without our authorization. Losses at 
December 31, 2009, 2008 and 2007 for investments in 
these benefit investment trusts were no t  material. 
Other securities are evaluated on an individual basis to  
determine if a decline in fair value belowthe carrying value 
is other-than-temporary (See Note ID). At December 31, 
2009 and 2008, our other securities had no investments in 
a continuous loss position for greaterthan 12 months. 
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B, Fair Vdae M~ZSUGHUWE~S include non-exchange-traded derivatives, such as 
over-the-counter forwards, swaps and options; certain 
marketable debt securities; and financial instruments 
traded in than active 

GAAp defines fair value as the price that would be 
received to  sell an asset or paid to transfer a liability 
in an  orderly transaction between market participants 
at  the measurement date (i.e~, an exit price). Fair value 
measurements require the use of market data or 
assumptions that market participants would use in pricing 
the asset or liability, including assumptions about risk and 
the risks inherent in the inputs to the valuation technique. 
These inputs can be readily observable, corroborated 
by market data, or generally unobservable. Valuation 
techniques are required to maximize the use of observable 
inputs and minimize the use of unobservable inputs. 
A midmarket pricing convention (the midpoint price 
between bid and ask prices) is permitted fo r  use as a 
practical expedient 

GAAP also establishes a fairvalue hierarchythat prioritizes 
the inputs used to measure fair value, and requires fair 
value measurements to be categorized based on the 
observability of those inputs. The hierarchy gives the  
highest priority t o  unadjusted quoted-prices in active 
markets for identical assets or liabilities (Level 1 inputs) 
and the lowest priority t o  unobservable inputs (Level 3 
inputs). The three levels of the fair value hierarchy are 
as follows: 

Level 1 -The  pricing inputs are unadjusted quoted 
prices in active marketsfor identical assets or liabilities 
as of the reporting date. Active markets are those in 
which transactions for the asset or liability occur in 
sufficient frequency and volume to provide pricing 
information on an ongoing bass. Level 1 primarily 
consists of financial instruments such as exchange- 
traded derivatives and listed equities. 

Level 2-The pricing inputs are inputs otherthan quoted 
prices included within Level 1 that  are observable 
fo r  the asset or liability, either directly or indirectly. 
Level 2 includes financial instruments that are valued 
using models or other valuation methodologies. These 
models are primarily industry-standard models tha t  
consider various assumptions, including quoted 
forward prices for commodities, time value, volatility 
factors, and current market and contractual prices 
fo r  the underlying instruments, as wel l  as other 
relevant economic measures. Substantially all of 
these assumptions are observable in the marketplace 
throughout the full term of the instrument, can be 
derived f rom observable data or are supported by 
observable levels at  which transactions are executed 
in the- marketplace. Instruments in this category 

. 

Level 3 -The pricing inputs include significant inputs 
generally less observable from objective sources. 
These inputs may be used with internally developed 
methodologies that result in management's best 
estimate of fair value. Level 3 instruments may include 
longer-term instruments tha t  extend into periods 
where quoted prices or other observable inputs are 
not available. 

The following table sets forth, by level within the fair 
value hierarchy, our financial assets and liabilities that 
were accounted for at fair value on a recurring basis as 
of December 31,2009. Financial assets and liabilities are 
classified in their entirety based on the lowest level of 
inputthat is significantto the fair value measurement- Our 
assessment of the significance of a particular input to the 
fair value measurementiequires judgment and may affect 
the valuation of fair value assets and liabilities and their 
placement within the fair value hierarchy levels. 

(in millions) Level 1 Level2 Level3 Total 

Assets 
Nuclear decommissioning trust 

funds 

Equity $855 $- $- $355 

Corporate debt - 71 - 71 
U.S. state and municipal debt - 117 - 117 
U S. and foreign government 

debt 62 128 - 190 
Money marketfunds and other 1 133 - 134 

Total nuclear decommissioning 

Commodity and interest rate 

Other marltetable securiies 

trustfunds 918 449 - 1,367 

derivatives - 39 - 39 

U S  state and municipal debt 1 1 

debt - 7 - 7  
Money market funds and other 16 27 - 4 3  

- - 
US and foreign government 

Total assets $934 $523 $- $1.457 

Liabilities 
Commodity and interest rate 

derivatives $- $(386J $139) $1425) 
CVO derivatives - 1151 - 1151 

Total liabilities $- $(llall $139) $1440) 
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The determination of the fair values above incorporates 
various factors, including risks of nonperformance by us 
or our counterparties Such risks consider no t  only the 
credit standing of the  counterparties involved and the 
impact of credit enhancements (such as cash deposits 
or letters of credit), but also the impact of our credit risk 
on our liabilities. 

Commodity and interest rate derivatives reflect positions 
held by us. Most over-the-counter commodity and interest 
rate derivatives are valued using financial models which 
utilize observable inputs for similar instruments and are 
classified within Level 2. Other derivatives are valued 
utilizing inputs that are not observable for substantially 
the full term of the contract, or forwhich the impact of the 
unobservable period is significant to  the fair value of the 
derivative. Such derivatives are classified within Level 3. 
See Note 17 for discussion of risk management activities 
and derivative transactions. 

NDT funds reflect the  assets of the Utilities' nuclear 
decommissioning trusts. The assets of the trusts are 
invested primarily in exchange-traded equity securities 
(classified within Level 1) and marketable debtsecurities, 
most of which are valued using Level 1 inputs for similar 
instruments and are classified within Level 2. 

Other marketable securities primarily represent available- 
for-sale debt securities used to fund certain employee 
benefit costs. 

We issued Contingent Value Obligations (CVOs) in 
connection with the acquisition of Florida Progress, as 
discussed in Note 15. The CVOs are derivatives recorded at  
fair value based on quoted prices from a less-than-active 
market and are classified as Level 2. 

The following table sets forth a reconciliation of changes 
in the fair value of our commodity derivatives classified as 
Level 3 in the fairvalue hierarchyforthe 12 months ended 
December 31,2009. 

(in millions) 
Derivatives, net at January 1,2009 
Total gains (losses), realized and unrealized 

Included in earnings 
Included in other comprehensive income 
Deferred as  regulatory assets and liabilities, net (13) 

Purchases, issuances and settlements, net 
Transfersin (out) of Level 3. net 

- 

15 

Substantially all unrealized gains and losses on derivatives 
are deferred as regulatory liabilities or assets consistent 
with ratemaking treatment- 

Transfers in (out) of Level 3 represent existing assets or 
liabilities that were previously categorized as a higher level 
for which the inputs to the model became unobservable 
or assets and liabilities that were previously classified 
as Level 3 for which the lowest significant input became 
observable during the period. Transfers into Level 3 are 
measured atthe beginning ofthe period, and transfers out 
of Level 3 are measured at the end of the period. 

44. INGOME TAXES 
We provide deferred income taxes for temporary 
differences belween book and tax carrying amounts of 
assets and liabilities. Investment tax credits related t o  
regulated operations have been deferred and are being 
amortized over the  estimated service life of the related 
properties. To the extentthatthe establishment of deferred 
income taxes is different fromthe recovery of taxes bythe 
Utilities through the ratemaking process, the differences 
are deferred pursuant to  GAAP for regulated operations. 
A regulatory asset or liability has been recognized fqrthe 
impact of tax expenses or benefits that are recovered or 
refunded in different periods by the Utilities pursuant to 
rate orders. We accrue for uncertain tax positions when'it 
is determined that it is more likelythan notthanhe benefit 
wil l not be sustained on audit by the taxing authority 
based solely on the technical merits ofthe associated tax 
position. If the recognition threshold is met, the tax benefit 
recognized is measured at the largest amount that, in our 
judgment, is greater than 50 percent likely t o  be realized. 

Accumulated deferred income tax assets (liabilities) at  
December 31 were: 

Derivatives, netat December 31,2009 $(391 
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2o09 2o08 Reconciliations of our effective income tax rate to the 
statutory federal income tax rate for the years ended 
December 31 follow: 

Deferred income tax assets 

ARO liability $127 $264 

Derivative instniments 159 298 

Income taxes refundable through future rates 225 111 

Pension and other postretirement benefb 5 0 8 5 4 4  

Other 374 340 

Federal income tax crediicanyfoiward 712 802 

State netoperab’ng loss carryfoiward (netof 
federal expense) 66 64 

Valuation allowance (555) (551 

Total deferred income tax assets 2,116 2,368 

Deferred income tax iiabiliies 
Accumulated depreciation and property cost 
differences (TBssl (1,6651 
Deferred fuel recovery (741 (186) 

Income taxes recoverable through future rates (7821 (959) 

Other (2641 (1411 

Total deferred income tax liabiliies (3.w9) (2,951) 

Total net deferred income tax liabilities oiw) $15831 

The above amounts were classified on the Consolidated 
. .  Balance Sheets as follows: 

. .. 

(in millions) 2009 moa 
Current deferred income tax assets, included in 

Noncunentdeferred income tax assets, included in 

Currentdeferred income tax liabilities, included in 

Noncurrent deferred income tax liabilities, included 

prepayments and other current assets $168 $96 

other assets and deferred debts 37 32 

other current liabilities - (1) 

in noncurrentincome tax liabilities (1,WI (710) 

Total netdeferred income tax liabiliies $1893) $1583) 

A t  December 31,2009, the federal income tax credit carry 
forward includes $712 million of alternative minimum lax 
credits that do not expire. 

A t  December 31,2009, we had gross state net operating 
loss carry forwards of $1.6 billion that will expire during 
the period 2010 through 2029. 

Valuation allowances have been established due t o  the 
uncertainty of realizing certain future state tax benefits. 
We had a net increase o f  less than $1 million in our 
valuation allowances during 2009. 

We believe it is  more likely than not that  the results 
of future operations will generate sufficient taxable 
incorneto allowforthe utilization ofthe remaining deferred 
tax assets. 

2009 2008 2007 

Effective income tax rate 321% 337% 323% 

State income taxes, net of federal benefit (3.7) (3 8) (2 8) 

Investmenttax credit amortization 0.8 1 0  1 1 

Employee stock ownership plan dividends 1.0 10 1.1 

Domestic manufacturing deduction 08 03 10  

AFUDC equity 22 25 0.7 

Other differences, net 1.8 0.3 1.6 

Statutowfederal income tax rate 3!i.ff/o 35.0% 350% 

Income tax expense applicable to continuing operations 
for the years ended December 31 was comprised o f  

(in m///ionsl zoo9 m o a  zoo7 

Current -federal s227 $38 $285 
-state 41 12 36 

Deferred -federal 114 305 13 

-state 25 49 11 

Investmenttax credit (10) (12) (12) 

State netoperating loss carryfoiward - (6) 1 
Beginning-of-the-year valuation 

9 allowance change - - 
Total income tax expense $397 $395 $334 

We previously recorded a deferred income tax  asset 
for a state ne t  operating loss carry forward upon the 
sale of PVl‘s nonregulated generation facilities and 
energy marketing and trading operations During 2008, 
w e  recorded an  additional deferred income tax  asset 
of $6 million related to the state net operating loss carry 
forward due to  a change in estimate based on 2007 tax 
return filings. During 2008 we  also evaluated this state 
net operating loss carry forward and recorded a partial 
valuation allowance of $9 million. 

Total income tax expense applicable to continuing 
operations excluded the following: 
= Taxes related to discontinued operations recorded net 

of tax for 2009,2008 and 2007, wh ich  are presented 
separately in Notes 3A through 3E. 
Taxes related to  other comprehensive income 
recorded net of tax for 2009,2008 and 2007, which are 
presented separately in the Consolidated Statements 
of Comprehensive Income. 
Current tax benefit of $6 million, which was recorded 
in common stock during 2007, related to excess tax 
deductions resulting from vesting of restricted stock 
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awards, vesting of RSUs, vesting of stock-settled PSSP 
awards and exercises of nonqualified stock options 
pursuant to  the terms of our Elf? No net current l a x  
benefit was  recorded in common stock during 2009 
and 2008. 

0 Taxes of $2 million and $4 million that reduced retained 
earnings and increased regulatory assets, respectively, 
due to  the cumulative effect of adopting new guidance 
for uncertain tax positions on January 1,2007. 

A t  December 31, 2009, 2008 and 2007, our liability for 
unrecognized tax benefits was $160 million, $104 million 
and $93 million, respectively The amount of unrecognized 
tax benefits that, if recognized, would affectthe effective 
tax rate fo r  income from continuing operations was 
$9 million, $8 million and $10 million, respectively, at  
December 31, 2009, 2008 and 2007 The following table 
presents the changes to  unrecognized tax benefits during 
the years ended December31,2009,2008 and 2007: 

(in millions) 20U9 2008 2007 

Unrecognized tax benefhs at beginning 
of period $104 $93 $126 

Gross amounts of increases a s  a result of 
tax positions taken in a prior period 11 17 32 

Gross amounts of decreases a s  a result of 
tax positions taken in a prior period (3) (11) (41) 

Gross amounts of increases a s  a result of 
tax positionstaken in the current period 52 8 22 

Gross amountsof decreases a s  a result of 
tax positions taken in the current period (4) (2) (32) 

Amounts of netincreases (decreases) 
relatjngm selllements with taxing 
authorities - 1 (14) 

Reductions as  a result of a lapse of the 
applicable statute of limitations - (2) - 

Unrecoanizedtax benefhs at end of period $160 . $104 $93 

We file income tax returns in the US. federal jurisdiction 
and various state jurisdictions. Our open federal tax years 
are from 2004 forward, and our open state tax years in 
our major jurisdictions are generally from 2003 forward. 
The IRS is currently examining our federal tax returns 
for years 2004 through 2005. We cannot predict when 
the review will be completed. Although the timing fo r  
completion ofthe IRS' review is uncertain, it is reasonably 
possible that unrecognized tax benefits will decrease by 
up to  approxirnately$60 million during the 12-month period 
ending December 31,2010, due t o  expected settlements. 
Any potential decrease will not have a material impact on 
our results of operations. 

We include interest expense related to unrecognized tax 
benefits in interest charges and we include penalties in 
other, ne t  on the Consolidated Statements of Income. 
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During 2009,2008 and 2007, the net interest expense related 
to  unrecognized tax benefits was$9 million, $4 million and 
$1 million, respectively, of which a respective $5 million, 
$1 million and $15 million expense component was deferred 
as a regulatory asset by PEF, which is amortized as a 
charge to interest expense over a three-year period or 
less Uuring 2008, PEF charged the unamortized balance 
of the regulatory asset to  interest expense. During 2009 
and 2007, there were no  penalties related to unrecognized 
tax benefits. Uuring 2008,lessthanSl million was recorded 
for penalties related t o  unrecognized tax benefits. At 
Oecember31,2009 and2008,we had accrued$36million and 
$27 million, respectively, for interest and penalties, which 
are included in interest accrued and other liabilities and 
deferred credits on the Consolidated Balance Sheets. 

15. eSONT'SNGEN3 VALUE QElbiGAT11ilBNS 
I n  connection with the  acquisition of Florida Progress 
during 2000, the Parent issued 98.6 million CVOs Each CVO 
represents the right of the holder to receive contingent 
payments based on the performance af  four coal-based 
solid synthetic fuels limited liability companies, three 
of which were wholly owned (Earthco), purchased by 
subsidiaries of Florida Progress in October 1999. All of 
our synthetic fuels businesses were abandoned and al l  
operations ceased as of December31,2007 (See Note3A). 
The payments are based on the net after-tax cash flows the 
facilities generate. We will make deposits into a CVO trust 
for estimated contingent payments due to CVO holders 
based on the results of operations and the utilization of tax 
credits. Monies held in the trust are generally not payable 
t o  the CVO holders until the completion of income tax 
audits. The CVOs are derivatives and are recorded at fair 
value. The unrealized loss/gain recognized due to changes 
in fair value is recorded in other, net on the Consolidated 
Statements of Income (See Note 20). At Uecernber 31,2009 
and 2008, the CVO liability included in other liabilities and 
deferred credits on our Consolidated Balance Sheets was 
$15 million and $34 million, respectively. 

fluring the year ended December 31,2008, a $6 million 
deposit was made into the CVO trust for the CVO holders' 
share of the disposition proceeds fromthe sale of one of the 
Earthca synthetic fuelsfacilities (See Note 3E). Disposition 
proceeds payments will not generally be made to  CVO 
holders until the termination o f  a l l  indemnity obligations 
under the purchase and sale agreement related to the 
disposition. Future payments will include principal and 
interest earned during the investment period net of expenses 
deducted. The interest earned on the payments held in trust 
for 2009 and 2008 was insignificant The asset is included 
in other assets and deferred debits on the Consolidated 
Balance Sheets at December 31,2009 and 2008. 
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16. BENEFIT PLANS 
A. F@stretircam-sent Benefits 

We have noncontributory defined benefit retirement 

COSTS OF BENEFIT PLANS 

Prior service costs and benefits are amortized on  a 
straight-line basis over the  average remaining service 
period of active Actuar,al gains and losses 

plans that provide pension benefits for substantialiy all 
full-time employees We have supplementa~ defined 

in excess of 10 percent of the greater of the projected 
benefit obligation or the market-related value of assets 

benefit pension plans that provide benefits to higher-level 
employees. In addition to pension benefits, we  provide 
contributory other postretirement benefits (OPEB), 
including certain health care and life insurance benefits, 
for retired employees who meet specified criteria. We 
use a measurement date of D ~ e m b e r 3 1  for our pension 
and OPEB plans 

are 
of 

To determine the market-related value of assets, we use 
a five-year averaging method for a portion of the pension 
assets and fair value forthe remaining portion we have 
historically used the five-year averaging method. When we 
acquired Florida Progress in 2000, w e  retained the Florida 
Progress historical use of fair value to  determine market- 
related value for Florida Progress pension assets ' 

Over the average remaining Sewice 

The table below provides the components of the net 
periodic benefit cost for 2009, 2008 and 2007. A portion 
of ne t  periadic benefit cost  is capitalized as part of 
construction work in progress. 

Pension Benefits Other Postrebrement Benefits 

(in millions) 2004 2008 2007 2009 2008 2037 

Service cost $42 $46 $46 @ $8 $7 

Interest cost 138 128 173 31 34 32 

Expected return on plan assets (133) (170) (155) (4) (61 (6) 

Amortization o i  actuarial IOSS'~'  54 8 15 1 1 2 

Other amortization, n e P  6 2 2 5 5 5 

Net periodic cost before deferraIlb1 $1 07 $14 $31 $40 $42 $40 

la) Adjusted to reflect PEFs ratetreabnent (See Note l6B) 
Ib) In June 2009, PEFreceived permission framthe FPSC to deferthe retail portion of certain pension expense in 2009.The FPSC order did notchangethe total 

net periodic pension cost, but defers a portion ofthese coststo be recovered in future periods During 2009, PEF deferred!Dlmillion of net periodic pension 
cost a s  a regulatory asset (See Note 7C). 

I The following table provides a summary of amounts 
recognized in other comprehensive income and other 
comprehensive income reclassification adjustments for 
amounts included in net income, for 2009,2008 and 2007. 
The table also includes comparable items that affected 
regulatory assets of PEC and PEF. 
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I 
Pension Benefts Other Postretirement Benefts 

fin millions) 2ow 2008 2007 2o(M 2008 2037 

Other comprehensive income (loss) 

Recognized fortfie year 

Net actuarial (loss) gain 

Other, net 

Reclassification adjusbnents 

Net actuarial loss 

Other, net 

Regulatoiy asset (increase) decrease 

Recognized for the year 

Net actuarial gain (loss) 

Other,net 

Amortized to income(a1 

Net actuarial loss 

Other. net _. 
b' These amounts were amortized as a component of net periodic cost, as reflected inthe previousnet periodic costtable. Refer tothattable for information 

regarding the deferral of a porfion of net periodic pension cost 

The following weighted-average actuarial assumptions 
were used in the calculation of our net periodic cost: 

I 
Pension Benefits Other Postretirement Benefrk 

(in miiliom) m 2 m  2037 2w9 2008 2007 

Discount rate 6.30% 6 20% 5 95% 62046 6 20% 595% ' 

Rate of increase in future Compensation 

Bargaining 4 25% 425% 4 25% - - 

Supplementary plans 525% 525% 525% - - - 
Expected long-term rate of return on plan assets 875% 9 00% 9 00% 6 aO% 8 10% 170% 

The expected long-term rates of return on plan assets were BE3EFIT GBLlGATlOES AND AGC3VED COSTS 

GAAP requires usto recognize in our statement offinancial determined by considering long-term projected returns 

condition the funded status af our pension and other based on the plans'target asset allocations. Specifically, 

return rates were for each asset 'IaSS postretirement benefit plans, measured as the difference and weighted based on the target asset allocations. The between the fair value of the plan assets and the benefit projected returns were  benchmarked against historical 
returns for reasonableness. We decreased our expected 

as of the end of the fiscal year. 

long-term rate of return on pension assets by0.25% in2009, 
primarily due to  the uncertainties resulting from the severe 
capital market deterioration in 2008. See the "Assets of 
Benefit Plans" section below for additional information 
regarding our investment policies and strategies. 

Recanciliations of the changes in benefit obligations 
and the funded status as of December 3,, 2009 and 2008, 
are presented in the table belop, followed by related 

information, 
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Pension Postrebremerrt 
Benefits Benefits 

hn milliond 2009 2008 m 2008 

Projected benefit obligation 
atJanuary1 $2234 $2,142 $608 $541 

Service cost 42 46 7 8 

Interest cost 138 128 31 34 

Settleme@ (91 - - - 
Beneftpayments (124) (127) (40) (35) 

Plan amendment 3 42 - - 

Actuarial loss (aainl 138 3 (53) 60 

Obligation at December31 2422 2.234 w 608 

December31 1,673 1,285 56 52 

Funded status $(7491 $(949) S(488) $45561 

Fair value of plan assets at 

All defined benefit pension plans had accumulated benefit 
obligations in excess of plan assets, with projected benefit 
obligations totaling $2.422 billion and $2.234 billion at 
December 31,2009 and 2008, respectively. Those plans had 
accumulated benefit obligations totaling $2.378 billion and 
$2.196 billion at December31,2009 and 2008, respectively, 
and plan assets of $1.673 billion and $1.285 billion at 
December 31,2009 and 2008, respectively. 

The accrued benefit costs reflected in the Consolidated 
Balance Sheets at December31 were as follows: 

Other 
Pension Postretirement 
Benefits Benefits 

(in millions) 2009 2008 2009 2M)8 

Current liabilities - S(9) $(IO) 1 $I11 

Noncurrent liabilities (740) (939) (488) (555) - 
Funded status $(7491 $4949) $(4881 $15561 

The following table provides a summary of amounts not 
yet recognized as a component of net periodic cost, as 
of December31. 

Progress Energy Annual Report 2009 

Other 
Pension Postretirement 
Benef& . Benefts 

lin millionsJ 2009 2008 m 2008 
Recognized in accumulated 

other comprehensive loss 

Net actuarial loss (gain) $m W $(51 $- 

Other, net 10 11 - - 
Recognized in regulatory 

assets, net 
Netactuarial loss 806 865 32 91 

Other. net 59 62 14 18 
Total not yet recognized 

as a component of net 
periodic co& $58 $1.025 $41 $115 

IalAll componentsare adjusted@ reflectPEFsratetreatment(See Note 16B). 

The following table presents the amounts w e  expect to  
recognize as components of net periodic cost in 2010. 

ather 

fin million$ Benefits Benefits 
Pension Postretirement I 

Amortization of actuarial loss(a) $50 $7 

Amortization of other, nepl 6 5 

l"Adjustedto reflect PEFs ratetreatment(See Note 16B). 

The following weighted-average actuarial assumptions 
were used in the calculation of our year-end obligations: 

Pension 
Benefts 

2009 2008 

Qther 
Postretirement 

Benefits 
2w9 2008 

Discount rate 
Rate of increase in m r e  

compensation 

Bargaining 

Supplementary plans 
Initial medical costtrend 

rate for pre-Medicare Act 
benefits 

Initial medical costtrend rate 
for post-Medicare Act 
benefits 

6.W% 630% 

453% 425% 

525% 525% 

6ffi% 620% 

Mimate medical costtrend 

Year ultimate medical cost 
rate - - 5m% 500% 

trend rate is achieved - 2016 _____ 201 6 - 

The rates of increase in future compensation include the 
effects of cost of living adjustments and promotions. 

Our primary defined benefit retirement plan fo r  
nonbargaining employees is a "cash balance" pension 
plan. Therefore, we use the traditional unit credit method 
for purposes of measuring the benefit obligation of this plan. 
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Under the traditional unit credit method, no assumptions 
are included about future changes in compensation, and Pension Postretirement 

the accumulated benefit obligation and projected benefit 
obligation are the same. 

Other 

Benefrts Beneb  
(m m//hons) 2w9 2008 2009 2008 
Fair value of dan assets at 

Januaiy 1 $lZS5 $1,996 $52 $75 
Actual return on plan assets 279 (627) 9 (16) 

The medical cost trend rates were assumed to decrease Benefiipayments, including 
gradually from the initial rates to the ultimate rates. The (133) (127) (40) (35) 
effects of a 1 percent change in the medical cost trend Empioyercontributions 242 43 34 28 

rate are shown below. Fair value of plan assefS at 
December 31 $I.m $1285 $55 $52 

_________~ 

(in millions] 
1 percent increase in  niedical cost Fend rate 

Effect on total of service and interest cost sr 
Effect on postretirement beneftobligation 26 

1 percent decrease in medical costtrend rate 

Effect on total of service and interest cost 

Effect on postretirement benefit obligation 
(1) 

I21 1 

ASSETS OF BENEFIT PLWS 

In the  plan asset reconciliation table tha t  follows, 
our employer contributions for 2009 and 2008 include 
contributions directly to  pension plan assets of 
$222 million and $33 million, respectively. Substantially 
all of the remaining employer contributions represent 
benefit payments made directly from our assets.The OPEB 
benefit payments presented in the plan asset reconciliation 
tables that  fo l low represent the cost after participant 
Contributions. Participant contributions represent 
approximately 20 percent of gross benefit payments. The 
OPEB benefit payments are also reduced by prescription 
drug-related federal subsidies received. In 2009 and 2008, 
the subsidies totaled $3 million. 

Reconciliations of the fair value of plan assets at  
December 31 follow: 

Our primary objectives when setting investment policies 
and strategies are to manage the assets of the pension 
plan to ensure that sufficient funds are available at all times 
to finance promised benefits and to  investthe funds such 
that contributions are minimized, within acceptable risk 
limits We periodically perform studies to  analyze various 
aspects of our pension plans including asset allocations, 
expected portfolio return, pension contributions and net 
funded status. One of our key investment objectives is to  
achieve a rolling 10-year annual return of 6 percent over 
the rate o f  inflation. The target pension asset allocations 
are 40 percent domestic equity, 20 percent international 
equity, 10 percent domestic fixed income, 15 percent 
global fixed income, 10 percent private equity and timber 
and 5 percent hedge funds. Tactical shifts (plus or minus 
5 percent) in asset allocation from the target allocations 
are made based on the near-term view of the risk and 
return tradeoffs of the asset classes. Domestic equity 
includes investments across large, medium and small 
capitalized domestic stocks, using investment managers 
with value, growth and core-based investment strategies. 
International equity includes investments in foreign stocks 
in both developed and emerging market countries, using 
a mix of value and growth based investment strategies. 
Domestic fixed income primarily includes domestic 
investment grade fixed income investments. Global fixed 
income includes domestic and foreign fixed income 
investments. A substantial portion of OPEB plan assets 
are managed with pension assets. The remaining OPEB 
plan assets, representing all PEF‘s OPEB plan assets, are 
invested in domestic governmental securities. 

The following ta ble sets forth by level within the fair value 
hierarchy of our pension and other postretirement plan 
assets as of December 31,2009. See Note 13 for detailed 
information regarding the fair value hierarchy. 
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I 
I 

Pension Benefit Plan Assets Pnvate 

(in millions) Levo11 Level2 Level3 Total 

Assets 

Cash and cash equivalents $1 $96 $- $97 

Domestic equm/ securities 263 1 - 264 
Private equity securities - - 122 122 

U.S. state and municipal debt - 4 - 4  

US. and foreign government 
. debt 25 95 120 

Mortgage backed securities - 2 2  - 2 2  

Hedge funds - 47 2 49 
Timber investments - - 14 14 

Credit defaultswaps - 20 - 20 

investments - 36 - 3 6  
Total assets $289 $1,276 $138 $1,703 

Corporate bonds - 67 - 67 

Commingled funds - 888 - 888 

Intwestrate swapsand other 

Liabilities 

Foreign currency contracts (5) - - (5) 

Credit default swaps - (20) - (20) 

investments - (5) - (5) 
Interest rate swaps and other 

i 1 ' .  Total liabiliies (5) (25) - (30) 

Fairvalue of plan assets $284 $1,251 $138 $1,673 
- 

/in millionsl 

Other Postretirement Eenefe 
Plan Assets 

Level1 Level2 Level3 Total 

Assets 

Cash and cash equivalents $- $1 $- $1 

Domestic equity securities 4 - - 4  

Corporate bonds - 1 - 1  

U.S state and municipal debt - 32 - 32 

debt - 2 - 2  

Commingled funds - 13 - 13 

Hedge funds 1 1 

investments -' 1 - 1  

<air value of olan assets $4 $51 $- $55 

U.S and foreign government 

- - 

Interest r a b  swaps and other 

The following table sets forth a reconciliation of changes 
in the fair value of our pension plan assets classified as 
Level 3 in  the  fair value hierarchy for the year ended 
December 31,2009. 

Equity Hedge limber 
fin millions) Securities Funds Investments Total 

$18 $131 Balance at January 1 $111 $2 
Net realized and 

Purchases, sales and 
distributions, net 21 - 21 

Balance at December31 $122 $2 $14 $138 

la' Substantially all amounts relate to investments held at December31,2009 

The determination of the fair values of pension and 
postretirement plan assets incorporates various factors 
required under GAAP. The assets of the plan include 
exchange traded securities (classified within Level 1) and 
other marketable debt and equity securities, most of which 
are valued using Level 1 inputs for similar instruments, and 
are classified within Level 2 investments. 

unrealized (losses)(a' (10) - (4) (14) 

- 

Most over-the-counter investments are valued using 
observable inputs for similar instruments or prices from 
similar transactions and are classified as Level 2. flver- 
the-counter investments where significant unobservable 
inputs are used, such as financial pricing models, are 
classified as Level 3 investments. 

Investments in private equity arevalued using observable 
inputs, when available, and also include comparable market 
transactions, income and cost basis valuation techniques. 
The market approach includes using comparable market 
transactions or values. The income approach generally 
consists of the net presentvalue of estimated future cash 
flows, adjusted as appropriate for liquidity, credit, market 
and/or other risk factors. Private equity investments are 
classified as Level 3 investments. 

Investments in commingled funds are not publicly traded, 
but the underlying assets held in these funds are traded 
in active markets and the pricesforthe assets are readily 
observable. Holdings in commingled funds are classified 
as Level 2 investments. 

Investments in timber are valued primarily on valuations 
prepared by independent property appraisers. These 
appraisals are based on cash flow analysis, current 
market capitalization rates, recent comparable sales 
transactions, actual sales negotiations and bona fide 
purchase offers Inputs include the species, age, volume 
and condition of timber stands growing on the land; 
the location, productivity, capacity and accessibility of 
the timber tracts; current and expected log prices; and 
current local prices for comparable investments. l imber 
investments are classified as Level 3 investments. 
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Hedge funds are based primarily on the net asset values 
and other financial information provided by management 
of the private investment funds. Hedge funds are classified 
as Level 2 if the plan is able to redeem the investment with 
the investee a t  net asset value as ofthe measurement date, 
or at  a later date within a reasonable period oftime. Hedge 
funds are classified as Level 3 if the investment cannot be 
redeemed at net asset value or it cannot be determined 
when the fund will be redeemed. 

CQ f4TR II E \!TI 0611 AH D BEH EF31 PAYiVIIJBEI4S EXPECTMl OPE 

In 2010, w e  expect t o  make $120 million of contributions 
directlyto pension plan assets and$l million ofdiscretionary 
contributions directly to the OPEB plan assets. The 
expected benefit payments for the pension benefit plan 
for 2010 through 2014 and in total for 2015 through 2019, 
in millions, are approximately $158, $161, $167, $170, $178 
and $961, respectively. The expected benefit payments 
for the  OPEB plan for 2010 through 2014 and in total for 
2015 through 2019, in millions, are approximately $37, $40, 
$42, $45, $46 and $251, respectively. The expected benefit 
payments include benefit payments directly from plan 
assets and benefit payments directly from our assets. The 
benefit payment amounts reflect our net cost after any 
participant contributions and do not reflect reductions for 
expected prescription drug-related federal subsidies. The 
expected federal subsidies for 2010 through 2014 and in 
total for 2015 through 2019, in millions, are approximately 
$4, $4, $5, $5, $6 and $40, respectively. 

B. Florida. Progress Acqulsi;ima 
During 2000, w e  completed our acquisition of Florida 
Progress. Florida Progress' pension and OPEB liabilities, 
assets and net periodic costs are reflected in the above 
information as appropriate. Certain of Florida Progress' 
nonbargaining unit benefit plans were merged with our 
benefit plans effective January 1,2002. 

. .. 

PEF continuesto recover qualified plan pension costs and 
OPEB costs in rates as i f the acquisition had nat occurred. 
The information presented in Note 16A is  adjusted as 
appropriate to reflect PEFS rate treatment 

%a. RESK ~~~,~~~~~~~~~~~ &@Tl"rilPIES AkdD 
~~~~~~~~~~~ TRWMSWGTIOF4S 
We are exposed to  various risks related to changes in 
market conditions We have a risk management committee 
tha t  includes senior executives from various business 
groups. The risk management committee is responsible 
for administering riskmanagement policies and monitoring 

~ 

compliance with those policies by all subsidiaries. Under 
our risk policy, w e  may use a variety of instruments, 
including swaps, options and forward contracts, to  
manage exposure to  fluctuations in commodity prices 
and interest rates. Such instruments contain credit risk 
if the counterparty fails to  perform under the contract. 
We minimize such risk by performing credit and financial 
reviews using a combination of financial analysis and 
publicly available credit ratings of such counterparties. 
Potential nonperformance by counterparties i s  not 
expected to have a material effect on our financial position 
or results of operations. 

Mostofour physical commoditycontractsare notderivatives 
or qualify as normal purchases or sales. Therefore, such 
contracts are not recorded at fair value. 

C B S i: OM TI PJ U E13 0 FER AT! CO N S 

As discussed in Note 3C, in 2007 our subsidiary PVI 
sold or assigned substantially all of its CCO physical 
and commercial assets and liabilities representing 
substantially al l  of our nonregulated energy marketing and 
trading operations. Forthe year ended December 31,2007, 
$88 million of after-tax gains from derivative instruments 
related to our nonregulated energy marketing and trading 
operations was included in discontinued operations on the 
Consolidated Statements of Income. 

In 2007, we  entered into derivative contracts t o  hedge 
economically a portion of our synthetic fuels cash f low 
exposure to the risk of rising oil prices. The contracts were 
marked-to-market with changes in fair value recorded 
through earnings. These contracts ended on December 31, 
2007, and were settled for cash in January 2008, with no 
material impact to 2008 earnings. Approximately34 percent 
of the notional quantity of these contracts was entered 
into by Ceredo Synfuel ILC (Ceredo) As discussed in Note 
3E, we  disposed o f  our 100 percent ownership interest in 
Ceredo in March  2007. Progress Energy is  the primary 
beneficiary of, and continues to consolidate, Ceredo in 
accordance with GAAP for variable interest entities, but 
we have recorded a 100 percent noncontrolling interest. 
Consequently, subsequentto the disposal there is no net 
earnings impact for  the portion of the  contracts entered 
into by Ceredo. Because we  have abandoned our majority- 
owned facilities and our other synthetic fuels operations 
ceased as of December31,2007,gains and losses on these 
contracts were included in discontinued operations, net 
of tax on the Consolidated Statement of Income in 2007. 
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During the year ended December 31,2007, we  recorded 
net pre-tax gains of $168 million related to these contracts. 
Of this amount, $57 million was attributable to Ceredo, 
$42 million of which was attributed to noncontrolling 
interest for  the portion of the gain subsequent t o  the 
disposal of Ceredo. 

ECO>JOM8@ DIERlVATlPIES 

Derivative products, primarily natural gas and oil contracts, 
may be entered into from time to time for economic hedging 
purposes. While management believes the economic 
hedges mitigate exposures to fluctuations in commodity 
prices, these instruments are not designated as hedges 
for accounting purposes and are monitored consistent 
with trading positions. 

... . _ .  . 

The Utilities have derivative instruments through 2015 
related t o  their  exposure to price'fluctuations on fuel 
oil and natural gas purchases. The majority of our 
f inancial  hedge agreements will settle in 2010 and 
201 1 Substantially all of these instruments receive 
regulatary accounting treatment. Related unrealized 
gains and losses are recorded in regulatory liabilities 
and regulatory assets, respectively, on the Consolidated 
Balance Sheets until the contracts are settled (See Note 
7A). After settlement of the derivatives and the fuel is 
consumed, any realized gains or losses are passed through 
the fuel cost-recovew clause. 

at  December 31, 2009, compared to  $335 million at  
December 31, 2008. A t  December 31, 2009, PEF had 
182.4 million M M B t u  notional ,of natural gas and 
56.3 million gallons notional of oil related to outstanding 
commodity derivative swaps that were entered into t o  
hedge forecasted oil and natural gas purchases. 

GASH FLOW HEDGES 

The Utilities designate a portion of commodity derivative 
instruments as cash f low hedges. From time to time we  
hedge exposure to market risk associated with fluctuations 
in the price of power for  our forecasted sales. Realized 
gains and losses are recorded net in operating revenues. 
We also hedge exposure to  market risk associated with 
fluctuations in the price of fuel for  fleet vehicles. A t  
December 31, 2009, w e  had 0.4 million gallons nntional 
of gasoline and 0 5 million gallons notional of heating oil 
related to outstanding commodity derivative swaps at PEC 
and at  PEF that were entered into t o  hedge forecasted 
gasoline and diesel purchases. Realized gains and losses 
are recorded net as part  of fleet vehicle. fuel costs. A t  
December 31, 2009 and 2008, we did not have material 
outstanding positions in such contracts. The ineffective 
portion of commodity cash flow hedges was not material 
to  our results of operations for 2009,2008 and 2007. 

At December 31,2009 and 2008, the amount recorded in 
our accumulated other comprehensive income related to 
commodity cash flow hedges was not material. 

Certain hedge agreements may result in the receipt of, or 
posting of, derivative collateral with our counterparties, 
depending on the daily derivative position. Fluctuations 
in commodity prices that lead to  our return of collateral 
received and/or our posting of collateral with our 
counterparties negatively impact our liquidity. We manage 
open positions with strict policies that limit our exposure 
to market risk and require daily reporting to management 
of potential financial exposures. 

Certain counterparties have held cash collateral f rom 
PEC in support of these instruments. PEC had a $7 million 
and an  $18 million cash collateral asset included in 
derivative collateral posted on the Consolidated Balance 
Sheets at  December 31, 2009 and 2008, respectively. 
A t  December 31, 2009, PEC had 50.3 million M M B t u  
notional of natural gas related to outstanding commodity 
derivative swaps thatwere entered into to hedge forecasted 
natural gas purchases. Changes in natural gas prices 

December 31,2008, have impacted PEF's cash collateral 
asset included in derivative collateral posted on the 
Consolidated Balance Sheets, wh ich  was $139 million 

W&H WWl W W X S  

will reach their mandaton/ termination dates three 
years. A t  December31, 2009, including amounts related to 

and s & t h e n t s  of fhancial  hedge agreements since At  December 31, 2009, all open forward starting swaps 

B. BwaeFEst Rate Derivatives - Fair Value OB 
Cash F?oiw Hedges 
We use cash flow hedging strategies to reduce exposure 
to  changes in cash f low due to fluctuating interest rates. 
We use fair value hedging strategies to reduce exposure 
to  changes in fair value due to interest rate changes. Our 
cash flow hedging strategies are primarily accomplished 
through the use of forward starting swaps, and our fair 
value hedging strategies are primarily accomplished 
through the use of fixed-to-floating swaps. The notional 
amounts of interest rate derivatives are not exchanged 
and do not represent exposure to credit loss In the event 
of default by the counterparty, the exposure in these 
transactions is the cost of replacing the agreements at  
current market rates. 
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terminated hedges, we  had $35 million of after-tax losses 
recorded in accumulated other comprehensive income 
related to interest cash flow hedges. It is expected that 
in the next 12 months losses of $7 million, net of tax, wil l 
be reclassified to  interest expense. The actual amount 
that will be reclassified to  earnings may vary from the 
expected amount as a result of the timing of debt issuances 
and changes in market value af currently open forward 
starting swaps. 

A t  December 31, 2008, including amounts related to 
terminated hedges, we  had $56 million of after-tax losses 
recorded in accumulated other comprehensive income 
related to forward starting swaps. 

A t  December 31, 2007, including amounts related t o  
terminated hedges, we had $24 million of after-tax losses 
recorded in accumulated other comprehensive income 
related to  forward starting swaps. 

A t  December 31,2009, we  had $325 million notional of 
open forward starting swaps. At December 31,2008, w e  
had $450 million notional of open forward starting swaps. 
During January 2010, w e  entered into$175 million notional 
of forward starting swaps to mitigate exposure to  interest 
rate risk in anticipation of future debt issuances. 

FAIR VALUE HED6E5 

For interest rate fair value hedges, the change in the fair 
value of the hedging derivative is recorded in net interest 
charges and is offset bythe change in the fairvalue ofthe 
hedged item. At December 31,2009 and 2008, we did not 
have any outstanding positions in such contracts. 

6.  Contingent Features 
Certain of our derivative instruments contain provisions 
defining fair value thresholds requiring the  posting of 
collateral for hedges in  a liability position greater than 
such threshold amounts. The thresholds are tiered and 
based on the individual company's creditrating with each 
of the major credit rating agencies. Higher credit ratings 
have a higherthreshold requiring a lower amount of the 
outstanding liability position to  be covered by posted 
collateral. Conversely, lower credit ratings require a 
higher amount of the outstanding liability position t o  be 
covered by posted collateral. If our credit ratings were to 
be downgraded, we may have to post additional collateral 
on certain hedges in liability positions. 

In addition, certain of our derivative instruments contain 
provisions that require our debt to maintain an investment 
grade credit rating from each of the major credit rating 

agencies. If our debtwere to fall below investment grade, 
w e  would be in violation of these provisions, and the  
counterparties to the derivative instruments could request 
immediate payment or demand immediate and ongoing 
full overnight collateralization on derivative instruments 
in net liability positions. 

The aggregate fair value of a l l  derivative instruments 
with credit rislcrelated contingent features that were in 
a liability position at December 31,2009, was $405 million, 
for wh ich  w e  had posted collateral of $146 million in 
the normal course of business. If the credit risk-related 
contingent features underlying these agreements had 
been triggered at December 31,2009, we  would have been 
required to post an additional$Z60 million of collateral with 
our counterparties. 

D. Derivative Irnslrumaaen4 and ~~~~~~~ ACtiViD] 
1 nfsnsmati a n 
The following table presents the fair value of derivative 
instruments at December 31,2009 and 2008: 
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, 5, 
lnstrument/Balance sheet locabon December31.2009 December31,2008 

fin millions) Asset Liability Asset babilrty 

Derivatives designated as hedging instnrments 
Commodity cash flow derivatives 

Derivative liabilities, current 

Interest rate derivatives 

Prepayments and other current assets $5 $- 

Other assets and deferred debits 14 
- Derivative liabilities, current (65) 

Total derivatives designated as hedging instruments 19 (67) - - 

Derivatives not designated 2s hedging instruments 
Commodity derivativesia1 

Prepayments and other current assets 11 9 

Other assets and deferred debits 

Derivative liabilities, current 

Derivative liabilities, long-term 

CVOsib) 

9 

I W  
1 

(425) 

Other liabilities and deferred cred& (15) (34) 
Fairvalue of derivatives not designated as hedging instruments 20 (440) 10 (722) 

Fair value losslransition adjustmedl 
Derivative liabilies, current 

(6) 
I Total derivatives not designated as hedging instruments 20 (445) 10 (729) 

$39 $(445) $10 S(796) 

-- Derivative liabilities, long-term (4). . .  

. .  
Total derivatives 

14 Substantially all of these contracts receive regulatorybeabnent 
("The Parentissued 98.6 million CVOs in connection with the acquisition of Florida Progress during 2000 (See Note 15). 
(4 In 2003, PEC recorded a $38 million pre-tax ($23 million after-tax) fair value loss transition adjustment pursuantto the adoption of new accounting guidance 

for derivatives. The related l iabil i i  is being amortized to earnings overthe term ofthe related contract (See Note 20). 

The following tables present the ef fect  of derivative 
instruments on the Consolidated Sratements of 
Comprehensive Income and the Consolidated Statements 
of ln,comefnrthe years ended December31,2009 and 2008: 

Derivatives Designated as Hedging Instruments 
Instrument Location of Amount of Gain or 

Amount of Gain or Gain or (Loss) (Loss), Net of Tax Locacon of Amount of Pre-tax 
(Loss) Recoynized in Reclassified Reclassified from Gain or(Loss) Gain or (Loss) 

OCI, Net of Tax from Accumu- Accumulated DCI Recognized Recognized in Income 
on Oerivativesial lated OCI into into IflCOmelal in Income on on Derivativeslbl 

(in millions) 2w9 2008 lncomeiUl m 2008 Derivativesib1 2@jg 2W8 
Commodity cash flow derivatives $t $(2) %- $- $- $- 

Interest rate derivatives") 15 (39 Interestcharges (6) (3) Interestcharges (3) 1 

(a )  Effective portion. 
(b' Related to ineffective portion and amount excluded from effectivenesstesting: 
iCIAmounts in accumulated other comprehensive income related to terminated hedges are reclassified to earnings as the interest expense is recorded. 

The effective portion of the hedgeswill be amortized to interest expense overthe term ofthe related debt 
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Derivabves Not Designated as Hedging Instruments 

Instrument Realized Gain or ILoss)(8' Unreallzed Gain or lLossfb' 

(in millions) 2009 2W8 2oW 2008 

Commodity denvabves $1659) $174 $(a71 $1653) 

la] After settlement of the denvativesand the fuel is consumed,gains or losses are passedthroughthe fuel cost-recovery clause and are reflected in fuel used 

IbJ Amounts are recorded in regulatory liabrlibes and assets, respecbvely, on the Consolrdated Balance Sheets until derivahves are settled 
in electric generation on the Consolidated Statements of Income 

Amountof Gain orlloss) Recognized 
in Income on Derivatives instrument Location of 

Gain orlloss) Recognized in 
(in rni//ionsl Income on Derivatives 2009 2008 

Commodity derivatives Other, net $1 $13) 

Fair value losstransitjon adjusbnent M e r ,  net 2 3 

cvas Other, net 19 - 

Total $22 $- 

18. RELGTED P&RW TRANSWGTlGFJi98 
As a part  of normal business, w e  enter into various 
agreements providing financial or performance assurances 
to third parties.These agreements are entered into primarily 
t o  support or enhance the creditworthiness otherwise 
attributed to a subsidiary on a stand-alone basis, thereby 
facilitating the extension of sufficient creditto accomplish 
the subsidiaries' intended commercial purposes. Our 
guarantees may include performance obligations under 
power  supply agreements, transmission agreements, 
gas agreements, fuel procurement agreements, trading 
operations and cash management. Our guarantees also 
include standby letters of credit and surety bonds. A t  
December 31,2009, the Parent had issued $391 million 
of guarantees for future financial or performance 
assurance on behalf of its subsidiaries. This includes 
$300 million of guarantees of certain payments of 
t w o  wholly owned indirect subsidiaries (See Note 23). 
Subsequent to  December 31,2009, the Parent issued a 
$76 million guarantee fo r  performance assurance of a 
whol ly owned indirect subsidiary. We do not believe 
conditions are liltely for significant performance under 
the guarantees of performance issued by or on behalf of 
affiliates. To the extent liabilities are incurred as a result 
of the activities covered by the guarantees, such liabilities 
are included in the Consolidated Balance Sheets. 

Our subsidiaries provide and receive services, at cost, to 
and from the Parent and its subsidiaries, in accordance 
with agreements approved bythe SEC pursuantto Section 
13(b) of the Public Utility Holding Company Ac t  of 1935. 

The repeal of the Public Utility Holding Company Act of 
1935 effective February 8,2006, and subsequent regulation 
by the FERC did not change our current intercompany 
services. Services include purchasing, human resources, 
accounting, legal, transmission and delivery support, 
engineering materials, contract support, loaned employees 
payroll costs, construction management and other 
centralized administrative, management and support 
services. The costs of the services are billed on a direct- 
charge basis, whenever possible, and on allocation factors 
for general coststhat cannot be directly attributed. Billings 
from affiliates are capitalized or expensed depending on 
the nature of the services rendered 

19. FBMANCBAB ~ ~ ~ ~ ~ ~ ~ ~ A ~ O ~ ~ ~  BY BUSlFESS 
SEGMENT 
Our reportable segments are PEC and PEF, both of which 
are primarily engaged in the generation, transmission, 
distribution and sale o f  electricity in portions of North 
Carolina and South Carolina and in portions of Florida, 
respectively.These electric operations also distribute and 
sell electricity to  other utilities, primarily on the east coast 
of the United States. 

In addition t o  the  reportable operating segments, 
the Corporate and Other segment includesthe operations 
of the  Parent and PESC and other miscellaneous 
nonregulated businesses that do not separately meet 
the quantitative thresholds for  disclosure as separate 
reportable business segments. 

1 aG 
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Products and services are sold between the various 
reportable segments. All intersegment transactions are 
at cost. 

lnthe following tables, capital and investment expenditures 
include property additions, acquisitions of nuclear fuel and 
other capital investments. Operational results and assets 
to be divested are not included in the table presented 
below. 

Corporate 
(in millions) PEG PEF and Other Eliminations Total 
Atandfortheyearended Oecember31,2WS 
Revenues 

UnaRliated 
Intersegment - 2 234 (2761 - 
Total revenues 4,627 5251 243 (236) 9885 

Depreciation, amortization and accretion 470 502 14 - 986 
Interest income 5 4 38 (33) 14 
Total interestcharges, net 195 m 286 (31 m 
Income tax expense (benefii)’a’ 294 m (87) - 41 6 

Ongoing Earnings (loss) 540 460 (1W - 846 

Total assets 1392 13,lW a m  (153W rips 

Capital and investment expenditures 962 1% 21 (12) 2 m  

Atand fortfie year ended December31,2008 
Revenues 

Unaffiliated $4,429 $4,730 $3 $- $9,167 
Intersegment - 1 361 (3621 - 

Depreciation, amortization and accretion 518 306 15 - 839 

Total interest charges, net 207 7.08 259 (35) 639 
income tax expense (benefit) 298 181 (84) - 395 
Ongoing Earnings (loss) 531 383 (138) - 776 

Total revenues 4,429 4,731 369 (362) 9,l 67 

Interest income 12 9 38 135) 24 

Total assets 13,165 12,471 17,483 (13246) 29,873 
Capital and investment expenditures 939 1,601 33 (13) 2,560 

Atand fortheyearended December31,2007 
Revenues 

Unaffiliated S4,385 $4,748 $20 9r $9,153 
Intersegment - 1 393 (394) - 

Depreciation, amoldzation and accretion 519 366 20 I 905 
Interest income 21 9 55 (511 34 
Total iiterest charges, net 210 173 258 (53) 588 
income tax expense (benefit) 295 144 llosl - 334 
Ongoing Earnings (loss) 498 315 (1181 - 695 

Total revenues 4,385 4,749 413 (3941 9,153 

Total assets 17,955 10,063 1 6 3 6  (12088) 26286 
Capital and investment expendmres 941 1,262 3 (2) 2204 
[a) Income tax expense (benefit) for 2029 excludestax impactof$l7 million benefit at PEC and3 million benefrt at Corporate and Other for Ongoing Earnings 

adjustments 
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- .  
Manaqement uses the non-GAAP financial measure regulations currently applicable t o  our business and _ r  

"Ongoing Earnings" as a performance measure to 
evaluate the results of our segments and operations. A 
reconciliation of consolidated Ongoing Earnings to  net 
income attributable to  controlling interests for the years 
ended 2009,2008 and 2007, respectively, is as follows: 

operations and believe w e  have all necessary permits 
to  conduct such operations. Environmental laws and 
regulations frequently change and the ultimate costs of 
compliance cannot always be precisely estimated. 

A. Haazas.doas and Solid Wasae 
/ii millions) 2W3 2W8 2007 

Ongoing Earnings $46 $776 $695 
CVO mark-in-market 19 - (2) 

Impairment, net of tax benefit of$l (2) - - 
Plant retirement charge, net oftax. 

beneffi of 9 1  (4 - 
Cumulative prior period adjusbnent 

related to certain employee life 
insurance benefhs, netoftax benefit 

- 

of@ (See Note 24) (10) - - 

operating toss caf l foward - (3) - 

con@olling interests, net of tax 4 5 9 

Valuation allowance and related net 

Corrtinuing income attributable to non- 

Income from continuing operations 840 778 702 
Discontinued operations, net oftax (73) 58 (206) 
Netincome attributablein noncontrol- 

ling interests, net oftax 14) (6) 8 
Net income amibutableto 

. . .  . .  controlling interests $m $830 $504 

3Q* - OTHER & j l y j M E  AjyB;a EXPENSE 
Other income and expense includes interest income; AFUDC 
equity, which represents the estimated equity costs of 
capital funds necessa,ryto finance the construction of new 
regulated assets; and other, ne t  The components of other, 
net as shown on the accompanying Consolidated Statements 
of Income are presented below. Nonregulated energy and 
delivery services include power protection services and 
mass market programs such as surge protection, appliance 
services and area light sales, and delivery, transmission 
and substation work for other utilities. 

fin milljons) 2009 2008 2W7 
Nonregulated energy and delivery 

Fairvalue loss transition adjushnent 
services income; net $17 $17 $12 

amortization (Note 170) 2 3 4 
CVO unrealized gain (loss), net(Nok15) 19 - (2) 
Donations (20) (25) (22) 
Other. net (12) 112) 1 

Other, net SS $(I71 %7) 

, We are subject to  regulation by various federal, state and 
local authorities in the areas of air quality, water quality, 
control of toxic substances and hazardous and solid 
wastes, and other environmental matters. We believe that 
we are in substantial compliance with those environmental 
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The provisions of the Comprehensive Environmental 
Response, Compensation and Liability A c t  of 1980, 
as amended (CERCLA), authorize the United States 
Environmental Protection Agency (EPA) to  require the 
cleanup of hazardous waste sites This statute imposes 
retroactive joint and several liabilities Some states, 
including North Carolina, Soi~th Carolina and Florida, have 
similar types of statutes. We are periodically notified by 
regulators, including the EPA and various state agencies, 
df our involvement or potential involvement in sites that 
may require investigation and/or remediation. There are 
presently several sites with respect to which we  have 
been notified of our potential liability by the EPA, the 
state of North Carolina, the state of Florida, or potentially 
responsible party (PRP) groups as described below in 
greater detail. Various organic materials associated with 
the production of manufactured gas, generally referred 
to as coal tar, are regulated under federal and state laws. 
PEC and PEF are each PRPs atseveral manufactured gas 
plant (MGP) sites. We are also currently in the process of 
assessing potential costs and exposures at  other sites. 
These costs are eligible for regulatory recovery through 
either base rates or cost-recovery clauses. Both PEC 
and PEF evaluate potential claims against other PRPs 
and insurance carriers and plan to submit claims for cost 
recoverywhere appropriate.The outcome of potential and 
pending claims cannot be predicted. A discussion of sites 
by legal entity follows. 

We record accruals for probable and estimable costs 
related to environmental sites on an undiscounted basis. 
We measure our liabilityforthese sites based on available 
evidence including our experience in investigating 
and remediating environmentally impaired sites: The 
process often involves assessing and developing cost- 
sharing arrangements with other PRPs. For all sites, as 
assessments are developed and analyzed,we will accrue 
costs for the sites ta the extent our liability is probable 
and the costs can be reasonably estimated. Because the 
extent of environmental impact, allacation among PRPs 
for all sites, remediation alternatives (which could involve 

. either minimal or significant efforts), and concurrence of 
the regulatory authorities have not yet reached the stage 
where a reasonable estimate ofthe remediation costs can 
be made, we  cannot determine the total casts that may be 
incurred in connection with the remediation of al l  sites at 
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this time. It is probable that current estimates will change 
and additional losses, which could be material, may be 
incurred in the future. 

The following table contains information about accruals 
for environmental remediation expenses described below. 
Accruals for probable and estimable costs related to  various 
environmental sites, which were included in other current 
liabilities and other liabilities and deferred credits on the 
Consolidated Balance Sheets, at December 31 were: 

fin rn///ms) 2009 zoo8 

PEC 
MGP and other sites'ai $13 $16 

PEF 
Remediation of distribution and substation transformers 20 2.7. 

MGP and other sites 9 15 

Total PEF environmental remediation accruals'" 29 31 

Total Progress Energy environmental remediation accruals $42 $53 

;;;Expected to be paid out over one to five years 
Expectedto be paid outover oneto 15years 

Including PEC's Ward Transformer site located in Raleigh, 
N.C. (Ward), PEF's distribution and substation transformers 
sites, and the Utilities' MGP sites discussed below, for the 
year ended December31,2009,we accrued approximately 
$16 million and spent approximately $27 million. For the 
year ended December31,2008,we accrued approximately 
$25 million and spent approximately $36 million. For the 
year ended December 31,2007, w e  accrued approximately 
$8 million and spent approximately $27 million. 

In addition to these sites, we incurred indemnity obligations 
related t o  certain pre-closing liabilities of divested 
subsidiaries, including certain environmental matters (See 
discussion under Guarantees in Note 22C) 

PEG has recorded a minimum estimated total remediation 
cost fo r  all of its remaining MGP sites based upon its 
historical experience with remediation of several of its 
MGP sites. The accruals for PEF's MGP and other sites 
relate t o  t w o  former MGP sites and other sites associated 
with PEF that have required, or are anticipated to require, 
investigation and/or remediation. The maximum amount 
of the range for all the sites cannot be determined at this 
time. Actual experience may differ from currentestimates, 
and it is probable that estimates will continue to change 
in the future 

In 2004, the EPA advised PEC that it had been identified as 
a PRP atthe Ward site.The EPA offered PEC and a number 
of other PRPs the opportunity t o  negotiate the removal 

Progress Energy Annual Report 2009 

action forthe Ward site and reimbursementto the EPAfor 
the EPA's past expenditures in addressing conditions at 
the Ward site. Subsequently, PEC and other PRPs signed 
a settlement agreement, which requires the participating 
PRPsto remediatethe Ward site.AtDecember 31,2009 and 
2008, PEC's recorded liabilityfor the site was approximately 
$4 million and $7 million, respectively. Actual experience 
may differ f rom current estimates, and it is  probable 
that estimates wil l continue to  change in the future. On 
September 12,2008, PEC filed an initial civil action against 
a number of PRPs seeking contribution for and recovery 
of costs incurred in remediating the Ward site, as well as 
a declaratory judgment that defendants are jointly and 
severallyliablefor response costs atthe site. On March 13, 
2009, a subsequent action was filed against additional PRPs, 
and on April 30,2009, suit was filed against the remaining 
approximately 160 PRPs. PEC has settled with a number 
of the PRPs and is in active settlement negotiatians with 
others. With respect to  the defendants that do not settle, 
the federal district court in which this matter is pending 
requires that alternative dispute resolution be  pursued 
early in civil litigation but it is unclear what process the 
court will require. The outcome of these matters cannot 
be predicted 

On September 30,2008, the EPA issued a Record of Decision 
for the operable unit for  stream segments downstream 
from the Ward site (Ward OU1) and advised 61 parties, 
including PEC, of their idenbfication as PRPs for Ward 
QUI and for the operable unit for further investigation at 
the Ward facility and certain adjacent areas (Ward O W ) .  
The EPA's estimate for the selected remedy for Ward OU 1 
is approximately $6 million. The EPA offered PEC and the 
other PRPs the opportunity to  negotiate implementation 
of a response action for Ward D U I  and a remedial 
investigation and feasibility study for Ward OU2, as well 
as reimbursement to the EPA of approximately $1 million 
for the EPA's past expenditures in addressing conditions 
a t  the site. On January 19, 2009, PEC and several of the 
other participating PRPs atthe Ward site submitted a letter 
containing a good faith response to the EPA's special notice 
letter. Another group of PRPs separately submitted a good 
faith response, which the EPA advised would be  used to 
negotiate implementation of the required actions. The other 
PRPs' good faith response was subsequently withdrawn. 
Discussions among representatives of certain PRPs, 
including PEC, and the EPA are ongoing. Although a loss 
is considered probable, an agreement among the PRPs for 
these matters has not been reached; consequently, it is not 
possible atthis time to reasonably estimate the total amount 
of PECS obligation, if any,for Ward OU1 and Ward OU2. 
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PEF has received approval from the FPSC for recovery 
through the ECRC of the ma jo r i i  of costs associated with 
the remediation of distribution and substation transformers. 
Under agreements with the Florida Department of 
Environmental Protection (FDEP), PEF has reviewed all 
distribution transformer sites and all substation sites for 
mineral oil-impacted soil caused by equipment integrity 
issues. Should further distribution transformer sites be 
identified outside of this population, the distribution O&M 
costs will not be recoverable through the ECRC. For the 
year ended December31,2009, PEF accrued approximately 
$13 million due to the identification of additionaltransformer 
sites and an increase in estimated remediation costs, and 
spent approximately $15 million related to the remediation 
of transformers. Forthe year ended December 31,2008, PEF 
accrued approximately$l7 million, due tothe identification 
of additional transformer sites and an increase in estimated 
remediation costs, and spent approximately $26 million 
related to  the remediation of transformers. For the year 
ended December 31, 2007, PEF accrued approximately 
$10 million due t o  an increase in estimated remediation 
costs and spent approximately $22 million related to  the 
remediatian of transformers. A t  December 31, 2009 and 
2008, PEF has recorded a regulatory assetforthe probable 
recovery of these costs through the ECRC (See Note 7A). 

- . :  ! I  

: 4  

I '  
5. Air and Water Quality 
At  December31,2009 and 2008,we were subjecttovarious 
current federal, state and local environmental compliance 
laws and regulations governing air and water quality, 
resulting in capital expenditures and increased O&M 
expenses.These compliance laws and regulations included 
the Clean Air Interstate Rule (CAIR), the Clean Air Visibility 
Rule (CAVR), the Clean Smokestacks Act, enacted in June 
2002 and mercury regulation. PEC's and PEFS environmental 
compliance capital expenditures related to these regulations 
began in 2002 and 2005, respectively. At December 31,2009, 
cumulative environmental compliance capital expenditures 
to  date with regard to these environmental laws and 
regulations were $2 119 billion, including $1.054 billion at 
PEC, which primarily relates to Clean Smokestacks Act 
projects, and $1.065 billion at PEF, which related entirelyto 
in-process CAlR projects. At December 31,2008, cumulative 
environmental compliance capital expenditures to  date 
with regard to these environmental laws and regulations 
were $1.859 billion, including $1.012 billion at PEC, which 
primarily relates to  Clean Smokestacks Ac t  projects, and 
$847 million at  PEF, which related entirely to in-process 
CAlR projects. 

On July 11,2008, the US. Court of Appeals for the District 
of Columbia (0°C. Court of Appeals) issued its decision on 
multiple challengesto the CAIR,whichvacated the CAlR in 
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its entirety. On December 23,2008, in response to  petitions 
for rehearing filed by a number of parties, the D.C. Court of 
Appeals remanded the CAlR without vacating the rule for 
the EPAto conductfurther proceedings consistentwith the 
D.C. Court of Appeals' prior opinion. The outcome of the 
EPA's further proceedings cannot be predicted. Because 
the D.C. Court of Appeals December 23, 2008 decision 
remanded the CAIR, the current implementation of the CAlR 
continues to fulfill best available retrofit technology (BART) 
for SO, and Nf lx fo r  BART-affected units under the CAVR. 
Should this determination change as the CAlR is revised, 
CAVR compliance eventually may require Consideration 
of NOx and SO, emissions in addition to particulate matter 
emissions for BART-eligible units. 

On February 8,2008, the D.C. Court of Appeals vacated the 
delisting determination and the Clean Air Mercury Rule 
(CAMR).The U.S. Supreme Court declined to hear an appeal 
of the D.C. Court of Appeals'decision in January 2009. As a 
result, the EPA subsequently announced that it will develop 
a maximum achievable controltechnology(MACT) standard 
consistent with the agency's original listing determination 
The three states in wh ich  the Utilities operate adopted 
mercury regulations implementing CAMR and submitted 
their state implementation rules to the EPA. It is uncertain 
howthe decision that vacated the federal CAMR will affect 
the state rules; however, state-specific provisions are 
likely to remain in effect. The North Carolina mercury rule 
contains a requirementthat al l  coal-fired units in the state 
install mercury controls by December 31,2017, and requires 
compliance plan applications to be submitted in 2013. We 
are currently evaluating the impact ofthese decisions. The 
outcome of these matters cannot be predicted. 

To date, expenditures a t  PEF for CAlR regulation primarily 
relate to environmental compliance projects at CR5 and CR4 
The CR5 projectwas placed in service on December 2,2009, 
and the CR4 project is expected to be placed in service in 
2010. Under an agreementwith the FDEP, PEFwill retire C R I  
and CR2 as coal-fired units and operate emission control 
equipment at CR4 and CR5. C R I  and CR2 will be  k t i r e d  
afterthe second proposed nuclear unit at Levy completes 
its first fuel cycle, wh ich  was anticipated to  be  around 
2020. As discussed under "Other Matters - Nuclear," PEF 
expectsthe schedule forthe commercial operation of Levy 
to shift laterthan the 2016 to  2018 timeframe by a minimum 
of 20 months. PEF is required to  advise the FDEP of any 
developments that  will delay the retirement of CRI and 
CR2 beyond the originally anticipated completion date of 
the first fuel cycle for Levy Unit 2. PEF has advised the 
FDEP of a Levy schedule shift. We are currently evaluating 
the impacts of the Levy schedule. We cannot predict the 
outcome of this matter. 
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We account for emission allowances as inventory using the 
average cost method. We value inventory of the Utilities a t  
historical cost consistent with ratemaking treatment. The 
EPA is continuing t o  record allowance allocations under 
the CAIR NOx trading program, in some cases for years 
beyond the estimated two-year period for promulgation 
of a replacement rule The EPA's continued recording of 
CAW NOx allowance allocations does not guarantee that 
allowances will continueto be usable for compliance after 
a replacement rule is finalized or that they will continue to 
have value in the future. SO, emission allowances will be 
utilized to comply with existing Clean Air Ac t  requirements. 
PEFs CAIR expenses, including NOx allowance inventory 
expense, are recoverable through the  ECRC. A t  
December 31, 2009 and 2008, PEC had approximately 
$13 million and $22 million, respectively, in  SO, emission 
allowances and an immaterial amount of NOx emission 
allowances. A t  December 31, 2009 and 2008, PEF had 
approximately $7 million and $11 million, respectively, in 
SO, emission allowances and approximately$36 million and 
$65 million, respectively, in NOx emission allowances 

In June 2002, the Clean Smokestacks Ac t  was enacted 
in North Carolina requiring the state's electric utilities to 
reduce the emissions of NOx and SO, f rom their North 
Carolina coal-fired power plants in phases by 2013 Two 
of PEC's largest coal-fired generating units (the Roxboro No. 
4and Mayo Units) impacted bythe Clean Smokestacks Act 
are jointly owned. Pursuantto joint ownership agreements, 
the joint owners are required to pay a portion ofthe costs of 
owning and operating these plants. PEC has determined that 
the most cost-effective Clean Smokestacks Act compliance 
strategy is t o  maximize the SO, removal from its larger coal- 
fired units, including Roxboro No. 4 and Mayo, so as to 
avoid the installation of expensive emission controls on 
its smaller coal-fired units. In order to address the joint 
owner's concerns that such a compliance strategy would 
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result in a disproportionate share ofthe costof compliance 
for the jointly owned units, in 2005 PEC entered into an 
agreementwith the joint owner to limit its aggregate costs 
associated with capital expenditures to comply with the 
Clean Smokestacks Act to approximately $38 million. PEC 
recorded a related liability for the joint owner's share of 
estimated costs in excess of the contract amount. All of 
PEC's environmental compliance projects under the first 
phase of Clean Smokestacks Ac t  emission reductions, 
including projects at the Mayo and Roxboro Plants, have 
been placed in service and PEC estimates its remaining 
exposure is not material. See Note 221: for further discussion 
of PEC's indemnification liabilrty. Because PEC has taken a 
system-wide compliance approach, its North Carolina retail 
ratepayers have significantly benefited from the strategy 
of focusing emission reduction efforts on the jointly owned 
units, and, therefore, PEC believes that any costs in excess 
of the joint owner's share should be recovered from North 
Carolina retail ratepayers, consistent with other capital 
expenditures associated with PEC's compliance with the 
Clean Smokestacks Act. On September 5,2008, the NCUC 
ordered that PEC shall be allowed to  include in rate base 
all reasonable and prudently incurred environmental 
compliance costs in excess of$584million, including eligible 
compliance costs in excess of the joint owner's share, as 
the projects are closed to plant in service 

In most cases, our purchase obligation contracts contain 
provisions for price adjustments, minimum purchase levels 
and other financial commitments.The commitment amounts 
presented below are estimates and therefore will likely 
differfrom actual purchase amounts.At December31,2009, 
the following table reflects contractual cash obligations and 
other commercial commitments in the respective periods 
in which they are due: 

(in millions) 2010 201 1 2012 2013 2014 Thereafter- 

Fuel $2,647 $2,335 $l,953 $1,706 $1,905 Sa217 

Purchased power 445 467 447 445 367 3,636 

Construction obligations 1,820 1,725 1,453 1,524 1,313 1,543 

Other purchase obligations 52 74 36 27 19 163 

Total $4,964 $4,601 $3,3M $13,559 $3,889 $3,702 

FUEL Arm PURCHASED POWER 

Through our subsidiaries, w e  have entered into various 
long-term contracts for coal, oil, gas and nuclear fuel as 
well as transportation agreements forthe related fuel. Our 
payments under these commitments were $2.921 billion, 
$3.078 billion and $2.360 billion for 2009, 2008 and 2007, 
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respectively. Essentially all fuel and certain purchased 
power costs incurred by PEC and PEF are recovered 
through their respective cost-recovery clauses 

In December 2008, PEF entered into a nuclear fuel 
fabrication contract for the planned Levy nuclear units. 
(See discussion under Construction Obligations below.) 
This $334 million contract (fuel plus related core 
components) is for the period from 2014 through 2027 and 
contains exit provisions with termination fees that vary 
based on the circumstance. 

Both PEG and PEF have ongoing purchased power 
contracts with certain co-generators (primarily QFs) 
with expiration dates ranging from 2010 to 2029. These 
purchased power contracts generally provide for capacity 
and energy payments. 

PEC executed two long-term tolling agreements for the 
purchase of all of the power generated from Broad River 
LLCS Broad River facility. One agreement provides for the 
purchase of approximately 500 MW of capacity through 
M a y  2021 with average minimum annual payments of 
approximately $24 million, primarily representing capital- 
related capacity costs. The second agreement provides 
for the  additional purchase of approximately 335 MW 
of capacitythrough February 2022 with average annual 
payments of approximately $24 million representing capital- 
related capacity costs. Total purchases for both capacity 
and energy under the Broad River LLC‘s Broad River facility 
agreements amounted t o  $46 million, $44 million and 
$39 million in 2009,2008 and 2007, respectively. 

In 2007, PEC executed long-term agreements for the 
purchase of power from Southern Power Company, The 
agreements provide for capacity purchases of 305 MW 
(68 percent of net output) for 2010,310 M W  (30 percent of 
net output) for 201 1 and 150 MW (33 percent of net output) 
annually thereafterthrbugh 2019. Estimated payments for 
capacity under the agreements are $23 million for 2010, 
$24 million for 2011 and $12 million annually thereafter 
through 2019. 

PEC has various pay-for-performance contracts with QFs, 
including renewable energy, for  approximately 200 MW 
of firm capacm/ expiring at various times through 2029. In 
rnostcases,these contracts accountfor 100percentofthe 
net generating capacity of each of the facilities. Payments 
for  both capacity and energy are contingent upon the QFs’ 
abilityto generate. Payments made underthese contracts 
were $24 million, $55 million and $95 million in 2009,2008 
and 2007, respectively. 

PEF has firm contracts for approximately 489 M W  of 
purchased power with other utilities, including a contract 
with Southern Company for approximately 414 MW 
(12 percent of net output) of purchased power that ends 
in 2010. Additional contracts with Southern Company 
for approximately 424 MW (25 percent of net output) of 
purchased power annually start in 2010 and extend through 
2016.Total purchases,for both energy and capacity, under 
these agreements amounted to $149 million, $178 million 
and $161 million fo r  2009, 2008 and 2007, respectively. 
Minimum purchases underthese contracts, representing 
capital-related capacity costs, are approximately 
$60 million, $56 million, $44 million, $52 million and 
$52 million fo r  2010 through 2014, respectively, and 
$74 million payable thereafter. 

PEF has ongoing purchased power contracts with certain 
QFs for 682 MW of  firm capacity with expiration dates 
ranging from 2010 to 2025. Energy payments are based on 
the actual power taken under these contracts. Capacity 
payments are subjectto the QFs meeting certain contract 
performance obligations. In most cases, these contracts 
account for 100 percent of the net generating capacity of 
each ofthe facilities. All ongoing commitments have been 
approved bythe FPSC.Total capacity and energy payments 
made under these contracts amounted to $435 million, 
$440 million and $447 million for 2009, 2008 and 2007, 
respectively. Minimum expected future capacity payments 
under these contracts are $286 million, $301 million, 
$313 million, $310 million and $237 million for 2010 through 
2014, respectively, and $3.042 billion payable thereafter. 
The FPSC allows the capacity payments to  be recovered 
through a capacity cost-recovery clause, which is similar 
to, and works in conjunction with, energy payments 
recovered through the fuel cost-recovery clause. 

In 2009, PEC executed a long-term coal transportation 
agreement by  combining, amending and restating 
previous agreements with Norfolk Southern Railroad. This 
agreement will support PECS coal supply needs through 
June 2020. Expected future transportation payments 
under this agreement are $254 million, $264 million, 
$260 million,$254 million and $277 million for 2010 through 
2014, respectively, with approximately $1.679 billion 
payable thereafter. Coal transportation expenses under 
these agreements were approximately$283 million in 2009. 
PECS state utility commissions allow fuel-related costs to 
be recovered through fuel cost-recovery clauses. 

PEC has entered into conditional agreements for firm 
pipeline transportation capacity to  support PEC‘s gas 
supply needs fo r  the period from April 2011 through 
August 2032. The estimated total cost to PEC associated 
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. .  ...~.. . . . . . . .- .. .. .... > ..-. . .. ... . . ...... with these agreements is approximately $1.598 billion, 
approximately $404 million of which will be classified as 
a capital lease. Due to the conditions of the capital lease 
agreement, the capital lease will not be recorded on PEC's 
balance sheet until approximately 2012. The transactions 
are subject t o  several conditions precedent, including 
various state regulatory approvals, the campletion and 
commencement of operation of necessary related interstate 
and intrastate natural gas pipeline system expansions 
and other contractual provisions. flue to  the conditions 
of these agreements, the estimated costs associated 
with these agreements are not currently included in fuel 
commitments. 

.... . .  

In April 2008 (and as amended in February 2009), PEF 
entered into conditional contracts and extensions of existing 
contracts with Florida GasTransrnission Company, LLC (FGT) 
for firm pipeline transportation capacityto support PEF's gas 
supply needsforthe periodfromApril2011 through March 
2036. The total costto PEF associated with these agreements 
is estimated to be approximately $1.065 billion. In addition 
to the FGT contracts, PEF has entered into additional gas 
supply and transportation arrangements for the period from 
2010 through 2036 The total current notional cost of these 
additional agreements is estimated to be approximately 
$1.043 billion The FGT contracts along with the additional 
gas supply and transportation arrangements are subject 
to several conditions precedent, including various federal 
regulatory approvals, the completion and commencement 
of operation of necessary related interstate natural 
gas pipeline system expansions and other contractual 
provisions flue t o  the conditions of these agreements, 
the estimated costs associated with these agreements are 
not currently included in fuel commitments. 

Westinghouse Electric Company LLC and Stone & Webster, 
Inc.fortwo approximately 1,100-MW Westinghouse APIOOO 
nuclear units planned for construction a t  Levy Estimated 
payments and associated escalation totaling $8.608 billion 
are included forthe multi-year contract and do not assume 
any joint ownership. Tke contractual obligations presented 
are in accordance with the existing terms of the EPC 
agreement Actual payments under the EPC agreement 
are dependent upon, and may vary significantly based upon, 
the decision to build, regulatory approval schedules,timing 
and escalation of project costs, and the percentages, if 
any, of joint ownership. In 2009, the NRC indicated it would 
process PEF's limited work authorization request following 
CDL issuance resulting in a minimum 20-month in-service 
schedule shift for the Levy units from the original 2016 
t o  2018 timeframe. Additional schedule shifts are likely 
given, among other things, the permitting and licensing 
process, state of Florida and macro-economic conditions 
and recent FPSC f lSM and energy-efficiency goals and 
other decisions. Uncertainty regarding access to  capital on 
reasonableterms could be anotherfactorto affectthe Levy 
schedule. In light of the regulatory schedule shift and other 
factors, our anticipated capital expenditures for Levywill be 
significantly less in the nearterm than previously planned. 
Because of anticipated schedule shifts, we are negotiating 
an amendment to  the Levy EPC agreement We cannot 
currently predictthe impact such amendment might have on 
the amount and timing of PEF's contractual obligations. For 
termination without cause, the EPC agreement contains exit 
provisions with termination fees, which may be significant, 
that  vary based on the termination circumstance. The 
magnitude of these contract suspension, terminatian and 
exit costs cannot be determined atthistime and, accordingly, 
are not reflected in construction obligations. See Note 7C 
for additional infarmation aboutthe Levy project. PEF made 
payments of $243 million and $1 17 million in 2009 and 2008, 
respectively, toward long-lead equipment and engineering 
related t o  the EPC agreement Additionally, PEF has other 
construction obligations related to various capital projects 
including new generation, transmission and environmental 
compliance. Total payments under PEF's other construction- 
related contracts were $376 million, $761 million and 
$490 million for 2009,2008 and 2007, respectively. 

We have purchase obligations related to various capital 
construction projects. Our total payments under these 
contracts were $818 million,$l.018 billion and $698 million 
for 2009, 2008 and 2007, respectively. The majority of 
our construction obligations relate to PEF as discussed 
below. 

PEC has purchase obligations related to various capital 
projects including new generation and transmission 
Obligations. Total payments under PEC's construction- 
related contracts were  $199 million, $140 million and 
$208 million for 2009,2008 and 2007, respectively. 

The majority of PEF's construction obligations relate to  
an engineering, procurement and construction (EPC) 
agreement that PEF entered into in December 2008 with 

DTEEW FURCWASE OBLIG&T!OI\fS 

We have entered into various other contractual obligations 
primarily related to  service contracts for operational 
services entered into by PESC, parts and services contracts, 
and PEF service agreements related to the Hines Energy 
Complexand the Bartow Plant. Our payments underthese 
agreements were $56 million, $110 million and $75 million 
for 2009,2008 and 2007, respectively. 
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PEC has various purchase obligations,including obligations 
for limestone supply and fleet vehicles. Total purchases 
under these contracts were $14 million, $18 million and 
$6 million for 2009,2008 and 2007, respectively 

Among PEFs other purchase obligations, PEF has long- 
term service agreementsfor the Hines Energy Complex and 
the Bartow Plant, emission obligations and fleet vehicles. 
Total payments under these contracts were $22 million, 
$58 million and $24 million for 2009, 2008 and 2007, 
respectively. Future obligations are primarily comprised 
of the long-term service agreements. 

8. L@i3$LES 

We lease office buildings, computer equipment, vehicles, 
railcars and other property and equipment with various 
terms and expiration dates. Some rental payments for 
transportation equipment include minimum rentals plus 
contingent rentals based on mileage. These contingent 
rentals are not significant Our rent expense under operating 
leases totaled $37 million, $38 million and $40 million for 
2009,2008 and 2007, respectively Our purchased power 
expense under agreements classified as operating leases 
was approximately $1 1 million,$152 million and $69 million 

i i in 2009,2008 and 2007, respectively. 

Assets recorded under capital leases, including plant 
related to purchased power agreements, at December 31 
consisted of: 

(in rni//ions) 2009 2008 

Buildings Ssl $267 

Less: Accumulated amortization (37) (28) 

Total __ S U O  $239 

Consistentwith the ratemaking treatmentfor capital leases, 
capital lease expenses are charged to the same accounts 
that would he used if the leases were operating leases. 
Thus, our capital lease expense is generally included in 
O&M or  purchased power expense. Our capital lease 
expense totaled $26 million each for 2009 and 2008 and 
$22 million for 2007, which was primarily comprised of PEF's 
capital lease expense of $24 million each for 2009 and 2008 
and $20 million for 2007. 

At December 31,2009, minimum annual payments, excluding 
executory costs such as property taxes, insurance and 
maintenance, under long-term noncancelable operating 

I and capital leases were: 

(in millionsl CaDital Ooeratina 
2010 

201 1 

2012 

2013 

2014 
Thereafter 

$28 $35 

28 29 

28 48 

36 78 
26 77 

246 941 
Minimum annual payments 392 Sl.208 
Less amount representing imputed interest 

Present value of net minimum lease 
(1 62) 

payments under capital leases $230 

In 2003, we  entered into an operating lease for a building for 
which minimum annual rental payments are approximately 
$7 million. The lease term expires July 2035 and provides 
for no rental payments during the last 15 years of the lease, 
during which period $53 million of rental expense will be 
recorded in the Consolidated Statements of Income. 

In 2008, PEC entered into a 336-MW (100 percent o f  net 
output) tolling purchased power agreement, which is 
classified as an operating lease. The agreement calls for 
an initial minimum payment of approximately$l8 million in 
2013, with minimum annual payments escalating at a rate 
of 2.5 percent through 2032, for a total of approximately 
$460 million. 

In 2009, PEC entered into a 240-MW (100 percent of net 
output) tolling purchased power agreement, wh ich  is 
classified as an operating lease. The agreement calls for 
minimum annual payments of approximately $10 million 
from July 2012 through September 2017, for a total of 
approximately $52 million. 

In 2007, PEF entered into a 632-MW (100 percent of net 
output) tolling purchased power agreement, wh ich  is 
classified as an operating lease. The agreement calls for 
minimum annual payments of approximately$28 million from 
June 2012 through May 2027, for a total of approximately 
$420 million. 

In 2005, PEF entered into an agreementfor a capital lease 
for a building completed during 2006. The lease term expires 
March 2047 and providesfor minimum annual payments of 
approximately$5 million from 2007 through 2026,for a total 
of approximately$l03 million. The lease term provides for no 
payments during the last 20 years of the lease, during which 
period approximately$51 million of rental expense will be 
recorded in the Consolidated Statements of Income. 
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plant, for an additional 10 years. The agreement calls for 
minimum annual payments of approximately$21 million from 
April 2007 through April 2024, for a total of approximately 
$348 million. 

The Utilities are lessors of electric poles, streetlights and 
other facilities. PEC's minimum rentals receivable under 
noncancelable leases are $11 million for 2010 and none 
thereafter. PECs rents received are contingent upon usage 
and totaled $34 million for 2009 and $33 million each for 
2008 and 2007. PEFs rents received are based on a fixed 
minimum rental where price varies by type of equipment 
or contingent usage and totaled $84 million, $81 million 
and $78 million for 2009,2008 and 2007, respectively. PEFs 
minimum rentals receivable under noncancelable leases 
are not material for 2010 and thereafter. 

@. Gnsaramtees 
As a par t  of normal business, we enter into various 
agreements providing future financial or performance 
assurances to third parties. Such agreements include 
guarantees, standby letters of credit and surety bonds. A t  
December 31,2009, we do not believe conditions are likely 
for significant performance underthese guarantees.Tothe 
extent liabilities are incurred as a result of the activities 
covered by the guarantees, such liabilities are included in 
the accompanying Consolidated Balance Sheets. 

A t  December 31, 2009, we have issued guarantees and 
indemnifications of and for certain asset performance, 
legal, t ax  and environmental matters to  third parties, 
including indemnifications made in connection with 
sales of businesses. A t  December 31,2009, our estimated 
maximum exposure for guarantees and indemnifications 
fo r  wh ich  a maximum exposure is determinable w a s  
$458 million, including $32 million at PEE Related tothe sales 
of businesses, the latest specified notice period extends 
until 2013 for the majority of legal, tax and environmental 
matters provided fo r  in the indemnification provisions. 
Indemnifications for the performance of assets extend to 
2016. For certain mattersforwhich we receive timely notice, 
our indemnity obligations may extend beyond the notice 
period. Certain indemnifications have no limitations asto time 
or maximum potential future payments.At December31,2009 
and 2008, we had recorded liabilities related to guarantees 
and indemnifications to third parties of approximately 
$34 million and $61 million, respectively. During the year 
ended December 31,2009, our indemnification liability for 
certain legal matters made in connection with the sale 
of businesses decreased by approximately $16 million 
as a result of a legal verdict discussed under "Synthetic 
Fuels Matters" in Note 22D. In 2005, PEC entered into an 
agreement with the joint owner of certain facilities at the 
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Mayo and Roxboro Plants to limit their aggregate costs 
associated with capital expenditures to comply with the 
Clean Smokestacks Act and recognized a liability related 
to  this indemnification. At December 31,2009, all of PEC's 
environmental compliance projects under the first phase 
of Clean Smokestacks Act emission reductions, including 
projects at  the Mayo and Roxboro Plants, had been 
placed in service. PEC estimates its remaining exposure 
under the indemnification is not material (See Note 21B) 
During the year ended December 31,2009, PEC accrued 
approximately$Z million and spent approximately $12 million 
that  exceeded the joint owner limit. During the year ended 
December31,2008, PEC made no additional accruals and 
spent approximately $20 million that exceeded the joint 
owner limit. As current estimates change, it is possible that 
additional losses related to guarantees and indemnifications 
to third parties, which could be material, may be recorded 
in the future 

In addition, the Parent has issued $300 million of 
guarantees of certain payments of two wholly owned 
indirect subsidiaries (See Note 23). 

D. Other 6ammitmeflts and Getntielgsn@?es 
SPEW N a m m  FUEL m~mx 
Pursuant to the Nuclear Waste Policy Ac t  of 1982, the 
Utilities entered into contracts with the DOE under which 
the DOE agreed to begin taking spent nuclear fuel by no  
later than January 31, 1998. All similarly situated utilities 
were required to sign the same standard contract. 

The DOE failed to begin taking spent nuclear fuel by 
January 31, 1998. In January 2004, the Utilities filed a 
complaint inthe United States Court of Federal Claims against 
the DOE, claiming that the DOE breached the Standard 
Contract for Disposal of Spent Nuclear Fuel by failing to 
accept spent nuclear fuel from our various facilities on or 
before January31,1998. Approximately 60 cases involving 
the government's actions in connection with spent nuclear 
fuel are currently pending in the Court of Federal Claims. 
The Utilities have asserted nearly $91 million in damages 
incurred between January31,1998, and December 31,2005, 
the time period set by the court for damages in this case. 
The Utilities will be free to file subsequent damage claims 
as they incur additional costs. 

A trial was held in November2007, and closing arguments 
were presented on April 4,2008. On May 19,2008,the Utilities 
received a ruling from the United States Court of Federal 
Claims awarding $83 million in the claim against the DOE 
for failure to abide by a contract for federal disposition of 
spent nuclearfuel.The United States Department of Justice 

11 5 
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... :.. requested thatthe Trial Court reconsider its ruling. The Trial 

Court did reconsider its ruling and reduced the damage 
award by an immaterial amount. On August 15,2008, the 
Department of Justice appealed the United States Court 
of Federal Claims ruling to the D.C. Court of Appeals. Oral 
arguments were held on May 4,2009. On July 21,2009, the 
D.C. Court of Appeals vacated and remanded the calculation 
of damages back to the Trial Court but affirmed the portion 
of damages awarded thatwere directed to overhead costs 
and other indirect expenses. The Department of Justice 
requested a rehearing en banc butthe D.C. Court of Appeals 
denied the motion on November 3,2009. In the event that 
the Utilities recover damages in this matter, such recovery 
is not expected to  have a material impact on the Utilities' 
results of operations given the anticipated regulatory and 
accounting treatment. However,the Utilities cannot predict 
the outcome of this matter. 

SYHTMETBC FdELS MATTERS 

On October 21,2009, a jury delivered a verdict in a lawsuit 
against Progress Energy and a number of our subsidiaries 
and affiliates arising out of an Asset Purchase Agreement 
dated as of October 79,1999, and amended as of August 23, 
2000, (the Asset Purchase Agreement) by and among US. 
Global, LLC (Global); Earthco; certain affiliates of Earthco; EFC 
Synfuel LLC (which was owned indirectly by Progress Energy, 
Inc.) and certain of its affiliates, including Solid Energy LLC; 
Solid Fuel LLC; Ceredo Synfuel LLC; Gulf Coast Synfuel LLC 
(currently named Sandy River Synfuel LLC) (collectively, the 
Progress Affiliates), as amended by an amendment to  the 
Asset Purchase Agreement In a case filed in the Circuit 
Court for Broward County, Ha., in March 2003 (the Florida 
Global Case), Global had requested an unspecified amount of 
compensatory damages, as well as declaratory relief. Global 
asserted (1)thatpursuantto the Asset Purchase Agreement, 
it was entitled to an interest in two  synthetic fuels facilities 
previously owned by the Progress Affiliates and an option 
to purchase additional interests in the two synthetic fuels 
facilities, (2) that it was entitled to damages because the 
Progress Affiliates prohibited it from procuring purchasers 
for the synthetic fuels facilities. As a result of the expiration 
of the Section 29 tax credit program on December31,2007, 
all of our synthetic fuels businesses were abandoned and we 
reclassified our synthetic fuels businesses as discontinued 
operations (See Note 3A). 

. 

The jury awarded Global $78 million. On October 23,2009, 
Global filed a motion to assess prejudgment interest on the 
award. On November 20,2009, the court granted the motion 
and assessed $55 million in prejudgment interest and entered 
judgment in favor of Global in a total amount of$133 million. 
During the year ended December 31,2009, we recorded an 
after-tax charge of $74 million to discontinued operations 
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(See Note 3A), which was net of a previously recorded 
indemnification liahilityof$16 million. In December 2009,we 
made a $154 million payment, which represents payment of 
thetotal judgment and a required premium equivalenttotwo 
years of interest, to the Broward County Clerk of Court bond 
account On December 16,2009, we  filed notice of appeal. 
We cannot predict the outcome of this matter 

In a second suitfiled in the Superior Courtfor Wake County, 
N.C., Progress Synfuel Holdings, Inc. et al. v. LI.S. Global, 
LLC(the North Carolina Global Case), the Progress Affiliates 
seek declaratory relief consistent with our interpretation 
ofthe Asset Purchase Agreement: Global was served with 
the North Carolina Global Case on April 17,2003 

On May 15,2003, Global moved to dismiss the North Carolina 
Global Case for lack of personal jurisdiction over Global. 
In the alternative, Global requested that the court decline 
to exercise its discretion to hear the Progress Affiliates' 
declaratory judgment action. On August7,2003, the Wake 
County Superioi Court denied Global's motion to dismiss, 
but stayed the North Carolina Global Case, pending the 
outcome of the Florida Global Case. The Progress Affiliates 
appealed the superior court's order staying the case. By 
order dated September7,2004, the North Carolina Court of 
Appeals dismissed the Progress Affiliates' appeal. Based 
upon the resolution ofthe Florida Global Case, we anticipate 
dismissal of the North Carolina Global Case. 

In December 2006, we  reached agreement with Global to 
settle an additional claim in the Florida Global Case related to 
amounts due to Globalthatwere placed in escrow pursuant 
to a defined tax event. Upon the successful resolution of the 
IRS audit ofthe Earthco synthetic fuels facilities in 2006, and 
pursuant to a settlement agreement, the escrow totaling 
$42 million as of December 31,2006, was paid to Global in 
January 2007. 

On April 29,2009, the EPA issued a notice of violation and 
opportunityto show cause with respectto a 16,000-gallon 
oil spill at  one of PEC's substations in 2007. The notice 
of violation did no t  include specified sanctions sought. 
Subsequently, the EPA notified PEC that the agency is  
seeking monetary sanctions that are de minimus to  our 
results of operations or financial condition. Discussions 
between PEC and the EPA are ongoing. We cannot predict 
the outcome of this matter. 

FLORIDA PJUCkELQi? COST RECOVERY 

On February 8,2010, a lawsuitwas filed against PEFin state 
circuit court in Surnter County, fla., allegingthatthe florida 
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nuclear cost-recovery statute (Section 356.93, Florida 
Statutes) violates the  Florida Constitution, and seeking 
a refund of all monies collected by PEF pursuant to  that 
statute with interest. The complaint also requests that the 
court grant class action status tothe plaintiffs. PEF believes 
the lawsuit is without merit and will defend against it. We 
cannot predictthe outcome of this matter. 

We are involved in various litigation matters in the ordinary 
course of business, some of which involve substantial 
amounts. Where appropriate, w e  have made accruals and 
disclosures to provide for such matters. In the opinion of 
management, the final disposition of pending litigation would 
not have a material adverse effect on our consolidated 
results of operations or financial position. 

23. C0?3DEPdSED CQPJSQLBDATiMG 
STATET~lEjilEP~aS 
Presented below are the Condensed Consolidating 
Statements of Income, Balance Sheets and Cash Flows 
as required by Rule 3-10 of Regulation S-X. In September 
2005, w e  issued our guarantee of certain payments of 
two whol ly owned indirect subsidiaries, FPC Capital I 
(the Trust) and Florida Progress Funding Corporation 
(Funding Carp ). Our guarantees are in  addition to  the 
previously issued guarantees of o u r  wholly owned 
subsidiary, Florida Progress. 

The Trust, a finance subsidiary, was established in 1999for 
the sole purpose of issuing $300 million of 7.10% Cumulative 
Quarterly Income Preferred Securities due 2039, Series 
A (Preferred Securities) and using the proceeds thereof 
to purchase from Funding Carp. $300 million of 7.10% 
Junior Subordinated Deferrable Interest Notes due 2039 
(Subordinated Notes). The Trust has no other operations 
and i ts sole assets are the Subordinated Notes and Notes 
Guarantee (as discussed below). Funding Carp. is a wholly 
owned subsidiary of Florida Progress and was formed for 
the sole purpose of providing financing to Rorida Progress 
and i t s  subsidiaries. Funding Corp. does not engage in 
business activities other than such financing and has no 
independent operations. Since 1999, Florida Progress has 
fully and unconditionally guaranteed the obligations of 
Funding Carp. under the Subordinated Notes (the Notes 
Guarantee). In addition, Florida Progress guaranteed the 
payment of all distributions related t o  the $300 million 
Preferred Securities required to be made by the Trust, hut 
only t o  the extent tha t  the Trust has funds available for 
such distributions (the Preferred Securities Guarantee). The 
Preferred Securities Guarantee, considered together with 
the Notes Guarantee, constitutes a full and unconditional 
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guarantee by Florida Progress of the Trust's obligations 
under the Preferred Securities. The Preferred Securities 
and Preferred Securities Guarantee are listed on the New 
York Stock Exchange. 

The Subordinated Notes may be redeemed atthe option of 
Funding Carp. at par value plus accrued interest through 
the redemption date. The proceeds of any redemption of 
the Subordinated Notes will be used bytheTrust to redeem 
proportional amounts of the Preferred Securities and 
common securities in accordance with their terms. Upon 
liquidation or dissolution of Funding Carp., holders of the 
Preferred Securities would be entitled to  h e  liquidation 
preference of $25 per share plus all accrued and unpaid 
dividends thereon to the date of payment. The annual 
interest expense is $21 million and is reflected in the 
Consolidated Statements of Income. 

We have guaranteed the payment of all distributions related 
to the Trust's Preferred Securities. A t  December 31, 2009, 
the Trust had outstanding 12 million shares of the Preferred 
Securities with a liquidation value of $300 million. Our 
guarantees are joint and severa1,full and unconditional and 
are in addition to  the joint and severa1,full and unconditional, 
guarantees previously issued to the Trust and Funding 
Carp. by Florida Progress. Our subsidiaries have provisions 
restricting the payment of dividends to the Parent in certain 
limited circumstances and, as disclosed in Note 11B,there 
were no restrictions on PEC's or PEF's retained earnings. 

The Trust is a variable-interest entity of which we are not 
the primary beneficiary" Separate financial statements 
and other disclosures concerning theTrust have not been 
presented because we  believe that such informatian is not 
material to investors. 

In these condensed consolidating statements, the Parent 
column includes the financial results of the parent holding 
company only. The Suhsidiary Guarantor column includes 
the consolidated financial results of Florida Progress 
only. The Nan-guarantor Subsidiaries column includes 
the consolidated financial results of all non-guarantor 
subsidiaries, which is primarily comprised of our wholly 
owned subsidiary PEC. The Other column includes 
elimination entries for all intercompany transactions and 
other consolidation adjustments. All applicable corporate 
expenses have been allocated appropriately among the 
guarantor and non-guarantor subsidiaries The financial 
information may not necessarily he indicative of results 
of operations or  financial position had the Subsidiary 
Guarantor or other non-guarantor subsidiaries operated 
as independent entities. 
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CQNDEiilSED CQFdSWLIDATiiVG STATEMENT OF INCOME 

Year ended December 31,2009 Subsidiary Non-Guarantor Progress 
(in millions) Parent Guarantor Subsidiaries Other Energy, Inc. 

Operating revenues 

Operating revenues $- $5,259 $4,626 $- $9,885 
Affiliate revenues - - 235 1235) 

Total operating revenues - 5,259 4,861 (235) 9,885 

Operating expenses 
- - Fuel used in electric generation 2,072 1,680 3,752 
- - Purchased power 682 229 91 1 

Operation and maintenance 8 839 1269 (222) 1,894 

Depreciation, amordzation and accretion 502 484 986 - - 
Taxes otherthan on income - 347 216 (6) 55l 

- - - Other - 13 13 

Total ooemtins exuenses 8 4,455 3,878 1228) 8,113 

Operating (loss) income (8) 804 983 (7) 1,772 

Other income (expense) 

Interest income 10 5 9 (10) 14 

Allowance for equityfunds used during construction 91 33 124 - 

M e r ,  net 18 6 (Dl 4 6 

I Total other income (expense), net 28 102 20 (6) 144 

interest charges 
I 

Interest charges 233 280 21 5 (10) 718 
- - Allowance for borrowed funds used during consixtiction (271 (12) (39) 

Total interest charges, net 233 253 203 (10) 679 

(Loss) income from continuing operations before income tax 
and equity in  earnings of consolidated subsidiaries (213) 653 

Income tax (bendit) expense (93) 200 

Eouitv in  earninss of consolidated subsidiaries 875 - 

1,237 

397 

Income (loss) fmm continuing operations 

Discontinued ooerations, net of tax 

Net income (loss) 757 41 0 476 1882) 761 

Net (incomeJ loss attributablefo noncontrolling interests, 
- net of lax (3) 2 (3) (4) 

Net income (loss) attributable to controlling interests $757 $407 $478 $(885) $In 
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CONDENSED COPISOLlDATaiiQlrG ST&EMERT OF INCOME 
Year ended December 31,2008 Subsidialy Non-Guarantor Progress 

Other Energy, lnc. (in millions) 

Operating revenues 

Parent Guarantor Subsidiaries 

Operabng revenues $- $4,738 $4,429 $- $9,167 

Affiliate revenues 361 1x1) - - - 

Total operating revenues - 4,738 4,790 (361) 9,167 

Fuel used in electric generabon - 1,675 1,346 - 3,021 

Purchased power - 953 346 - 1,299 

Operating expenses 

Operabon and maintenance 3 813 1,346 (342) 1,820 

Depreciabon, amortmbon and accretion 306 533 039 

Taxesotherthan on income 309 207 (8) 508 

- - 
- 
- - Other 1 (41 (31 

Total operating expenses 3 4,057 3,n4 (350) 7,484 

Operating (loss) income (3) 681 1,016 (11) 1,603 

Mer income (expense) 

Interest income 11 9 16 (12) 24 
- - Allowance for equw funds used dunng construcbon 95 21 122 

Other, net (18) (41 5 (17) 

Total other income (expense), net 11 86 39 (7) 129 

- 

Interest charges 

Interest charges 201 263 22.7 (121 679 
- - Allowance for borrowed funds used during construcbon (281 (12) (401 

Total interest charges, net 201 2% 215 (12) 639 
- 

- 
(Loss) income from continuing operations before income fax 

and equity in earnings of consolidated subsidiaries (193) 532 840 (6) 1,173 
Income tax (benefit) expense (85) 172 306 2 395 

Equity in earnings of consolidated subsidiaries 941 (941 1 - 
Income (loss) from continuing operations 833 360 534 (949) 778 

Discontinued operations, net of tax (3) 61 58 

Net income (loss) 830 421 534 (949) 836 

Net income attributable to noncontrolling interests, net of tax (61 

Net income (loss) atlributableto conbolling interests $830 $41 5 E34 $(949) $830 

- - 

- - 

- - - (6) 
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CONDENSED GOF,JSQUDFilll?lG STATENIEXT OF IT4COMIE 
Yearended Oecember31,2007 
{in millions) 

Subsidiary Non-Guarantor Progress 
Parent Guarantor Subsidiaries Other Energy, Inc. 

Operating revenues 

Operating revenues 

Affiliate revenues 

$- $4,768 $4385 $- $9,153 
- - 39 1 13911 - 
- Total operating revenues 4,768 4.776 (3911 9,153 

Operating expenses 
- - Fuel used in electric generation 1,764 1,381 3,145 

Purchased power 882 302 1,184 

Operation and maintenance 10 834 1,369 (31) 1,842 

Depreciation, amortization and accretion 369 536 905 

- - 

- - 

Taxes other than on income 

Other 

Total operating expenses 10 4,178 3B88 (4691 7,607 

Operating (loss) income (10) 590 888 78 1,546 

Other income (expense) 

Interest income 27 8 24 (251 34 

Other, net (2) (91 4 0) 
Total other income (expense), net n 47 25 (211 78 

Interest charges 203 210 219 (7.7) 605 

(12) (5) (17) 

- - Allowance for equityfunds used during construction 41 10 51 
- 

Interest charges 

- - Allowance for borrowed funds used during construction 

Total interest chames, net 2[)3 198 214 1271 588 
(Loss) income from continuing opeptions before income tax 

and equity in  earnings of consolidated subsidiaries (1861 439 699 84 1,036 
Income tax [benefit) expense (791 117 297 (11 334 

Equity in earnings of consolidated subsidiaries 596 - 1%) - - 

Income (loss) from continuing operations 489 322 902 (511) 702 

15 13 (137) (97) (206) Discontinued operations, net oltax 

Net income (loss1 504 335 265 (608) 496 
- - - 8 8 Net loss atbihulable to nonconlrolling interests. net of tax 

Net income (loss) attributable to controlling interests $504 $33 $265 $16081 $504 
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COMDEWSED CORISOLlOATIiIlG BALANCE MEET 

December31,2009 Subsidiary Non-Guarantor Progress 
(m millions) Parent Guarantor Subsidiaries Other Energy, Inc. 

ASSETS 

Utility plant, net $- $9,733 $9,886 $114 $1 9,733 
Current assets 

- Cash and cash equivalents 606 72 47 725 
Notes receivable from affiliated companies 30 46 303 (379) - 
Regulatory assets 54 88 142 
Derivative collateral posted 139 7 146 

Income taxes receivable 5 97 50 (7) 145 
Prepayments and other current assets 14 1,158 1,377 (176) 2,373 

Total current assets 655 1,566 1,872 (562) 3,531 

- - 
- - 

Deferred debits and other assets 
- Investment in consolidated subsidiaries 13,348 - (13,318) - 

Regulatory assets 1,307 873 (1) el79 
Goodwill - 3,655 3,655 

Nuclear decommissioning trust funds 496 871 1,367 

- 

- - 
- - 

Other assets and deferred debits 166 202 923 (520) 771 
Total deferred debits and other assets 13,514 2,005 2,667 (10,214) 7,972 
Total assets $14,169 $13,304 $14,425 $110,662) $31236 

CAPITAUZATION AND LlABlLlTlES 

Equity 

Common stock equfty $9,449 $4,590 $5,085 $(9,675) $9,449 

Total equity 9,449 4,593 5,088 (9,675) 9,455 
Preferred stock of subsidiaries 34 59 93 
Long-term i k b f  affiliate 309 115 (152) 272 
Long-term debt, net 4,193 3,883 3,703 11,779 

Total capitalization 13,642 8,879 8,465 (9,827) 21,599 

- - Noncontrolling interests 3 3 6 

- - 
- 

- 

Current liabilities 
- Current portion of long-tern debt 1 OD 300 6 406 

Short-term debt 140 140 - - - 
- Notes payable to affiliated companies 376 3 (379) - 

Derivative liabilities 161 29 190 
Other current liabilities 261 941 902 (182) 1,922 

- - 

Total current liabilities 501 , 1,778 940 (561) 2,658 
Deferred credits and other liabilities 

- Noncurrent income tax liabilities 320 1,258 _. (382) 1,196 
Regulatory liabilities 1,103 1293 114 2,510 

Total deferred credits and other liabilities 26 2,707 4,520 (274) 6,979 
Total capitalization and liabilities $1 4,169 $13,304 $14,425 %10,662) , $31236 

- 

Other liabilities and deferred credits 26 . 1,284 1,969 (6) 3273 
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EORCIEWSED EOE\dSQUDATIFJG BALANCE SHEET 

lIecember31,2008 Subsidiary Non-Guarantor Pmgrcss 
fin millions] Parent Guarantor Subsidiaries Other Energy, Inc. 

ASSETS 

Utility plant net $- $8,790 $9385 $118 $1 8,293 

Current assets 
- Cash and cash equivalents 88 73 19 180 

Notes receivable from affiliated companies 34 44 131 (209) 

Regulatory assets 326 207 533 

Derivative collateral posted 335 18 353 

Income taxes receivable 34 56 104 - 194 

Prepayments and other current assets 14 1,082 1336 (1721 2260 

- - 

- - 

Total current assets 170 1,916 1,815 (381 ) 3,520 

D e f e p d  deb& and other assetS 

investment in consolidated subsidiaries 

Regulatory asses 

Goodwill 

Nuclear decommissioning trust funds 

Other assets and deferred debits 

1 1.924 - - (11,924) - 
1324 1243 - 2567 

417 61 2 - 1,089 

- 
- - - 3,655 3,655 
- 

155 196 953 15551 149 

Total deferred debits and other assets 12,079 1337 2,868 (8,824) 8,1160 

Total assets $1 2,249 $1 2,643 $14,068 $(9,087) $29,873 

-1 , CAPITAIRATION AND UABlUnES 
' *  , 

Common stockequiiy $8,687 $3,519 $4,729 $(8248) $8,687 

- Noncontrolling interests 3 4 (1) 6 - 

Total equity 8,687 3,522 4,133 (8249) 8,693 

Preferred stock of subsidiaries 34 59 93 

Long-term debt, affiliate 309 115 (152) 272 

Long-term debt, net 2,696 4,182 3,509 - 10,387 

Total capital'mtion 11,383 8,047 8,416 (8,401) 19,445 

- - 
- 

__ 
Current liabilities 

Short-term debt 569 371 110 - 1,050 
- Notes payableto affiliated companies 206 3 (209) - 

Derivative liabilities 31 380 84 (2) 493 

Other current liabilities 220 964 930 (171) . 1,943 

Total current liabilities 82Jl 1.921 1,127 13821 3?186 

Deferred credits and other liabilities 

Noncurrent income tax liabilities 

Regulatory liabilities 

M e r  liabilfties and deferred credits 

1 118 1,111 (41 2) 818 

1,076 987 1 I 8  2,181 

45 1,481 2.427 1101 3.943 

- 

'Total deferred credits and other liabil'ies 46 2675 4,525 1304) 6.942 

Total capitalization and liabilities $12249 $12643 $14.068 $(9.087) $79.873 

122 



.I 0 I NT APPLICANTS 
PAGE 125 
EXHIBIT C 

Progress Energy Annual Report 2009 

_ _  
GGNDOUSED GOfUSOUOATlNG STATEMENT OF GASH FLOWS 

Year ended December 31,2W9 Subsidiary Nan-Guarantor Progress 
(in millions] Parent Guarantor Subsidiaries Other Energy, Inc. 

Net cash provided(used1 by operating activities $108 $1,079 $1,282 $(198) Q-27 1 
investing activities 

Gross property additions (1,449) (858) 12 (2,2951 

Nuclear fuel addih'ons (78) 022) ( 2 W  

- 
- - 

Proceedskom sales of discontinued operations andother 
- - assets, net of cash divested 1 - 

Proceedsfrom sales of assets b affiliated companies 11 (11) - - 

Purchases of available-for-sale secufies and other invesbnents - (1,548) (8021 - 

Proceeds from available-for-sale secuiies and other investments - 1,558 

Changes in advances to affiliated companies 4 (21 

Contributions to consolidated subsidiaries (688) - 

756 - 2,314 

(1721 170 - 
688 - - 

- - Return of invesbnent in consolidated subsidiaries 12 (12) - 
Other invesjng activities (2) (2) - - - 

Net cash (used) provided by investing activities 

Financing activities 

Issuance of common stock 

Dividends paid on common sbck 

Dividends paid to parent 

Dividends paid to parent in excess of retained earnings 

Payments of short-term debtwith original maturities greater than 

Net decrease in short-term debt 

Proceedsfrom issuance of long-term debt, net 

Retirement of long-ten debt 

Cash distribtrtions to noncontrolling interests 

Changes in advancesfrom affiliated companies 

Contributions from parent 

Otherfinancing activities 

90 days 

(2) (3) 12 13 14 

Net cash provided (used) by financing activities 1.082 439 (66) (649) 806 
Net increase (decrease] in  cash and cash equivalents 518 (1) 28 - 545 

Cash and cash equivalents at beginning of year 88 73 19 - 1 ao 

Cash and cash equivalents at end of year $606 $12 $47 $- $125 
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CONQEMSED COMSQLllDATIi6G STATEMENT OF CASH F L O W  
Year ended December 31,2W8 Subsidran/ Non-Guarantor Progress 
[in m/llrons) Parent Guarantor Subsidiaries Other Energy, Inc 

Net cash (used) provided by operating activities $(go) $221 $1,114 ($27) $1,218 
Investing activities 

- Gross property addibons (1,553) 1794) 14 (2.333) 
Nuclearfuel addibons 143) (179) (222) - - 
Proceeds from sales of disconbnued operabons and other 

- - assets, net of cash divested 59 13 72 
- - Proceeds from sales of assets to affiliated companies 12 (12) - 

Purchases of available-for-sale securibes and other investments (7) (783) (8f-W - m 9 0 )  
- - Proceeds from available-for-sale secuntles and other investmerrts 788 746 1,534 

Changes in advances to affiliated companies 123 105 8 (236) - 
Contribubons to consolidated subsidianes 1101) 101 - 
Return of investmentin consolidated subsidianes 20 10 (30) - 
Other invesbng acbvibes (2) (2) 
Net cash provided (used) by invesbng activities 35 (1,407) n , o w  (163) ( 2 , W  

- - 
- 

- - - 

Financing activities 

Issuance of common m c k  132 132 

Dividends paid on common stock (642) (642) 
fliwdends paidto parent (33) 33 - 
Dividends paid to parent in excess of retained earnings (20) 20 - 

- - - 
- - - 

- - 
- - 

Payments of short-term debt with original matunbes greaterthan 

Proceeds from issuance of short-term debt WT& onginal maturities 

- - - 90 days 1176) (176) 

greaterthan 90days 29 29 - - - 
Net increase in short-term debt 61 5 37 1 110 - 1,096 

Proceeds from issuance of long-term debt, net 1,475 322 1,797 

Retirementof long-term debt (577) (3W 1877) 

- - 
- - 
- Cash distributions to noncontrolltng interests (85) (10) 10 (85) 
- Changes in advances from affiliated companies (21) (215) 236 - 

Contribubons from parent - 85 29 (114) - 
Otherfinancing acbvibes 1 (32) 5 (26) 

Net (decrease) increase in  cash and cash equivalents (97) 30 (SI (75) 
Cash and cash equivalents at beginning of year 1 e5 43 27 255 

Cash and cash equivalents at end of year $88 $73 $1 9 $- $180 

- 

- 
- 
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CONOEPJSED CDMSOUDATING STA7EMENT OF CASH FLOWS 
Year ended December31,2007 Subsidiary Non-Guamnbr Pmgress 
(in millions) Parent Guarantor Subsidiaries Other Energy, Inc 

Net cash provided (used) by operating activities $76 $489 $835 $(1481 $1252 

Investing activities 

Gross property addrtions - (1.2181 17W 2 (1,973) 

Nuclearfuel addibons 144) ( 184 - (228) 

assets, net of cash divested - 51 625 (1) 675 

Purchases of available-for-sale secuiities and other investments - (6401 (773) - (1,413) 

Changes in advancesto affiliated companies (99) (112) (79) 2% - 

Proceeds from sales of discontinued operabons and otfier 

640 791 - 1,452 Proceeds from availablefor-sale securities and o h  invesbnelm 21 

340 - - (340) Return of invesbnent in consolidated subsidiaries - 
M e r  investing activities (31 1 32 (7) 36 30 

151 - - - 151 

- - - (6271 

Issuance of common stock 

Dividends paid on common stock (627) 

Dividends paid to parent - (10) (483) 493 - 

maturities greaterthan 9[1 days 176 - - - 176 

Proceedsfrom issuance of long-term debt, net - 739 - - 739 

Retirementof long-term debt - (124 (200) - (324) 

Cash distributlons to noncontrolling interests (10) - - 110) 

Changes in advances from affiliated companies - 151 129 1280) - 

Contnbutlonsfrom parent - 10 44 1%) - 

Proceeds from issuance of short-term debt wth onginal 

Netincrease in short-term debt 25 - - - 25 

- 

Other financing acb'vities - 49 14 2 65 

Net increase (decrease) in cash and cash equivalents 32 3 1451 - (101 

Cash and cash equivalents at beginning of year 153 40 72 - 265 

Cash and cash equivalents at end of year $1 85 $43 $27 & $255 

Net cash (used) provided by financing activities (275) 805 (496) 161 195 
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N O T E S  TO C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  

' 24. QUARTERLY ~~~~~~~~~ DATA ( ~ P ~ ~ ~ ~ ~ ~ ~ ~ ~  
Summarized quarterly financial data was as follows: 

[in millions except per share dafal Fitst Second Third Fourth 

2 m  
Operating revenues $2442 SUI2 $2824 $2,307 

Operating income 393 379 676 324 
Income from continuing operations 183 115 350 132 

Net income 183 174 248 156 

Net income attributable to controlling inlerests 182 114 241 154 

Common stock data 

Basic and diluted earnings per common share 

Income from continuing operations attributable lo 

Net income atbibutablelo controlling interests 
contmlling interests, net of tax 

Dividends declared per common share 

Marketprice per share -High 

-LOW 

0.66 
0.65 

0.620 

40.05 

31.35 

0.62 
0.62 

0.620 

3820 

3350 

1.24 
023 

(1.620 

40.05 

3597 

0.46 
0.55 

0.620 
42211 

3667 

2008"' 
Operating revenues 

Operating income 

Income from continuing operations 

Netincome 

Netincome attributable to controlling imterests 

$2.066 $2,244 $2,696 $2161 
365 406 591 321 
153 200 309 116 
214 205 310 107 
209 205 309 107 

Common stock data 

Basic and diluted earnings per common share 

Income from continuing operations attributable 
to controlling interests, net of tax OR 0 76 118 

Net income attributable to controlling interests 0 80 0 78 118 
Oividends declared per common share 0 615 0615 0615 

Market price per share -High 49 16 43.58 45 52 

O " 4 4  
0.41 
0 620 

45 60 
-LOW 40 54 41.00 4011 3260 

la) Balances have been restated for tfie adoption of new accounting guidance, which modified the financial statement presentation of subsidiaries that are 
lesstfian wholly owned (See Note 2). 

In the opinion of management, all adjustments necessary 
to fairly present amounts shown for interim periods have 
been made. Results of operationsfor an interim period may 
not give a true indication of results for the year. Typically, 
weather conditions in our service territories directly 
influence the demand for electricity and affect the price 
of energy commodities necessary to  provide electricity to  
our customers. As a result, our overall operating results 

may fluctuate substantially on a seasonal basis. During 
the fourth quarter of 2009, we recorded a cumulative 
prior period adjustment related to certain employee 
life insurance benefits. The impact of this adjustment 
decreased total other income, net, by $16 million and 
decreased net income attributable t o  controlling interests 
bySlO million.The prior period adjustmenf is not materialto 
previously issued or current period financial statements. 
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Years ended December 31 

Operating resulb: 

[in millions exceptper share datal 2M9 2008ia' 2C107(~) 200d.3) 2M)5(al 

Dperabng revenues $9,885 $9,167 $9,153 $8,724 $7,948 

Income from continuing operations before cumulative 
effectof changes in accounting principles, net oftax 840 778 702 567 527 

Net income 761 836 496 620 668 

Net income attributable to controlling interests 7 9  830 504 57i 697 

Per share dad"  

Basic and diluted earnings 
Income from contincling operations attributable to 

controlling interests, net of tax $ss $295 $2 70 $219 $210 

Netincome attributable to controlling interests 271 3.17 1 96 227 280 

Assets $31236 $29.873 $26.338 $25.832 $27.083 8 

Capitalization and debt 

Common stock equity $9,449 $8.687 $8,395 $82.59 $8,011 

redemption 93 43 93 93 93 

Long-term debt, ne@) 12051 10,659 8,731 8,835 10,446 

Preferred stock of subsidiaries-notsubjectto mandatory 

Noncontrolling interest 6 6 84 10 36 

- Currentportion of long-term debt 406 877 324 513 

Short-term debt 140 1,050 201 175 - 

Capital lease obligations 231 239 247 72 18 
I - I  Total capltalizabon and debt $22376 $20534 $18,M4 $17,593 $19,292 

Otheriinancial data 

Return on average common stock equity(percentJ ai3 9 59 5 9  7.05 8 92 

Rabo ofearnings to fixed charges 266 L 66 2 62 235 233 
Number of common shareholders of record 533.72 55,919 58,991 64,899 67,638 

Bookvalue per common share $33.53 $3297 $3241 $3253 EEL16 
Dividends declared per common share $248 $247 $245 $243 $238 

Energy supply (millions of Itilowatt-hours) 

Generated 

Steam 40,420 46,771 51,163 48,770 52,306 

Nuclear 29.412 30,565 30,336 30,602 30,120 

Combusbon turbineslcombined cycle 21 254 15,557 13319 11,857 1 1,349 

Hydro 651 429 415 594 749 

Purchased 11% 14,956 14,994 14.664 14.566 
~ 

Total energy supply (Company share) 103.m 108,278 11 0,227 106,487 109,090 

Joint-owner shareid1 5m 5,780 5,351 5224 5388 

Total system energy supply 1Bp3 114,058 115,578 11 1,711 114,478 
7e) Balances have been restated forthe adoption of new accounting guidance, which modiiedthe financial statementpresentation of subsidiariesthat are less 

'') Balances have been restated for the adoption of new accounting guidance, which redefined which securities and non-vested share-based compensation 

1') Includes long-term debt to affiliated trust of $272 million at December 31,2009 and 2008, $271 million at December 31,2w7 and 2006 and $270 million a t  

Id) Amounls represent co-owners' share of the energy supplied fromthe six generating facirXes that are jointly owned 

thanwhollyowned (See NoteZ). 

awards are considered to participate in our current earnings (See Note 2) 

December 31,2005 (See Note 23). 
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Progress Energy’s management uses Ongoing Earnings 
per share to evaluate the operations of the company 
and to establish goals for management and employees. 
Management believes this non-GAAP measure is 
appropriate for understanding the business and assessing 
our potential future performance, because excluded items 
are limited t o  those that we believe are not representative 
of our fundamental core earnings. Ongoing Earnings as 
presented here may not be comparable to  similarly titled 
measures used by other companies. 

Reconciling adjustments from Ongoing Earnings to  GAAP 
earningsforthe years ended December 31 were as follows: 

2009 2008‘”1 2D071al 

Ongoing Earnings per share $3.03 $296 $271 

CVO mark-to-market 0.07 - (0.01) 

Impairment (0.01) - - 
Plant retirement charge (0.06) - - 
Cumulative prior period adjustment 

related t o  certain employee life 
insurance benefits - (0.04) - - 

Valuation allowance and related net 
operating loss carry foward - (001) - 

Discontinued operations (028) 0.2‘2 (074) 

Reoorted GAAP earninqs per share $271 $3.17 $1.96 

Shares outstanding (millions) 279 262 257 

lo) Previously reported 2008 and 2007 earnings per share have been 
restated to  reflect the adoption of new accounting guidance that 
changed the calculation of the number of average common shares 
outstanding 

CVO a &-to,- Market 
In connection with the acquisition of Florida Progress 
Corporation, Progress Energy issued 98.6 million CVOs. 
Each CVO represents the right of the holder to receive 
contingent payments based on the performance of four 
synthetic fuels facilities purchased by subsidiaries of 
Florida Progress Corporation in October 1999. The CVO 
liability i s  valued at fair value, and unrealized gains 
and losses from changes in fair value are recognized 
in earnings. Progress Energy is unable to predict the 
changes in the fair value of the CVOs, and management 
does not consider this adjustment to  be representative of 
the company‘s fundamental core earnings. 

Progress Energy Annual Report 2009 

Plant Retiremsni Charges 
The company recognized charges for the impact of PECS 
decision to retire certain coal-fired generating units, with 
resulting reduced emissions for compliance with the 
Clean Smokestacks Act’s 2013 emission targets. Since 
the coal-fired generating units wil l be retired prior to  the 
end of their estimated useful lives, management does 
not consider these charges to be representative of the 
company’s fundamental core earnings. 

Cumulative Prior Period Adjsjstminent Related to 
Certain Empiwyee Bide insurance i&~~e i i$s  
In the fourth quarter of 2009, PEC recorded a cumulative 
prior period adjustment related to certain employee life 
insurance benefits. Management believes this adjustment 
is not representative of the company’s fundamental core 
earnings. The prior period adjustment was not material to 
previously issued or current period financial statements, 

Vairratiorn Ailawance a d  Rehied Net 
Operating Lass Carry Forward 
Progress Energy previously recorded a deferred tax asset 
for a state net operating loss carryforward upon the sale of 
Progress Energy Ventures Inc.‘s nonregulated generation 
facilities and energy marketing and trading operations. 
In 2008, the company recorded an additional deferred 
tax asset related to  the state net operating loss carry 
forward due to  a change in estimate based on 2007 tax 
return filings. The company also evaluated the total state 
net operating loss carry forward and partially impaired 
it by recording a-valuation allowance, which more than 
offset the change in estimate. Management does not 
believe this net valuation allowance is representative of 
the company’s fundamental core earnings. 

Discowti8amd Optm-atiuns 
The company has reduced its business risk by exiting 
nonregulated businesses to focus on the core operations 
of the Utilities. Due to  disposition of these assets, 
management does not view this activity as representative 
of the company‘s fundamental core earnings. 

lmpairmenh 
The company has recorded impairments of certain 
investments of its Affordable Housing portfolio. Management 
believes this adjustment is not representative of the 
company’s fundamental core earnings. 
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F I V E - Y E A R  T O T A L  RETURM COMPARISON C H A R T  Progress Energy Annual Report2009 

$175 

$1 50 

$125 

$100 

$75 --i%-- Progress Energy 

$50 

I - 1  I I  $0 ' 
2004 2005 2006 2001 2008 2009 

MeasurementPenod/fisca/ Year Covered) 2004 2005 2006 2007 2008 mo9 

Progress Energy, Inc. $100 $102 $121 $126 $109 $1 20 

S&P 5W Index 100 105 - 121 128 81 102 

Comparable Business Model Utiliies 100 110 133 141 1 20 135 

S&P Electric Index 100 118 145 178 132 137 

Y$100invested on 12/31/2004in Stnckor Index Including reinvestment of dividends fiscal year ended December31 

Over the past decade, as deregulation has occurred 
in several geographic areas of the United States, the 
investor community has separated the utility industry 
into a number of subsectors. The two main themes of 
separation are 1 )  the aspect of the value chain in which 
the company participates: generation, transmission and/ 
or delivery, and 2) the proportion of its business governed 
by rate-of-return regulation as opposed to competitive 
markets Thus, the industry now has subsectors identified 
frequently as competitive merchant, regulated delivery, 
regulated integrated, and unregulated integrated 
(typically state-regulated delivev and unregulated 
generation). Each of these subsectors typically differs 
in financial valuation characteristics and risk. 

Progress Energy generally is identified as being in the 
regulated integrated subsector. This means Progress 
Energy and its peer companies are primarily rate-of- 

return regulated, operate in the full range of the value 
chain, and typically have requirements to  serve all 
customers under state utility regulations. The companies 
similar to us from a business model perspective that are 
generally categorized in our subsector are American 
Electric Power, DPL, Duke Energy, Consolidated Edison, 
Great Plains Energy, Alliant Energy, NV Energy, PG&E, 
Pinnacle West, Portland General Electric, SCANA, 
Southern Company, Wisconsin Energy, Westar Energy 
and Xcel Energy. 

It should be noted that, although the business models 
of several of these companies may not have been 
comparable to  ours five years ago, their business models 
and ours are now similar due to industry evolution. The 
Company is providing this alternative market capitalization 
weighted index to  show an additional comparison of 
Progress Energy's total return performance. 
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N d E e  O f  Annual Meeting - Shareholder PrePgrams 
Progress Energy's 2010 annual meeting of shareholders Progress Energy offers the Progress Energy Investor Plus 
will be held May  12, 2010, at 10 a m. at  the Progress Plan, a direct stock-purchase and dividend-reinvestment 
Energy Center for the Performing Arts in Raleigh, N.C. A plan, and direct deposit of cashdividendsto bankaccounts 
formal notice ofthe meeting will be mailed to  shareholders for the convenience of shareholders. For information on 
in late March. these programs, contact Computershare or the company. 

TmrilSfeG Aaewt asad Reqisii'aP Edd!'%s Dividend-reinvestment statements and tax documents 
can be electronically delivered to shareholders. To take 
advantage of electronic delivery of documents, go to 
computershare.corn/investor, log in to  your account and 
select eDelivery options. 

Secu~ities Analyst Inquiries 
Securities analysts, portfolio managers and representa- 

Progress Energy, Inc. 
c/o Computershare Trust company 
250 Royal1 Street 
Canton, M A  02021 
Toll-free phone number: 1.866.290.4388 

Sharehoider Iwfoamaatim a d  lr34sliriss 
tives of financial institutions seeking information about 
Progress Energy should contact Robert F. Drennan, Jr., 
vice president, Investor Relations, at the corporate 
headquarters address or call 919.546.7474. 

Obtain information on your account 24 hours a day, 
seven days a week by calling our stock transfer agent's 
shareholder information line. This automated system 
features Proqress Energy's common stock closing price, 
dividend information and stock transfer information. 
Ca I I toll-fre e 1.866.290.4388. 

Additii4nal Information 

Other questions concerning stock ownership may 
be d i rec ted  t o  Progress Energy's Shareholder 
Relations by calling 919.546.3014 or by writing to the 
following address: 

Progress Energy, Inc. 
Shareholder Relations 
410 S. Wilmington Street 
Raleigh, NC 27601-1849 

StGCk Listings 
Progress Energy's common stock is listed and traded 
under the symbol PGN on the New York Stock Exchange 
(NYSE) in addition to regional stock exchanges across the 
United States. 

Progress Energy files periodic reports with the Securities 
and Exchange Commission that contain additional 
information about the company. Copies are available 
to shareholders free of charge through the Investors 
sectian of our Web site at  www.progress-energy.com or 
upon written request to  the company's treasurer at  the 
corporate headquarters address. 

This annual report is submitted for shareholders' 
information and is available for delivery t o  shareholders in 
connection with our 2010 annual meeting of shareholders. 
It is not intended for use in connection with any sale or 
purchase of, or any offer or solicitation of offers to buy or 
sell, securities. 

C a u f h a s y  Saaterairenii 
This report contains forward-looking statements relating 
to Progress Energy's business. Our business is subject 
to numerous risks and uncertainties, which could cause 
actual results to differ materially from those expressed 
or implied by  these forward-looking statements. We refer 
you to our Annual Report on Form 10-K for a discussion of 
such risks and uncertainties 
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Progress Energy Proxy Statement 

Progress Energy, Inc. 
410 S. Wilmington Street 
Raleigh, NC 2760 1 - 1849 

March 31,2010 

Dear Shareholder: 

I am pleased to invite you to attend the 2010 Annual Meeting of the Shareholders of Progress Energy, Inc 
The meeting will be held at lor00 a.m. on May 12,2010, at the Progress Energy Center for the Performing Arts, 
2 East South Street, Raleigh, North Carolina 

As described in the accompanying Notice of Annual Meeting of Shareholders and Proxy Statement, 
the matters scheduled to be acted upon at the meeting for Pxogress Energy, h c .  are the election of clirectors, the 
ratification of the selection of the independent registered public accounting fm for Progress Energy, h c  , and a 
shareholder proposal regarding the adoption of a '"hold-into-retirement" policy for equity awards 

We are pleased to take advantage of the Securities and Exchange Commission rules that permit companies 
to electronically deliver proxy materials to their shareholders. This process allows us to provide our shareholders 
with the information they need while lowering printing and mailing costs and more efficiently complying with 
our obligations under the securities laws. On or about March 3 1,20 10, we mailed to our registered and beneficial 
shareholders a Notice containing insbuctions on how to access our combined Proxy Statement and Annual Report 
and vote online. 

- 

Regardless of the size of your holdings, it is important that your shares be represented at the meeting. 
IN ADDITION TO VOTING IN PERSON AT THE MEETING, SlXAREIOLDERS OF RECORD MAY 
VOTE VIA A TOLL-FREE TELEPHONE NUMBER OR OVER TIIIE INTERNET. SHAREHOLDERS WHO 
RECEIWD A PAPER COPY OF THE PROXY STATEMENT ANn THE ANNUAL REPORT MAY ALSO VOTE 
BY COWLETING, SIGNING AND MAILING TI-IE ACCOMPANYn\JG PROXY CARD IN THE RETURN 
ENVELOPE PROVIDED AS SOON AS POSSIBLE. LF YOUR SHARES ARE HELD IN TI% NAME OF AB- 
BROKER OR OTIBR HOLDER OF RECORD, CHECK YOUR PROXY CARD TO SEE WHICH OPTIONS ARE 
AVAILABLE TO YOU. Voting by any of these methods will enmre that your vote is counted at the Annual Meeting if 
you do not attend in person. 

I am delighted that you have chosen to invest in Progress Energy, Inc., and look forward to seeing you at 
the meeting. On behalf of the management and directors of Progress Energy, Inc., thank you for your continued 
support and confidence in 2010. 

Sincerely, 

William D. Johnson 
Chairman of the Board, President and 
Chief Executive Officer 
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~ _ _ _  
VOTING YOUR PROXY IS IMPORTANT 

Your vote is important To ensure your representation at the Annual Meeting, please vote your 
shares as promptly as possible. In addition to voting in person, shareholders of record may VOTE VIA A 
TOLL-F’REE TELEPHONE NUMBER OR OVER TEE INTERNET, as instructed in the materials. 

If you received this Proxy Statement by mail, please promptly SIGN, DATF, and RETURN the 
enclosed proxy card or VOTE BY TELEPHONE in accordance with the instructions on the enclosed 
proxy card so that as many shares as possible will be represented at the Annual Meeting. A self-addressed 
envelope, which requires no postage ifmailed in the United States, is enclosed for yom convenience. 
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PROGRESS ENERGY, INC. 
410 S. Wilmington Street 

Raleigh, North Carolina 27601-1849 

NOTXCE OF TX-DE ANNUAL MEETING OF SBLAREHOLDERS 
TO BE HELD ON 

MAY 12,2010 

The Annual Meeting of the Shareholders of Progress Energy, Inc. (the “Company”) will be held at 
1O:OO a m on May 12, 2010, at the Progress Energy Center for the Performing Arts, 2 East South Street, Raleigh, 
North Carolina. The meeting will be held in order to: 

(1) Elect fourteen (14) directors of the Company, each to serve a one-year term. The Board of 
Directors recommends a vote FOR each of the nominees for director. 

(2) R a t e  the selection of Deloitte & Touche L,LP as the independent registered public accounting 
f i  for the Company. The Board of Directors recommends a vote FOR the ratification of the 
selection of Deloitte & Touche LLB as the Company’s independent registered public accounting 
f i i .  

(3) Vote on a shareholder proposal regarding the adoption of a “liold-into-retiremenP‘ policy for equity 
awards. The Board of Directors recommends a vote AGAINST the shareholder proposal. 

(4) Transact any other business as may properly be brought before the meeting. 

All holders of the Company’s Common Stock of record at the close of business on March 5,2010, are 
entitled to attend the meeting and to vote. The stock transfer books will remain open. 

By order of the Board of Directors 

JOHN R. MCARTHtJR 
Executive Vice President 
and Corporate Secretary 

Raleigh, North Carolina 
March 31,2010 

I .  , -  . .  . .  . .  . .  
. . .  
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PROGRESS ENERGY, INC. 
410 S. Wilmington Street 

Raleigh, North Carolina 27601-1849 

PROXY STATEMENT 
GENERAT, 

This Proxy Statement is &hed in connection with the solicitation by the Board of Directors (at times 
referred to as the “Board”) of proxies to be used at the Annual Meeting of Shareholders. That meeting Will be held 
at 10:00 a.m. on May 12,2010, at the Progress Energy Center for the Performing Arts, 2 Fast South Street, Raleigh, 
North Carolina. (For directions to the meeting location, please see the map included at the end o f  this Proxy Statement.) 
Throughout this Proxy Statement, Progress Energy, Inc. is at times referred to as  ’Trogress Energy,” “we,” “om7’ or 
“US.” This Proxy Statement and form o f  proxy were first sent to shareholders on or about March 3 1,2010. -.  

An audio Webcast of the Annual Meeting of Shareholders will be available online in Windows Media 
Player format at www.pro~ess-enei~.-gy.om/invesior. ”he Webcast will be archived on the site for three months 
following the date ofthe meeting. 

Copies of our  Annual Report on Form 10-K for the year ended December 31,2009, including 
financial statements and schedules, are  available upon written request, without charge, to the persons whose 
proxies are solicited. Any exhibit to the Form 10-K is also available upon written request a t  a reasonable 
charge €or copying and mailing. Written requests should be made to Mr. Thomas R. Sullivan, Treasurer, 
Progress Energy, Inc., P.O. Box 1551, Raleigh, North Carolina 27602-1551. Our Form 10-K is also available 
through the Securities and Exchange Commission’s (the “SEC”) Web site a t  wrw.secgov or  through our Web 
site a t  n~vw.progress-energy.co~~izveslor. The contents of these Web sites are not, and shall not be deemed to 
be, a par t  of this Proxy Statement or  proxy solicitation materials. 

In accordance with the “notice and access” rule adopted by the SEC, we are making our proxy materials 
available to our shareholders on the Internet, and we are mailing to our registered and beneficial holders a 
“Notice of Internet Availability of Proxy Materials” containing instructions on how to access our proxy materials 
and how to vote on the Internet and by telephone. If you received a ‘notice of Internet Availability of Proxy 
Materials” and would like to receive a printed copy of our proxy materials, free of charge, you should follow the 
instructions for requesting such materials below. 

We have adopted a procedure approved by the SEC called “householding.” Under this procedure, 
shareholders of record who have the same address and last name and do not participate in the electronic 
delivery of proxy materials will receive only one copy of our  Proxy Statement and Annual Report, unless one 
ox more of the shareholders at that address notifies us that they wish to continue receiving individual copies. 
We believe this procedure provides greater convenience to our shareholders and sayes money by reducin, u our 
printing and mailing costs and fees. 

If you prefer to receive a separate copy of our combined Proxy Statement and Annual Report, please 
write to  Shareholder Relations, Progress Energy, Inc., P.O. Box 1551, Raleigh, North Carolina 27602-1551 or 
telephone our Shareholder Relations Section at  919-546-3014, and we will promptly send you a separate copy. 
If you are  currently receiving multiple copies of the Proxy Statement and Annual Report a t  your address and 
would prefer that a single copy of each be delivered there, you may contact us at the address or telephone 
number provided in this paragraph. 
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PROXIES 

The accompanyjng proxy is solicited by our Board of Directors, and we will bear the entire cost of 
solicitation. We expect to solicit proxies prbarily by telephone, mail, e-mail or other electronic media or personally 
by our and our subsidiaries’ officers and employees, who will not be specially compensated for such services. In 
addition, the Company will engage Morrow & Co., LLC, if necessary, to assist in the solicitation of proxies on 
behalf of the Board. It is anticipated that the cost of the solicitation service to $e Company wilJ be approximately 
$35,000 plus out-pf-pocket expenses. 

You may vote shares either in person or by duly authorized proxy. In addition, you may vote your shares 
by telephone or via the Internet by following the instructions provided on the enclosed proxy card Please be aware 
that if you vote via the Internet, you may incur costs such as telecommunication and Internet access charges for 
which you will be responsible. The Internet and telephone voting fa es for shareholders of record will close 
at 12:Ol a..m. E.D.T. on the morhing of the meeting. Any shareholder who has executed a proxy and attends the 
meeting may elect to vote in person rather than by proxy” You may revoke any proxy given by you in response 
to this solicitation at any time before the proxy is exercised by (i) delivering a written notice of revocation to our 
Corporate Secretary, (5) timely filing, with our Corporate Secretary, a subsequently dated, properly executed proxy, 
or (iii) attending the Annual Meeting and electing to vote in person. Your attendance at the Annual Meeting, by 
itself, will not constitute a revocation of a proxy. Eyou vote by telephone or via the Internet, you may also revoke 
your vote by any ofthe three metho.& noted above, or you may change your vote by voting again by telephone or 
via the Zntemet. If you decide to vote by completing and mailing the enclosed proxy card, you should retain a copy 
of certain idenbfj6ng information found on the proxy card in the event that you decide later to change or revoke 
your proxy by accessing the Internet. You should address any written notices of proxy revocation to: Progress 
Energy, Inc., P.0: Box 1551, Raleigh, North Carolina 27602-1551, Attention: Corporate Secretary. 

. 

I 

I All shares represented by effective proxies received by the Company at or before the Annual Meeting, and 
not revoked before they are exercised, will be voted in the maher  specified therein. Executed proxies that do not 
contain voting instructions will be voted “FOR” the election of all directors as set forth in this Proxy Statement; 
“FOR” the ratification of the selection of Deloiqe & Touche LLP as our independent registered public accounting 
fum for the fiscal year ending December 3 1,20 10, as set forth in this Proxy Statement; and “AGAINST” the 
shareholder proposd regarding the adoption of a ‘ % o l d - i n t o 7 r e t t ”  policy for equity awards as set forth in this 
Proxy Statement. Proxies will be voted at the discretion of the named proxies on any other business properly brought 
before the meeting.. 

If’ you are a participant in our 401(k) Savings & Stock Ownership Plan, shares allocated to your Plan 
account will be voted by the Tnistee only if you execute and return your proxy, or vote by telephone or via the 
Internet. Plan participants must provide voting instructions on or before 1159 p n  E.D.T. on May 9,2010. 
Company stock remaining in the ESOP Stock Suspense Account that has not been allocated to employee accounts 
shall be voted by the Trustee in the same proportion as shares voted by participants in the 401(k) Plan. 

If you are a participant in the Savings Plan for Employees of Florida Progress Corporation (the “FPC 
Savings Plan”), shares allocated to your Plan account will be voted by the Trustee when you execute and return your 
proxy, or vote by telephone or via the Internet. If no direction is given, your shares wiU be voted in proportion with 
the shares held in the FPC Savings Plan and in the best interest of the FPC Savings Plan. 

Special Note for Shares Held in “Street Name” 

If your shares are held by a brokerage firm, bank or other nominee (Le., in “street name”), you will receive 
directions from your nominee that you must follow in order to have your shares voted. “Street name” shareholders 
who wish to vote in person at the meeting will need to obtain a special proxy form from the brolcerage firm, bank or 
other nominee that holds their shares of record. You should contact your brokerage firm, bank or oiher nominee for 
details regarding how you may obtain this special proxy form. I 
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If your shares are held in “street name’’ and you do not give instructions as to how you want your shares voted 
(a “nonvote”), the brokerage 
the shares at its discretion with regard to “routine” matters However, such brokerage fii, bank or other nominee is not 
required to vote the shares of Common Stock, and therefore these unvoted shares would be counted as ‘boker nonvotes.” 

bank or other nominee who holds Progress Energy shares on your behalf may vote 

With respect to “routine” matters, such as the ratification of the selection of the independent registered 
public accounting fm, a brokerage firm, bank or other nominee has authority @ut is not required) under the rules 
governing self-regulatory organizations (the “SRO rules”), including the New York Stock Exchange (“NYSE), 
to vote its clients’ shares if the clients do not provide instructions. When a brokerage firm, bank or other nominee 
votes its clients’ Common Stock shares on routine matters without receiving voting instructions, these shares are 
counted both for establishing a quorum to conduct business at the meeting and in determining the number of shares 
voted “FOR” or “AGAINST” such routine matters The hTSE recently amended its rules to make the election of 
directors a “nonroutine” matter. 

With respect to “nonroutine” matters, including the election of directors and shareholder proposals, a 
brokerage h, bank or other nominee is not permitted under the SRO rules to vote its clients’ shares if the clients 
do not specifically instruct their brokerage firm, bank or other nominee on how to vote their shares The brokerage 
firm, bank or other nominee will so note on the vote card, and this constitutes a “broker nonvote ” “Broker 
nonvotes” will be counted for purposes of establishing a quorum to conduct business at the meeting but not for 
determining the number of shares voted “FOR,” “AGAINST” or “ABSTAINING” from such nonroutine matters. 
At the 201 0 Annual Meeting of Shareholders, two nonroutine matters, the election of 14 directors of the Company 
with terms expiring in 201 1 and a shareholder proposal regarding the adoption of a “hold-into-retirement” policy for 
equity awards, will be presented for a vote 

I Accordingly, if you do not vote your proxy, your brolcerage firm, bank or other nominee may either: 
(i) vote your shares on routine matters and cast a “broker nonvote” on nonroutine matters, or (ii) leave your 
shares unvoted altogether. Therefore, we encourage you to provide instructions to your brokerage firm, bank 
or other nominee by voting your proxy. This action ensures that your shares and voting preferences will be 
fully represented at the meeting. 

VOTING SECUXiTTlES 

Our directors have fixed March 5,2010, as the record date for shareholders entitled to vote at the Annual 
Meeting. Only holders of our Common Stock of record at the close of business on that date are entitled to notice of 
and to vote at the Annual Meeting. Each share is entitled to one vote. As of March 5,2010, there were outstanding 
284,645,924 shares of Common Stock. 

Consistent with state law and our By-L,aws, the presence, in person or by proxy, of holders of at least a 
majority of the total number of Common Stock shares entitled to vote is necessary to constitute a quorum for the 
transaction of business at the Annual Meeting. Once a share of Common Stock is represented for any purpose at a 
meeting, it is deemed present for quorum purposes for the remainder of the meeting and any adjournment thereof, 
unless a new record date is or must be set in connection with any adjournment. Common Stock shares held of record by 
shareholders or their nominees who do not vote by proxy or attend the Annual Meeting in person will not be considered 
present or represented at the Annual Meeting and will not be counted in determining the presence of a quorum Proxies 
that withhold authority or reflect abstentions or ‘broker nonvotes” will be counted for purposes of determining whether 
a quorum is present 

Pursuant to the provisions of our Articles of Incorporation, as amended effective May 10,2006, a candidate 
€or director will be elected upon receipt of at least a majority of the votes cast by the holders of Common Stock entitled 
to vote. Accordingly, assuming a quorum is present, each director shall be elected by a vote of the majority ofthe votes 
cast with respect to that director. A majority of the votes cast means that the number of shares voted c c F ~ ~ y 7  a chector 
must exceed the number of votes cast “AGAINST” that director. Shares voting “ABSTAIN” and shares held in “street 
name” that are not voted in the election of directors will not be included in determining the number of votes cast. 
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Approval of the proposal to rat@ the selection of our independent registered public accounting firm, and other 
matters properly brought before the Annual Meeting, if any, generally will require the affmative vote of a majority of 
votes actually cast by holders of Common Stock entitled to vote Assuming a quorum is present, the number of “FOR” 
votes cast at the meeting for this proposal must exceed the number of “AGAINST’ votes cast at the meeting in order 
for this proposal to be approved. Abstentions &om voting and “broker nonvotes” will not count as votes cast and will 
not have the effect of a “negative” vote with respect to any such matters. 

Approval of the shareholder proposal regarding the adoption of a “hold-into-retirement” policy for equity 
awards will require the affirmative vote of a majority of the shares cast on the proposal provided that the total votes 
cast on the proposal represents over 50 percent of the shares entitled to vote on the proposal Abstentions will not have 
the effect of “negative” votes with respect to the proposal. Shares held in “street name” that are not voted with respect 
to the shareholder proposal regarding the adoption of a “hold-into-retiremenf‘ policyfor equity awards will not be 
included in determining the number of votes cast. 

We will announce preliminary voting results at the Annual Meeting. We will publish the fiial results in a 
current report on Form 8-K within four (4) busincss days of the Annual Meeting. A copy of this Form 8-K may be 
obtained without charge by any of the means outlined above €or obtaining a copy of ourAnnua1 Report on Form 10-IC 

PROPOSAL I-ELECTION OF DIRECTORS 

The Company’s amended By-Laws provide that the number of directors of the Company shall be between 
eleven (1 1) and fifteen (1 5). The amended By-Laws also provide for annual elections of each director- Directors will 
serve one-year terms upon election at the 2010 Annual Meeting of Shareholders. 

Our Articles of Incorporation require that a candidate in an uncmtested election for director receive a majority 
o€ the votes cast in order to be elected as a director (i.e., the number of votes cast ‘TOR” a director must exceed the 
number of votes cast L‘AGArNST” that director) In a contested election (i e , a situation in which the number of 
nominees exceeds the number of directors to be elected), the standard for election of directors will be a plurality of the 
votes cast. Under North Carolina law, a director continues to serve in office until his or her successor is elected or until 
there is a decrease in the number of directors, even if the director is a candidate for re-election and does not receive the 
required vote, referred to as a “holdover director.” To address the potential for such a “holdover director,” our Board 
of Directors approved a provision in our Corporate Governance Guidcliies. That provision states that if an incumbent 
dircctor is nominated, but not re-elected by a majority vote, the director shall tender his or her resignation to the Board, 
The Corporate Governance Committee (the “Governance Cornmiltee”) would then make a recommendation to the 
Board whether to acccpt or reject d e  resignation. The Board will act on the Governance Committee’s recommendation 
and publicly disclose its decision and the rationale regarding it within 90 days after receipt of the tendered resignation. 
Any director who tenders his or her resignation pursuant to this provision shall not participate in the Governance 
Committee’s recommendation or Board of Directors’ action regarding the acceptance of the resignation offer. However, 
if all members of the Governance Committee do not receive a vote sufficient for re-election, then the independent 
directors who did not fail to receive a sufficient vote shaU appoint a committee amongst themselves to consider the 
resignation offers and recommend to the Board of Directors whether to accept them. If the only directors who did not 
fail to receive a sufficient vote for re-election constitute three or fewer directors, all directors may participate in the 
action regarding whether to accept the resignation offers. 

Based on the report of the Governance Committee (see page 15), the Board of Directors n o e a t e s  the 
following 14 nominees to serve as directors with t e r n  expiring in 20 11 and until theis respective successors a e  elected 
and qualified John D. Baker n, James E. Bostic, Jr., Harris E. Deloach, Jr., James B. Hyler, Jr., William D. Joh~kon, 
Robert W. Jon*s, W. Steven Jones, Melquiades R. “Mel” Martinez, E. Marie McKee, John K. Mullin, III, 
Charles W. Pryor, Jr., Carlos A Saladrigas, Theresa M. Stone, a n d u e d  C. Tollison, Jr. 

There are no f d y  relationships between any of the directors, any executive officers or nominees for director 
of the Company or its subsidiaries, and there is no arrangement or understanding between any director or director 
nominee and any other person pursuant to which the director or director nominee was selected. 
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The election of directors will be determined by a majority of the votes cast at the Annual Meeting at which 
a quorum is present This means that the number of votes cast “FOR” a director must exceed the number of votes 
cast “AGAINST” that director in order for the director to be elected. Abstentions and broker nonvotes, if any, are 
not treated as votes cast and, therefore, will have no effect on the proposal to elect directors. Shareholders do not 
have cumulative voting rights in connection with the election of directors. 

Valid proxies received pursuant to this solicitation will be voted in the manner specified Where 
spccifications are not made, the shares represented by the accompanying proxy will be voted “FOR” the election 
of each of the 14 nominees Votes (other than abstentions) will be cast pursuant to the accompanying proxy for the 
election of the nominees listed above unless, by reason of death or other unexpected occurrence, one or more of 
such nominees shall not be available for election, in which event it is intended that such votes will be cast for such 
substitute nominee or nominees as may be determined by the persons named in such proxy The Board of Directors 
has no reason to believe that any of the nominees listed above will not be available for election as a director. 

The Board of Directors, acting through the Governance Committee, is responsible for assembling for 
shareholder consideration a group of nominees that, taken together, have the experience, qualscations, attributes 
and skills appropriate for functioning effectively as a board The Governance Committee regularly reviews the 
composition of the Board in light of the Company’s changing requirements and its assessment of the Board’s 
performance. A discussion of the characteristics the Governance Committee looks for in evaluating director 
candidates appears in the “Governance Committee Process for Identifying and Evaluating Director Candidates” 
section on page 18 of this Proxy Statement. 

The names of the 14 nominees for election to the Board o f  Directors, along with their ages, principal 
occupations or employment for the past five years, directorships of public companies held during the past five years, 
and disclosures regarding the specific expcrience, qualifications, attributes or skills that led the Board to conclude 
that such individual should serve on the Board, are set forth below. Messrs. John D. Baker II and Melquiades 
R. ‘Mel” Martinez, who were elected by the Board on September 17,2009 and March 1,2010, respectively, are 
directors standing for election to the Board by our shareholders for the f i s t  time. Mr- Baker was recommended to 
the Governance Committee by one of our non-management directors, and MI. Martinez was recommended to the 
Governance Committee by William D Johnson, who is our Chairman of the Board, President and Chief Executive 
Officer. (Carolina Power & Light Company d/b/a Progress Energy Carolinas, Inc. (“PEC”) and Florida Power 
Corporation d/b/a Progress Energy Florida, Inc. (“PEF”), which a e  noted below, are wholly owned subsidiaries of 
the Company.) Information concerning the number of shares of our Common Stock beneficially owned, directly or 
indirectly, by all current directors appears on page 10 of this Proxy Statement 

The Board of Directors recommends a vote “FOR” each nominee for director 

Nominees for Election 

JOHN D. BAKER II, age 6 1, is President and Chief Executive Officer of Patriot Transportation Holding, 
hc. ,  which is engaged in the transportation and real estate businesses. He has served in these positions since 
November 2007. Mr. Baker was President and Chief Executive Officer of Florida Rock Industries, Inc , a producer of 
cement, aggregates, concrete and concrete products from 1997 to 2007. As a lawyer and business executive with more 
than 35 years of experience in the construction materials and trucking industries, Mr. Baker brings business insight 
and expertise that will be valuable to the Company as it navigates a complex and changing business environment 
Mr. Baker has served as a director of the Company since September 17,2009 and is a member of the Board’s Finance 
Committee and the Organization and Compensation Committee. 

Otliei- public directoi-ships in past $five years: 
Patriot Transportation Holding, Inc. (1 986 to present) 
Wells Fargo & Company (January 2009 to present) 
Vulcan Materials Co. (November 2007 until February 2009) 
Wachovia Bank, N.A (2001 to December 2008) 
Florida Rock Industries, Inc (1979 until November 2007) 
Hughes SuppIy, Inc. (I994 una 2006) 

. 
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J M S  E. BOSTIC, JR., age 62, has been Managing Director of HEP &Associates, a business consulting 
firm, and a partner o f  Coleman Lcw & Associates, an executive search consulting h, since 2006. He retired as 
Executive Vice President of Georgia-Pacific Corporation, a manufacturer and distributor of tissue, paper, packaging, 
building products, pulp and related chemicals, in 2006 During his 20 years at Georgia-Pacific, Nr. Bostic served 
in various senior positions, including a stint as senior vice president-Environmental, Government Affairs and 
Communications. Over the years, Mi Bostic’s business background and his expertise on environmental and 
regulatory issues have been significant assets to the Company. That expertise will be particularly helpful as we 
continue to address new laws and regulations regarding global climate change and other environmental issues 
Additionally, due to his years of service on the Board, Mr. Bostic has developed a keen understanding of how 
the Company operates, the key issues it faces, and its strategy for addressing those issues as it carries out its 
responsibilities to its shareholders and other stakeholders. He has served as a director of the Company since 2002. 
Mr. Bostic is a member ofthe Board’s Audit and Corporate Performance Committee, the Nuclear Project Oversight 
Committee and the Operations and Nuclear Oversight Committee. 

I-L4RRIS E. DELOACH, JR , age 65, is Chairman, President and Chief Executive Officer of Sonoco 
Products Company, a manufacturer of paperboard and paper and plastic packaging products, since April 2005. He 
served as President and Chief Executive Officer of Sonoco Products from July 2000 to April 2005 Mr. DeLoach 
joined Sonoco Products in 1986 and has served in various management positions during his tenure there. Prior to 
joining Sonoco, Mr. DeLoach was in private law practice and served as an outside counsel to Sonoco for 15 years. 
Mr DeLoach’s legal background and years of experience leading a global packaging company will be valuable to 
the Company as it confronts a challenging economy and changing business environment. He has served as a director 
of the Company since 2006. Mr DeLoach is Chair of the Board’s Operations and Nuclear Oversight Comrnittee and 
a member of the Executive Committee, the Governance Committee, the Nuclear Project Oversight Committee and 
the Organization and Compensation Committee. 

Other public directorsliips in past five years. 
Sonoco Products Company (1998 to present) 
Goodrich Corporation (200 1 to present) 

JAMES B. HYLER, JR., age 62, retired as Vice Chairman and Chief Operating Officer of First Citizens 
Bank in 2008. He served in lhese positions from 1994 until 2008. Mi Hyler was Chief Financial Officer of First 
Citizens Bank from 1980 to 1988, and served as President oiFirsi Citizens Bank from 1988 to 1994. Prior to joining 
First Citizens Bank, Mr~ Hyler was an auditor with E m t  &Young for 10 years Mr“ Hyler has more than 37 years of 
experience in the financial services industry Mi” Ilyler’s experience and accounting background have provided him 
with an understanding of the accounting principles used by the Company to prepare its financial statements and the 
ability to analyze such statements Hii knowledge and experience in financial services and corporate finance will 
be valuable to the Company as our utilities continue to move forward with the expansion projects necessary to meet 
our customers’ hture energy needs reliably and affordably. Mi. Hyla has served as a director of the Company since 
2008 and is a member of the Board’s Finance Committee and the Organization and Compensation Committee. 

Other public directorships in past five years: 
First Citizens BancShares (August 1988 until January 2008) 

WILLIAM D. JOHNSON, age 56, is Chairman, President and Chief Executive Officer of Progress Energy, 
since October 2007. Mr. Johnson previously served as President and Chief Operating Officer of Progress Energy 
fiom January 2005 to October 2007. In that role, Mr. Johnson oversaw the generation and delivery of electricity 
by PEC and PEF. Mi. Johnson has been with Progress Energy (formerly CP&L) in a number of roles since 1992, 
including Group President for Energy Delivery, President and Chief Executive Officer for Progress Energy 
Service Company, LLC and General Counsel and Secretary for Progress Energy. Before J o h n g  Progress Energy, 
Mr Johnson was a partner with the Raleigh, N.C. law office of Hunton & Williams LLP, where he specialized 
in the representation of utilities. Mr. Johnson has served in a variety of senior management positions during his 
tenure with the Company. His background as a lawyer representing utilities, and his years of hands-on experience 
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at the Company, provide him a unique perspective and a keen understanding of the Company and our industry. 
Mr. Johnson’s breadth of knowledge and experience in addressing key operational, policy, legislative and strategic 
issues, and his proven leadership slulls, will be significant assets to the Company as it implements its long-term 
strategy in the face of a challenging economy and a changing regulatory and legislative environment He has served 
as a director of the Company since 2007. 

ROBERT W. ,JONES, age 59, is the sole owner of Turtle Rock Group, LLC, founded in May 2009. From 
1974 until May 2009, Mr, Jones held various management positions at Morgan Stanley, a global provider of 
fmancial services to companies, governments and investors. He served as a Senior Advisor from 2006 until May 
of 2009, and as Managing Director and Vice Chairman from 1997 until 2006. While at Morgan Stanley, Mr. ‘Jones 
specialized in the utility industry for many years before being named Vice Chairman. Turtle Rock Group, LLC is 
a fmancial advisory consulting firm whose sole current client is Morgan Stanley. During his career, Mr. Jones has 
participated in many major international and domestic utility and pro’ject financing transactions, with a particular 
focus on strategic advisory and capital raising assignments. He has testified before numerous state public utility 
commissions and has been a frequent speaker on regulatory and corporate governance issues. Mi. Jones’s expertise 
in financial services and his experience in the regulatory arena provide him with a unique perspective that will be 
beneficial to the Company as it undertakes the expansion projects necessary to implement its balanced solution to 
meeting its customers’ future energy needs in a challenging economy and uncertain regulatory environment. He has 
served as a director of the Company since 2007.. Mr. Jones is Chair of the Board’s Finance Committee and a member 
of the Executive Committee, the Governance Committee and the Organization and Compensation Committee. 

We STEVEN JONES, age 58, is Dean (Emeritus) and Professor of Strategy and Organizational Behavior 
at the Kenan-Flagler Business School at the University of North Carolina at Chapel Hill, since 2008. He served 
as Dean of the Kenau-Flagler Business School from August 2003 irntil August 2008 Prior to joining the Kenan- 
Flagler Business School in 2003, M? Jones had a 30-year career in business. That career included serving as 
Chief Executive Offcer and Managing Director of Suncorp-Metway Ltd., which provides banking, insurance and 
investing services in Brisbane, Queensland, Australia. He also worked for ANZ, one of Australia’s four major 
banks, in various capacities for eight years Mr. Jones has international experience in developing strategy, leading 
change and building organizational capability in a variety of industries. 15s expertise in the financial services arena 
will continue to be beneficial as the Company prepares to undertake the expansion projects necessary to satisfy its 
customers’ future energy needs reliably and affordably Mr. Jones has served as a director of the Company since 
2005 He is a member of the Board’s Audit and Corporate Performance Committee, the Nuclear Project Oversight 
Committee and the Operations and Nuclear Oversight Committee 

1 , 
i 

Other pubIic directorships in past five years 
Premiere Global Services, Inc. (2007 to present) 
Bank ofAmerica (April 2005 to April 2008) 

MELQLJIADES R. ‘%EL” MARTINEZ, age 63, is currently a partner in the law fm of DLA Piper in its 
Orlando office. Mr. Martinez has had a distinguished career in both the public and private sectors, most recently as a 
United States Senator from Florida W e  serving in the TJ S Senate from 2005 to 2009, he addressed multiple policy 
and legislative issues as a member of the following Senate committees: Armed Services; Banking, Housing & Urban 
Affairs; Foreign Relations; Energy and Natural Resources; Commerce; and Special Committee on Aging. Prior to his 
election, Mr. Martinez served as the Secretary of Housing and Urban Development from 2001 to 2004 His extensive 
legal, policy and legislative experience will be valuable to the Company as we address new laws and regulations in 
areas such as environmental compliance, renewable energy standards and energy policy. Prior to representing the 
State of Florida in the 1 J S. Senate, Mi.  Martinez served as Mayor of Orange County Florida, and as a board member 
of the Orlando Utilities Commission. He also spent over 25 years in private legal practice, conducting numerous bials 
in state and federal courts throughout Florida As a resident and public servant o€the State of Florida, Mr. Martinez 
brings to our Board a unique perspective and Grst-hand knowledge that will be beneficial as we continue to address 
key regulatory issues in that State. Mx Martinez’s diversified experience and background will be significant assets to 
our Company’s Board. He has served as a director of the Company since March 1,2010 and is a member of the Audit 
and Corporate Performance Committee and the Operations and Nuclear Oversight Committee. 

i 
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E. MARIE MCKEE, age 59, is Senior Vice President of Corning Incorporated, a manufacturer of components 
for high-technology system for consumer electronics, mobile emissions controls, telecommunications and Iife sciences, 
since 1996. She also serves as President of the Coming Museum of Glass. Ms. McKee has over 30 years of experience 
at Corning, where she has held a variety of positions with increasing levels of responsibility. She initially sewed in 
various human resources manager positions including Human Resources Director for Corning’s Electronics Division, 
its Research & Development Division and its Centralized Engineering Division. While serving in these positions, 
Ms. McKee gained sigmficad experience in designing and implementing human resources strategies, business processes 
and organizational change efforts. She then served in various management positions, including Division Vice President 
of Corporate Strategic StaEGng, Vice President, Human Rcsouces and Senior Vice President, Human Resources and 
Corporate Diversity Officer, Ms. McKee served as Chairman of Steuben Glass from 1998 until the company was sold 
in 2008. Ms. McK.ee has served as a director of the Company and its pIedecessors since 1999. During her tenure on the 
Board, Ms. McKee’s business experience and perspective have proven valuable to the Company as it has addressed 
various operational and human resources issues, including executive compensation, succession planning and diversity. 
Ms.. McKee’s experience will continue to be beneficial to the Company as shareholders, regulators and legislators 
continue to focus on executive compensation and corporate governance issues. Ms.. McKee is Chair of the Board’s 
Organization and Compensation Committee and a member of the Executive Committee, the Governance Committee, the 
Nuclear Project Oversight Committee and the Operations and Nuclear Oversight Committee. 

JOHN H MULLIN, III, age’ 68, is Chairman of Ridgeway Farm, LLC, a limited liability company engaged 
in farming and timber management, since 1989 He is a former Managing Drrector of Dillon, Read & Co., a former 
investment banking firm. MI Mullin was employed by Dillon Read for approximately 20 years. During that time, 
he worked with a diversified mix of clients and was involved in a variety of corporate assignments, including private 
and public offerings, and corporate restructurings. Since 1989, Mr. Mullin has managed the. &versified businesses of 
Ridgeway Farm He has served on the boards ofa number of other major publicly traded companies, providing him with 
substantial experience in the areas of corporate strategy, oversight and governance. Mr“ M u h  has utilized his broad 
and extensive business experiences to provide leadership to the Company’s Board as Lead Director He has served as a 
director of the Company and its predecessors since 1999 Mr Mullin is Charr of the Board’s Governance Committee and 
a member of the Executive Committee, the Finance Committee and the Organization and Compensation Committee 

Other public directorships in past five years:. 
Sonoco Products Company (2002 to present) 
Hess Corporation (2007 to present) 
Liberty Corporation (1 989 to 2006) 

CHARLES W. PRYOR, JR., age 65, is Chairman oiUrenco Investments, Inc., a global provider of services 
and technology to the nuclear generation industry worldwide, since January 2007. He served as President and Chief 
Executive Officer of Urenco Investments, Inc. from 2004 to 2006. Mr. Pryor served as President and Chief Executive 
Officer ofthe Utilities Business Group of  British Nuclear Fuels from 2002 to 2004 From 1997 to 2002, he served as 
President and Chief Executive OPficer of Westinghouse Electric Co., a supplier of nuclear fuel, nuclear services and 
advanced nuclear plant designs to utilities operating nuclear power plants. Mr. Pryor’s service as chief executive officer 
of a multi-billion dollar company provided him with experience that enables him to understand the financial statements 
and financial affairs of the Company. Mr. Pryor’s knowledge and experience in engineerkg, power generation, nuclear 
fuel and the utility industxy will help us in the yeas ahead as our Company pursues a balanced solution to meeting 
its customers’ future energy nee&. He has served as a director of the Company since 2007. Mr. Pryor is Chair of the 
Board’s Nuclear Project Oversight Committee and a member of the Audit and Corporate Performance Committee and 
the Operations and Nuclear Oversight Committee- 

Olher public directorships 6 1  past fwe years- 
DTE Energy Co. (1  999 to present) 

a 



JOINT APPLICANTS 
PAGE 147 
EXHIBIT C 

Progress Energy Proxy Statement 

CARLOS A. SALADRIGAS, age 61, is Chairman and Chief Executive Officer of Regis HRG, which .. . .. ___. . . . . - . . .= ._. . .. . . 

offers a full suite of outsourced human resources services to small and mid-sized bdinesses. He has served in these 
positions since .July 2008. Mr~ Saladrigas serkd as Chairman, Gom 2002 to 2007, and Vice Chairman, &om 2007 
to 2008, of Premier American Bank in Miami, Florida. In 2002, Mr. Saladrigas retired as Chief Executive Officer 
of ADP Total Source (previously the Vycam Group, Inc.), a Miami-based human resources outsourcing company 
that provides services to small and mid-sized businesses. Mr. Saladrigas has extensive expertise in both the human 
resources and financial services arenas. His accounting background provides him with an understanding of the 
principles‘used to prepare the Company’s financial statements and enables llim to effectively analyze those fmancial 
statements. Mr. Saladrigas is a resident of Florida and is famili@ with the policy issues facing that State. His unique 
perspective and business acumen continue to be valuable assets to the Board. Mr. Saladrigas has served as a director 
of the Company since 200 1 and is a member of the Board’s Audit and Corporate Performance Committee and the 
Finance Committee. 

Other public directorships in past five years: 
Advance Auto Parts, Inc. (2003 to present) 

THERESA M. STONE, age 65, has been Executive Vice President and Treasurer of the Massachusetts 
hstitute of Technology Corporation (“M I T”), since February 2007 In her role as Executive Vice President and 
Treasurer, MS Stone is responsible for M.1 T.’s capital programs, facilities, human resources and information 
technology, and serves as M I.T.’s Chief Financial Officer and Treasurer. Prior to serving in her current role, 
Ms Stone served as Executive Vice President and Chief Financial Officer of Jefferson-Pilot Financial (now 1,incoln 
Financial Group) from November 2001 to March 2006. Ms. Stone began her career as an investment banker, 
advising clients primarily in the fmancial services industry on fmancial and strategic matters and has held senior 
financial executive officer positions at various companies since that time. Ms. Stone’s knowledge and expertise 
in finance make her uniquely qualified to understand and effectively analyze the Company’s financial statements, 
and to assist the Company as it undertakes the expansion efforts necessary to implement its balanced solution 
to satisfying its customers’ energy needs reliably and affordably. She has served as a director of the Company 
since 2005. Ms. Stone is Chair of the Board’s Audit and Corporate Performance Committee and a member of the 
Executiire Commiftee, the Governancc Committee and the Finance Committee 

ALFRED C. TOLLISON, JR.., age 67, retired as Chairman and Chief Executive Officer of the Institute of 
Nuclear Power Operations (‘TNPO’’), a nuclear industry-sponsoled nonprofit organization in March 2006. He was 
employed by EVPO from 1987 until March 2006. During his tenure there, Mr. Tollison’s responsibilities included 
industry and government relations, communications, information systems and administrative activities. He also 
served as the executive director of the National Academy for Nuclear Training From 1970 until 1987, Mr. Tollison 
was employed by PEC, where he served in a variety of management positions, including plant general manager of 
the Brunswick Nuclear Plant and manager of nuclear training. MI Tollison’s track record and expertise in promoting 
the safe and reliable operations of ow nation’s nuclear generating plants will continue to be a significant asset to 
ouf board as the Company moves forward with its balanced solution for meeting the future generation needs of 
its customers safely, reliably and affordably. He has served as a director of the Company since 2006 Mr. Tollison 
is Vice Chair of the Board’s Nuclear Project Oversight Committee and a member of the Audit and Corporate 
Performance Committee and the Operations and Nuclear Oversight Committee He also serves as the Nuclear 
OveIsight Director. 
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PRINCIPAL SHAEtEHOLDERS 

The table below sets forth the only shareholder we know to beneficially own more than 5 percent (5%) of 
the outstanding shares of our Common Stock as of December 3 1,2009. We do not have any other class of voting 
securities. 

Title of 
Class 
Common Stock 

Name andnddress of Number of Shares Percentage of 
Beneficial Owner Beneficially Owned Class 

State Street Corporation 25,939,712’ 9.3 
One Lincoln Street 
Boston, MA 02 1 11 

Consists of shares of Common Sock held by State Street Corporation, acting in various fiduciary capacities. State 
Street Corporation has sole power to vote with respect to 0 shares, sole dispositive power with respect to 0 shares, shared 
power to vote with respect to 12,892,635 shares and shared power to dispose of 25,939,712 shares. State Street Corporation has 
disclaimed beneficial ownership of all shares of Common Stock (Based solely on information contained in a Schedule 13G filed 
by State Street Corporation on February 12,2010 ) 

MANAGEMENT O\WERSXTTIP OF COMMON STOCK 

The following table describes the beneficial ownership of our Common Stock as of February 22,2010, o f  
(i) all current directors and nominees for director, (ii) each executive oficer named in the Summary Compensation 
Table presented later in this Proxy Statement, and (iii) all directors and nominees for dircctor and executive officers 
as a group. As of February 22,2010, none of the individuals or the group in the above categories owned one percent 
(1%) or more of our voting securities. TJnless otherwise noted, all shares of Common Stock set forth in the table are 
beneficially owned, directly or indirectly, with sole voting and investment power, by such shareholder. 

Number of Shares 
of Common Stock 

Beneficially 
Name Oivnedu 

John D. Baker U 7,450 
James E. Bostic, Jr 8,44S 
Hams E Deloach, Jr. 5,000 

William D. Johnson 136,751’ 
James B. Hyler, Jr. 1,000 

Robert W. Jones 1,000 
W. Steven Jones 1,000 
Jeffrey J. Lyash 19,393’ 
Melquiades R. ‘Mel”  Martinez -3 

E. Marie McKee’ 3,000‘ 
Mark F. Mulhern 34,550’ 
John H MuLh., 111 10,000‘ 
Charles W. Pryor, Jr. 1,042 
Carlos A. Saladrigas 7,000’ 
Paula J. Sims I1 ,7662 
Theresa M. Stone 1,000 
Alfred C. Tollison, Jr. 1,000 
LloydM Yates 27,9372 
Shares of Common Stock beneficially owned by all directors and executive 

438,76 l4  officers of the Company as a group (25 persons) 
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E. Marie McKee 
John H. Mullin, III 
Carlos A. Saladrigas 
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Stock Options 
4,000 
2,000 
6,000 
6,000 

Includes shares of our Common Stock such director has the right to acquire beneficial ownership of within 60 days 
through the exercise of certain stock options, as follows: 

Officer 
William D. Johnson 
Jeffrey J. Lyash 
Mark F. Mulhern 
Paula J. Sims 
Lloyd M. Yates 

Restricted Stock Stock Options 
16,134 - 
3,834 - 
5,834 7,000 
1,000 - 
3,834 __ 

Directors’ Dcferred Non-Employee Director 

John D. Baker U 1,339 1,489 
James E. Bostic, Jr. 11,723 10,017 
Hams E. DeLoach, Jr. 10,299 5,989 
James B. Hyler, Jr. 1,231 3,090 
Robert W. Jones 7,294 4,538 
W. Steven Jones 11,911 7,522 
Melquiades R. ‘Mel” Martinez* 67 
E. Marie McKee 29,288 12,877 
John H. Mullin, III 19,601 13,374 
Charles W. Pryor, Jr. 2,147 4,538 
Carlos A. Saladrigas 6,993 11,013 
Theresa M. Stone 10,087 1,522 
Alfred C. Tollison, Jr. 9,905 5,989. 

Director Compensation Plan Stock Unit Plan 

__ 

4 Includes shares each group member (shares in the aggregate) has the right to acquire beneficial ownership of within 
60 days through the exercise of certain stock options 

Ownership of Units Representing Common Stock 

The table below shows ownership of units representing our Common Stock under the Non-Employee 
Director Deferred Compensation Plan and units under the Non-Employee Director Stock Unit Plan as of February 
22, 201 0. A unit of Common Stock does not represent an equity interest in the Company, and possesses no voting 
rights, but is equal in economic value at all times to one share of Common Stock. 

The table below shows ownership as of February 22,2010, of (i) performance units under the Long-Term 
Compensation Program; (ii) performance units recorded to reflect awards deferred under the Management Incentive 
Cornpensation Plan (‘MICP’’); (G) performance shares awarded under the Performance Share Sub-Plan of the 1997, 
2002 and 2007 Equity Incentive Plans (“PSSP”) (see “Outstanding Equity Awards at Fiscal Year-End Table” on page 
51); (iv) units recorded to reflect awards deferred under the PSSP; (v) replacement units representing the value o f  
our contributions to the 4 0 1 0  Savings & Stock Ownership Plan that would have been made but for the deferral of 
salary under the Management Deferred Compensation Plan and contribution limitations under Section 415 of the 
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William D. Jolmson 
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Lloyd M. Yaks 

P R O X Y  STATEMENT 

Internal Revenue Code of 1986, as amended; and (vi) Restricted Stock Units (“RSUs”) awarded under the 2002 and 
2007 Equity Incentive Plans. 

Long-Tcrm 
Compensation PSSP 

Program MICP PSSP Deferred MDCP RSUs 
__ 1,711 146,294 - 1,059 66,001 
__ - 36,289 - 314 25,398 
__ 3,853 28,308 2,452 - 20,942 
__ 1,347 26,621 1,512 - 19,617 
- 2,672 36,132 6,376 158 25,325 

There were no transactions in 2009, and there are no currently proposed transactions involving more than 
$120,000, in which the Company or any o f  its subsidiaries was or is to be a participant and in which any of the 
Company’s directors, executive officers, nominees for director or any of their immediate family members had a 
direct or indirect material interest. 

Our Board of Directors has adopted policies and procedures for the review, approval or ratification 
ofRelated Person Transactions under Item 404(a) of Regulation S-K (the “Policy”), which is attached to this 
Proxy Statement as Exhibit A. The Board has determined that the Governance Committee is best suited to review 
and approve Related Person Transactions because the Governance Committee oversees the Board of Directors’ 
assessment of our directors’ independence. The Governance Committee will review and may recommend to the 
Board amendments to this Policy from time to time. 

I For the purposes of the Policy, a “Related Person Transaction” is a transaction, arrangement or relationship, 
including any indebtedness or guarantee of indebtedness (or any series of similar transactions, arrangements or 
relationships), in which we (including any of our subsidiaries) were, are or will be a participant and the amount 
involved exceeds $120,000, and in which any Related Person had, has or will have a direct or lndirect material 
interest. The term “Related Person” is defmed under the Policy to include our directors, executive officers, nominees 
to become directors and any oCtheir immediate family members 

Our general policy is to avoid Related Person Transactions. Nevertheless, we recognize that there are 
situations where Related Person Transactions might be in, or might not be inconsistent with, our best interests 
and those of our shareholders. These situations could include (but are not limited to) situations where we might 
obtain products or services of a nature, quantity or quality, or on other terms, #at are not readily available &om 
alternative sources or when we provide products or services to Related Persons on an arm’s length basis on terms 
comparable to those provided to unrelated third parties or on terms comparable to those provided to employees 
generally. In determining whether to approve or disapprove each Related Person Transaction, the Governance 
Committee considers various factors, including (i) the identity of the Related Person; (ii) the nature of the Related 
Person’s interest in the particular transaction; (iii) the approximate dollar amount involved in the .transaction; (iv) the 
approximate dollar value of the Related Person’s interest in the transaction; (v) whether the Related Person’s interest 
in the transaction conflicts with his obligations to the Company and its shareholders; (vi) whether the transaction 
will provide the Related Person with an unfair advantage in his dealings with the Company; and (vii) whether the 
transaction will affect the Related Person’s ability to act in the best interests of the Company and its shareholders. 
The Governance Committee will only approve those Related Person Transactions that are in, or are not inconsistent 
with, the best interests of the Company and its shareholders 
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.. . .. . . . . . - ... . . . SECTION lG(a) EENEPICIAL O\’vNERSEIE REPORTNG COMPLL4NCE - , _  
. -  

Section 16(a) of the Securities Exchange Act of 1934 requires our directors and executive officers to file 
reports of their holdings and transactions in our securities with the SEC and the NYSE.. Based on our records and 
other information, we believe that all Section 16(a) filing requirements applicable to our directors and executive 
officers with respect to the Company’s 2009 fiscal year were met, except as follows: James Scarola inadvertently 
failed to timely file a Form 4 related to the deferral, in 2009 and 20 10, of portions of two awards granted under 
the Company’s Management Incentive Compensation Plan. A Form 4 reporting both transactions was filed on 
March 16,2010. Paula J. Sims inadvertently failed to file on a timely basis a Form 4 with respect to the deferral in 
2009 of a portion of an award granted under the Company’s Management Incentive Compensation Plan. A Form 4 
reporting the transaction was filed on March 16,2010. Additionally, with regard to the Company’s 2010 fiscal year, 
each of Jeffrey A. Corbett, Vmcent M. Dolan, William D. Johnson, Michael A. Lewis, Jeffrey J. Lydsh, .John R. 
M c M u r ,  Mark E Mulhern, James Scarola, Frank A. Schiller, Paula J. Sims, Jeffrey M. Stone and Lloyd M. Yates 
inadvertently failed to file on a timely basis a Form 4 with respect to the payout of performance units granted under 
the Company’s Performance Share Sub-Plan. A Form 4 reporting the transaction was filed by each individual on 
March 1 1,20 10.. 

CORPORATE GOVERNANCE GUJBELINES +ND CODE OF ETFIICS 

The Board of Directors operates pursuant to an established set of written Corporate Governance Guidelincs 
( d e  “Governance Guidelines”) that set forth our corporate governance philosophy and the governance policies 
and practices we have implemented in support of that philosophy. The three core governance principles the Board 
embraces are integrity, accountability and independence. 

The Governance Guidelines describe Board membership criteria, the Board selection and orientation 
process and Board leadership. The Governance Guidelines require that a minimum of 80 percent of the Board’s 
members be independent and that the membership of each Board committee, except the Executive Committee, 
consist solely of independent directors. Directors who are not full-time employees of the Company must retire 
&om the Board at age 73. Directors whose job responsibilities or other factors relating to their selection to the 
Board change materially after their election are required to submit a letter of resignation to the Board. The Board 
will have an opportunity to review the continued appropriateness of the individual’s Board membership under 
these circumstances, and the Governance Committee will make the initial recommendation as to the individual’s 
continued Board membership. The Governance Guidelines also describe the stock ownership guidelines that are 
applicable to Board members and prohibit compensation to Board members other than directors’ fees and retainers. 

The Governance Guidelines provide that the Organization and Compensation Committee of the Board 
will evaluate the performance of the Chief Executive Officer on an annual basis, using objective criteria, and 
wil l  communicate the results of its evaluation to the full Board. The Governance Guidelines also provide that the 
Governance Committee is responsible for conducting an annual assessment of the performance and effectivcness of 
the Board, and its standing committees, and reporting the results of each assessment to the full Board annually. 

The Governance Guidelines provide that Board members have complete access to our management and 
can retain, at our expense, independent advisors or consultants to assist the Board in fulfilling its responsibilities, 
as it deems necessary“ The Governance Guidelines also state that it is the Board’s policy that the nonmanagement 
directors meet in executive session on a regularly scheduled basis. Those sessions are chaired by the Lead 
Director, .John 13. Mullin, UI, who is also Chair of the Governance Committee. He can be contacted by writing to 
John H. Mullin, LLI, Lead Director, Progress Energy, Inc Board of Directors, c/o John R. McArlhur, Executive Vice 
President and Corporate Secretary, P.O. Box 155 1, Raleigh, North Carolina 27602-1 551. We screen mail addressed 
to Mi. Mullin for security purposes and to ensure that it relates to discrete business matters relevant to the  company^ 
Mail addressed to Mr. Mullin that satisfies these screening criteria will be forwarded to him. 
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In keeping with the Board’s commitment to sound corporate governance, we have adopted a comprehensive 
written Code of Ethics that incorporates an effective reporting and enforcement mechanism. The Code of Ethics 
is applicable to all of our employees, including our Chief Executive Officer, our Chie€Fmancial Oflicer and our 
Controller. The Board has adopted the Company’s Code of Ethics as its own standard. Board members, our officers 
and our employees certify their compliance with ow Code of Ethics on an annual basis. 

Our Governance Guidelines and Code of Ethics are posted on our Internet Web site and can be accessed at 
nww.progress-energ)r~ codinvestoi: 

DIRECTOR PIDEPENDENCE 

The Board of Directors has determined that the following current members of the Board are independent, as 
that term is de f i ed  under the general independence standards contained in the listing standards df the NYSE: 

JohnD BakerlI E. Marie McKee 
James E. Bostic, Jr. 
Hams E. DeLoach, Jr 
James B. Hyler, Jr. 
Robert W. Jones 
W. Steven Jones 
Melquiades R. “Mel” Martinez 

John H. Mullin, IZT 
Charles W Pryor, Jr 
Carlos A. Saladrigas 
Theresa M. Stone 
Alfred C Tollison, Jr 

Additionally, the Board of Directors has determined that David L. Burner, who servcd as a member of the 
Board during a portion of 2009, was independent as that term is defined under the general independence standards 
contained in the NYSE’s listing standards. In addition to considering the NYSE’s general independence standards, 
the Board has adopted categorical standards to assist it in rnalchg determinations of independence. The Board’s 
categorical independence standards are outlined in our Governance Guidelines. The Governance Guidelines are 
available on our Internet Web site and can be accessed at wwwprogess-energy codinvestor All directors, former 
directors and director nominees identifed as independent in this Proxy Statement meet these categorical standards 

In determining that the individuals named above are or were independent directors, the Governance 
Committee considered their involvement in various ordinary course commercial transactions and relationships 
During 2009, Ms. McKee and Messrs DeLoach and Mullm served as officers and/or directors of companies 
that have been among the purchasers of the largest amounts o f  electric energy sold by PEC during the last three 
preceding calendar years. Messrs. Baker, Mul!in and Saladrigas served as officers and/or directors of companies 
that purchase electric energy from PEE Mr. Robert W. Jones was an employee of Morgan Stanley through May 
2009 Morgan Stanley has provided a variety of investment banking services to us during the past several years; 
however, Mr. Jones had no direct or indirect material interests or involvement in transactions between the Company 
and Morgan Stanley. Mr. Jones is no longer a Morgan Stanley employee although his firm provides services to 
Morgan Stanley Mr. W. Steven Jones serves as a director of a communications technology company that provided 
services to us in 2009. Mr. Baker currently serves as a director of Wells Fargo & Company and is a former director 
of Wachovia Corporation Both of these entities have been part of our core bank group and have provided a variety 
of banking and investment services to us during the past several years. Mr. Pryor IS a director of a company that 
has affiliates that provide uranium enrichment services to PEC and PEF Mr. Tollison is a former employee of PEC 
and thus receives a modest pension from us. All of the described transactions were ordinary course commercial 
transactions conducted at arm’s length and in compliance with the NYSE’s standards for director independence. In 
addition, the Governance committee consider; the relationships our directors have with tax-exempt organizations 
that receive contributions from the Company The Governance Committee considered each of these transactions and 
relationships and determined that none of them was material or affected the independence of the directors involved 
under either the general independence standards contained in the NYSE’s listing standards or our categorical 
independence standards 
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j 
BOARD, BOARD COMMITTEE AND ANTN‘CJAL, MEETING ATTENDANCE 

The Board of Directors is currently comprised of fourteen (14) members. The Board of Directors met six 
times in 2009. Average attendance of the directors at the meetings of the Board and its committees held during 2009 
was 90 percent, and no director attended less than 80 percent of all Board and hisher respective committee meetings 
held in 2009. 

Our Company expects all directors to attend its annual meetings of shareholders. Such attendance is 
monitored by the Governance Committee. All directors who were serving as directon as of May 13,2009, the date 
of the 2009 Annual Meeting of Shareholders, attended that meeting, with the exception of MI“ Burner, who retired 
&om the Board effective May 13,2009, and Mr. Saladrigas, who was recovering from an illness at the time of the 
meeting. 

BOARD C0MMTIT”M’ES 

The Board of Directors appoints from its members an Executive Committee, an Audit and Corporate 
Performance Committee, a Governance Committee, a Finance Committee, a Nuclear Project Oversight 
Committee, an Operations and Nuclear Oversight Committee, and an Organization and Compensation Committee. 
The charters of all committees of the Board are posted on our Internet Web site and can be accessed at 
mpi-ogress-energy. codinvesfool: The current membership and functions of  the standing Board committees are 
discussed below 

Executive Committee 

I The Executive Committee is presently composed of one director who is an officer and five nonmanagement 
I directors: Messrs. William D Johnson--Chair, Harris E DeLoach, .Jr , Robert W Jones, and John H. Mullin, Et, 

and Ms. E. Marie McKee and Ms. Theresa M. Stone. The authority and responsibilities of the Executive Committee 
are described in our By-Laws. Generally, the Executive Committee will review routine matters that arise between 
meetings of the f d l  Board and require action by the Board. The Executive Committee held no meetings in 2009. 

Audit and Corporate Performance Committee 

The Audit and Corporate Performance Committee (the “Audit Committee”) is presently composed of 
the following seven nonmanagement directors: Ms. Theresa M. Stone-Chair, and Messrs.. James E. Bostic, Jr., 
W. Steven Jones, Melquiades R. ‘Mel” Martinez, Charles W. Pryor, Jr., Carlos A. Saladrigas, and Alfred C. Tollison, 
Jr. All members of the’committee are independent as that term is d e k e d  under the enhanced independence standards 
for audit committee members contained in the Securities Exchange Act of 1934 and the related rules, as amended, 
as incorporated into the listing standards of the NYSE. Mr. Saladrigas and Ms. Stone have been designated by tlie 
Board as the “Audit Committee Financial Experts,” as that term is defined in the SEC’s rules. The work of the 
Audit Committee includes oversight responsibilities relating to the integrity of our financial statements, compliance 
with legal and regulatory requirements, the qualifications and independence of OUT independent registered public 
accounting Eum, performance of the internal audit function and of the independent registered public accounting firm, 
and the Corporate Ethics Program. The role of the Audit Committee is fUrther discussed under “Report of the Audit 
and Corporate Performance Committee” below, The Audit Committee held seven meetings in 2009. 

Corporate Governance Committee 

The Governance Committee is presently composed of the following five nonmanagement directors: 
Messrs, John H. Mullin, III--Chair/Lead Director, Harris E. DeLoach, and Robert W. Jones, and Ms. E. Marie 
McKee and Ms. Theresa M Stone. All members of the Governance Committee are independent as that term is 

Committee is responsible for making recommendations to the Board with respect to the governance of the Company 
and the Board. Its responsibilities include recommending amendments to our Charter and By-Laws, making 

1 defined under the general independence standard contained in the NYSE listing standards. The Governance 
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_ _  
recommendations regarding the structure, charter, practices and policies of the Board, ensuring that processes are m 
ptace for annual Chief Executive Officer performance appraisal and review of succession planning and management 
development, recommending a process for the annual assessment of Board performance, recommending criteria 
for Board membership, reviewing the qualifications of and recommending to the Board nominees for election The 
Governance Committee is responsible for conducting investigations into or studies o f  matters within the scope of 
its responsibilities and to retain outside advisors to identify director candidates The Governance Committee will 
consider qualified candidates for director nominated by shareholders at an annual meeting of shareholders, provided, 
however, that written notice of any shareholder nominations must be received by the Corporate Secretary of the 
Company no later than the close of business on the 120” calendar day before the date our Proxy Statement was 
released to shareholders in connection with the previous year’s annual meeting. See “Future Shareholder Proposals” 
below for more information regarding shareholder nominations of directors. The Governance Committee held three 
meetings in 2009. 

Finance Committee 

The Finance Committee is presently composed of the following six nonmanagement directors: 
Messrs. Robert W. Jones-Chair, John D. Balcer LI, James B. Hyler, Jr., John H Mullin, IE, and Carlos A. 
Saladrigas, and Ms. Theresa M. Stone. The Finance Committee reviews and oversees our financial policies and 
planning, financial position, strategic planning and investments, pension funds and financing plans. The Finance 
Committee also monitors our risk management activities and financial position and recommends changes to our 
dividend policy and proposed budget. The Finance Committee held four meetings in 2009. 

Nuclear Project Oversight Committee (ad hoc) 

The Nuclear Project Oversight Committee is presently composed of the following six nonmanagement 
directors: Messrs. Charles W. Pryor, Jr.-Chair, M e d  C. Tollison, Jr-Vice Chair, James E Bostic, Jr., Harris E. 
Deloach, Jr., and W. Steven Jones, and Ms. E. Marie McKee. The Nuclear Project Oversight Committee is an ad 
hoc committee that serves as the primary point of contact for Board oversight of the construction of new nuclear 
projects, and advises the Board of construction status, including schedule, cost and legal, legislative and regulatory 
activities. The Nuclear Project Oversight Committee held no meetings in 2009 

Operations and Nuclear Oversight Committee 

The Operations and Nuclear Oversight Committee is presently composed of the following seven 
nomanagement directors: Messrs. Hams E. DeLoach, Jr.--ChaG, James E. Bostic, .k, W. Steven Jones, Melquiades 
R “Mel” Martinez, C h a h s  W“ Pryor, .Jr”, and Alfred C. Tollison, Jr., and Ms. E. Mane McKee. The Operations and 
Nuclear Oversight Committee reviews our load forecasts and plans for generation, transmission and distribution, 
fuel procurement and transportation, customer service, energy trading and term marketing, and other Company 
operations. The Operations and Nuclear Oversight Committee reviews and assesses our policies, procedures, and 
practices relative to the protection of the environment and the health and safety of OUT employees, customers, 
contractors and the public. The Operations and Nuclear Oversight Committee advises the Board and makes 
recommendations for the Board’s consideration regarding operational, environmental and safety-related issues. The 
Operations and Nuclear Oversight Committee held four meetings in 2009. 

Organization and Compensation Committee 

The Organization and Compensation Committee (the “Compensation Committee”) is presently composed 
of the following six nonmanagement directors: Ms. E. Marie McKee-Chair, and MCSSIS. John D Baker TI, Harris 
E. DeLoach, Jr., James B. IIyler, Jr., Robert W. Jones, and John H. Mullin, ID[. All members of the Compensation 
Committee are independent as that term is defined under the general independence standards contained in the NYSE 
listing standards. The Compensation Committee verifies that personnel policies and procedures are in keeping with 
all governmental rules and regulations and are designed to attract and retain competent, talented employees and 
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develop the potential of these employees The Compensation Committee reviews all executive development plans, 
malces executive compensation decisions, evaluates the performance of the Chicf Executive Officer and oversees 
plans for management succession. 

The Compensation Committee may hire outside consultants, and the Compensation Committee has 
no limitations on its ability to select and relain consultants as it deems necessary or appropriate., Annually, the 
Compensation Committee evaluates the performance o f  its compensation consultant to assess its effectiveness in 
assisting the Committee with implementing the Company’s compensation program and principles. For 2009, the 
Compensation Committee retained Hew& Associates as its executive compensation and benefits consultant to 
assist the Compensation Committee in meeting its compensation objectives for our Company. Under the terms of 
its engagement, in 2009, Hewitt Associates reported directly to the Compensation Committee. In January 2010, 
Hewitt Associates spun off its executive compensation practice into a separate entity named Meridian Coinpensation 
Partners, LLC (“Meridian”), an independent agency wholly-owned by iis partners. Meridian reports directly to the 
Compensation Committee. 

The Compensation Committee relies on its compensation consultant to advise it on various matters relating 
to our executive compensation and benefits program. These services include: 

Advising the Compensation Committee on general trends in executive compensation and benefits; 

Summarizing developments relating to disclosure, risk assessment process and other technical areas; 

Performing benchmarking and competitive assessments; 

Assistance in designing incentive plans; 

Performing fmancial analysis rclated to plan design and assisting the Compensation Committee in 
making pay decisions in light of results; and 

- 
- 
- 

- Recommending appropriate perfonnancc mctrics and financial targets. 

The Compensation Committee has adopted a policy €or Prc-Approval of Compensation Consultant Services 
(the “Policy”). Pursuant to the Policy, the compensation consultant may not provide any services or products to the 
Company without the express prior approval of the Compensation Committee. The compensation consultant did not 
provide any services or products to the Company other than those that are provided to the Committee and that are 
related to the Company’s executive compensation and benefits program. 

The Compensation Committee’s chair or the chairman of our Board o€Directors may call meetings, 
other than previously scheduled meetings, as needed. The Compensation Committee may form subcommittees 
€or any purpose that the Compensation Committee deems appropriate and may delegate to such subcommittees 
such power and authority as the Compensation Committee deems appropriate. Appropriate executive officers 
of the Company ensure that the Compensation Committee receives administrative support and assistance, and 
make recommendations to the Committee to ensue that compensation plans are aligned with our business 
strategy and compensation philosophy. John R. McArthur, ow Executive Vice President and Corporate SecretaIy, 
serves as management’s liaison to the Compensation Committee. William D. Johnson, our Chief Executive 
Officer, is responsible for conducting annual performance evaluations of the other executive officers and making 
recommendations to the Compensation Committee regarding those executives’ compensation. 

The Compensation Committee held seven meetings in 2009. 
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Compensation Committee Interlocks and Insider Participation 

None of the directors who served as members of the Compensation Committee during 2009 was our 
employee or former employee and none of them had any relationship requiring disclosure under Item 404 of 
Regulation S-IC During 2009, none of our executive officers served on the compensation committee (or equivalent), 
or the board of directors of another entity whose executive officer(s) served on our Cornpensation Committee or 
Board of Directors 

DIRECTOR NOMINATING PROCESS AND COMMUYICATIONS 
WITH BOARD OF DIRECTORS 

Governance Committee 

The Governance Committee performs the hnctions of a nominating committee. The Governance 
Committee’s Charter describes its responsibilities, including recommending criteria for membership on the Board, 
reviewing qualifications of candidates and recommending to the Board nominees for election to the Board As noted 
above, the Governance Guidelines contain information concerning the Committee’s responsibilities with respect 
to reviewing with the Board on an annual basis the qualification standards for Board membership and identifying, 
screening and recommending potential dircctors to the Board All members of the Governance Committee are 
independent as defined undcr the general independence standards of the NYSE’s listing standards. Additionally, the 
Governance Guidelines require that all members of the Governance Committee be independent. 

Director Candidate Recommendations and Nominations by Shareholders 

Shareholders should submit any director candidate recommendations in writing in accordance with 
the mcthod described under “Communications with the Board of Directors” below. Any director candidate 
recommendation that is submitted by one of our shareholders to the Governance Committee will be acknowledged, 
in writing, by the Corporate Secretary. The recommendation will be promptly forwarded to the Chair of the 
Governance Committee, who will place consideration of the recommendation on the agenda for the Governance 
Committee’s regular December meeting. The Governance Committee will discuss candidates recommended by 
shareholders at its December meeting and present information regarding such candidates, along with the Governance 
Committee’s recommendation regarding each candidate, to the full Board for consideration. The full Board will 
determine whether it will nominate a particular candidate for election to the Board 

Additionally, in accordance with Section 11 of our By-Laws, any shareholder of record entitled to vote for 
the election of directors at the applicable meeting of shareholders may nominate persons for election to the Board of 
Directors if that shareholder complies with the notice procedure set forth in the By-Laws a6d summarized in “Future 
Shareholder Proposals” below. 

Governance Committee Process for Identifying and Evaluating Director Candidates 

The Governance Committee evaluates all director candidatcs, including those nominated or recommended 
by shareholders, in accordance with the Board’s qualification standards, which are described in the Governance 
Guidelines. The Committee evaluates each candidate’s qualifications and assesses them against the perceived needs 
of the Board. Qualification standards for all Board members include: integrity; sound judgment; independence 
as defined under the general independence standards contained in the NYSE listing standards and the categorical 
standards adopted by the Board; financial acumen; strategic t h i i g ;  ability to work effectively as a team member; 
demonstrated leadership and excellence in a chosen field of endeavor; experience in a field of business; professional 
or other activities that bear a relationship to our mission and operations; appreciation of the business and social 
environment in which we operate; an understanding of aur responsibilities to shareholders, employees, customers 
and the communities we serve, and service on other boards of directors that would not detTact from service on OUT 
Board. 
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Although the Company does not have an official policy regarding the considerahon of diversity in 
identrfjrlng director nominees, diversity is among the factors that are considered in selecting Board nominees. The 
Company values diversity among its Board members and seeks to create a Board that reflects the demographics 
of the areas we serve, and includes a complimentary mix of individuals with diverse backgrounds, viewpoints, 
professional experiences, education and skills that reflect the broad set of challenges the Board codronts 

Communications with the Board of Directors 

The Board has approved a process for shareholders and other interested parties to send communications 
to the Board That process provides that shareholders and other interested parties can send communications to the 
Board and, if applicable, to the Governance Committee or to spccified individual directors, including the Lead 
Director, in writing c/o John R McArtbur, Executive Vice President and Corporate Secretary, Progress Energy, Inc., 
P.O. Box 1551, Raleigh, North Carolina 27602-1551. 

We screen mail addressed to the Board, the Governance Committee or any specified individual director for 
security purposes and to ensure that the mail relates to discrete business matters relevant to tlie Company. Mail that 
satisQes these screening criteria is forwarded to the appropriate director. 

BOARD LEADERSHIP STRUCTURE AND ROI,E IN RISK OVERSIGHT 

Board Leadership 

Our Governance Guidelines allow the Board to select a Chairman based on the needs of the Company at 
the time. The Board may appoint the Chief Executive Officer or it may choose another director for the Chairman 
position. Thus, the Board has the authority to separate the Chairman and Chief Executive Officer positions if it 
chooses to do so, but it is not required to do so. 

I 

Currently, the Board believes that the Company’s interests are best served by having the Chief Executive 
Officer also serve as Chairman because it allows the Board to most effectively and directly leverage the Chief 
Executive Officer’s day-to-day familiarity with the Company’s operations This is particularly beneficial for the 
Board at this time given the rapidly evolving nature of the energy industry and the complexity of  the projects being 
considered by the Company, including the construction of new nuclear facilities. 

Our Governance Guidelines provide that i€ the Chief Executive Officer currently holds the position of 
Chairman, then the MI Board shall appoint an independent director to serve as Chair of the Governance Committee 
and Lead Director of the Board. The clearly delineated and comprehensive duties of the Lead Director include 
presiding over all mcetings of the Board at which the Chairman is not present, including executive sessions 
and other meetings of the non-management and independent directors and serving as liaison and facilitating 
communication between the independent directors and the Chairman The L,ead Director also provides input to the 
Chairman and CEO with respect to information sent to the Board and the agendas and schedules for Board and 
committee meetings Any independent director, including the Lead Director, has the authority to call meetings of the 
independent directors. Lf requested by major shareholders, the Lead Director is available for consultation and direct 
communication. In addition, the Lead Director serves as a mentor and advisor to the Chairman and Chief Executive 
Officer and assures that the Chairman and Chief Executive Officer understands the Board’s views on critical 
matters. Pursuant to the Governance Guidelines, Mr. Mullin, an independent director and Chair of the Governance 
Committee, has served as Lead Director of the Board since 2004. 

In our view, our current leadership structure has fostered sound corporate governance practices and strong 
independent Board leadership that have benefitted the Company and its shareholders. 
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Board Rote in Risk Oversight 

We have established a risk management fiamework that is the backbone for risk management activities 
that occur across Progress Energy The framework establishes processes for identifying, measuring, managing 
and monitoring rislc across the Company and its subsidiaries. We also maintain an ongoing inventory that dctails 
risk types, the internal department that manages each type of risk and the Board committees that are involved in 
overseeing those activities Our Chief Executive Officer and Senior Management have responsibility for assessing 
and managing the Company’s exposure to risk. In this regard, we have established a Risk Management Committee, 
comprised of various senior executives, that provides guidance and direction in the identification and management 
of financial risks. The Board is not involved in the Company’s day-to-day risk management activities; however, the 
various Board Committees are involved in different aspects of overseeing those activities. 

The Audit and Corporate Performance Committee is responsible for ensuring that appropriate guidelines 
and controls are in place and reviews the fiamework for managing risk and adherence lo that framework. The Audit 
and Corporate Performance Committee reviews and discusses with management the Company’s guidelmes and 
polices governing risk assessment and risk management. 

The Finance Committee is responsible for the oversight of the Risk Management Committee Policy and 
Guidelines. It oversees the financial risks associated with guarantees, risk capital, corporate financing activities and 
debt structure. The Finance Committee ensures that dollar amounts and limits are managed within the established 
fiamework. The Finance Committee reports to the full Board at least once a quarter 

The Operations and Nuclear Oversight Committee is charged with oversight of risks related to operations 
and environmental and health and safety issues. 

The Organization and Compensation Committee is responsible for the oversight of risks that can result 
from personnel issues and misalignment between compensation and performance plans and the interests of the 
Company’s shareholders. 

The enterprise risk management program is reviewed with the Board on an annual basis. Our rislc 
management framework is designed to enable the Board to stay informed about and understand the key risks facing 
the Company, understand how those risks relate to the Company’s business and strategy, and the steps the Company 
is taking to manage those risks. 
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COMPENSATION DISCUSSION AND ANALYSIS 

This Compensation Discussion and Analysis (“CD&A”) has four parts. The fEst part describes the 
Company’s executive compensation philosophy and provides an overview of the compensation program and 
process The second part describes each element of the Company’s executive compensation program. The third part 
describes how the Organization and Compensation Committee of the Company’s Board of Directors (in this CD&A, 
the “Committee”) applied each element to determine the compensation paid to each of the named cxecutive officers 
in the Summary Compensation Table on page 45 (the “named cxecutive oEcers”) for the services they provided to 
the Company in 2009. For 2009, the Company’s named executive officers were: 

William D. .Johnson, Chairman, President and Chief Executive Officer; 

Mark F. Mdhern, Senior Mce President and Chief Financial Officer, * 

- JefFrey J. Lyash, Executive Vice President - Corporate Development (formerly President and Chief 
Executive Officer, Progress Energy Florida, Inc. (PEF)); 

Lloyd M. Yates, President and Chief Executive Officer, Progress Energy Carolinas, Inc (PEC); and 

Paula J~ Suns, Senior Vice President -Power Operations. - 
The fourth part consists of the Committee’s Report 

Following the CD&A are the tables setting forth the 2009 compensation for each of the named executive 
officers, as well as a discussion concerning compensation for the members of the Company’s Board of Directors. 
Throughout this CD&A, the Company is at times referred to as “we,” “our” or “us ” 

i 
I. COMPENSATION PHILOSOPBY AND OVERVIEW 

We are an integrated electric utility primarily engaged in the regulated utility business. Our executive 
compensation philosophy is designed to provide competitive and reasonable compensation consistent with the three 
key principles that we believe are critical to our long-term success as described below: 

- Aligning the interests of shareholders and management. We believe that OUT major shareholders 
invest in the Company because they believe we can produce average annual total shareholder 
return in the 7% to 10% range over the long term Total shareholder return is defrned as the stock 
price appreciation plus dividends over the period, divided by the share price at the beginning 
of the measurement period. Further, our investors do not expect or desire significant volatility 
in our stock price. Accordingly, our executive compensation program is designcd to encourage 
management to lead our Company in a way that consistently produces eamings per share growth 
and a competitive dividend yield. In the two years since Mr Johnson became our Chief Executive 
Ofticer, under his leadership and that of the Committee, many actions have been taken to align the 
executive compensation structure with our sharcholders’ interests. These actions include a significant 
reduction of perquisites for both our executive officers and non-executive officers who are in senior 
management; an increase in the stock ownership guidelines; implementation of a new performance 
measure in the Management Incentive Compensation Plan (‘MICI?”) to further enhance transparency 
and alignment of performance and payouts for executive officers and non-executive officers in senior 
management; and a modification of our Performance Share Sub-Plan CPSSP”) to closely align awards 
under that plan to our operating results, actual total shareholder returns, and, with respect to 0111 peers, 
relative total shareholder returns. 
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Rewarding operating performance results that are consistent with reliable and efficient electric 
service. We believe that to achieve this goal over the long term, we must: 

* deliver high levels of customer satisfaction; 

operate our systems reliably and efficiently; 

* maintain a constructive regulatory environment; 

- have a productive, engaged and highly motivated workforce; 

- meet or exceed our operating plans and budgets; 

- be a good corporate citizen; and 

- produce value for our investors 

Therefore, we determine base salary levels and annual incentive compensation based on corporate 
performance in these areas, along with individual contribution and performance. 

- Attracting and retaining an experienced and effective management team. The competition 
for skilled and experienced management is significant in the utility industry. Wc believe that the 
management of our business requires executives with a variety o f  experiences and skills We expect the 
competition for talent to continue to intensify, particularly in the nuclear, renewable energy sources, 
and emerging technologies areas, as the industry enters a significant capital expenditure phase and the 
requirement for reliable and environmentally responsible generating capacity increases. To address this 
issue, we have designed market-based compensation programs that are competitive and are aligned 
with our corporate strategy 

Consistent with these priiciples, the Committee seeks: to provide executive officers a compensation 
program that is competitive in the market place and provides incentivcs necessary to motivate executives to perform 
in the best interests of the Company and its shareholders. 

In determining an individual executive officer’s compensation opportunity, the Committee believes that 
it must be competitive within the marketplace for each particular executive officer. As such, the compensation 
opportunities vary significantly from individual to individual based on the specific nature of the executive position. 
For example, our Chief Executive Officer is responsible for the overall performance of the Company and, as such, 
his position has a greater scope of responsibility than our other executive positions and is benchmarked accordingly. 
From a market perspective, the position of chief executive officer receives a greater compensation opportunity than 
other executive positions. The Committee therefore sets our Chief Executive Officer’s compensation opportunity at 
levels that reflect the responsibilities of his position and the Committee’s expectations. 

ASSESSMENT OF RISK 

Our Company is highly regulated at both the federal and state levels, and therefore significant swings in 
earnings performance or growth over time are less influenced by any particular individual or groups of individuals, 
We believe the variable components of our compensation program for executive officers do not incentivize 
excessive risk taking for the following reasons: 

Our incentive compensation practices do not reward the executive officers for meeting or exceeding 
volume or revenue targets. 
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. .  . . .- . - i s  .~ ... .- . ._. . .. .... . * Our compensation program is evaluated annually for its effectiveness and consistency with the 
Company’s goals without promoting excessive risk. 

Our compensation program appropriately balances short- and long-term incentives with approximately 
60% of total target compensation for the executive officcrs provided in equity and focused on long- 
term performance. 

The PSSP rewards significant and sustainable performance over the longer term by focusing on three- 
year earnings per share growth and relative total shareholder return targets. 

The MICP in effect for 2009 specifically focuses on earnings before interest, taxes, depreciation and 
amortization (“EBITDA”), and the MICP that is in effect for 2010 specifically focuses on legal entity 
net income, because we believe that these are appropriate measures to assess the intrinsic value of the 
Company to determine whether the Company has been successful in its fundamental busincss. 

* Our compensation programs are designed to make it difficult for any one person to meaningfully 
influence his or her own incentive award. 

The executive officers receive restricted stock units that generally have a three-year vesting period so 
that their upside potential and downside risk are aligned with that of our shareholders and promote 
long-term performance over the vesting period. 

The executive officers are subject to stock ownership guidelines independently set by the Board to 
reflect the compensation program’s goals of risk assumption and sharing between executivcs and 
shareholdcrs. 

- 

We have determined that the compensation program for non-executive officers who are in senior 
management positions does not encourage excessive risk taking for all the reasons stated above. 
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i COMPENSATION PROGRAM STRUCTURE 

The table below summarizes the current elements of our executive compensation program. 

Element 
Base Salary 

4nnual Incentive 

Long-Term Incentives - 
Performance Shares 

Long-Term Incentives - 
Restricted Stock/Restricted 
Stock Units 
Supplemental Senior 
Executive Retirement Plan 

Management Change-h- 
Control Plan 

Employment Agreements 

Executive Perquisites 

Other Broad-Based 
Benefits 

Deferred Compensation 

Brief Description 
Fixed compensation. Annual 
nerit incrcases reward 
individual performance and 
zrowth in the position. 
Variable compensation based 
3n achievement of annual 
wrformance goals. 
Variable compensation based 
Dn achievement of long-term 
performance goals. 
Fixed compensation based on 
target levels. Service-based 
vesting. 
Formula-based compensation, 
based on salary, annual 
incentives and eligible years 
of service. 
Elements based on specific 
plan eligibility 

Define Company’s 
relationship with its 
executives and provide 
protection to each of the 
parties in the event of 
termination of employment. 
Personal benefits awarded 
outside of base pay and 
incentives. 
Employee benefits such as 
health and welfare benefits, 
401(k) and pension plan. 
Provides executives with frul. 
deferral options in addition 
to those available under OUT 

qualified plans. 

Primary Purpose 
Sasic element of compensation and 
iecessary to attract and retain. 

Rewards operating performance results 
hat are consistent with reliable and 
:fficient electric service. 
4Lip interests of shareholders and 
nanagement and aid in attracting and 
petaining executives. 
4lign interests of shareholders and 
nanagement and essential in attracting 
md retaining executives. 
Provides long-term retirement benefit 
influenced by service and performance 
Aids in attracting and retaining 
zxecutives. 
Aligns interests of shareholders and 
management and aids in (i) attracting 
:xecutives; (ii) retaining executives 
during transition following a change-in- 
control; and (iii) focusing executives on 
maximizing value for shareholders. 
Aid in attracting and retaining executives 

Aid in attracting and retaining executives 

Basic elements of compensation expectec 
in the marketplace. Aid in attracting and 
retaining executives. 
Aids in attracting and retaining 
executives. 

Short- or 
Lon g-Ter E 

Focus 
Short-term 
(annual) 

Short-term 
(annual) 

Long-term 

Long-term 

Long-term 

Long-term 

Long-term 

Short-term 
(annual) 

Both Short 
and Long- 
term 
Long-term 
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The Committee believes these various compensation program elements” 

* link compensation with our short- and long-term success by using operathig and financial 
performance measures in determining payouts €or annual and long-term incentive plans; 

- align management interests with investor expectations by rewarding executives for delivering 
long-term total shareholder return; 

attract and retain executives by maintaining compensation that is competitive with our peer 
group ; 

- 
- foster effective teamwork and collaboration between executives working in different areas to 

support 0111 core values, strategy and interests; 

comply in all material respects with applicable laws and regulations; and 

- can be readily understood by us, the Committee, our executives and our shareholders, and 
therefore are effective in meeting our business objectives 

PROGRAM ADMINISTRATION 

Our executive compensation program is administered by the Committee, which is composed of six 
independent directors (as defined under the NYSE Corporate Governance Rules). Members of the Committee currently 
do not receive compensation under any compensation program in which our executive officers participate. For a 
discussion of director compensation, see the “Director Compensation” section on page 69 of this Proxy Statement 

Tbe Committee’s charter authorizes the Conlmitt’ee to hire outside consultants, and the Committee has 
no limitations on its ability to sclect and retain consultants as it deems necessary or appropriate. The Committee 
evaluates the performance of its compensation consultant annually to assess the consultant’s effectiveness in 
assisting the Committee with implementing the Company’s compensation program and principles. The Committee 
retained Hewitt Associates (“Hewitt”) as its independent executive compensation consultant to assist the Committee 
in meeting its compensation objectives for our Company. Under the terms of its engagement, in 2009 llewitt 
reported directly to the Committee In January 2010, Hewitt s p u  off its executive compensation practice into a 
separate entity named Meridian Compensation Partners, LLC (“Meridian”), an independent agency wholly-owned 
by its partners. Meridian reports directly to the Committee 

The Committee relies on its compensation consultant to advise it on various matters relating to our 
executive compensation and benefits program. These services include: 

,- 

advising the Committee on general trends in executive compensation and benefits; 

summarizing developments relating to disclosure, risk assessment process and other technical areas; 

- 
assistance in designingkcentive plans; 

performing benchmarking and competitive assessments; 

performing financial analysis related to plan design and assisting the Committee in making pay 
decisions in light of results; and 

recommending appropriate performance metria. 
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. .  . -  
I‘’ Hewitt did not provide any services or products to the Company other than those provided to the Committee 

and related to the Company’s executive compensation and benefits program. Meridian solely provides executive 
compensation advisory services to the Committee and provides no other services to the Committee or the Company 

Our executive officers meet with the compensation consultant to ensure the consultant understands the 
Company’s business strategy“ In addition, the executive officers ensure that the Committee receives administrative 
support and assistance, and make recommendations to the Committee to ensure that compensation plans are aligned 
with our business strategy and meet the principles described above. John R. McArlhur, our Executive Vice President, 
serves as management’s liaison to the Committee. Our executive officers and other Company employees provide 
the consultant with information regarding our executive compensation plans and benefits and how we administer 
them on an as-needed basis. William D. Johnson, our Chief Executive Officer, is responsible for conducting annual 
performance evaluations of the other executive officers and making recommendations to the Committee regarding 
those executives’ compensation. The Committee conducts an annual performance evaluation of Mr. ,Johnson. 

COMPETITrVE POSITIONING PEllLOSOPHY 

The Committee’s compensation philosophy is to cstablish target compensation opportunities near the 
50‘“ percentile of the market, with flcxibility to pay higher or lower amounts based on individual and corporate 
performance. The Committee believes that this philosophy is aligned with our executive compensation objective of 
linking pay to actual performance. 

When we set and benchmark compensation for our executives against a peer group, we focus on “target” 
compensation Target compensation i s  the value of a pay opportunity as ofthe beginning of the year. For short- 
term incentives, this means the value of that incentive opportunity based on the target percentage of salary if our 
performance objectives are achieved. For example, the Chief Executive Officer’s target incentive opportunity is 85% 
of salary. This means if we reach our target fmancial objectives for the year, a target incentive award would likely 
be paid Correspondingly, if performance should fall short or rise above these goals then the earned incentive award 
would typically be lesser or greater than target. In any event, target incentive opportunities are not a certainty but 
are a h c t i o n  of business results. For the performance shares, the ultimate value of any earned award is entirely a 
function of performance against the pre-established 3-year performance goals as well as the value of the underlying 
stock price. Also, for the restricted shares the value of any earned award is a function of extended service and the 
value of the underlying stock price. The target value is not a certainty but only the value of the opportunity. 

What ultimately might be earned from either short- or long-term incentives is a function of performance 
and extended service. We do not benchmark realized values from our programs. With respect to our variable pay 
programs it is generally not the Company’s purpose to deliver comparable pay outcomes since outcomes can 
differ by company based on their performance. Our general compensation objective is to deliver comparable pay 
opportunities. Realized results will then be a significant function ofperformance and extended service. ‘This is a 
common convention among companies; nonetheless, it is an important context to consider when reviewing the 
remainder of this CD&A where regular references to targets and/or grant date values for our compensation programs 
appear. 

’ 

Progress Energy, a regulated electric utility holding company, is considered to be part of the broader 
industry classification of electric utilities. The Company is included in several well-publicized indices, including the 
S&P Electric Index and the Philadelphia Utility Index. Over the past decade, as deregulation has occurred in several 
geographic areas of the 1Jnited States, the investor community has separated the utility industry into a number of 
subsectors. The two main themes of separation are the aspect of the value chain in which the company participates 
(generation, transmission andor delivery), and how much of its business is governed by rate-of-return regulation as 
opposed to competitive markets. 



JOINT APPLICANTS 
PAGE 165 
EXHIBIT C 

Allegheny Energy, Inc. Edison International 
Ameren Corporation Entergy Corporation 
American Electric Power Co., h c .  Exelon Corporation 
Dominion Resources, Inc. FirstEnergy Corporation 
DTE Energy Company FPL Group, Inc. 
Duke Energy Corporation PG&E COrpOI‘dtiOIl 
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Pinnacle West Capital Corporation 
PPL Corporation 
SCANA Corporation 
Southern Company 
TECO Energy, Inc. 
Xcel Energy, Inc. 

Thus, the industry now has subsectors identified frequently as competitive merchant, regulated delivery, 
regulated integrated, and unregulated integrated (typically state-regulated delivery and unregulated generation). 
Each of these subsectors typically differs in financial performance and market valuation characteristics such as 
earnings multiples, earnings growth prospects and dividend yields. 

Progress Energy generally is identified-as being in the regulated integrated subsector. This means Progress 
Energy and its peer companies are primarily rate-of-retum regulated, operate in the full range of the value chain, and 
typically have requirements to serve all customers under state utility regulations Other companies that are similar 
to us from a business model perspective and that are generally categorized in our subsector include companies like 
Southern Company, Duke Energy, SCANA, Xcel and PG&E The Committee, therefore, monitors companies like 
these in comparing and evaluating Progress Energy’s financial performance for investors and compensation for 
executives 

SECTION 162(m) E i A C T S  

Section 162(m) of the Internal Revenue Code of 1986, as amended, Limits, with certain exceptions, the 
amount a publicly held company may deduct each year for compensation over $1 million paid or accrued with 
respect to its chief executive officer and any of the other three most highly compensated officers (excluding the chief 
financial officer). Certain performance-based compensation is, however, specifically exempt from the deduction 
limit. To qualify as performance-based, compensation must be paid pursuant to a plan that is: 

- 

- 
The Committee considers the impact of Section 162(m) when designing executive compensation elements 

administered by a committee of outside directors; 

based on achieving objective performance goals; and 

disclosed to and approved by the shareholders 

and attempts to minimize nondeductible compensation. The Company received shareholder approval of the Progress 
Energy 2009 Executive Incentive Plan (the “EIP”), an annual cash incentive plan for the Company’s named 
executive officers, at its 2009 Annual Meeting of Shareholders The MICP and EIP were designed to work together 
to enable the Company to preserve the tax deductibility of incentive awards under Section 162(m) of the Internal 
Revenue Code, as amended, to the extent practicable. The sole purpose of the EIP is to preserve the tax deductibility 
of incentive awards that are qual&ed performance-based compensation. 
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Position Level 
Chief Executive Officer 
Chief Operating Officer 
cbief Financial Officer 
Presidents/Executive Vice PresidentsISenior Vice Presidents 
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Stock Ownership Guidelines 
5.0 times Base Salary 
4.0 times Base Salary 
3.0 times Base Salary 
3.0 times Base Salary 

STOCK OWNERSEUP GUIDELINES 1 :== 

To align the interests of our executives with the interests of shareholders, the Board of Directors utilizes 
stock ownership guidelines for all executive officcrs. The guidelines are designed to ensure that our management 
maintains a significant ownership stake in the Company The guidelines require each senior executive to own a 
multiple of his or her base salary in the form of Company common stock generally within five years of assurning his 
or her position. The required levels of ownership are designed to reflect the level of responsibility that the executive 
positions entail. 

Each year, the Committee benchmarks both the position levels and the multiples in our guidelines against 
those of the Benchmarking Peer Group and general indushy designs. The benchmarking for 2009 indicated tliat 
the Company’s guidelines were “at market” with respect to ownership levels, the types of equity that count toward 
ownership, and the t i m e f m c  for compliance. The stock ownership guidelines for our executive officer positions are 
shown in the table below: 

II. ELEMENTS OF COMPENSATION 

The various elements of our executive compensation program described above under the caption 
“Compensation Program Structure” on page 24 are designed to meet the three key principles described under the 
caption ‘Compensation Philosophy and Overview” on page 21 of this Proxy Statement. We have designed an allocation 
of long-term to short-term compensation that reflects the job responsibilities of the executive, provides an incentive for 
the executive to maximize his or her contriiution to the Company, and is consistent with market practices. In general, 
we believe that the more senior an executive’s position, the greater responsibility and influence he or she has regarding 
the long-term strategic direction of the Company. Thus, the Chief Executive Officer’s target long-term compensation 
is designed to account for approximately two-&hiids of his total compensation package (Le., base salary, target annual 
incentives, and long-term incentives). By comparison, Senior Vice Presidents’ target long-term compensation is 
designed to constitute approximately one-half of their total target compensation packages. Under this approach, 
executives who bear the most responsibility for and influence over the Company’s long-term performance receive 
compensation packages that provide greater incentives to achieve the Company’s long-term objectives. 

The table below shows the mix of short-term and long-term incentive awards to each named executive 
officer for 2009. Percentages for incentives are expressed as a percentage of base salary. Additional elements of 
compensation are discussed further in this sectioi 
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Long-Term Incentive 
Short-Term Targets as a Percentage 

(annual) of Salary Tot a1 

Officer [as of 1/1/10) Target’ Shares’ Stock Target 
William D. Johnson $990,000 85% 233% 117% 435% 

~ Mark I?. Mxgern $425,000 55% 117% 5 8% 230% 
Jeffrey J. Lyash $453,000 55% 117% 5 8% 230% 
Lloyd M. Yates $448,000 55% 117% 5 8% 230% 
Paula J. Sims $370,000 45% 100% 50% 195% 

Named Executive Base Salary Incentive Performance Restricted Incentive 

Progress Energy Proxy Statement 

........ I . .  - ,... 

I Annual incentive awards can range from 0%-200% of target percentages noted above. 

* Payout opportunities can range from 0%-200% of grant. 

To assess overall compensation, the Committee utilizes tally sheets that provide a summary of the elements 
of compensation for each senior executive. The tally sheets indicate target and actual pay earned. They also 
summarize potential retirement benefits at age 65, current equity holdings, and potential value -from severance 

1. BASE SALARY 

The primary purpose of base salaries is to provide a basic element of compensation necessary to attract and 
retain executives. Base salary levels are established based on data from the Benchmarking Pecr Group identified 
above and consideration of each executivc officer’s skills, experience, responsibilities and performance. Market 
compensation levels are used to assist in establishing each executive’s job value (commonly called the “midpoint” at 
other companies). Job values serve as the market reference for determining base salaries. 1 

I 

Each year, the compensation consultant provides the market values for our executive officer positions. 
Based, in part, on these market values and, in part, on the executives’ achievement of individual and Company goals, 
the Chief Executive Officer then recommends to the Committee base salary adjustments for our executive officers 
(excluding himself). The Committee reviews the proposed base salaries, adjusts them as it deems appropriate based 
on the executives’ achievement of individual and Company goals and market trends that result in changes to job 
values, and approves them in the first quarter of each year. The Committee meets in executive session with the 
compensation consultant to review and establish the Chief Executive Officer’s base salary. 

The Committee’s compensation philosophy is to consider market values near the 50’” percentile of the 
Benchmarking Peer Group. The Committee may choose to set base salaries at a higher percentile of the market to 
address such factors as competition, retention, succession planning, and the uniqueness and complexity of a position; 
however, on average, base salaries of the named executive officers for 2009 were approximately 10% below those 
ofthe Benchmarking Peer Group. While our current named executive officers have significant experience and 
tenure with the Company, they, as a group, do not have significant tenure in their current positions. The Committee 
expects that over time, the average base salary percentile will continue to target the market median. We discuss how 
individual named executive officers’ base salaries compare to the targeted benchmark in “2009 COMPENSATION 
DECISIONS” on page 40 below. 

2. ANNUAL, INCENT~VE 

We sponsor the WCP, an annual cash incentive plan, in which our executives, managers and supervisors 
participate. The Company includes managers and supervisors in the MICP to increase accountability for all levels 
of the Company’s management team and to better align compensation with management performance. Annual 

objectives, MICP targets are based on a percentage of each executive’s base salary and are intended to offer target 
award opportunities that approximate the 50* percentile of the market for Benchmarking Peer Group. For 2009, all 
MICP targets for our named executive officers were at or below the 50‘” percentile. 

I incentive opportunities are provided to executive officers to promote the achievement of annual performance 
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I RllCP Financial Performance Goals 
(in millions except EPS) Threshold Tar@ Outstanding 

Company EPS $2.86 $3.06 $3.16 
.PEC EBITDA $1,630 $1,685 $1,715 
PEF EBITDA $ 1,060 $1.100 $1,115 

P R O X Y  STAT EM E MT 

Each year, the Committee establishes the threshold, target and outstanding levels for the performance 
measures applicable to the named executive officers The 2009 MICP performance measures were ongoing earnings 
per share (EPS) and business unit EBITDA for PEC and PEF as shown in the table below: 

Named Executive 
Officer 

William D. Johnson 
Mark F. Mulhern 
Jeffrey J. Lyash (through July 5,2009) 
Jeffrey J. Lyash [effective July 6,2009)’ 
Lloyd M. Yates 
Paula J. Sims 

Performance Measures 
Clielative Percentage Weight) 

Company 
Target Earnings PEC PEF 

Opportunity Per  Share EBITDA EBITDA 
85% 100% __ - 
55% 100% ___ - 

55% 55% 45% - 
55% 35% 32.5% 32.5% 
55% 45% 55% - 
45% 35% 32.5% 32.5% 

The determination of the annual MID award that each named executive officer receives has two steps: 
1) funding the MICP awards based on the performance as compared to the financial goals specified above; and 
2) determining individual MICP awards First, the Committee determines the total amount that will be made available 
to fimd MICP awards to managers and executives, including the named executive officers To determine the total 
amount available to fund all MICP awards, we calculate an amount for each MICP participant by multiplying 
each participant’s base salary by a performance factor (based on the sum of a participant’s weighted target award 
achievements). The performance factor ranges between 0 and 200% of a participant’s target award, depending upon 
thc results of each applicable performance measure. The sum of these amounts for all participants is the total amount 
of funds available to pay to all participants, including the named executive officers For 2009, the named executive 
officers’ performance measures under the MICP were weighted among earnings per share and EBITDA as follows: 

Second, the Committee utilizes discretion to detennine the MICP award to be paid to each executive. This  
determination is based on the executive’s target award opportunity, the degree to which the Company achieved 
certain goals, and the executive’s individual performance based on achieving individual goals and operating results 

As allowed by the MICP, the Committee uses discretion to adjusl funding amounts up or down depending 
on factors that it deems appropriate, such as storm costs and other nonrecurring items including inipairments, 
restructuring costs, and gains/losses on sales of assets. The Committee uses ongoing earnings per share as defined 
and reported by the Company in its annual earnings release Based on management’s recommendations, with 
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PositionZ 
Chief Executive Officer 
Executive Vice President 
Chief Financial Officer 
Presidents, PEC and PEF 
Senior Vice Presidents 

Progress Energy Proxy Statement 

Performance Restricted Stock 
Shares U n i t s  

Target Award Target Award 
2009 2009 
233% 117% 
117% 58% 
117% 58% 
117% 58% 
100% 50% 

respect to 2009, the Committee exercised discretion for the three performance measures-earnings per share, PEC 
EBITDA, and PEF EBITDA. The Committee approved adjusting earnings per share results upward by $0.04 to 
account for storm costs and investment gains on certain employee benefit trusts. The Committee approved adjusting 
the PEC EBITDA results for the decline in residential, commercial, and industrial retail usage due to weak economic 
conditions, favorable weather, and storm costs for a net upward adjustment of $72 million. The Committee also 
approved adjusting the PEF EBITDA downward by $52 million to reflect the impact of favorable weather and 
pension expense amortization. These adjustments resulted in earnings per share, PEC EBITDA and PEF EBITDA 
performance at 93%, 68% and 107% of target, respectively. 

The C o d t t e e  may reduce but cannot increase the amount payable to a participant according to business 
factors detemined by the C o d t t e e ,  including the performance measures under the MICP. Awards are earned 
based upon the achievement of performance measures approved by the Committee under the MICP. 

3. LONG-TERM INCENTIVES 

The 2007 Equity Incentive Plan (the “Equity Incentive Plan”} was approved by our shareholders in 
2007 and allows the Committee to make various types of long-term incentive awards to Equity Incentive Plan 
participants, including the named executive officers. The awards are provided to the named executive officers to 
align the interests of each executive with those of the Company’s shareholders. Long-term incentive awards are 
intended to offer target award opportunities that approximate the 50’h percentile of the peer group. Currently, the 
Committee utilizes only two types of equity-based incentives: restricted stock units and performance shares. 

The Committee has determined that to accomplish our compensation program’s purposes effectively, 
equity-based awards should consist of one-third restricted stock units and two-thirds performance shares. This 
allocation reflects the Committee’s strategy of utilizing long-term incentives to retain officers, align officers’ 
interests with those of the Company’s shareholders and drive specific financial performance. Performance shares 
are intended to focus executive officers on the multi-year sustained achievement of fmancial and shareholder value 
objectives. Restricted stock units are service-based and provide an opportunity for the executive officer’s interests 
to be further aligned with shareholder interests if the executive remains with the Company long enough for the 
restricted stock units to vest. 

The table below shows the 2009 long-term incentive targets €or each of the named executive officer’s positions 

Long-Term Incentive Award Target’ 

’ Target award amounts are expressed a s  percentages of base salaries for the listed positions 

Position held at Progress Energy, Inc unless otherwise noted. 
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2007 Total Business Return* 
2007 Percentage of Target Award Eamed 
2008 Total Business Return* 
2008 Percentage of Target Award Earned 

P R O X Y  S T A T E M E N T  

Threshold Target Outstanding 
5% 8% 210.5% 

50% 100% 200% 
5% 8% 211% 

25% 100% 200% 

In dctermining long-term incentive targets, the Committee may choose to establish targets at a higher 
percentile ofthe market to address such factors as competition, retention, succession planning and the uniqueness 
and complexity of a position; however, on average, the targets established for the named executive officers for 2009 
were 15% lower than comparable aggregate long-term incentive opportunities of our peer group. The Committee 
expects that, over time, the long-term incentive opportunities will continue to approximate the 50‘“ percentile of 
the peer group. We discuss how individual named executive ofticers’ long-term incentive targets compared to the 
targeted benchmarks in “2009 COMTENSATION DECISIONS” on page 40 below. Grants of equity-based awards 
typically occur in the first quarter, after the annual earnings release This timing allows current financial information 
to be filly disclosed and publicly available prior to any grants 

M e r  October 2004, we ceased granting stock options All previously granted stock options remain valid in 
accordance with their terms and conditions 

Performance Shares 

The PSSP authorizes the Committee to issue performance shares to executives as selected by the 
Committee in its sole discretion. The value of a performance share is equal to the value of a share of the Company’s 
common stock, and earned performance share awards are paid in Company common stock. The performance period 
for a performance share is the three-consecutive-calendar-year period beginning in the year in which it is granted 
The closing stock price on the last trading day of the year prior to the beginning of the performance period is used to 
calculate the number of performance shares granted to each participant in that performance period. The Committee 
may exercise discretion in determining the size o f  each performance share grant, with the maximum grant size 
at 125% of target. IJI 2009, the Committee did not exercise this discretion with respect to any grant of the named 
executive officers 

2007 Performance Share Sub-Plan 
~ 

i 

The PSSP, as redesigned in 2007 (the “2007 PSSP”), provides for an adjusted measure oftotal shareholder 
retum to be utilized as the sole measure for detexmjning the amount of a performance share award upon vesting.. The 
Committee and management designed the total shareholder return performance measure to be calculated assuming 
a constant price to earnings ratio, which was set at the beginning of each performance period The performance 
measure also uses the Company’s publicly reported ongoing earnings as the earnings component for determining 
performance share awards. The Committee chose this method, which we will refer to as ‘‘Total Business Return,” as 
the sole performance measure to support its desire to better align the long-term incentives with the interests of our 
shareholders and to emphasize our focus on dividend and earnings per share growth. The performance measure for 
the 2007 and 2008 performance share grants made under the 2007 PSSP are shown in the table below. 

* Total shareholder return, adjusted lo reflect a constant price to earnings ratio set at January 1 of the grant year and to 
reflect the Company’s ongoing earnings per share for each year of the performance period. 

Additionally, the Committee retained the discretion to reduce the number of performance shares awarded if 
it determines that the payouts resulting from the Total Business Return do not appropriately reflect the Company’s 
actual performance. 
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Performance and Award Structure (50%) 

80’” 200% 
50’“ 100% 
40’“ 50% 

1 

Percentile Ranking Percent o f  Target Award Earned 

Progress Enerqy Proxy Statement 

<40“ 

I 
_. - 1  . In 2007, the Committee approved a transition plan designed to bridge the prior long-term incentive plan 

to the redesigned long-term incentive plan Under the transition plan, the Committee awarded interim grants of 
performance units to om ofiicers (the “Transitional Grants”). The Transitional Grants were determined using the 
same Total Business Return measure as the annual grants described above 

~~~ I . 0% 

The Transitional Grants included a grant that vested in 2009. The size of the grant awarded to each of 
the named executive officers was equal to such officer’s revised PSSP long-term incentive target for 2007. The 
transition plan provides that any award from the Transitional Grants vesting in 2009 will be reduced by awards, 
if any, from the outstanding 2006 performance share grants vesting in 2009. Based on the performance results 
calculated under the terms of the 2006 PSSP, the Company did not make a payment in 2009 in connection with 
the performance shares that were issued in 2006. LJnder the terms of the Transitional Grants, the actual payout 
opportunity ranges from 0% to 200% of the grant, based on performance. In 2009, the Committee approved a payout 
of 100% of the target value for the Transitional Grant that vested in 2009. 

1 
. I  

2009 Performance Share Sub-Plan (the “ZOO9 PSSP”) 

Alliant Energy Corporation Great Plains Energy, Inc. SCANA Corporation 
American Electric Power, Inc. NV Energy, Inc. Southern Company 
Consolidated Edison, Inc. PG&E Corporation Westar Energy, Inc. 
DPL, Znc. Pinnacle West Capital Corporation Wisconsin Energy C o p  
Duke Energy Corporation Portland General Electric Company Xcel Energy, Inc. 

h early 2009, the Committee, along with its executive compensation consultant, concluded that the PSSP 
should be modified to W h e r  align it with the prevailing structure of long-term incentive plans of other highly 
regulated utility companies and to improve its alignment with the Company’s goals. The 2009 PSSP continues to be 
based on a three-year performance period, and performance shares accrue quarterly dividend equivalents, which are 
reinvested in additional shares. Shares vest on January 1 following the end of the performance period and are paid 
out in Company common stock provided the performance measures have been met. 

The modifications to the 2009 PSSP use two equally weighted performance measures. relative totai 
sbareholder return (TSR) and earnings growth By using a combination of relative (TSR) and absolute (earnings 
growth) performance measures, the 2009 PSSP allows the Committee to consider the Company’s performance as 
compared to the PSSP Peer Group (as defined below), and management’s achievement of internal goals. TSR is 
defined as the appreciation or depreciation in the value of the stock, plus dividends paid during the year, divided 
by the closing value of the stock on the last trading day of the preceding year. The relative TSR performance is 
calculated using the Company’s three-year annualized TSR ranked against the PSSP Peer Group (as defmed below). 
This component of the PSSP award is based on the Company’s relative TSR percentile ranking. However, regardless 
of the relative ranldng, if the Company’s TSR is negative for the performance period, no award above the threshold 
can be earned. The table below shows the percent of target awards that may be earned based on the Company’s 
relative TSR percentile ranldng: 

I I 
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Three-Year Average Ongoing 
Performance EPS Growth 

Threshold 2 Yo 
Target 4% 

Maximmi 6% 

Percent o f  Target Awat d 
Earned 

50% 
100% 
200% 

Restricted Stock and Restricted Stock Units 

The restricted stock component of the current long-term incentive program helps us retain executives and 
aligns the interests of management with those of our shareholders and management by rewarding executives for 
increasing shareholder value. In 2007, the Committee began issuing restricted stock units rather than restricted 
stock. n e  restricted sto& units provide the same incentives and value as restricted stock, but are more flexible and 
cost effective for the Company. Executive officers typically receive a grant of service-based restricted stock units 
in the fust quarter of each year which are subject to a three-year graded vesting schedule. The size of each grant 
is based on the executive officer’s target and determined using the closing stock price on the last trading day prior 
to the Committee’s action. The Committee establishes target levels based on the peer group in€ormation discussed 
under the caption “Competitive Positioning Philosophy” on page 26 above. The 2009 restricted stock unit targets for 
the named executive officer positions are shown in the “Long-Term Incentive Award Target” table on page 3 1 above. 
The restricted stock units pay quarterly cash dividend equivalents equal to the amount of any dividends paid on 
our common stock. The Committee believes that the service-based nature of restricted stock units is effective in 
retaining an experienced and capable management tern1 

To fbrther accent the retention quality of the Equity Incentive Plan and to recognize the contribution of the 
officer team, including the named executive officers, the Committee may also issue in its discretion service-based 
ad hoc grants of restricted stock units to executives. Ad hoc grants awarded by the Committee during 2009 are 
discussed in “2009 COMPENSATION DECISIONS” on page 40 below 

4. SUPPLEMENTAL SENIOR EXECUTIVE RETIREMENT PLAN 

The Supplemental Senior Executive Retirement Plan (“SEW”) provides a supplemental, unfunded 
pension benefit for executive officers who have at least 10 years of service and at least three years of service 
on our Senior Management Committee Currently, 11 executive officers participate in the SEW” The SEW is 
designed to provide pension benefits above those earned under om qualified pension plan. Current tax laws place 
various limits on the benefits payable under our qualified pension, including a Limit on the amount of annual 
compensation that can be talcen into account when applying the plan’s benefit formulas. Therefore, the retirement 
incomes provided to the named executive officers by the q u a l e d  plans generally constitute a smaller percentage 
of final pay than is typically the case for other Company employees. To make up for this shortfall and to maintain 
the market-competitiveness of the Company’s executive retirement benefits, we maintain the SEW for executive 
officers, including the named executive officers 
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The SERP defines covered compensation as annual base salary plus the annual cash incentive award. The 
qualified plans define covered compensation as base salary only- The Committee believes it is appropriate to include 
annual cash incentive awards in the def i t ion  of covered compensation for purposes of determining pension plan 
benefits for the named executive officers to ensure that the named executive officers can rcplace in retirement a 
similar portion of total compensation as replaced for other employees who participate in the Company’s pension 
plan. This approach takes into account the fact that base pay alone comprises a relatively smaller percentage of a 
named executive officer’s total compensation than of other Company employees’ total cornpensation 

The Committee believes that the SEW is a valuable and effective tool €or attraction and retention due to its 
vesting requirements and its significant benefit. It is also a common tool among the Benchmarking Peer Group and 
utilities in general. Total years of service attributable to an eligible executive officer may consist of actual or deemed 
ycars. The Committee grants deemed years of service on a case-by-case basis d e p e n h g  upon our need to attract 
and retain a particular executive officer All of our named executive o6cers are Fully vested in the SERP. 

Payments under the SERP arc made in the form of an annuity, payable at age 65 The monthly SERP 
payment is calculated using a formula that equates to 4% per year of service (capped at 62%) multiplied by the 
average monthly eligible pay for the highest completed 36 months of eligible pay within the preceding 120-month 
period. Eligible pay includes base salary and annual incentive (For those executives who became SERP participants 
on or after January 1,2009, the target benefit percentage is 2 25% rathe1 than 4% per year of service. None of the 
named executive officers for 2009 is subject to the new benefit percentage.) Benefits under the SERP are h l ly  offset 
by Social Security benefits and by benefits paid under our qualified pension plan An executive officer who is age 
55  or older with at least 15 years of senice may elect to retire and commence his or her SERP benefit prior to age 
65. The early retirement benefit will be reduced by 2 5% for each year the participant receives the benefit prior to 
reaching age 65. 

5. MANAGEMlENT CHANGE-LN-CONTROL PLAN 

We sponsor a Management Change-In-Control Plan (the “CIC Plan”) for selected employees. The purpose 
of the CIC Plan is to retain key management employees who are critical to the negotiation and subsequent success 
of ally transition resulting from a change-in-control (“CIC”) of the Company. Pioviding such protection to executive 
officers in general minimizes disruption during a pending or anticipated CIC. IJnder our ClC Plan, we generally 
define a CIC as occurring at the earliest of the following: 

- the date any person or group becomes the beneficial owner of 2.5% or more of the combined voting 
power of 0111 then outstanding securities; or 

- the date a tender offer for the ownership o f  more than 50% of our then outstanding voting securities i s  
consummated; or 

- the date we consummate a merger, share exchange or consolidation with any other corporation 
or entity, regardless of whether we are the surviving company, unless our outstanding securities 
immediately prior to the transaction continue to represent more than GO% of the combined voting 
power of the outstanding voting securities of the surviving entity immediately after the transaction; or 

- the date, when, as a result of a tender offer, exchange offer, proxy contest, merger, share exchange, 
consolidation, sale of assets or any combination of the foregoing, the directors serving as of the effective 
date of the change-in-control plan, or elected thereafter with the support of not less than 75% of those 
directors, cease to constitute at least two-thirds (zh) of the members ofthe Board of Directors; or 

the date that our shareholders approve a plan of complete liquidation or winding-up or an agreement 
for the sale or disposition by us of all or substantially all of OUI assets; or 
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- the date of any otlier event that our Board of Directors determines should constitute a CIC. 

The purposes oP the CIC Plan and the levels of payment it provides are designed to: 

- focus executives on maximizing shareholder value; 

ensure business continuity during a transition and thereby maintain the value of the acquired company; 

* allow executives to focus on their jobs by easing tcrmination concerns; 

demonstTate the Company’s commitment to its executives; 

reward executives for their role in executing a transition and, if appropriate, align awards with the new 
company’s performance; 

* 

- recognize the additional stress, efforts and responsibilities o€ employees during periods of transition; and 

- keep executives in place and provide them with severance only if a CIC transaction is completed. 

The Committee has the sole authority and discretion to designate employees and/or positions for 
participation in the CIC Plan The Committee has designated certain positions, includmg all of the named executive 
officer positions, for participation in the CIC Plan. Participants are not eligible to receive any of the CIC Plan’s 
benefits ahsent both a CIC of the Company and an involuntary termination ofthe participant’s employment without 
cause, including voluntary termination for good reason. Good reason termination includes changes in employment 
circumstances such as: 

* a reduction of base salary or incentive targets; 

certain reductions in position or scope of authority; 

- a significant change in work location; or 

* a breach of provisions o€ the CIC Plan. 

Rather than allowing benefit amounts to be detern7ined at the discretion of the Committee, the CIC Plan 
has specified multipliers designed to be attractive to the executives and competitive with current market practices. 
With the assistance of its executive compensation and benefits consultant, the Committee has reviewed the 
benefits provided under the CIC Plan to ensure that they mcet the Company’s needs, are reasonable and fall within 
competitive parameters. The Committee has determined that the current multipliers are needed for the CXC Plan to 
be effective at meeting the goals described above 

The CIC Plan provides separate tiers of severance benefits based on the position a participant holds within 
our Company. The continuation of health and welfare benefits coverage and the degree of excise tax gross-up for 
terminated participants align with the length of time during which they will receive severance benefits. 
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Tier I 
Chief Executive Officer, 
Chief Operating Officer, 
Presidents and Executive 
Vice Presidents 
300% of base salary and 
annual incentive’ - 
Coverage up to 36 months 
Full gross-up of excise tax 

Eligible Positions 

Cash Severance 

Health &Welfare Coverage Period 
Gross-ups 

Progress Energy Proxy Statement 

Tier 1T 

Senior Vice Presidents 

200% of base salary and 
annual incentive’ 
Coverage up to 24 months 
Conditional gross-up of excise tax 

The following table sets forth the key provisions of the CIC Plan benefits as it relates to our named 
executive officers: 

Benefit 
Annual Incentive 
Restricted Stock 
Agreements 
Performance Share 

Stock Option Agreements 
Supplemental Senior 
Executive Retirement Plan 

Deferred Compensation 

Split-Dollar Life 1 Insurance Policies’ 

Sub-plan 

Description 
100% of target incentive in year of CIC 

Restrictions are fully waived on all outstanding grants upon termination 

Outstanding awards vest as of the termination date 

Rights dependent upon whether option has been assumed by successor 
Parlicipjnt shall be deemed to have met minimum scrvice requirements for benefit 
purposes, and participant shall be entitled to payment of benefit under the SERP 
Entitled to payment of accrued benefits in all accrued nonqualifed deferred 
compensation plans 
We pay all premiums due under a split-dollar life insurance arrangement under 
which the terminated participant is the insured for a period not to exceed the 
applicable period of either 36 (Tier I) or 24 (Tier rr) months 
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The CIC Plan also permits the Board to establish a nonqualified trust to protect the benefits of the impacted 
participants. This type of trust generally IS established to protect nonqualified andor  deferred compensation 
against various risks such as a CIC or a management change-of-heart Any such trust the Board establishes will be 
hevocable and inaccessible to future or ciment management, and may be currently funded. To date, no such trust 
has been funded with respect to any of our named executive officers. 

6.  EMPLOYMENT AGREEMENTS 

Each named executive oEcer has an employment agreement that documents the Compauy’s relationship 
with that executive. We provide these agreements to the executives as a means of attracting and retaining them. 
Each agreement has a term of t h e e  years. When an agreement’s remaining term diminishes to two years, the 
agreement automatically adds another year to the term, unless we give 60-days advance notice that we do not want 
to extend the agreement. If a named executive officer is terminated without cause during the term of the agreement, 
he is entitled to severance payments equal to his base salary fimes 2 99, as well as up to 18 months of COBRA 
reimbursement. A description of each named executive officer’s employment agreement is discussed under the 
“Employment Agreement” section of the “Discussion of Summary Compensation Table and Grants of Plan-Based 
Awards Table” on page 50 of this Proxy Statement 

The Committee provides employment agreements to the named executive officers because it believes 
that such agreements are important for the Company to be competitive and retain a cohesive management team. 
The employment agreements also provide for a defined employment arrangement with the executives and provide 
various protections for the Company, such as prohibiting competition with the Company, solicitation of the 
Company’s employees and djsclosure of confidential information or trade secrets. The Committee believes that the 
terms of the employment agreements are in line with general industry practice. 

7. EXECUTIVE PERQUISITES 

We provide certain perquisites and other benefits to our cxecutives. Amounts attributable to perquisites are 
disclosed in thc “All Other Compensation” c o l m  of the Summary Compensation Table on page 45. 

During 2009, the Committee evaluated the perquisites program to determine whether it was competitive 
and consistent with the Company’s compensation philosophy. As a result of this evaluation, the Committee 
determined that the current perquisites were appropriate and consistent with market practices The perquisites 
available to the named executive officers during 2009 include: 

Financial and Estate Planning 

Luncheon and Health Club Dues 

Executive Physical 

Internet and Telecom ServiceZ 

Home Security 

Accidental Death and Dismemberment Insurance 

Description 
Personal and spousal travel on corporate aircraft is 
permitted under very limited circumstances. 
An annual allowance of up to $16,500 for the purpose 
of purchasing fmancial and estate planning counsehg 
and services and preparation ofpersonal tax return. 
Membership in an approved luncheon club and 
membership in a health club of executive officer’s choice. 
Reimbursement of up to $2,500 for an extensive 
physical at a clinic specializing in executive physicals, 
everv other year. 
Monthly fees for Internet and telecom access. 
An installed home security system and payment of 
monitoring fees. 
$500,000 of AD&D insurance for each executive officer. 
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Personal travel on the Company’s aircraft in the event of a farmly emergency or similar situation is permitted with 
the approval of the Chief Executive Officer Executives’ spouses may travel on the Company’s aircraft to accompany the 
executives to “business-related” events executives’ spouses are requested to attend For 2009, the named executive officers whose 
perquisites included spousal travel on corporate aircraft €or busmess purposes wcre Messrs L,yash and Yates 

* Including home use of Company-owned computer. 

The Committee believes that the perquisites we provide to our executives are reasonable, competitive 
and consistent with our overall executive compensation program in that they help us atbact and retain skilled and 
qualified executives. We believe that these benefits generally allow our executives to work more eEciently and, 
in the case of the tax and Gnancial planning services, help them to optimize the value received from all of the 
compensation and benefits programs offered. The costs of these benefits constitute only a small percentage of each 
named executive officer’s total compensation. 

8. OTHER BROAD-BASED BENEFlTS 

The named executive officers receive our general corporate benefits provided to all of our regular, full-time, 
nonbargaining employees. These broad-based benefits include the following: 

* participation in our 4 0 1 Q  Plan (including a limited Company match of up to 6% of eligible 
compensation); 

participation in oui funded, tax-qualified, noncontributory defmed-benefit pension plan, which uses a 
cash balance formula to accrue benefits; and 

- 
- general health and. welfare benefits such as medical, dental, vision and life insurance, as well as 

long-term disability coverage. 

9. DEFERRED COhlPENSATlON 

We sponsor the Management Deferred Compensation Plan (the ‘‘MDCP”), an unfunded, deferred 
cornpensation arrangement The plan is designed to provide executives with tax deferral options, in addition to those 
available under the existing qualified plans An executive may elect to defer, on a pre-tax basis, payment of up to 
50% of his or her salary for a minimum of five years or until his or her date of  retirement. As a make-up for the 
401(k) statutory compensation limits, executives receive deferred compensation credits of 6% of their base salary 
over the Lnternal Revenue Code statutory compensation limit on 4 0 1 Q  retirement plans. The Committee views the 
matching feature as a restoration benefit designed to restore the matching contnbution the executive would have 
received under the 401(k) retirement plan in the absence of the Internal Revenue Service compensation limits. These 
Company matching allocations are allocated to an account that will be deemed initially to be invested in shares of 
a stable value fund within the MaCP Each executive may reallocate his or her deferred compensation among the 
other available deemed investment funds that mirror those options available under the 4 0 1 0  plan. 

Executives can elect to defer up to 100% of their MICP and/or performance share awards. The deferral 
option i s  provided as an additional benefit to executive officers to provide flexibility in the receipt of compensation. 
Historically, all deferred awards wcre deemed to be invested in performance units, generally equivalent to shares 
ofthe Company’s common stock and received a 15% discount to the Company’s then-current common stock price. 
Beginning January 1,2009, the discount feature was eliminated and deferred awards may be allocated among 
investment options that mirror the Company’s 401(k) Plan. 
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, 
I 

, I -  III. 2009 COMPENSATION DECISIONS 

Company Performance 

The Committee made decisions for the executive officers’ compensation following the process described 
above. The Committee noted that under the leadership of our executive officer management team, the Company 
reported solid financial and operating results in 2009 despite the challenging economic and regulatory environment 
Highlights of the Company’s 2009 performance include the following: 

: I  i 

Returned value to shareholders including increasing dividends from $642 d o n  in 2008 to $693 million 
in 2009; dividend payments increased for the 21* consecutive year; 

Total shareholder return in 2009 was 10.4% as compared to the average 2009 total shareholder return 
for the Benchmarking Peer Group of 9.66%; the Company’s 3-year total shareholder return was 
-0.53% as compared to the average 3-year total shareholder return for the Benchmarking Peer Group 

* 

of -5.27%; 

* Delivered ongoing earrings of $846 million, or $3.03 per share, compared to $776 million, or $2.96 
per share in 2008; 

Received approval from the Florida Public Service Commission (“FPSC”) to increase base rates by 
$132 million; the Committee acknowledges that this increase represents only 26% of the Company’s 
request and believes the result was due to the FPSC’s unwillingness to meaningfully raise consumer 
rates in the particularly challenging Florida economic environment; 

Received final orders from the FPSC for all of PEF’s proposed 2010 recovery for fuel, environmental 
and energy-efficiency costs; and 

Filed with the North Carolina Utilities Commission (‘WCUC;’) a plan to retire by the end of 2017 
the remaining 11 North Carolina coal-fred Units that do not have flue-gas dewdfurization controls 
(scrubbers) and filed a corresponding plan to build a 600-megawatt 0 natural gas-fired plant to 
replace the coal-fred units at our Sutton Plant in conjunction with their retirement in 2014; the Sutton 
Plant project would represent an estimated investment of approximately $600 million and significantly 
reduce overall emissions 

- 

- 
* 

Chief Executive Officer Compensation 

William D. .Johnson 

. In March 2009, the Committee considered Mr. Johnson’s salary against the salaries of the chief executive 
officers in the Benchmarking Peer Group, the Company’s performance, and the difficult external economic 
and regulatory climate. Based on these factors, the Committee approved a salary of $990,000 for Mr. Johnson 
representing an increase of 4.2% to his 2008 salary. Mr. Johnson’s current target total base compensation is 
approximately 18% below the SO” percentile of the Benchmarking Peer Group due to his relatively short tenure in 
the Chief Executive Officer position, and more significantly, the challenging economic and regulatory environment. 
It is the Committee’s intention to increase Mi. Johnson’s salary over time to a level that is at the SOth percentile 
of the Benchmarking Peer Group. For 2009, the Committee set Mr. Johnson’s MICP target award at 8.5% of base 
salary This target award was the same as the target Mr. Johnson had in 2007 after he assumed his new position, 
and represents a target award opportunity that is below the 50th percentile of market. The payout of the 2009 MICP 
award was based on the extent to which M i  Johnson achieved his performance goals, which were focused on the 
following general areas oE Company success: 

- 
- Achieving fmancial objectives; 

Delivering on fundamentals of safety, operational excellence and customer satisfaction; 
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- Managing capital projects effectively; 

Executing the energy-efficiency and emerging technology features of the Company’s Balanced 
Solution Strategy, 

Achieving reasonable outcome on PEF’s 2010 base rate proceeding filed in March 2009; 

- Advocating effectively for achievable, affordable climate and renewable energy policies; and 

- Strengthening leadership focus on employee engagement, communication, diversity and inclusion. 

In recometion of his accomplishments during 2009, including his leadership in achieving the Company 
Performance described above, the Committee awarded h4.r Johnson an MICP payout of $950,000, which is equal to 
114% of Mr ,Johnson’s target award The Committee also considered Mr. Johnson’s emphasis on specific leadership 
behaviors and expectations throughout the year which were communicated to the company’s management team 
in clcar and direct terms. The Committee also noted Mr. Johnson’s active leadership in key national industry 
organizations, including frequent, direct engagement with policymakers and regulators at the federal and state levels 

With respect to his long-term incentive compensation during 2009, Mr Johnson was granted 27,892 
restricted stock units and 55,546 performance shares in accordance with his pre-established targets of 117% and 
233%, respectively, of his base salary The performance shares are earned based on performance over the three years 
ending December 3 1,201 1. Additionally, 29,456 shares of the 2007 annual grant vested in 2009 and were paid out 
at 100% of target. The Committee also issued to M i  Johnson an ad hoc retention grant of 8,000 restricted stock 
units to recognize his leadership in the critical position of Chief Executive Officer, outstanding performance against 
objectives and the manner in which he achieved those objectives. Total year-over-year compensation to Mr. Johnson 
for 2009, as compared to 2008, as noted in the “Summary Compensation Table” on page 45 of this Proxy Statement, 
was relatively flat 

- 

Chief Financial Officer Compensation 

In March 2009, M i  Johnson recommended and the ComnGttee approved a base salary of $425,000 for 
h4i Mulhem, representing a 10.4% increase to his previous salary of $385,000. The new base salary was set at 20% 
below the 501h percentile ofthe Benchmarking Peer Group. Mr. Mulhem’s base salary was established at this level 
due to his relatively short tenure in the Chief Financial Officer position, and more significantly, the challenging 
economic and regulatory environment. It is the Committee’s intention to increase hh. Mulhem’s salary over time to 
a level that is at the 5 0 ~  percentile ofthe B e n c h a r k k g  Peer Group. 

For 2009, Mr Mulhem’s MICP target award was set at 55% of his base salary. This target award is the 
same target Mr. Mulhern had in 2008 after he assumed the Chief Financial Officer position and represents a target 
award opportunity that is below the 50’” percentile ofthe market h4.r Mulhem’s performance goals for 2009 focused 
on the following general areas of Company success: 

- Achieving financial objectives; 

Developing a pension funding strategy and communicating it e€fectively to the investment community; 

Achieving reasonable outcome on PEF’s rate settlement with respect to 2006-2008 expenditures; and 

Strengthening leadership focus on employee engagement, communication, diversity and inclusion - 
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In recognition of the achievements he accomplished in 2009 and on Mr Johnson’s recommendation, the 
Committee awarded ML Mulhern an MICP payout of $225,000, which is equal to 99% of Mr Mulhern’s target 
award. Mr. Mulhem’s award was due in part to his leadership in the Company achieving its EPS goal, execution ofa  
h d i n g  strategy for the pension plan, and obtaining interim rate relief for PEF 

With respect to his long-term incentive compensation, in 2009, Mr Milhern was granted 5,604 restricted 
stock units and 11,304 performance shares in accordance with his pre-established targets of 58% and 117%, 
respectively, of base salary. The performance shares are earned based on performance over the three years ending 
December 31,2011. Additionally, 7,131 shares of thc 2007 annual grant vested in 2009 and were paid out at 100% 
of target. On Mr Johnson’s recommendation, the Committee also issued to Mr Mulhem an ad hoc retention grant 
of 2,500 restricted stock units to recognize his leadership in the critical position of Chief Financial Officer, his 
outstanding performance against objectives and the manner in which he achieved those objectives. The decrease 
in year-over-year total compensation to ME Mulhern for 2009, as compared to 2008, as noted in the “Summary 
Compensation Table” on page 45 of this Proxy Statement, was largely due to vesting of the total accumulated SEW 
benefit that occurred in 2008. 

Compensation of Other Named Executive Officers 

For 2009, Mr. Johnson recommended and the Committee approved base salaries for Messrs. Lyash and 
Yates of $453,000 and $448,000, respectively The base salaries for Messrs. Lyash and Yates represented an increase 
o i  approximately 1 80% and 1 82%, respectively, above their 2008 salaries. The new base salaries are set at 9% 
below the 50h percentile of the market “he modest year-over-year increase to Mi. Lyash’s and Mr Yates’ salaries 
reflects the Committee’s and management’s recognition of the challenging economic and regulatory environment. 
It is the Committee’s intention to increase Messrs. Lyash’s and Yates’ salaries over t h e  to a level that is at the SO* 
percentile of the Benchmarking Peer Group 

For 2009, Mr Johnson recommended and the Committee approved Ms. S h s ’  base salary to remain at 
$370,000. The 2009 base salary is set at 11% above the 50th percentile of the Benchmarking Peer Group due to 
Ms. Sims’ extcnsive knowledge of fuel and power operations 

Mr. Lyash received standard assistance with relocation expenses in connection with the Company’s 
requirement that he relocate from Florida to North Carolina to assume his current position. Mr. Lyash also received 
assistance with the sale of his Florida home. For more information, see note 16 to the “Summary Compensation 
Table” on page 45 
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JeBey J. Lyash 
Lloyd M. Yates - 
Paula J. Sims 
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On Mr. Johnson’s recommendation, the Committee awarded Messrs. Lyash and Yates and Ms Sirns 2009 
MICP awards as described in the table below. 

Restricted Tkansitional 
Stock IJnits Vesting in Performance Performance Ad Hoc Restricted 
1/3 Increments in 2010, Shares Shares Stock Units 

~~ 2011 and 2012 ~- Vesting 2012 Vesting 2012 
6,477 9,535 13,065 2,000 
6,404 9,535 12,918 2,000 
4,642 7,131 9,285 2,000 

________- 
Named Executive 

Officer 
Jeffrey .J. Lyash 

Lloyd M. Yates 

Paula J. Sin= 

2009 MICP 
Award 
$235,000 

$235,000 

$160,000 

Percent of 
Target 

95% 

96% 

96% 

Explanation of Award 
Mr. Lyash played a significant role in mitigating a 
substantial reduction in PEF’s retail revenue through 
a combination of O&M reductions, wholesale 
contracts and rate mitigation resulting’in PEF’s 
attaining its earnings goals; completion of the Bartow 
Plant repowering that is reflected in rates; and 
implementation of project oversight process. 
Mr” Yates played a significant role in the Company’s 
achievement of its EPS goal and PEC’s achievement 
of its capital spending budget goal; led development of 
fleet modernization strategy to replace coal-fired plants 
with natural gas-fired plants; execution of wholesale 
expansion and renewal contracts on favorable terms; 
and development of effective relationships in the 
regulatory and legislative arenas resulting in passage of 
signifkant legislation in North Carolina. 
Ms. Sims played a significant role in the Power 
Operation Group’s achievement or its O&M and 
capital spending goals; led the Continuous Business 
Excellence effort to obtain sustainable 3-5% 
productivity gains; implementation of a strategy to 
reduce emissions by replacing coal-fired plants with 
natural gas-Erred plants; and increased the focus on 
safety by reducing our OSHA injury rate. 

With respect to long-term compensation, in 2009 each of the other named executive officers received 
annual grants of restricted stock units and performance shares in accordance with their pre-established targets. The 
table below describes those grants, the transitional performance share grants that the Committee issued in 2007, and 
the ad hoc Iestricted stock unit grants. 

The decrease in year-over-yea total compensation to Mr” Yates, as compared to 2008, as noted in the 
“Summary Compensation Table” on page 45 of this Proxy Statement, was largely due to vesting of the total 
accumulated SEW benefit that occurred in 2008. 
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The significant increase in year-over-year total compensation to Ms. Sims, as compared to 2008, as noted in 
the ‘‘Stunmary Compensation Table” on page 45 of this Proxy Statement, was largely due to her vesting in the SEW 
in 2009. 

rV. COMPENSATION COMMITTEE REPORT 

The Committee has reviewed and discussed this CD&A with management as required by Item 402@) of 
Regulation S-IC. Based on such review and discussions, the Committee recommended to the Company’s Board of 
Directors that the CD&A he included in this Proxy Statement. 

Organization and Compensation Committee 

E. Mane McICee, ChaiI 
John D. Baker II 
Harris E. DeLoach, J r ~  
James B Hyler, Jr. 
Robert W. Jones 
John H. Mullin, III 

IJnless specifically stated otherwise in any of the Company‘s f i g s  under the Securities Act of 1933 or the 
Securities Exchange Act of 1934, the foregoing Compensation Committee Report shall not be deemed soliciting material, 
shall not he incorporated by reference into any such f i g s  and shall not otherwise he deemed filed under such Acts. 
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Non-Equity 
Stock Option Incentive Plan 

Salaryl Bonus Award? Awards? Compensation4 
Year (S) (S) (8 (9 ($1 
@) (c) (d) (e) 0 (a)  

2009 $979,231 N/A $3,090,605’ $0 $950.000 
2008 950,000 2,911,701 0 929,000 
2007 807,539- 5,231,023 0 863,500 
2009 $414,231 N/A $655,990” $0 $225,000 
2008 355,385 433,413 0 200,000 
2007 308,792 1,620,321 0 190,000 
2009 S450,846 N/A $728,120b4 $0 $235,000 
2008 432,885 612,952 0 225,000 
2007 386,154 2,146,232 0 265,000 

2009 $445,846 N/A $720,683” $0 $235,000 
2008 429,231 612,952 0 210,000 
2007 374,039 2,146,232 0 2 6 5,O 0 0 
2009 $370,000 N/A $538,333’O $0 $160,000 
2008 364,615 459,124 0 140,000 
2007 324,177 1,620,321 0 170,000 

Progress Energy Proxy Statement 

Change in 
Pension Value 

and 
Nonqunlifed 

Deferred 
Compensation All Other 

Earnings5 CompensationG 
($) @) 
01) (i) 

$1,144,4489 $289,7261° 
1,091,256 304,571 

946,938 299,445 
$369,822” $102,137” 
820,419 141,354 
34,205 116.014 

S244,369IJ $292,061’6 
323,904 140,812 
272,656 125,548 

$308,815’8 $119,432L9 
777,983 155,042 
26,730 127,981 

$707,8022’ $97,505” 
25,728 92,143 
21,930 108,233 

.. . 
SUMMARY COMPENSATION TABLE FOR 2009 

T h e  following Summary Compensation Table discloses the compensation during 2009 of ow Chief 
Executive Officer, Chief Financial Officer, and the other three most highly paid executive officers who were 
serving at the end of 2009. Additionally, column @) is dependent upon actuarial assumptions for determining the 
amounts included. A change in these actuarial assumptiom would impact the values shown in this column. Where 
appropriate, we have indicated the major assumptioni in the footnotes to column (h). 

Name and 
Principal 
Position 
(4 

William D. Johnson, 
Chairman, President and 
Chief Executive Officer‘ 
MarkF Mulhem, 
Senior Vice President and 
Chief Financial Officer 
Jefkey J. Lyash, Executive 
Vice President - Corporate 
Development (formerly 
President and Chief 
Executive Officer, PEF) 
Lloyd M. Yates, 
President and Chief 
Executive Officer, PEC 
Paula .I Sims, 
Senior Vice President - 
Power Operations 

Total’ 
0) 
0- 
$6,454,01 C 
6,186.52E 
8,148,445 

$1,767,181 
1,950,631 
2,269,332 

$1,950,39f 
1,735,55: 
3,195,59( 

S1,829,77t 
2,185,208 

1,082,810 
2,244,661 

I Consists of base salary earnings prior to (i) employee contributions to the Progress Energy 401(k) Savings &. 
Stock Ownership Plan and (ii) voluntary deferrals, if any, under the Management Deferred Compensation Plan. See “Deferred 
Compensation” discussion in Part D[ of the CD&A. Salary adjustments, if deemed appropriate, generally occu in March of 
each year. 

Includes the fair value of stock awards as-of the p n t  date computed in accordance with EASB ASC Topic 718. 
Assumptions made in the valuation of material stock awards are discussed in Note 9.B. to our consolidated financial statements 
for the year ended December 3 1,2009. The values reflected for 2008 and 2007 in columns (e) and 6 )  are different than 
previously disclosed because these values represent the fair value of stock awards as of the grant date rather than the expense 
related to equity awards for financial statement reporting purposes in accordance with SFAS No 12301) 

We ceased granting stock options in 2004. No additional expense remains with respect to our stock option program 

Includes the awards given under the Management Incentive Compensation Plan WCP) for 2007,2008 and 
2009 performance 

5 Includes the change in present value of the accrued benefit under Progress Energy’s Pension Plan, S E G ,  and/ 
or Restoration Plan where applicable In addition, it includes the above market earnkgs on deferred compensation under the 
Deferred Compensation Plan for Key Management Employees. The current incremend present values were determined using 
actuarial present value factors as provided by o w  actuarial consultants, Buck Consultants, based on FAS mortality assumptions 
post-age 65 and FAS discount rates of 6.25%, 6.30%, and 6.10% foI calculating the accrued benefit under the SEW for 2007, 
2008, and 2009, respectively“ FAS discount rates of 5.95%, 6.25%, and 5.45% were used for calculating the accrued benefits 
under the Restoration Retirement Plan for 2007,2008, and 2009, respectively. FAS discount rates of 6.15%, 6.30%, and 5 95% 
were used for calculating the accrued benefits under the Pension Plan for 2007,2008, and 2009, respectively. The 1996-1999 
Deferred Compensation Plan for Key Management Employees provided a fixed rate of return of 10.0% on deferred amounts, 
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. .  
. _ _  .-.-::.-:: which was 2.7% above the market interest rate of 7.3% at the time the plan was frozen in 1996. The Deferred Compensation Plan 

for Key Management Employees was discontinued in 2000 and replaced with the Management Deferred Compensation Plan, 
which does not have a guaranteed rate of return Named executive oflicers who were participants in the 1996-1999 Deferred 
Compensation Plan for Key Management Employees continue to receive plan benefits with respect to amounts deferred prior to 
its discontinuance in 2000. The above market earnings undcr the Deferred Compensation Plan for Key Management Employees 
are included in this column for Mr .Johnson. 

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

Includes the following items: Company match contributions under the Progress Encrgy 401(k) Savings & Stock 
Ownership Plan; dividends paid under provisions of the Restricted Stock AwardAJnit Plans and Management Deferred 
Compensation Plans; perquisites; and tax gross-ups related primarily to imputed income. 

Mr. Johnson did not receive additional compensation for his service on the Board of Directors. 

Includes (i) the grant date fair value of the restricted stock units granted during 2009 under the 2007 Equity Incentive 
Plan, $1,213,150; and (ii) the grant date fair value of the performance shares granted during 2009 under the 2009 PSSP, 
$1,877,455. The maximum potential for the performance shares granted to Mr. Johnson in 2009 is $3,754,910 (200%), based on 
the March 17,2009 closing stock price of $33 80 

Includes changes in present value of the accrued benefit during 2009 for the following plans: Progress Energy Pension 
Plan: $65,737; the SERP: $1,068,674; and above market earnings on compensation deferred under the Deferred Compensation 
Plan for Key Management Employees of $10,037 Mr. Johnson's change in his year-over-year SEW benefit was relatively flat 

lo  Consists of (i) $14,700 in Company contributions under the Progress Energy 401(k) Savings & Stock Ownership 
Plan; (ii) $43,582 in deferred compensation credits pursuant to the terms of the Management Deferred Compensation Plan; 
(iii) $195,485 in Restricted StockLJnit Dividends; (iv) $11,970 in tax gross-ups related to imputed income; and (v) $23,989 in 
perquisites consisting of the following: finaneial/estate/tax planning, $5,000; Internet and telecom access, $3,724; health club 
dues, $2,407; home security, $4,255; and spousal travel, $6,370 Other perquisites include luncheon club membership, executive 
physical and AD&D insurance 

I I  Includes (i) the grant date fair value of the restricted stock units granted during 2009 under the 2007 Equity Incentive 
Plan, $273,915; and (ii) the grant date fair value of the performance shares granted during 2009 under the 2009 PSSP, $382,075 
The maximum potential for the performance shares granted to Mr Mulhern in 2009 is $764,150 (200%), based on the March 17, 
2009 closing stock price of $33 80 

l2 Includes changes in present value of the accrued benefit during 2009 for the following plans: Progress Energy 
Pension Plan: $46,636; and the SERF': $323,186 M i  Mulhern's change in SERF' decreased in 2009 primarily due to vesting o i  
the total accumulated benefit that occurred in 2008 

l3 Consists of (i) $14,700 in Company contributions under the Progress Energy 401(k) Savings & Stock Ownership 
Plan; (ii) $9,682 in deferred compensation credits pursuant to the terms of the Management Deferred Compensation Plan; 
(iii) S5,276 in tax gross-ups related to imputed income; and (iv) $72,479 in Restricted StockAJnit Dividends The total value of 
the perquisites and personal benefits received by Mr. Mulhern was less than $10,000. Thus, these amounts are excluded from 
column (i) 

l4 Includes (i) the grant date fan value of the restricted stock units granted during 2009 under the 2007 Equity Incentive 
Plan, $286,523; and (ii) the grant date fair value of the performance shares granted during 2009 under the 2009 PSSP, $441,597 
The maximum potential for the performance shares granted to Mr Lyash in 2009 is $883,194 (200%), based on the March 17, 
2009 closing stock price of $33 80. 

Is Includes changes in present value of the accrued benefit during 2009 for the following plans: Progress Energy 
Pension Plan: $48,250; and the SERP: $196,119 Mr Lyash's change in SERP decreased in 2009 primarily due to a lower FAS 
discount rate. 

l6 Consists of (i) $14,700 in Company contributions under the Progress Energy 401(k) Savings & Stock Ownership 
Plan; (ii) $12,256 in deferred compensation credits pursuant to the terms of the Management Deferred Compensation Plan; 
(iii) $70,378 in Restricted StockAJnit Dividends; (iv) $1,445 in tax gross-ups related to imputed income; and (v) $17,708 in 
perquisites including spousal use of Company aircraft, $14,669. Other perquisites include luncheon club membership, spousal 
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travel, home security, and Internet and telecom access Dunng 2009, the Company required Mr Lyash to relocate from Flonda to 
Noah Carolina in connection with his becoming the Company’s Executive Vice President - Corporate Development Mr Lyash 
received standard Company relocabon benefits totaling $53,005 that included travel expenses, the equivalent of one month’s 
salary, temporary housing, shipment of household goods, and closing costs in connection with his purchase of a home in North 
Carolina Mr Lyash also received assistance with tlie sale of his home in Flonda where the Company previously required Mr 
Lyash to relocate in connection w t h  his former role as President and Chief Executive Officer of Progress Flonda, Inc The 
Company purchased his Flonda home at a pnce equal to the average of two independent appraisals after he was unable to sell 
the home withm a 60-day markehng penod n~e Company agreed that if the purchase pnce of Mr Lyash’s Flonda home, as 
de temned by the average of the y o  mdependent appraisals, resulted 111 a loss on the sale of his pnor home, the Company 
would pay Mr Lyash the difference between the pnce he paid for the Flonda home (excluding the cost of improvemcnts made 
subsequent to such purchase) and the purchase pnce paid by the Company based on the independent appraisals Because of 
the precipitous decline m the Flonda housing market smce MI Lyash’s purchase of his Flonda home, the agreed purchase 
price was significantly below M I  Lyash’s purchase price SEC rules requlre that we mclude as fiscal year 2009 compensation 
t h s  difference, w h c h  was $80,000, along with other transaction costs In hght of the fact that the relocation was required by 
the Company and because this make-whole amount paid to Mr Lyash wll be treated as income to him, we agreed to provide 
MI Lyash with a tax gross-up on amounts from tlus transacbon that are considered taxable income The tax gross-up was 
$42,569 In approving Mr Lyash’s relocahon expenses, mcluding the remburscmcnt of the loss mcuned on h s  Flonda home, the 
C o m t t e e  required Mr Lyash to agree to reimburse the Company for the relocabon assistance in the event he voluntanly leaves 
the Company wthm three years of relocahng to North Carolina 

Includes (I) the grant date f a r  value of the restncted stock units granted during 2009 under the 2007 Equity Incentive 
Plan, $284,055, and (ii) the grant date fair value of the performance shares granted dunng 2009 under the 2009 PSSP, $436,628. 
The maxmum potenbal for the performance shares granted to Mr Yates in 2009 is $873,257 (200%), based on the March 17, 
2009 closing stock pnce of $33 80 

In Includes changes in present value of the accrued benefit during 2009 for the following plans: Progress Energy 
Pension Plan: $33,106; and the SERP: $275,709 Mr Yates’ change in SERP decreased in 2009 primarily due to vesting of the 
total accumulated benefit that occurred in 2008 .:I 

l9 Consists of (i) $14,700 in Company contributions under the Progress Energy401(k) Savings & Stock Ownership 
Plan; (ii) $11,956 in deferred compensation credits pursuant to the terms of the Management Deferred Compensation Plan; 
(iii) $70,986 in Restricted StockAJnit Dividends; (iv) $4,026 in tax gross-ups related to imputed income; and (v) $17,764 in 
perquisites including financial/estate/tax plamng, $10,000, and spousal use of Company aircraft, $4,920 Other perquisitcs 
include luncheon club membership, health club dues, home security, Internet and telecom access, executive physical and AD&D 
insurance 

2n Includes (i) the grant date fair value of the restricted stock units granted during 2009 under the 2007 Equity Incentive 
Plan, $224,500; and (ii) the grant date fair value of the performance shares granted during 2009 under the 2009 PSSP, $313,833 
The maximum potential for the performance shares granted to Ms. Sims in 2009 is $627,666 (ZOO%), based on the March 17, 
2009 closing stock price of $33 80. 

21 Includes changes in present value of the accrued benefit during 2009 for the following plans: Progress Energy 
Pension Plan: $30,117; and the SERP: $703,105 Ms Sims became vested in the SERP on June 1,2009 which attributed to her 
increase for the year Ms. Sims’ accumulated Restoration Plan benefit of S25,420 was forfeited upon her vesting in the SERF’. 

22 Consists of (i) $14,700 in Company contributions under the Progress Energy40IOc) Savings & Stock Ownership 
Plan; (ii) $7,500 in deferred compensation credits pursuant to the terms of the Management Deferred Compensation Plan; 
(iii) $47,759 inRestricted StockAJnit Dividends; (iv) $15,188 in tax gross-ups related to imputed income; and (v) $12,358 in 
stock purchase discounts for annual incentive deferrals pursuant to the MICP The total value of the perquisites and personal 
benefits received by Ms S h s  was Ikss than $10,000. Thus, these amounts are excluded from column (i). 

‘ !  
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GRANTS OF PLAN-BASED AWARDS 

Estimated 
Future Payouts IJnder 

Equity Incentive 
Plan Awards’ 

Future Payouts Under 
Non-Eauilv Incentive 

a i  Awards’ ----r-- I 

Other 
Stock 

Awards: 
Number 
of Shares 
of Stock 

Maximum or Units‘ 

Grant Date 
Fair Value 
of Stock 

and Option 
Awards‘ :hreshold , Target : ~ :: Grant Threshold 

Date 1 ($) Name 
ls3.l @I (C) 

MICP 
3/5/10 $416,173 

lestrided 
$832,346 I $1,664,69 

Yilliam D Johnson, 
%airman, President and 
:hief Executive Oficer 

Stock 
IWts 

3/17/09 
PSSP 

3/17/09 
MICP 
3/8/10 $113,914 $227,827 $455,61 

iestricted 
Stock 
Units 

$1,213,150 

$1,877,455 27,773 1 55,546 111,092 

8,104 

5,652 11,304 22,608 

8,417 

vlark E Mulhem, 
Senior Vice President 
md Chief Financial 
3Ecer 3/17/09 I 

PSSP . I  
$273,915 

$382,075 3/17/09 

refkey J. Lyash, 
Executive Vice 
President - Corporate 
Development (formerly 
President and Chief Executive 
Officer, PEF) 

Restricted 
Stock 
Units 

3/17/09. 1 
PSSP I 

$286,523 

$441,597 3/17/09 

Restricted 

3/17/09 

Lloyd M. Yates, 
President and Chief Executive 
Officer, PEC $284.055 

$436,628 

Paula J. Sims, 
Senior Vlce President - Powel 
Operations 

Stock 

3/17/09 4,643 9,285 9313,833 18,570 

I The Management Incentive Compensation Plan is considered a non-equity incentive compensation plan. Award 
amounts are shown at threshold, target, and maximum levels. The target award is calculated using the 2009 eligible earnings 
times the executive’s target percentage. See target percentage in table on page 30 of the CD&A. Threshold is calculated at 
50% of target and maximum is calculated at 200% of target. Actual award amounts paid are reflected in the Summary of 
Compensation Table under the ‘Won-Equity Incentive Plan Compensation” column 
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Reflects the potential payouts in shares of the 2009 PSSP grants The grant size was calculated by multiplying the 
executive’s salary as of January 1,2009, times h ~ s  2009 PSSP target and dividing by the December 31,2008, closing stock price 
of $39 85 The Threshold column reflects the minimum payment level under our PSSP, which is 50% of the target amount shown 
in the Target column. The amount shown in the maximum column is 200% of the target amount 

Reflects the number of restricted stock units granted during 2009 under the 2007 Equity Incentive Plan. The number 
of shares granted was determined by multiplying the executive’s salary as of January I, 2009, times his 2009 rcstricted stock 
target and dividing by the December 3 1,2008, closing stock price of $39 85 

Reflects the grant date fair value of the award based on the following assumphons: Market value of restricted stock 
granted on March 17,2009, based on closing price of $33 80 per share, times the shares granted in column (I) Market value of 
PSSP granted on March 17,2009, based on closing stock price on March 17,2009, of $33 80 rimes target number of shares in 
column (g) The 2009 PSSP grant payout is expected to be 100% of target 
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DISCUSSION OF SUMMARY COMPENSATION TABLE AND GRANTS OF 
PLAR’-BASED AWARDS TABLE 

EMPLOYMENT AGREEMENTS 

Messrs. Johnson, Mulhern, Lyash and Yates and Ms. Sims entered into employment agreements with 
the Company or one of its subsidiaries, referred to collectively in this section as the “Company.” Each of these 
agreements has an effective date of May 8,2007. The employment agreements replaced the previous employment 
agreements in effect for each of these oEcers. 

The employment agreements provide for base salary, annual incentives, perquisites and participation 
in the various executive compensation plans offered *to our senior executives. The agreements expired on 
December 3 1,2009. Thereafter, each agreement will be automatically extended by an additional year on January 1 
of each year“ We may elect not to extend an executive officer’s agreement and must n o m  the officer of such an 
election at least 60 days prior to the automatic extension date. Each employment agreement contains restrictive 
covenants imposing non-competition obligations, restricting solicitation of employees and protecting our 
confidential information and trade secrets for specified periods if‘ the applicable officer is terminated without cause 
or otherwise becomes eligible for the benefits under the agreement. 

Except for the application of previously granted years of service credit to our post-employment health and 
welfare plans as discussed below, the employment agreements do not affect the compensation, benefits or incentive 
targets payable to the applicable officcrs: 

With respect to hfi Johnson, the Employment Agreement specifies that the years of service credit we 

I . previously granted to him for purposes of determining eligibility and benefits in the SERP will also be applicable 
for purposes of determining eligibility and benefits in our post-employment health and welfare benefit plans. 
Mr Johnson was awarded seven years of deemed service toward the benefits and vesting requirements of the SERE 
However, as of 2008, Mr. Johnson reached the maximum service accrual and therefore benefit augmentation for 
deemed service is $0. Three of those years also were deemed to have been h service on the Senior Management 
Committee for purposes of SERP eligib3ity” 

Each Employment Agreement provides that if the applicable officer is terminated without cause or 
is constructively terminated (as defined in Paragraph 8(a)(i) of the agreement), then the oiiticer wil l  receive 
(i) severance equal to 2.99 times the officer’s then-current base salary and (ii) reimbursement for the costs of 
continued coverage under certain of our health and welfare benefit plans for a period of up to 18 months. 
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Option 
:kpiration 

Date 

Progress Eneryy Proxy Statement 

Number oi 
Shares or 
Units of 

StockThai 
%we Not 

Vested 
(#I 

:hairman, President 
md Chief 
!xecutive Officer 
dark F. Mulhem, 
h i o r  Vice 
'resident and Chief 
:inancia1 Officer 

!xecutive 

-0rporate 
Ievelopment 
formerly President 
tnd Chief Executive 
IEcer, PEF) 
doyd M Yates, 
'resident and Chief 
kecutive Officer, 
'EC 
'aula J" Sims, Senior 
fice President - 
'ower Operations 

eEey J Lyash, 

{ice President - 

0 
0 

a 
C 

7,OOC 

0 
0 
a 

C 
C 
C 

c 
c 
c 

. .  . ._ -. . . . . .  . ..: . 

: :  1 

i 

OUTSTAh'DING EQUXTY AWARDS AT FISCAL, YEAR-END 

I Siock L Awards' vards 

Equity 
Incentive 

Plan 
Awards: 
lumber 01 
Unearned 
Shares, 
Units or 
Other 
Rights 
That 

Aave Not 
Vcstcd 

(#I 
0)' 

152,613G 

Equity 
Incentive 

Plan 
Awards: 

Market or 
Payout 

Unearned 
Shares, 
Units or 
Other 
Rights 
That 

Have Not 
Vested 
6) 
ti )' 

$6,261,1 ZC 

w u c  or 

S 1,228,906 

$1,580,033 

$1,573,677 

$1,160,778 

Equity 
Incentive 

Plan 
Awards: 

Number of 
Securities 
Underlying 
Jnexercised 
Unearned 
Options 

(% 
(d) 

- 

Number 
of 

Securities 
Underlying 
Unexercised 

Options 

Exercisable 
(#I 

Market 
Value of 

Shares or  
Units of 

jtock That 
Have Not 

Vested 
(5) 
m)" 

$3,368,356 

Number of 
Securities 

Underlying 
Unexercised 

Options 

Jnexercisahle 
(#) 

(c) 
- 

Option 
Zxercise 
Price 

($1 

$43.49 
$41 91 
$44 75 

(e) Name (a) I 01) 
Nilliam D. Johnson, 1 0 

>/30/20 12 
>/30/2013 

>/30/20 12 
?/30/2013 

?/30/2012 

$43.49 
$41 91 
$44.15 

$43 49 
$41 91 
$44 15 

- 

E 1,098,084 

F1,198,804 

29,96G8 

38,528" 

38,373" 

28,305" 

$43.49 
$41.97 
$44.15 

$43 49 
$41.97 
$44.75 

___ 

___ 

$1,195,811 

$845,503 

,/3 0/20 12 
1/3 0/20 13 

9/30/20 12 

All outstanding stock options were vested as of December 31,2006. The Company ceased granting stock options in 2004. 

' Consists of outstanding restricted stock grants and restricted stock units. 

Market value at December 31,2009, was based on a December 31,2009, closing price of $41.01 per share. 

The 2006 and 2007 2-year transitional grants vested on January 1,2009; the 2007 grant vests on January 1,2010; the 
2008 grant vests on January 1,2011; and the 2009 grant vests on January 1,2012 Performance share value for the 2007 annual 
grant is expected to be at 125% of target while the 2008 annual grant and 2009 annual grant were expected to be 100% of target. 
The value in Column 6) is derived by multiplying the shares (rounded to the Learest whole share) times the December 31,2009 
closing stock price ($41.01). The difference between the calculated value and the noted value is attributable to fractional shares. 
See further discussion under "Performance Shares" in Part I1 of the CD&A. 
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Restncted stock grants vest based on the following schedule: 5,533 shares on March 14,2010; 5,067 shares on 
March 15,2010; and 5,534 shares on March 14,201 I Restricted stock unit grants vest based on the following schedule: 9,297 

. units on March 17,2010; 9,297 units on March 17,2011; 17,298 units on March 17,2012; 7,650 units on March 18,2010; 4,936 
units on March 20,2010; 7,651 units on March 18,2011,4,936 units on March 20,2011; and 4,936 uruts on March 20,2012. 

Includes performance shares granted on March 20,2007, March 18,2008, March 17,2009, and accumulated 
dividends as of December 3 I ,  2009. Oulstanding performance share balances consist of the following: (i) 43,280 - 2007 annual 
grant; (ii) 51,018 -2008 annual grant; and (iii) 58,375 - 2009 annual grant. 

'Restricted stock grants vest based on the following schedule: 1,167 shares on March 14,2010; 3,500 shares on 
March 21,2010; and 1,167 shares on March 14,2011. Restricted stock unit grants vest based on the following schedule: 1,868 
units onMarch 17,2010; 1,868 on March 17,2011; 4,368 onMarch 17,2012; 1,136 units on March 18,2010; 8,189 units on 
March 20,2010; 1,136 units on March 18,2011; 1,189 units onMarch 20,2011; and 1,188 units onMarch 20,2012. 

hcludes performance shares granted on March 20,2007, March 18,2008, March 17,2009, and accumulated 
dividends as of December 31,2009. Outstanding performance share balances consist of the following: (i) 10,479 - 2007 annual 
grant; (ii) 7,607 - 2008 annual grant; and (iii) 11,880 - 2009 annual grant. 

Restricted stock grants vest based on the following schedule: 1,367 shares on March 14,2010; 1,100 shares on 
March 15, 2010; and 1,367 on March 14,2011. Restricted stock unit grants vest based on the following schedule: 2,159 units 
onMarch 17,2010; 1,597 on March 18,2010; 10,576units on March 20,2010; 2,159 units on March 17,2011, 1,597 units on 
March 18,2011; 1,576 units on March 20,2011; 4,159 units on March 17,2012; and 1,575 units on March 20,2012. 

l o  Includes performance shares granted on March 20,2007, March 18,2008, March 17,2009, and accumulated 
dividends as of December 3 1,2009 Outstanding performance share balances consist of the following: (i) 14,010 - 2007 annual 
grant; (ii) 10,787 - 2008 annual grant; and (iii) 13,73 1 - 2009 annual grant 

I! Restricted stock grants vest based on the following schedule: 1,367 shares on March 14,2010; 1,100 shares on 
March 15,2010; and 1,367 shares on March 14,2011 Restricted stockunit grants vest based on the following schedule: 2,134 on 
March 17,2010; 1,597 on March 18,2010; 10,576 units on March 20,2010; 2,135 on March 17,2011; 1,597 units on March 18, 
2011; 1,576 units on March 20,2011; 4,135 on March 17,2012; and 1,575 units on March 20,2012 

l2 Jncludes pcrformance shares granted on March 20,2007, March 18,2008, March 17,2009, and accumulated 
dividends as of December 31,2009 Outstanding performance share balances consist of  the following: (i) 14,QlO - 2007 annual 
grant; (ii) 10,787 - 2008 annual grant; and (iii) 13,576 - 2009 annual grant. 

l 3  Restricted stock grants vest bascd on the following schedule: 1,000 shares on April 1,2011 Restricted stock units 
grants vest based on the following schedule: 1,547 units on March 17,2010; 1,204 units on March 18,2010; 8,189 units on 
March 20,2010; 1,547 units on March 17,2011; 1,205 units on March 18,2011; 1,189 units onMarch20,2011; 3,548 units on 
March 17,2011; and 1,188 units onMarch 20,2012. 

l4 Includes performance shares granted on March 20,2007, March 18,2008, March 17,2009, and accumulated 
dividends as of December 31,2009. Outstanding performance share balances consist of the following: (i) 10,479 - 2007 annual 
grant; (ii) 8,068 - 2008 annual grant; and (iii) 9,758 -2009 annual grant. 
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~ 55,597l $2,049,258 

Progress Energy Proxy Statement 

Number of 
Shares 

Acquired 
on Vesting' 

(#I 

OPTION EXF,RCISES AND STOCK VESTED 

Value Realized 
on Vesting' 

($1 

Shares 
Acquired 

on Exercise 

Chairman, President and Chief Executive Officer 
Mark E Mulhern, 
Senior Vice President and Chief Financial Officer 
Jeffrey J. Lyash, 
Executive Vice President - Corporate Development 
(formerly President and Chief Executive Officer, PEF) 
Lloyd M. Yates, 
President and Chief Executive Officer, PEC 
Paula J. Sims, 
Senior Vice President -Power Operations 

Name 

- 

__ 

- 

__ 

- 

- 

__ 

- 

Lwards 

Value 
Realized 

on Exercise 
(8 
tc> 

__ 

18,077' $656,906 

15,7274 $589,337 

16,927' $630,13 1 

9,1806 $358,539 

Stock Awards 

' Reflects the number of restricted stock shares, restricted stock units, and performance shares that vested in 2009 
Restricted stock units vested for named executive officers on March 18 at $33 80 per share, and performance shares vested 
on January 1, 2009 for the 2006 and 2007 2-year transitional grants at $39.85 per share. Restricted stock shares vested on the 
following days: (i) March 7 at $33 02 per share; (ii) March 14, 15, and 16 at $31.85 per share; and (iii) April 28 at $33 79 per 
share. The value realized is the sum of the vested shares for each vesting date times the vesting price 

Includes 15,000 restricted stock awards consisting of the following: 5,533 onMarch 14; 5,067 on March 15; and 
4,400 on March 16. Performance shares totaled 32,947. Restricted stock units totaled 7,650 

Includes 8,966 restricted stock awards consisting of the following: 1,166 on March 14; and 7,800 on April 28. 
Performance shares totaled 7,976. Restricted stock units totaled 1,135. 

Includes 3,466 restricted stock awards consisting of the following: 1,366 on March 14; 1,100 on March 15; and 1,000 
on March 16. Performance shares totaled 10,665 Restricted stock units totaled 1,596 

Includes 4,666 restricted stock awards consisting of the following: 2,200 on March 7; 1,366 on March 1 4  and 1,100 
on March 15. Performance shares totaled 10,665. Restricted stock units totaled 1,596. 

Performance shares totaled 7,976. Restricted stock units totaled 1,204. Ms. Sims did not have any restricted stock 
awards that vested during 2009. 
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N u m b e r  of 
Years 

Credited 
Service 
(3 

P R O X Y  S T A T E M E N T  

Present 
Value of Payments  

Accumulated Dur ing  Last 
Benefit’ Fiscal Year 

(%) (%) Name 
(a) 

William D. Johnson, 
Ehainnan, President and Chief 
Executive Officer 
Mark F. Mulhern, 
Senior Vice President and Chief 
Financial Officer 
leffrey J. Lyash, 
Executive Vice President - Corporate 
Development (formerly President and 
Chief Executive Officer, PEF) 
Lloyd M. Yates, 
President and Chief Executive 
Officer, PEC 
Paula J. sims, 
Senior Vice President - 
Power Operations 

Plan Name  
0) 

Progress Energy Pension Plan 
Supplemental Senior 

Executive Retirement Plan 
Progress Energy Pension Plan 

Supplemental Senior 
Executive Retirement Plan 

Progress Energy Pension Plan 
Supplemental Senior 

Executive Retirement Plan 

Progress Energy Pension Plan 
Supplemental Senior 

Executive Retirement Plan 
Progress Energy Pension Plan 
Restoration Retirement Plan 

Supplemental Senior 
Executive Retirement Plan 

PENSION BENEFITS TABLE 

(c) (d) (4 __ 
17.3 $448,578 $0 

24.32 $7,282,4833 $C 
13.8 $269,399 $C 

13.8 $1,144,7674 $C 
16.6 $274,417 $C 

16.6 $1,419,208’ $C 
11.1 $15‘7,608 $C 

11.1 $1,065,7066 $C 
10.6 $131,941 $C 

__ ($25,420)7 $0 

10.6 $703,109 $0- 

Actuarial present value factors as provided by our actuarial consultants, Buck Consultants, based on FAS mortality 
assumptions post-age 65 and FAS discount rates as of December 31,2009, for computation of accumulated benefit under 
the Supplemental Senior Executive Retirement Plan and the Progress Energy Pension Plan was 6.10%. Additional details on 
the formulas for computing benefits under the Supplemental Senior Executive Retirement Plan and Progress Energy Pension 
Plan can be found under the headings “Supplemental Senior Executive Retirement Plan” and “Other Broad-Based Benefits,” 
respectively, in the CD&A 

Includes seven years of deemed service However, as of 2008, Mr. Johnson reached the maximum service accrual and 
therefore benefit augmentation for deemed service i s  $0. 

Based on an estimated annual benefit payable at age 65 of $1,043,010. 

Based on an estimated annual benefit payable at age 65 of $233,894. 

*Based on estimated annual benefit payable at age 65 of $326,421. 

Based on estimated annual benefit payable at age 65 of $231,022. 

Ms. Sims’ Restoration Retirement Plan benefits were forfeited upon her vesting in the Senior Supplemental 
Retirement Plan on .June 1,2009. 

*Based on estimated annual benefit payable at age 65 of $161,716 
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Executive Registrant Aggregate 
Contributions Contributions Earnings 

in Last FY in Last PYI in Last F F  
Name and Position ($) (8 ($1 

(a) (b) ( 4  (4 
William D. Johnson, 
Chairman, President 
and Chief Executive Officer $0 $43,582 $76,3535 
Mark F, Mulhern, 
Senior Vice President and Chief 
Financial Officer $20,712 $9,682 530,580 
Jeffrey J. Lyash, 
Executive Vice President - Corporate 
Development (formerly President and 
Chief Executive Officer, PEF) $0 $12,256 $31,303 
Lloyd M. Yates, 
President and Chief Executive 

Paula J. Sims, Senior Vice President - 
I Officer,PEC $0 - $11,956 $60,701 

$107,000 $19,858 $44,241 

Progress Energy Proxy Statement 

NONQIJALIFlED DEFFRRED COMPENSATTON 

The table below shows the nonqualified deferred compensation for each of the named executive officers. 
Information regarding details of the deferred compensation plans currently in effect can be found under the heading 
“Deferred Compensation’’ in the CD&A on page 39 of this Proxy Statement. In addition, the Deferred Compensation 
Plan for Key Management Employees is discussed in footnote 5 to the “Summary Compensation Table.” 

Aggregate Aggregate 
Withdrawals/ Balance 
Distributions at Last FYE4 

($) ($1 
(e) 0 

$0 $736,0716 

($32,861)7 $325,8768 

$0 $135,1739 

$0 $499,804’[ 

($14,115)” $444,049’’ 

Reflects registrant contributions under the Management Deferred Compensation Plan, which is reported as ‘‘All Other 
Compensation” in the Summary Compensation Table. 

Includes aggregate earnings in the last fiscal year under the foliowing nonquaiilied plans: Management Incentive 
Compensation Plan, Management Deferred Compensation Plan, Performance Share Sub-plan, and Deferred Compensation Plan 
for Key Management Employees 

Includes December 3 1,2009 balances under the following deferred compensation plans: Management Incentive 
Compensation Plan, Performance Share Sub-plan, Management Deferred Compensation Plan, and Deferred Compensation Plan 
for Key Management Employees 

Includes above market earnings of $10,037 under the Deferred Compensation Plan for Key Management Employees, 
which is reported as “Change in Pension Value and Nonqualified Deferred Compensation Earnings” in the Summary 
Compensation Table. 

Includes balances under the following deferral plans: Management Deferred Compensation Plan $413,100; 
Management Incentive Compensation Plan: $69,090; and Deferred Compensation Plan for Key Management Employees: 
$253,881. 

Mr. Mulhem received distributions from his Management Incentive Deferred Compensation Plan: $23,077; 
Management Deferred Compensation Plan: $0; and Performance Share Sub-plan: $9,784 
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- 
Includes balances under the following deferral plans Management Deferred Compensation Plan $71,311, 

Management Incentive Deferred Compensation Plan $155,570, and Performance Share Sub-plan. $98,995 

Includes balance under the Management Deferred Compensation Plan $135,173 

'" Includes balances under the following deferral plans: Management Deferred Compensation Plan: $134,519; 
Management Incentive Deferred Compensation Plan: $107,892; and Performance Share Sub-plan: $257,393. 

I t  Ms Sims received a distribution from her Management Incentive Deferred Compensation Plan: $14,115 

Includes balances under the following defckal plans: Management Deferred Compensation Plan: $296,625; 
Management Incentive Compensation Plan: $86,401; and Performance Share Sub-plan: $61,023 
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TaW 
Gross- 

UPS 
(i)' 

$11,970 

S5,276 

Progress Energy Proxy Statement 

CASH COMPENSATION AM) VALUE OF V E S m C ,  EQUITY TABLE 

The following table shows the actual cash compensation and value of  vesting equity received in 2009 by 
the named executive officers. The Committee believes that this table is imporlant in order to distinguish between 
the actual cash and vested value received by each named executive officer as opposed to the compensation expense 
accruals and grant date fair value of  equity awards as shown in the Summary Compensation Table 

Total 

$4,039,683 

$1,314,853 

Name and 
Position 

William D 
Johnson, 
Chairman, 
Chief 
Executive 
Officer and 
President 
Mark F 
Mulhem, 
Senior Vice 
President 
and Chief 
Financial 
Officer 
JefFrey J 

Executive 
Vice 
President - 
Corporate 
Development 
(formerly 
President 
and Chief 
Executive 
Officer, PEF) 
Lloyd M. 
Yates, 
President 
and Chief 
Executive 
Officer, PEC 
Paula J Sims 
Senior Vice 
President - 
Power 
Operations 

Lyah, 

$0 ,  $164,33; 

Base 
Salary 

(a)' 

6979,231 

$414,231 

$450,846 

$445,84t 

$3 7 0,O 0 ( 

I $376,688 

Annual 
ncentivc 
(paid in 
2009) 
@)' 

S929,OOC 

s200,00~ 

$225,00( 

$210,00( 

$14O,OOl 

Deferred 
:ompensation 

under 
MDCP and 

MICP 
(c)' 

$0 

$20,712 

Restricted 
tack / Unit 
Vcsting 

(d)' 

$736,32C 

$339,06; 

erformance 
Shares 
Vesting 
(el5 

$1,163,688 

$281,712 

$107,000 1 $40,695 1 S281,712 

Xestricted 
toclc / Unit 
Dividends 

(Ob 

$195,485 

S72,479 

370,378 

$70,98 

$47,75 

~ 

Stock 
Iptions 
testing 
(917 

SO - 

SO __ 

$0 - 

$0 

$0 

'erquisite 
01Y 

$23,989 

$2,093 -- 

$5,621 

$13,726 

$9,585 

Consists of the total 2009 base salary earnings prior to (i) employee contributions to the Progress Energy 4 0 1 0  
Savings & Stock Ownership Plan and (ii) voluntary deferrals, if applicable, under the Management Deferred Compensation Plan 
(MDCP) shown in column (c) 

Awards given under the Management Incentive Compensation Plan (MICP) altriiutable to Plan Year 2008 and paid in 2009 

Consists of amounts deferred under the MDCP and the MICP. These deferral amounts are part of Base Pay and/or 
Annual Incentive and therefore are not included in the Total column 
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Reflects the value of restricted stock and restncted stock units veslmg in 2009 The value of the restncted stock I 

was calculatcd using the openlng stock pnce for Progress Energy Common Stock three days prior to the day veshng occurred. 
The value of the restncted stock units was calculated uslng the closlng stock pnce for Progess Energy Common Stock on the 
business day pnor to when vcsting occurred 

Reflects the value of performance shares vesting on January 1,2009. The value of the 2007 2-year transitional 
performance share units was calculated using the closing stock price for Progress Energy Common Stock on the business day 
prior to when distribution occuried. 

‘ Reflects dividends and dividend equivalents paid as the rcsult of outstanding restricted stock or restricted stock units 
held in Company Plan accounts 

Reflects the value of any stock options vesting in 2009 Since we ceased granting stock options under our Incentive 
Plans in 2004, all outstanding options had fully vested in 2009. 

* Reflects the value of all perquisites provided during 2009 For a complete listing of the perquisites, see the “Executive 
Perquisites” section of the “Elements of Compensation” discussion of the CD&A on page 38 of this Proxy Statement. Perquisite 
details for each named executive oEcer are discussed in the Summary Compensation Table footnotes 

Reflects the value of tax gross-up related to miscellaneous income items (Supplemental Senior Executive Retirement 
Plan (SERP) or Restoration and MDCP 401(k) make-up) provided during 2009. In addition, Mr. Lyash received an additional 
$42,569 in tax gross-up fiom the loss on the sale of his home as disclosed in the Summary Compensation Table footnotes 
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(grant date vestmg) 

(grant date vestinE) 
2009 - 2012 

_I 

Restricted Stock6 

Benefits and Perquisites 
Unvested and Accelerated 

Incremental Nonqualified Pension7 
Deferred Compensation’ 
Post-retirement Health C a d  
Executive AD&D Proceeds“ 
280G T ~ x  GJOSS-UP” 

TOTAL 

Progress Energy Proxy Statement 

$0 $142,976 $0 $0 $0 $381,270 $0 

$0 $177,348 $0 $0 $0 $709,391 $0 

$0 $661,655 $0 $0 $0 $661,655 $661,655 

$0 $0 $0 $0 $0 $0 $0 
$736,071 $736,071 $0 $736,071 $736,071 $736.071 $736,071 

$0 $0 $0 $23,022 $0 $45,140 $0 
$0 $0 $0 $0 $0 $0 $500,000 
$0 $0 $0 $0 $0 $5,097,620 $0 

$736,071 $7,815,333 $0 $3,719,193 $736,071 $22,007,307 $8,050,227, 

1 Mr. Johnson became eligible for early retirement at age 55 1 ~ 1  January 2009 Therefore, under the voluntary 
termination and involuntary not for c a u e  termination scenarios, Mr. Johnson would be treated as having met the early retirement 
cnteria under the Equity Incentive Plan and would be paid out under the early retirement provisions of that plan 

There is no provision for payment of salary under voluntary termination, early retirement for cause termination, 
death or disability Mr. Johnson is not eligible for normal retirement In the event of involuntary not for cause termination, 
salary continuation provision per Mr Johnson’s employment agreement requires a severance equal to 2 99 times his then 
current base salary ($990,000) payable in equal installments over a period of 2.99 years. In the event of involuntary or good 
reason termination (CIC), the maximum benefit allowed under the cash payment provision of the Management Change- 
in-Control Plan equals the sum of annual salary times three plus average MICP award for the three years prior times three 
(($990,000 f $895,833) x 3). Does not include impact oi  long-term disability In the event of a long-term disability, Mr Johnson 
would receive 60% of base salary during the period of his disability 

3 %ere is no provision for payment of annual incentive under voluntary termination, involuntary not for cause 
termination, or for cause termination Mr Johnson is not eligible for normal retirement. In the event of involFtary or good 
reason termination (CIC), Mr Johnson would receive 100% of his target award under the Annual Cash Incentive Compensation 
Plan provisions of the Management Change-in-Control Plan, calculated as 85% times $990,000. In the event of early 
retirement, death or disability, Mr. Johnson would receive a pro-rata incentive award for the period worked during the year. For 
December 31,2009, this is based on the full award For 2009, Mr Johnson’s MlCP award was $950,000. 

59 



JOINT APPLICANTS 
PAGE 198 
EXHIBIT C 

PROXY S T A T E M E N T  
I 

Unvested performance shares would be forfeited under for cause termination. Voiuntarj termination and involuntary 
not for cause termination are not applicable See footnote I.  Mr. .Johnson is not eligible for normal retirement. In the event of 
early retirement, Mr. Johnson would receive 43,280 performance shares from the 2007 grant; 34,012 performance shares from 
the 2008 grant; and 18,458 performance shares from the 2009 grant In the event of involuntary or good reason termination 
(CIC), unvested performance shares vest as of the date of Management Change-in-Control and payment is made based upon the 
applicable performance factor. As of December 31,2009, the performance factor is 100%. In the event of death or disability, the 
2007 performance shares would vest 100% and be paid in an amount using performance factors determined at the time of the 
event. For the 2008 and 2009 performance grants, a pro-rata payment would be made based upon time in the plan. 

, 

Unvested rcstrictcd stock units (RSU) would be forfeited under for cause termination. Voluntary termination 
and involuntary not for cause termination are not applicable. See footnote 1. In the event of early retirement, Mr. Johnson 
would receive a pro-rata percentage of the unvested units, based upon the number of full months elapsed between the grant 
date and the date of early retirement. Mr. Johnson would vest the following on a pro-rata basis: 10,633 restricted stock units 
granted onMarch 20, 2007; 11,157 restricted stockunits granted o n M a c h  18,2008; and 14,784 units granted onMarch 17, 
2009. Mr,. Johnson is not eligible for normal retirement. Iulhe event of involuntary or good reason termination (CIC), all 
outstanding restricted stock units would vest immediately. For a detailed description of outstanding restricted stock units, see the 
“Outstanding Equity Awards at Fiscal Year-End Table.” Upon death or disability, all outstanding restricted stock units that are 
more than one year past their grant date would vest immediately. Shares that are less than one year past their grant date would be 
forfeited.. Mr. Johnson would immediately vest 14,808 restricted stock units granted on March 20, 2007; 15,301 restricted stock 
units granted on March 18,2008; and would forfeit 35,892 restricted stock units $anted on March 17,2009 

Unvested restricted stock would be forfeited under voluntary termination, involuntary not for cause termination, or 
for cause termination. In the event of early retirement, all 16,134 outstanding restricted stock shares may vest at the Committee’s 
discretion. Mr. Johnson is not eligible for normal retirement. In the event of involuntary or good reason termination (CIC), all 
outstanding restricted stock shares would vest immediately. For a detailed description of outstanding restricted stock shares, see 
“Outstanding Equity Awards at Fiscal Year-End Table.” Upon death or disability, all outstanding restricted stock shares that are 
more than one year past their grant date would vest immediately. Shares that are less than one year past their grant date would be 
forfeited. All of Mr. Johnson’s restricted stock grant dates are beyond the one-year threshold; therefore, all 16,134 restricted stock 
shares would vest immediately. 

’No accelerated vesting or incremental nonqualified pension benefit applies under any of these scenarios.. Mr .Johnson 
was vested under the SEW as of December 31, 2009, so there is no incremental value due to accelerated vesting under 
involuntary or good reason termination (CIC) For a detailed description of the accumulated SERP benefit and estimated annual 
benefit payable at age 65, see “Pension Benefits Table.” In the event of early retirement, Ivk .Johnson would receive a 2.5% 
decrease in his accrued SERP benefit for cach year that he is younger than age 65. 

All outstanding deferred compensation balances will be paid immediately following termination, subject to IRC 
Section 409(a) regulations, under voluntary termination, early retirement, involuntary not for cause termination, for cause 
termination, involuntary or good reason termination (CIC), death and disability Mr. Johnson is not eligible for normal retirement 
Unvested MlCP deferral premiums would be forfeited. MY“ Johnson would forfeit SO of unvested deferred MICP premiums. 

No post-retirement health care benefits apply under voluntary termination, for cause termination, death or disability, 
In the event of early retirement, Mr, .Johnson would receive no additional benefits above what all full-time, non bargaining 
employees would receive. Mr” Johnson is not eligible for normal retirement. Under involuntary not for cause termination, 
Mr. Johnson would be reimbursed for 18 months of COBRA premiums at $1,278.98 per month as provided in his employment 

Company-paid medical, dental and vision coverage in the same plan Mr Johnson ’was participating in prior to termination for 36 
months at $1,253.90 per month. 

agreement In the event of involuntary or good reason termination (CIC), the Management Change-in-Conkol Plan provides for . .  

l o  Mr. Johnson would be eligible to receive $500,000 proceeds from the executiveAn&D policy. 

Upon a change in control, the Management Change-in-Control Plan provides for the Company to pay all excise 
taxes under IRC Section 280G plus applicable gross-up amounts for Mr. Johnson. Under LRC Section 280G, Mr Johnson would 
be subject to excise tax on $9,400,700 of excess parachute payments above his base amount Those excess parachute payments 
result in $1,880,140 of excise taxes, $3,144,621 of tax gross-ups, and $72,859 of employer Medicare tax related to the excise 
tax payment. 
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Involuntary 
hv0lwtbar.y or Good 

Not for Reason 
Voluntary Early Normal Cause For Cause Termination Death or 

Termination Retirement Retirement Termination Termination (CIC) Disability 
(9 0) ($) ($) ($1 ($) ($) 

Compensation 
Base Salary-$425,0OOt $0 $0 $0 $1,270,750 $0 $1,317,500 $0 
Annual Incentive2 $0 $0 $0 $0, $0 $233,750 $225,000 

Performance Shares (PSSP)' --- 
2007 (performance period) $0 $0 $0 $0 $0 $429,734 $429,734 
2008 @erformance period) $0 $0 $0 __ $0 $0 $311,963 $198,522 

' $0 2009 (performance period) $0 $0 ~~ $0 $0 $487,199 $132,872 

--- 

Restricted Stock Units4 
2007 - 2010 

(grant date vesting) $0 $0 $0 $0 SO $335,831 $335,831 

(grant date vesting) so $0 $0 $0 SO $48,761 $48,761 

(grant date vesting) $0 $0 $0 $0 $0 $48,7201 $48,720 

(grant date vesting) $0 $0 $0 $0 $0 $46,587 $46,587 

(grant date vesting) $0 $0 $0 $0 $0 $46,587 $46,587 

$0 

2907 - 201 1 

2007- 2012 

2008-2010 

2008 -2011 

2009 - 2010 
$0 $76,607 (grant date vesting) $0 $0 $0 $0 

(grant date vesting) $0 $0 $0 $0 $0 $76,607 $0 

- 
2009 - 2011 

2009 - 2012 
$0 $0 $0 $0 $0 $179,132 $0 (grant date vesting) 

Restricted Stock' 

Benefits anil'Perquisites 
Unvested and Accelerated $0 $0 $0 $0 $0 $239,252 $239,252 

Incremental Nonqualified Pension6 $0 $0 $0 $0 $0 $0 $0, 

Executive AD&D Proceeds9 $0 $0 $0 $0 $0 
280G Tax Gross-upl' $0 $0 $0 $0 

Deferred Compensation' $325,876 $0 $0 $325,876 $325,816 $325,876 $325,876 
$0 Post-retirement Health Carea so $0 SO $15,249 $0 $19,934 

$0 $500,000 
$0 $0 ' $1,459,661 

TOTAL $325,876 $0 $0 511,611,875 $325,876 $5,683,701 $2,577,742 

Progress Energy Proxy Statement 
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- 1  2 
1 -  Unvested performance shares would be forfeited under voluntary termination, involuntary not for cause termination, 

or for cause termination. Mr. Mulhem is not eligible for early retirement or normal retirement. !.n the event of involuntary or 
good reason termination (CIC), unvested performance shares vcst as of the date of Management Change-in-Control and payment 
is made based upon the applicable performance factor. As of Decembcr 31,2009, the performance factor is 100%. In the event 
of death or disability, the 2007 performance shares would vcst 100% and be paid in an amount using-performance factors 
determined at the time of the event. For the 2008 and 2009 performance grants, a pro-rata payment would be made based upon 
time in the plan. 

Unvested restricted stock units (RSLJ) would be forfeited under voluntary termination, involimtary not for cause 
termination, 01 for cause termination. Mr. Mulhem is not eligible for early retirement or normal retirement. In the event of 
involuntary or good reason termination (GIC), all outstanding restricted stock units would vest immediately. For a detailed 
description of outstanding restricted stock units, see the “Outstanding Equity Awards at Fiscal Year-End Tahle.” Upon death or 
disability, aU outstanding restricted stock units that are more than one year past their grant date would vest immediately. Shares 
that are less than one year past their grant date would be forfeited. Mr Mulhem would immediately vest 10,566 restricted stoclc 
units granted on March 20, 2007; 2,272 restricted stock units granted on March 18, 2008; and would forfeit 8,404 restricted stock 
units granted on March 17, 2009. 

Unvested restricted stock would be forfeited under voluntary termination, involuntary not for cause termination, or 
for cause termination Mr. Mulhern is not eligible for early retirement or normal retirement. In the event of involuntary or good 
reason termination (CIC), all outstanding restricted stock shares would vest immediately For a detailed description of outstanding 
restricted stock shares, see the “Outstanding Equity Awards at Fiscal Year-End Table ” Upon death or disability, all outstanding 
restricted stock shares that are more than one year past their grant date would vest immediately Shares that are less than one 
year past their grant date would be forfeited All of Mr~ Mulhem’s restricted stock grant dates are beyond the one-year threshold; 
therefore, all 5,834 restricted stock shares would vest immediately 

No accelerated vesting or incremental nonqualified pension benefit applies under any of these scenarios. Mr. Mulhem 
was vested under the S E W  as of December 31,2009, so there is no incremental value due to accelerated vesting under 
involuntary or good reason termination (CIC). 1 i ‘‘i 

I 

7 All outstanding deferred compensation balances will be paid immediately following termination, subject to IRC 
Section 409(a) regulations, under voluntary termination, involuntary not for cause termination, for cause termination, involuntary 
or good reason termination (CIC), death and disability. Mr Mulhern is not eligible for early retirement or normal retirement. 
Unvested MICP deferral premiums would be forfeited. MI. Mulhem would forfeit $0 of unvested deferred MICP premiums. 

No post-retirement health care benefits apply under voluntary termination, for cause termination, death or disability. 
MI-. Mulhem is not eligible for early retirement or normal retirement Under involuntary not for cause termination, Mr“ Muhem 
would be reimbursed for 18 months of COBRApremiumS at $847 18 per month as provided in his employment agreement. In 
the event of involuntary or good reason termination (CIC), the Management Change-in-Control Plan provides for Company-paid 
medical, dental and vision coverage in the same plan Mr. Mulhem was participating in prior to termination for 24 months at 
$830.57 per month. 

Mr. Mulhem would be eligible to receive $500,000 proceeds from the executive An&D policy. 

l U  Upon a change in control, the Management Change-in-Control Plan provides for the Company to pay all excise taxes 
under IRC Section 280G plus applicable gross-up amounts for Mr Mulhern LJnder IRC Section 280G, Mr Mulhern would be 
subject to excise tax on $2,691,811 of excess parachute payments above his base amount Those excess parachute payments result 
in $538,362 of excise taxes, $900,436 of tax gross-ups, and $20,863 of employer Medicare tax related to the excise tax payment. 
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Voluntary 
Termination 

($1 

$0 
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Involuntary 
Involuntary ot Gnod 

Not lor Reason 
Early Normal Cause For Cause Termination Death or 

Retirement Retirement Termination Termination (CIC) Disability 
(9 (S) ($1 ($) ($) 6) 

$0 $0 $1,354,470 $0 $2,139,000 $0 

POTENTIAL PAYMENTS UPON TERMINATION 
Jeffrey J. Lyash, Executive Vice President - Corporate Development 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 
__ 

Compensation 
Base Salary-$453,000’ 
Annual Incentivez 
Long-term Incentives 

Performance Shares (I‘SSP)’ 
2007 (performance period) 
2008 (performance period) 
2009 (performance period) 

2007 - 2010 
Restricted Stock Units‘ 

(grant date vesting) 

(pnnt date vesting) 

(grant date vesting) 

(grant date vesting) 

(gmnt date vesting) 

(grant date vesting) 

(grant date vesting) 

(grant date vesting) 

Unvestcd and Accelerated 

Incremental Nonqualified Pensions 
Deferred Compensation7 
Post-retirement Health Careg 
Executive AD&D Proceeds9 
280G Tax Gross-uplo 

2007- 2011 

2007 - 2012 

2008 -2010 

2008 - 201 1 

2009 - 2010 

2009-2011 

2009 - 2012 

Restricted Stock5 

Benefits and Perquisites 

TOTAZ 

$0 $0 $0 $0 I $433,722 $433,722 

$0 $0 $0 $0 $64:632 564,632 

$0 $0 $0 SO $64.591 $64,591 

$0 $0 $0 $0 $65,493 $65,493 

$0 $0 $0 $0 $65,493 $65,493 

$0 $0 $0 $0 $88,541 $0 

$0 $0 $0 $0 $88,511 $0 

$0 $0 $0 $0 $170,561 $0 
I 

$0 $0 $0 $0 I $157,232 $157,232 

There is no provision for payment of salary under voluntary termination, for cause termination, death or &ability 
Mr Lyash is not eligible for early retirement or normal rehrenient. In the event of involuntary not for cause termination, 
salary continuation provision per Mr. Lyash’s employment agreement requires a severance equal to 2 99 times hs  then current 
base salary ($453,000) payable in equal installments over a period of 2.99 years. In the event of involuntary or good reason 
termination (CIC), the maximum benefit allowed under the cash payment provision of the Management Change-in-Control Plan 
equals the sum of annual salary times three plus average MICP award for the three years prior times three (($453,000 + $260,000) 
x 3) Does not include impact of long-term disability In the event of a long-term disability, Mr~ Lyash would receive 60% of base 
salary during the period of his disability. 

There is no provision for payment of annual incentive under voluntary termination, involuntary not for cause 
termination, or for cause termination Mr Lyash IS not eligible for early retirement or normal retirement In the event of 
involuntary or good reason termination (CIC), Mr. Lyash would receive 100% of his target award under the Annual Cash 
Incentive Compensation Plan provisions of the Management Change-in-Control Plan, calculated as 55% times $453,000 r’n 
the event of death or disability, Mr Lyash would receive a pro-rata incentive award for the period worked during the year For 
December 31,2009, this is based on the full award. For 2009, Mr Lyash’s MICP award was $235,000 
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Unvested performance shares would be forfeited under voluntary termination, involuntary not for cause termination, 
or for cause termination. Mr Lyash is not eligible for early retirement or normal retirement.. In the event of involuntary or good 
reason termination (CIC), unvested performance shares vest as of the date of Management Change-in-Control and payment is 
made based upon the applicable performance factor. As of December 3 1,2009, the performance factor is 100%. In the event 
of death or disability, the 2007 performance shares would vest 100% and be paid in an amount using performance factors 
determined at the time of the event. For the 2008 and 2009 performance grants, a pro-rata payment would be made based upon 
time in  the plan. 

I.Jnvested restricted stock units (RSU) would be forfeited under voluntary termination, involuntary not for’cause 
termination, or for cause termination. Mr. Lyash is not eligible for early retirement or normal retirement. In the event of 
involuntary or good reason termination (CIC), all outstanding restricted stock units would vest immediately. For a detailed 
description of outstanding restricted stock units, see the “Outstanding Equity Awards at Fiscal Year-End Table.” Upon death or 
disability, all outstanding restricted stock units that are more than one year past their grant date would vest immediately. Shares 
that are less than one year past their grant date would be forfeited. Mr. Lyash would immediately vest 13,727 restricted stock 
units granted on March 20,2007; 3,194 restricted stock units granted on March 18, 2008; and would forfeit 8,477 restricted stock 
units granted on March 17,2009. 

Unvested restricted stock would be forfeited under voluntary termination, involuntary not for cause termination, or for 
cause termination. Mr. Lyash is not eligible for early retirement or normal retirement. In the event of involuntary or good reason 
termination (CIC), all outstanding restricted stock shares would vest immediately. For a detailed description of outstanding 
restricted stock shares, see the “Outstanding Equity Awards at Fiscal Year-End Table.” Upon death or disability, all outstanding 
restricted stock shares that are more than one year past their grant date would vest immediately. Shares that are less than one 
year past their grant date would be forfeited. All of Mr. Lyash’s restricted stock grant dates are beyond the one-year threshold; 
therefore, all 3,834 restricted stock shares would vest immediately 

‘No accelerated vesting or incremental nonqualified pension benefit applies under any of these scenarios. Mr. Lyash 
was vested under the SEW as of December 3 1,2009, so there is no incremental value due to accelerated vesting under 
involuntary or good reason termination (CIC). 

All outstanding deferred compensation balances will be paid immediately following termination, subject to IRC 
Section 409(a) regulations, under voluntary termination, involuntary not for cause termination, for cause termination, involuntary 
or good reason termination (CIC), death and disability. Mr. Lyash is not eligible for early retirement or normal retirement. 
Unvested MICP deferral premiums would be forfeited. Mr. Lyash would forfeit $0 of unvested deferred MICP premiums. 

*No post-retirement health care benefits apply under voluntary termination, for cause termination, dcath or disability” 
Mr. Lyash is not eligible for early retirement or normal retirement. Under involuntary not for cause termination, Mr Lyash would 
be reimbursed for 18 months of COBRApremiums at $901.19 per month as provided in his employment agreement. In the event 
of involuntary or good reaSon termination (CIC), the Management Change-in-Control Plan provides for Company-paid medical, 
dental and vision coverage in the same plan Mr. Lyash was participating in prior to termination for 36 months at $883.52 per 
month.. 

Mr. Lyash would be eligible to receive $500,000 proceeds from the executive @&D policy. 

lo IJpon a change in control, the Management Change-in-Control Plan provides for the Company to pay all excise taxes 
under IKC Section 280G plus applicable gross-up amounts for Mr. L,yash. Under IRC Section 280G, Mr Lyash would be subject 
to excise tax on $2,988,788 of excess parachute payments above his base amount. Those excess parachute payments result in 
$597,758 of excise taxes, $999,777 of tax gross-ups, and $23,164 of employer Medicare tax related to the excise tax payment. 

64 



JOINT APPLICANTS 
PAGE 203 
EXHIBIT C 

$0 
$0 

$0 
so 
$0 
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S1,339,520 $0 $2,083,200 $0 
$0 $0 $246,400 $235,000 

$0 $0 $574,550 $574,550 
$0 10 $442,375 $281,511 
$0 $0 $556,752 $151,841 

POTENTIAL P A m N T S  UPON TERMLNATION 
Lloyd M. Yates, President and Chief Executive Officer, PEC 

$0 
$0 
'$0 

Compensation 
Base Salary-$448,000' 
h u a l  Incentive' 
Long-term Incentives 

Performance Shares (PSSP)' 
2007 (performance period) 
2008 (performance period) 
2009 (performance period) 

2007-2010 
Restricted Stock Units' 

(grant date vesting) 

(grant date vesting) 

(grant date vesting) 

(grant date vesting) 

(grant date vesting) 

(grant date vesting) 

(grant date vesting) 

( p n t  date vesting) 

Unvested and Accelerated 

Incremental Nonqualified Pension6 
Deferred Compensation' - 
Post-retirement Health Carea 
Executive AD&D Proceedsp 
280G Tax Gross-up'O 

2007-2011 

2001-2012 

2008-2010 

2008-2011 

2009 - 2010 

2009 -201 1 

2009 - 2012 

Restricted Stocl? 

Benefits and Perquisites 
- 

TOTAL 

$0 
$0 
$0 

~ Voluntary Early 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$G 

$C 

$C 

$C 

SO 

$0 

$0 

SO 

$0 

so 

$0 

$0 

$0 

$499,804 

$0 $ C  
$ C  $0 - 

$499,804 1 $E 

$0 $0 $433,122 $433,722 

$0 $0 $64,632 $64,632 

$0 $0 $64,591 164,591 

$0 $0 $65,493 $65,493 

$0 $0 $65,493 $65,493 

$0 $0 $87,515 SO 

$0 $0 $87,556 SO 

$0 $0 $169,576 SO 
I 

$0 $0 I $157,232 $157,232 
I I 

Normal 
Retirement 

(3) 

Involuntary 
Involuntary or Good 

Not for Reason 

There is no provision for payment of salary under voluntary termination, for cause termination, death or disability 
Mr. Yates is not eligible for early retirement or normal retirement. In the event of involuntary not for cause termination, salary 
continuation provision per Mr. Yates' employment agreement requires a severance equal to 2.99 times his then current base salary 
($448,000) payable in equal installments over a period of 2 99 years. In the event of involuntary or good reason termination 
(CIC), the maximum benefit allowed under the cash payment provision of the Management Change-in-Control Plan equals the 
sum of annual salary times three plus annual target MICP award times three (($448,000 + $246,400) x 3) Does not include 
impact of long-term disability. In the event of a long-term disability, Mr. Yatcs would receive 60% of base salary during the 
period of his disability. 

There is no provision for payment of annual incentive under voluntary termination, involuntary not for cause 
termination, or for cause termination: M r  Yates is not eligible for early retirement or normal retirement. In the event of 
involuntary or good reason termination (CIC), Mr. Yates would receive 100% of his target award under the Annual Cash 
Incentive Compensation Plan provisions of the Management Change-in-Control Plan, calculated as 55% times S448,OOO. In 
the event of death or disability, Mr. Yates would receive a pro-rata incentive award for the period worked during the year. For 
December 31,2009 this is based on the full award For 2009, W. Yates' MICP award was $235,000 
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Unvested performance shares would be forfeited under voluntary termination, involuntary not for cause termination, 
or for cause termination Mr Yates is not eligible for early retirement or normal retirement. In the event of involuntary or good 
reason termination (CIC), unvested performance shares vest as of the date of Management Change-in-Conbol and payment is 
made based upon the applicable performance factor As of December 31,2009, the performance factor is 100% In the event 
of death or disability, the 2007 performance shares would vest 100% and be paid in an amount using performance factors 
determined at the time of the event For the 2008 and 2009 performance grants, a pro-rata payment would be made based upon 
time in the plan 

Unvested restricted stock units (RSU) would be forfeited under voluntary termination, involuntary not for cause 
termination, or for cause termination. Mr. Yates is not eligible for early retirement or normal retirement. In the event of 
involuntary or good reason termination (CIC), all outstanding restricted stock units would vest immediately. For a detailed 
description of outstanding restricted stock units, see the “Outstanding Equity Awards at Fiscal Year-End Table.” IJpon death or 
disability, all outstanding restricted stock units that are more than one year past their grant date would vest immediately. Shares 
that are less than one year past their grant date would be forfeited. Mr. Yates would immediately vest 13,727 restricted stock units 
granted on March 20, 2007; 3,194 restricted stock units granted on March 18, 2008; and would forfeit 8,404 restricted stock units 
granted on March 17,2009. 

Unvested restricted stock would be forfeited under voluntary termination, involuntary not for cause termination, or for 
cause termination.. ML Yates is not eligible for early retirement or normal retirement. In the event of involuntary or good reason 
termination (CIC), all outstanding restricted stock shares would vest immediately For a detailed description of outstanding 
restricted stock shares, see the “Outstanding Equity Awards at Fiscal Year-End Table ” Upon death or disability, all outstanding 
restricted stock shares that are more than one year past their grant date would vest immediately. Shares that are less than one year 
past their grant date would be forfeited. All of Mr. Yates’ restricted stock bmnt dates are beyond the one-year threshold; therefore, 
all 3,834 restricted stock shares would vest immediately. 

No accelerated vesting or incremental nonqualified pension benefit applies under any of these scenarios. Mr” Yates 
was vested under the SEW as of December 31, 2009, so there is no incremental value due to accelerated vesting under 
involuntary or good reason termination (CIC). 1 ’ ~ .  : 

All outstanding deferred Compensation balances will be paid immediately following termination, subject to IRC 
Section 409(a) regulations, under voluntary termination, involuntary not for cause termination, for cause termination, involuntary 
or good reason termination (CIC), death and disability Mr“ Yates is not eligible for early retirement or normal retirement. 
Unvested MICP deferral premiums would be forfeited Mr Yates would forfeit $0 of unvested deferred MICP premiums. 

No post-retirement health care benefits apply under voluntary termination, for cause termination, death or disability. 
Mr. Yates is not eligible for early retirement or normal retirement. Under involuntary not for cause termination, Mr. Yates 
would be reimbursed for 18 months of COBRA premiums at $1,278.98 per month as provided in his employment agreement. 
In the event ofinvoluntary or good reason termination (CIC), the Management Change-in-Control Plan provides for Company- 
paid medical, dental and vision coverage in the same plan Mr. Yaks was participating in prior to te i inat ion for 36 months at 
$1,253.90 per month. 

Mr. Yates would be eligible to receive $500,000 procecds from the executive AD&D policy 

lo  Upon a change in control, the Management Change-in-Control Plan provides for the Company to pay all excise taxes 
under JXC Section 280G plus applicable gross-up amounts for Mr. Yates. Under IRC Scction 280G, Mr. Yates would be subject 
to excise tax on $2,991,059 of excess parachute payments above his base amount. Those excess parachute payments result in 
$598,212 of excise taxes, $1,000,537 of tax gross-ups, and $23,182 of employer Medicare tax related to the excise tax payment. 
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Voluntary Early Normal 
Termination Retirement Retirement 

($1 ($) 6) 
Compensation 

Base Salary-$370,000’ $0 $0 $0 
Annual Incentive’ $0 $0 $0 
Long-term Incentives 

2007 (performance period) $0 $0 $0 
2008 (performance period) $0 $0 $0 
2009 (performance period) $0 $0 $0 

Performance Shares (PSSP)’ 

Restricted Stock Units‘ . 
2007-2010 

(grant date vesting) $0 $0 $0 

(grant date vesting) $0 $0 $0 
2007-2011 

Progress Energy Proxy Statemerrt 

Involuntary 
Involuntary or Good 

Not for Reason 
Cause F’nr Cause Termination Death or 

Termination Termination (CIC) Disability 
($) ($) (8 

$1,106,300 $0 $1,073,000 $0 
SO $0 $166,500 $160,000 

SO $0 $429,734 $429,734 
$0 $0 $330,869 $210,553 
$0 $0 $400,176 $109,139 

$0 $0 $335,831 $335,831 

$0 $0 $48,761 $48,761 

POTENTIAL PAYMENTS UPON TERMINATION 
Paula J. Sims, Senior Vice President - Power Operations 

(grant date vesting) 

(grant date vesting) 
2009 - 2012 

Restricted Stocks 

Benefits and Perquisites 
Unvested and Accelerated 

Incremental Nonqualified Pension6 
Deferred Compensation’ 
Post-retirement I-Iealth Cares 
Executive AD&D Proceeds9 
280G Tax Gro~s-up’~ 

TOTAL 

$0 $0 $0 $0 SO $63,442 $0 

$0 $0 $0 $0 SO 9145,503 $0 

$0 $0 $0 $0 $0 $41,010 $41,010 

$0 $0 $0 $0 SO $0 $0 
$414,523 $0 $0 $414,523 $414,523 $444,049 $444,049 

$0 $0 $0 $5,344 SO $6,985 $0 
$0 $0 $0 $0 $0 $0 $500,000 
$0 $0 $0 $0 SO $1,194,126 $0 

$414,523 SU $0 $1,526,167 $414,523 $4,S90,941 $2,426,590 

There is no provision for payment of annual incentive under voluntary termination, involuntary not for cause 
termination, or for cause termination. Ms Sims is not eligible for early retirement or normal retirement In the event of 
involuntary or good reason termination (CIC), Ms. Sims would receive 100% of her target award under the Annual Cash 
Incentive Compensation Plan provisions of the Management Change-in-Control Plan, calculated as 45% times $370,000 In 
the event of death or disability, Ms Sims would receive a pro-rata incentive award for the period worked during the year For 
December 31,2009, this is based on the full award. For 2009, Ms. Sims’ MICP award was $160,000 
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Unvested performance shares would be forfeited under voluntary termination, involuntary not for cause termination, 
or for cause termination Ms Suns is not eligible for early retirement or normal retirement In the event of involuntary or good 
reason termination (CIC), unvested performance shares vest as of the date of Management Change-In-Control and payment is 
made based upon the applicable performance factor As of December 31,2009, the performance factor is 100% In the event 
of death or disabihty, the 2007 performance shares would vest 100% and be paid m an amount using performance factors 
determined at the time of the event For the 2008 and 2009 performance grants, a pro-rata payment would be made based upon 
time in the plan 

Unvested restricted stock units (RSU) would be forfeited under voluntary termination, involuntary not for cause 
termination, or for cause termination. Ms. Sims is not eligible for early retirement or normal retirement In the event of 
involuntary or good reason termination (CIC), all outstanding restricted stock units would vest immediately. For a detailed 
description of outstanding restricted stock units, see the “Outstanding Equity Awards at Fiscal Year-End Table.” Upon death or 
disability, all outstanding restricted stock units that are more than one year past their grant date would vest immediately. Shares 
that are less than one year past their grant date would be forfeited. Ms Sims would immediately vest 10,566 restricted stock units 
granted on March 20,2007; 2,409 restricted stock units granted on March 18,2008; and would forfeit 6,642 restricted stock units 
granted on March 17,2009. 

Unvested restrictcd stock would be forfeited under voluntary termination, involuntary not for cause termination, or for 
cause termination. Ms Sims is not eligible for early retirement or normal retirement. In the event of involuntary or good reason 
termination (CIC), all outstanding restricted stock shares would vest immediately For a detailed description of outstanding 
restricted stock shares, see the “Outstanding Equity Awards at Fiscal Year-End Table.” Upon death or disability, all outstanding 
restricted stoelc shares that are more than one year past their grant date would vest immediately Shares that are less than one year 
past their grant date would be forfeited. All of Ms Sims’ restricted stock grant dates are beyond the one-year threshold; thcrefore, 
all 1,000 restricted stock shares would vest immediately. 

No accelerated vesting or incremental nonqualified pension benefit applies under any of these scenarios. Ms. Sims 
- i., . . . . -. . 
”. I 

was vested under the SERP as of December 31,2009, so there is no incremental value due to accelerated vesting under 
involuntary or good reason termination (CIC). 

. .... 

All outstanding deferred compensation balances will be paid immediately following termination, subject to IRC 
Section 409(a) regulations, under voluntary termination, involuntary not for cause termination, for cause termination, involuntary 
or good reason termination (CIC), death and disability. Ms. Sims is not eligible for early retirement or normal retirement 
Unvested MICP deferral premiums would be forfeited. Ms. Sims would forfeit $29,526 of unvested dcferred MICP premiums 

No post-retirement health care benefits apply under voluntary termination, for cause termination, death or disability 
Ms Sims is not eligible for early retirement or normal retirement Under involuntary not for cause termination, Ms Sims would 
be reimbursed for 18 months of COBRA premiums at $296.88 per month as provided in her employment agreement. In the event 
of involuntary or good reason termination (CIC), the Management Change-in-Control Plan provides for Gxnpany-paid medical, 
dental and vision coverage in the same plan Ms. Sims was participating in prior to termination for 24 months at $29 1.06 per 
month. 

Ms Sims would be eligible to receive $500,000 proceeds from the executive AD&D policy 

l o  Upon a change in control, the Management Change-in-Control Plan provides for the Company to pay all excise taxes 
under IRC Section 280G plus applicable gross-up amounts for Ms. Sims Under IRC Section 280G, Ms Sims would be subject 
to excise tax on $2,202,132 of excess parachute payments above her base amount Those excess parachute payments result in 
$440,426 of excise taxes, $736,633 of tax gross-ups, and $17,067 of employer Medicare tax related to the excise tax payment. 
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Name 
(a) 

fohn D. Baker II 
lames E. Bostic, Jr. 
]avid L. Burner 
Retired May 13,2009) 
lanis E. DeLoach, Jr. 
lames B. Hyler, Jr. 
iobert W. Jones 
V. Steven Jones 
3. Marie McKce 
rohn 1-1. ~ ~ l l i n ,  m 
Sharks  W. Pryor, Jr. 
Sarlos A. Saladrigas 
fieresa M. Stone 
4Lfed C. Tollison, Jr. 

Progress Energy Proxy Statement 

Pees 
Earned 

or Paid in 
Cash' 

($1 
(b) 

$28,433 
$93,500 

$5 1,750 
$103,500 
$95,000 

$100,654 
$93,500 

$107,000 
$108,500 

$96,500 
$93,500 

$107,000 
$101,500 

_ _  
DIRECTOR COMPENSATION 

$58,558 
$57,114 
$50,966 

"he following includes &e required table and related narrative detailing the compensation each director received 
for his or her services in 2009. 

$212,051 
$224,111 
$212,464 

Stock 
Awards2 

( 4  
$0 

$60,00C 

$60,00C 
$60,00C 
$60,00C 
$60,00C 
$60,00C 
$60,00C 
$60,00C 
$60,00C 
$60,00C 
$60,00C 
$60,00C 

Non-Equity 
Incentive 

Plan 
Compensation 

($) 
(e) 

__ 

Change in 
Pension Value 

and 
Nonqualified 

Deferred 
Compensation 

Earnings 
(8 
(0 

All Other 
Compensation3 

($) 
Total 

($1 

I Reflects the annual retainer plus any Board or Committee fees earned in 2009 Amounts may have been paid in cash or 
deferred into the Non-Employce Director Deferred Compensation Plan. 

Reflects the grant date fair value of awards granted under the Non-Employee Director Stock Unit Plan in 2009. The 
assumptions made in the valuation of awards granted pursuant to the Non-Employee Director Stock Unit Plan are not addressed 
in our consolidated financial statements, footnotes to our consolidated financial statements or in Management's Discussion and 
Analysis because the Director Plan is immaterial to our consolidated financial statements As a liability plan under FASB ASC 
Topic 718, the fair value of the Director Plan is re-measured at each financial statement date. The grant date fair value for each 
stock unit granted to each director on January 2,2009 was $40 65. The numbers of stock units outstanding in the Non-Employee 
Director Stock tJnit Plan as of December 31, 2009 for each Director listed above are shown in the table in footnote 3 below. 
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Non-Employee Director 
Stoclc Unit Plan 

Dividend Reiqvestnienfs 
Stoclc Units and Unit Appreciation/ 

Depreciation in column Outstanding as of 
Dec. 31,2009 (9) 

Name (see footnote 2 above) (see footnote 3 above) 
John D. Baker 11 0 $0 
James E. Bostic, Jr. 8,396 $29,764 
David I.. Burner 
(Retired May 13,2009) 0 ($39,745) 
Harris E. DeLoach, Jr. 4,430 $15,147 
James B. Hyler, Jr. 1,576 $4,628 
Robert W. Jones 3,001 $9,881 
W. Steven Jones 5,939 $20,709 
E. Marie McKee 11,211 $40,141 
John H. Mullin, III 11,700 $41,944- 

Carlos A. Saladrigas 9,376 $33,378 
Theresa M. Stone 5,939 $20,709 
AlfkdC. Tollison, Jr. 4,430 $15,147 

~~ 

Charles W. Pryor, Jr. 3,001 . $9,881 

P R O X Y  STATEM E NT 

Non-Employee Director 
Deferred Compensation Plan 

Dividend Reiniwtments 
Stoclc Units and Unit Appreciation/ 

Depreciation in column 

(see footnote 3 above) 

Outstanding as of 
D e c  .31,2009 

(see footnote 3 above) 
ts) 

741 $2,186 
11,260 $42,238 

14,682 $54,647 
9,506 $36,697 
1,028 $4,272 
6,548 $25,835 

11,155 $425 13 
28,649 $107,309 
19,113 $70,927 

1,930 . $7,594 
6,701 $25,181 
9,747 $36,405 
9,131 $35,283 

~~ ~~ 

.. . ... . . . . . ...... . ... . .  Includes the following items: The dollar value of dividend reinvestments and unit appreciation/depreciation 
accrued under the Non-Employee Director Stock Unit Plan; dividend reinvestments and unit appreciation/depreciation 
accrued under the Non-Employee Director Deferred Compensation Plan; tax gross-ups; and matching contributions made to 
eligible nonprofit organizations and to accredited colleges and universities under the Company’s now suspended Matching 
Gifts Program as fotlows: James E. Bostic, Jr.-$5,500; W. Steven Jones-$2,300; E. Marie McKee-$I,071; and Charles W. 
Pryor, Jr.-.$l,OOO. The dollar values of dividend reinvestments and unit appreciation for each Director listed above are in 
the table below. The total value of the perquisites and personal benefits received by each director was less than $10,000. 
Thus, those amounts are excluded from this column. The numbers of stock units outstanding in the Non-Employee Director 
Deferred Compensation Plan as of December 3, 2009 for each Director listed above are in the table below. 
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DISCUSSION OF DIRECTOR COMPENSATION TABLE 

RETAXNER AND MEETING FEES 

During 2009, Directors who were not employees.of the Company received an annual retainer of $80,000, 
of which $30,000 was autonWically deferred under the Non-Employee Director Deferred Compensation Plan (see 
below). The Lead DirectorKhair of the following Board Committees received an additional retainer of $15,000: 
Audit and Corporate Performance Committee, Govemancc Committee; and Organization apd Compensation 
Committee. The Chair of each of the following standing Board Committees received ,an additional retainer of 
$10,000: Finance Committee and Operations and Nuclear Oversight Committee. The nonchair members of the 
following standing Board Committees received an additional retainer of $7,500: Audit and Corporate Performance 
Committee and the Organization and Compensation Committee. The nonchair members of the following standing 
Board Committees received an additional retainer of $6,000: Governance Committee; Finance Committee; and 
Operations and Nuclear Oversight Committee. The Nuclear Oversight Director received an additional retainer of 
$8,000, The Chair of the Nuclear Project Oversight Committee receives an attendance fee of $2,000 per meeting 
held by that Committee. Additionally, each member of the Nuclear Project Oversight Committee receives an 
attendance fee of $1,500 per meeting held by that Committee. Directors who are not employees ofthe Company 
received a fee of $1,500 per meeting, paid with the next quarterly retainer, for noncustomary meetings or reviews 
of the Company’s operations that are approved by the Governance Committee. Directors who are employees of our 
Company do not receive an annual retainer or attendance fees. All Directors are reimbursed for expenses incidental 
to their service as Directors. Committee positions held by the Directors are discussed in the “Board Committees” 
section of this Proxy Statement. 

I 

The Non-Employee Director Stock Unit Plan provides that each Director will receive an annual grant of 
- 1  I . stock units that is equivalent to $60,000. 

I ,  
NON-EMPLOYEE DIRECTOR DEFERRED COMPENSATION PLAN 

h addition to $30,000 from the annual retainer that is automatically deferred, outside Directors may elect 
to defer any portion of the remainder of their annual retainer and Board attendance fees until after the termination 
of their service on the Board under the Non-Employee Director Deferred Compensation Plan. Any de€erred fees are 
deemed to be invested in a number of units of Common Stock of the Company, but participating Directors receive 
no equity interest or voting rights in any shares of the Common Stock.. The number of units credited to the account 
of a participating Director is equal to the dollar amount of the deferred fees divided by the average of the high 
and low selling prices (Le., market value) of the Common Stock on the day the deferred fees would otherwise be 
payable to the participating Director. The number of units in each account is adjusted from time to time to reflect the 
payment of dividends on the number of shares of Common Stock represented by the units. Unless otherwise agreed 
to by the participant and the Board, when the participant ceases to be a member of the Board of Directors, he or 
she will receive cash equal to the market value of a share of the Company’s Common Stock on the date of payment 
multiplied by the number of units credited to the participant’s account. 

NON-EMPLOYEE DIRECTOR STOCK UR?T PLAN 

Effective January 1, 1998, we established the Non-Employee Director Stock Unit Plan (“Stock Unit 
Plan”). The Stock Unit Plan provides for an annual grant of stock units equivalent to $60,000 to each non-employee 
Director. Each unit is equal in economic value to one share of the Company’s Common Stock, but does not represent 
an equity interest or entitle its holder to vote. The number of units is adjusted from time to time to reflect the 
payment of dividends with respect to the Common Stock of the Company. Benefits under the Stock Unit Plan vest 
after a participant has been a member of the Board for five years and are payable solely in cash. Effective January 1, 
2007, a Director shall be fully vested at all times in the stock units credited to his or her account. 

I 
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OTHER COMPENSATION 

Directors are eligible to receive certain perquisites, including tickets to various cultural arts and sporting 
events, which are de minimis in value. Each retiring Director also rcceives a gift valued at approximately $1,500 in 
appreciation for hisher service on the Board. 

Additionally, in 2009, directors were eligible to receive a 50 percent match from the Company for 
contributions made in 2008 to eligible nonprofit organizations and to all accredited colleges and universities. The 
‘ Company’s Matching Gifts Program was suspended as of January 1,2009. 

We charge Directors with imputed income in connection with (i) their travel on Company aircraft for non- 
Company related purposes and (E) their spouses’ travel on Company aircrafi When spousal travel i s  at our invitatios 
we will gross up the Directors for taxes incurred in cwnection with the imputed income related to the travel. 
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Plan category 
Equity compensation plans approved by 

Equity compensation plans not approved by 
security holders 

security holders 

Total 

Progress Energy Proxy Statement 

rights warrants and rights 

4,414,788 $42.64 

NIA NIA 

4,414,788 $42.64 

EQUITY COMPENSATION PLAN INFORMATION 
as of December 31,2009 

@) 
Weighted-average 
exercise price of 

outstanding 
options, 

( 4  
Number of 
securities 

remaining available 
for future issuance 

under equity 
compensation plans 

(excluding 
securities 

reflected in column 
(a)) 

6,436,623 

NlA 

6,436,623 

Column (a) includes stock options outstanding, outstanding performance u n i t s  assuming maximum payout 
potential, and Outstanding restricted stock units. 

Column (b) includes only the weighted-average exercise price of outstanding options. 

Column (c) includes reduction for unissued, outstanding performance units assuming maximum payout 
potential and unissued, outstanding restricted stock units, and issued restricted stock. 
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REPORT OF THE AUDIT AND CORPORATE 
PERfiORNIANCE COMMITTEE 

The Audit and Corporate Performance Committee o€ the Company’s Board of Directors (the “Audit 
Committee”) has reviewed and discussed the audited fmancial statements-of the Company for the fiscal year ended 
December 31,2009, with the Company’s management and with Deloitte & Touche LLP, the Company’s independent 
registered public accounting firm. The Audit Commitlee discussed with Deloitte & Touche LLP the matters required 
to be discussed by Statement on Auditing Standards No 114, as amended (AICPA, Professional Standards, Vol. 1 
AU Section 380) as adopted by the Public Company Accounting Oversight Board in Rule 3200T, by the SEC’s 
Regulation S-X, Rule 2-0’7, and by the NYSE’s Corporate Governance Rules, as may be modified, amended or 
supplemented. 

The Audit Committee has received the written disclosures and the letter from Deloitte & Touche LLP 
required by applicable requirements of the Public Company Accounting Oversight Board regarding the independent 
accountant’s communication with the Audit Committee concerning independence and has discussed with Deloitte & 
Touche LLP its independence 

Based upon the review and discussions noted above, the Audit Committee recommended to the Board 
of Directors that the Company’s audited financial statements be included in the Company’s Annual Report on 
Form 10-IC for the fiscal year ended December 3 1, 2009, for filing with the SEC. 

Audit and Corporate Performance Committee 

Theresa M. Stone, Chair 
James E. Bostic, Jr. 
W. Steven Jones 
Melquiades R. “Mel” Martinez* 
Charles W. Pryor, Jr. 
Carlos A. Saladrigas 
Alfred C. Tollison, Jr. 

* Mr. Martinez was elected to the Board effective March 1,2010, and thus did not participate in the reviews 
and discussions described in the foregoing Report ofthe Audit Committee. 

Unless specifically stated otherwise in any of the Conipany’s filings under the Securities Act of 1933 or 
the Securities Exchange Act of 1934, the foregoing Report of the Audit Committee shall not be incorporated by 
reference into any such filings and shall not otherwise he deemed filed under such Acts. 

DISCLOSURE OF INDEPENDENT REGISTERED PUBLIC ACCOUNTTNG FIRM’S FEES 

The Audit Committee has actively monitored all services provided by its independent registered public 
accounting firm, Deloitte & Touche LLP, the member f m  of Deloitte & Touche Tohmatsu, and their respective 
affiliates (collectively, ‘3eloitte”) and the relationship between audit and non-audit services provided by Deloitte. 
We have adopted policies and procedures for pre-approving all audit and permissible non-audit services rendered 
by Deloitte, and the fees billed for those services. Our Controller (the “Controller”) is responsible to the Audit 
Committee for enforcement ofthis procedure, and for reporting noncompliance. Pursuant to the pre-approval policy, 
the Audit Committee specifically pre-approved the use of Deloitte for audit, audit-related and tax services 

The pre-approval policy requires management to obtain specific pre-approval &om the Audit Committee 
for the use of Deloitte for any permissibIe non-audit services, which generally are limited to tax services, including 
tax compliance, tax planning, and tax advice services such as return review and consultation and assistance. Other 
types of permissible non-audit services will not be considered for approval except in limited instances, which 
could include circumstances in which proposed services provide sigmficant economic or other benefits to us. In 
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determining whether to approve these services, the Audit Committee will assess whether these services adversely 
impair the independence of Delaitte. Any permissible non-audit services provided during a fiscal year that [i) do not 
aggregate more than 5 percent of the total fees paid to Deloitte for all services rcndcred during that fiscal year and 
(ii) were not recognized as non-audit services at the time of the engagement must be brought to the attention of the 
Controller for prompt submission to the Audit Committee for approval. These de minimis non-audit services must be 
approved by the Audit Committee or its designated representative before the completion of the services. Non-audit 
services that are specifically prohibited under the Sarbanes-Oxley Act Section 404, SEC rules, and Public Company 
Accounting Oversight Board (“PCAOB”) rules are also specifically prohibited under the policy 

Prior to approval of permissible tax services by the Audit Committee, the policy requires Deloitte to 
(I) describe in writing to the Audit Committee (a) the scope ofthe service, the fee structure for the engagement 
and any side letter or other amendment to the engagement letter or any other agreement between the Company 
and Deloitte relating to the service and 0)) any compensation arrangement or other agreement, such as a referral 
agreement, a referral fee or fee-sharing arrangement, between Deloitte and any person (other than the Company) 
with respect to the promoting, marketing or recommending of a transaction covered by the service; and (2) discuss 
with the Audit Committee the potential effects of the services on the independence of Deloitte. 

The policy also requires the Controller to update the Audit Committee throughout the year as to the services 
provided by Deloitte and the costs of those services: The policy also requires Deloitte to annually confirm its 
independence in accordance with SEC and NYSE standards. The Audit Committee will assess the adequacy of this 
policy as it deems necessary and revise accordingly. 

Set forth in the table below is certain information relating to the aggregate fees billed by Deloitte €01 
professional services rendered to us for the fiscal years ended December 3 1, 2009, and December 3 1,2008. 

2009 2008 
Audit fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,581,000 $3,673,000 
Audit-related fees . . . . . . . . . .  91,000 94,000 

19,000 22,000 
Other fees . . . . . . . . . . . . . . . . . . . . . . .  __ - 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,691,000 $3,789,000 

Audit fees include fees billed for services rendered in connection with (i) the audits of our annual financial 
statements and those of our SEC reporting subsidiaries (Carolina Power & Light Company and Florida Power 
Corporation); (ii) the audit of the effectiveness of our internal control over financial reporting; (iii) the reviews of the 
financial statements included in our Quarterly Reports on Form 10-Q and those of our SEC reporting subsidiaries; 
(iv) accounting consultations arising as part o f  the audits; and (v) audit services in connection with statutory, 
regulatory or other filings, including comfort letters and consents in connection with SEC filings and Gnancing 
transactions. Audit fees for 2009 and 2008 also include $1,265,000 and $1,264,000, respectively, for services in 
connection with the Sarbanes-Oxley Act Section 404 and the related PCAOB Standard No. 2 relating to our internal 
control over fmancial reporting.. 

Audit-related fees include fees billed for (i) special procedures and letter reports; (ii) benefit plan 
audits when fees are paid by us rather than directly by the plan; and (ii) accounthg consultations for prospective 
transactions not arising directly 6-om the audits. 

Tax fees include fees billed for tax compliance matters and-tax planning and advisory services. 

The Audit Committee has concluded that the provision ofthe non-audit services listed above as “Tax fees” 
is compatible with maintaining Deloitte’s independence. 

None of the services provided required approval by the Audit Committee pursuant to the de minimis waiver 
provisions described above. 
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PROPOSAL 2-RATIFICATION OF SELECTION OF 
INDEPENDENT REGISTERED PUBLIC ACCOUNTEVG FIRM 

The Audit and Corporate Performance Committee of our Board of Directors (the “Audit Committee”). 
has selected Deloitte & Touche LLP (“Deloitte & Touche”) as our independent registered public accounting firm 
for the fiscal year ending December 3 1,2010, and has directed that management submit the selection of that 
independent registered public accounting firm for ratification by the shareholders at the 2010 Annual Meeting 
of the Shareholders. Deloitte & Touche has se&d as the independent registered public accounting fm for our 
Company and its predecessors since 1930 In selecting Deloitte & Touche, the Audit Committee considered carefully 
Deloitte & Touche’s previous performance for us, its independence with respect to the services to be performed 
and its general reputation for adherence to professional auditing standards. A representative of Deloitte & Touche 
will be present at the Annual Meeting of Shareholders, will have the opportunity to make a statement and will be 
available to respond to appropriate questions. Shareholder ratification of the selection of Deloitte & Touche as 
our independent registered public accounting fum is not required by our By-Laws or otherwise. However, we are 
submitting the selection of Deloitte & Touche to the shareholders for ratification as a matter of good corporate 
practice. If the shareholders fail to rat@ the selection, the Audit Committee will reconsider whether or not to retain 
Deloitte & Touche. Even if the shareholders ratify the selection, the Audit Committee, in its discretion, may direct 
the appointment of a different independent registered public accounting firm at any time during the year if it is 
determined that such a change would be in the best interest of the Company and its shareholders. 

Valid proxies received pursuant to this solicitation will be voted in the manner specified. Where no 
specification is made, the shares represented by the accompanying proxy will be voted “FOR” the ratscation of 
the selection of Deloitte & Touche as our independent registered public accounting finn. Votes (other than votes 
withheld) will be cast pursuant to the accompanying proxy for the ratification of the selection of Deloitte & Touche. 

The proposal to rat@ the selection of Deloitte & Touche to serve as our independent registered public 
accounting fm for the fiscal year ending December 3 1,2010, requires approval by a majority of the votes actually 
cast by holders of Common Stock present in person or represented by proxy at the Annual Meeting of Shareholders 
and entitled to vote thereon. Abstentions from voting and broker nonvotes will not count as shares voted and will not 
have the effect of a “negative” vote, as described in more detail under the heading “PROXLES” on page 2. 

The Audit Committee and the Board of Directors recommend a vote “FOR” the ratification of the selection 
of Deloitte & Touche as our independent registered public accounting firm. 
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. .. . .  

. .. . . -. . .-... . . . . . -. . . . -_  . .. PROPOSAL 3-ADOPTION OF A “HOLD-INTO-RETUIEMENT” POLICY FOR 
EQVrTYAWAKOS 

One of our shareholders has submitted the proposal sct forth below relating to the adoption of a “hold-into- 
retirement” policy for equity awards. Upon written or oral request, the Company will provide the name, address and 
share ownership of the proponent Any such requests should be directed to our Corporate Secretary. For the reasons 
set forth after the proposal, the Board recommends a vote “AGAINST” the proposal. 

Resolved: That stockholdcrs of Progress Energy, Inc. (“Company”) urge the Compensation Committee 
of the Board ofDirectors (the “Committee”) to adopt a policy requiring that senior executives retain a significant 
percentage of shares acquired through equity compensation programs until two years following the termination 
of their employment (though retirement or otherwise), and to report to stockholders regarding the policy before 
Company 201 1 annual meeting of stockholders The stockholders recommend that the Committee not adopt a 
percentage lower than 75% of net after-tax shares. The policy should address the permissibility of transactions such 
as h e d , ~ g  transactions which are not sales but reduce the risk of loss to the executive. 

Supporting Statement: 

Equity-based compensation is an important component of senior executive compensation at the Company. 

Requiring senior executives to bold a sigmficant portion of shares obtained through compensation plans 
after the termination of employment would focus them on Company long-term success and would better align 
their interests with those of Company stockholdcrs. In the context of the current financial climate, we believe it is 
imperative that companies reshape their compensation policics and practices to discourage excessive risk-taking and 
promote long-tern sustainable value creation. A 2002 report by a commission of The Conference Board endorsed 
the idea of a holding requirement, stating that the long-term focus promoted thereby “may help prevent companies 
from artificially propping up stock prices over the short-tcm to cash out options and making other potentially 
negative short-term decisions.” 

The Company has established stock ownership guidclincs for executive officeIs. The guidelines were 
increased in 2009 to a minimum level of ownership of five times base salary for the Chief Executive Officer 
(“CEO”), four times base salary for the Chief Operating Officer (“COO), and three times base salary for the Chief 
Financial OEcer and PresidentsRxecutive Xce Prcsidents/Senior Vice Presidents. 

We believe this policy does not go far enough to ensure that equity compensation builds executive 
ownership. We also view a retention requirement approach as superior to a stock ownership ,&deline because a 
guideline loses effectiveness once it has been satisfied. 

We urge stockholders to vote for this proposal. 

COMPANY RESPONSE 

The Board and managenlent oppose this shareholder proposal and recommend a vote “AGAINST” 
the proposal for the reasons set forth below: 

The Board has considered this proposal and believes that its adoption is unnecessary and not in the best 
interests of the Company or its shareholders. For the reasons discussed below, the Board recommends that you vote 
“AGAINST” adoption of this proposal. 
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The Board o f  Directors believes that the Company’s equity compensation policies have been essential 
to attracting and retaining experienced and effective executives and motivating them to perform in 
the best interests of the Company and its shareholders. 

The Board of Directors believes strongly that equity compensation and mandatory equity ownership 
promote accountability and encourage executives to enhance long-tenn shareholder value This belief is reflected 
in our compensation policies and practices. Equity ownership is a fundamental element of the Company’s 
executive compensation program and provides an essential source of incentive and motivation for our senior 
executives. Approxiniately 60% of total target compensation for our executive oficers is provided in equity and 
focused on long-term performance. The Company’s executive compensation program is carefully designed to 
provide a competitive level of at-risk and performance-based incentives through a combination of equity awards, 
including restricted stock units and performance shares. The Board believes that the proposal would result in 
an overemphasis on post-retirement compensation and undermine the effectiveness of the Company’s existing 
executive compensation programs 

The Board believes that our siock ownership guidelines ensure that the Company’s executive officers 
have a significant equity stake in the future of the Company. 

The Company’s siock ownership guidelines are consistent with those of the peer group the Organization 
and Compensation Committee used to benchmark compensation and with which we compete for executive talent. 
Our guidelines are consistent with the 50‘” percentile for both the base salary multiple and the rime required to meet 
ownership targets. The Company’s CEO currently holds 8.5 times his base salary although our guidelnes require 
him to hold 5 times his base salary in equity compensation All of our senior executives are in compliance with the 
Company’s stock ownership guidelines. 

The proposal states that the two-year post retirement retention approach is “superior” because the guideline 
approach loses effectiveness once the guidelines have been met. The Board of Directors does not believe this is 
true, as executives are continually expected to meet the guidelines, even during market downtws. Moreover, the 
ownership levels established in the guidelines represent a significant amount of money and, as a result, are a regular 
and strong source of alignment with shareholders’ interests. Finally, thee  to five times an executive’s salary is a 
signifcant amount that is not easily dismissed just because further accumulation of equity is no longer necessary. 

Because we are in a highly regulated industry, our compensation programs do not provide incentives 
for executive officers to take unnecessary and excessive risks that threaten the value o f  the Company. 

Past-termination holding periods are purported to prevent executives from taking actions that would cause the 
price of a company’s stock to rise as they depart in order for them to be able to sell their holdings at an elevated price 
before their behavior is discovered and corrected. As an integrated electric utility, primarily engaged in the regulated 
utility business, the Company is highly regulated at both the federal and state levels State and federal regulators set the 
parameters within which the Company can operate. The state regulators have authority to review and approve the rates 
we charge our customers. The regulators review certain of our costs and investments, and approve our recovery of them 
&om customers only if they determine that the costs and investments were reasonable and prudent when incurred Ln 
such a regulated environment, excessive risk-taking is neither encouraged nor allowed Therefore, it is highly unlikely 
our executives would be able to successfully engage in the type of behavior the proposal is intended to protect against 

The Board believes that the type of policy mandated by the proposal, with its high retention 
threshold and post-retirement holding period, is not a prevalent practice and may lead to an early 
loss of executive talent. 

The two-year post termination requirement would limit our executives’ financial resources at a time 
when they no longer have any control over our operations or results. Long-term alignment is, of course, important. 
However, for our compensation programs to have value, participants should be permitted the flexibility for 
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’ 
some degree of diversification In the absence of this balanced approach, executives who have beeu successful 
in enhancing shareholder value may choose to leave the Company earlier than they otherwise would if they are 
interested in selling any of their shares in order to share in the value they have helped to create As a result, the 
proposal could lead to an early loss of experienced talent and make it more difficult and costly to attract, motivate 
and retain executives 

The Board believes that the type of policy mandated by the proposal will result in executives’ failure 
to take the actions needed to ensure the Company’s long-term success. 

As noted above, the Company is a member of a highly regulated industry in which excessive risk-taking 
is neither encouraged nor allowed. The Company recognizes, however, that some amount of risk-taking is inherent 
in its business and is necessary in order to increase profitability and long-term shareholder value. If executives are 
too focused an preserving the value of their equity holdings in the Company into retirement, they may become 
reluctant to pursue strategies or underlake projects or capital investments that could be beneficial to the Company 
The proposed policy would leave our executives almost completely dependent on the value of the Company stock, 
potentially resulting in them becoming unduly risk averse to the detriment of ow shareholders 

The Board of Directors remains committed to the design and implementation of equity compensation 
programs and stock ownership guidelines that best align the intercsts of the Company’s leadership with those of our 
shareholders, provide competitive compensation that requires executives to own a significant portion of Company 
stock and ensure that executives have the appropriate flexibility to manage their personal financial affairs. We 
believe the Company’s existing programs and guidelines achieve these objectives and are essential to our ability to 
attract, motivate and retain talented executives. 

YOUR BOARD OF DIRECTORS AND MANAGElVmNT URGE YOU 
TO VOTE AGAINST THIS PROPOSAL 
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FINANCIAL, STATEIWENTS 

Our 2009 Annual Report, which includes financial statemenls as of December 3 1,2009 and 2008, and for 
each of the three years in the period ended December 3 1,2009, together with the report of Deloitte 5% Touche LLP, 
our independent registered public accounting fm, was mailed to those who were shareholders of record as of the 
close of business on March 5,2010. 

FUTURE SHAREHOLDER PROPOSALS 

Sharedolder proposals submitted for inclusion in the proxy statement For our 20 11 Annual Meeting must be 
received no later than December 1,2010, at our principal executive offices, addressed to the attention of: 

John R. McArtbur 
Executive Vice President and Corporate Secretary 
Progress Energy, Inc. 
PO. Box 1551 
Raleigh, North Carolina 27602-1551 

TJpon receipt of any such proposal, we will determine whether or not to include such proposal in the proxy 
statement and proxy in accordance with regulations governing the solicitation of proxies. 

In order for a shareholder to nominate a candidate for director, under our By-Laws timely notice of the 
nomination must be received by the Corporate Secretary of the Company either by personal delivery or by United 
States registered or certified mail, postage prepaid, not later than the close of business on the 120" calendar day 
before the date ow proxy statement was released to shareholders in connection with the previous year's annual 
meeting. In lio event shall the public announcement of an adjournment or postponement of an annual meeting or the 
fact that an annual meeting is held after the anniversary of the preceding annual meeting commence a new time period 
for a shareholder's giving or notice as described above. The shareholder f i g  the notice of nomination must includc: 

As to the shareholder giving the notice: 

- the name and address of record of the shareholder who intends to make the nomination, the 
beneficial owner, Zany, on whose behalf the nomination is made and of the person or persons 
to be nominated; 

- the class and number of our shares that are owned by the shareholder and such beneficial owner; 

.- a representation that the shareholder is a holder of record of ow shares entitled to vote at such 
meeting and intends to appear in person or by proxy at the meeting to nominate the person or 
persons specified in the notice; and 

- a description of all arrangements, understandings or relationships between the shareholder and 
each nominee and any other person or persons (naming such person or persons) pursuant to 
which the nomination or nominations are to be made by the shareholder. 

As to each person whom the shareholder proposes to nominate for election as a director: 

- the name, age, business address and, if known, residence address of such person; 

- the principal occupation or employment of such person; 

the class and number of shares of our stock that are beneficially owned by such person; - 
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- any other information relating to such person that is required to be ,disclosed in solicitations 
of proxies for election of directors or is otherwise required by the rules and regulations of the 
SEC promulgated under the Securities Exchange Act of 1934; and 

- the written consent of such person to be named in the proxy statement as a nominee and to 
serve as a director if elected 

In oIder for a shareholder to bring other business before a shareholder meeting, we must receive timely 
notice of the proposal not later than the close of business on the 60a day before the first anniversary of the 
immediately preceding year’s annual meeting. Such notice must include: 

the information described above with respect to the shareholder proposing such business; 

a brief description of the business desired to be brought before the annual meeting, including the 
complete text of any resolutions to be presented at the annual meeting, and the reasons for conducting 
such business at the annual meeting; and 

any material interest of such shareholder in such business 

* 

These requirements are separate from the requirements a shareholder must meet to have a proposal included 
in our proxy statement 

Any shareholder desiring a copy of our By-Laws will be furnished one without charge upon written request 
to the Corporate Secretary. A copy of the By-Laws, as amcnded and restated on May 10,2006, was fded as an 
exhibit to our Quarterly Report on Form 10-Q for the quarter ended June 30,2006, and is available at the SEC’s Web 
site at WwMuec gov. 

OTI+ER BUSINESS 

The Board of Directors does not intend to bring any business before the meeting other than that stated in 
this Proxy Statement. The Board knows of no other matter to come before the meeting. If other matters are properly 
brought before the meeting, it is the intention of the Board of Directors that the persons named in the enclosed proxy 
will vote on such matters pursuant to the proxy in accordance with thcir best judgment. 

81 



JOINT APPLICANTS 
PAGE 220 
EXHIBIT C 

! ,  .. .:.I . ’ _. .. , i. , 

P R O X Y  STATEMENT 

Exhibit A 

P o L r c Y m  m o c E D m , s  WITH msmm TO 
RELATED PERSON TRANSACTIONS 

A. PoIicy Statement 

The Company’s Board of Directors (the “Board”) recognizes that Related Person Transactions (as defined 
below) can present heightened risks of conflicts of interest or improper valuation or the perception thereof. 
Accordingly, the Company’s general policy is to avoid Related Person Tr ansactions Nevertheless, the Company 
recognizes that there are situations where Related Person Transactions might be in, or might not be inconsistent 
with, the best interests of the Company and its stockholders. These situations could include (but are not limited to) 
situations whexe the Company might obtain products or services of a nature, quantity or quality, or on other terns, 
that are not readily available from alternative sources or when the Company provides products or services to Related 
Persons (as defined below) on an arm’s length basis on terms comparable to those provided to unrelated third 
parties or on terms comparable to those provided to employees generally. The Company, therefore, has adopted the 
procedures set forth below for the review, approval or ratification of Related Person Transactions. 

This Policy has becn approved by the Board. The Corporate Governance Committee (the “Committee”) 
will review and may recommend to the Board amendments to this Policy from time to time 

B. Related Person Transactions 

For the purposes of this Policy, a “Related Person Transaction” is a transaction, arrangement or relationship, 

-1 , including any indebtedness or guarantee of indebtedness, (or any series of similar transactions, arrangements or 
relationships) in which the Company (including any of its subsidiaries) was, is or will be a participant and the 
amount involved exceeds $120,000, and in which any Related Person had, has or will have a direct or indirect 
material interest. 

For purposes of this Policy, a “Related Person” means: 

1 ~ any person who is, or at any time since the beginning of the Company’s last fiscal year was, 
a director or executive officer (Le. members of the Senior Management Committee and the 
Controller) of the Company, Progress Energy Carolinas, Inc , or Progress Energy Florida, Inc. 
or a nominee to become a director of the Company, Progress Energy Carolinas, Inc., or Progress 
Energy Florida, Inc.; 

any person who is known to be the beneficial owner of more than 5% of any class of the voting 
securities o f  the Company or its subsidiaries; 

2. 

3 .  any immediate family member of any of the foregoing persons, which means any child, stepchild, 
parent, stepparent, spouse, sibling, mother-in-law, father-in-law, son-in-law, daughter-in-law, 
brother-in-law, or sister-in-law of the director, executive officer, nominee or more than 5% 
beneficial owner, and any person (other than a tenant or employee) sharing the household of such 
director, executive officer, nominee or more than 5% beneficial owner; and 

4. any firm, corporation or other entity in which any of the foregoing persons is employed or is a 
general partner or principal or in a similar position or in which such person has a 5% or greater 
beneficial ownership interest. 
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C. Approval Procedures 

1 .  The Board has determined that the Committee is best suited to review and approve Related Person 
Transactions. Accordmgly, at each calendar year’s fust regularly scheduled Committee meeting, 
management shall recommend Related Person Transactions to be entered into by the Company for 
that calendar year, including the proposed aggregate value of such transactions if applicable. After 
review, the Committee shall approve or disapprove such transactions and at each subsequently 
scheduled meeting, management shall update the Committee as to any material change to those 
proposed transactions. 

In determining whethcr to approve or disapprove each related person transaction, the Committee 
will consider various factors, including the following: 

2. 

the identity of the related person; 

the nature of the related person’s interest in the particular transaction; * 

the approximate dollar amount involved in the transaction; 

the approximate dollar value of the related person’s interest in #e transaction; - 
whether the related person’s interest in the transaction conflicts with his obligations to the 
Company and its shareholders; 

whether the transaction will provide the related person with an unfair advantage in his 
dealings with the Company; and 

* 

- whether the transaction will affect the related person’s ability to act in the best intcrests of the 
Company and its shareholders 

The Committee will only approve those related person transactions that are in, or are not inconsistent 
with, the best interests of the Company and its sharcholders. 

3 In the event management recommends any further Related Person Transactions subsequent 
to the first calendar year meeting, such transactions may be presented to the Committee for 
approval at the next Committee meeting. In these instances in which the Legal Department, in 
consultation with the President and Chief Operating Officer, determines that it is not practicable 
or desirable for the Company to wait until the next Committee meeting, any further Related 
Person Transactions shall be submitted to the Chair of the Committee (who will possess delegated 
authority to act between Committee meetings). The Chair of the Committee shall report to the 
Committee at the next Committee meeting any approval under this Policy pursuant to hisher 
delegated authority 

4. No member of the Committee shall participate in any review, consideration or approval of any 
Related Person Transaction with respect to which such member or any of his or her immediate 
family members is the Related Person. The Committee (or the Chair) shall approve only those 
Related Person Transactions that are in, or are not inconsistent with; the best interests of the 
Company and its stockholders, as the Committee (or the Chair) determines in good faith. The 
Coimnittee or Chair, as applicable, shall convey the decision to the President and Chief Operating 
Officer, who shall convey the decision to the appropriate persons within the Company. 
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D. Ratification Procedures 

In the event the Company’s Chief Executive Officer, President and Chief Operating Officer, Chief Financial 
OEcer or General Counsel becomes aware of a Related Person Transaction that has not been previously approved or 
previously ratified under this Policy, said officer shall immcdiately no@ the Committee or Chair of the Committee, 
and the Committee or Chair shall consider all of the relevant facts and circumstances regarding the Related Person 
Transaction Based on the conclusions reached, the Committee or the Chair shall evaluate all options, including but 
not limited to ratification, amendment, termination or recession of the Related Person Transaction, and determine 
how to proceed. 

E. Review of Ongoing Transactions 

At the Committee’s fKst meeting of each calendar year, the Committee shall review any previously 
approved or ratified Relatcd Person Transactions that remain ongoing and have a remaining term of more than six 
months or remaining amounts payable to or receivable %om the Company of more than $120,000. Based on all 
relevant facts and circumstances, taking into consideration the Company’s contractual obligations, the Committee 
shall determine ifit is in the best interests o€ the Company and its stockholders to continue, modify or terminate the 
Related Person Transaction. 

F. Disclosure 

All Related Person Transactions are to be disclosed in the filings of the Company, Progress Energy 
Carolinas, Inc or Progress Energy Florida, Inc., as applicable, with the Securities and Exchange Commission as 
required by the Securities Act of 1933 and the Securities Exchange Act of 1934 and related rules Furthermore, 
all Related Person Transactions shall be disclosed to the Corporate Governance Committee of the Board and any 
material Related Person Transaction shall be disclosed to the full Board of Directors. 

The material features of this Policy shall be disclosed in the Company’s annual report on Form 1 0-K or in 
the Company’s proxy statement, as required by applicable laws, rules and regulations. 
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YilIiamD,Jahnson--- 
Chairman, President and Chief Execuhve Officer, 
Progress Energy, Inc Raleigh, N C 
Elected t o  the board in 2007 Serves as Chairman, 
Progress Energy Carolinas and Chairman, Progress 
Energy Florida 

J o l m D , & a k e r l l - - . . - - . . -  
President and Chief Executive Officer, Patriot 
Transportation Holding, Inc (provides transportation 
services and real estate operations) Jacltsonville, Fla 

Elected to the board in 2009 and sits on the following 
committees. Finance, Organizahon and Compensation 

James E.Bostic,Jr. 
Managing Director, HEP & Associates (business 
consulting) and retired Executwe Vice President, 
Georgia-Pacific Corp (manufacturer and distributor of 
tissue, paper, packaging, building products, pulp and 
related chemicals) Atlanta, Ga 

Elected to the board in 2002 and sits on the following 
committees Audit and Corporate Performance, Nuclear 
Project Oversight; Operations and Nuclear Oversight 

~arris-~~-eLo.a-c~.-~ 
Chairman, President and Chief Executive Officer, Sonoco 
Products Co. (manufacturer of paperboard and paper 
and plastic packaging products). Hartsville. S C 
Elected to  the board in 2006 and sits on the following 
committees: Corporate Governance; Nuclear Project 
Oversight; Operations and Nuclear Oversight (Chair); 
Organization and Compensation. 

,,. , , . 

JarnesBSlyler,Jr. 
Retrred Vice Chairman and Chlef Operating Otficer, 
First Cihzens Bank Raleigh, N C 

Elected to the board in 2008 and sits on the following 
committees Finance, Organizahon and Compensabon 

Robert-W.Jones 
Sole owner,Turtle Rock Group, LLC (financial advisory 
consulting firm) Bedford, N Y. 
Elected to  the board in 2007 and sits on the following 
committees Corporate Governance, Finance (Chair), 
Organization and Compensation 

.WI,Stte\re-n-Jaoes -.I-_-- 
Oean (Emeritus) and Professor of Strategy and 
Organizational Behavior a t  the Kenan-Flagler 
Business School at the University of North Carolina 
at Chapel Hill and formerly Chief Executive Officer 
of Suncorp-Metway Ltd. (banking and insurance in 
Australia). Chapel Hill, N.C. 
Elected tothe board in 2005 and sits on the following 
committees: Audit and Corporate Performance; Nuclear 
Project Oversight; Operations and Nuclear Oversight 

N l ~ ~ q u i q u i a ~ e s _ R . ~ e ~ a r ? i n e _ z ~ ~ _ .  
Partner, specializing in public policy, DLA Piper (an 
mternational law firm) and former U S Senator from 
the state of Florida and former Secretary of the  U S 
Department of Housing and Urban Development 
Orlando, Fla 

Elected t o  the board in 2010 and sits on the following 
committees Audit and Corporate Performance, 
Operations and Nuclear Oversight 

E,MacieMc.Ke;-p 
Senior Vice President, Corning, Inc. (manufacturer 
of components for high-technology systems for 
consumer electronics, mobile emissions controls, 
telecommunications and life sciences). Corning, N.Y 

Elected to  the board in 1999 and sits on the following 
committees: Corporate Governance; Nuclear Project 
Oversight Operations and Nuclear Oversight, 
Organization and Compensation (Chair). 

J _ o h n _ l t _ M t l l l i n , - l J ~ - ~ - - ~  -____^ 

Chairman, Ridgeway Farm, LLC (farming and 
timber management) and formerly a Managing 
Director, Oillon, Read & Co. (investment bankers). 
Brookneal, Va 

Elected to  the board in 1999, Lead Director, and sits 
on the following committees: Corporate Governance 
(Chair); finance; Organization and Compensation. 

S h ad.es-WPryor,.Jc.__--- 
Chairman, Urenco Inveshnents, Inc (global provider 
of services and technologyto the nuclear generation 
industry). Lynchburg, Va. 

Elected to  the board in 2007 and sits on the following 
committees: Audit and Corporate Performance; 
Nuclear Project Oversight (Chair); Operations and 
Nuclear Oversight. 

CarlosA.S.aladrigas 
Chairman and Chief Executive Ofticer, Regis HRG 
(provides a full suite of outsourced human resources 
services t o  small and midsized businesses). 
Previously served as Chairman, Premier American 
Bank and retired Chief Executive Officer, ADP 
TotalSource. Miami, Fla. 

Elected to  the board in 2001 and sits on the following 
committees: Audit and Corporate Performance; 
Finance. 

Iher.esaM._Stone 
Executive Vice President and Treasurer, 
Massachusetts Institute of Technology and retired 
President, Lincoln Financial Media (financial services 
company). Boston, Mass. 

Elected to  the board in 2005 and sits on the following 
committees: Audit and Corporate Performance (Chair); 
Corporate Governance; Finance 

BlfteU,JoJlison-J.r -____ ________ 
Retired Chairman and Chief Executive Officer, Institute 
of Nuclear Power Operations (a  nuclear industry- 
sponsored nonprofit organization). Marietta, Ga 

Elected t o  the board in 2006 and sits on the following 
committees: Audit and Corporate Performance; 
Nuclear Project Oversight (Vice Chair); Operations 
and Nuclear Oversight 

@2010 Progress Energy Sentice Company. UC 10-0070 
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opera tes  power -genera t i ng  fac i l i t i es  a t  32 s i tes  i n  

North Carol ina, South  Carol ina a n d  Florida. Together,  t h e  company ' s  p o w e r  

p lan t  f l ee t  i s  c a p a b l e  of genera t i ng  more  t h a n  22,000 m e g a w a t t s  of e lect r ic i ty .  

P r o g r e s s  Energy opera tes  a d iverse m i x  of p lan t  t echno log ies  a n d  fue l  sources ,  

i n c l u d i n g  hydroe lec t r i c ,  nuclear, coal, o i l  a n d  na tura l  gas. This  fue l  d ivers i ty  

e n a b l e s  t h e  c o m p a n y  t o  min imize  c o s t  impac ts  from a n y  o n e  f u e l  s o u r c e  

and e n s u r e s  re l i ab le  p o w e r  for o u r  resident ia l ,  c o m m e r c i a l ,  i ndus t r i a l  a n d  

w h o l e s a l e  cus tomers .  

E lec t r i c i t y  c a n n o t  b e  stored. That  means eve ry  m inu te  of every  day, Pragress  

Energy's generat ing p lants  m u s t  m a t c h  chang ing  c u s t o m e r  p o w e r  demands.  

A n d  e a c h  p lan t  h a s  a n  impor tant  role in t h e  company 's  miss ion t o  prov ide safe, 

re l iab le  and cos t -e f fec t i ve  p o w e r  to t h e  Southeast.  
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Five plants 

provide a total of 3,786 

megawatts of generating 

capacity. Combined-cycle 

technology offers an efficient 

source of electricity w i th  

outstanding reliability. With 

attractive environmental and 

operating characteristics, our 

combined-cycle plants make 

up a valuable part of Progress 

Energy's generation mix. 
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Niiclear power generation represents 

about 19 percent of Progress Energy’s 

generating capability - 4,342 megawatts - 
enough electricity t o  power more than 

2.5 mill ion homes In addition to  being 

reliable, cost-effective and resource- 

efficient, nuclear energy is a safe and 

clean energy source that helps meet 

the increasing energy demands of today‘s 

technology-driven society. 

Uur 11 plants 

generate 8,599 megawatts of power to  meet the 

daily energy needs of our customers. Maintaining 

diversity in  our fuel mix al lows us to  adjust quickly to  

ever-changing energy prices and ensures Progress 

Energy‘s customers power that’s not only reliable, 

Progress Energy’s 89 coml~ustimn tiirbina 

units have a combined generation capacity 

of 5,646 megawatts of power. These high- 

tech facil i t ies can reach ful l  power quickly, 

wh ich  enables Progress Energy t o  respond 

t o  peak demands and keep the  cit ies and 

towns w e  serve running like clockwork. 

Progress Energy owns and operates four 

hydroelectr ic plants along rivers throughout 

North Carolina. These stations provide valued, 

emission-free generation to  the region. 

Together, our hydroelectric plants provide 

225 megawatts of reliable, environmentally 

friendly power generation to  complement our 

energy portfolio. 

i 
but also affordable. 

2 
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Baseload plant A generating plant that typically runs 
90 to 100 percent of the time to meet basic, constant 
electricity demand. 

Boiler Avessel, usually consisting of metal sheets and 
tubes, in which water is boiled to produce steam. 

Boiling water reactor (BWR) A type of nuclear reactor 
which boils water directly in the core to be sent to a turbine 
to generate electricity. 

Coal A black or brownish solid combustible substance 
formed by the partial decomposition of vegetable matter 
without free access of air and under the influence of mo is  
ture, and often intense pressure and temperature. The rank 
of coal (anthracite, bituminous, Subbituminous, and lignite) 
is determined by its heating value 

Condenser A large heat exchanger designed to cool 
exhaust steam so that it can be returned to the heat source 
as water. 

Containment building A gastight shell or other enclosure 
around a nuclear reactor that confines fission products. 

Control gate Gates that open on a dam and allow gravity 
to pull water into the intake structure. 

Control rod A rod, plate or tube containing a material that 
readily absorbs neutrons, slowing the fission process. 

Cooling tower A heat exchanger designed to aid in the 
cooling of water used to cool exhaust steam exiting the 
turbines of a power plant. Cooling towers transfer exhaust 
heat into the air instead of into a body of water. 

Dam A barrier built across a waterway to control the flow 
of water, 

Generator A machine that transforms mechanical energy 
into electric energy. 

Heat recovery generator A heat exchanger that uses the 
heat rejected from a gas turbine The waste heat is captured 
and is then used as input heat to a steam turbine to more 
efficiently create electricity. 

Intake Gates on a dam that open and allow gravity to pull 
the water through the penstock 

Intermediate plant A generating plant that typically runs 
about 50 to 60 percent of the time to meet electricity demand 
that exceeds the basic, continuous level. 

Natural gas Naturally occurring mixtures of hydrocarbon 
gases and vapors, the more important of which are methane, 
ethane, propane, butane, pentane, and hexane. 

Peaking plant A generating plant that typically runs less 
than 10 percent of the time to meet relatively short periods of 
heightened electricity demand on the hottest and coldest days. 

Penstock A pipeline that leads from a reservoir to a turbine 
allowing water to build pressure as it flows through this pipe 

Powerhouse A hydroelectric plant structure housing a 
transformer. 

Precipitator Air pollution control device that collects particles 
from gaseous emissions by mechanical or electrical means 

Pressurized water reactor (PWR) A type of power 
producing reactor which keeps the water surrounding the 
core under pressure. When the pressurized water is heated 
by the reactor, it is sent to a heat exchanger and i t  boils 
water that is kept at a lower pressure. This steam is then 
sent to a turbine to generate electricity. 

Pulweerizer A machine that reduces coal to a powder. 

Reactor vessel An apparatus in which the nuclear fission 
chain reaction may be initiated, maintained and controlled, 
so that the accompanying energy is released at a specified 
rate. It includes fuel (uranium), a moderating material, control 
elements and instrumentation. 

Reservoir Any holding area, natural or artificial, used to 
store, regulate or control water. 

Scrubber A device that uses a liquid spray or solid sorbent 
to remove aerosol and gaseous pollutants from an air stream. 
The gases are removed either by absorption or by chemical 
reaction. 

Selective catalytic reduction A method to reduce nitro- 
gen oxide in which exhaust gases produced by a coal-fired 
electric generating unit pass though the SCA, where an 
ammonia or a urea solution reacts with the nitrogen oxide in 
the exhaust and converts it to nitrogen and water, prior to 
the exhaust going up the smokestack 

Stack A chimney or smokestack, a vertical pipe or flue, that 
exhausts gases and particulate matter to the atmosphere 

Steam generator Avessel containing water that uses a heat 
source to change water into steam. 

Transformer An electromagnetic device for changing the 
voltage level of alternating-current electricity 

Turbine A part in some electric plants that is spun by a force 
of energy 1e.g.. air, water, steam, or a combustion engine) 
in order to turn the generator It generally consists of a series 
of curved vanes or blades emanating from an axis that is 
turned by forcing air, steam or water past the vanes or 
blades. 

Uranium The heaviest element normally found in nature. 
The fissile isotope uranium-235 is the principal nuclear fuel 
material used in today's nuclear power reactors. Uranium is 
a hard, shiny. metallic radioactive element. Its atomic number 
is 92, its atomic weight is 238, and its symbol is U. 

8 
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Anclote 

Details The Anclore Plant is a two-unit oil-fired steam plant located at the mouth of 
the Ancloie River, one mile west of Tarpon Springs. Fla Aiiclote's first unit 
began commercial service in 1974. and its second unit followed in 1978. 

location Holiday, Fla 

Capacity 1,011 MW steam 

Avon Park 

Details The Avon Park Plant, located near Avon Park, Fla., contains two combustion 
turbine units and is used during times of peak demand. The plant began 
operation in 1968. 

Location Avon Park, Fla 

Capacity 48 MW combustion turbine 

I 

i 

11 
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Details Located on the west shore of Tampa Bay, Fla ,the Bartow Plant is comprised 
of a four-on-one combined cycle unit, with four gas turbines and one steam 
turbine, which began operation in 2009. and four combustion turbine units, 
which began operation in 1972. 

Bavtow 

location St. Petersburg. Fla 

Capacity 1,133 MW combined cycle 

178 MW combustion turbine 

.......... ._ .- .... .- - .. __ 
i I Bayboro 

i 

Details Located near St. Petersburg, Fla the Eayboro Plant hegan operation in 1973 
and has four combustion turbine units used during times of peak demand. 

Location St Petersburg. Fia 

Capacity 174 MW combustion turbine 

12 
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I 
.. 

! 
. .  . . . .  ... .- -. .... ........... ................ 

1 . 

Crystal River 

j 

Details The Crystal River Complex consists of one PWR nuclear unit and four coal-fired 
generating units. These units came online in 1966,1969.1977, 1982 and 1984 
Located about eight miles north of the town of Crystal River, Fla.. the Crystal 
River Energy Complex i s  die largest generaiing plant on the Progress Energy 
system and one of the largest generating planrs in the nation, with a toial 
capecity of approximately 3,127 MW. 

location Crystal River, Fla 

Capacity 2,267 MW steam 

860 MW nuclear 

DeBaly 

Details The DeBary Plant, located near the town of DeEary, Fla , contains 10 combustion 
turbine units used primarily during times of peak demand The plant began 
operation in 1975 with t w o  units and additional units were added in 1976 
and 1992. 

Location DeBary, Fla 

Capacity 642 MW combustion turbine 

13 
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Higgins 

Details The Higgins Plant, located near Oldsmar. Fla ~ has four combustion turbine 
units. Two units began commercial operation in 1969, and two additional 
units were added in 1970 and 1971. 

Location Oldsmar, Fla 

Capacity 114 MW combustion turbine 

Hines 

Details The Hines Plant, locaied near the town of Bartow, Fla , has four combined 
cycle units The first unit began commercial operation in 1999 and 
subsequent units began operation in 2003.2005 and 2007 

Location Bartow, Fla 

Capacity 1.912 MW combined cycle 

14 
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Intercession City 

Details The Intercession City Plant contains 14 combustion turbine units used during 
times of peak demand. The plant is located near Intercession City, Fla The 
first six units began operation in 1974, with additional units added in ‘1993, 
1997 and 2000 

location Intercession City, Fla 

Capacity 980 MW combustion turbine 

Rio Pinar 

Details Progress Energy’s Rio Pinar Plant, located near Rio Pinar, Fla , has a single 
combustion turbine unit. which began operation in 1970 

location Ria Pinar. Ha. 

Capacity 12 MW combustion turbine 

15 
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Suwannee 

Details The Suwannee Plant, located on the banks of the Suwannee River near 
Live Oak, Fla , contains three oil-fired steam units that began operation in 
1953, 1954 and 1956, and three combustion turbine units that went into 
service in 1980. 

Location Live Oak, Fla 

Capacity 153 MW combustion turbine 

131 MW steam 

Tiger Bay 

Details Located near Fort Meade. Fla.. the l iger  Bay Plant contains one combinedcycle 
unit. The site is just six miles from the Hines Plant and began commercial 
operation in 1994. The plant was purchased from Destec in 1997 

Location Fi Meade. Fla 

Capacity 205 MW combined cycle 

16 
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Turner 

Details The Turner Plant is located near Enterprise, Ra., and consists of four combustion 
turbine units used during times of peak demand The first two units began 
operation in 1970, with additional units added in 1974. 

location Enterprise, Fla 

Capacity 147 b1W combustion turbine 

University of Florida 

Cogeneration 

Details Locaied on the University of Florida at Gainesville campus, the University of 
Florida Cogeneration Plant houses one combustion turbine unit The plant 
began commercial operation in 1994. 

location Gainesville, Fla 

Capacity 46 MW combustion turbine 

17 
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. . . . - .- .. .- - -. . . . . . -. . . . . .. . . . . . . . .  I 

Ashewilk 

Details The Asheville Plant is the largest electric generating facility in Western North 
Carolina. Located near Skyland. N C , the plant consists of two coal-fired 
unit? and two combristion turbine units The Aslieville Plant began commercial 
operation in 1964, with additions in 1971,1999 and 2000 

location Arden, N.C 

Capacity 376 MW steam 

324 MW combustion turbine 

Blewett 

Details The Blewett Plant consists of four combustion turbine units as well as six 
hydroelectric generating units. The plant began commercial operation in 1912, 
with additions in 1971 I 

location Lilesville, N.C 

Capacity 52 MW combustion turbine 

22 MW hydroelectric 

21 
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Details The Erunswick Plant houses two boiling water nuclear reactors It was the 
first nuclear power plant hitilt in Nonh Carolina, beDinning operation in 1975, 
with an additional unit in 1977.The plant and its nearby visitors center are 
located approximately two miles north of Southport, N C 

Location Southport, N.C 

Capacity 1,855 MW nuclear 

Cape Fear 

Details The Cape Fear Plant is located near Moncure, N C., and began commercial 
operation in 1923 as the company's first coal-fired facility Additional units 
came into service in 1924,1956,1958 and 1969. Today, the plant consists 
of two coal-fired units and two combined cycle generating units 

Location Moncure, N.C. 

Capacity 316 MW steam 

66 MW combined cycle 

22 
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Darlington 

Details Located in South Carolina near Progress Energy's Robinson Plant, the 
Darlington Plant consists of 13 combustion turbine units. The plant began 
operation in 1974. with additions in 1975 and 1997. 

location Hartsville, S C 

Capacity 799 M W  combustion turbine 

Harris 

Details The Harris Nuclear Plant is a single-unit pressurized water reactor. This plant 
was the last U S nuclear plan: to receive a construction permit and began 
commercial operation May 1987. The Harris Nuclear Plant and its nearby 
visitors center are located approximately 25 miles southwest of Raleigh, N.C 

Location New Hill, N.C 

Capacity 900 M W  nuclear 

23 
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Details The Lee Plant, part of the H F. Lee Enerr,y Complex. is located on the Neuse 
River near Goldsboro. N C., and coiitains three coal-fired steam units and four 
combustion turbine units. The plant began operation in 1951, with additions in 
1952, 1962. 7968 and 1971 

lee 

Lacatian Goldsboro, N C 

Capacity 397 MW steam 

75 MW combusiion turbine 

arshall 

Details The Marshall Plant is located on the French Broad River, northwest of 
Asheville. Its two hydroelectric generating units produce approximately 
4 megawatts, using a concrete masonrygravitydam standing 36 feet high 
The Marshall Plant began commercial operation in 1910 

Location Marshall, N C 

Capacity 4 MLV hydroelectric 

24 
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Details Located near Roxboro, N.C , the Mayo Plant began commercial operation in 
1983 and is 3 dual-boiler unit and coal-fired facility 

location Aoxboro, N.C. 

Capacity 727 MW steam 

Details The blorehead City Plant is located near Morehead City, N C It has one 
combustion turbine unit used during times of peak demand Plant operation 
began in 1968. 

location Moreliead City, N.C 

Capacity 12 MW combustion turbine 
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Delails The Richmond Plant houses five combustion turbine units and one 
combined-cycle unit. The plant is located just south of Hamlst. N.C.. and 
began commercial operation in 2001, with additions in 2002. A 600-MW 
combined cycle unit is under construction a i  the site and will come online 
in 201 1, 

Location Hamlet, N C. 

Capacity 820 MW combustion turbina 

470 MW combined cycle 

Details The Robiiison Plant houses one coal-fired steam unit. one combustion turbine 
unit and one pressurized water nuclear unit in its location near Hartsville, 
S.C. The coal-fired unit began commercial operation in 1960, the combustion 
turbine unir began operation in 1968, while the niiclear unit began operation 
in 1971. 

Location Hartsville. S C 

Capacity 724 M W  nuclear 

177 M W  xeam 

Richmond 

Robinson 

15 tvlW combustion turbine 
26 
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Roxboro 

Sutton 

Details The Roxboro Plant is one of Progress Energy's largest plants and ranks as 
one of the largest power plants in the United States The plant contains 
four coal-fired steam units Operation began in 1966 with additions in 1973 
and 1980 

Location Semora, N C 

Capacity 2,222 MW steam 

Details Located near bKlrnington. N C.. the Sutton Plant consists of three coal-fired 
steam units The first unit began commercial operation in 1954, with addi. 
tions in 1955 and 1972 The plant also contains three combustion turbine 
units that begen operation in 1968 and 1969. 

Location Wilmington, N.C. 

Capacity 604 MW steam 

61 MW combustion turbine 
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Tillery 

Details The Tillery Plant is located on the Pee Dee River near Mt. Gilead, N C The 
plant features an impressive dam, 2,800 feet long and 86 feet high. as well 
as flood-control gates The li l lery Plant began commercial operation in 1928, 
with additions in 1960 

Location Mt. Gilead, N.C 

Capacity 87 MW hydroelectric 

Walters 

Details The Walters Plant is  located on the Pigeon River near the North Carolina- 
Tennessee border. Twelve miles upstream from the liydroelectric plant is 
the arch-shaped Waiters Dam, which is 185 feet high The p!ant began 
commercial operation in 1930 

Locatian Waterville. N C. 

Capacity 112 MW hydroelectric 

28 
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Wayne 

Details The Wayne County Plant, part of the H.F. Lee Energy Complex, consists of 
five combustion turbine units The plant began operation in 2000 with an 
addition in 2009 

location Goldsboro, N C 

Capacity 863 MW combustion turbine 

Weatherspoon 

Details The Weatherspoon Plant, located near Lumberton, N.C , includes three 
coal-fired steam units The first unit began operation in 1949 with additions 
in 1950 and 1952 In addition. this site has four combustion turbine units that 
began commercial operation in 1970 and 1971 

Location Lumberton, NX 

Capacity 171 MW steam 

131 MbV combustion turbine 

29 
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AGREEMENT AND PLAN OF MERGER, dated as of January 8,201 1 (this 
ccArrreement?y), by and among DUKE ENERGY CORPORATION, a Delaware corporation (‘‘w), DIAMOND ACQUISITION CORPORATION, a North Carolina corporation and a 
direct wholly-owned subsidiary of Duke (‘Tvlerger Sub”), and PROGRESS ENERGY, LNC., a 
North Carolina corporation (“Progress”). 

f 

WKEREAS, the respective Boards of Directors of Duke and Merger Sub have approved 
this Agreement, and deem it advisable and in the best interests of their respective stockholders to 
consummate the merger of Merger Sub with and into Progress on the terms and conditions set forth 
herein (the ccMerger’y), and the Board of Directors of Duke has determined to recommend to the 
stockholders of Duke that they approve an amendment to the Amended and Restated Ceirificate of 
Incorporation of Duke providing for a reverse stock split and that they approve the issuance of 
shares of Duke Common Stock in connection with the Merger as set forth in this Agreement; 

WHEREAS, the Board of Directors of Progress has adopted this Agreemenf and deems it 
in the best interest of Progress to consummate the merger of Merger Sub with and into Progress on 
the terns and conditions set forth herein and has determined to recommend to the shareholders of 
Progress that they approve this Agreement and the Merger; 

WHEREAS, Duke and Progress desire to make certain representations, warranties, 
covenants and agreements in connection with the Merger and the transactions contemplated by this 
Agreement and also to prescribe various conditions to the Merger; and 

?WEREAS, for United States federal income tax purposes, it is intended that the Merger 
shall qualify as a reorganization under Section 368(a) of the Internal Revenue Code of 1986, as 
amended (the c c ~ ’ ) ,  and this Agreement is intended to be, and is hereby, adopted as a plan of 
reorganization within the meaning of Section 368(a) of the Code 

1 - ~ 

NOW, THEREFORE, in consideration of the foregoing and of the representations, 
warranties, covenants and agreements contained in this Agreement, the parties agree as follows: 

ARTICLE I 

THE MERGER 

Section 1.01. The Merger. IJpon the t e rm and subject to the conditions set forth in this 
Agreement, at the Effective Time, Merger Sub shall be merged with and into Progress in 
accordance with the North Carolina Business Corporation Act (the ‘WCBCA”). At the Effective 
Time, the separate corporate existence of Merger Sub shall cease, and Progress shall be the 
surviving corporation in the Merger (the “Surviving Cornoration”) and shall continue its corporate 
existence under the laws of the State of North Carolina and shall succeed to and assume all of the 
rights and obligations of Progress and Merger Sub in accordance with the NCBCA and shall 
become, as a result of the Merger, a direct wholly-owned subsidiary of Duke. 

Section 1.02. Closing. Unless this Agreement shall have been terminated pursuant to 
Section 7.01, the closing of the Merger (the “Closing”) will take place at 10:OO a.m., local time, on 
a date to be specified by the parties (the “Closinp Date”), which, subject to Section 4.06 of this 
Agreement, shall be no later than the second business day after satisfaction or waiver of the I 



JOINT APPLICANTS 
EXHIBIT E 

PAGE 07 

conditions set forth in Article VI (other than those conditions that by their terms are to be satisfied 
at the Closing, but subject to the satisfaction or waiver (to the extent permitted by applicable law) 
of such conditions at such time), unless another time or date is agreed to by the parties hereto. The 
Closing shall be held at such location as is agreed to by the parties hereto. 

Section 1.03. Effective Time of the Merger. Subject to the provisions of this Agreement, 
as soon as practicable after 1O:OO a.m., local time, on the Closing Date the parties thereto shall file 
articles of merger (the “Articles of Merger”) executed in accordance with, and containing such 
information as is required by, Section 55-1 1-05 of the NCBCA with the Secretary of State of the 
State of North Carolina and on or after the Closing Date shall make all  other filings or recordings 
required under the NCBCA. The Merger shall become effective at such time as the Articles of 
Merger are duly filed with the Secretary of State of the State of North Carolina or at such Iater time 
as is specified in the Articles of Merger (the time the Merger becomes effective being hereinafter 
referred to as the “Effective Time”). 

Section 1.04. Effects of the Merger. The Merger shall generally have the effects set forth 
in this Agreement and the applicable provisions of the NCBCA. 

Section 1 .OS. Articles of Incorporation and By-laws of the Surviving Corporation. 

(a) At the Effective Time, the articles of incorporation of Merger Sub as in effect 
inmediately prior to the Effective Time shall be the articles of incorporation of the Surviving 
Corporation until thereafter amended in accordance with the provisions thereof and hereof and 
applicable Law, in each case consistent with the obligations set forth in Section 5.08. 

I 

(b) At the Effective Time, the by-laws of Merger Sub as in effect immediately prior to 
the Effective Time shall be the by-laws of the Surviving Corporation until thereafter amended in 
accordance with the provisions thereof and hereof and applicable Law, in each case consistent with 
the obligations set forth in Section 5.08. 

Section 1.06. Directors and Officers of the Surviving Corporation. 

(a) The directors of Merger Sub at the Effective Time shall, from and after the 
Effective Time, be the directors of the Surviving Corporation in the Merger until their successors 
have been duly elected or appointed and qualified, or their earlier death, resignation or removal. 

The officers of Progress at the Effective Time shall, from and after the Effective (b) 
Time, be the initial officers of the Surviving Corporation until their successors have been duly 
elected or appointed and qualified, or their earlier death, resignation or removal. 

Section 1.07. Post-Merger Operations. 

(a) Board Matters. Duke shall take all necessary corporate action to cause the 
following to occur as of the Effective Time: (i) the number of directors constituting the Board of 
Directors of Duke shall be as set forth in Exhibit A hereto, with the identities of the Duke 
Designees (as defined in Exhibit A hereto) as set forth in Exhibit A hereto and the identities of the 
Progress Designees (as defined in Exhibit A hereto) as identified by Progress after the date hereof 
in accordance with the provisions of Exhibit A hereto, subject to such individuals’ ability and \ 

-2- 
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willingness to serve; (ii) the committees of the Board of Directors of Duke shall be as set forth in 
Exhibit A hereto, and the chairpersons of each such committee shall be designated in accordance 

serve; and (iii) the lead independent director of the Board of Directors of Duke shall be designated 
in accordance with the provisions of Exhibit A hereto, subject to such individual’s ability and 
willingness to serve. In the event any Duke Designee or any Progress Designee becomes unable or 
unwilling to serve as a director on the Board of Directors of Duke, or as a chairperson of a 
committee or as lead independent director, a replacement for such designee shall be determined in 
accordance with the provisions of Exhibit A hereto. 

I 
- ___. ? with the provisions of Exhibit A hereto, subject to such individuals’ ability and willingness to 

@) Chainnan of the Board: President and Chief Executive Officer; Executive Officers. 

(i) Duke’s Board of Directors shall cause the current Chief Executive Officer 
of Progress (the ‘‘Promess CEO”) to be appointed as the President and Chief Executive Officer of 
Duke, and cause the current Chief Executive Officer of Duke (the “Duke CEO’’) to be appointed as 
the Chairman of the Board of Directors of Duke, in each case, effective as of, and conditioned 
upon the occurrence of, the Effective Time, and subject to such individuals’ ability and willingness 
to serve. The roles and responsibilities of such officers shall be as specified on Exhibit B to this 
Agreement. In the event that the Progress CEO is unwilling or unable to serve as the President and 
Chief Executive Officer of Duke as of the Effective Time, Progress and Duke shall confer and 
mutually designate a President and Chief Executive Oficer of Duke, who shall be appointed by 
Duke in accordance with the Amended and Restated Certificate of Incorporation and Amended 
and Restated By-laws of Duke as in effect as of the Effective Time. In the event that the Duke 
CEO is unwilling ar unable to serve as the Chairman of the Board of Directors of Duke as of the 
Effective Time, Progress and Duke shall confer and mutually designate a Chairman of the Board 
of Directors of Duke, who shall be appointed by Duke in accordance with the Amended and 
Restated Certificate of Incorporation and Amended and Restated By-laws of Dike as in effect as 
of the Effective Time. 

i 
, 

(ii) The material terms of the Progress CEO’s employment with Duke as the 
President and Chief Executive Officer of Duke to be in effect as of the Effective Time are set forth 
on Exhibit C hereto. The parties shall use their commercially reasonable efforts to cause an 
employment agreement reflecting such terms to be executed by Duke and the Progress CEO as 
promptly as practicable after the date hereof, effective as of, and conditioned upon the occurrence 
of, the Effective Time. 

(iii) The material terms of the Duke CEO’s employment with Duke as the 
Chairman of the Board of Directors of Duke to be in effect as of the Effective Time are set forth on 
Exhibit D hereto. The parties shall use their commercially reasonable efforts to cause an 

- amendment to the employment agreement of the Duke CEO reflecting such amended terms to be 
executed by Duke and the Duke CEO as promptly as practicable after the date hereof, effective as 
of, and conditioned upon the occurrence of, the Effective Time. 

(iv) Subject to such individuals’ ability and willingness to so serve, Duke shall 
take all necessary corporate action so that the individuals identified on Exhibit E and designated 
for the Duke senior executive officer positions specified on such Exhibit shall hold such officer 
positions as of the Effective Time. In the event that any such individual(s) is(are) unwilling or I 

-3 - 



JOINT APPLICANTS 
EXHIBIT E 

PAGE 09 

unable to serve in such officer position(s) as of the Effective Time, Progress and Duke shall confer 
and mutually appoint other individual(s) to serve in such officer position(s). 1 

I 

(c) Name, Headquarters and Operations. Following the Effective Time, Duke shall 
retain its current name, and shall maintain its headquarters and principal corporate offices in 
Charlotte, North Carolina, none of which shall change as a result of the Merger, and, taken 
together with its subsidiaries following the Effective Time, shall maintain substantial operations in 
Raleigh, North Carolina. 

(d) Communitv Support. The parties agree that provision of charitable contributions 
and community support in their respective service areas serves a number of their important 
corporate goals. During the two-year period immediately following the Effective Time, Duke and 
its subsidiaries taken as a whole intend to continue to provide charitable contributions and 
community support within the service areas of the parties and each of their respective subsidiaries 
in each semice area at levels substantially comparable to the levels of charitable contributions and 
community support provided, directly or indirectly, by Duke and Progress within their respective 
service areas prior to the Effective Time. 

Section 1 .OS.  Transition Committee. As promptly as practicable after the date hereof and 
to the extent permitted by applicable law, the parties shall create a special transition committee to 
oversee integration planning, including, to the extent permitted by applicable law, consulting with 
respect to operations and major regulatory decisions. This transition committee shall be 
co-chaired by the Progress CEO and the Duke CEO, and shall be composed of such chief 

I executive officers and two other designees of Duke and two other designees of Progress. 
I 1  

ARTICLE JI 

CONVERSION OF S’HARES; EXCHANGE OF CERTIFICATES 

Section 2.01 Effect on Capital Stock. At the Effective Time, by virtue of the Merger and 
without any action on the part of holders of any shares of Progress Common Stock or any capital 
stock of Merger Sub: 

(a) Cancellation of Certain Progress Common Stock. Each share of Progress Common 
Stock that is owned by Progress (other than in a fiduciary capacity), Duke or Merger Sub shall 
automatically be canceled and retired and shall cease to exist, and no consideration shall be 
delivered in exchange therefor. 

(b) Conversion of Progress Common Stock. Subject to Sections 2.02(e) and 2.02(k), 
each issued and outstanding share of Progress Common Stock (other than shares to be canceled in 
accordance with Section 2.01(a)) shall be converted into the right to receive 2.612.5 (the 
‘‘ExchanPe Ratio”) hlly paid and nonassessable shares of Duke Common Stock (such aggregate 
amount, the “Merger Consideration”). As of the EEective Time, all such shares of Progress 
Common Stock shall no longer be outstanding and shall automatically be canceled and retired and 
shall cease to exist, and each holder of a certificate representing any such shares of Progress 
Common Stock shall cease to have any rights with respect thereto, except the right to receive the 
Merger Consideration as contemplated by this Section 2.01(b) (and cash in lieu of fractional shares ‘ 1  

i , ,  
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of Duke Common Stock payable in accordance with Section 2.02(e)) to be issued or paid in 
consideration therefor upon the surrender of certificates in accordance with Section 2.02, without 
interest, and the right to receive dividends and other‘ distributions 111 accordance with Section 2.02. 

Conversion of Merger Sub Common Stock At the Effective Time, by virtue of the 
Merger and without any action on the part of the holder thereof, each share of common stock, par 
value $0.01 per share, of Merger Sub issued and outstanding immediately prior to the Effective 
Time shall be converted into and become one validly issued, fully paid and nonassessable share of 
common stock, par value $0.01 per share, of the Surviving Corporation and shall constitute the 
only outstanding capital stock of the Surviving Corporation. From and after the Effective Time, all 
certificates representing the common stock of Merger Sub shall be deemed for all purposes to 
represent the number of shares of common stock of the Surviving Corporation into which they 
were converted in accordance with the immediately preceding sentence. 

. 

(c) 

Section 2.02 Exchange of Certificates. 

(a) Exchange Agent. Prior to the Effective Time, Duke shall enter into an agreement 
with such bank or trust company as may be mutually agreed by Duke and Progress (the “Exchange 
Agent”), which agreement shall provide that Duke shall deposit with the Exchange Agent at or 
prior to the Effective Time, for the benefit of the holders of shares of Progress Common Stock, for 
exchange in accordance with this Article 11, through the Exchange Agent, certificates representing 
the shares of Duke Common Stock representing the Merger Consideration (or appropriate 
alternative arrangements shall be made by Duke if uncertificated shares of Duke Common Stock 
will be issued). Following the Effective Time, Duke shall make available to the Exchange Agent, 
f?om time to time as needed, cash smcient  to pay any dividends and other distributions pursuant 
to Section 2.02(c) (such shares of Duke Common Stock to be deposited, together with any 
dividends or distributions with respect thereto with a record date after the Effective Time, being 
hereinafter referred to as the “Exchange Fund”). 

’ 

(b) Exchange Procedures. As soon as reasonably practicable after the Effective Time 
and in any event not later than the fifth Business Day following the Effective Time, Duke shall 
cause the Exchange Agent to mail to each holder of record of a certificate or certificates that 
immediately prior to the Effective Time represented outstanding shares of Progress Common 
Stock (the “Certificates”) whose shares were converted into the right to receive shares of Duke 
Common Stock pursuant to Section 2.01@), (i) a letter of transmittal (which shall specify that 
delivery shall be effected, and risk of loss and title to the Certificates shall pass, only upon delivery 
of the Certificates to the Exchange Agent and shall be in such form and have such other provisions 
as Duke and Progress may reasonably specify) and (ii) instructions for use in surrendering the 
Certificates in exchange for certificates representing whole shares of Duke Common Stock (or 
appropriate alternative arrangements shall be made by Duke if uncertificated shares of Duke 
Common Stock will be issued), cash in lieu of .fractional shares pursuant to Section 2.02(e) and any 
dividends or other distributions payable pursuant to Section 2.02(c). Upon surrender of a 
Certificate for cancellation to the Exchange Agent, together with such letter of transmittal, duly 
completed and validly executed in accordance with the instructions thereto, and such other 
documents as may reasonably be required by the Exchange Agent, the holder of such Certificate 
shall be entitled to receive in exchange therefor that number of whole shares of Duke Common 
Stock (which shall be in uncertificated book entry form unless a physical certificate is requested), 

-5- 
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that such holder has the right to receive pursuant to the provisions of this Article II, certain 
dividends or other distributions in accordance with Section 2.02(c) and cash in lieu of any 
fiactional share of Duke Common Stock in accordance with Section 2.02(e), and the Certificate so 
surrendered shall forthwith be canceled. In the event of a transfer of ownership of Progress 
Common Stock that is not registered in the transfer records of Progress, the proper number of 
shares of Duke Common Stock may be issued to a person other than the person in whose name the 
Certificate so surrendered is registered if such Certificate shall be properly endorsed or otherwise 
be in proper form for transfer and the person requesting such issuance shall pay any transfer or 
other taxes required by reason of the issuance of shares of Duke Common Stock to a person other 
than the registered holder of such Certificate or establish to the satisfaction of Duke that such tax 
has been paid or is not applicable. TJntil surrendered as contemplated by this Section 2.02, each 
Certificate shall be deemed at any time after the Effective Time to represent only the right to 
receive upon such surrender the Merger Consideration, which the holder thereof has the right to 
receive in respect of such Certificate pursuant to the provisions of this Article 11, certain dividends 
or other distributions in accordance with Section 2.02,(c) and cash in lieu of any fractional share of 
Duke Common Stock, in accordance with Section 2.02(e). No interest shall be paid or will accrue 
on the Merger Consideration or any cash payable to holders of Certificates pursuant to the 
provisions of this Article II. 

(c) Distributions with Respect to Unexchanaed Shares. No dividends or other 
distributions with respect to Duke Common Stock with a record date after the Effective Time shall 
be paid to the holder of any unsurrendered Certificate with respect to the shares of Duke Common 
Stock issuable hereunder in respect thereof and no cash payment in lieu of fractional shares shall 
be paid to any such holder pursuant to Section 2.02(e), and all such dividends and other 
distributions shall be paid by Duke to the Exchange Agent and shall be included in the Exchange 
Fund, in each case until the surrender of such Certificate in accordance with this Article TI. Subject 
to the effect of applicable escheat or similar laws, following surrender of any such Certificate there 
shall be paid to the recardholder thereof, (i) without interest, the number of whole shares of Duke 
Common Stock issuable in exchange therefor pursuant to rh is  Article JI, the amount of dividends 
or other distributions with a record date after the Effective Time theretofore paid with respect to 
such whole shares of Duke Common Stock and the amount of any cash payable in lieu of a 
fiactional share of Duke Common Stock to which such holder is entitled pursuant to Section 
2.02(e) and (ii) at the appropriate payment date, the amount of dividends or other distributions with 
a record date after the Effective Time but prior to such surrender and with a payment date 
subsequent to such surrender payable with respect to such whole shares of Duke Common Stock. 

(d) No Further Ownership RiPhts in Progress Common Stock: Closing of Transfer 
Books. All shares of Duke Common Stock issued upon the surrender for exchange of Certificates 
in accordance with the terms of this Article I1 (including any cash paid pursuant to this Article 11) 
shall be deemed to have been issued (and paid) in full satisfaction of all rights pertaining to the 
shares of Progress Common Stock theretofore represented by such Certificates, subject, however, 
to Progress’s obligation to pay any dividends or make any other distributions with a record date 
prior to the Effective Time that may have been declared or made by Progress on such shares of 
Progress Common Stock that remain unpaid at the Effective Time. As of the Effective Time, the 
stock transfer books of Progress shall be closed, and there shall be no further registration of 
transfers on the stock transfer books of Progress of the shares of Progress Common Stock that were 
outstanding immediately prior to the Effective Time. If, after the Effective Time, Certificates are 

I 
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presented to Progress, Duke or the Exchange Agent for any reason, they shall be canceled and 
exchanged as provided in this Article 11, except as otherwise required by law. 

I 

(e) No Fractional Shares. 

(i) No certificates or scrip representing fractional shares of Duke Common 
Stock shall be issued upon the surrender for exchange of Certificates, no dividend or distribution 
of Duke shall relate to such fractional share interests and such fractional share interests will not 
entitle the owner thereof to vote or to any rights of a sheholder of Duke but, in lieu thereof, each 
holder of such Certificate will be entitled to a cash payment in accordance with the provisions of 
this Section 2.02(e). 

(ii) As promptly as practicable following the Effective Time, the Exchange 
Agent shall determine the excess of (A) the number of whole shares of Duke Common Stock 
delivered to the Exchange Agent by Duke pursuant to Section 2.02(a) representing the Merger 
Consideration over @) the aggregate number of whole shares of Duke Common Stock to be 
distributed to former holders of Progress Cornmon Stock pursuant to Section 2.02(b) (such excess 
being herein called the “Excess Shares”). Following the Effective Time, the Exchange Agent shall, 
on behalf of former shareholders of Progress, sell the Excess Shares at then-prevailing prices on 
the New York Stock Exchange, Inc. (‘r\nCSE’), all in the manner provided in Section 2.02(e)(iii). 
The parties acknowledge that payment of the cash consideration in lieu of issuing fractional shares 
of Duke Common Stock was not separately bargained for consideration but merely represents a 
mechanical rounding off for purposes of avoiding the expense and inconvenience to Duke that 
would otherwise be caused by the issuance of fractional shares ofDuke Common Stock. 

(iii) The sale of the Excess Shares by the Exchange Agent shall be executed on 
the NYSE through one or more member firms of the NYSE and shall be executed in round lots to 
the extent practicable. The Exchange Agent shall use reasonable efforts to complete the sale of the 
Excess Shares as promptly following the Effective Time as, in the Exchange Agent’s sole 
judgment, is practicable consistent with obtaining the best execution of such sales in light of 
prevailing market conditions. tJntil the net proceeds of such sale or sales have been distributed to 
the holders of Certificates formerly representing Progress Common Stock, the Exchange Agent 
shall hold such proceeds in trust for holders of Progress Common Stock (the “Common Shares 
My). The Surviving Corporation shall pay all commissions, transfer taxes and other 
out-of-pocket transaction costs, including the expenses and compensation of the Exchange Agent 
incurred in connection with such sale of the Excess Shares. The Exchange Agent shall determine 
the portion of the Common Shares Trust to which each former holder of Progress Common Stock 
is entitled, if any, by multiplying the amount of the aggregate net proceeds composing the 
Common Shares Trust by a fiaction, the numerator of which is the amount of the fractional share 
interest to which such former holder of Progress Common Stock would otherwise be entitled (after 
taking into account all shares of Progress Common Stock held at the Effective Time by such 
holder) and the denominator of which is the aggregate amount of fractional share interests to which 
all former holders of Progress Common Stock would otherwise be entitled. 

(iv) As soon as practicable after the determination of the amount of cash, if any, 
to be paid to holders of Certificates formerly representing Progress Common Stock with respect to 

I any fractional share interests, the Exchange Agent shall make available such amounts to such 

-7- 



JOINT APPLICANTS 
EXHIBIT E 

PAGE 13 

holders of Certificates formerly representing Progress Common Stock, without interest, subject to 
and in accordance with the terrns of Section 2.02(c). 

2 ,  I 
--I 

( f )  Termination of Exchange Fund Any portion of the Exchange Fund that remains 
undistributed to the holders of the Certificates for one year after the Effective Time shall be 
delivered to Duke, upon demand, and any holders of the Certificates who have not theretofore 
complied with this Article II shall thereafter look only to Duke for payment of their claim for 
Merger Consideration, any dividends or distributions with respect to Duke Common Stock and 
any cash in lieu of fkactional shares of Duke Common Stock. 

(g) No Liability. None of Duke, Progress, Merger Sub, the Surviving Corporation or 
the Exchange Agent or any of their respective directors, officers, employees and agents shall be 
liable to any person in respect of any shares of Duke Coimon Stock, any dividends or 
distributions with respect thereto, any cash in Lieu of fractional shares of Dulce Common Stock or 
any cash from the Exchange Fund in each case delivered to a public official pursuant to any 
applicable abandoned property, escheat or similar law. If any Certificate shall not have been 
surrendered prior to five years after the Effective Time (or immediately prior to such earlier date 
on which any Merger Consideration, any dividends or distributions payable to the holder of such 
Certificate or any cash payable to the holder of such Certificate formerly representing Progress 
Common Stock pursuant to this Article II, would otherwise escheat to or become the property of 
any Governmental Authority), any such Merger Consideration, dividends or distributions in 
respect of such Certificate or such cash shall, to the extent permitted by applicable law, become the 
property of Duke, free and clear of all claims or interest of any person previously entitled thereto. 

Investment of Exchange Fund. The Exchange Agent shall invest any cash included 
in the Exchange Fund, as directed by Duke, on a daily basis, provided that no gain or loss thereon 
shall affect the amounts payable to the holders of Progress Common Stock pursuant to the other 
provisions of this Article II. Any interest and other income resulting from such investments shall 
be paid to Duke. 

(i) 

I 

@) i l  

Withholding Rights. Duke and the Exchange Agent shall be entitled to deduct and 
withhold from any consideration payable pursuant to this Agreement to any person who was a 
holder of Progress Common Stock immediately prior to the Effective Time such amounts as Duke 
and the Exchange Agent may be required to deduct and withhoId with respect to the making o f  
such payment under the Code or any other provision of applicable federal, state, local or foreign 
tax law. To the extent that amounts are so withheld by Duke or the Exchange Agent and duly paid 
over to the applicable taxing authority, such withheld amounts shall be treated for all purposes of 
this Agreement as having been paid to the person to whom such consideration would otherwise 
have been paid. 

(j) Lost, Stolen or Destroyed Certificates. If any Certificate shall have been lost, 
stolen or destroyed, upon the making of an affidavit of that fact by the person claiming such 
Certificate to be lost, stolen or destroyed and, if required by Duke, the posting by such person of a 
bond in such reasonable amount as Duke may direct as indemnity against any claim that may be 
made against it with respect to such Certificate, the Exchange Agent shall issue in exchange for 
such lost, stolen or destroyed Certificate, the Merger Consideration and, if applicable, any unpaid 

I 
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dividends and distributions on shares of Duke Common Stock deliverable in respect thereof and 
any cash in lieu of fkxtional shares, in each case pursuant to this Agreement. 

Q Adjustments to Prevent Dilution. Ln the event that Progress changes the nuniber of 
shares of Progress Common Stock or securities convertible or exchangeable into or exercisable for 
shares of Progress Common Stock, or Duke changes the number of shares of Duke Common Stock 
or securities convertible or exchangeable into or exercisable for shares of Duke Common Stock, 
issued and outstanding prior to the Effective Time, in each case as a result of a reclassification, 
stock split (including a reverse stock split), stock dividend or distribution, subdivision, exchange 
or readjustment of shares, or other similar transaction, the Exchange Ratio shall be equitably 
adjusted; provided, however, that nothing in this Section 2.02(k) shall be deemed to pennit or 
authorize any party hereto to effect any such change that it is not otherwise authorized or permitted 
to undertake pursuant to this Agreement. Without limiting the generality of the foregoing, upon 
Duke’s implementation of the reverse stock split as described in Section 5.01(c), the Exchange 
Ratio will be reduced by multiplying the then-current Exchange Ratio by a ratio, the numerator of 
which is the number of shares of Duke Common Stock outstanding immediately following such 
reverse stock split, and the denominator of which is the number of shares of Duke Common Stock 
outstanding immediately prior to such reverse stock split. 

(I) Uncertificated Shares. In the case of outstanding shares of Progress Common 
Stock that are not represented by Certificates, the parties shall make such adjustments to this 
Section 2.02 as are necessary or appropriate to implement the same purpose and effect that this 
Section 2.02 has with respect to shares of Progress Common Stock that are represented by 
Certificates. 

ARTICLE IlI 

REPRESENTATTONS AND WARRANTIES 

Section 3.01 Representations and Warranties of Promess. Except as set forth in the letter 
dated the date of this Agreement and delivered to Duke by Progress concurrently with the 
execution and delivery of this Agreement (the “Promess Disclosure Letter”) or, to the extent the 
qualifying nature of such disclosure is readily apparent therefrom and excluding any 
fonvard-looking statements, risk factors and other similar statements that are cautionary and 
non-specific in nature, as set forth in the Progress SEC Reports filed on or after January 1,2009 
and prior to the date hereof, Progress represents and warrants to Duke as follows: 

(a) Organization and Qualification. 

(i) Each of Progress and its subsidiaries is duly organized, validly existing and 
in good standing (with respect to jurisdictions that recognize the concept of good standing) under 
the laws of its jurisdiction of organization and has 1 1 1  power and authority to conduct its business 
as and to the extent now conducted and to own, use and lease its assets and properties, except for 
such failures to be so organized, existing and in good standing (with respect to jurisdictions that 
recognize the concept of good standing) or to have such power and authority that, individually or 
in the aggregate, have not had and could not be reasonably expected to have a material adverse 
effect on Progress. Each of Progress and its subsidiaries is duly qualified, licensed or admitted to 
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do business and is in good standing (with respect to jurisdictions that recognize the concept of 
good standing) in each jurisdiction in which the ownership, use or leasing of its assets and 
properties, or the conduct or nature of its business, makes such qualification, licensing or 
admission necessary, except for such failures to be so qualified, licensed or admitted and iu good 
standing (with respect to jurisdictions that recognize the concept of good standing) that, 
individually or in the aggregate, have not had and could not reasonably be expected to have a 
material adverse effect on Progress. Section 3.01(a) of the Progress Disclosure Letter sets forth as 
of the date of this Agreement the name and jurisdiction of organization of each subsidiary of 
Progress. No subsidiary of Progress owns any stock in Progress. Progress has made available to 
Duke prior to the date of this Agreement a true and complete copy of Progress’s articles of 
incorporation and by-laws, each as amended through the date hereof. 

_. . 

(ii) Section 3.01(a) of the Progress Disclosure Letter sets forth a description as 
of the date of this Agreement, of all Progress Joint Ventures, including (x) the name of each such 
entity and (y) a brief description of the principal line or lines of business conducted by each such 
entity. For purposes of this Agreement: 

(A) “Joint Venture” of a person or entity shall mean any person that is 
not a subsidiary of such first person, in which such first person or one or more of its 
subsidiaries owns directly or indirectly an equity interest, other than equity 
interests held for passive investment purposes that are less than 5% of each class of 
the outstanding voting securities or equity interests of such second person; 

(13) “Propress Joint Venture” shall mean any Joint Venture of Progress 
or any of its subsidiaries in which the invested capital associated with Progress’s or 
its subsidiaries’ interest, as of the date of this Agreement exceeds $50,000,000; and 

(C) “Duke Joint Venture” shall mean any Joint Venture of Duke or any 
of its subsidiaries in which the invested capital associated with Duke’s or its 
subsidiaries’ interest, as of the date of this Agreement, exceeds $100,000,000. 

(iii) Except for interests in the subsidiaries of Progress, the Progress Joint 
Ventures and interests acquired after the date of this Agreement without violating any covenant or 
agreement set forth herein, neither Progress nor any of its subsidiaries directly or indirectly owns 
any equity or similar interest in, or any interest convertible into or exchangeable or exercisable for, 
any equity or similar interest in, any person, in which the invested capital associated with such 
interest of Progress or any of its subsidiaries exceeds, individually as of the date of this Agreement, 
$50,000,000. 

(b) Cauital Stock. 

(i) The authorized capital stock of Progress consists of: 

(A) 500,000,000 shares of common stock, no par value (the “Progress 
Common Stock”), of which 2,93,150,141 shares were outstanding as of November 
2,2010; and 

-10- 



JOINT APPLICANTS 
EXHIBIT E 

PAGE 16 

(B) 20,000,000 shares of preferred stock, no par value per share, none of 
which were outstanding as of the date of this Agreement. 

As of the date of this Agreement, no shares of Progress Common Stock were held in the 
treasury of Progress. As of the date of this Agreement, l,418,M7 shares of Progress Common 
Stock were subject to outstanding stock options granted under the Progress Employee Stock 
Option Plans (collectively, the “Progress Employee Stock Options”), 1 ,I 94,888 shares of Progress 
Common Stock were subject to outstanding awards of restricted stock units or phantom shares of 
Progress Common Stock (“Progress Restricted Stock Unitsy’), 1,87S,087 shares of Progress 
Common Stock were subject to outstanding awards of performance shares of Progress Common 
Stock, determined at maximum performance levels (“Promess Performance Shares”) and 
1,65 1,047 additional shares of Progress Common Stock were reserved for issuance pursuant to the 
Progress Energy, Inc. 1997 Equity Incentive Plan, the Progress Energy, Im. 2002 Equity Incentive 
Plan, the Progress Energy, Inc. 2007 Equity Incentive Plan, the Amended and Restated Progress 
Energy, Inc. Nan-Employee Director Stock Unit Plan, and any other compensatory plan, program 
or arrangement under which shares of Progress Common Stock are reserved for issuance 
(collectively, the “Progress Employee Stock Option Plans”). Since November 2,2010, no shares 
of Progress Common Stock have been issued except pursuant to the Progress Employee Stock 
Option Plans and Progress Employee Stock Options issued thereunder and the Progress Energy, 
Inc. Investor Plus Plan, and from November 2,2010 to the date of this Agreement, no shares of 
Progress Common Stock have been issued other than 17,367 shares of Progress Common Stock 
issued pursuant to the Progress Employee Stock Option Plans or Progress Employee Stock 
Options issued thereunder and 62,489 shares of Progress Common Stock issued pursuant to the 
Progress Energy, Inc. Investor Plus Plan. All of the issued and outstanding shares of Progress 
Common Stock are, and all shares reserved for issuance will be, upon issuance in accordance with 
the terms specified in the insbxments or agreements pursuant to which they are issuable, duly 
authorized, validly issued, Mly paid and nonassessable. Except as disclosed in this Section 
3.01(b), as of the date of this Agreement there are no outstanding subscriptions, options, warrants, 
rights (including stock appreciation rights), preemptive rights or other contracts, commitments, 
understandings or arrangements, including any right of conversion or exchange under any 
outstanding security, instrument or agreement (together, ‘cOptions’’), obligating Progress or any of 
its subsidiaries (A) to issue or sell any shares of capital stock of Progress, (B) to grant., extend or 
enter into any Option with respect thereto, (C) redeem or otherwise acquire any such shares of 
capital stock or other equity interests or 0) provide a material amount of funds to, or make any 
material investment (in the form of a loan, capital contribution or otherwise) in, any of their 
respective subsidiaries. 

I 

(ii) Except as permitted by this Agreement, all of the outstanding shares of 
capital stock of each subsidiary of Progress are duly authorized, validly issued, fully paid and 
nonassessable and are owned, beneficially and of record, by Progress or a subsidiary of Progress, 
free and clear of any liens, claims, mortgages, encumbrances, pledges, security interests, equities 
and charges of any kind (each a “ ~ ’ ) ,  except for any of the foregoing that., individually or in the 
aggregate, have not had and could not reasonably be expected to have a material adverse effect on 
Progress. There are no (A) outstanding Options obligating Progress or any of its subsidiaries to 
issue or sell any shares of capital stock of any subsidiary of Progress or to grant, extend or enter 
into any such Option or @) voting trusts, proxies or other commitments, understandings, 
restrictions or arrangements in favor of any person other than Progress or a subsidiary I 
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wholly-owned, directly or indirectly, by Progress with respect to the voting of or the right to 
participate in dividends or other earnings on any capital stock of Progress or any subsidiary of 
Progress. 

(iii) Progress is a “holding company” as defmed under Section 1262 of the 
Public Utility Holding Company Act of 200.5, as amended (the ‘‘2005 Act”). 

(iv) As of the date of this Agreement, no bonds, debentures, notes or other 
indebtedness of Progress or any of its subsidiaries having the right to vote (or which are 
convertible into or exercisable for securities having the right to vote) (collectively, “Promess 
Voting. Debt”) on any matters on which Progress shareholders may vote are issued or outstanding 
nor are there any outstanding Options obligating Progress or any of its subsidiaries to issue or sell 
any Progress Voting Debt or to grant, extend or enter into any Option with respect thereto. 

(v) There have been no repricings of any Progress Employee Stock Options 
through amendments, cancellation and reissuance or other means during the current or prior two 
(2) calendar years. None of the Progress Employee Stock Options, Progress Restricted Stock Units 
or Progress Performance Shares (A) have been granted since November 2,20 10, except as 
permitted by this Agreement, or (B) have been granted in contemplation of the Merger or the 
transactions contemplated in this Agreement. None of the Progress Employee Stock Options was 
granted with an exercise price below the per share closing price on the NYSE on the date of grant. 
All grants of Progress Employee Stock Options, Progress Restricted Stock IJnits and Progress 
Performance Shares were validly made and properly approved by the Board of Directors of 
Progress (or a duly authorized committee or subcommittee thereof) in compliance with all 
applicable laws and recorded on the consolidated financial statements of Progress in accordance 
with GAAP, and no such grants of Progress Employee Stock Options involved any “back dating,” 
“forward dating” or similar practices. 

(c) Authoritv. Progress has fill1 corporate power and authority to enter into this 
Agreement, to perform its obligations hereunder and, subject to obtaining Progress Shareholder 
Approval, to consummate the transactions contemplated hereby. The execution, delivery and 
performance of this Agreement by Progress and the consummation by Progress of the transactions 
contemplated hereby have been duly and validly adopted and unanimously approved by the Board 
of Directors of Progress, the Board of Directors of Progress has recommended approval of this 
Agreement by the shareholders of Progress and directed that this Agreement be submitted to the 
shareholders of Progress for their approval, and no other corporate proceedings on the part of 
Progress or its shareholders are necessary to authorize the execution, delivery and performance of 
this Agreement by Progress and the c o n s m a t i o n  by Progress of the Merger and the other 
transactions contemplated hereby, other than obtaining Progress Shareholder Approval. This 
Agreement has been duly and validly executed and deIivered by Progress and, assuming this 
Agreement constitutes the legal, valid and binding obligation of Duke and Merger Sub, constitutes 
a legal, valid and binding obligation of Progress enforceable against Progress in accordance with 
its terms, except that such enforcement may be subject to applicable bankruptcy, insolvency, 
reorganization, moratorium or other similar laws, now or hereafter in effect, relating to creditors’ 
rights generally and to general equitable principles. 

I 
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(d) No Conflicts; Approvals and Consents. 

(i) The execution and delivery of this Agreement by Progress does not, and the 
performance by Progress of its obligations hereunder and the consummation of the Merger and the 
other transactions contemplated hereby will not, conflict with, result in a violation or breach of, 
constitute (with or without notice or lapse of time or both) a default under, result in or give to any 
person any right of payment or reimbursement, termination, cancellation, modification or 
acceleration of, or result in the creation or imposition of any Lien upon any of the assets or 
properties of Progress or any of its subsidiaries or any of the Progress Joint Ventures under, any of 
the terms, conditions or provisions of (A) the certificates or articles of incorporation or by-laws (or 
other comparable organizational documents) of Progress or any of its subsidiaries or any of the 
Progress Joint Ventures, or (B) subject to the obtaining of Progress Shareholder Approval and the 
taking of the actions described in paragraph (ii) of this Section 3.01(d), including the Progress 
Required Statutory Approvals, (x) any statute, law, rule, regulation or ordinance (together, “laws)’), 
or any judgment, order, writ or decree (together, “orders”), of any federal, state, local or foreign 
government or any court of competent jurisdiction, administrative agency or commission or other 
governmental authority or instrumentality, domestic, foreign or supranational (each, a 
“Governmental Author&”) applicable to Progress or any of its subsidiaries or any of the Progress 
Joint Ventures or any of their respective assets or properties, or (y) any note, bond, mortgage, 
security agreement, credit agreement, indenture, license, franchise, permit, concession, contract, 
lease, obligation or other instrument to which Progress or any of its subsidiaries or any of the 
Progress Joint Ventures is a party or by which Progress or any of its subsidiaries or any of the 
Progress Joint Ventures or any of their respective assets or properties is bound, excluding from the 
foregoing clauses (x) and (y) such items that, individually or in the aggregate, have not had and 
could not reasonably be expected to have a material adverse effect on Progress. 

(ii) Except for (A) compliance with, and filings under, the Hart-Scott-Rodino 
Antitrust Improvements Act of 1976, as amended, and the rules and regulations thereunder (the 
“HSR Act”); (B) the filing with and, to the extent required, the declaration of effectiveness by the 
Securities and Exchange Commission (the “my) of (1) aproxy statement relating to the approval 
of this Agreement by Progress’s shareholders (such proxy statement, together with the proxy 
statement relating to the approval of this Agreement by Duke’s shareholders, in each case as 
amended or supplemented from time to tirne, the “Joint Proxy Statement”) pursuant to the 
Securities Exchange Act of 1934, as amended, and the rules and regulations thereunder (the 
“ExchanPeAct”), (2) the registration statement on Form S-4 prepared in connection with the 
issuance of Duke Common Stock in the Merger (the “Form S-4”) and ( 3 )  such reports under the 
Exchange Act as may be required in connection with this Agreement and the transactions 
contemplated hereby; (C) the filing of documents with various state securities authorities that may 
be required in connection with the transactions contemplated hereby; (D) such filings with and 
approvals of the NYSE to permit the shares of Duke Common Stock that are to be issued pursuant 
to Article I1 to be listed on the NYSE; (E) the registration, consents, approvals and notices required 
under the 2005 Act; (F) notice to, and the consent and approval of, the Federal Energy Regulatory 
Commission (the “FERC”) under Section 203 of the Federal Power Act, as amended (the “Power 
- Act”), or an order under the Power Act disclaiming jurisdiction over the transactions contemplated 
hereby; (G) the filing of an application to, and consent and approval of, and issuance of any 
required licenses and license amendments by, the Nuclear Regulatory Commission (the ‘‘K%K%) 
under the Atomic Energy Act of 1954, as amended (the “Atomic Enerw Act”); (H) the filing of the 

I 
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Articles of Merger and other appropriate merger documents required by the NCBCA with the 
Secretary of State of the State of North Carolina and appropriate documents with the relevant 
authorities of other states in which Progress is qualified to do business; (I) compliance with and 
such filings as may be required under applicable Environmental Laws; (.I) to the extent required, 
notice to and the approval of the North Carolina tJtilities Commission (the “NCUC”), the Public 
Service Commission of South Carolina (the ‘‘PSCSC))), the Florida Public Service Commission 
(the “FPSC”), the Public Utilities Commission of Ohio (the “PUCO”), the Indiana Utility 
Regulatory Commission (the “IURC”) and the Kentucky Public Service Commission (the 
ccI(LpSc17) (collectively, the “ApDlicable PSCs”); (K) required pre-approvals (the ‘‘a 
Pre-Amrovals”) of license transfers with the Federal Communications Commission (the “E’); 
(L) such other items as disclosed in Section 3.01(d) ofthe Progress Disclosure Letter; and (M) 
compliance with, and filings under, antitrust or competition laws of any foreign jurisdiction, if 
required (the items set forth above in clauses (A) through (IT) and (9, collectively, the “Proness 
Required Statutorv Approvals”), no consent, approval, license, order or authorization 
(“Consents”) or action of, registration, declaration or filing with or notice to any Governmental 
Authority is necessary or required to be obtained or made in connection with the execution and 
delivery of this Agreement by Progress, the performance by Progress of its obligations hereunder 
or the consummation of the Merger and the other transactions Contemplated hereby, other than 
such items that the failure to make or obtain, as the case may be, individually or in the aggregate, 
could not reasonably be expected to have a material adverse effect on Progress. 

i 
,-i_ - _ _  _ _  

(e) SEC Reports, Financial Statements and Utility Reports. 

(i) Progress and its subsidiaries have filed or furnished each form, report, 
l schedule, registration statement, registration exemption, if applicable, definitive proxy statement 

and other document (together with all amendments thereof and supplements thereto) required to be 
filed or furnished by Progress or any of its subsidiaries pursuant to the Securities Act of 1933, as 
amended, and the rules and regulations thereunder (the “Securities Act-”) or the Exchange Act with 
the SEC since January 1,2007 (as such documents have since the time of their filing been amended 
or supplemented, the ‘‘Promess SEC Reports”). As of their respective dates, after giving effect to 
any amendments or supplements thereto, the Progress SEC Reports (A) complied as to form in all 
material respects with the requirements of the Securities Act and the Exchange Act, if applicable, 
as the case may be, and, to the extent applicable, the Sarbanes-Oxley Act of 2002 (“Sox,,), and 
(B) did not contain any untrue statement of a material fact or omit to state a material fact required 
to be stated therein or necessary in order to make the statements therein, in light of the 
circumstances under which they were made, not misleading. 

(ii) Each of the principal executive officer o i  Progress and the principal 
financial officer of Progress (or each former principal executive officer of Progress and each 
former principal financial officer of Progress, as applicable) has made all certifications required by 
Rule 13a-14 or 15d-14 under the Exchange Act or Sections 302 and 906 of SOX and the rules and 
regulations of the SEC promulgated thereunder with respect to the Progress SEC Reports. For 
purposes of the preceding sentence, “principal executive officer” and “principal financial offic~r’~ 
shall have the meanings given to such terms in SOX. Since January 1,2007, neither Progress nor 
any of its subsidiaries has arranged any outstanding “extensions of credit” to directors or executive 
officers within the meaning of Section 402 of SOX. 
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( 6 )  The audited consolidated financial statements and unaudited interim 
consolidated financial statements (including, in each case, the notes, if any, thereto) included in the 
Progress SEC Reports (the “Proness Financial Statements”) complied as to form in all material 
respects with the published rules and regulations of the SEC with respect thereto in effect at the 
time of filing or furnishing the applicable Progress SEC Report, were prepared in accordance with 
TJnited States generally accepted accounting principles (“GAAP”) applied on a consistent basis 
during the periods involved (except as may be indicated therein or in the notes thereto and except 
with respect to unaudited statements as permitted by Form 10-Q of the SEC) and fairly present 
(subject, in the case of theLunaudited interim financial statements, to normal, recurring year-end 
audit adjustments that were not or are not expected to be, individually or in the aggregate, 
materially adverse to Progress) the consolidated financial position of Progress and its consolidated 
subsidiaries as ofthe respective dates thereof and the consolidated results of their operations and 
cash flows for the respective periods then ended. 

i 
i I 5 

(iv) All filings (other than inmaterial filings) required to be made by Progress 
or any of its subsidiaries since January 1,2007, under the 2005 Act, the Power Act, the Atomic 
Energy Act, the Natural Gas Act, the Natural Gas Policy Act of 1978, the Communications Act of 
1934 and applicable state laws and regulations, have been filed with the SEC, the FERC, the 
Department of Energy (the “my), the FCC or any applicable state public utility commissions 
(including, to the extent required, NCUC, PSCSC and FPSC), as the case may be, including all 
forms, statements, reports, agreements (oral or written) and all documents, exhibits, amendments 
and supplements appertaining thereto, including all rates, tariffs, franchises, service agreements 
and related documents, and all such filings complied, as of their respective dates, with all 
applicable requirements of the applicable statute and the rules and regulations thereunder, except 
for filings the failure of which to make or the failure of which to make in compliance with all 
applicable requirements of the applicable statute and the rules and regulations thereunder, 
individually or in the aggregate, have not had and could not reasonably be expected to have a 
material adverse effect on Progress. 

’ I 

(v) Progress has designed and maintains a system of internal control over 
financial reporting (as defined in Rules 13a-1 S(f) and 15d-lS(f) of the Exchange Act) sufficient to 
provide reasonable assurances regarding the reliability of financial reporting. Progress (x) has 
designed and maintains disclosure controls and procedures (as defined in Rules 13a-IS(e) and 
1 Sd-1 S(e) of the Exchange Act) to provide reasonable assurance that all information required to be 
disclosed by Progress in the reports that it files or submits under the Exchange Act is recorded, 
processed, summarized and reported within the time periods specified in the SEC’s rules and 
form and is accumulated and communicated to Progress’s management as appropriate to allow 
timely decisions regarding required disclosure, and (y) has disclosed, based on its most recent 
evaluation of internal control over financial reporting, to Progress’s outside auditors and the audit 
committee 6f the Board of Directors of Progress (A) all significant deficiencies and material 
weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect Progress’s ability to record, process, summarize and report 
financial idormation and (B) any fraud, whether or not material, that involves management or 
other employees who have a significant role in Progress’s internal control over financial reporting. 
Since December 3 1,2006, any material change in internal control over Gnancial reporting required 
to be disclosed in any Progress SEC Report has been so disclosed. 

~ , 
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(vi) Since December 3 1 , 2006, (x) neither Progress nor any of its subsidiaries 
nor, to the knowledge of the Executive Officers (for the purposes of this Section 3.0l(e)(vi), as 
such term is defined in Section 3b-7 of the Exchange Act) of Progress, any director, officer, 
employee, auditor, accountant or representative of Progress or any of its subsidiaries has received 
or otherwise obtained luiowledge of any material complaint, allegation, assertion or claim, 
whether written or oral, regarding the accounting or auditing practices, procedures, methodologies 
or methods of Progress or any of its subsidiaries or their respective internal accounting controls 
relating to periods after December 3 1 , 2006, including any material cornplaint, allegation, 
assertion or claim that Progress or any of its subsidiaries has engaged in questionable accounting 
or auditing practices (except for any of the foregoing after the date hereof which have no 
reasonable basis), and (y) to the knowledge of the Executive Officers of Progress, no attorney 
representing Progress or any of its subsidiaries, whether or not employed by Progress or any of its 
subsidiaries, has reported evidence of a material violation of securities laws, breach of fiduciary 
duty or similar violation, relating to periods after December 3 1,2006, by Progress or any of its 
officers, directors, employees or agents to the Board of Directors of Progress or any committee 
thereof or to any director or Executive Officer of Progress. 

-1 

( f )  Absence of Certain Changes or Events. Since December 3 1 , 2009, through the date 
hereof, Progress and its subsidiaries have conducted their respective businesses in all material 
respects in the ordinary course of business in a consistent manner since such date and there has not 
been any change, event or development that, individually or in the aggregate, has had or could 
reasonably be expected to have a material adverse effect on Progress. 

(g) Absence of Undisclosed Liabilities. Except for matters reflected or reserved 
against in the consolidated balance sheet (or notes thereto) as of December 31,2009, included in 
the Progress Financial Statements, neither Progress nor any of its subsidiaries has any liabilities or 
obligations (whether absolute, accrued, contingent, fixed or otherwise, or whether due or to 
become due) of any nature that would be required by GAAF’ to be reflected on a consolidated 
balance sheet of Progress and its consolidated subsidiaries (including the notes thereto), except 
liabilities or obligations (i) that were incurred in the ordinary course of business consistent with 
past practice since December 3 1,2009, (ii) that were incurred in connection with the transactions 
contemplated by this Agreement and that are not material in the aggregate or (iii) that, individually 
or in the aggregate, have not had and could not reasonably be expected to have a material adverse 
effect on Progress. Neither Progress nor any of its subsidiaries is a party to, or has any 
cornmitment to become a party to, any joint venture, off-balance sheet partnership or any similar 
contract or arrangement (including any Contract relating to any transaction or relationship 
between or among Progress and any of its subsidiaries, on the one hand, and any unconsolidated 
affiliate, including any structured finance, special purpose or limited purpose entity or person, on 
the other hand, or any “off-balance sheet arrangements” (as defined in Item 303(a) of Regulation 
S-K under the Exchange Act), where the result, purpose or effect of such contract or arrangement 
is to avoid discloswe of any material transaction involving, or material liabilities of, Progress or 
any of its subsidiaries, in the Progress Financial Statements or the Progress SEC Reports. 

(h) Legal Proceedings. Except for Environmental Claims, which are the subject of 
Section 3.01(n), as of the date of this Agreement, (i) there are no actions, suits, arbitrations or 
proceedings pending or, to the knowledge of Progress, threatened against, relatirig to or affecting, 
nor to the knowledge of Progress are there any Governmental Authority investigations, inquiries % 
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or audits pending or threatened against, relating to or affecting, Progress or any of its subsidiaries 
or any of the Progress Joint Ventures or any of their respective assets and properties that, in each 
case, individually or in the aggregate, have had or could reasonably be expected to have a material 
adverse effect on Progress and (ii) neither Progress nor any of its subsidiaries or material assets is 
subject to any order of any Governmental Authority that, individually or in the aggregate, has had 
or could reasonably be expected to have a material adverse effect on Progress. 

(i) Information Supplied. None of the information supplied or to be supplied by 
Progress for inclusion or incorporation by re€erence in (i) the Form S-4 will, at the time the Form 
S-4 is filed with the SEC, at any time it is amended or supplemented or at the time it becomes 
effective under the Securities Act, contain any untrue statement of a material fact or omit to state 
any material fact required to be stated therein or necessary to make the statements therein not 
misleading, or (ii) the Joint Proxy Statement will, at the date it is fxst mailed to Duke’s 
shareholders or Progress’s shareholders or at the time of the Progress Shareholders Meeting or the 
Duke Shareholders Meeting, contain any untrue statement of a material fact or omit to state any 
material fact required to be stated therein or necessary in order to make the statements therein, in 
light of the circumstances under which they are made, not misleading. The Joint Proxy Statement 
(other than the portions thereof relating solely to the Duke Shareholders Meeting) will comply as 
to form in all material respects with the requirements of the Exchange Act and the rules and 
regulations thereunder, except that no representation is made by Progress with respect to 
Statements made or incorporated by reference therein based on information supplied by or on 
behalf of Duke or Merger Sub for inclusion or incorporation by reference in the Joint Proxy 
Statement. 

fi) 
1 

Permits: Compliance with Laws and Orders. Progress, its subsidiaries and the 
Progress Joint Ventures hold all permits, licenses, certificates, notices, authorizations, approvals 
and similar Consents of all Governmental Authorities (“Permits”) necessary for the lawful conduct 
of their respective businesses, except for failures to hold such Permits that, individually or in the 
aggregate, have not had and could not reasonably be expected to have a material adverse effect on 
Progress. Progress, its subsidiaries and the Progress Joint Ventures are in compliance with the 
terms of their Permits, except failures so to comply that, individually or in the aggregate, have not 
had and could not reasonably be expected to have a material adverse effect on Progress. Progress, 
its subsidiaries and the Progress Joint Ventures are not, and since January 1,2008 have not been, in 
violation of or default under any law or order of any Governmental Authority, except for such 
violations or defaults that, individually or in the aggregate, have not had and could not reasonably 
be expected to have a material adverse effect on Progress. Progress is, and since January 1,2008 
has been, in compliance in all material respects with (i) SOX and (ii) the applicable listing 
standards and corporate governance rules and regulations of the NYSE. The above provisions of 
this Section 3.01fi) do not relate to matters with respect to taxes, such matters being the subject of 
Section 3.01&), Environmental Permits and Environmental Laws, such matters being the subject 
of Section 3.01(n), benefits plans, such matters being the subject of Section 3.01(1) and nuclear 
power plants, such matters being the subject of Section 3.c)I(o). 

(k) - Taxes. 

(i) Except as has not had, and could not reasonably be expected to have, a 
p material adverse effect on Progress: 
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(A) Each of Progress and its subsidiaries has timely filed, or has caused 
to be timely filed on its behalf, all Tax Returns required to be filed by it, and all 
such Tax Returns are true, complete and accurate. All Taxes shown to be due and 
owing on such Tax Returns have been timely paid. 

(€3) The most recent financial statements contained in the Pragress SEC 
Reports filed prior to the date of this Agreement reflect, in accordance with G M P ,  
an adequate reserve for all Taxes payable by Progress and its subsidiaries far all 
taxable periods through the date of such financial statements. 

(C) There is no audit, examination, deficiency, refund litigation, 
proposed adjustment or matter in controversy with respect to any Taxes or Tax 
Return of Progress or its subsidiaries, and, to the knowledge of Progress, neither 
Progress nor any of its subsidiaries has received written notice of any claim made 
by a governmental authority in a jurisdiction where Progress or any of its 
subsidiaries, as applicable, does not file a Tax Return, that Progress or such 
subsidiary is or may be subject to income taxation by that jurisdiction. No 
deficiency with respect to any Taxes has been proposed, asserted or assessed 
against Progress or any of its subsidiaries, and no requests for waivers of the time to 
assess any Taxes are pending. 

(D) There are no outstanding written agreements, consents or waivers to 
extend the statutory period of limitations applicable to the assessment of any Taxes 
or deficiencies against Progress or any of its subsidiaries, and no power of attorney 
granted by either Progress or any of its subsidiaries with respect to any Taxes is 
currently in force. 

(E) Neither Progress nor any of its subsidiaries is a party to any 
agreement providing for the allocation or sharing of Taxes imposed on or with 
respect to any individual or other person (other than (I) such agreements with 
customers, vendors, lessors or the like entered into in the ordinary course of 
business and (11) agreements with or among Progress or any of its subsidiaries), and 
neither Progress nor any of its subsidiaries (A) has been a member of an affiliated 
group (or similar state, local or foreign filing group) filing a consolidated 1.J.S. 
federal income Tax Return (other than the group the common parent of which is 
Progress or a subsidiary of Progress) or (B) has any liability for the Taxes of any 
person (other than Progress or any of its subsidiaries) (I) under Treasury Regulation 
Section 1" 1502-6 (or any similar provision of state, local or foreign law), or (11) as a 
transferee or successor. 

0;') There are no material Liens for Taxes (other than for current Taxes 
not yet due and payable) on the assets of Progress and its subsidiaries. 

(ii) Neither Progress nor any of its subsidiaries has taken or agreed to take any 
action or knows of any fact, agreement, plan or other circumstance that is reasonably likely to 
prevent or impede the Merger fiom qualifjring as a reorganization under Section 368(a) of the 
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For purposes of this Agreement: 

“Taxes” means any and all federal, state, local, foreign or other taxes of any kind (together 
with any and all interest, penalties, additions to tax and additional amounts imposed with respect 
thereto) imposed by any governmental authority, including, without limitation, taxes or other 
charges on or with respect to income, franchises, windfall or other profits, gross receipts, property, 
sales, use, capital stock, payroll, employment, unemployment, social security, workers’ 
compensation, or net worth, and taxes or other charges in the nature of excise, withholding, ad 
valorem or value added. 

1 

“Tax Return” means any rehm, report or similar statement (including the schedules 
attached thereto) required to be filed with respect to Taxes, including, without limitation, any 
information return, claim for refund, amended return, or declaration of estimated Taxes. 

(1) Employee-Benefit Plans: ERISA. 

(i) Except for such matters that, individually or in the aggregate, have not had 
and could not reasonably be expected to have a material adverse effect on Progress, (A) all 
Progress Employee Benefit Plans are in compliance with all applicable requirements of law, 
including the Employee Retirement Income Security Act of 1974, as amended, and the rules and 
regulations thereunder (“ERISA”), and the Code, and (B) there does not now exist, nor do any 
circumstances exist that could result in, any Controlled Group Liability that would be a liability of 
Progress or any of its subsidiaries following the Closing. The only material employment 
agreements, severance agreements or severance policies applicable to Progress or any of its 
subsidiaries are the agreements and policies disclosed in Section 3.01(l)(i) of the Progress 
Disclosure Letter. 

(ii) As used herein: 

(A) “Controlled Group Liability” means any and all liabilities (1) under 
Title IV of ERISA, (2) under Section 302 of ERISA, (3)  under Sections 412 and 
4971 of the Code, and (4) as a result of a failure to comply with the continuation 
coverage requirements of Section 601 et seq. of ERISA and Section 49XOB of the 
Code; 

(B) “ProIiress Employee Benefit Plan” means any Plan entered into, 
established, maintained, sponsored, contributed to or required to be contributed to 
by Progress or any of its subsidiaries for the benefit of the current or former 
employees or directors of Progress or any of its subsidiaries and existing on the date 
of this Agreement or at any time subsequent thereto and, in the case of a Plan that is 
subject to Part 3 of Title I of ERISA, Section412 of the Code or Title IV of ERISA, 
at any time during the five-year period preceding the date of this Agreement with 
respect to which Progress or any of its subsidiaries has or could reasonably be 
expected to have any present or future actual or contingent liabilities; and 

(C) “M means any employment, bonus, incentive compensation, 
deferred compensation, long term incentive, pension, profit sharing, retirement, 
stock purchase, stock option, stock ownership, stock appreciation rights, phantom 
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(i 
.:.. ..: . .  . .. . 

stock, leave of absence, layoff, vacation, day or dependent care, legal services, 
cafeteria, life, health, medical, accident, disability, workmen’s compensation or 
other insurance, retention, severance, separation, termination, change of control or 
other benefit plan, agreement, practice, policy, program, scheme or arrangement of 
any kind, whether written or oral, including any “employee benefit plan” within the 
meaning of Section 3(3) of ERISA. 

(iii) 

- -  

No event has occurred, and there exists no condition or set of circumstances 
in connection with any Progress Employee Benefit Plan, that has had or could reasonably be 
expected to have a material adverse effect on Progress. 

(iv) Section 3.01(l)(iv) of the Progress Disclosure Letter identifies each 
Progress Employee Benefit Plan that provides, upon the occurrence of a change in the ownership 
or effective control of Progress or its subsidiaries or a change in the ownership of all or a 
substantial portion of the assets of Progress or its subsidiaries, either alone or upon the occurrence 
of any additional or subsequent events and whether or not applicable to the transactions 
contemplated by this Agreement, for (A) an acceleration of the time of payment of or vesting in, or 
an increase in the amount of, compensation or benefits due any current or former employee, 
director or officer of Pragress or its subsidiaries, (B) any forgiveness of indebtedness or obligation 
to fund compensation or benefits with respect to any such employee, director or officer, or (C) an 
entitlement of any such employee, director or offcer to severance pay, unemployment 
compensation or any other payment or other benefit. 

(v) Each Progress Employee Benefit Plan that is in any part a “nonqualified 
deferred compensation plan” subject to Section 409A of the Code (A) materially complies and, at 
all times after December 3 1,2008 has materially complied, both in form and operation, with the 
requirements of Section 409A of the Code and the final regulations thereunder and (El) between 
January 1,2005 and December 3 1 , 2008 was operated in material reasonable, good faith 
compliance with Section 409A of the Code, as determined under applicable guidance of the United 
States Department of the Treasury (the “Treasury”) and the Internal Revenue Service. 

(m) Labor Matters. As of the date hereof, neither Progress nor any of its subsidiaries is 
a party to, bound by or in the process of negotiating any collective bargaining agreement or other 
labor agreement with any union or labor organization. As of the date of this Agreement, there are 
no disputes, grievances or arbitrations pending or, to the knowledge of Progress, threatened 
between Progress or any of its subsidiaries and any trade union or other representatives of its 
employees and there is no charge or complaint pending or threatened in writing against Progress or 
any of its subsidiaries before the National Labor Relations Board (the ‘“LRB”) or any similar 
Governmental Authority, except in each case as, individually or in the aggregate, have not had and 
could not reasonably be expected to have a material adverse effect on Progress, an4  to the 
knowledge of Progress, as of the date of this Agreement, there are no material organizational 
efforts presently being made involving any dfthe employees of Progress or any of its subsidiaries. 
From December 3 1 , 2007, to the date of this Agreement, there has been no work stoppage, strike, 
slowdown or lockout by or affecting employees of Progress or any of its subsidiaries and, to the 
knowledge of Progress, no such action has been threatened in writing, except in each case as, 
individually or in the aggregate, have not had and could not reasonably be expected to have a 
material adverse effect on Progress. Except as, individually or in the aggregate, has not had and 
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could not reasonably be expected to have a material adverse effect on Progress: (A) there are no 
litigations, lawsuits, claims, charges, complaints, arbitrations, actions, investigations or 
proceedings pending or, to the knowledge of Progress, threatened between or involving Progress 
or any of its subsidiaries and any of their respective current or former employees, independent 
contractors, applicants for employment or classes of the foregoing; (B) Progress and its 
subsidiaries are in compliance with all applicable laws, orders, agreements, contracts and policies 
respecting employment and employment practices, including, without limitation, all legal 
requirements respecting terms and conditions of employment, equal opportunity, workplace health 
and safety, wages and hours, child labor, immigration, discrimination, disability rights or benefits, 
facility closures and layoffs, workers’ compensation, labor relations, employee leaves and 
unemployment insurance; and (C) since January 1,2007, neither Progress nor any of its 
subsidiaries has engaged in any “plant closing” or “mass lay~ff ,~’  as defined in the Worker 
Adjustment Retraining and Notification Act or any comparable state or local law (the “WARN 
_- Act”), without complying with the notice requirements of such laws. 

i 
-- 7 

. 

(n) Environmental Matters. 

(i) Each of Progress, its subsidiaries and the Progress Joint Ventures since 
January 1,2008 has been and is in compliance with all applicable Environmental Laws (as 
hereinafter defined), except where the failure to be in such compliance, individually or in the 
aggregate, has not had and could not reasonably be expected to have a material adverse effect on 
Progress. 

(ii) Each of Progress, its subsidiaries and the Progress Joint Ventures has 
obtained all Permits under Environmental Laws (collectively, the “Environmental Permits”) 
necessary for the construction of their facilities and the conduct of their operations as of the date of 
this Agreement, as applicable, and all such Environmental Permits are validly issued, in fill1 force 
and effect, and final, and Progress, its subsidiaries and the Progress Joint Ventures are in 
compliance with all terms and conditions of the Environmental Permits, except where the failure to 
obtain such Environmental Permits, of such Permits to be in good standing or, where applicable, of 
a renewal application to have been timely filed and be pending or to be in such compliance, 
individually or in the aggregate, has not had and could not reasonably be expected to have a 
material adverse effect on Progress. 

~ 

~ I 

(iii) There is no Environmental Claini (as hereinafter defined) pending: 

(A) against Progress or any of its subsidiaries or any of the Progress 
Joint Ventures; 

(B) to the knowledge of Progress, against any person or entity whose 
liability for such Environmental Claim has been retained or assumed either 
contractually or by operation of law by Progress or any of its subsidiaries or any of 
the Progress Joint Ventures; or 

!; : :  , .- .,,... 5 

. (C) against any real or personal property or operations that Progress or 
any of its subsidiaries or any of the Progress Joint Ventures owns, leases or 
manages, in whole or in part, or, to the knowledge of Progress, formerly owned, 
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leased or managed, in whole or in part, except in the case of clause (A), (B) or (C) 
for such Environmental Claims that, individually or in the aggxegate, have not had 
and could not reasonably be expected to have a material adverse effect on Progress. 

(iv) To the knowledge of Progress, there have not been any Releases (as 
hereinafter defmed) of any Hazardous Material (as hereinafter defined) that would be reasonably 
likely to form the basis of any Environmental Claim against Progress or any of its subsidiaries or 
any of the Progress Joint Ventures, in each case, except for such Releases that, individually or in 
the aggregate, have not had and could not reasonably be expected to have a material adverse effect 
on Progress. 

(v) As used in this Section 3.01(n) and in Section 3.02(n): 

(A) “Environmental Claim” means any and all administrative, 
regulatory or judicial actions, suits, orders, demands, demand letters, directives, 
claims, liens, investigations, proceedings or notices of noncompliance, liability or 
violation (written or oral) by any person or entity (including any Governmental 
Authority) alleging potential liability (including potential responsibility or liability 
for enforcement, investigatory costs, cleanup costs, governmental response costs, 
removal costs, remedial costs, natural resources damages, property damages, 
personal injuries or penalties) arising out of, based on or resulting from 
circumstances forming the basis of any actual or alleged noncompliance with, 
violation of, or liability under, any Environmental Law or Environmental Permit; 

(B) “Environmental Laws” means all domestic or foreign federal, state 
and local laws, principles of common law and orders relating to pollution, the 
environment (including anibient air, surface water, groundwater, land surface or 
subsurface strata) or protection of human health as it relates to the environment 
including laws relating to the presence or Release of Hazardous Materials, or 
otherwise relating to the manufacture, processing, distribution, use, treatment, 
storage, disposal, transport or handling of, or exposure to, Hazardous Materials; 

(C) “Hazardous Materials” means (a) any petroleum or petroleum 
products, radioactive materials, asbestos in any form that is or could become friable, 
urea formaldehyde foam insulation, and polychlorinated biphenyls; and (b) any 
chemical, material, substance or waste that is prohibited, limited or regulated under 
any Environmental Law; and 

(D) “Releasey’ means any, spill, emission, leaking, injection, deposit, 
disposal, discharge, dispersal, leaching or migration into the atmosphere, soil, 
surface water, groundwater or property. 

(0) Ownership of Nuclear Power Plants. The operations of the nuclear generation 
stations owned, in whole or part, by Progress or its subsidiaries (collectively, the “Progress 
Nuclear Facilities”) are and have been conducted in compliance with all applicable laws and 
Pernlits, except for such failures to comply that, individually or in the aggregate, have not had and 
could not reasonably be expected to have a material adverse effect on Progress. Each of the 
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Progress Nuclear Facilities maintains, and is in material compliance with, emergency plans 
designed to respond to an unplanned Release therefrom of radioactive materials and each such 
plan conforms with the requirements o i  applicable law in all material respects. The plans for the 
decommissioning of each of the Progress Nuclear Facilities and for the storage of spent nuclear 
fuel conform with the requirements of applicable law in all material respects and, solely with 
respect to the pofiion of the Progress Nuclear Facilities owned, directly or indirectly, by Progress, 
are funded consistent with applicable law. Since December 3 1,2008, the operations of the 
Progress Nuclear Facilities have not been the subject of any notices of violation, any ongoing 
proceeding, NRC Diagnostic Team Inspections or requests for information from the NRC or any 
other agency with jurisdiction over such facility, except for such notices or requests for 
information that, individually or in the aggregate, have not had and could not reasonably be 
expected to have a material adverse effect on Progress. No Progress Nuclear Facility is listed by 
the NRC in the Unacceptable Performance column of the NRC Action Matrix, as a part of NRC’s 
Assessment of Licensee Performance. Liability insurance to the full extent required by law for 
operating the Progress Nuclear Facilities remains in full force and effect regarding such facilities, 
except for failures to maintain such insurance in full force and effect that, individually or in the 
aggregate, have not had and could not reasonably be expected to have a material adverse effect on 
Progress. 

-- 

(p) Vote Required. Assuming the accuracy of the representation and warranty 
contained in Section 3.02(r), the affirmative vote of the holders of record of at least a majority of 
the outstanding shares of Progress Common Stock, with respect to the approval of this Agreement 
(the “Progress Shareholder Approval”), is the only vote of the holders of any class or series of the 
capital stock of Progress or its subsidiaries required to approve this Agreement, the Merger and the 
other transactions contemplated hereby. 

(9) Opinions of Financial Advisors. The Board of Directors of Progress has received 
the opinion of each of Lazard Freres & Co. LLC and Barclays Capital Inc., to the effect that, as of 
the date of such opinion and based on the assumptions, qualifications and limitations contained 
therein, the Exchange Ratio is fair, from a financial point of view, to the holders of Progress 
Common Stock. 

(r) Ownership of Duke Capital Stock. Neither Progress nor any of its subsidiaries or 
other affiliates beneficially owns any shares of Duke capital stock. 

(s) Articles 9 and 9A of the NCBCA Not Applicable: Other Statutes. Progress has 
taken all necessary actions, if any, so that the provisions of Articles 9 and 9A of the NCBCA will 
not, before the termination of this Agreement, apply to this Agreement, the Merger or the other 
transactions contemplated hereby. No “fair price,” ‘(merger moratorium,” “control share 
acquisition,” or other anti-takeover or similar statute or regulation applies or purports to apply to 
this Agreement, the Merger or the other transactions contemplated hereby. 

(t) Joint Venture Representations. Each representation or warranty made by Progress 
in this Section 3.01 relating to a Progress Joint Venture that is neither operated nor managed solely 
by Progress or a Progress subsidiary shall be deemed made only to the knowledge of Progress. 
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(u) Insurance. Except for failures to maintain insurance or self-insurance that, 
1 individually or in the aggregate, have not had and could not reasonably be expected to have a 

material adverse effect on Progress, from January 1,2007, through the date of this Agreement, 
each of Progress and its subsidiaries has been continuously insured with financially responsible 
insurys or has self-insured, in each case in such amounts and with respect to such risks and losses 
as are customary for companies in the T.Jn.ited States conducting the business conducted by 
Progress and its subsidiaries during such time period. Neither Progress nor any of its subsidiaries 
has received any notice of any pending or threatened cancellation, termination or premium 
increase with respect to any insurance policy of Progress or any of its subsidiaries, except with 
respect to any cancellation, termination or premium increase that, individually or in the aggregate, 
has not had and could not reasonably be expected to have a material adverse effect on Progress. 

Energy Price Risk Management Progress has established risk parameters, limits 
and guidelines in compliance with the risk management policy approved by Progress’s Board of 
Directors (the “Progress Risk Management Guidelines”) and monitors compliance by Progress 
and its subsidiaries with such energy price risk parameters. Progress has provided the Progress 
Risk Management Guidelines to Duke prior to the date of this Agreement. Progress is in 
compliance in all material respects with the Progress Risk Management Guidelines. 

(v) 

(w) Progress Material Contracts. 

(i) For purposes of this Agreement, the term LLProgress Material Contract” 
shall mean any Contract to which Progress or any of its subsidiaries is a party or bound as of the 
date hereof: 

i 

(A) that is a “material contract” (as such term is defrned in Item 
601 (b)( 10) of Regulation S-K of the SEC); 

(l3) that (1) purports to limit in any material respect either the type of 
business in which Progress or its subsidiaries (or, after the Effective Time, Duke or 
its subsidiaries) or any of their respective affiliates may engage or the manner or 
geographic area in which any of them may so engage in any business, (2) would 
require the disposition of any material assets or line of business of Progress or its 
subsidiaries (or, after the Effective Time, Duke or its subsidiaries) or any of their 
respective aftiliates as a result of the consurnmation of the transactions 
contemplated by this Agreement, ( 3 )  is a material Contract that grants “most 
favored nation” status that, following the Effective Time, would impose obligations 
upon Duke or its subsidiaries, including Progress and its subsidiaries, or (4) 
prohibits or limits, in any material respect, the right of Progress or any of its 
subsidiaries (or, after the Effective Time, Duke or its subsidiaries) to make, sell or 
distribute any products or services or use, transfer, license or enforce any of their 
respective intellectual property rights; or 

‘ : 
I 

(C) that (1) has an aggregate principal amount, or provides for an 
aggregate obligation, in excess of $100,000,000 (I) evidencing indebtedness for 
borrowed money of Progress or any of its subsidiaries to any third party, VI) 
guaranteeing any such indebtedness of a third party or @I) containing a covenant 
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restricting the payment of dividends, or (2.) has the economic e€€ect of any of the 
items set forth in subclause (1) above. 

(ii) Neither Progress nor any subsidiary of Progress is in breach of or default 
under the terms of any Progress Material Contract and no event has occurred that (with or without 
notice or lapse of time or both) could result in a breach or default under any Progress Material 
Contract where such breach or default could reasonably be expected to have, individually or in the 
aggregate, a material adverse effect on Progress. To the knowledge of Progress, no other party to 
any Progress Material Contract is in breach of or default under the terms of any Progress Material 
Contract where such breach or default has had, or could reasonably be expected to have, 
individually or in the aggregate, a material adverse effect an Progress. Except as could not 
reasonably be expected to have, individually or in the aggregate, a material adverse effect on 
Progress, each Progress Material Contract is a valid and binding obligation of Progress or the 
subsidiary of Progress which is party thereto and, to the knowledge of Progress, of each other party 
thereto, and is in full force and effect, except that such enforcement may be sub,ject to applicable 
bankruptcy, insolvency, reorganization, moratorium or other similar laws, now or hereafter in 
effect, relating to creditors’ rights generally and to general equitable principles 

(x) Anti-Bribery Laws. 

(i) To the knowledge of Progress, Progress and its subsidiaries are, and since 
January 1,2008, have been, in compliance in all material respects with all statutory and regulatory 
requirements under the Foreign Corrupt Practices Act (15 U.S.C. $ 3  78dd-1, et seq.), as amended, 
the Anti-Kickback Act of 1986, as amended, the Organization for Economic Cooperation and 
Development Convention Against Bribery of Foreign Officials in International Business 
Transactions and all legislation implementing such convention and all other international 
anti-bribery conventions, and all other anti-corruption and bribery laws (including any applicable 
written standards, requirements, directives or policies of any Governmental Authority) (the 
“Anti-Bribev Laws”) in jurisdictions in which Progress and its subsidiaries have operated or 
currently operate. Since January 1,2008, neither Progress nor any of its subsidiaries has received 
any communication from any Governmental Authority or any written communication Erom any 
third party that alleges that Progress, any of its subsidiaries or any employee or agent thereof is in 
material violation of any Anti-Bribery Laws, and no such potential or actual material violation or 
liability has been discovered. 

1 

(ii) Without limiting the other provisions of this Section 3.01(x), since January 
1,2008, none of Progress or its subsidiaries nor, to the knowledge of Progress, any of their 
respective current or former directors, officers, principals, employees, managers, sales persons, 
consultants or other agents or representatives, distributors, contractors, joint venturers or any other 
person acting on any of their behalf, has, directly or indirectly, made or offered or solicited or 
accepted any contribution, &, gratuity, entertainment, bribe, rebate, payoff, influence payment, 
kickback or other payment or anything else of value to or from any person, private or public 
(including customers, potential customers, political parties, elected officials and candidates), 
whether in money, property, services or any other form, to influence any act of such person in such 
person’s official capacity, inducing such person to do or omit to do any act in violation of the 
lawful official duty of such person or securing an iInproper advantage or to induce such person to 

I use such person’s influence to obtain or retain business for Progress or its subsidiaries or otherwise 
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to confer any benefit to Progress or its subsidiaries in violation in any material respect of any 
Anti-Bribery Laws. 

(iii) Since January 1,2006, neither Progress iior any of its subsidiaries has made 
any disclosure (voluntary or otherwise) to any Governmental Authority with respect to any alleged 
material irregularity, material misstatement or material omission or other potential material 
violation or liability arising under or relating to any Anti-Bribery Law. 

Section 3.02 Representations and Warranties of Duke and Merger Sub. Except as set 
forth in the letter dated the date of this Agreement and delivered to Progress by Duke concurrently 
with the execution and delivery of this Agreement (the “Duke Disclosure Letter”) or, to the extent 
the qualifying nature of such disclosure is readily apparent therefrom and excluding any 
forwad-looking statements, risk factors and other similar statements that are cautionary and 
non specific in nature, as set forth in the Duke SEC Reports filed on or after January 1,2009 and 
prior to the date hereof, Duke and Merger Sub represent and warrant to Progress as follows: 

(a) Organization and Oualification. 

(i) Each of Duke and its subsidiaries is duly organized, validly existing and in 
good standing (with respect to jurisdictions that recognize the concept of good standing) under lhe 
laws of its jurisdiction of organization and has full power and authority to conduct its business as 
and to the extent now conducted and to own, use and lease its assets and properties, except for such 
failures to be so organized, existing and in good standing (with respect to jurisdictions that 
recognize the concept of good standing) or to have such power and authority that, individually or 

effect on Duke. Each of Duke and its subsidiaries is duly qualified, licensed or admitted to do 
business and is in good standing (with respect to jurisdictions that recognize the concept of good 
standing) in each jurisdiction in which the ownership, use or leasing of its assets and properties, or 
the conduct or nature of its business, makes such qualification, licensing or admission necessary, 
except for such failures to be so qualified, licensed or admitted and in good standing (with respect 
to jurisdictions that recognize the concept of good standing) that, individually or in the aggregate, 
have not had and could not reasonably be expected to have a material adverse effect on Duke. 
Section 3,02(a) of the Duke Disclosure Letter sets forth as of the date of this Agreement the name 
and jurisdiction of organization of each subsidiary of Duke. Merger Sub is a newly formed 
corporation and has engaged in no activities except as contemplated by this Agreement. All of the 
outstanding capital stock of Merger Sub is owned directly by Duke. No subsidiary of Duke owns 
any stock in Duke. Duke has made available to Progress prior to the date of this Agreement a true 
and complete copy of Duke’s certificate of incorporation and by-laws, each as aniended through 
the date hereof. 

I in the aggregate, have not had and could not be reasonably expected to have a material adverse 

(ii) Section 3.02(a) of the Duke Disclosure Letter sets forth a description as of 
the date of this Agreement, of all Duke Joint Ventures, including (x) the name of each such entity 
and (y) a brief description of the principal line or lines of business conducted by each such entity. 

(iii) Except for interests in the subsidiaries of Dtdse, the Duke Joint Ventures 
and interests acquired after the date of this Agreement without violating any covenant or 

I agreement set forth herein, neither Duke nor any of its subsidiaries directly or indirectly owns any 
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equity or similar interest in, or any interest convertible into or exchangeable or exercisable for, any 
equity or similar interest in, any person, in which the invested capital associated with such interest 
of Duke or any of its subsidiaries exceeds, individually as of the date of this Agreement, 

. . ,  
- _ _  

$100,000,000. 

(b) Capital Stock. 

(i) The authorized capital stock of Duke consists of: 

(A) 2,000,000,000 shares of common stock, par value $0.001 per share 
(the “Duke Common Stock”), of which 1,324,548,714 shares were outstanding as 
of October 29,2010; and 

@) 44,000,000 shares ofpreferred stock, par value $0.001 per share, 
none of which were outstanding as of the date of this Agreement. 

As of the date of this Agreement, no shares of Duke Common Stock are held in the treasury 
of Duke. As of the date of this Agreement, 13,869,567 shares of Duke Common Stock were 
subject to outstanding stock options granted under the Duke Employee Stock Option Plans (‘‘W 
Employee Stock Options”), 1,756,064 shares of Duke Common Stock were subject to outstanding 
awards of phantom stock units of Duke Common Stock (“Duke Phantom Stock Units”), 7,549,720 
shares of Duke Common Stock were subject to outstanding awards of performance shares of Duke 
Common Stock, determined at maximum performance levels (“Duke Performance Shares”) and 
75,901,5 15 additional shares of Duke Common Stock were reserved for issuance pursuant to the 
Duke Power Company Stock Incentive Plan, the Duke Energy Corporation 1998 Long-Tern 
hcentive Plan, the Duke Energy Corporation 2006 Long-Term Incentive Plan, the Duke Energy 
Corporation 201 0 Long-Term Incentive Plan, the Dike Energy Corporation Directors’ Savings 
Plan, the Duke Energy Corporation Executive Savings Plan and any other compensatory plan, 
program or arrangement under which shares of Duke Common Stock are reserved for issuance 
(collectively, the “Duke Employee Stock Option Plans“). Since October 29,201 0, no shares of 
Duke Common Stock have been issued except pursuant to the Duke Employee Stock Option Plans 
and Duke Employee Stock Options issued thereunder, and Gom October 29,2010 to the date of 
this Agreement, no shares of Duke Common Stock have been issued other than 268,498 shares of 
Duke Common Stock issued pursuant to the Duke Employee Stock Option Plans or Duke 
Employee Stock Options issued thereunder. All of the issued and outstanding shares of Duke 
Common Stock are, and all shares reserved for issuance will be, upon issuance in accordance with 
the terms specified in the insfmrnents or agreements pursuant to which they are issuable, duly 
authorized, validly issued, fully paid and nonassessable. Except as disclosed in this Section 
3.02(b), as of date of this Agreement there are no outstanding Options obligating Duke or any of its 
subsidiaries (A) to issue or sell any shares of capital stock of Dulce, (B) to grant, extend or enter 
into any Option with respect thereto, (C) redeem or otherwise acquire any such shares of capital 
stock or other equity interests or (D) provide a material amount of fimds to, or make any material 
investment (in the form of a loars capital contribution or otherwise) in, any of their respective 
subsidiaries. 

(ii) Except as permitted by this Agreement, all of the outstanding shares of 
l _ _  capital stock of each subsidiary of Duke are duly authorized, validly issued, fully paid and 
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nonassessable and are owned, beneficially and of record, by Duke or a subsidiary of Duke, free and 
clear of any Liens, except for any of the foregoing that, individually or in the aggregate, have not 
had and could not reasonably be expected to have a material adverse effect on Duke. All of the 
outstanding shares of capital stock of Merger Sub are duly authorized, validly issued, fully paid 
and nonassessable and are owned, beneficially and of record, directly by Duke. The shares of 
Merger Sub owned by Duke are owned free and clear of any Liens. There are no (A) outstanding 
Options obligating Duke or any of its subsidiaries to issue or sell any shares of capital stoclc of any 
subsidiary of Duke orto grant, extend or enter into any such Option or (B) voting trusts, proxies or 
other commitments, understandings, restrictions or arrangements in favor of any person other than 
Duke or a subsidiary wholly-owned, directly or indirectly, by Duke with respect to the voting of or 
the right to participate in dividends or other earnings on any capital stock of Duke or any 
subsidiary of Duke. 

(iii) As of the date of this Agreement, none of the subsidiaries of Duke or the 
Duke Joint Ventures is a “public utility company,” a “holding company,” a “subsidiary company’’ 
or an “affiliate” of any holding company within the meaning of Section 2(a)(5), 2(a)(7), 2(a)(8) or 
2(a)(l1) of the 2005 Act, respectively. None of Duke, its subsidiaries and the Duke Joint Ventures 
is registered under the 2005 Act. 

(iv) As of the date of this Agreement, no bonds, debentures, notes or other 
indebtedness of Duke or any of its subsidiaries having the right to vote (or which are convertible 
into or exercisable for securities having the right to vote) (collectively, “Duke Voting Debt”) on 
any matters on which Duke shareholders may vote are issued or outstanding nor are there any 
outstanding Options obligating Duke or any of its subsidiaries to issue or sell any Duke Voting 
Debt or to grant, extend or enter into any Option with respect thereto. I 

(v) Each share of Duke Common Stock to be issued in the Merger shall be duly 
authorized, validly issued, fully paid and nonassessable and free and clear of any Liens. 

(vi) There have been no repricings of any Duke Employee Stock Options 
through amendments, cancellation and reissuance or other means during the current or prior two 
(2) calendar years. None of the Duke Employee Stock Options, Duke Phantom Stock Units or 
Duke Performance Shares (A) have been granted since August 6,201 0, except as permitted by this 
Agreement, or (B) have been granted in contemplation of the Merger or the transactions 
contemplated in this Agreement. None of the Duke Employee Stock Options was granted with an 
exercise price below the per share closing price on the NYSE on the date of grant. All grants of 
Duke Employee Stock Options, Duke Phantom Stock Units and Duke Performance Shares were 
validly made and properly approved by the Board of Directors of Duke (or a duly authorized 
committee or subcommittee thereof) in compliance with all applicable laws and recorded on the 
consolidated financial statements of Duke in accordance with GAAP, and no such grants of Duke 
Employee Stock Options involved any “back dating,” “forward dating” or sinlilar practices. 

(c) Authority. Duke has full corporate power and authority to enter into this 
Agreement, to perform its obligations hereunder and, subject to obtaining Duke Shareholder 
Approval, to consummate the transactions contemplated hereby. The execution, delivery and 
performance of this Agreement by Duke and the consummation by Duke of the transactions 
contemplated hereby have been duly and validly adopted and unanimously approved by the Board 
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of Directors of Duke, the Board of Directors of Duke has recommended approval by the 

that the Duke Charter Amendment and Duke Share Issuance be submitted to the shareholders of 
Duke for their approval, and no other corporate proceedings on the part of Duke or its shareholders 
are necessary to authorize the execution, delivery and performance of this Agreement by Duke and 
the consummation by Duke of the Merger and the other transactions conternplated hereby, other 
than obtaining Duke Shareholder Approval. This Agreement has been duly and validly executed 
and delivered by Duke and, assuming this Agreement constitutes the legal, valid and binding 
obligation of Progress, constitutes a legal, valid and binding obligation of Duke enforceable 
against Duke in accordance with its terms, except that such enforcement may be subject to 
applicable bankruptcy, insolvency, reorganization, moratorium or other similar laws, now or 
hereafter in effect, relating to creditors’ rights generally and to general equitable principles. 

1 shareholders of Duke of the Duke Charter Amendment and the Duke Share Issuance, and directed 

(d) No Conflicts: Approvals and Consents. 

(i) The execution and delivery of this Agreement by Duke does not, and the 
performance by Duke of its obligations hereunder and the consummation of the Merger and the 
other transactions contemplated hereby will not, conflict with, result in a violation or breach of, 
constitute (with or without notice or lapse of time or both) a default under, Iesult in or give to any 
person any right of payment or reimbursement, termination, cancellation, modification or 
acceleration of, or result in the creation or imposition of any Lien upon any of the assets or 
properties of Duke or any of its subsidiaries or any of the Duke Joint Ventures under, any ofthe 
terms, conditions or provisions of (A) subject to the effectiveness of the Duke Charter Amendment, 
the certificates or articles of incorporation or by-laws (or other comparable organizational 
documents) of Duke or any of its subsidiaries or any of the Duke Joint Ventures, or (B) subject to 
the obtainiig of Duke Shareholder Approval and the taking of the actions described in paragraph 
(ii) ofthis Section 3.02(d), including the Duke Required Statutory Approvals, (x) any laws or 
orders of any Governmental Authority applicable to Duke or any of its subsidiaries or any of the 
Duke Joint Ventures or any of their respective assets or properties, or (y) any note, bond, mortgage, 
security agreement, credit agreement, indentwe, license, franchise, permit, concession, contract, 
lease, obligation or other instrument to which Duke or any oE its subsidiaries or any of the Duke 
Joint Ventures is a party or by which Duke or any of its subsidiaries or any ofthe Duke Joint 
Ventures or any of their respective assets or properties is bound, excluding from the foregoing 
clauses (x) and (y) such items that, individually or in the aggregate, have not had and could not 
reasonably be expected to have a material adverse effect 011 Duke. 

(ii) Except for (A) compliance with, and filings under, the HSR Act; (E!) the 
filing with and, to the extent required, the declaration of effectiveness by, the SEC of (1) the Joint 
Proxy Statement pursuant to the Exchange Act, (2) the Form S-4 and (3) such reports under the 
Exchange Act as may be required in connection with this Agreement and the transactions 
contemplated hereby; (C) the filing of documents with various state securities authorities that may 
be required in connection with the transactions contempllaied hereby; @) such filings with and 
approvals of the NYSE with respect to the Duke Charter Amendment, if necessary, and to permit 
the shares of Duke Common Stock that are to be issued pursuant to Article I1 to be listed on the 
NYSE; (E) the registration, consents, approvals and notices required under the 2005 Act; (F) 
notice to, and the consent and approval of, FERC under Section 203 of the Power Act, or an order 

1 under the Power Act disclaiming jurisdiction over the transactions contemplated hereby; (G) the 
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fling of an application to, and consent and approval of, and issuance of any required licenses and 
license amendments by, the NRC under the Atomic Energy Act; (H) the filing of the Certificate of 
Amendment with respect to the Duke Charter Amendment with the Secretary of State of the State 
of Delaware and the Articles of Merger and other appropriate merger documents required by the 
NCBCA with the Secretary of State of the State of North Carolina and appropriate documents with 
the relevant authorities of other states in which Duke is qualified to do business; (I) compliance 
with and such filings as may be required under applicable Environmental Laws; (J) to the extent 
required, notice to and the approval of, the Applicable PSCs; (K) !he FCC Pre-Approvals; 0.) such 
other items as disclosed in Section 3.02(d) of the Duke Disclosure Letter; and 0 compliance 
with, and fdings under, antitrust or competition laws of any foreign jurisdiction, if required (the 
items set forth above in clauses (A) through (H) and (J) collectively, the “Duke Required Statutory 
Ap~rovals”), no Consents or action of, registration, declaration or filing with or notice to any 
Governmental Authority is necessary or required to be obtained or made in connection with the 
execution and delivery of this Agreement by Duke, the performance by Duke of its obligations 
hereunder or the consummation of the Merger and the other transactions contemplated hereby, 
other than such items that the failure to make or obtain, as the case may be, individually or in the 
aggregate, could not reasonably be expected to have a material adverse effect on Duke. 

I 

-_. -. - -_ - 

(e) SEC Reports, Financial Statements and Utilitv Reports. 

(i) Duke and its subsidiaries have filed or furnished each fomi, report, schedule, 
registration statement, registration exemption, if applicable, defmitive proxy statement and other 
document (together with all amendments thereof and supplements thereto) required to be filed or 
furnished by Duke or any of its subsidiaries pursuant to the Securities Act or the Exchange Act 
with the SEC since January 1,2007 (as such documents have since the time of their filing been 
amended or supplemented., the “Duke SEC Reports”). As oE their respective dates, after giving 
effect to any amendments or supplements thereto, the Duke SEC Reports (A) complied as to form 
in all material respects with the requirements of the Securities Act and the Exchange Act, if 
applicable, as the case may be, and, to the extent applicable, SOX and (B) did not contain any 
untrue statement of a material fact or omit to state a material fact required to be stated therein or 
necessary in order to make the statements therein, in light of the circumstances under which they 
were made, not misleading. 

(ii) Each o f  the principal executive officer of Duke and the principal fniancial 
officer of Duke (or each former principal executive officer of Duke and each former principal 
financial officer of Duke, as applicable) has made all certifications required by Rule 13a-14 or 
1Sd-14 under the Exchange Act or Sections 302 and 906 of SOX and the rules and regulations of 
the SEC promulgated thereunder with respect to the Duke SEC Reports. For purposes of the 
preceding sentence, “principal executive oEcer” and “principal financial officer” shall have the 
meanings given to such terms in SOX. Since January 1 , 2007, neither Duke nor any of its 
subsidiaries has arranged any outstanding “extensions of credit” to directors or executive officers 
wirhin the meaning of Section 402 of SOX. 

(iii) The audited consolidated financial statements and unaudited interim 
consolidated financial statements (including, in each case, the notes, if any, thereto) included in the 
Duke SEC Reports (the “Duke Financial Statements”) complied as to form in all material respects 
with the published rules and regulations of the SEC with respect thereto in effect at the time of 
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filing or furnishing the applicable Duke SEC Report, were prepared in accordance with GAAP 
applied on a consistent basis during the periods involved (except as may be indicated therein or in 
the notes thereto and except with respect to unaudited statements as permitted by Form 10-Q of the 
SEC) and fairly present (subject, in the case of the unaudited interim financial statements, to 
normal, recurring year-end audit adjustments that were not or are not expected to be, individually 
or in the aggregate, materially adverse to Duke) the consolidated fuiaicial position of Duke and its 
consolidated subsidiaries as of the respective dates thereof and the consolidated results of their 
operations and cash flows for the respective periods then ended. 

(iv) All filings (other than immaterial filings) required to be made by Duke or 
any of its subsidiaries since January 1,2007, under the 2005 Act, the Power Act, the Atomic 
Energy Act, the Natural Gas Act, the Natural Gas Policy Act of 1978, the Communications Act of 
1934 and applicable state laws and regulations, have been filed with the SEC, the FERC!, the DOE, 
the NRC, the FCC or any applicable state public utility commissions (including, to the extent 
required, NCUC, PSCSC, PUCO, IT-JRC and KPSC), as the case may be, including all forms, 
statements, reports, agreements (oral or written) and all documents, exhibits, amendments and 
supplements appertaining thereto, including all rates, tariEs, franchises, service agreements and 
related documents, and all such filings complied, as of their respective dates, with all applicable 
requirements of the applicable statute and the rules and regulations thereunder, except for filings 
the failure of which to make or the failure of which to make in compliance with all applicable 
requirements of the applicable statute and the rules and regulations thereunder, individually or in 
the aggregate, have not had and could not reasonably be expected to have a material adverse effect 
on Duke. 

(v) Duke has designed and maintains a system of internal control over financial 
reporting (as defined in Rules 13a-lS(f) and lSd-lS(-E) of the Exchange Act) sufficient to provide 
reasonable assurances regarding the reliability of financial reporting. Duke (x) has designed and 
maintains disclosure controls and procedures (as deflmed in Rules 13a-lS(e) and 15d-l5(e) of the 
Exchange Act) to provide reasonable assurance that all information required to be disclosed by 
Duke in the reports that it files or submits under the Exchange Act is recorded, processed, 
summarized and reported within the time periods specified in the SEC’s niles and forms and is 
accumulated and communicated to Duke’s management as appropriate to allow timely decisions 
regarding required disclosure, and (y) has disclosed, based on its most recent evaluation of internal 
control over fmancial reporting , to Duke’s outside auditors and the audit committee of the Board 
of Directors of Duke (A) all significant deficiencies and material weaknesses in the design or 
operation of internal control over fmancial reporting which are reasonably likely to adversely 
affect Duke’s ability to record, process, summarize and report financial information and (€3) any 
fraud, whether or not material, that involves management or other employees who have a 
significant role in Duke’s internal control over fuiancial reporting. Since December 31,2006, any 
material change in internal control over financial reporting required to be disclosed in any Duke 
SEC Report has been so disclosed. 

(vi) Since December 3 1,2006, (x) neither Duke nor any of its subsidiaries nor, 
to the knowledge of the Executive Oficers (for the purposes of this Section 3.02(e)(vi), as such 
term is defined in Scction 3b-7 of the Exchange Act) of Duke, any director, officer, employee, 
auditor, accountant or representative of Duke or any of its subsidiaries has received or otherwise 
obtained knowledge of any material complaint, allegation, assertion or claim, whether writlen or I 
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oral, regarding the accounting or auditing practices, procedures, methodologies or methods of 
Duke or any of its subsidiaries or their respective internal accounting contiols relating to periods 
after December 3 1,2006, including any material complaint, allegation, assertion or claim that 
Duke or any of its subsidiaries has engaged in questionable accounting or auditing practices 
(except for any of the foregoing after the date hereof which have no reasonable basis), and (y) to 
the knowledge of the Executive Officers of Duke, no attorney representing Duke or any of its 
subsidiaries, whether or not employed by Duke or any of its subsidiaries, has reported evidence of 
a material violation of securities laws, breach of fiduciary duty or similar violation, relating to 
periods after December 3 1,2006, by Duke or any of its officers, directors, employees or agents to 
the Board of Directors of Duke or any committee thereof or, to any director or Executive Oficer of 
Duke. 

I 
I :-- 

(0 Absence of Certain Changes or Events. Since December 3 1,2009 lhrough the date 
hereof, Duke and its subsidiaries have conducted their respective businesses in all material 
respects in the ordinary course of business in a consistent manner since such date and there has not 
been any change, event or development that, individually or in the aggregate, has had or could 
reasonably be expected to have a material adverse effect on Duke. 

(g) Absence of Undisclosed Liabilities. Except for matters reflected or reserved 
against in the consolidated balance sheet (or notes thereto) as of December 3 1,2009, included in 
the Duke Financial Statements, neither Duke nor any of its subsidiaries has any liabilities or 
obligations (whether absolute, accrued contingent, fixed or otherwise, or whether due or to 
become due) of any nature that would be required by GAAP to be reflected on a consolidated 
balance sheet of Duke and its consolidated subsidiaries (including the notes thereto), except 
liabilities or obligations (i) that were incurred in the ordinary course of business consistent with 
past practice since December 3 1,2009, (ii) that were incurred in connection with the transactions 
contemplated by this Agreement and that are not material in the aggregate or (iii) that, individually 
or in the aggregate, have not had and could not reasonably be expected to have a material adverse 
effect on Duke. Neither Duke nor any of its subsidiaries is a party to, or has any commitment to 
become a party to, any joint venture, off-balance sheet partnership or any similar contract or 
arrangement (including any Contract relating to any transaction or relationship between or among 
Duke and any of its subsidiaries, on the one hand, and any unconsolidated &filiate, including any 
stnictured fmance, special purpose or limited purpose entity or person, on the other hand, or any 
“off-balance sheet arrangements” (as defined in Item 303(a) of Regulation S-K under the 
Exchange Act), where the result, purpose or effect of such contract or arrangement is to avoid 
disclosure of any material transaction involving, or material liabilities of, Duke or any of its 
subsidiaries, in the Duke Financial Statements or the Duke SEC Reports. 

- 1 

(h) Legal Proceedings. Except for Environmental Claims, which are the subject of 
Section 3.02(n), as of the date of this Agreement, (i) there are no actions, suits, arbitrations or 
proceedings pending or, -to the knowledge of Duke, threatened against, relating to or affecting, nor 
to the knowledge of Duke are there any Governmental Authority investigations, inquiries or audits 
pending or threatened against, relating to or affecting, Duke or any of its subsidiaries or any of the 
Duke Joint Ventures or any of their respective assets and properties that, in each case, individually 
or in the aggregate, have had or could reasonably be expected to have a material adverse effect on 
Duke and (ii) neither Duke nor any of its subsidiaries or material assets is subject to any order of 
any Governmental Authority that, individually or in the aggregate, has had or could reasonably be ‘ 1 
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expected to have a material adverse effect on Duke. 
I 

._ - (i) Information Supplied. None of the information supplied or to be supplied by Duke 
for inclusion or incorporation by reference in (i) the Form S-4 will, at the time the Form S-4 is filed 
with the SEC, at any time it is amended or supplemented or at the time it becomes effective under 
the Securities Act, contain any untrue statement of a material fact or omit to state any material fact 
required to be stated therein or necessary to make the statements therein not misleading, or (ii) the 
Joint Proxy Statement will, at the date it is first mailed to Progress’s shareholders or Duke’s 
shareholders or at the time of the Progress Shareholders Meeting or the Duke Shareholders 
Meeting, contain any untrue statement of a material fact or omit to state any material fact required 
to be stated therein or necessary in order to make the statements therein, in light of the 
circumstances under which they are made, not misleading. The Joint Proxy Statement (other than 
the portions thereof relating solely to the Progress Shareholders Meeting) and the Form S-4 will 
comply as to form in all material respects with the requirements of the Exchange Act and 
Securities Act, respectively, and the rules and regulations thereunder, except that no representation 
is made by Duke with respect to statements made or incorporated by reference therein based on 
information supplied by or on behalf of Progress for inclusion or incorporation by reference in the 
Joint Proxy Statement or the Form 5-4. 

(j) Permits; Comuliance with Laws and Orders. Duke, its subsidiaries and the Duke 
Joint Ventures hold all Permits necessary for the lawfid conduct of their respective businesses, 
except for failures to hold such Permits that, individually or in the aggregate, have not had and 
could not reasonably be expected to have a material adverse effect on Duke. Duke, its subsidiaries 
and the Duke Joint Ventures are in compliance with the terms of their Permits, except failures so to 
comply that, individually or in the aggregate, have not had and could not reasonably be expected to 
have a material adverse effect on Duke. Duke, its subsidiaries and the Duke Joint Ventures are not, 
and since January 1 , 2008 have not been, in violation of or default under any law or order of any 
Governmental Authority, except for such violations or defaults that, individually or in the 
aggregate, have not had and could not reasonably be expected to have a material adverse effect on 
Duke. Duke is, and since January 1,2008 has been, in compliance in all material respects with (i) 
SOX and (ii) the applicable listing standards and corporate governance rules and regulations of the 
NYSE. The above provisions of this Section 3.026) do not relate to matters with respect to taxes, 
such matters being the subject of Section 3.02(k), Environmental Permits and Environmental 
Laws, such matters being the subject of Section 3.02(n), benefits plans, such matters being the 
subject of Section 3.02(1), and nuclear power plants, such matters being the subject of Section 
3.02(0). 

(k) Taxes. 

(i) 
material adverse effect on Duke: 

Except as has not had, and could not reasonably be expected to have, a 

(A) Each of Duke and its subsidiaries has timely filed, or has caused to 
be timely filed on its behalf, all Tax Returns required to be filed by it, and a11 such 
Tax Returns are true, complete and accurate. All Taxes shown to be due and owing 
on such Tax Returns have been timely paid. 
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(l3) The most recent financial statements contained in the Duke SEC 
Reports filed prior to the date of this Agreement reflect, in accordance with GAAP, 
an adequate reserve for all Taxes payable by Duke and its subsidiaries for all 
taxable periods through the date of such fmancial statements. 

(C) There is no audit, examination, deficiency, refund litigation, 
proposed adjustment or matter in controversy with respect to any Taxes or Tax 
Return ofDuke or its subsidiaries, and, to the knowledge of Duke, neither Duke nor 
any of its subsidiaries has received written notice of any claim made by a 
governmental authority in a jurisdiction where Duke or any of its subsidiaries, as 
applicable, does not file a Tax Rettm, that Duke or such subsidiary is or may be 
subject to income taxation by that jurisdiction. No deficiency with respect to any 
Taxes has been proposed, asserted or assessed against Duke or any of its 
subsidiaries, and no requests for waivers of the time to assess any Taxes are 
pending. 

(D) There are no outstanding written agreements, consents or waivers to 
extend the statutory period of limitations applicable to the assessment of any Taxes 
or deficiencies against Duke or any of its subsidiaries, and no power of attorney 
granted by either Duke or any of its subsidiaries with respect to any Taxes is 
currently in force. 

(E) Neither Duke nor any of its subsidiaries is a party to any agreement 
providing for the allocation or sharing of Taxes imposed on or with respect to any 
individual or other person (other than (I) such agreements with customers, vendors, 
lessors or the like entered into in the ordinary course of business, and @I) 
agreements with or among Duke or any of its subsidiaries), and neither Duke nor 
any of its subsidiaries (A) has been a member of an affiliated group (or similar state, 
local or foreign kling group) filing a consolidated 1J.S. federal income Tax Return 
(other than the group the common parent of which is Duke or a subsidiary of Duke) 
or (l3) has any liability for the Taxes of any person (other than Duke or any of its 
subsidiaries) (I) under Treasury Regulation Section 1.15024 (or any similar 
provision of state, local or foreign law), or (11) as a transferee or successor. 

0;) There are no material Liens for Taxes (other than for current Taxes 
not yet due and payable) on the assets of Duke and its subsidiaries. 

(ii) Neither Duke nor any of its subsidiaries has taken or agreed to take any 
action or knows of any fact, agreement, plan or other circumstance that is reasonably likely to 
prevent or impede the Merger from qualifying as a reorganization under Section 368(a) of the 
Code. 

(1) Employee Benefit Plans: ERISA. 

(i) Except for such matters that., individually or in the aggregate, have not had 
and could not reasonably be expected to have a material adverse effect on Duke, (A) all Duke 

I Employee Benefit Plans are in compliance with dl applicable requirements of law, including 
_ _  
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ERISA and the Code, and @) there does not now exist, nor do any circumstances exist that could 
result in, any Controlled Group Liability that would be a liability of Duke or any of its subsidiaries 
following the Closing. The only material employment agreements, severance agreements or 
severance policies applicable to Duke or any of its subsidiaries are the agreements and policies 
disclosed in Section 3.02(l)(i) of the Duke Disclosure Letter. 

i 

(ii) As used herein, “Duke Employee Benefit Plan” means any Plan entered 
into, established, maintained, sponsored, contributed to or required to be contributed to by Duke or 
any of its subsidiaries for the benefit of the current or former employees or directors of Duke or 
any of its subsidiaries and existing on the date of this Agreement or at any time subsequent thereto 
and, in the case of a Plan that is subject to Part 3 of Title I of ERISA, Section 412 of the Code or 
Title TV of ERISA, at any time during the five-year period preceding the date of this Agreement 
with respect to which Duke or any of its subsidiaries has 01 could reasonably be expected to have 
any present or future actual or contingent liabilities. 

(iii) No event has occurred, and there exists no condition or set of circumstances 
in connection with any Duke Employee Benefit Plan, that has had or could reasonably be expected 
to have a material adverse effect on Duke.. 

(iv) Section 3.02(l)(iv) of the Duke Disclosure Letter identifies each Duke 
Employee Benefit Plan that provides, upon the occurrence of a change in the ownership or 
effective control of Duke or its subsidiaries or a change in the ownership of all or a substantial 
portion of the assets of Duke or its subsidiaries, either alone or upon the occurrence of any 
additional or subsequent events and whether or not applicable to the transactions Contemplated by 
this Agreement, for (A) an acceleration of the time of payment of or vesting in, or an increase in 
the amount of, compensation or benefits due any current or former employee, director or officer of 
Duke or its subsidiaries, (B) any forgiveness of indebtedness or obligation to fund compensation or 
benefits with respect to any such employee, director or officer, or (C) an entitlement of any such 
employee, director or officer to severance pay, unemployment compensation or any other payment 
or other benefit. 

/ 

(v) Each Duke Employee Benefit Plan that is in any part a ‘‘nonqualified 
deferred compensation plan” sub.ject to Section 409A of the Code (A) materially complies and, at 
all times after December 3 1,2008 has materially complied, both in form and operation, with the 
requirements of Section 409A of the Code and the final regulations thereunder and (B) between 
January 1,2005 and December 3 1 , 2008 was operated in material reasonable, good faith 
compliance with Section 409A of the Code, as determined under applicable guidance of the 
Treasury and the Internal Revenue Service. 

(m) Labor Matters. As of the date hereof, neither Duke nor any of its subsidiaries is a 
party to, bound by or in lhe process of negotiating any collective bargaining agreement or other 
labor agreement with any union or labor organization. As of the date of this Agreement, there are 
no disputes, grievances or arbitrations pending or, to the knowledge of Duke, threatened between 
Duke or any of its subsidiaries and any trade union or other representatives of its employees and 
there is no charge or complaint pending or threatened in writing against Duke or any of its 
subsidiaries be€ore lhe NLRB or any similar Governmental Authority, except in each case as, 
individually or in the aggregate, have not had and could not reasonably be expected to have a I 
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material adverse effect on Duke, and, to the knowledge of Duke, as of the date of this Agreement, 
there are no material organizational efforts presently being made involving any of the employees 
of Duke or any of its subsidiaries. From December 3 1,2007, to the date oilhis Agreement, there 
has been no work stoppage, strike, slowdown or lockout by or affecting employees of Duke or any 
of its subsidiaries and, to the knowledge of Duke, no such action has been threatened in writing, 
except in each case as, individually or in the aggregate, have not had and could not reasonably be 
expected to have a material adverse effect on Duke. Except as, individually or in the aggregate, 
has not had and could not reasonably be expected to have a material adverse effect on Duke: (A) 
there are no litigations, lawsuits, claims, charges, complaints, arbitrations, actions, investigations 
or proceedings pending or, to the knowledge of Duke, threatened between or involving Duke or 
any of its subsidiaries and any of their respective current or former employees, independent 
contractors, applicants for employment or classes of the foregoing; (a) Duke and its subsidiaries 
are in compliance with all applicable laws, orders, agreements, contracts and policies respecting 
employment and employment practices, including, without limitation, all legal requirements 
respecting terms and conditions of employment, equal opportunity, workplace health and safety, 
wages and hours, child labor, inmigration, discrimination, disability rights or benefits, facility 
closures and layoffs, workers’ compensation, labor relations, employee leaves and unemployment 
insurance; and (C) since January 1,2007, neither Duke nor any of its subsidiaries has engaged in 
any “plant closing” or “mass layoff,” as defrned in the WARN Act, without complying with the 
notice requirements of such laws. 

(n) Environinental Matters. 

(i) Each of Duke, its subsidiaries and the Duke Joint Ventures since January 1 , - _  2008 has been and is in compliance with all applicable Environmental Laws, except where the 
failure to be in such compliance, individually or in the aggregate, has not had and could not 
reasonably be expected to have a material adverse effect on Duke. 

’ _  

(ii) Each of Duke, its subsidiaries and the Duke Joint Ventures has obtained all 
Environnienlal Permits necessary for the construction of their facilities and the conduct of their 
operations as of the date of this Agreement, as applicable, and all such Environmental Permits are 
validly issued, in full force and effect and final, and Duke, its subsidiaries and the Duke Joint 
Ventures are in compliance with all terms and conditions of the Environmental Permits, except 
where the failure to obtain such Environmental Permits, of such Permits to be in good standing or, 
where applicable, of a renewal application to have been timely filed and be pending or to be in 
such compliance, individually or in the aggregate, has not had and could not reasonably be 
expected to have a material adverse effect on Duke. 

(iii) There is no Environmental Claim pending 

(A) against Duke or any of its subsidiaries or any of the Duke Joint 
Ventures; 

(l3) to the knowledge of Duke, against any person or entity whose 
liability for such Environmental Claim has been retained or assumed either 
contractually or by operation of law by Duke or any of its subsidiaries or any ofthe 
Duke Joint Ventures; or 
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(C) against any real or personal property or operations that Duke or any 
of its subsidiaries or any of the Duke Joint Ventures o m ,  leases or manages, in 
whole or in part, or, to the knowledge of Duke, formerly owned, leased or arranged, 
in whole or in part, except in the case of clause (A), (B) or (C) for such 
Environmental Claims that, individually or in the aggregate, have not had and 
could not reasonably be expected to have a material adverse effect on Duke. 

(iv) To the knowledge of Duke, there have not been any Releases of any 
Hazardous Material that would be reasonably likely to form the basis of any Environmental Claim 
against Duke or any of its subsidiaries or any of the Duke Joint Ventures, in each case, except for 
such Releases that, individually or in the aggregate, have not had and could not reasonably be 
expected to have a material adverse effect on Duke. 

(0) Operations of Nuclear Power Plants. The operations of the nuclear generation 
stations owned, in whole or part, by Duke or its subsidiaries (collectively, the “Duke Nuclear 
Facilities”) are and have been conducted in compliance with all applicable laws and Permits, 
except for such failures to comply that, individually or in the aggregate, have not had and could not 
reasonably be expected to have a material adverse effect an Duke. Each of the Duke Nuclear 
Facilities maintains, and is in material compliance with, emergency plans designed to respond to 
an unplanned Release therefrom of radioactive materials and each such plan conforms with the 
requirements of applicable law in all material respects, The plans for the decommissioning of each 
of the Duke Nuclear Facilities and for the storage of spent nuclear fuel conform with the 
requirements of applicable law in all material respects and, solely with respect to the portion of the 
Duke Nuclear Facilities owned, directly or indirectly, by Duke, are funded consistent with 
applicable law. Since December 3 1,2008, the operations of the Duke Nuclear Facilities have not 
been the subject of any notices of violation, any ongoing proceeding, NRC Diagnostic Team 
Inspections or requests for information from the NRC or any other agency with jurisdiction over 
such facility, except for such notices or requests for information that, individually or in the 
aggregate, have not had and could not reasonably be expected to have a material adverse effect on 
Duke. No Duke Nuclear Facility is listed by the NRC in the Unacceptable Performance column of 
the NRC Action Matrix, as a part of NRC’s Assessment of Licensee Performance. Liability 
insurance to the Eull extent required by law for operating the Duke Nuclear Facilities remains in 
full force and effect regarding such facilities, except for failures to maintain such insurance in full 
force and effect that, individually or in the aggregate, have not had and could not reasonably be 
expected to have a material adverse effect on Duke. 

(p) Vote Required. Assuming the accuracy of the representation and warranty 
contained in Section 3.01(r), the affirmative vote oCthe holders of record of at least a majority of 
the shares of Duke Common Stock (i) outstanding, with respect to an amendment to the Amended 
and Restated Certificate of Incorporation of Duke providing for the Duke Charter Amendment and 
(ii) voting thereon, provided that the total vote cast represents over fifty percent in interest of all 
securities entitled to vote on the proposal, with respect to the issuance of shares of Duke Common 
Stock in connection with the Merger as conteniplated by this Agreement (the “Duke Share 
Issuance”) ((i) and (ii) collectively, the “Duke Shareholder Approval”), are the only votes ofthe 
holders of any class or series of the capital stock of Duke or its subsidiaries required to approve this 
Agreement, the Merger and the other transactions contemplated hereby. 

I 
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(q) Opinions of Financial Advisors. The Board of Directors of Duke has received the 
opinion of each of J.P. Morgan Securities LLC and Merrill Lynch, Pierce, Femer and Smith 
Incorporated, to the effect that, as of the date of such opinion and based on the assumptions, 
qualifications and limitations contained therein, the Exchange Ratio is fair, from a financial point 
of view, to Duke. 

--:- 

(r) Ownership of Progress Capital Stock. Neither Duke nor any of its subsidiaries or 
other affiliates beneficially owns my shares of Progress capital stock. 

(s) Certain Statutes. No “fair price,” “merger moratorium,y’ “control share 
acquisition,” or other anti-takeover or similar statute or regulation applies or purports to apply to 
this Agreement, the Merger or the other transactions contemplated hereby. 

(t) Joint Venture Representations. Each representation or warranty made by Duke in 
this Section 3.02 relating to a Duke Joint Venture that is neither operated nor managed solely by 
Duke or a Duke subsidiary shall be deemed made only to the knowledge of Duke. 

(u) Insurance. Except for failures to maintain insurance or self-insurance that, 
individually or in the aggregate, have not had and could not reasonably be expected to have a 
material adverse effect on Duke, from January 1,2007, through the date of this Agreement, each of 
Duke and its subsidiaries has been continuously insured with financially responsible insurers or 
has self-insured, in each case in such amounts and with respect to such risks and losses as are 
customary for companies in the United States conducting the business conducted by Duke and its 
subsidiaries during such time period. Neither Duke nor any of its subsidiaries has received any 
notice of any pending or threatened cancellation, termination or premium increase with respect to 
any insurance policy of Duke or any of its subsidiaries, except with respect to any cancellation, 
termination or premium increase that, individually or in the aggregate, has not had and could not 
reasonably be expected to have a material adverse effect on Duke. 

(v) Energy Price Risk Management. Duke has established risk parameters, limits and 
guidelines in compliance with the risk management policy approved by Duke’s Board of Directors 
(the “Duke Risk Management Guidelines”) and monitors compliance by Duke and its subsidiaries 
with such energy price risk parameters. Duke has provided the Duke Risk Management 
Guidelines to Progress prior to the date of this Agreement. Duke is in compliance in all material 
respects with the Duke Risk Management Guidelines. 

(w) Duke Material Contracts. 

(i) For purposes of this Agreement, the term “Duke Material Contract” shall 
mean any Contract to which Duke or any of its subsidiaries is a pa&y or bound as of the date 
hereof: 

(A) that is a “material contract” (as such term is defined in Item 
601@)(10) of Regulation S-K ofthe SEC); 

- -  

(l3) that (I)  purports to limit in any material respect either the type of 
business in which Duke or its subsidiaries (including, after the Effective Time, 
Progress or its subsidiaries) or any of their respective affiliates may engage or the 
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i 
manner or geographic area in which any of them may so engage in any business, (2) 
would require the disposition of any material assets or line of business of Duke or 
its subsidiaries (including, after the Effective Time, Progress or its subsidiaries) or 
any of their respective amiates as a result of the consummation of the transactions 
contemplated by this Agreement, ( 3 )  is a material Contract that grants “most 
favored nation” status that, following the Effective Time, would impose obligations 
upon Duke or its subsidiaries, including Progress and its subsidiaries, or (4) 
prohibits or limits, iT1 any material respect, the right of Duke or any of its 
subsidiaries (including, after the Effective Time, Progress or its subsidiaries) to 
make, sell or distribute any products or services or use, transfer, license or enforce 
any of their respective intellectual property rights; or 

(C) that (1) has an aggregate principal amount, or provides for an 
aggregate obligation, in excess of $200,000,000 (I) evidencing indebtedness for 
borrowed money of Duke or any of its subsidiaries to any third party, (II) 
guaranteeing any such indebtedness of a third party or (III) containing a covenant 
restricting the payment of dividends, or (2) has the economic effect of any of the 
items set forth in subclause (1) above. 

(ii) Neither Duke nor any subsidiary of Duke is in breach of or default under the 
terms of any Duke Material Contract and no event has occurred that (with or without notice or 
lapse of time or both) could result in a breach or default under any Duke Material Contract where 
such breach or default could Ieasoiiably be expected to have, individually or in the aggregate, a 
material adverse effect on Duke. To the knowledge of Duke, no other party to any Duke Material 
Contract is in breach of or default under the terms of any Duke Material Contract where such 
breach or default has had, or could reasonably be expected to have, individually or in the aggregate, 
a material adverse effect on Duke. Except as could not reasonably be expected to have, 
individually ox in the aggregate, a material adverse effect on Duke, each Duke Material Contract is 
a valid and binding obligation of Duke or the subsidiary of Duke which is party thereto and, to the 
knowledge of Duke, of each other party thereto, and is in full force and effect, except that such 
enforcement may be subject to applicable bankruptcy, insolvency, reorganization, moratorium or 
other similar laws, now or hereafter in effect, relating to creditors’ rights generally and to general 
equitable principles. 

’ I 

(x) Anti-Briberv Laws. 

(i) To the knowledge of Duke, Duke and its subsidiaries are, and since January 
1 , 2008 have been, in compliance in all material respects with the Anti-Bribery Laws in 
jurisdictions in which Duke and its subsidiaries have operated or currently operate. Since January 
1 , 2008, neither Duke nor any of its subsidiaries has received any communication fiom any 
Governmental Authority or any written communication fiom any third party that alleges that Duke, 
any of its subsidiaries or any employee or agent thereof is in material violation of any Anti-Bribery 
Laws, and no such potential or actual material violation or liability has been discovered. 

(ii) Without limiting the other provisions of this Section 3.02(x), since January 
1,2008, none of Duke or its subsidiaries nor, to the knowledge of Duke, any of their respective 
current or former directors, officers, principals, employees, managers, sales persons, consultants ( 
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or other agents or representatives, distributors, contractors, joint venturers or any other person 
acting on any of their behalf, has, directly or indirectly, made or offered or solicited or accepted 
any contribution, gift, gratuity, entertainment, bribe, rebate, payoff, influence paymenf kickback 
or other payment or anything else of value to or fiom any person, private or public (including 
customers, potential customers, political parties, elected officials and candidates), whether in 
money, property, services or any other form, to influence any act of such person in such person’s 
official capacity, inducing such person to do or omit to do any act in violation of the lawfid official 
duty of such person or securing an improper advantage or to induce such person to use such 
person’s influence to obtain or retain business for Duke or its subsidiaries or otherwise to confer 
any benefit to Duke or its subsidiaries in violation in any material respect of any Anti-Bribery 
Laws. 

I 

(iii) Since January 1,2006, neither Duke nor any of its subsidiaries has made 
any disclosure (voluntary or otherwise) to any Governmental Authority with respect to any alleged 
material irregularity, material misstatement or material omission or other potential material 
violation or liability arising under or relating to any Anti-Bribery Law. 

ARTICLE IV 

COVENANTS 

Section 4.01 Covenants of Progress. From and after the date of this Agreement until the 
Effective T h e ,  Progress covenants and agrees as to itself and its subsidiaries that (except as 
expressly contemplated or permitted by this Agreement, as set forth in Section 4.01 of the Progress 
Disclosure Letter, for transactions (other than those set forth in Section 4.01 (d) to the extent 
relating to the capital stock of Progress) solely involving Progress and one or more of its direct or 
indirect wholly-owned subsidiaries or between two or more direct or indirect wholly-owned 
subsidiaries of Progress, as required by law, or to the extent that Duke s h d  otherwise previously 
consent in writing, such consent not to be unreasonably withheld or delayed): 

(a) Ordinary Course. Progress and each of its subsidiaries shall conduct their 
businesses in all material respects in the ordinary course of business consistent with past practice. 
Without limiting the generality of  the foregoing, Progress and its subsidiaries shall use 
commercially reasonable efforts to preserve intact in all material respects their present business 
organizations, to maintain in effect all existing Permits and to timely submit renewal applications 
(as applicable), subject to prudent management of workforce and business needs, to keep available 
the services of their key officers and employees, to maintain their assets and properties in good 
working order and condition, ordinary wear and tear excepted, to preserve their relationships with 
Governmental Authorities, customers and suppliers and others having significant business 
dealings with them and to comply in all material respects with all laws, orders and Permits of all 
Governmental Authorities applicable to them. 

(b) Charter Documents. Progress shall not amend or propose to amend its articles of 
incorporation or, other than in a manner that would not materially restrict the operation of its or 
their businesses, its by-laws or its subsidiaries’ articles of incorporation or by-laws (or other 
comparable organizational documents). 
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(c) Dividends. Progress shall not, nor shall it permit any of its subsidiaries to, 

(i) declare, set aside or pay any dividends on or make other distributions in 
respect of any of its capital stock or share capital, except: 

(A) that, subject to Section 4.06 of this Agreement, Progress may 
continue the declaration and payment of regular quarterly cash dividends on 
Progress Common Stock, not to exceed $0.62 per share for each quarterly dividend, 
with usual record and payment dates for such dividends in accordance with past 
dividend practice, and 

(B) for the declaration and payment of dividends by a direct or indirect 
wholly-owned subsidiary of Progress solely to its parent, or by a direct or indirect 
partially owned subsidiary of Progress (provided, that Progress or a Progress 
subsidiary receives or is to receive its proportionate share of such dividend or 
distribution), and 

(C) for the declaration and payment of regular cash dividends with . 
respect to preferred stock of Progress's subsidiaries outstanding as of the date of 
this Agreement or permitted to be issued under the terms of this Agreement, and 

(D) 
with Section 4.06, 

(ii) 

far the declaration and payment of dividends necessary to comply 

split, combine, reclassify or take similar action with respect to any of its 
capital stock or share capital or issue or authorize or propose the issuance of any other securities in 
respect of, in Lieu of or in substitution for shares of its capital stock or cornprised in its share 
capital, 

(iii) 
or authorizing such liquidation or 
recapitalization or other reorganiz 

(iv) except as disclosed in Section 4.0 1 (c)(iv) of the Progress Disclosure Letter, 
directly or indirectly redeem, repurchase or otherwise acquire any shares of its capital stock or any 
Option with respect thereto except: 

adopt a plan of complete or partial liquidation or resolutions providing for 
ssolution, merger, consolidation, restructuring, 

(A) 
capital, or 

in connection with intercompany purchases of capital stock or share 

(B) for the purpose of funding the Progress Employee Stock Option 
Plans or employee stock ownership or dividend reinvestment and stock purchase 
plans, or 

- (C)' mandatory repurchases or redemptions of preferred stock of 
Progress or its subsidiaries in acc&dance with the terms thereof. 

(d) Share Issuances. Progress shall not, nor shall it permit any of its subsidiaries to, 
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issue, deliver or sell, or authorize or propose the issuance, delivery or sale of, any shares of its 
capital stock or any Option with respect thereto (other than (i) the issuance of Progress Common 
Stock upon the exercise of Progress Employee Stock Options outstanding as of the date hereof or 
issued after the date hereof in accordance with the terms of this Agreement in accordance with 
their terms, (ii) the issuance of Progress Common Stock in respect of Progress Restricted Stock, 
Progress Restricted Stock Units, Progress Performance Shares and other equity compensation 
awards, excluding Progress Employee Stock Options, granted under the Progress Employee Stock 
Option Plans (“Other ProgTess Equity Awards”) outstanding as of the date hereof or issued after 
the date hereof in accordance with the terms of this Agreement in accordance with their terms, (iii) 
the issuance of Progress Restricted Stock, Progress Performance Shares and the grant of Progress 
Restricted Stock IJnits and Other Progress l2quity Awards in accordance with their terms 
providing, in aggregate, up to an additional 2,000,000 shares of Progress Common Stock in any 
12-month period following the date hereof, in amounts, at times and on terms and conditions in the 
ordinary course of business consistent with past practice, with Progress Performance Shares 
counted assunliug the achievement of xnaxinium performance level for the purposes of 
determining how many shares were granted during any such 12-month period; provided, however, 
that any Progress Restricted Stock, Progress Restricted Stock T.Jnits, Progress Performance Shares 
and Other Progress Equity Awards granted after the date of this Agreement shall be granted 011 
terms pursuant to which such Progress Restricted Stock, Progress Restricted Stock Units, Progress 
Performance Shares and Other Progress Equity Awards shall not vest on the Effective Time or 
otherwise in connection with the occurrence of the transactions contemplated hereby and that, 
notwithstanding any plan, program or arrangement to the contrary, and except as provided in 
Section 4.01 (d)(iii) of the Progress Disclosure Letter, any definition of “good reason” or any 

4.01 (d)(iii) of the Progress Disclosure Letter and the terms and conditions of each grant of 
Progress Performance Shares shall be consistent with the treatment set forth in Section 5.06(a)(iii), 
(iv) thepro rata issuance by a subsidiary of its capital stock to its shareholders, and (v) the 
issuance of shares of Progress Common Stock in connection with any employee benefit plan 
intended to satisfy the requirements of Section 401 (a) of the Code in the ordinary course of 
business consistent with past practice), or modify or amend any right of any holder of Outstanding 
shares of its capital stock or any Option with respect thereto other than to give effect to Section 
5-06. 

i 

I similar concept of constructive termination relating to such awards shall be as defined in Section 

(e) Acquisitions; Capital Expenditures. Except for (x) acquisitions of, or capital 
expenditures relating to, the entities, assets and facilities identified in Section 4.01(e) of the 
Progress Disclosure Letter, (y) expenditures of amounts set forth in Progress’s capital expenditure 
plan included in Section 4.01(e) of the Progress Disclosure Letter, and (2) capital expenditures (1) 
required by law or Governmental Authorities or (2) incurred in connection with the repair or 
replacement of facilities destroyed or damaged due to casualty or accident (whether or not covered 
by insurance), Progress shall not, nor shall it permit any of its subsidiaries to, make any capital 
expenditures, or acquire or agree to acquire (whether by merger, consolidation, purchase or 
otherwise) any person or assets, if (A) in the case of any acquisition or acquisitions or series of 
related acquisitions of any person, asset or property located within the 1-Jnited States, the expected 
gross expenditures and commitments pursuant to all such acquisitions (including the amount of 
any indebtedness and amounts received for negative trading positions assumed) exceeds or may 
exceed, in the aggregate, $1 50,000,000, (B) any such acquisition is of persons, properties or assets 
located outside ofthe United States, (C) any such acquisition or capital expenditure constitutes any 
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line of business that is not conducted by Progress, its subsidiaries or the Progress Joint Ventures as 
of the date of this Agreement, or 0) any such acquisition or capital expenditure is reasonably 
likely, individually or in the aggregate, to materially delay the satisfaction of the conditions set 
forth in Section 6.02(d) or Section 6.03(d) or prevent the satisfaction of such conditions. 

I 
- -  

(f) Dispositions. Except for (x) dispositions set forth in Section 4.0 1(f) of the Progress 
Disclosure Letter, (y) dispositions of obsolete equipment or assets or dispositions of assets being 
replaced, in each case in the ordinary course of business consistent with past practice, and (2) 

dispositions by Progress or its subsidiaries of its assets in accordance with the terms of 
restructuring and divestiture plans mandated or approved by applicable local or state regulatory 
agencies, Progress shall not, nor shall it permit any of its subsidiaries to, sell, lease, grant any 
security interest in or otherwise dispose of or encumber any of its assets or properties if the 
aggregate value of all such dispositions exceeds or may exceed, in the aggregate, $ I50,000,000 
For the purposes of this Section 4.01 (f), the value of any disposition or series of related 
dispositions shall mean the greater of (i) the book value or (ii) the sales price, in each case oithe 
person, asset or property which is the subject of such disposition an4  in each case, together with 
the indebtedness and amounts paid for negative energy price risk management positions 
transferred by Progress or its subsidiaries in connection with such disposition. 

(8) Indebtedness. Except as disclosed in Section 4.01 (g) of the Progress Disclosure 
Letter, Progress shall not, nor shall it permit any of its subsidiaries to, (A) incur or guarantee any 
indebtedness or enter into any “keep well” or other agreement to maintain any financial condition 
of another person or enter into any arrangement having the economic effect of any of the foregoing 

agreements) other than (i) short-term indebtedness incurred in the ordinary course of business, (ii) 
letters of credit obtained in the ordinary course of business, (iii) borrowings under Progress’s or its 
subsidiaries’ existing credit facilities (or replacement facilities permitted by this Section 4.01 (g)) 
but only to the extent the commercial paper market is unavailable to Progress upon reasonable 
terms and conditions, as to which borrowings Progress agrees to notify Duke promptly following 
the consummation thereof, (iv) indebtedness incurred in connection with the refunding or 
refinancing of existing indebtedness (x) at maturity or upon final mandatory redemption (without 
the need for the occurrence of any special event) or (y) at a lower cost of h ids ,  (v) indebtedness 
incurred to finance acquisitions permitted pursuant to Section 4.01(e) or indebtedness assumed 
pursuant thereto, (vi) other indebtedness in a11 aggregate principal amount not to exceed 
$250,000,000 outstanding at any time, ( 6 )  guarantees or other credit support issued pursuant to 
energy price risk management or marketing positions established prior to the date of this 
Agreement, (viii) in addition to the guarantees or other credit support contemplated by subsection 
(A)(vii) of this Section 4.01(g), additional guarantees or other credit support issued in connection 
with energy price risk management or marketing activities in the ordinary course of business and 
(ix) indebtedness owed to any direct or indirect wholly-owned subsidiary of Progress, or, in the 
case of a subsidiary of Progress, to Progress or (E) make any loans or advances to any other person, 
other than (i) in the ordinary course of business consistent with past practice, (ii) to any direct or 
indirect wholly-owned subsidiary of Progress, or, in the case of a subsidiary of Progress, to 
Progress or (Si) as required pursuant to any obligation in effect as of the date of this Agreement. 

I t I  
(including any capital leases, “synthetic” leases or conditional sale or other title retention 

I 

@) Marketing of Energy; Energy Price Risk Management. Progress shall not, nor shall 
I 

, it permit any of its subsidiaries to, (i) permit any material change in policies governing or 
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otherwise relating to energy price risk management or marketing of energy other than as a result of 
acquisitions or capital expenditures permitted pursuant to Section 4.01(e) or (ii) enter into any 
physical commodity transactions, exchange-traded fbtures and options transactions, 
over-die-counter transactions and derivatives thereof or similar transactions other than as 
permitted by the Progress Risk Management Guidelines. 

(i) Employee Benefits. Except as required by law, or the terms of any collective 
bargaining ag-reement or any Progress Employee Benefit Plan, or as disclosed in Section 4.01 (i) of 
the Progress Disclosure Letter or as otherwise expressly permitted by this Agreement, Progress 
shall not, nor shall it permit any of its subsidiaries to, enter into, adopt, amend or terminate any 
Progress Employee Benefit Plan, or other agreement, arrangement, plan or policy between 
Progress or one of its subsidiaries and one or more of its directors, officers or employees (other 
than any amendment that is immaterial or administrative in nature), or, except for normal increases 
in the ordinary course of business consistent with past practice, increase in any manner the 
compensation or fringe benefits of any director, executive officer or other employee, or, except for 
normal payments in the ordinary course of business consistent with past practice, and the award of 
annual bonuses on terms and conditions that are consistent with Section 5.07(g), pay any benefit 
not required by any plan or arrangement in effect as of the date of this Agreement; provided, 
however, that the foregoing shall not restrict Progress or its subsidiaries from (i) entering into or 
making available to newly hired officers and employees or to officers and employees in the context 
of promotions based on job performance or workplace requirements in the ordinary course of 
business consistent with past practice, plans, agreements, benefits and compensation arrangements 
(including incentive grants) that have, consistent with past practice, been made available to newly 
hired or promoted officers and employees, (ii) entering into severance agreements with, or 
adopting severance plans in the ordinary course of business consistent with past practice for, 
employees who are not executive officers in connection with terminations of employment of such 
employees, or (iii) entering into or amending collective bargaining agreements with existing 
collective bargaining representatives or newly certified bargaining units regarding mandatory 
subjects of bargaining under applicable law, in each case in a manner consistent with past practice 
to the extent permitted by law. 

ci> fintentionally Reserved.] 

(k) Accounting. Progress shall not, nor shall it permit any of its subsidiaries to, make 
any changes in its accounting methods materially affecting the reported consolidated assets, 
liabilities or resuits of operations of Progress, except as required by law or GAAP. 

(I) Insurance. Progress shall, and shall cause its subsidiaries to, maintain with 
financially responsible insurance companies (or through self-insurance, consistent with past 
practice) insurance in such amounts and against such risks and losses as are customary for 
companies engaged in their respective businesses, to the extent available on commercially 
reasonable terms. 

(m) Taxes. Except as could not reasonably be expected to have a material adverse 
effect on Progress, Progress shall not, nor shall it permit any of its subsidiaries to, (i) settle any 
claim, action or proceeding relating to Taxes or (ii) malce -any Tax election (this clause (m) being 
the sole provision of this Section 4.01 governing Tax matters). 
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(n) Release of Claims. Except as disclosed in Section 4.01(n) of the Progress 
I Disclosure Letter and except with respect to any settlements or agreements with or before any 

Governmental Authorities in the ordinary course of business, Progress shall not, and shall not 
permit any of its subsidiaries to, waive, release, assign, settle or compromise any claim, action or 
proceeding against Progress or any of its subsidiaries, other than waivers, releases, assignments, 
settlements or compromises that (x) with respect to the payment of monetary damages, involve 
only the payment of monetary damages (A) equal to or less than the amounts specifically reserved 
with respect thereto on the balance sheet as of December 3 1,2009 included in the Progress SEC 
Documents or (B) that do not exceed $1 5,000,000 individually or $50,000,000 in the aggregate 
during any consecutive twelve-month period, and (y) with respect to any nonmonetary terms and 
conditions therein, impose or require actioils that would not reasonably be expected individually or 
in the aggregate to have a material adverse effect or1 Progress. 

(0)  Contracts. Except as permitted by Section 4.01(i), Progress shall not, nor shall it 
permit any of its subsidiaries to, (i) enter into any Contract that would materially restrict, after the 
Effective Time, Duke and its subsidiaries (including the Surviving Corporation and its 
subsidiaries) with respect to engaging or competing in any line of business or in any geographic 
area or (ii) other than in the ordinary course of business, waive, release, or assign any material 
rights or claims under, or materially modify or terminate any Contract that is material to Progress 
and its subsidiaries, taken as a whole, (A) in any manner that is materially adverse to Progress or 
(B) which would prevent or materially delay the consummation of the Merger and the other 
transactions contemplated by this Agreement, it being understood and agreed that the restriction 
on material modifications and terminations in clause (ii)(A) shall not apply with respect to any 
Contract permitted to be entered into under clause (e), (f),  (g), (€1) or (n) of this Section 4.01. t -- 

Section 4.02 Covenants of Duke. From and after the date of this Agreement until the 
Effective Time, Duke covenants and agrees as to itself and its subsidiaries that (except as expressly 
contemplated or permitted by this Agreement, as set forth in Section 4.02 of the Duke Disclosure 
Letter, for transactions (other than those set forth in Section 4.02(d) to the extent relating to the 
capital stock of Duke) solely involving Duke and one or more of its direct or indirect 
wholly-owned subsidiaries or between two or more direct or indirect wholly-owned subsidiaries of 
Duke, as required by law, or to the extent that Progress shall otherwise previously consent in 
writing, such consent not to be unreasonably withheld or delayed): 

(a) Ordinary Course. Duke and each of its subsidiaries shall conduct their businesses 
in all material respects in the ordinary course of business consistent with past practice. Without 
limiting the generality of the foregoing, Duke and its subsidiaries shall use commercially 
reasonable efforts to preserve intact in all material respects their present business organizations, to 
maintain in e-i-fect all existing Permits and to timely submit renewal applications (as applicable), 
subject to prudent management of workforce and business needs, to keep available the services of 
their key officers and employees, to maintain their assets and properties in good working order and 
condition, ordinary wear and tear excepted, to preserve their relationships with Governmental 
Authorities, customers and suppliers and others having significant business dealings with them 
and to comply in all material respects with all laws, orders and Permits of all Governmental 
Authorities applicable to them. 

(b) Charter Documents. Duke shall not amend or propose to amend its certificate of 

! 
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incorporation otlier than in connection with the Duke Charter Amendment or, other than in a 
rnanner that would not materially restrict the operation of its or their businesses, its by-laws or its 
subsidiaries’ certificates of incorporation or by-laws (or other comparable organizational 
documents). 

-- 

(c) Dividends. Duke shall not, nor shall it pemit any of its subsidiaries to, 

(i) declare, set aside or pay any dividends on or make other distributions in 
respect of any of its capital stock or share capital, except: 

(A) that, subject to Section 4.06 of this Agreement, Duke may continue 
the declaration and payment of regular quarterly cash dividends on Duke Common 
Stock not to exceed $0.245 per share for each quarterly dividend, with usual record 
and payment dates for such dividends in accordance with past dividend practice; 
provided, that Duke may increase ils regular quarterly cash dividend to an amount 
not to exceed $0.25 commencing with the regular quarterly dividend that would be 
payable in 20 1 1 with respect to the second quarter of 20 1 1 (corresponding to the 
dividend paid on September 16,20 10) and to an amount not to exceed $0.255 
commencing with the regular quarterly dividend that would be payable in 2012 
with respect to the second quarter of 2012 (it being Duke’s intention prior to the 
Effective Time to declare and pay those dividends permitted by this Section 
4.02(c)(i)(A) if and to the extent there are funds legally available therefor and such 
dividends may otherwise lawfdly be declared and paid), and 

@) for the declaration and payment of dividends by a direct or indirect 
wholly-owned subsidiary of Duke solely to its parent, or by a direct or indirect 
partially owned subsidiary of Duke (provided, that Duke or a Duke subsidiary 
receives or is to receive its proportionate share of such dividend or distribution), 
and 

(C) 
with Section 4.06, 

for the declaration and payment of dividends necessary to comply 

(ii) split, combine, reclassify or take similar action with respect to any of its 
capital stock or share capital or issue or authorize or propose the issuance of any other securities in 
respect of, in lieu of or in substitution for shares of its capital stock or comprised in its share 
capital, 

(iii) adopt a plan of complete or partial liquidation or resolutions providing for 
or authorizing such liquidation or a dissolution, merger, consolidation, reslnicturing, 
recapitalization or other reorganization, 

(iv) 
directly or indirectly redeem, repurchase or otherwise acquire any shares of its capital stock or any 
Option with respect thereto except: 

except as disclosed in Section 4.02(c)(iv) of the Duke Disclosure Letter 

(A) 
capital, or 

in connection with intercompany purchases of capital stock or share 
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.. , 
I , . ._ . .. . . - .-. ., ....__ .. .. ..I.. .. . 

(El) for the purpose of funding the Duke Employee Stock Option Plan or 
employee stock ownership or dividend reinvestment and stock purchase plans, or 

(v) bind Duke to any restriction not in existence on the date hereof on the 
payment by Duke of dividends and distributions on Duke Common Stock. 

(d) Share Issuances. Duke shall not, nor shall it permit any of its subsidiaries to, issue, 
deliver or sell, or authorize or propose the issuance, delivery or sale of, any shares of its capital 
stock or any Option with respect thereto (other than (i) the issuance of Duke Common Stock upon 
the exercise of Duke Employee Stock Options outstanding as of the date hereof or issued after the 
date hereof in accordance with the terms o€lhis Agreement in accordance with their terms, (ii) the 
issuance of Duke Common Stock in respect of Duke Phantom Stock Units, Duke Performance 
Shares and other equity compensation awards, excluding Duke Employee Stock Options, granted 
under the Duke Employee Stock Option Plans (“‘Other Duke Equity Awards”) outstanding as of 
the date hereof or issued after the date hereof in accordance with the terms of this Agreement in 
accordance with their terms, (iii) the issuance of Duke Employee Stock Options, Duke 
Performance Shares and the grant of Duke Phantom Stock Units and Other Duke Equity Awards in 
accordance with their terms providing, in aggregate, up to an additional 6,000,000 shares of Duke 
Common Stock in any 12-month period following the date hereof, in amounts, at times and on 
terms and conditions in the ordinary course of business consistent with past practice, with each 
Duke Employee Stock Option counting as 1/4 of a share of Duke Common Stock and Duke 
Performance Shares counted assuming the achievement of maximum performance level, in each 
case for the purposes of determining how many shares were granted during any such 12-month 
period; provided, however, that any Duke Employee Stock Options, Duke Phantom Stock Units, 
Dike Performance Shares and Other Duke Equity Awards granted after the date of this Agreement 
shall be granted on terms pursuant to which such Duke Employee Stock Options, Duke Phantom 
Stock Units, Duke Performance Shares and Other Duke Equity Awards shall not vest on the 
Effective Time or otherwise in connection with the occurrence of the transactions contemplated 
hereby and that, notwithstanding any plan, program or arrangement to the contrary, any definition 
of “good reason” or any similar concept of constructive termination relating to such awards shall 
be as defmed in Section 4.02(d)(iii) of the Duke Disclosure Letter, (iv) the pro rata issuance by a 
subsidiary OC its capital stock to its shareholders and (v) the issuance of shares of Dike Common 
Stock in connection with any employee benefit plan intended to satisfy the requirements oiSection 
401(a) of the Code in the ordinary course of business consistent with past practice), or modify or 
amend any right of any holder of outstanding shares of its capital stock or any Option with respect 
thereto other than to give effect to Section 5.06. 

(e) Acquisitions; Capital Expenditures. Except for (x) acquisitions of, or capital 
expendifures relating to, the entities, assets and facilities identified in Section 4.02(e) of the Duke 
Disclosure Letter, (y) expenditures of amounts set forth in Duke’s capital expenditure plan 
included in Section 4.02(e) of the Duke Disclosure Letter, and (2) capital expenditures (1) required 
by law or Governmental Authorities or (2) incurred in connection with the repair or replacement of 
facilities destroyed or damaged due to casualty or accident (whether or not covered by insurance), 
Duke shall not, nor shall it permit any of its subsidiaries to, make any capital expenditures, or 
acquire or agree to acquire (whether by merger, consolidation, purchase or otherwise) any person 
or assets, if (A) the expected gross expenditures and c o d t m e n t s  pursuant thereto (including the 
amount of any indebtedness and amounts received for negative energy price risk management I 
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positions assumed) exceeds or may exceed $300,000,000 (no more than $150,000,000 of which 
may be for any acquisition or series of related asquisitions of any person, asset or property located 
outside of the tJnited States), (l3) any such acquisition or capital expenditure constitutes any line of 
business that is not conducted by Duke, its subsidiaries or the Duke Joint Ventures as ofthe date of 
this Agreement or extends any line of business of Duke, its subsidiaries or the Duke Joint Ventures 
into any geographic region outside of the continental TJnited States or Canada in which Duke, its 
subsidiaries or the Duke Joint Ventures do not conduct business as of the date of this Agreement, 
or (C) any such acquisition or capital expenditure is reasonably likely, individually or in the 
aggregate, to materially delay the satisfaction of the conditions set forth in Section 6.02(d) or 
Section 603(d) or prevent the satisfaction of such conditions. 

i 
- _  

(f) Dispositions. Except for (x) dispositions set forth in Section 4.02(f) of the Duke 
Disclosure Letter, (y) dispositions of obsolete equipment or assets or dispositions of assets being 
replaced, in each case in the ordinary course of business consistent with past practice, and (2) 

dispositions by Duke or its subsidiaries of its assets in accordance with the terms of restructuring 
and divestiture plans mandated or approved by applicable local or state regulatory agencies, Duke 
shall not, nor shall it permit any of its subsidiaries to, sell, lease, grant any security interest in or 
otherwise dispose of or encumber any of its assets or properties if (A) the aggregate value of all 
such dispositions exceeds or may exceed $300,000,000 (no more than $150,000,000 of which may 
be for any disposition or series of related dispositions of any person, asset or property located 
outside the United States). For the purposes of this Section 4.02(f), the value of any disposition or 
series of related dispositions shall mean the greater of (i) the book value or (ii) the sales price, in 
each case of the person, asset or property which is the subject of such disposition and, in each case, 
together with the indebtedness and amounts paid for negative energy price risk management 
positions transferred by Duke or its subsidiaries in connection with such disposition. 

(g) Indebtedness. Except as disclosed in Section 4.02(g) of the Duke Disclosure Letter, 
Duke shall not, nor shall it permit any of its subsidiaries to, (A) incur or guarantee any 
indebtedness or enter into any ‘‘keep well” or other agreement to maintain any financial condition 
of another person or enter into any arrangement having the econonlic effect of any of the foregoing 
(including any capital leases, “synthetic” leases or conditional sale or other title retention 
agreements) other than (i) short-term indebtedness incurred in the ordinary course of business, (ii) 
letters of credit obtained in the ordinary course of business, (iii) borrowings under Duke’s or its 
subsidiaries’ existing credit facilities (or replacement facilities permitted by this Section 4,02(g)) 
but only to the extent the commercial paper market is unavailable to Duke upon reasonable terms 
and conditions, and as to which borrowings Duke agrees to notify Progress promptly following the 
consummation thereof, (iv) indebtedness incurred in connection with the refunding or refinancing 
of existing indebtedness (x) at maturity or upon final mandatory redemption (without the need for 
the occurrence of any special event) or (y) at a lower cost of funds, (v) indebtedness incurred to 
finance acquisitions permitted pursuant to Section 4.02(e) or indebtedness assumed pursuant 
thereto, (vi) other indebtedness in an aggregate principal amount not to exceed $500,000,000 
outstanding at any h e ,  (vii) guarantees or other credit surpport issued pursuant to energy pIice risk 
management or marketing positions established prior to the date of this Agreement, (viii) in 
addition to the guarantees or other credit support contemplated by subsection (A)(vii) of this 
Section 4.02(g), additional guarantees or other credit support issued in connection with energy 
price risk management or marketing activities in the ordinary course of business and (ix) - 
indebtedness owed to any direct or indirect wholly-owned subsidiary of Duke, or, in the case o f a  
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subsidiary of Duke, to Duke or (B) make any loans or advances to any other person, other than (i) 
in the ordinary course of business consistent with past practice, (ii) to any direct or indirect 
wholly-owned subsidiary of Duke, or, in the case of a subsidiary of Duke, to Duke or (iii) as 
required pursuant to any obligation in effect as of the date of this Agreement. 

.. . _ _  

(11) Marketing of Energy: Energy Price Risk ManaPement. Except as disclosed in 
Section 4.02(h) of the Duke Disclosure Letter, Duke shall not, nor shall it permit any of its 
subsidiaries to, (i) permit any material change in policies governing or otherwise relating to energy 
price risk management or marketing of energy other than as a result of acquisitions or capital 
expenditures permitted pursuant to Section 4.02(e) or (ii) enter into any physical commodity 
transactions, exchange-traded fiitures and options transactions, over-the-counter transactions and 
derivatives thereof or similar transactions other than as permitted by the Duke Risk Management 
Guidelines. 

(i) Employee Benefits. Except as required by law, or the terms of any collective 
bargaining agreement or any Duke Employee Benefit Plan, or as disclosed in Section 4.02(i) of the 
Duke Disclosure L,etter or as otherwise expressly permitted by this Agreement, Duke shall not, nor 
shall it permit any of its subsidiaries to, enter into, adopt, amend or terminate any Duke Employee 
Benefit Plan, or other agreement, arrangement, plan or policy between Duke or one of its 
subsidiaries and one or more of its directors, ofscers or employees (other than any amendment that 
is immaterial or administrative in nature), or, except for normal increases in the ordinary course of 
business consistent with past practice, increase in any manner the compensation or fringe benefits 
of any director, executive officer or other employee, or, except for normal payments in the 
ordinary course of business consistent with past practice, and the award of annual bonuses on the 
terms and conditions set forth in Section 4.02(i) of the Duke Disclosure Letter, pay any benefit not 
required by any plan or arrangement in effect as of the date of this Agreement; provided, however, 
that the foregoing shall not restrict Duke or its subsidiaries Gom (i) entering into or making 
available to newly hired ofscers and employees or to officers and employees in the context. of 
promotions based on job performance or workplace requirements in the ordinary course of 
business consistent with past practice, plans, agreements, benefits and compensation arrangements 
(including incentive grants) that have, consistent with past practice, been made available to newly 
hired or promoted officers and employees, (ii) entering into severance agreements with, or 
adopting severance plans in the ordinary course of business consistent with past practice for, 
employees who are not executive officers in cmnection with terminations of employment of such 
employees, or (iii) entering into or amending collective bargaining agreements with existing 
collective bargaining representatives or newly certified bargaining units regarding mandatory 
subjects of bargaining under applicable law, in each case in a manner consistent with past practice 
to the extent permitted by law. 

(i ) pntentionally Reserved.1 

(k) Accounting. Duke shall not, nor shall it permit any of its subsidiaries to, make any 
changes in its accounting methods materially affecting the reported consolidated assets, liabilities 
or results of operations of Duke, except as required by law or GAAP. 

(1) Insurance. Duke shall, and shall cause its subsidiaries to, maintain with fmancially 
1 . responsible insurance companies (or through self-insurance, consistent with past-practice) 
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insurance in such amounts and against such risks and losses as are customary for companies 
engaged in their respective businesses to the extent available on commercially reasonable terms. 

I - ,  

(m) Taxes. Except as could not reasonably be expected to have a material adverse 
effect on Duke, Duke shall not, nor shall it permil any of its subsidiaries to, (i) settle any claim, 
action or proceeding relating to Taxes or (2) make any Tax election (this clause (m) being the sole 
provision of this Section 4.02 governing Tax matters). 

(n) Release of Claims. Except as disclosed in Section 4.02(n) of the Duke Disclosure 
Letter and except with respect to any settlements or agreements with or before any Governmental 
Authorities in the ordinary course of business, Duke shall not, and shall not permit any of its 
subsidiaries to, waive, release, assign, settle or compromise any claim, action or proceeding 
against Duke or any of its subsidiaries, other than waivers, releases, assignments, settlements or 
compromises that (x) with respect to the payment of monetary damages, involve only the payment 
of monetary damages (A) equal to or less than the amounts specifically reserved with respect 
thereto on the balance sheet as of December 3 1 , 2009 included in the Duke SEC Documents or (B) 
that do not exceed $30,000,000 individually or $100,000,000 in the aggregate during any 
consecutive twelve-month period, and (y) with respect to any non-monetary terms and conditions 
therein, impose or require actions that would not reasonably be expected individually or in the 
aggregate to have a material adverse effect on Duke. 

(0) Contracts. Except as permitted by Section 4.02(i), Duke shall not, nor shall it 
~ 

permit any of its subsidiaries to, (i) enter into any Contract that would materially restrict, after the 
Effective Time, Duke and its subsidiaries (including the Surviving Corporation and its 
subsidiaries) with respect to engaging or competing in any line of business or in any geographic 
area or (ii) waive, release, or assign any material rights or claims under, or materially modify or 
terminate any Contract that is material to Duke and its subsidiaries, taken as a whole, (A) in any 
manner that is materially adverse to Duke or (l3) which would prevent or materially delay the 
consummation of the Merger and the other transactions contemplated by this Agreement, it being 
understood and agreed that the restriction on material modifications and terminations in clause 
(ii)(A) shall not apply with respect to any Contract permitted to be entered into under clause (e), ( f ) ,  
(g), (h) or (n) of this Section 4.02. 

I 

Section 4.03 No Solicitation bv Proaess. (a) Except as expressly permitted by this 
Section 4.03, Progress shall not, nor shall it permit any of its subsidiaries to, nor shall it authorize 
or pernlit any of its directors, officers or employees to, and shall use its reasonable best efforts to 
cause any investment banker, fmancial advisor, attorney, accountant or other representative 
retained by it or any of its subsidiaries not to, directly or indirectly, (i) solicit, initiate or knowingly 
encourage (including by way of furnishing information), or take any other action designed to 
facilitate, any inquiries or h e  making of any proposal that constitutes a Progress Takeover 
Proposal or (ii) participate in any negotiations or substantive discussions regarding any Progress 
Takeover Pioposal; provided, however, that if, at any time prior to receipt of the Progress 
Shareholder Approval (the “Proa-ess Applicable Period”), the Board of Directors of Progress 
determines in good faith, after consultation with its legal and financial advisors, that a Progress 
Takeover Proposal that did not result from a breach (other than in immaterial respects) of tbis 
Section 4.03(a) is, or is reasonably likely to result in, a Progress Superior Proposal (as defined in 
Section 4.03(b)), and Subject to providing prior written notice of its decision to take such action to 
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Duke and compliance with Section 4.03(c), Progress may (x) fimish information with respect to 
and provide access to the properties, books and records of Progress and its subsidiaries to the 
person making such proposal (and its representatives) pursuant to a customary confidentiality 
agreement containing t e r n  no less favorable to Progress with respect to confidentiality than those 
set forth in the Confidentiality Agreement (the “Confidentiality Agreement”) dated July 29,2010, 
between Duke and Progress (provided, that such confidentiality agreement shall not in any way 
restrict Progress from complying with its disclosure obligations under this Agreement, including 
with respect to such proposal) and (y) participate in discussions or negotiations regarding such 
proposal. Progress, its subsidiaries and their representatives immediately shall cease and cause to 
be terminated any existing activities, discussions or negotiations with any parties with respect to 
any Progress Takeover Proposal. For purposes of this Agreement, “Progress Takeover Proposal” 
means any bona fide inquiry, proposal or offer from any person relating to (i) any direct or indirect 
acquisition or purchase of a business that constitutes 20% or more of the net revenues, net income 
or the assets (including equity securities) of Progress and its subsidiaries, taken as a whole (a 
‘‘Proaess Material Business”), (ii) any direct or indirect acquisition or purchase of 20% or more of 
any class of voting securities of Progress or any subsidiary of Progress owning, operating or 
controlling a Progress Material Business, (iii) any tender offer or exchange offer that if 
consummated would result in any person beneficially owning 20% or more of any class of voting 
securities of Progress, or (iv) any merger, consolidation, business combination, recapitalization, 
liquidation, dissolution or similar transaction involving Progress or any subsidiary of Progress 
owning, operating or controlling a Progress Material Business, in each case other than the 
transactions contemplated by this Agreement. Notwithstanding the foregoing and provided that 
Progress has otherwise complied with this Section 4.03(a), nothing in this Section 4.03(a) shall 
prohibit Progress or its directors, officers, employees, representatives or agents from contacting in 
writing any person who has made a Progress Takeover Proposal after the date of this Agreement 
solely to request the clarification of the terms and conditions thereof to the extent necessary to 
permit it to determine whether the Progress Takeover Proposal is, or is reasonably likely to result 
in, a Progress Superior Proposal. 

i 

(b) Except as contemplated by this Section 4.03, neither the Board of Directors of 
Progress nor any committee thereof shall (A) withdraw or modify, or propose publicly to withdraw 
or modify, in a manner adverse to Duke, the approval or recommendation to Progress’s 
shareholders by such Board of Directors or such conmiittee of this Agreement or the Merger, (B) 
approve or reconmend, or propose publicly to approve or recommend, any Progress Takeover 
Proposal, or (C) cause Progress to enter into any letter of intent, agreement in principle, acquisition 
agreement or other similar agreement (each, a “Progress Acquisition Agreement”) related to any 
Progress Takeover Proposal. Notwithstanding the foregoing: 

(i) in response to a Progress Takeover Proposal that did not result from a 
breach (other than in immaterial respects) of Section 4.03(a), during the Progress Applicable 
Period, the Board of Directors of Progress may, if it determines in good faith, after consulting with 
outside counsel, that the failure to take such action would be reasonably likely to result in a breach 
of the Board of Directors’ fiduciary obligations under applicable law, (A) withdraw or modify, or 
propose publicly to withdraw or modify, the approval or recommendation by such Board of 
Directors or any committee thereof of this Agreement or the Merger, (E!) approve or recommend, 
or propose to approve or recommend, any Progress Superior Proposal, or (C) terminate this 
Agreement pursuant to Section 7.01(d), but only after (1) in the case of each of clauses (R) or (C), 

, 
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such Board of Directors has determined in good faith that such Progress Takeover Proposal 
constitutes a Progress Superior Proposal, and (2) in the case of clause (C), (I) Progress has notified 
Duke in writing of the determination that such Progress Takeover Proposal constitutes a Progress 
Superior Proposal and (II) at least five business days following receipt by Duke of such notice, the 
Board of Directors of Progress has deterinhed that such Progress Superior Proposal remains a 
Progress Superior Proposal; provided, however, that in the event that any such Progress Takeover 
Proposal is thereafter modified by the person making such Progress Takeover Proposal and the 
Board of Directors determines pursuant to clause (C) to terminate this Agreement pursuant to 
Section 7.0l(d), Progress shall again comply with clauses (I) and (IT) of this paragraph (b)(i) 
except that the five business-day period shall be reduced to two business days; and 

( 
- -I-= 

(ii) in circumstances other than in response to a Progress Takeover Proposal as 
provided in Section 4.03(b)(i), during the Progress Applicable Period, the Board of Directors of 
Progress may, if it determines in good faith, after consulting with outside counsel, that the failure 
to take such action would be reasonably likely to result in a breach of the Board of Directors’ 
fiduciary obligations under applicable law, withdraw or modify, or propose publicly to withdraw 
or modify, the approval or recommendation by such Board of Directors or any committee thereof 
of this Agreement or the Merger, but only after (1) Progress has notified Duke in writing that the 
Board of Directors of Progress is prepared to make the determination set forth in this clause (ii) 
setting forth the reasons therefor in reasonable detail, (2) for a period of five business days 
following Duke’s receipt of the notice set forth in clause (1) of this sentence (or, if the period from 
the time of receipt by Duke of such notice to the Progress Shareholders Meeting shall be less than 
five business days, for such lesser period), Progress negotiates with Duke in good faith to make 
such adjustments to the terms and conditions of this Agreement, the Merger and the other 
transactions contemplated hereby as would enable the Progress Board of Directors to proceed with 
its recommendation of this Agreement and the Merger and ( 3 )  at the end of such five-business day 
period (or such lesser period, as the case may be, in accordance with this clause (ii)) the Board of 
Directors of Progress maintains its determination described in this clause (ii) (after taking into 
account Duke’s proposed adjustments, if any, to the terms and conditions of this Agreement, the 
Merger and the other transactions contemplated hereby). 

For purposes of this Agreement, ‘‘Progress Superior Proposal” means any written Progress 
Takeover Proposal that the Board of Directors of Progress determines in good faith (after 
consultation with a fmancial advisor of nationally recognized reputation) to be more favorable 
(taking into account (i) all fmancial and strategic considerations, including relevant legal, financial, 
regulatory and other aspects of such Progress Takeover Proposal and the Merger and the other 
transactions contemplated by this Agreement deemed relevant by the Board of Directors, (ii) the 
identity of the third party making such Progress Takeover Proposal, and (iii) the conditions and 
prospects for completion of such Progress Takeover Proposal) to Progress’s shareholders than the 
Merger and the other transactions contemplated by this Agreement (taking into account all of the 
terms of any proposal by Duke to amend or modify the terms of the Merger and the other 
transactions contemplated by this Agreement), except that (x) the references to ‘‘20%” in cIauses 
(i), (ii) and (iii) of the d e f ~ t i o n  of “Progress Takeover Proposal” in Section 4.03(a) shall each be 
deemed to be a reference to “50%’, (y) a “Progress Takeover Proposal” shall only be deemed to 
refer to a transaction involving Progress, and not any of its subsidiaries or Progress Material 
Businesses alone, and (z) the references to “or any subsidiary of Progress owning, operating or 
controlling a Progress Material Business” in clauses (ii) and (iv) shall be deemed to be deleted. 
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(c) In addition to the obligations of Progress set forth in paragraphs (a) and (b) of this 
Section 4.03, Progress shall as promptly as practicable advise Duke, orally and in writing, of any 
Progress Takeover Proposal or of any request for information relating to any Progress Takeover 
Proposal (and in any case within 48 hours of such request or the receipt of such Progress Takeover 
Proposal), the principal tenns and conditions of such request or Progress Takeover Proposal and 
the identity of the person making such request or Progress Takeover Proposal. Progress shall keep 
Duke infonned in all material respects of the status and details (including amendments or proposed 
amendments) of any such request or Progress Takeover Proposal. Contemporaneously with any 
termination by Progress of  this Agreement pursuaut to Section 7.01(b)(i), Progress shall provide 
Duke with a written verification that it has complied with its obligations pursuant to this Section 
4.03(c) (other than noncompliance which is immaterial). 

1 

:: 

(d) Nothing contained in this Agreement shall prohibit Progress or its Board of 
Directors or any committee thereof from (i) taking and disclosing to its shareholders a position 
contemplated by Rule 14e-2(a) promulgated under the Exchange Act or from making any 
disclosure to Progress’s shareholders if, in the good faithjudgment of  the Board of Directors of 
Progress, after consultation with outside counsel, failure so to disclose would be inconsistent with 
its or Progress’s obligations under applicable law or (ii) taking actions permitted by Section 
4.01(f). 

Section 4.04 No Solicitation by Duke. (a) Except as expressly permitted by this Section 
4 04, Duke shall not, nor shall it permit any of its subsidiaries to, nor shall it authorize or permit 
any of its directors, officers or employees to, and shall use its reasonable best efforts to cause any 
investment banker, financial advisor, attorney, accountant or other representative retained by it or 
any of its subsidiaries not to, directly or indirectly, (i) solicit, initiate or knowingly encourage 
(including by way of hnishing information), or take any other action designed to facilitate, any 
inquiries or the making of any proposal that constitutes a Duke Takeover Proposal or (ii) 
participate in any negotiations or substantive discussions regarding any Duke Takeover Proposal; 
provided, however, that if, at any time prior to receipt of the Duke Shareholder Approval (the 
“Duke Applicable Period”), the Board of Directors of Duke determines in good faith, after 
consultation with its legal and financial advisors, that a Duke Takeover Proposal that did not result 
from a breach (other than in immaterial respects) of this Section 4.04(a) is, or is reasonably likely 
to result in, a Duke Superior Proposal (as defined in Section 4.04@)), and subject to providing 
prior written notice of its decision to take such action to Progress and compliance with Section 
4.04(c), Duke may (x) furnish information with respect to and provide access to the properties, 
books and records of Duke and its subsidiaries to the person making such proposal (and its 
representatives) pursuant to a customary confidentiality agreement containing terms no less 
favorable to Duke with respect to confidentiality than those set forth in the Confidentiality 
Agreement (provided, that such confidentiality agreement shall not in any way restrict Duke from 
complying with its disclosure obligations under this Agreement, including with respect to such 
proposal) and (y) participate in discussions or negotiations regarding such proposal. Duke, its 
subsidiaries and their representatives immediately shall cease and cause to be terminated any 
existing activities, discussions or negotiations with any parties with respect to any Duke Takeover 
Proposal. For purposes of this Agreement, “Duke Takeover Proposal” means any boia fide 
inquiry, proposal or-offer from any person relating to (i) any direct or indirect acquisition or 
purchase of a business that constitutes 20% or more of the net revenues, net income or the assets 
(including equity securities) of Duke and its subsidiaries, taken as a whole (a “Duke Material I 
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Business”), (ii) any direct or indirect acquisition or purchase of 20% or more of m y  class of voting 
securities of Duke or any subsidiary of Duke owning, operating or controlling a Duke Material 
Business, (iii) any tender offer or exchange offer that if consummated would result in any person 
beneficially owning 20% or more of any class of voting securities of Duke, or (iv) any merger, 
consolidation, business combination, recapitalization, liquidation, dissolution or similar 
transaction involving Duke or any subsidiary of Duke owning, operating or controlling a Duke 
Material Business, in each case other than the transactions contemplated by this Agreement. 
Notwithstanding the foregoing and provided that Duke has otherwise complied with this Section 
4.04(a), nothing in this Section 4.04(a) shall prohibit Duke or its directors, officers, employees, 
representatives or agents from contacting in writing any person who has made a Duke Takeover 
Proposal after the date of this Agreement solely to request the clarification of the t e r n  and 
conditions thereof to the extent necessary to permit it to determine whether the Duke Takeover 
Proposal is, or is reasonably likely to result in, a Duke Superior Proposal. 

I -  

(b) Except as contemplated by this Section 4.04, neither the Board of Directors of 
Duke nor any committee thereof shall (A) withdraw or modify, or propose publicly to withdraw or 
modify, in a manner adverse to Progress, the approval or recommendation to Duke’s shareholders 
by such Board oiDirectors or such committee of the Duke Share Issuance or Duke Charter 
Amendment, @) approve or recornend, or propose publicly to approve or recommend, any Duke 
Takeover Proposal, or (C) cause Duke to enter into any letter of intent, agreement in principle, 
acquisition agreement or other similar agreement (each, a “Duke Acquisition Agreement”) related 
to any Duke Takeover Proposal Notwithstanding the foregoing: 

(i) in response to a Duke Takeover Proposal that did not result from a breach 
(other than in immaterial respects) of Section 4.04(a), during the Duke Applicable Period, the 
Board of Directors of Duke may, if it determines in good faith, after consulting with outside 
counsel, that the failure to take such action would be reasonably likely to result in a breach of the 
Board of Directors’ fiduciary obligations under applicable law, (A) withdraw or modify, or 
propose publicly to withdraw or modify, the approval or recommendation by such Board of 
Directors or any committee thereof of the Duke Share Issuance or Duke Charter Amendment, (J3) 
approve or recommend, or propose to approve or recommend, any Duke Superior Proposal, or (C) 
terminate this Agreement pursuant to Section 7.0l(f), but only after (1) in the case of each of 
clauses (B) or (C), such Board of Directors has determined in good faith that such Duke Takeover 
Proposal constitutes a Duke Superior Proposal, and (2) in the case o f  clause (C), (I) Duke has 
notified Progress in writing of the determination that such Duke Takeover Proposal constitutes a 
Duke Superior Proposal and (11) at least five business days following receipt by Progress of  such 
notice, the Board of Directors of Duke has determined that such Duke Superior Proposal remains a 
Duke Superior Proposal; provided, however, that in the event that any such Duke Takeover 
Proposal is thereafter modified by the person making such Duke Takeover Proposal and the Board 
of Directors determines pursuant to clause ( C )  to terminate this Agreement pursuant to Section 
7.01(f), Duke shall again comply with clauses (I) and (II) of this paragraph (b)(i) except that the 
five business-day period shall be reduced to two business days; and 

(ii) in circumstances other than in response to a Duke Takeover Proposal as 
provided in Section 4.04(b)(i), during the Duke Applicable Period, the Board of Directors o f  Duke 
may, if it determines in good faith, after consulting with outside counsel, that the failure to take 

I such action would be reasonably likely to result in a breach of the Board of Directors’ fiduciary 
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obligations under applicable law, withdraw or modify, or propose publicly to withdraw or modify, 
the approval or recommendatioii by such Board of Directors or any committee thereof of the Duke 
Share Issuance or Duke Charter Amendment, but only after (1) Duke has notified Progress in 
writing that the Board of Directors of Duke is prepared to make the determination set forth in this 
clause (ii) setting forth the reasons therefor 111 reasonable detail, (2) for a period of five business 
days following Progress’s receipt of the notice set forth in clause (1) of this sentence (or, if the 
period €rom the time of receipt by Progress of such notice to the Duke Shareholders Meeting shall 
be less than five business days, for such lesser period), Duke negotiates with Progress in good faith 
to make such adjustments to the terms and conditions of this Agreement, the Merger and the other 
transactions contemplated hereby as would enable the Duke Board of Directors to proceed with its 
recommendation of the Duke Share Issuance and the Duke Charter Amendment and ( 3 )  at the end 
of such five-business day period (or such lesser period, as the case may be, in accordance with this 
clause (ii)) the Board of Directors of Duke maintains its determination described in this clause (ii) 
(after taking into account Progress’s proposed adjustments, if any, to the terms and conditions of 
this Agreement, the Merger and the other transactions contemplated hereby). 

I 
- 

For purposes of this Agreement, a “Duke Superior Proposal” means any written Duke 
Takeover Proposal that the Board of Directors of Duke determines in good faith (after consultation 
with a financial advisor of nationally recognized reputation) to be more favorable (taking into 
account (i) all fmancial and strategic considerations, including relevant legal, financial, regulatory 
and other aspects of such Duke Takeover Proposal and the Merger and the other transactions 
contemplated by this Agreement deemed relevant by the Board of Directors, (ii) the identity of the 
third party making such Duke Takeover Proposal, and (iii) the conditions and prospects for 
completion of such Duke Takeover Proposal) to Duke’s shareholders than the Merger and the 
other transactions contemplated by this Agreement (taking into account all of the terms of any 
proposal by Progress to amend or mod@ the terms of the Merger and the other transactions 
contemplated by this Agreement), except that (x) the references to “20%” in clauses (i), (ii) and 
(iii) of the definition of “Duke Takeover Proposal” in Section 4.04(a) shall each be deemed to be a 
reference to “SO%’, (y) a “Duke Takeover Proposal” shall only be deemed to refer to a transaction 
involving Duke, and not any of its subsidiaries or Duke Material Businesses alone, and (2) the 
references to “or any subsidiary of Duke owning, operating or contmlling a Duke Material 
Business” in clauses (ii) and (iv) shall be deemed to be deleted. 

(c) Lu addition to the obligations of Duke set forth. in paragraphs (a) and (b) of this 
Section 4.04, Duke shall as promptly as practicable advise Progress, orally and in writing, of any 
Duke Takeover Proposal or of any request for information relating to any Duke Takeover Proposal 
(and in any case within 48 hours of such request or the receipt of such Duke Takeover Proposal), 
the principal terms and conditions of such request or Duke Takeover Proposal and the identity of 
the person malcing such request or Duke Takeover Proposal. Duke shall keep Progress informed in 
all material rcspects of the status and details (including amendments or proposed amendments) of 
any such request or Duke Takeover Proposal. Contemporaneously with any termination by Duke 
of this Agreement pursuant to Section 7.01(b)(i), Duke shall provide Progress with a written 
verification that it has complied with its obligations pursuant to this Section 4.04(c) (other than 
noncompliance which is immaterial). 

(d) Nothing contained in this Agreement shall prohibit Duke or its Board of Directors 
or any committee thereof fiom (i) taking and disclosing to its shareholders a position contemplated I 
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by Rule 14e-2(a) promulgated under the Exchange Act or from making any disclosure to Duke’s 
shareholders if, in the good faith judgment of the Board of Directors of Duke, after consultation 
with outside counsel, failure so to disclose would be inconsistent with its or Duke’s obligations 
under applicable law or (ii) taking actions pemGtied by Section 4.02(f). 

> - >  

Section 4.05 Other Actions. Each of Progress and Duke shall use its reasonable best 
efforts not to, and shall use its reasonable best efforts not to permit any of its respective 
subsidiaries to, take any action that would, or that could reasonably be expected to, result in (i) any 
of the representations and warranties of such party set forth in this Agreement that is qualified as to 
materiality or material adverse effect becoming unbue, (ii) any of such representations and 
warranties that is not so qualified becoming untrue in any material respect, or (iii) any condition to 
the Merger set forth in Article VI not being satisfied. 

Section 4 06 Coordination of Dividends. From the date of this Agreement uitil the 
Effective Time, Duke and Progress shall coordinate with each other regarding the declaration and 
payment of dividends in respect of the shares of Progress Common Stock and Duke Common 
Stock and the record dates and payment dates relating thereto, it being the intention of Progress 
and Duke that no holder of Progress Common Stock or Duke Common Stock shall receive two 
dividends, or fail to receive one dividend, for any single calendar quarter with respect to its shares 
of Progress Common Stock or Duke Common Stock (including Duke Coinmon Stock issued in 
connection with the Merger), as the case may be. In hLherance of and without limiting the 
generality of the foregoing, if at the time that Progress would otherwise declare a regular quarterly 
cash dividend pursuant to Section 4.0l(c)(i)(A) the parties expect the Closing Date to occur during 
the period of time fiom and after the record date for such Progress dividend and prior to the record 
date for the next subsequent regular quarterly cash dividend of Duke, the parties shall coordinate to 
reduce the amount of such Progress dividend to an amount reasonably calculated to effectuate the 
intent of .the parties described in the first sentence of this Section 4.06. In the event (a) the Closing 
Date would, in the absence of this Section 4.06, occur after the record date for the last regular 
quarterly cash dividend of Progress prior to the Closing Date and prior to the record date for the 
next subsequent regular quarterly cash dividend of Duke and (b) such last recent Progress regular 
quarterly cash dividend occurring prior to the Closing shall not have been reduced as contemplated 
by the preceding sentence, Duke shall be permitted to (i) declare and pay a special dividend to 
Duke stockholders immediately prior to the Closing in an amount reasonably calculated to 
effectuate the intent of the parties described in the fxst sentence of this Section 4.06 or (ii) subject 
to the prior written consent of Progress (which consent shall not be unreasonably withheld), 
postpone the Closing to a date no later than one business day after the record date for the next 
succeeding regular quarterly cash dividend of Duke (in which event Progress shall be permitted to 

. declare and pay a special dividend immediately prior to the Closing in an amount reasonably 
calculated to effectuate the intent of the parties described in the first sentence of this Section 4.06, 
and neither party shall be entitled to terminate this Agreement pursuant to Section 7.01(b)(i) 
during the period of such postponement). 

- 
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ARTICLE V 

ADDITIONAL AGRIEEMXNTS 

Section 5.01 Preparation of the Form S-4 and the Joint Proxy Statement; Shareholders 
Meetings. (a) As soon as practicable following the date of this Agreement, Progress and Duke 
shall prepare and file with the SEC the Joint Proxy Statement and Duke shall prepare and file with 
the SEC the Form S -4, in which the Joint Proxy Statement will be included. The Joint Proxy 
Statement and Form S-4 shall comply as to form in all material respects with the applicable 
provisions of the Securities Act and the Exchange Act and the rules and regulations thereunder. 
Duke shall use its reasonable best efforts, and Progress will reasonably cooperate with Duke in 
such efforts, to have the Form S-4 declared effective under the Securities Act as promptly as 
practicable after such filing and to keep the Form S-4 effective as long as necessary to consummate 
the Merger and other transactions contemplated hereby. Progress will use its reasonable best 
efforts to cause the Joint Proxy Statement to be mailed to Progress’s shareholders, and Duke will 
use its reasonable best eCf0rt.s to cause the Joint Proxy Statement to be mailed to Duke’s 
shareholders, in each case as promptly as practicable after the Form S-4 is declared effective under 
the Securities Act. Duke shall also take any action required to be taken by it under any applicable 
state or provincial securities laws in connection with the issuance of Duke Common Stock in the 
Merger and each party shall furnish all information concerning itself and its shareholders as may 
be reasonably requested in connection with any such action. Each party will advise the others, 
promptly after it receives notice thereof, of the time when the Form S-4 has become effective or 
any supplement or amendment has been fded, the issuance of any stop order, the suspension of the 

sale in any jurisdiction, or any request by the SEC for amendment of the Joint Proxy Statement or 
the Form S-4 or comments thereon and responses thereto or requests by the SEC for additional 
iiformation. If prior to the Effective Time any event occurs with respect to Progress, Duke or any 
subsidiary of Progress or Duke, respectively, or any change occurs with respect to information 
supplied by or on behalf of Progress or Duke, respectively, for inclusion in the Joint Proxy 
Statement or the Form S-4 that, in each case, is required to be described in an amendment of, or a 
supplement to, the Joint Proxy Statement or the Form S-4, Progress or Duke, as applicable, shall 
promptly notify the other of such event, and Progress or Duke, as applicable, shall cooperate with 
the other in the prompt filing with the SEC of any necessary amendment or supplement to the Joint 
Proxy Statement and the Form S-4 and, as required by law, in disseminating the information 
contained in such amendment or supplement to Progress’s shareholders and to Duke’s 
shareholders; provided that no amendment or supplement to the Joint Proxy Statement or the Form 
S-4 shall be filed by either party, and no material correspondence with the SEC shall be made by 
either party, without providing the other party a reasonable opportunity to review and comment 
thereon. 

1 qualification of the Duke Common Stock issuable in connection with the Merger for offering or 
~ I 

(b) Progress shall, as soon as reasonably practicable following the date of this 
Agreement, duly call, give notice of, convene and hold a meeting of its shareholders (the “Pro!zress 
Shareholders Meeting”) for the purpose of obtaining the Progress Shareholder Approval and any 
other matters required under applicable law to be considered at the Progress Shareholders Meeting. 
Without limiting the generality of the foregoing, Progress agrees that unless this Agreement is 
terminated pursuant to Section 7.01, its obligations pursuant to the f i s t  sentence of this Section 
S.Ol(b) shall not be affected by (i) the commencement, public proposal, public disclosure or 

I 
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communication to Progress of any Progress Takeover Proposal, (ii) the withdrawal or modification 
by the Board of Directors of Progress of its approval or recommendation to Progress’s 
shareholders of this Agreement, the Merger or the other transactions contemplated hereby, or (iii) 
the approval or recommendation of any Progress Superior Proposal. Notwithstanding any of the 
events set forth in clauses (i), (ii) and (iii) of the immediately preceding sentence, in the event 
Progress fulfills its obligations pursuant to this Section 5.01(b) and the Progress Shareholder 
Approval is not obtained at the Progress Shareholders Meeting, Duke shall not thereafter have the 
right to terminate this Agreement pursuant to Sections 7.01(h)(i) as a result of the Board OC 
Directors of Progress (or any committee thereof) having, pursuant to Section 4.03(b)(ii), 
withdrawn or modified, or proposed publicly to withdraw or modify, the approval or 
recommendation by such Board of Directors of this Agreement or the Merger; provided Duke shall 
relain all other rights to terminate this Agreement set forth in Section 7.01. 

(c) Duke shall, as soon as reasonably practicable following the date of this Agreement, 
duly call, give notice of, convene and hold a meeting of its shareholders (the “Duke Shareholders 
Meeting,’) for the purpose of obtaining the Duke Shareholder Approval and any other matters 
required under applicable law to be considered at the Duke Shareholders Meeting. Without 
limiting the generality of the foregoing, Duke agrees that unless this Agreement is terminated 
pursuant to Section 7.01, its obligations pursuant to the first sentence of this Section 5.01(c) shall 
not be affected by (i) the commencement, public proposal, public disclosure or communication to 
Duke of any Duke Takeover Proposal, (ii) the withdrawal or modification by the Board of 
Directors of Duke of its approval or recommendation to Duke’s shareholders ofthe Duke Share 
Issuance and the Duke Charter Amendment, or (iii) the approval or recommendation of any Duke 
Superior Proposal. Notwithstanding any of the events set forth in clauses (i), (ii) and (iii) of the 
imediately preceding sentence, in the event Duke fdfills its obligations pursuant to this Section 
S.Ol(c) and the Duke Shareholder Approval is not obtained at the Duke Shareholders Meeting, 
Progress shall not thereafter have the right to terminate this Agreement pursuant to Section 
7.01 (g)(i) as a result of the Board of Directors of Duke (or any cornlittee thereof) having, 
pursuant to Section 4.04(b)(ii), withdrawn or modified, or proposed publicly to withdraw or 
modify, the approval or recommendation by such Board of Directors of this Agreement or the 
Duke Merger; provided Progress shall retain all other rights to terminate this Agreement set forth 
in Section 7.01 I 

Subject to receipt of the Duke Shareholder Approval, on or before the Closing Date and 
prior to the Effective Time, Duke shall file with the Secretary of State of the State of Delaware a 
Certificate of Amendment to the Amended and Restated Certificate of Incorporation of Duke 
providing for, after prior consultation with Progress, a 1-for-2 or 1 -for-3 reverse stock split with 
respect to the Duke Common Stock (the “Duke Charter Amendment”), such Certificate of 
Amendment to become effective on the Closing Date prior to the filing of the Articles of Merger 
with the Secretary of State of the State of North Carolina 

(d) Progress and Duke will use their reasonable best efforts to hold the Duke 
Shareholders Meeting and the Progress Shareholders Meeting on the same date and as soon as 
practicable after the date of this Agreement. 

Section 5.02 Letters of Duke’s Accountants. Duke shall use its reasonable best efforts to 
I cause to be delivered to Progress two letters from Duke’s independent accountants, one dated a 

-58- 



JOINT APPLICANTS 
EXHIBIT E 

PAGE 64 

date within two business days before the date on which the Form S-4 shall become effective and 
one dated a date within two business days before the Closing Date, each addressed to Progress, in 
form and substance reasonably satisfactory to Progress and customary in scope and substance for 
comfort letters delivered by independent public accountants in connection with registration 
statements similar to the Forni S-4. 

Section 5.03 Letters of Prosess’s Accountants. Progress shall use its reasonable best 
efforts to cause to be delivered to Duke two letters from Progress’s independent accountants, one 
dated a date within two business days before the date on which the Form S-4 shall become 
effective and one dated a date within two business days before the Closing Date, each addressed to 
Duke, in form and substance reasonably satisfactory to Duke and customary in scope and 
substance for comfort letters delivered by independent public accountants in connection with 
registration statements similar to the Form S-4. 

Section 5.04 Access to Information; Effect of Review. 

(a) Access. Subject to the Confidentiality Agreement, to the extent permitted by 
applicable law, each of Progress and Duke shall, and shall cause each of its respective subsidiaries 
to, and, so long as consistent with its confidentiality obligations under its applicable agreements, 
shall use its respective reasonable best efforts to cause the Progress Joint Ventures and Duke Joint 
Ventures, respectively, to, afford to the other party and to the officers, employees, accountants, 
counsel, financial advisors and other representatives of such other party reasonable access during 
normal business hours during the pexiod prior to the Effective Time to all their respective 
properties, books, contracts, commitments, personnel and records and, during such period, to the 
extent permitted by applicable law, each of Progress and Duke shall, and shall cause each of its 
respective subsidiaries to, and, so long as consistent with its confidentiality and other contractual 
obligations under its applicable agreements, shall use its respective reasonable best efforts to cause 
the Progress Joint Ventures and Duke Joint Ventures, respectively, to, (i) confer on a regular and 
fiequent basis with one or more representatives of the other party to discuss material operational 
and regulatory matters and the general staixs of its ongoing operations, (ii) advise the other party 
of any change or event that has had or could reasonably be expected to have a material adverse 
effect on such party, and (iii) furnish promptly all other information concerning its business, 
properties and personnel, in each case as such other party may reasonably request; provided, 
however, that no actions shall be taken pursuant to this Section 5.04(a) that would create a risk of 
loss or waiver of the attorney/client privilege, provided, fhrther, that the parties shall use their 
respective commercially reasonable efforts to allow for access and disclosure of information in a 
manner reasonably acceptable to the parties that does not result in the loss or waiver of the 
attorney-client privilege (which efforts shall include entering into mutually acceptable joint 
defense agreements between the parties if doing so would reasonably permit the disclosure of 
information without violating applicable law or jeopardizing such attorney-client privilege). 
Notwithstanding the foregoing, if a party requests access to proprietary information of the other 
party, the disclosure of which would have a material adverse effect on the other party if the Closing 
were not to occur (giving effect to the requesting party’s obligations under the Confidentiality 
Agreement), such information shall only be disclosed to the extent reasonably agreed upon by the 
chief financial officers (or their designees) of Progress and Duke. All information exchanged 
pursuant to this Section 5.04(a) shall be subject to the Confidentiality Agreement. 
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(b) Effect of RevieK. No review pursuant to this Section 5.04 shall have any effect for 
I 
--. , -  --  

the purpose of determining the accuracy of any representation or warranty given by any of the 
parties hereto to any of the other parties hereto. 

Section 5.05 Regulatory Matters; Reasonable Best EEorts. 

(a) Readatow Approvals. Each party hereto shall cooperate and promptly prepare and 
file all necessary documentation, to effect all necessary applications, notices, petitions and filings, 
and shall use reasonable best efforts to take or cause to be taken all actions, and do or cause to be 
done all things in order to obtain all approvals and authorizations of all Governmental Authorities, 
necessary or advisable to consummate and make effective, in the most expeditious manner 
reasonably practicable, the Merger and the other transactions contemplated by this Agreement, 
including the Progress Required Statutory Approvals and the Duke Required Statutory Approvals; 
provided. however, that Progress shall have prirnary responsibility for the preparation and filing of 
any related applications, filings or other materials with the FPSC and the NCUC! and PSCSC, 
provided, further, that Duke shall have primary responsibility for the preparation and filing of any 
related applications, filings or other materials with the PT JCO, the IURC and the KPSC. Progress 
shall have the right to review and approve in advance all characterizations of the information 
relating to Progress, on the one hand, and Duke shall have the right to review and approve in 
advance all characterizations of the information relating to Duke, on the other hand, in either case, 
that appear in any application, notice, petition or filing made in connection with the Merger or the 
other transactions contemplated by this Agreement. Progress and Duke agree that they will 
consult and cooperate with each other with respect to the obtaining o€all such necessary approvals 
and authorizations of Governmental Authorities. 

@) Reasonable Best Efforts. Subject to the terms and conditions set forth in this 
Agreement, each of the parties hereto shall use its reasonable best efforts (subject to, and in 
accordance with, applicable law) to take, or cause to be taken, promptly all actions, and to do, or 
cause to be done, promptly and to assist and cooperate with the other parties in doing, all things 
necessary, proper or advisable to consummate and make effective the Merger and the other 
transactions Contemplated by this Agreement, including (i) the obtaining of all necessary Consents 
or waivers from third parties and Governmental Authorities, (ii) the defending of any lawsuits or 
other legal proceedings, whether judicial or administrative, challenging this Agreement or the 
consummation of the transactions contemplated by this Agreement, and (iii) the execution and 
delivery of any additional instruments necessary to consunmate the transactions contemplated by 
this Agreement. For purposes of this Agreement, “reasonable best efforts” shall not include nor 
require either party or its subsidiaries to (A) sell, or agree to sell, hold or agree to hold separate, or 
otherwise dispose or agree to dispose of any asset, in each case if such sale, separation or 
disposition or agreement with respect thereto would, individually or in the aggregate, reasonably 
be expected to have a material adverse effect on the expected benefits of the transactions 
contemplated by this Agreement to such party, or (B) conduct or agree to conduct its business in 
any particular manner if such conduct or agreement with respect thereto would, individually or in 
the aggregate, reasonably be expected to have a material adverse effect on the expected benefits of 
the transactions contemplated by this Agreement to such party, or (C) agree to any order, action or 
regulatory condition of any regulatory body, whether in an approval proceeding or another 
regulatory proceeding, that, i€ effected, would cause a material reduction in the expected benefits 
for such party’s shareholders (for example, the parties expect their customers to participate in the I 
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benefits of the transactions contemplated by this Agreement in amounts up to but not exceeding (x) 
the benefits ofjoint system dispatch and fuel savings as they materialize in hture he1 clause 
proceedings and (y) rates that are lower than they otherwise would have been as net merger 
savings materialize in future rate proceedings initiated in the ordinary course of business) (any of 
the foregoing effects, a “Burdensome Effect”). 

1 

(c) State Anti-Takeover Statutes. Without limiting the generality of Section 5.05@), 
Progress and Duke shall (i) take all action necessary to ensure that no state anti-takeover statute or 
similar statute or regulation is or becomes applicable to the Merger, this Agreement or any of the 
other transactions contemplated by this Agreement and (ii) if any state anti-takeover statute or 
similar statute or regulation becomes applicable to the Merger, this Agreement or any other 
transaction contemplated by this Agreement, take all action necessary to ensure that the Merger 
and the other transactions contemplated by this Agreement may be consummated as promptly as 
reasonably practicable on the terms contemplated by this Agreement and otherwise to niinimize 
the effect of such statute or regulation on the Merger and the other transactions contemplated by 
this Agreement. 

Section 5.06 Stock Options: Restricted Stock and Eciuity Awards: Stock Plans. (a) At 
the Effective Time, each Progress Employee Stock Option, whether vested or unvested, shall be 
converted into an option to acquire, on the same terms and conditions as were applicable under 
such Progress Employee Stock Option, including vesting, a number of shares of Duke Common 
Stock equal to the number of shares of Progress Common Stock subject to such Progress 
Employee Stock Option immediately before the Effective T h e  multiplied by the Exchange Ratio 
(rounded down to the nearest whole share) at a price per share of Duke Common Stock equal to the 
price per share under such Progress Employee Stock Option divided by the Exchange Ratio 
(rounded up to the nearest cent) (each, as so adjusted, a ‘ ‘ a e s s  Adiusted Option”); 

’ 

(i) at the Effective Time, each award of restricted shares of Progress Common 
Stock (“Progress Restricted Stock”) shall be converted into an award of a number of restricted 
shares of Duke Common Stock equal to the number of restricted shares of Progress Common 
Stock multiplied by the Exchange Ratio, on the same terms and conditions as were applicable to 
such award of restricted shares of Progress Common Stock, including vesting (“Progress Adiusted 
Restricted Stock”); 

(ii) at the Effective Time, each Progress Restricted Stock Unit shall be 
converted into an award of a number of restricted stock wits of Duke Common Stock equal to the 
number of restricted stock units of Progress Common Stock multiplied by the Exchange Ratio, on 
the same terms and conditions as were applicable to such award of restricted stock units of 
Progress Common Stock, including vesting (“ProP;Tess Adiusted Restricted Stock Units”), 

(iii) at the Effective Time, each Progress Performance Share shall be assumed 
and converted into an award of a number of performance shares of Duke Common Stock equal to 
the number of performance shares of Progress Common Stock multiplied by the Exchange Ratio, 
on the same terms and conditions a s  were applicable to such award of performance shares of 
Progress Common Stock, including vesting, iind the performance measurement period for such 
performance shares shall remain open (such that no payments shall be made under the terms of 
such performance shares solely as a result of or in connection with the Merger) and the 
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Compensation Committee of the Board of Directors of Duke shall adjust the perfonnance 
measures of such performance shares as soon as practicable after the Effective Time as it 
detemGes is appropriate and equitable to reflect the performance of Progress during the 
performance measurement period prior to the Effective Time, the transactions contemplatcd by 
this Agreement and the performance measures under awaids made to similarly situated Duke 
employees for the same or comparable performance cycle (the “Progress Adiusted Performance 
Shares”); 

1 

(iv) all outstanding Other Progress Equity Awards, whether vested or unvested, 
as of immediately prior to the Effective Time shall be converted into an equity or equity-based 
award in respect of a number of shares of Duke Common Stock equal to the number of shares of 
Progress Common Stock represented by such award multiplied by the Exchange Ratio, on the 
same terms and conditions as were applicable to such Progress equity or equity-based award, 
including vesting (“Other Propress Adiusted Equity Awards”); and 

(v) prior to the Effective Time, the Board of Directors of Progress (or, if 
appropriate, any committee administering the Progress Employee Stock Option Plans) shall adopt 
such resolutions or take such other actions as may be required to effect the foregoing and to ensure 
that the conversion pursuant to Section 2.01(b) of the Progress Common Stock held by any 
director or officer of Progress and the conversion pursuant to this Section S.O6(a) into Progress 
Adjusted Options of Progress Employee Stock Options, Progress Adjusted Restricted Stock of 
Progress Restricted Stock, Progress Adjusted Restricted Stock TJnits of Progress Restricted Stock 
Units, Progress Adjusted Performance Shares of Progress Performance Shares and Other Progress 
Adjusted Equity Awards of Other Progress Equity Awards held by any director or officer of 
Progress will be eligible for exemption under Rule 16b-3(e) under the Exchange Act. 1.. 

(b) Prior to the Effective Time, the Board of Directors of Duke shall adopt such 
resolutions or take such other actions as may be required to ensure to the maximum extent 
permitted by law that the conversion pursuant to Section 2.01(a) of the Progress Common Stock 
held by any director or officer of Progress and the conversion pursuant to Section 5.06(a) will be 
eligible for exemption under Rule 16b-3(e) under the Exchange Act. Prior to the Effective Time, 
Progress shall deliver to the holders of Progress Adjusted Options, Progress Adjusted Restricted 
Stock, Progress Adjusted Restricted Stock Units, Progress Adjusted Performance Shares and 
Other Progress Adjusted Equity Awards appropriate notices setting forth such holders’ rights 
pursuant to the respective plans and this Agreement (collectively, the “Stock Plans”). 

(c) At the Effective Time, by virtue of the Merger, the Stock Plans shall be assumed by 
Duke, with the result that all obligations of Progress under the Stock Plans, including with respect 
to awards outstanding at the Effective Time under each Stock Plan, shall be obligations of Duke 
following the Effective Time. Prior to the Effective Time, Duke shall take all necessary actions for 
the assumption of the Stock Plans, including the reservation, issuance and listing of Duke 
Common Stock in a number at least equal to the number of shares of Duke Common Stock that 
will be subject to Progress Adjusted Options, Progress Adjusted Restricted Stock ‘CJ~lits, Progress 
Adjusted Performance Shares and Other Progress Adjusted Equity Awards. As promptly as 
practicable following the Effective Time, Duke or its subsidiaries shall prepare and file with the 
SEC a &gistration statement on Form S-8 (or another appropriate form) registering a number of 
shares of Duke Common Stock determined in accordance with the preceding sentence. Such ! 
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registration statement shall be kept effective (and the current status of the prospectus or 

Options, Progress Adjusted Restricted Stock Units, Progress Adjusted Performance Shares and 
Other Progress Adjusted Equity Awards remain outstanding. 

I prospectuses required thereby shall be maintained) at least €or so long as Progress Adjusted 

Section 5.07 Employee Matters. (a) From and after the Effective Time, the Duke 
Employee Benefit Plans and the Progress Employee Benefit Plans in effect as of the date of this 
Agreement and at the Effective Time shall remain in effect with respect to employees and formcr 
employees of Duke or Progress and their subsidiaries (the ‘Newco Employees”), respectively, 
covered by such Plans at the Effective Time, until such time as Duke and Progress together shall 
otherwise determine, subject to applicable laws and the terms of such plans. Prior to the Effective 
Time, Duke and Progress shall cooperate in reviewing, evaluating and analyzing Duke Employee 
Benefit Plans and Progress Employee Benefit Plans with a view towards maintaining appropriate 
Plans for Newco Employees. 

(b) With respect to any Plans in which any Newco Employees who are employees of 
Duke or Progress (or their subsidiaries) prior to the Effective Time first become eligible to 
participate on or after the Effective Time, and in which such Newco Employees did not participate 
prior to the Effective Time (the “New Plans”), Duke shall, or shall cause its subsidiaries to, use 
reasonable best efforts, subject to applicable law, to: (i) waive all pre-existing conditions, 
exclusions and waiting periods with respect to participation and coverage requirements applicable 
to the Newco Employees and their eligible dependents under any New Plans in which such 
employees may be eligible to participate after the Effective Time, except to the extent such 

Employee Benefit Plan or Progress Employee Benefit Plan, as the case may be; (ii) provide each 
Newco Employee and their eligible dependents with credit for any co-payments and deductibles 
paid prior to the EKective Time under a Duke Employee Benefit Plan or Progress Employee 
Benefit Plan (to the same extent that such credit was given under the analogous Duke Employee 
Benefit Plan or Progress Employee Benefit Plan, as applicable, prior to the Effective Time) in 
satisfying any applicable deductible or out-of-pocket requirements under any New Plans in which 
such employees may be eligible to participate after the Effective Time; and (iii) reco,~ze all 
service of the Newco Employees with Progress and Duke, and their respective affiliates, for all 
purposes (including, for purposes of eligibility to participate, vesting credit., entitlement to benefits, 
and, except with respect to defmed benefit pension plans, benefit accrual) in any New Plan in 
which such employees may be eligible to participate after the Effective Time, including any 
severance plan, to the extent such service is talcen into account under the applicable New Plan; 
provided that the foregoing shall not apply to the extent it would result in duplication of benefits. 

, pre-existing conditions, exclusions or waiting periods would apply under the analogous Duke 

(c) Prior to the Effective Time, Duke and Progress shall cooperate to establish 
common retention, relocation and severance policies or plans that apply to Newco Employees on 
and after the Effective Time; provided, however, that for the period beginning on the Closing Date 
and ending on the second anniversary of the Closing Date (the “Continuation Period”), each 
Newco Employee who was an employee of Progress immediately prior to the Effective Time 
whose employment is terminated during the Continuation Period shall be eligible to receive 
severance benefits in amounts and on terms and conditions no less favorable than those provided to 
employees of Progress pursuant to plans or policies in effect immediately prior to the Effective 
Time, including, without limitation, the Progress CIC Plan (as defined in Section 5.07(d)). 
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(d) Duke acknowledges and agrees that (i) it will assume, as of the Effective Time, all 
obligations under the Progress Energy, Lnc. Management Change-in-Control Plan, as amended and 
restated effective January 1,2008 but after giving effect to the amendment of the definition of 
“Good Reason” set forth in Section 4.01 (d)(iii) of the Progress Disclosure Letter (the “Progress 
CIC Plan”) and (ii) a termination of employment from Duke and its affiliates shall be the same as a 
termination of employment from Progress and its affiliates €01 all purposes under the Progress CIC 
Plan. 

/ 

- - 

(e) Prior to the Effective Time, Progress shall (i) amend the definition of Comnittee 
set forth in Section 2.9 of the Progress CIC Plan by deleting the last sentence of such definition in 
its entirety and (ii) either amend the Progress CIC Plan or prescribe terms in the applicable award 
agreement to provide that, except as set forth in Section 4.0l(d)(iii) of the Progress Disclosure 
Letter, for all equity awards granted under the Progress Employee Stock Option Plans to 
participants in the Progress CIC Plan after the date hereof, the definition of “good reason” or 
similar concept of constructive termination relating to such awards shall be as defned in Section 
4.01 (d)(iii) of the Progress Disclosure Letter. Progress also acknowledges and agrees tliat (A) 
neither Progress nor any of its subsidiaries will take any actions to fund any grantor tnist or similar 
vehicle that it currently maintains, or may maintain at any time following the date hereof, in 
connection with the transactions contemplated by this Agreement and (l3) prior to the Effective 
Time, Progress will take all actions necessary to amend (x) any grantor trust maintained by 
Progress to eliminate any requirement to fund any such grantor trust in connection with the 
transactions contemplated by this Agreement and (y) any Progress Employee Benefit Plan 
requiring the establishment or funding of a grantor trust to eliminate such requircment. 

I 

(f) Duke acknowledges and agrees that it shall assume, as of the Effective Time, all 
obligations under the Amended and Restated Supplemental Senior Executive Retirement Plan of 
Progress Energy, Inc. (the “SERP”); provided that nothing herein shall prohibit Progress or its 
affiliates or their respective successors and assigns from modifying, amending or terminating the 
provisions o€ the SEW in any manner in accordance with its terms and applicable law; provided, 
further that no modification, amendment or termination shall adversely affect a participant’s 
accrued benefit or the right to payment thereof under the provisions of the SERP as in effect 
immediately prior to such amendment, modification or termination. Without limiting the 
generality of the foregoing, followiizg the Effective Time, in the event that the SERP is amended in 
a manner that would otherwise reduce a participant’s right to accrue fiiture benefits under the 
SERP, Duke shall provide such participant with the opportunity to earn additional benefits undei 
the SEW (or another compensation or benefit arrangement) equal to no less than the incremental 
anzount that the participant would have earned under the SEW (i.e , due to the accrual of 
additional years of Service (as defined in the SEW)) in the absence of such amendment, except 
that such incremental amount shall be calculated after treating the participant’s Final Average 
Salary (as defined in the SERP) as if it was solely based on compensation earned by the participant 
prior to the Effective Time, as increased after the Effective Time by cost oCliving 
adjustments. Progress shall amend the SEW as soon as practicable afler the date hereof to provide 
that no individual may become a participant in the SERP following the date of this Agreement. 

(8) At the Effective Time, outstanding awards under the Progress Management 
Incentive Compensation Plan shall be assumed and the performance period for each such award 
shall remain open (such that no payments shall be made under the terms of the Progress 
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Management Incentive Compensation Plan solely as a result of or in connection with the Merger) 
at a level and providing an annual incentive compensation opportunity that is not less than the level 
and annual incentive compensation opportunity under the existing Progress Management 
Incentive Compensation Plan and the applicable performance criteria and vesting requirements for 
each such award shall be adjusted by the Compensation Committee of the Board of Directors of 
Duke as it determines is appropriate and equitable to reflect the performance of Progress during the 
performance period prior to the Effective Time, the transactions contemplated by this Agreement 
and the performance measures under awards made to similarly situated Duke employees as soon as 
practicable following the Effective Time. 

I 
1 -. 

(h) Without limiting the generality of Section 8.06, the provisions of this Section 5.07 
are solely for the benefit of the parties to this Agreement, and no current or former director, officer, 
employee or independent contractor or any other person shall be a third-party beneficiary of this 
Agreement, and nothing herein shall be construed as an amendment to any Progress Employee 
Benefit Plan, Duke Employee Benefit Plan or other compensation or benefit plan or arrangement 
for any purpose. 

Section 5.08 Indemnification. Exculpation and Insurance. (a) Each of Duke, Merger 
S i b  and Progress agrees that, to the kllest extent permitted under applicable law, all rights to 
indemnification, advancement and exculpation from liabilities for acts or omissions occurring at or 
prior to the Effective Time now existing in favor of the current or former directors, officers and 
employees and the fiduciaries currently indemnified under benefit plans of Progress and its 
subsidiaries, as provided in their respective certificate or articles of incorporation, by-laws (or 
comparable organizational documents) or other agreements providing indemnification, 
advancement or exculpation shall survive the Merger and shall continue in h l l  force and effect in 
accordance with their terms, and no such provision in any certificate or articles of incorporation, 
by-laws (or comparable organizational document) or other agreement shall be amended, modified 
or repealed in any manner that would adversely affect the rights or protections thereunder to any 
such individual with respect to acts or oinissions occurring at or prior to the Effective Time. In 
addition, from and after the Effective Time, all directors, officers and employees and all fiduciaries 
currently indemnified under benefit plans of Progress or its subsidiaries who become directors, 
officers, employees or fiduciaries under benefit plans oEDuke will be entitled to the indemnity, 
advancement and exculpation rights and protections afforded to directors, officers and employees 
or fiduciaries under benefit plans of Duke. From and after the Effective Time, Duke shall cause 
the Surviving Corporation and its subsidiaries to honor and perform, in accordance with their 
respective t e r n ,  each of the covenants contained in this Section 5.08 without limit as to time. 

’ 

(b) For six years after the Effective Time, Duke shall maintain in effect the directors’ 
and officers’ liability (and fiduciary) insurance policies currently maintained by Progress covering 
acts or omissions occurring on or prior to the Effective Time with respect to those persons who are 
currently covered by Progress’s respective directors’ and officers’ liability (and fiduciary) 
insurance policies on terms with respect to such coverage and in amounts no less favorable than 
those set forth in the relevant policy in effect on the date of this Agreement; provided that the 
annual cost thereof shall not exceed 300% of the annual cost of such policies as of the date hereof. 
If such no less favorable insurance coverage cannot be maintained for such cost, Duke shall 
maintain the most advantageous policies of directors’ and officers’ insurance otherwise obtainable 
for such cost. Prior to the Effective Time, Progress may purchase a six-year “tail” prepaid policy 
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on terms and conditions no less advantageous to the Progress Indemnified Parties, or any other 

and officers’ liability (and fiduciary) insurance maintained by Progress, covering without 
limitation the transactions contemplated hereby; provided that the aggregate cost thereof shall not 
exceed 600% of the annual cost of the directors’ and officers’ liability (and fiduciary) insurance 
maintained by Progress as of the date heIeof If such “tail” prepaid policy has been obtained by 
Progress prior to the Effective Time, it shall satisfy the obligations set forth in the first two 
sentences of this paragraph (b) and Duke shall, aAer the Effective Time, maintain such policy in 
Eull Eorce and effect, for its full term, and continue to honor its obligations thereunder. 

I person entitled to the benefit of Sections 5.08(a) and (b), as applicable, than the existing directors’ 

! . . -  . .  

(c) From and afler the Effective Tinie, Duke will cause the Surviving Corporation to 
indemnify and hold harmless each present director and officer of Progress or any of its subsidiaries 
(in each case, for acts or failures to act in such capacity), determined as of the date hereof, and any 
person who becomes such a director or officer between the date hereoEand the Effective Time 
(collectively, the “Progress Indemnified Parties”), against any costs or expenses (including 
reasonable attorneys’ fees, costs and expenses), judgments, fines, losses, claims, damages or 
liabilities incurred in connection with any claim, action, suit, proceeding or investigation, whether 
civil, criminal, administrative or investigative, arising out of matters existing or occurring at or 
prior to the Effective Time, whether asserted or claimed prior to, at or after the Effective Time 
(including any matters arising in connection with the transactions contemplated by this 
Agreement), to the fkllest extent permitted by applicable law (and Duke will cause the Surviving 
Corporation to also advance expenses (including reasonable attorneys’ Eees, costs and expenses) as 
incurred to the fullest extent permitted under applicable law; provided that if required by 
applicable law the person to whom expenses are advanced provides an undertaking to repay such 
advances if it is ultimately determined that such person is not entitled to indemnification); and 
provided, Emher, that any determination as to whether a Progress Indemnified P d y  is entitled to 
indemnification or advancement of expenses hereunder pursuant to applicable law shall be made 
by independent counsel jointly selected by the Surviving Corporation and such Progress 
Indemnified Party. 

(d) The obligations of Duke and the Surviving Corporation under this Section 5.08 
shall not be terminated or modified by such parties in a manner so as to adversely 6 e c t  any 
Progress Indemnified Party, or any other person entitled to the benefit of Sections 5.08(a) and (b), 
as the case may be, to whom this Section 5.08 applies without the consent of the affected Progress 
Indemnified Party, or such other person, as the case may be. If Duke, the Surviving Corporation or 
any of their respective successors or assigns (i) shall consolidate with or merge into any other 
corporation or entity and shall not be the continuing or surviving corporation or entity of such 
consolidation or merger or (ii) shall transfer all or substantially all of its properties and assets to 
any individual, corporation or other entity, then, and in each such case, proper provisions shall be 
made so that the successors and assigns of Duke or the Surviving Corporation, as the case may be, 
shall assume all of the obligations of Duke, or the Surviving Corporation, as the case may be, set 
forth in this Section 5.08. 

(e) The provisions of Section 5.08 are (i) intended to be for the benefit of, and will be 
enforceable by, each indemnified party, his or her heirs and his or her representatives and (ii) in 
addition to, and not in substitution for, any other rights to indemnification, advancement, 
exculpation or contribution that any such person may have by contract or otherwise. 
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Section 5.09 Fees and Expenses. (a) Except as provided in this Section 5.09, all fees and 
I expenses incurred in connection with the Merger, this Agreement and the transactions 

- -. - - contemplated by this Agreement shall be paid by the party incurring such fees or expenses, 
whether or not the MeIger is consummated, except that each of Progiess and Duke shall each bear 
and pay one-half of the costs and expenses incurred in connection with (1) the filing, printing and 
mailing of the Form S-4 and the Joint Proxy Statement (including SEC filing fees), (2) the filings 
of the prenierger notification and report forms under the HSR Act (including filing fees) arid ( 3 )  
the preparation and filing of all applicat;oris, filings or other materials with the FPSC, P‘LJCO, the 
NCIJC, the IURC, the KPSC and the PSCSC.. The Surviving Corpoiation shall file any return with 
respect to, and shall pay, any state or local taxes (including penalties or interest with respect 
thereto), if any, that are attributable to (i) the transfer of the beneficial ownership of Progress’s real 
property and (ii) the transfer of Progress Common Stock pursuant to this Agreement as a result of 
the Merger. Progress and Duke shall cooperate with respect to the filing of such returns, including 
supplying any information that is reasonably necessary to complete such returns. 

(b) Progress shall immediately pay Duke a fee equal to $400 million (the “Progress 
Termination Fee”) minus any amounts as may have been previously paid by Progress pursuant to 
Section 5.09(d), payable by wire transfer of same day fimds, in the event that: 

(i) following the Progress Shareholder Approval, (x) a ProgIess Takeover 
Proposal shall have been made known to Progress or any person shall have publicly announced an 
intention (whether or not conditional) to make a Progress Takeover Proposal, (y) thereafter this 
Agreement is terminated by Progress pursuant to Section 7.01(b)(i) and (2) within six months of 
such termination Progress or any of its subsidiaries enters into any Progress Acquisition 
Agreement or consummates any Progress Takeover Proposal, in either case with the person (or an 
f i l i a t e  of such person) that made the Progress Takeover Proposal referred to in clause (x), or 

~ _ _  

(ii) prior to or during the Progress Shareholders Meeting (or any subsequent 
meeting of Progress shareholders at which it is proposed that the Merger be approved), (x) a 
Progress Takeover Proposal shall have been publicly disclosed or any person shall have publicly 
announced a n  intention (whether or not conditional) to make a Progress Takeover Proposal, (y) 
thereafter this Agreement is terminated by either Progress or Duke pursuant to Section 7.01 (b)(iii), 
and (z) within 12 months of such termination Progress or any of its subsidiaries enters into any 
Progress Acquisition Agreement or consummates any Progress Takeover Proposal, in either case 
with the person (or an &iliate of such person) that made the Progress Takeover Proposal referred 
to in clause (x), or 

(iii) this Agreement is terminated by Progress pursuant to Section 7.01(d), or 

(iv) this Agreement is terminated by Duke pursuant to Section 7.01(h)(i) , 
provided, however, that if this Agreement is terminated by Dulce pursuant to Section 7.01Q(i) as 
a result of the Board of Directors of Progress (or any committee thereof) having withdrawn or 
modified, or proposed publicly to withdraw or modify, the approval or recommendation by such 
Board of Directors of this Agreement or the Merger primarily due to adverse conditions, events or 
actions of or relating to Duke, the Progress Termination Fee shall not be payable to Duke, or 

I (v) this Agreement is terminated by Duke pursuant to 7 Ol(h)(iii). 
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For the purposes of Section 5.09(b)(i) and (ii), the terms “Progress Acquisition Agreement” and 
“Progress Takeover Proposal” shall have the meanings assigned to such terms in Section 4.03 
(except that the references to “20% in the d e f ~ t i o n  of “Progress Takeover Proposal” in Section 
4.03(a) shall be deemed to be references to “50%)  and the Termination Fee shall be immediately 
payable upon the first to occu of Progress entering into such Progress Acquisition Agreement or 
consummating such Progress Takeover Proposal. 

I 

(c) Duke shall immediately pay Progress a fee equal to $675 million (the ‘‘Duke 
Termination Fee”) minus any amounts as may have been previously paid by Duke pursuant to 
Section 5.09(e), payable by wire transfer of same day hnds, in the event that: 

(i) following the Duke Shareholder Approval, (x) a Duke Takeover Proposal 
shall have been made known to Duke or any person shall have publicly announced an intention 
(whether or not conditional) to make a Duke Takeover Proposal, (y) thereafter this Agreement is 
terminated by Duke pursuant to Section 7.01(b)(i), and (2) within six months of such termination 
Duke or any of its subsidiaries enters into any Duke Acquisition Agreement or consummates any 
Duke Takeover Proposal, in either case with the person (or an affiliate of such person) that made 
the Duke Takeover Proposal referred to in clause (x), or 

(ii) prior to or during the Duke Shareholders Meeting (or any subsequent 
meeting of Duke shareholders at which it is proposed that the Duke Share Issuance or Duke 
Charter Amendment be approved), (x) a Duke Takeover Proposal shall have been publicly 
disclosed or any person shall have publicly announced an intention (whether or not conditional) to 
make a Duke Takeover Proposal, (y) thereafter this Agreement is terminated by either Progress or 
Duke pursuanL to Section 7~Ol(b)(ii), and (2) within 12 months of such termination Duke or any of 
its subsidiaries enters into any Duke Acquisition Agreement or consummates any Duke Takeover 
Proposal, in either case with the person (or an affiliate of such person) that made the Duke 
Takeover Proposal referred to in clause (x), or 

(iii) this Agreement is terminated by Duke pursuant to Section 7.01(f)¶ or 

(iv) this Agreement is terminated by Progress pursuant to Section 7.01(g)(i) , 
provided, however, that if this Agreement is terminated by Progress pursuant to Section 7.01(g)(i) 
as a result of the Board of Directors of Duke (or any committee thereof) having withdrawn or 
modified, or proposed publicly to withdraw or modify, the approval or recommendation by such 
Board of Directors of the Duke Share Issuance or Duke Charter Amendment primarily due to 
adverse conditions, events or actions of or relating to Progress, the Duke Termination Fee shall not 
be payable to Progress, or 

(v) this Agreement is terminated by Progress pursuant to 7.0 1 (g)(iii)- 

For the purposes of Section 5.09(c)(i) and (ii), the terms “Duke Acquisition Agreement” and 
“Duke Takeover Proposal” shall have the meanings assigned to such terms in Section 4.04 (except 
that the references to “20%” in the definition of “Duke Takeover Proposal’’ in Section 4.04(a) shall 
be deemed to be references to “50%) and the Duke Termination Fee shall be immediately payable 
upon the first to occur of Duke entering into such Duke Acquisition Agreement or consummating 
such Duke Takeover Proposal. 

I 
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(d) If this Agreement is terminated (i) by Progress or Duke pursuant to Section 
7.0l(b)(iii) (after the public disclosure of a Progress Takeover Proposal or the announcement by 
any person ofthe intention (whether or not conditional) to make a Progress Takeover Proposal and 
in each case there shall not have been a bona fide withdrawal thereof prior to the Progress 
Shareholders Meeting) or (ii) by Duke pursuant to Section 7.01(e), Progress shall reimburse Duke 
promptly upon demand, but in no event later than three business days after the date of such demand, 
by wire transfer of same day fiinds, for all reasonable, out-of-pocket fees and expenses incurred OK 

paid by or on behalf of, Duke in connection w,ith the Merger or the transactions contemplated by 
this Agreement, i~icluding all reasonable fees and expenses of counsel, investment banking firms, 
accountants, experts and consultants to Duke; provided, however, that Progress shall not be 
obligated to make payments pursuant to this Section 5.09(d) in excess of $30,000,000 in the 
aggregate. 

(e) If this Agreement is terminated (i) by Progress or Duke pursuant to Section 
7.01(b)(ii) (after the public disclosure of a Duke Takeover Proposal or the announcement by any 
person of the intention (whether or not conditional) to make a Duke Takeover Proposal and in each 
case there shall not have been a bona fide withdrawal thereof prior to the Duke Shareholders 
Meeting), or (ii) by Progress pursuant to Section 7.01(c), Duke shall reimburse Progress promptly 
upon demand, but in no event later than three business days after the date of such demand, by wire 
transfer of same day funds, for all reasonable, out-of-pocket fees and expenses incurred or paid by 
or on behalf of, Progress in connection with the Merger or the transactions contemplated by this 
Agreement, including all reasonable fees and expenses of counsel, investment banking fnms, 
accountants, experts and consultants to Progress; provided, however, that Duke shall not be 
obligated to make payments pursuant to this Section 5.09(e) in excess of $30,000,000 in the 
aggregate. 

(0 Progress acknowledges that the agreements contained in Sections 5.09@) and 
5.09(d) are an integral part of the transactions contemplated by this Agreement, and that, without 
these agreements, Duke would not enter into this Agreement; accordingly, if Progress fails 
promptly to pay the amount due pursuant to Section 5.09@) or .5.09(d), and, in order to obtain such 
payment, Duke commences a suit that results in a judgment against Progress for the fees set forth 
in Section 5.09(b) or 5,09(d), Progress shall pay to Duke its costs and expenses (including 
attorneys’ fees and expenses) in connection with such suit, together with interest on the amount of 
the fee at the prime rate of Citibank N.A. in effect on the date such payment was required to be 
made. 

(g) Duke acknowledges that the agreements contained in Sections 5.09(c) and 5.09(e) 
are an integral part of the transactions contemplated by this Agreement, and that, without these 
agreements, Progress would not enter into this Agreement; accordingly, if Duke fails promptly to 
pay the amount due pursuant to Section 5.09(c) or 5.09(e), and, in order to obtain such payment, 
Progress commences a suit that results in ajudgment against Duke for the fees set forth in Section 
5.09(c) or 5.09(e), Duke shall pay to Progress its costs and expenses (including attorneys’ fees and 
expenses) in connection with such suit, together with interest on the arnount of the fee at the prime 
rate of Citibank N.A. in effect on the date such payment was required to be made. 

Section 5.10 Public Announcements. Progress and Duke will consult with each other 
before issuing, and provide each other the reasonable opportunity to review, comment upon and 
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concur with, any press release or other public statements with respect to the transactions 
contemplated by this Agreement, including the Merger, and shall not issue any such press release 
or make any such public statement prior to such consultation, except as any party, after 
consultation with counsel, determines is required by applicable law or applicable rule or regulation 
of the NYSE. 

- -  -’ 

Section 5.1 1 Affiliates. As soon as practicable after the date of this Agreemenf Progress 
shall deliver to Duke, and Duke shall deliver to Progress, a letter identifying all persons who are, at 
the time this Agreement is submitted for adoption by the respective shareholders of Duke and 
Progress, “affiliates” of Progress or Duke, as the case may be, for purposes of Rule 145 under the 
Securities Act. 

Section 5.12 NYSE Listing. Duke shall use its reasonable best efforts to cause the shares 
ofDuke Common Stock issuable to Progress’s shareholders as contemplated by this Agreement to 
be approved for listing on the NYSE, subject to official notice of issuance, as promptly as  
practicable after the date of this Agreement, and in any event prior to the Closing Date. 

Section 5.13 Shareholder Litigation. Each of Progress and Duke shall give the other the 
reasonable opportunity to consult concerning the defense of any shareholder litigation against 
Progress ar Duke, as applicable, or any of their respective directors or officers relating to the 
transactions contemplated by this Agreement. 

Section 5.14 Tax-Free Reorganization Treatment. The parties to this Agreement intend 
that the Merger will qualify as a reorganization under Section 368(a) of the Code, and each shall 
not, and shall not permit any of their respective subsidiaries to, take any action, or fail to take any 
action, that would reasonably be expected to jeopardize the qualification of the Merger as a 
reorganization under Section 368(a) of the Code. 

Section 5.1 5 Standstill Agreements; Confidentialitv Agreements. During the period 
fiom the date of this Agreement through the Effective Time, neither Progress nor Duke shall 
terminate, amend, modify or waive any provision of‘ any confidentiality or standstill agreement to 
which it or any of its respective subsidiaries is a party except (i) as required by applicable law, 
(ii) during the Progress Applicable Period in the case of Progress or during the Duke Applicable 
Period in the case of Duke, neither party shall enforce any standstill agreements or similar 
obligations in effect on the date of this Agreement in any manner that might prevent a third pa19 
from requestiug permission to submit a Progress Takeover Proposal in accordance with Section 
4.03 or a Duke Talceover Proposal in accordance with Section 4.04, as applicable or (iii) if the 
Board of Directors of the applicable party determines in good faith that failure to do so could 
reasonably be expected to result in a breach of its fiduciary obligations under applicable law. 
Except as provided in the first sentence of this Section 5.15, Progress or Duke, as the case may be, 
shall edorce any confidentiality or standstill agreement to which it or any of its respective 
subsidiaries is a party, including by seeking injunctions to prevent any breaches of such 
agreements and to enforce specifically the terms and provisions thereof, to the fixllest extent 
permitted under applicable law. 
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ARTICLE VI 

CONDITIONS PRECEDENT 

Section 6.01 Conditions to Each Party’s Oblipation to Effect the MerPer. The respective 
obligation of each party to effect the Merger is subject to the satisfaction or waiver by Progress and 
Duke on or prior to the Closing Date of the following conditions: 

(a) Shareholder Approvals. Each ofthe Duke Shareholder Approval and the Progress 
Shareholder Approval shall have been obtained. 

(b) No Injunctions or Restraints. No (i) temporary restraining order or preliminary or 
permanent injunction or other order by any federal or state court of competentjurisdiction 
preventing consumrnation of the Merger or (ii) applicable federal or state law prohibiting 
consumnation of the Merger (collectively, “Restraints”) shall be in effect. 

(c) Form $4. The Form S-4 shall have become effective under the Securities Act and 
shall not be the subject of any stop order or proceedings seeking a stop order and no proceedings 
for that purpose shall have been initiated or overtly threatened by the SEC. 

(d) NYSE Listing. The shares of Duke Common Stock issuable to Progress’s 
shareholders as contemplated by this Agreement shall have been approved for listing on the NYSE, 
subject to official notice of issuance. 

(e) Charter Amendment. The Duke Charter Amendment shall have become effective. 

Section 6.02 Conditions to Obligations of Progress. The obligation of Progress to effect 
the Merger is further subject to satisfaction or waiver of the following conditions: 

(a) Representations and Warranties. The representations and warranties of Duke set 
forth herein shall be true and correct both when made and at and as of the Closing Date, as if made 
at and as of such time (except to the extent expressly made as of an earlier date, hi which case as of 
such date), except where the failure of such representations and warranties to be so true and correct 
(without giving effect to any limitation as to “materiality” or “ma~erial adverse effect” set forth 
therein) does not have, and could not reasonably be expected to have, individually or in the 
aggregate, a material adverse effect on Duke. 

0.) Performance of Obligations of Duke. Duke shall have performed in all material 
respects all obligations required to be performed by it under this Agreement at or prior to the 
Closing Date 

(c) Tax Opinion. Progress shall have received a written opinion from Hunton & 
Williams LLP, counsel to Progress, dated as ofthe Closing Date, to .the effect that the Merger will 
qualify as a reorganization under Section 368(a) of the Code. Such counsel shall be entitled to rely 
upon representation letters from each of Duke, Progress, Merger Sub and others, in each case, in 
form and substance reasonably satisfactory to such counsel. Each such representation letter shall 
be dated as of the date of such opinion. The opinion condition referred to in this Section 6.02(c) 

1 
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shall not be waivable after receipt of the Progress Shareholder Approval, unless further approval of 
the shareholders of Progress is obtained with appropriate disclosure. i 

‘ 1  
(d) Statuton Approvals. The Progress Required Statutory Approvals and the Duke 

Required Statutory Approvals shall have been obtained (including, in each case, the expiration or 
termination of the waiting periods (and any extensions thereof) under the HSR Act applicable to 
the Merger and the transactions contemplated by this Agreement) at or prior to the Effective Time, 
such approvals shall have become Final Orders (as defined below) and neither (i) such Final 
Orders nor (ii) any other order, action or regulatory condition of a regulatory body shall impose 
terms or conditions that, individually or in the aggregate, could reasonably be expected to have a 
Burdensome Effect on Progress or Duke. A “Final Order” means action by the relevant 
Governmental Authority that has not been reversed, stayed, enjoined, set aside, annulled or 
suspended, with respect to which any waiting period prescribed by law before the transactions 
contemplated hereby may be consummated has expired (a “Final Order Waiting Period”), and as to 
which all conditions to the consummation of such transactions prescribed by law, regulation or 
order have been satisfied. 

(e) No Material Adverse Effect. Except as disclosed in the Duke SEC Reports filed on 
or after January 1 , 20 10 and prior to the date hereof or in any specific section of the Duke 
Disclosure Letter corresponding to Section 3.02, since December 31,2009, there shall not have 
been any change, event, occurrence or development that, individually or in the aggregate, has had 
or could reasonably be expected to have a material adverse effect on Duke. 

(9 Closing Certificates. Progress shall have received a certificate signed by an ‘ ; i 
’ I  

executive officer of Duke, dated the Effective Time, to the effect that, to such officer’s knowledge, 
the conditions set forth in Sections 6.02(a), 6.02(b) and 6.02(e) have been satisfied. 

Section 6.03 Conditions to ObliPations of Duke. The obligation of Duke to effect the 
Merger is further subject to satisfaction or waiver of the following conditions: 

(a) Representations and Warranties. The representations and warranties of Progress 
set forth herein shall be true and correct both when made and at and as of the Closing Date, as if 
made at and as of such time (except to the extent expressly made as of an earlier date, in which case 
as of such date), except where the failure of such representations and warranties to be so true and 
correct (without giving effect to any limitation as to “materiality” or “material adverse effect” set 
forth therein) does not have, and could not reasonably be expected to have, individually or in the 
aggregate, a material adverse effect on Progress. 

(b) 
material respects all obligations required to be performed by it under tlis Agreement at or prior to 
the Closing Date. 

(c) 

Performance of Obligations of Promess. Progress shall have performed in all 

Tax Opinion. Duke shall have received a written opinion from Wachtell, Lipton, 
Rosen & Kalz, counsel to Dike, dated as of the Closing Date, to the effect that the Merger will 
qualify as a reorganization wider Section 368(a) of the Code. Such counsel shall be entitled to rely 
upon representation letters kom each of Duke, Progress, Merger Sub and others, in each case, hi 
form and substance reasonably satisfactory- to such counsel. Each such representation letter shall 

‘ I  
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be dated as of the date of such opinion. The opinion condition referred to in this Section 6.03(c) 

the shareholders of Duke is obtained with appropriate disclosure. 
I shall not be waivable after receipt of the Duke Shareholder Approval, unless further approval of 

- 

(d) Statutow Approvals. The Progress Required Statutory Approvals and the Duke 
Required Statutory Approvals shall have been obtained (including, in each case, the expiration or 
termination of the waiting periods (and any extensions thereof) under the HSR Act applicable to 
the Merger and the transactions contemplated by this Agreement) at or prior to the Effective Time, 
such approvals shall have become Final Orders and neither (i) such Final Orders nor (ii) any other 
order, action or regulatory condition of a regulatory body shall impose terms or conditions that, 
individually or in the aggregate, could reasonably be expected to have a Burdensome Effect on 
Duke or Progress. 

(e) No Material Adverse Effect. Except as disclosed in the Progress SEC Reports filed 
on or after January 1,201 0 and prior to the date hereof or in any specific section of the Progress 
Disclosure Letter corresponding to Section 3.01, since December 3 1,2009, there shall not have 
been any change, event, occurrence or development that, individually or in the aggregate, has had 
or could reasonably be expected to have a material adverse effect on Progress. 

(f) Closing; Certificates. Duke shall have received a certificate signed by an executive 
oEcer o i  Progress, dated the Effective Time, to the effect that, to such o€5cer’s knowledge, the 
conditions set forth in Sections 6.03(a), 6.03(b) and 6.03(e) have been satisfied. 

Section 6.04 Frustration of ClosinP Conditions. Neithei Progress nor Duke may rely on 
the failure of any condition set forth in Section 6.01,6.02 or 6.03, as the case may be, to be 
satisfied if such failure was caused by such party’s failure to use reasonable best efforts to 
c o n s m a t e  the Merger and the other transactions contemplated by this Agreement, to the extent 
required by and subject to Section 5.05. 

ARTICLE VII 

TERMINATION, AMENDMENT AND WAIVER 

Section 7.01 Termination. This Agreement may be terminated at any time prior to the 
Effective Time, whether before or (other than pursuant to clauses (d), ( f ) ,  (g) or (h) below) aEter the 
Progress Shareholder Approval or the Duke Shareholder Approval: 

(a) by mutual written consent of Progress and Duke; 

(b) by either Progress or Duke: 

(i) if the Merger shall not have been consummated by the 12-month 
anniversary of the date of this Agreement (the “Initial Termination Date”); provided, however, that 
the right to terrninate this Agreement pursuant to this Section 7.01@)(i) shall not be available to 
any party whose failure to perform any of its obligations under this Agreement results in the failure 
of the Merger to be consummated by such time; and provided, furtber, that, (A) if on the Initial 
Termination Date the conditions to the Closing set forth in Sections 6.01@), 6.02(d) andor 6.03(d) 
shall not have been fillfilled but all other conditions to the Closing shall have been fulfilled or shall 
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be capable of being fulfilled, then either party may (on one or more occasions) extend the Initial 
Termination Date up to the 18-month anniversary of the date o f  this Agreement and (B) if the 
Initial Termination Date (as it may be extended pursuant to clause (A) of this Section 7.01(b)(i)) 
shall occur during any Final Order Waiting Period, the Initial Termination Date shall be extended 
until the third business day after the expiration of such Final Order Waiting Period; 

1 

(ii) if the Duke Shareholder Approval shall not have been obtained at a Duke 
Shareholders Meeting duly convened therefor or at any adjournment or postpOnement thereof; 

(iii) if the Progress Shareholder Approval shall not have been obtained at a 
Progress Shareholders Meeting duly convened therefor or at any adjournment or postponeinent 
thereof; 

(iv) if any Restraint having any ofthe effects set forth in Section 6.01(b) shall be 
in effect and shall have become fnial and nonappealable; provided that the party seeking to 
terrninate this Agreement pursuant to this Section 7.0l(b)(iv) shall have used its reasonable best 
efforts to prevent the entry of and to remove such Restraint; or 

(v) if any condition to the obligation of such party to consummate the Merger 
set forth in Section 6.02 (in the case of Progress) or in Section 6.03 (in the case of Duke) becomes 
incapable of satisfaction prior to the Initial Termination Date (or, if the Initial Termination Date is 
extended in accordance with the second proviso to Section 7.01(b)(i), such date as extended); 
provided, however, in the case of Section 6.02(d) and 6.03(d), the Initial Termination Date shall 
refer to such date as it may be extended pursuant to the second proviso to Section 7.0 1 (b)(i); and 
provided further, that the failure of any such condition to be capable o€satisfaction is not the result 
of a material breach of this Agreement by the party seeking to terminate this Agreement; 

(c) by Progress, if Duke shall have breached or failed to perform in any material 
respect any of its representations, warranties, covenants or other agreements contained in this 
Agreement, which breach or failure to perform (A) would give rise to the failure of a condition set 
forth in Section 6.02(a) or (b), and (B) is incapable of being cured by Duke or is not cured by Duke 
within 60 days following receipt of written notice from Progress of such breach or failure to 
perform; 

(d) by Progress in accordance with Section 4.03(b); provided, that, in order for the 
termination of this Agreement pursuant to this paragraph (d) to be deemed effective, Progress shall 
have complied with Section 4.03 and with applicable requirements, including the payment of the 
Progress Termination Fee, of Section 5.09; 

(e) by Duke, if Progress shall have breached or failed to perform in any material 
respect any of its representations, warranties, covenants or other agreements contained in this 
Agreement, which breach or failure lo perform (A) would give rise to the failure of a condition set 
forth in Section 6.03(a) or (b), and (€3) is incapable of being cured by Progress or is not cured by 
Progress within 60 days following receipt of written notice from Duke of such breach or failure to 
perform; 

(f) by Duke in accordance with Section 4.04(b); provided, that, in order for the 
termination of this Agreement pursuant to this paragraph (0 to be deemed effective, Duke shall 
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have complied with Section 4.04 and with applicable requirements, including the payment of the 
Duke Termination Fee, of Section 5.09; / 

. . .  . . .. . .... . . .. . ..._._ -.. _ _  . _ _  
(g) by PIogress, if the Board of Directors of Duke (or any commitlee thereof) (i) shall 

have withdrawn or modified, or proposed publicly to withdraw or modify, the approval or 
recommendation by such Board of Directors of the Duke Charter Amendment or the Duke Share 
Issuance, (ii) shall fail to reaffirm such approval or recornniendation within 15 business days of 
receipt of Progress’s witten request at any time when a Duke Takeover Proposal shall have been 
made and not rejected by the Board of Directors of Duke; provided, that, such 15-business day 
period shall be extended for ten business days following any material modification to such Duke 
Takeover Proposal occurring after the receipt of Progress’s written request and provided. furiher, 
that such 15-business day period shall recommence each time a Duke Takeover Proposal has been 
made following the receipt of Progress’s written request by a person that had not made a Duke 
Takeover Proposal prior to the receipt of Progress’s written request, or (iii) shall have approved or 
recommended, or proposed to approve or recommend, a Duke Takeover Proposal; or 

(h) by Duke, if the Board of Directors of Progress (or any cormnittee thereof) (i) shall 
have withdrawn or modified, or proposed publicly to withdraw or modify, the approval or 
recommendation by such Board of Directors of this Agreement or the Merger, (ii) shall fail to 
reaffirm such approval or recommendation within 15 business days of receipt o f  Duke’s written 
request at any time when a Progress Takeover Proposal shall have been made and not rejected by 
the Board of Directors of Progress; provided, that, such 15-business day period shall be extended 
for ten business days following any material modification to such Progress Takeover Proposal 
occurring after the receipt of Duke’s written request and provided, further, that such 15-business 
day period shall recommence each time a Progress Takeover Proposal has been made following 
the receipt of Duke’s written request by a person that had not made a Progress Takeover Proposal 
prior to the receipt of Duke’s written request, or (iii) shall have approved or recommended, or 
proposed to approve or recommend, a Progress Takeover Proposal. 

Section 7.02 Effect of Termination. (a) In the event of termination of this Agreement by 
either Duke or Progress as provided in Section 7.01, this Agreement shall forthwith become ntill 
and void and have no effect, without any liability or obligation on the part of Progress or Duke, 
other than the provisions of Section 5.09, this Section 7.02 and Article VIII, which provisions shall 
survive such termination, and except to the extent that such termination results fiom the willful and 
material breach by a party of any of its representations, warranties, covenants or agreements set 
forth in this Agreement, in which case such termination shall not relieve any party of any liability 
or damages resulting from its willfkl and material breach of this Agreement (including any such 
case in which a Progress Termination Fee or a Duke Termination Fee, as the case may be, is, or any 
expenses of Progress or Duke in connection with the transactions contemplated by this Agreement 
are, payable pursuant to Section 5.09 to Progress or Duke, as the case may be (the “Injured Party”), 
to the extent any such liability or damage suffered by the Injured Party exceeds the amount of the 
Progress Termination Fee, in the circumstance in which Duke is the Injured Party, or the Duke 
Termination Fee, in the circumstance in which Progress is the Injured Party and any expenses 
payable pursuant to Section 5.09 to the Injured Party, it being the intent that any Progress 
Termination Fee, Duke Termination Fee and any expenses paid to the Injured Party shall serve as a 
credit against and off-set any liability or damage suffered by the Injured Party to the extent of such 

I pay rnent) . 
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@) hi the event Duke terminates this Agreement pursuant to Section 7.0 1 (h)(i) as a 
I. result of the Board of Directors of Progress having withdrawn or modified, or proposed to publicly 

-- withdraw or mod@, the approval or recommendation by such Board of Directors of this 
Agreement or the Merger that was made primarily due to adverse conditions, events or actions of 
or relating to Duke, in any judicial, court or tribunal proceeding in which the payment of the 
Progress Termination Fee is at issue under the proviso in Section 5.09(b)(iv), whether brought or 
initiated by Duke or Progress, Progress shall have the burden of proving that the Board of 
Directors of Progress withdrew or modified, or proposed publicly to withdraw or modify, the 
approval or recommendation by such Board of Directors of this Agreement or the Merger 
primarily due to adverse conditions, events or actions of or relating to Duke. 

(c) In the event Progress terminates this Agreement pursuant to Section 7.01(g)(i) as a 
result of the Board of Directors of Duke having withdrawn or modified, or proposed to publicly 
withdraw or modiijr, the approval or recommendation by such Board of Directors of the Duke 
Share Issuance and the Duke Charter Amendment that was made primarily due to adverse 
conditions, events or actions of or relating to Progress, in any judicial, court or tribunal proceeding 
in which the payment of the Duke Termination Fee is at issue under the proviso in Section 
5.09(c)(iv), whether brought or initiated by Progress or Duke, Duke shall have the burden of 
proving that the Board of Directors of Duke withdrew or modified, or proposed publicly to 
withdraw or modify, the approval or recommendation by such Board of Directors of the Duke 
Share Issuance and the Duke Charter Amendment primarily due to adverse conditions, events or 
actions of or relating to Progress. 

Section 7.03 Amendment. This Agreement may be amended by the parties at any time 
before or after the Duke Shareholder Approval or the Progress Shareholder Approval; provided, 
however, that after any such approval, there shall not be made any amendment that by law requires 
M e r  approval by the shareholders of Duke or Progress without the furtlier approval of such 
shareholders. This Agreement may not be amended except by an instrument in writing signed on 
behalf of each of the parties. 

Section 7.04 Extension; Waiver. At any time prior to the Effective Time, a party may (a) 
extend the time for the performance of any of the obligations or other acts of the other parties, @) 
waive any inaccuracies in the representations and warranties of the other parties contained in this 
Agreement or in any document delivered pursuant to this Agreement or (c) subject to the proviso 
of Section 7.03, waive compliance by the other parties with any oithe agreements or conditions 
contained in this Agreement. Any agreement on the part of a party to any such extension or waiver 
shall be valid only if set forth in an instrument in writing signed on behalf of such party. The 
failure of any party to this Agreement to assert any of its rights under this Agreement or otherwise 
shall not constitute a waiver of such rights. 

ARTICLE VIII 

GENERAL PROVISIONS 

Section 8.01 Nonsurvival of Representations and Warranties. None of the 
representations and warranties in this Agreement or in any instrument delivered pursuant to this 
Agreement shall survive the Effective Time. This Section 8.01 shall not limit any covenant or 
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agreement of the parties that by its terms contemplates performance after the Effective Time and 
such provisions shall survive the Effective Time. 

Section 8.02 Notices. All notices, requests, claims, demands and other communications 
under this Agreement shall be in writing and shall be deemed given (as of the time of delivery or, 
in the case of a telecopied communication, of confirmation) if delivered personally, telecopied 
(which is confiied) or sent by overnight courier (providing proof of delivery) to the parties at the 
following addresses (or at such other address for a party as shall be specified by like notice): 

if to Duke, to: 

Duke Energy Corporation 
526 South Church Street 
Charlotte, North Carolina 28202 
Telecopy No.: (704) 382-7705 
Attention: Marc E. Manly 

with a copy to: 

Wachtell, Lipton, Rosen & Katz 
5 1 West 52nd Street 
New York, New York 10019 
Telecopy No.: (212) 403-2000 
Attention: Steven A. Rosenblum 

if to Progress, to: 

Progress Energy, Inc. 
4 10 S. Wihington Street 
Raleigh, North Carolina 27602 
Telecopy No.: (919) 546-5245 
Attention: John R. McArthur 

with a copy to: 

Hunton & Williams LLP 
200 Park Avenue 
New York, New York 101 66 
Telecopy No.: (212) 309-1 100 
Attention: James A. JoIies, 111 
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and 
i 
._ ..- . . . . . . . . . .  . . . ~ .  ..... Hunton & Williams LL,P 

One Bank of America Plaza, Suite 1400 
421 Fayetteville Street 
Raleigh, North Carolina 2760 I 
Telecopy No.: (919) 831-6352 
Attention: Timothy S. Goettel 

Section 8.03 Definitions. For purposes of this Agreement: 

(a) an “affiliate” of any person means another person that directly or indirectly, 
through one or more intermediaries, controls, is controlled by, or is under common control with, 
such fnst person, where “control” means the possession, directly or indirectly, of the power to 
direct or cause the direction of the management policies of a person, whether through the 
ownership of voting securities, by contract, as trustee or executor, or otherwise; 

(b) “ca&al stock” or “shares of capital stock’’ means (i) with respect to a corporation, 
as determined under the laws of the jurisdiction of organization of such entity, capital stock or such 
shares of capital stock; (ii) with respect to a partnership, limited liability company, or similar entity, 
as determined under the laws of the jurisdiction of organization of such entity, units, interests, or 
other partnership or limited liability company interests; or (iii) any other equity ownership or 
participation; 

I (c) “Contract” means any legally binding written or oral agreement, contract, 
subcontract, lease, instrument, note, license or sublicense; 

(a) “material adverse effect” means, when used in connection with Progress or Duke, 
as the case may be, any change, effect, event, occurrence or state of facts (i) that is materially 
adverse to the business, assets, properties, financial condition or results of operations of such 
person and its subsidiaries taken as a whole but excluding any of the foregoing resulting from (A) 
changes in international or national political or regulatory conditions generally (in each case, to the 
extent not disproportionately affecting the applicable person and its subsidiaries, taken as a whole, 
as compared to similarly situated persons), @) changes or conditions generally affecting the US.  
economy or financial markets or generally affecting any of the segments of the industry in which 
the applicable person or any of its subsidiaries operates (in each case, to the extent not 
disproportionately affecting the applicable person and its subsidiaries, taken as a whole, as 
cornpared to similarly situated persons), (C) the announcement or consummation of, or 
conipliance with, this Agreement, or (D) any taking of any action by such party at the written 
request of the other party, or (ii) that prevents or materially delays such person from performing its 
material obligations under this Agreement or consummation of the transactions contemplated 
hereby; 

(e) -“person” means an individual, corporation, partnership, limited liability company, 
joint venture, association, trust, unincorporated organization or other entity; 
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(f) “subsidiarv” means, with respect to any person, any other person, whether 
incorporated or unincorporated, of which more than 50% of either the equity interests in, or the 
voting control of, such other person is, directly or indirectly through subsidiaries or otherwise, 
beneficially owned by such first person; and 

(8) “knowledpe” means (i) with respect to Progress, the actual knowledge of the 
persons listed in Section 8.03(g) o€ the Progress Disclosure L,etter, and (ii) with respect to Duke, 
the actual knowledge of the persons listed in Section 8.03(g) oftlie Duke Disclosure Letter. 

Section 8.04 Interpretation and Other Matters (a) When a reference is made in this 
Agreement to an Article, Section or Exhibil such reference shall be to an Article or Section of, or 
an Exhibit to, this Agreement unless otherwise indicated. The table of contents and headings 
contained in this Agreement are for reference purposes only and shall not afTect in any way the 
meaning or interpretation of this Agreement. Whenever the words “include,” “includes” or 
“including” are used in this Agreement, they shall be deemed lo be followed by the words “without 
limitation.” The words “hereof,” “herein” and “hereunder” and words of similar import when used 
in this Agreement shall refer to this Agreement as a whole and not to any particular provision of 
this Agreement. All terms defined in this Agreement shall have the defmed meanings when used 
in any certificate or other document made or delivered pursuant hereto unless otherwise defmed 
therein. The definitions contained in this Agreement are applicable to the singular as well as the 
plural forms of such terms and to the masculine as well as to the feminine and neuter genders of 
such terms. Any agreement, instrument or statute defined or referred to herein or in any agreement 
or instrument that is referred to herein means such agreement, instrument or statute as from time to 
time amended, modified or supplemented, including (in the case of agreements or instruments) by 
waiver or consent and (in the case of statutes) by succession of comparable successor statutes and 
references to all attachments thereto and instruments incorporated therein. References to a person 
are also to its permitted successors and assigns. 

(b) Each of Duke and Progress has or may have set forth information in its respective 
disclosure letter in a section thereof that corresponds to the section of this Agreement to which it 
relates. A matter set forth in one section of a disclosure letter need not be set forth in any other 
section of the disclosure letter so long a s  its relevance to the latter section of the disclosure letter or 
section of this Agreement is readily apparent on the face of the information disclosed in the 
disclosure letter to the person to which such disclosure is being made. The fact that any item o f  
information is disclosed in a disclosure letter to this Agreement shall not be construed to mean that 
such information is required to be disclosed by this Agreement. Such information and the dollar 
thresholds set fortli herein shall not be used as a basis for interpreting the terms “material,” 
“material adverse effect” or other similar t e rm in this Agreement. 

(c) Duke agrees to cause Merger Sub to comply with its obligations under this 
Agreement. 

Section 8.05 Counterparts. TIlis Agreement may be executed in one or more 
counterparts, all of which shall be considered one and the same agreement and shall become 
effective when one or more counterparts have been signed by each party and delivered to the other 
parties. 
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Section 8 06 Entire Agreement: No Third-PW Beneficiaries. This Agreement 
/ 
>=( 

(including the documents and instruments referred to herein) and the Confidentiality Agreement 
(i) constitute the entire agreement, and supersede all prior agreements and understandings, both 
written and oral, anlong l.he parties with respect to the subject matter ofthis Agreement and (ii) 
except for the provisions of Section 5.08 (which shall be enforceable by the Indemnified Parties) 
and except for the rights of Progress's shareholders to receive the Merger Consideration after the 
Effective Tinie in the event the Merger is consummated, are not intended to confer upon any 
person other than the parties any rights or remedies. The representations and warranties in this 
Agreement are the product of negotiations among the parties and are for the sole benefit of the 
parties. Any inaccuracies in such representations and warranties are subject to waiver by the 
parties in accordance with the terms of this Agreement without notice or liability to any other 
person. The representations and warranties in this Agreement may represent an allocation among 
the parties of risks associated with particular matters regardless of the knowledge of any of the 
parties and may have been qualified by certain disclosures not reflected in the text of this 
Agreement. Accordingly, persons other than the parties may not rely upon the representations and 
warranties in this Agreement as characterizations of actual facts or circumstances as of the date of 
this Agreement or a s  of any other date. 

Section 8.07 GoverninP Law. This Agreement shall be governed by, and construed in 
accordance with, the laws of the State of Delaware, regardless of the laws that might otherwise 
govern under applicable principles of conflict of laws, except that matters related to the fiduciary 
obligations of the Progress Board of Directors shall be governed by the laws of the State of North 
Carolina. 

Section 8.08 Assignment. Neither this Agreement nor any of the rights, interests or 
' obligations under this Agreement shall be assigned, in whole or in part, by operation of law or 

otherwise by any of the parties hereto without the prior written consent of the other party. Any 
attempted or purported assignment in violation of the preceding sentence shall be null and void and 
of no effect whatsoever. Subject to the preceding two sentences, this Agreement shall be binding 
upon, inure to the benefit of, and be enforceable by, the parties and their respective successors and 
assigns. 

Section 8.09 Enforcement 

(a) The parties agree that irreparable damage would occur and that the parties would 
not have any adequate remedy at law in the event that any of the provisions of this Agreement were 
not performed in accordance with their specific terms or were otherwise breached. It is 
accordingly agreed that the parties shall be entitled to an injunction or injunctions to prevent 
breaches of this Agreement and to enforce specifically the terms and provisions of this Agreement, 
without the necessity of posting bonds or similar undertakings in connection therewith, this being 
in addition to any other remedy to which they are entitled at law or in equity. 

@) Each of the parties (i) irrevocably submits itself to the personal jurisdiction of each 
state or federal court sittirig in the State of Delaware, as well as to the jurisdiction of all courts to 
which an appeal may be taken &om such courts, in any suit, action or proceeding arising out of or 
relating to this Agreement or any of the transactions contemplated herein, (ii) agrees that every 
such suit, action or proceeding shall be brought, heard and determined exclusively in the Court of 

I 
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Chancery of the State of Delaware (provided that, in the event subject matter jurisdiction is 
unavailable in or declined by the Court of Chancery, then all such claims sliall be brought, heard 
and determined exclusively in any other state or federal court sitting in the State ofDelaware), (iii) 
agrees that it shall not attempt to deny or defeat such personal jurisdiction by motion or other 
request for leave from such court, (iv) agrees not to bring any suit, action or proceeding arising out 
of or relating to this Agreement or any of the transactions contemplated herein in any other court, 
and (v) waives any defense of inconvenient forum to the maintenance of any suit, action or 
proceeding so brought. 

(c) Each of the parties agrees that service of any process, sum~~ons ,  notice or 
document by 1J.S. registered mail to its address set forth in Section 8.02 shall be effective service 
of process for any action, suit or proceeding brought against it, provided, however, that nothing 
contained in the foregoing clause shall affect the right of any party to serve legal process in any 
other manner permitted by applicable Law. 

Section 8. I0 Severability. If any term or other provision of this Agreement is invalid, 
illegal or incapable of being enforced by any rule of law or public policy, all other conditions and 
provisions of this Agreement shall nevertheless remain in full force and effect. Upon such 
determination that any term or other provision is invalid, illegal or incapable of being enforced, the 
parties hereto shall negotiate in good faith to modify this Agreement so as to effect the original 
intent of the parties as closely as possible to the fullest extent permitted by applicable law in an 
acceptable manner to the end that the transactions contemplated hereby are fulfilled to the extent 
possible. 

Section 8.1 1 Waiver of Jurv Trial. Each party to this Agreement knowingly and 
voluntarily waives, to the fullest extent permitted by applicable law, any right it may have to a trial 
by jury in respect of any action, suit or proceeding arising out of or relating to this Agreement. 
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REOF, Duke, Merger Sub and Progress have causcdthis Agreement to 
ve officers ihereunTo duly authorized, all as of thc date first written 

rtbove. 

RGY CORPORATION 

LSh7d 

C - t X ”  

DIAMOND ACQUISITION CORPORATION 

PROGRESS ENERGY; INC. 

BY - 
Name: 
Me: , -  

- SIGNATXIRE PAGE TO THE MERGER AGREEMSNT- 
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IN WITNESS RrKEREOF. Duke ess Mve caused this Agreement 
d, all as of the date first written 

above. 

DUKE ENERGY CORPORATION 

BY _I- 

Name: 
Title: 

DIAMOND ACQUISITION COWORATION 

BY 
Name: 
Title: 

Chairman, President 
Officer 

- SIGNATORE PAGE TO THE MERGER AGREEMENT- 
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Exhibit A 

1. As of the Effective Time, the size of the Board of Directors of Duke will be increased to 18. 

2. All 11 current directors of Duke (the “Duke Designees”) will continue as directors as of the 
Effective Time, subject to their ability and willingness to serve. Seven of the current directors 
of Progress (the “Progress Designees”) will be added to the Board of Directors of Duke as of 
the Effective Time, subject to their ability and willingness to serve, such seven directors to be 
designated by Progress, following reasonable consultation with Duke, no later than March 20, 
201 1. 

3 .  If any Duke Designee is unable or unwilling to serve as a director of Duke as of the Effective 
Time, Duke will designate a replacement, following reasonable consultation with Progress, 
which replacement shall be deemed a Duke Designee for all purposes of the Merger 
Agreement. 

4. If any Progress Designee is unable or unwilling to serve as a director of Duke as of the 
Effective Tirne, Progress will designate a replacement, following reasonable consultation with 
Dike, which replacement shall be deemed a Progress Designee for all purposes of the Merger 
Agreement. 

5. As oE the Effective Tirne, the standing Board committees of Duke will consist of Duke’s 
existing committees plus a Regulatory Policy and Operations Committee- At least one 
Progress Designee will serve on each committee. In determining and recommending 
committee assignments, the Board and the Corporate Governance Committee will take into 
account, among other things, the skills and expertise of the directors, the needs of the 
committees, and the goal that committee workloads be distributed reasonably among the full 
Board. 

6. Progress will designate the chairs of the Compensation Committee and the Audit Committee, 
and Duke will designate the chairs of each of the other Board committees, in each case 
following reasonable consultation with the other party, and in each case subject to such 
individuals’ ability and willingness to serve. If any such designated chair is unable or 
unwilling to serve in such position as of the Effective Time, the party that designated such 
chair shall designate a replacement from among such party’s director designees, following 
reasonable consultation with the other party. 

7. Duke will designate the lead independent director, following reasonable consultation with 
Progress, subject to such individual’s ability and willingness to serve. If the individual so 
designated as lead independent director is unable or unwilling to serve in such position as of 
the Effective Time, Duke will designate a replacement from among the Duke Designees, 
following reasonable consultation with Progress. 

8. Prior to the Effective Time, Duke will amend its Principles for Corporate Governance io 
provide that the normal retirement date for directors will be the annual meeting held in the 
calendar year following the calendar year in which such director reaches the age of 7 1. 
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8 Marketlpublic comnunications 

0 Before state authorities 
a Before federal or international authorities 

Exhibit B 
Roles and Responsibilities 

Priiarv responsibility 

Executive Executive 
Chairman CEO Chairman - CEO 

- 

.I .I 
.I .I 

Chief Executive Officer 
8 Member of ale Board 
a Determines Board agenda 
Q Conduit between Duke and Board 

e Rate proceedings .I 
0 Financiallearnings call/strategy/ .I 

e National media on federayglobal energy .I 

appearance at EEI and other industry 
conferences 

policy 
Q Point of contact for merger activities .I 
8 Respousibility to determine Board agenda .I 
a Operational execution .I 
a Corporate stratepy .I 

8 Develops the strategic plan 
a 

e Develops public policy positions 
Develops and communicates vision & mission 

\I 

.I 

.I 

.I 

8 

a 

__ 
- 
m 

8 

Q 

a - 

Jointly designates executive management team 
with Executive Chairman prior to 
announcement 
Following transition, selects executive 
management team with input ETom Executive 
Chairman 

Develops annual budget for Board approval 
Drives strategic financial and operational results 
Leads the organization 
Represents Duke to the public and investors 

Executive Chairman 
0 Conducts Board meetings 
e Supports Board selection process 
0 Assists in setting Board agenda 

Provides input on public policy positions 
Spokesman on public policy initiatives 
P National and international policy 
P Global initiatives 
P Active role in national and state 

government relations, in coordination with 
CEO 

0 

.I 

~ - 

8 Jointly designates executive management team 
with CEO prior to announcement 
Following transition, provides input on 
selection of executive management team 

8 Represents the Board to the public 
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Exhibit C 

EMPLOrmENT AGREEMENT 
TERM SHEET 

WILLIAM D. JOWNSON 

As soon as reasonably practicable following the execution of this term sheet but in any event prior 
to the effective date of the closing of the merger (the “Merger”) contemplated by the Agreement 
and Plan of Merger by and among Duke Energy Corporation (“Duke”), Progress Energy, Inc. 
(“Progress”) and Diamond Acquisition Corporation (the “Merger Agreement”), Duke will take 
such action (or cause its affiliates to take such action) as may be necessary and appropriate to 
effectuate a new employment agreement to be entered into or assumed by Duke for William D. 
Johnson (the “Executive”), which agreement shall take effect as of the Merger. Effective upon the 
closing of the Merger and until such time as a new employment agreement becomes effective, this 
term sheet shall govern the respective parties’ rights and obligations and shall constitute an 
amendment of the Executive’s employment agreement when deemed effective as provided herein. 
The new employment agreement shall be governed by the following provisions. 

1 I Basic Premise - The new employment agreement shall be substantially similar lo the form 
of the current employment agreement for Duke’s current CEO, except as otherwise 
described below. 

2. Role - The Executive shall be named as President and CEO of Duke effective upon the 
Merger, which will require conforming changes to the new employment agreement. 

3. Term - Three-year term of employment commencing upon tlie closing of the Merger. 

4. Ongoing Compensation 

(a) Annual Base Salary- $1,100,000. 

(b) Short-Term Incentive Plan - The Executive shall be eligible to participate in the 
applicable Duke short-term incentive plan, with a target opportunity of 125% of 
annual base salary. The terms and conditions of the Executive’s short-term 
incentive compensation opportunities shall be substantially similar to the 
short-term incentive compensation opportunities provided to other executive 
officers of Duke, as determined by the Duke Compensation Committee from time 
to time. 

(c) Long-Term Incentives - The Executive shall be eligible to participate in the 
applicable Duke long-term incentive plan, with a target opportunity of 500% of 
annual base salary. The ternx and conditions (e.g-, performance measures, vesting 
schedules, allocation between performance and phantom shares) of the Executive’s 
long-term incentive awards shall be substantially similar to the long-term incentive 
awards granted to other executive officers of Dulse, as determined by the Duke 
Compensation Committee from time to time. 
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(d) Adjustments - Given the time period between the effective date of this term sheet 
and the anticipated date of the closing of the Merger, the Duke Compensation 
Committee will review benchmark data and reserves discretion to increase the 
compensation of the Executive iE  determined to be appropriate after taking into 
account the compensation provided to CEOs of Didce’s peer group. 

Employee Benefits - The Executive shall be entitled to employee benefits (e.g., 
retirement plans, health and insurance plans, perquisites) as determined by the 
Duke Compensation Committee &om time to time. 

(e) 

(f) SERF’ - The Executive’s benefit under the Amended and Restated Supplemental 
Senior Executive Retirement Plan of Progress Energy, Inc. (the “SEW”) shall be 
treated in the same manner as the benefit of other executives in the SEW who are 
employed with Duke following the closing of the Merger. 

5. Impact of Termination of Employment 

(a) If the Executive is involuntarily terminated without cause or quits for good reason 
following, but prior to the second anniversary of, the closing of the Merger, he will 
be entitled lo severance equal to the benefits provided under the Progress Energy 
Inc. Management Change-in-Control Plan, as amended from time to time, except 
that no tax gross-up shall be provided, and the parties shall use their best efforts to 
structure the severance in a manner that eliminates or reduces the impact of 
Sections 280G and 4999 of the tax code. 

(b) If the Executive is involuntarily terminated without cause or quits for good reason 
following the second anniversary of, but prior to the third anniversary of, the 
closing of the Merger, he will be entitled to the severance provided under his 
current employment agreement, as amended from time to time. 

(e) For purposes of determining whether the Executive has “good reason” to tenninate 
employment or a “constructive termination” has occurred, his move to Charlotte, 
NC, Sections 2.13@) and 2.13(c) of the Progress Energy, Inc. Management 
Change-in-Control Plan and Section X(a)(i) of his current employment agreement, 
shall be disregarded. 

6. Other Matters 

(a) Relocation Benefits - The Executive will be reimbursed for direct and indirect 
relocation costs, provided that the Executive shall not receive a tax gross-up or 
indemnification for any such relocation costs that constitute income to the 
Executive I 

(b) Advisor Fees - The Executive will be reimbursed for reasonable expenses incurred 
in connection with the negotiation of this term sheet and the new employment 
agreement. 
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(c) Corporate Aircraft - The Executive will be subject to substantially the same 
policies as currently in effect for Duke's current CEO. 

. .  
',, j 
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IN WITNESS WHEREOF, the parlies signing below have executed this term sheet this 
__ day of January, 201 1, intending to be legally bound thereby. 

DIAMOND ACQUISITION CORPORATION 

By: 

DIJKE ENERGY CORPORATION 

By: 

William D. Johnson 
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Exhibit D 

TERM SI-XEET FOR AMENDMENT TO 
EMPLOYMENT AGREEME,NT 

JAMES E. ROGERS 

As soon as reasonably practicable following the execution of this term sheet, but in any 
event prior to the Effective Time of the Merger contemplated by the Agreement and Plan of 
Merger by and among Duke Energy Corporation, Progress Energy, Inc. and Diamond Acquisition 
Corporation (the “Merger Agreement”), James E. Rogers (the “Executive”) and Duke will each 
use their commercially reasonable efforts to amend (or cause their respective amiates to amend) 
the employment agreement by and between the Executive and Duke, dated as of February 19,2009 
(the “Current Agreement”), as may be necessary and appropriate to eEectuate the terms of the 
Executive’s employment following the Merger that are set forth below, which amendments shall 
take effect as of -the Effective Time. Capitalized terms used but not defined herein shall have the 
meanings ascribed to such terms in the Merger Agreement. 

1. 

2. 

3. 

4. 

5. 

Current Agreement - Except as otherwise described below, the Current Agreement shall 
remain in full force and effect. 

Role and Responsibilities - The Executive shall serve as Executive Chairman of the Board 
of Directors o f  Duke (the “Executive Chair”) following the Merger and will cease to be 
employed as President and Chief Executive Officer of Duke as of the Effective Time. The 
Executive will continue to report directly to the Board of Directors of Duke and his roles 
and responsibilities will be those set forth on Exhibit B to the Merger Agreement. In no 
event will the foregoing amendments to the Current Agreement provide the Executive with 
the right to terminate his employment for “Good Reason” (as defined in the Cun-ent 
Agreement) under Section 10(b) of the Current Agreement. 

- The Executive’s term of employment will end on the later of (i) December 3 1,20 13 
and (ii) the second anniversary of the Effective Time, unless terminated earlier pursuant to 
the terms of the Current Agreement. 

OnpoinP Compensation - The Executive’s compensation will remain the same in all 
respects as under the Current Agreement through December 3 1,2013. Should the term of 
employment continue beyond December 3 1,2013 and the Executive continue to serve as 
Executive Chair as of that date, the Compensation Committee of the Board of Directors of 
Duke will address the Executive’s compensation for the remaining term of his employment 
at that time. 

Advisor Fees - The Executive will be reimbursed for reasonable expenses incurred in 
connection with the negotiation of this term sheet and the amendment to the Current 
Agreement. 
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IN WITNESS WHEREOF, the parties signing below have executed t h i s  term sheet this 
- 
- day of January, 201 1, intending to be legally bound thereby. 

DIAMOND ACQUISITION CORPORATION 

By: 

DUKE ENERGY CORPORATION 

By: 

James E. Rogers 

j- I 
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Lynn Good 

Dhiaa Jamil 

Jeff Lyash 

Marc Manly 

J0.h McArthur 

Mark Mulhem 

Keith Trent 

Jennifer Weber 

L,loyd Yates 
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Exhibit E 

-- Position 

Chief Financial OKicer 

Nuclear Generation 

Energy Supply 

General Counsel, Corporate Secretary 

Regulated Utilities 

Cllief Administrative Offcer 

Commercial Businesses 

Human Resources 

Customer Operations 

In addition, A.R. Mullinax and Paula Sims shall co-lead integration during the transition period 
following Closing. 
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