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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 

This document includes forward-looking slalements wilhin the meaning of Seclion 27A ofthe Securilies Acl of 1933 and Section Z1E of Ihe Securilies Exchange Act of 
1934 Forward-looking slatemeiils are based on managemenl's beliefs and assumplions These forward-looking statements are idenlilied by lerms and phrases such as 
"anlicipalc," "belicvc," "inlcnd," "cstimalc," "expect," "conlinuc," "should," "could," "may ," "plan." "projccl," "predict," 'hill," "polcntial," "lorocad," and similar expressions. 
Fotward-looking slalements involve risks and uncertainlies lhal may cause actual resulls io be materially different from Ihe resulls predicled Factors that could cause actual 
resulls l o  differ malerialty from those indicated in any forward-looking statemenl include, but are not limited to: 

. State, federal and foreign legislative and regulatory inilialives, including costs of compliance with existing and future environmenlal requirements; 

. Cosls and effects of legal and administialive proceedings, selllemenls, investigations and claims; 

. Industrial, commercial and residenlial growth in Duke Energy's service terrilories; 

Additional compelition in electric markets and conlinued industry consolidalion; 

Political and regulalory uncertainty in olher counlries in which Duke Energy conducls business; 

* The influence of wealher and olher natural phenomena on Duke Energy operations, including the economic, operational end other effecls of hurricanes and ice storms, 

The timing and exlcnt of changcs in commodity pnccs, inlcrcst ralcs and forcign currcncy cxchange rates, 

Unschcdulcd gcncration oulagcs. unusual maintcnance or repairs and clcclric transmission syslcm constrainls; 

* The resulls of financing efforts, including Duke Encrgy's ability lo obtain financing on favorable terms. which can be aITcclod by various faclors, including Dukc 
Encrgy's credit ratings and gcncral cconomic condilions; 

Declines in Ihe market prices of equity securilies end resultant cash funding requiremenls for Duke Energy's defined benefit pension plans; * 

1 The level of credit worthiness of counlerparlies to Duke Energy's transactions; 

Employcc workforcc factors. including Ihe polcntial inabilily lo attracl and rctain key pcrsonncl; 

* Growth in opporlunilies for Duke Encrgy's business units, including the liming and succcss of efforts lo develop domcslic and inlernalional powcr and olhcr projccts; 

* The pcrformance of clcclric gcneralion and of projcds undcrlakcn by Dukc Encrgy's non-rcgulalcd businesscs, 

. The exlenl of success in connecting and expanding eleclric markets; 

* The effect of accounting pronouncements issued periodically by accounling slandard-setting bodies; 

* The ability to successfully complele merger, acquisition or divestilure plans, including Ihe prices a1 which Duke Energy is able lo sell assets; and regulatory or olher 
limilalions imposcd as a result of a mcrgcr 

In lighl of these risks, unccrtainlics and assumptions, the events doscribcd in the forward-looking slalcments might not occur or mighl occur to a difforenl exlcnl or a l  a 
different lime than Duke Energy has described Duke Energy undertakes no obligation lo publicly updale or revise any forward-looking statements. whether as a resull of new 
information. lulure evenls or otherwise 

Source Duke Energy Holding , 10-K, March 01, 2007 



Item 1. Business. 

GENERAL 

Duke Energy Corporalion (collectively with its subsidiaries, Duke Energy) is an energy company localed in Ihe Americas Duke Energy provides its services through Ihe 
business unils described below 

In May 2005, Duke Energy and Cinergy Corp (Cinergy) announced they entered into a definitive merger agreement Closing of the transaction occurred in the second 
quarter of 2006 The merger combined Ihe Duke Energy and Cinergy regulaled franchises as well as deregulated generation in Ihe Midwest United States 

Duke Encrgy Holding Corp (Duke Encrgy HC) was incorporalcd in Delaware on May 3, 2005 as Deer Holding Corp.. a wholly-owned subsidiary of Duke Energy 
Corporation (Old Duke Energy) On April 3, 2006, in accordance with lheir previously announced merger agreement, Old Duke Energy and Cinergy merged inlo wholly-owned 
subsidiaries of Duke Energy HC, resulling in Duke Energy HC becoming Ihe parent enlity In connection with the closing of the merger transactions, Duke Energy HC changed 
its name lo Duke Energy Corporation (New Duke Energy or Duke Energy) and Old Duke Energy converted inlo a limbed liabilily company named Duke Power Company LLC 
(subsequently renamed Duke Energy Carolinas, LLC (Duke Energy Carolinas) effeclive October 1.2006) As a result ofthe merger transactions. . .  each outstanding share of 

share of cornriiori stock of Old Duke Energy was converted into one share of Duke Energy corrirnon stock Old Duke Energy is llie predecessor of Duke Energy for purposes of 
U S. securities regulations governing financial statement filing Therefore. the accompanying Consolidated Financial Stalemenls reflect the results of operations of Old Duke 
Energy for the three monlhs ended March 31,2006 and Ihe years ended December 31,2005 and 2004 and Ihe financial position of Old Duke Energy as of December 31.2005 
New Duke Energy had separate operations for Ihe period beginning with Ihe effeclive date of the Cinergy merger, and references to amounts for periods after the closing of the 
merger relate to New Duke Energy Cinergy's results have been included in Ihe accompanying Consolidated Slaternents of Operations from the effective date of acquisition and 
lhereafler (see "Cinergy Merger' in Nole 2 lo Ihe Consolidated Financial Slaternenls, "Acquisitions and Dispositions") Both Old Duke Energy and New Duke Energy are 
referred lo as Duke Energy hereinafler 

. ,  . .  
A R A  I n  IhP I C % <  

In conjunction with Duke Energy's merger wilh Cinergy, effective wilh the second quarter ended June 30, 2006, Duke Energy adopted new business segments that 
managcmcnl bclicvcs proporly align the various opcralions of Duke Encrgy with how Ihe chief operating decision makcr vicws the busincss Duke Encrgy opcralcs the 
following business unils: U S Franchised Electric and Gas, Natural Gas Transmission, Field Services, Commercial Power, lnlernalional Energy and Duke Energy's 50% 
interest in the Crescenl JV (Crescent) Prior lo Duke Energy's sale of an effective 50% ownership inlerest in Crescent in September 2006 (see below), this segment 
represented Duke Energy's 100"h ownership of Crescent Resources, LLC Duke Energy's chief operating decision maker regularly reviews financial information about each of 
these business unils in deciding how l o  allocate resources and evaluate performance All of the Duke Energy business units are considered reportable segments under 
Slalerrieril of Finarlcial Accounling Standards (SFAS) No 131, "Disclosures about Segmenls of an Enlerprise and Relaled Information " (See Nole 3 to the Consolidaled 
Financial Statements. "Business Segments." for additional information. including financial informalion about each business unit and geographic areas ) 

Prior lo the Seplember 2005 announcement of Ihe exiting of Ihe majority of former Duke Energy North America's (DENA) businesses, former DENA's operations were 
considered a separate reportable segmenl The term DENA, as used lhroughout the Noles Io Consolidated Financial Statements. refers lo Ihe former merchant generation 
operalions in Ihe Western and Eastern U S , as well as operations in the Midwest and Southeasl Under Duke Energy's new segment structure, the merchanl generation 
operalions of Ihe Midwesl and Soulheasl are presenled in conlinuing operations as a component of Ihe Commercial Power segment for all periods presented and the Western 
and Eastern operalions are presented as a componenl of discontinued operations within Other for all periods presented Prior to the change in business segments, former 
DENAs continuing operations, which primarily include the merchanl generalion operations in the Midwest and Southeast, were included in Other in 2005 and as a component 
of the DENA scgmcnl in a11 prior periods. and discontinued operations wcrc includcd in Ihe formcr DENA scgment for all periods. 

U S Franchiscd Eleclric and Gas gcncrales, transmits. distributes and sells electricity in central and western North Carolina, wcstcrn South Carolina, soulhwcstern Ohio, 
central and soulhern Indiana, and northern Kenlucky. U S Franchised Electric and Gas elso lransports and sells natural gas in southwestern Ohio and northern Kentucky. It 
conducts operalions primarily through 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) These electric and gas operations are subject to the rules and regulations of the Federal Energy Regulatory Commission (FERC), the 
North Carolina Ulililies Commission (NCUC). the Public Service Commission of Soulh Carolina (PSCSC). Ihe Public Utilities Commission of Ohio (PUCO). the Indiana Utility 
Regulatory Commission (IURC) and the Kentucky Public Service Commission (KPSC) 
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Natural Gas Transmisslon provides transportation and storage 01 natural gas lor customers in various regions 01 the Eastern and Soulheastern Uniled Stales, the 
Marilimes Provinces and the Pacific Norlhwest in the United Stales and Canada and in the province of Ontario in Canada Natural Gas Transmission also provides natural gas 
sales and distribution service to retail customers in Ontario, and natural gas gathering and processing services to customers in Western Canada Natural Gas Transmission 
does business primarily through Duke Energy Gas Transmission, LLC (DEGT) DEGT's natural gas transmission and storage operations in the U S are primarily subject lo lhe 
FERC's and Ihc IJ S Dcparlmcnt of Transporlalion's (DOT'S) rulcs and rcgulalions, while natural gas gathering, proccssing, transmission, distribution and sloragc operalions in 
Canada are primarily subject lo the rules and regulations of the National Energy Board (NEB) and the Ontario Energy Board (OEB) As discussed below, effective January 2,  
2007, Duke Energy consummated its spin-of1 of Ihe nalural gas businesses (Speclra Energy Corp (Spectra Energy)), which includes the Natural Gas Transmission business 
segment, to shareholders 

Field Services includes Duke Energy's investment in DCP Midslream. LLC (formerly Duke Energy Field Services, LLC (DEFS)). which gathers, compresses, processes, 
transports, lrades and markets, and stores nalural gas. DEFS also Iraclionales, Irarispoils. galhers, treats. processes, trades arid markets. and stores natural gas liquids 
(NGLs) DEFS is 50% owned by ConocoPhillips and 50% owned by Duke Energy DEFS gathers raw natural gas through gathering systems located in major natural gas 
producing regions: Permian, Mid-Continent. East Texas-North Louisiana, South, Central. Rocky Mountain. and Gulf Coast As discussed below, effective January 2. 2007, 
Duke Energy consummated its spin-off of Speclra Energy, which includes Duke Energy's 50% ownership interest in DEFS. to shareholders 

In July 2005, Duke Energy mmpleted the agreement with ConocoPhillips, Duke Energy's co-equity owner in DEFS. lo reduce Duke Energy's ownership interest in DEFS 
from 69.7% to 50% (the DEFS disposilion transaction), which resulled in Duke Energy and ConomPhillips becoming equal 50% owners in DEFS As a result of Ihe DEFS 
disposition Iransaction, Duke Energy deconsolidated its investmenl in DEFS and subsequently has accounted lor il as an investment utilizing the equity method of accounling 

Energy's 5056 intcrcsl in DEFS, to sharchoiders. The new nalural gas busincss. which is namcd Spcclra Encrgy, consists principally of the opcralions of Spectra Energy 
Capital LLC (Spectra Energy Capital, formerly Duke Capital LLC), excluding certain operations which were transferred from Spectra Energy Capilal lo Duke Energy in 
December 2006, primarily International Energy and Duke Energy's effective 50% interest in the Crescent JV The use of the term Spectra Energy Capital relates i o  operalions 
of the former Duke Capital LLC or the post-spin Spectra Energy Capital. as the contexl requires Approximalely $20 billion of assets. $13 billion of liabilities (which includes 
approximately $8 6 billion of debt issued by Spectra Energy Capital and ils consolidated subsidiaries). and $7 billion of common stockholders' equity were dislribuled from Duke 
Energy as of the dale of Ihe spin-oll Assels and liabililies of enlilies included in llie spin-off of Speclra Eneigy were lransferred lrorn Duke Energy or1 a historical cost basis on 
the date of the spin-off transaction 

The decision lo spin off Ihe nalural gas birsinesses is expected to deliver long-lerm value to shareholders The historical resulls nf Ihe natural gas businesses are 
expected lo be treated as discontinired operalions at Duke Energy in future periods beginning wilh the first quarter of 2007 The primary businesses remaining in Duke Energy 
post-spin are principally llie U S Franchised Electric and Gas business segment, the Commercial Power business segment. the International Energy business segment and 
Duke Energy's 50% interest in the Crescenl JV (see below) 

Commercial Power owns, operates and manages non-regulated merchant power plank and engages in Ihe wholesale marketing and procuremenl of electric power, fuel 
and emission allowances related to these plants as well as other contractual positions. Commercial Power also develops and implements customized energy solutions 
Commercial Power's generation asset fleet consists of Duke Energy Ohio's non-regulated generation in Ohio, acquired from Cinergy in April 2006. and the live Midweslern 
gas-fired merchant generalion asscls that were a porlion of formcr DENA Commcrcial Power's asscls comprisc approximalcly 8,100 mcgawatls of power generalion primarily 
located in the Midweslern Uniled Slates The asset porllolio has a diversilied fuel mix wilh base-load and mid-meril coal-fired unils as well as combined cycle and peaking 
natural gas-fired units Most of the generalion asset oulput in Ohio has been contracted through the Rate Stabilization Plan (RSP) For more inlormalion on the RSP. see 
"Commercial Power" section below 

International Energy operales and manages power generation facilities, and engages in sales and marketing of electric power and natural gas outside the U S and 
Canada. It conducts operations priniarily through Duke Energy International LLC (DEI) and ils aclivilies targel power generation in Lalin America Addilionally, International 
Energy owns equity investments in Saudi Arabia. Mexico, and Greeae 

Crescent develops and manages high-quality mmmercial, residenlial and multi-family real estate projects primarily in Ihe Southeastern and Southwestern Uniled Slates 
Some 01 these projecls are developed and managed through joint ventures Crescent also manages"1egacy" land holdings in Norlh and South Carolina 
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On September 7, 2006, an indirect wholly owned subsidiary 01 Duke Energy closed an agreemenl lo create a joint venture of Crescent (lhe Crescent JV) with Morgan 
Stanley Real Estate Fund V U S  , L P (MSREF) and other affiliated lunds controlled by Morgan Stanley (collectively the MS Members) Under the agreemenl. the Duke Energy 
subsidiary contributed all of the membership interesls in Crescenl lo a newly-formed join! venture, which was ascribed an enterprise value of approximately $2 1 billion as of 
December 31, 2005 In conjunction wilh Ihe formation of the Crescent JV. the joint venture, Crescenl and Crescent's subsidiaries entered inlo a credit agreement wilh lhird 
party lenders under which Crescent borrowcd approximalcly $1 21 billion, ncl of lransaction costs, of which approximately $1 19 billion was immcdiately distributed lo Duke 
Energy Immediately following the debt Iransaction. the MS Members collectively acquired a 49% membership interest in the Crescent JV from Duke Energy for a purchase 
price of approximalely $415 million A 2% interest in the Crescent .IV was also issued by the joint venture lo the President and Chief Executive Officer of Crescent which is 
subject to forfeiture if the executive voluntarily leaves the employment of the Crescent JV within a three year period Additionally, lhis 2"h interest can be put back to the 
Crescent JV after three years or possibly earlier upon tile occurrence of certain events at an amount equal lo 2% of the fair value of the Crescent JV's equity as of lhe put dale 
Therefore, the Crescenl JV will accrue the obligalion relaled lo Ihe pul as a liability over llie thee year forfeilure period Accordingly. Duke Energy has an elleclive 50% 
ownership in the equily of Crescent JV for financial reporting purposes Duke Energy's inveslmenl in Ihe Crescent JV has been accounted for as an equity method investment 
for periods alter September 7,2006 

The remainder of Duke Energy's operations is presenied as"0lher" While if is not considercd a business segment. Olher primarily includes Ihe following: 

The remaining portion of Duke Energy's business formerly known as DENA. including its 100% owned alfiliales Duke Energy Marketing America, LLC and Duke 
Energy Marketing Canada Corp Duke Energy also participates in Duke Energy Trading and Marketing, LLC (DETM) D E W  is 40% owned by ExxonMobil Corporation 
and 60% owned by Duke Energy During the third quarter 01 2005, Duke Energy's Board of Directors authorized and directed management lo execute the sale or 
disposition of subslantially all of former DENA's remaining assets and conlracls outside the Midwestern United States and certain contraclual positions relaled to lhe 
Midwestern assets. The exit plan was completed in the second quarter of 2006 (see Note 13 lo the Consolidated Financial Statements, "Discontinued Operations and 
Assets Held lor Sale"). In addilion, managemenl will continue lo wind clown lhc limilcd remaining operalions o i - p i  
DENAs businesses which Duke Energy has exited have been reflected as discontinued operations in lhe acmmpanying Consolidated Statements of Operations for all 
years presented 

Certain unallocated corporate costs, certain discontinued hedges, DukeNet Communications, LLC (DukeNet), Bison Insurance Company Limiled (Bison), Duke 
Energy's wholly owned, captive insurance subsidiary. Cinergy's equity financing business and Duke Energy's 50% interest in Duke/Fluor Daniel (D/FD) DukeNet 
develops, owns and operates a fiber optic cornrnunicalioris network, prirnariiy iri the Carolinas, serving wireless, local arid long-distance cornriiunicdlions companies, 
internet service providers and other businesses and organizalions Bison's principal activities. as a captive insurance enlity, include the insurance and reinsurance of 
various business risks and iosses. such as workers compensalion. properly, business interruption and general liabilily of srlbsidiaries and affiliales of Duke Energy 
Bison also pariicipales in reinsurance activities wilh certain lhird parties. on a limited basis Cinergy has a business which invesls in start up businesses ulilizing new 
energy technologies as well as technologies ulilizing energy infrastructure, such as broadband over power line services D/FD is a 50/50 partnership belween 
subsidiaries of Duke Energy and Fluor Corporalion (Fluor) During 2003, Duke Energy and Fluor announced that they would dissolve D/FD and adopted a plan for an 
orderly wind-down of D/FD's business The wind-down has been substantially completed as of December 31,2006 Previously, D/FD provided comprehensive 
engineering, procurement, conslruction, commissioning and operating plant services for fossil-fueled electric power generating faciiilies worldwide 

* 

Duke Enorgy is a Delawarc corporation lls principal excculivc offices arc located at 526 Soulh Church Slrect, Charlotte, North Carolina 28202-1803 Thc tclcphone 
number is 704-594-6200 Dukc Encrgy electronically files reports with Ihc Sccuritics and Exchange Commission (SEC). including annual rcports on Form lO-K, quarterly 
reports on Form 1 0 4 ,  current reports on Form 8-K, proxies and amendments to such reports The public may read and copy any materials thal Duke Energy files with the 
SEC at the SEC's Public Reference Room at 100 F Street, N E , Washington, D C 20549 The public may obiain information on the operation of the Public Reference Room by 
calling the SEC at 1-BOO-SEC-0330 The SEC also maintains an inlemel sile that contains reports, proxy and information slaleinenls. and other information regarding issuers 
that file electronically wilh the SEC at hlfpYhwwsecgov Additionally. information about Duke Energy, including Ps reports filed wilh the SEC. is available through Duke 
Energy's web site at h l f p Y ~ . d u h e - e n e ~ y . c o m  Such reports are accessible at no charge Ihrougli Duke Eriergy's web sile arid are riiade available as soon as reasonably 
practicable after such material is filed with or furnished lo the SEC 
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Terms used lo  describe Duke Energy's business are delined below 

Accrual Model of Accounting (Accrual Model). An accounting lerm used by Duke Energy lo  refer lo conlracls for which lhere is generally no recognition in Ihe 
Consolidated Slalemenls of Operalions for any changes in fair value until the service is provided, Ihe associated delivery period occurs or there is hedge ineffecliveness As 
discussed further in Note 1 lo the Consolidated Financial Slalemenls. "Summary of Significant Accounting Policies." lhis lerm is applied lo derivalive contracts that are 
accounted for as cash flow hedgcs, fair value hcdges, and normal purchases or sales, as wcll as lo non-dcrivativc conlracls uscd for commodily risk managcmcnl purposes 
As lhis term is not explicitly defined wilhin I J  S Generaliy Accepted Accounting Principles (GAAP). Duke Energy's applicalion of lhis lerm could differ from that of olher 
companies 

Allowance for Funds Used During Construction (AFtJDC). An accounting convenlion of regulators that represenls the eslimaled composite inlered costs of debl and a 
relum on equily funds used lo finance construction The allowance is capilalized in the properly accounts and included in income 

British Thermal Unit (Btu). A slandard unit lor measuring thermal energy or heal commonly used as a gauge for the energy conlenl of natural gas and olher luels 

Cubic Foot (cf) The rnosl cornmon unil of measuremen1 01 gas volume; Ihe amounl of nalural gas required lo fill a volunie of one cubic loot under slaled condilions of 
temperature. pressure and water vapor 

Decommlssionlng The process of closing down a nuclear facility and reducing Ihe residual radioaclivily lo a level lhat permils the release of Ihe properly and terminalion 
issioning costs durins ooeration. . .  - i -  

Derlvatlve. A financial inslrumenl or contract in which ils price is based on the value o l  underlying securilies, equity indices, debl inslrumenls, commodilies or other 
benchmarks orvariables. Oflen used 10 hedge risk, derivalives involve the trading of rights or obligalions, bul not the direcl transfer of property Gains or tosses on derivalives 
are oflen sellled on a ne1 basis 

Distribution. The system of lines, transformers, switches and mains lhal connect eleclric and nalural gas transmission syslems lo cuslomers 

Energy Marketing. Identification and execution 01 physical energy relaled transactions, generally wilh customized provisions lo meel the needs of the customer or 
supplier, throughout the supply chain. 

Environmental Protection Agency (EPA). The I J  S agency that is responsible for researching and selling national standards for a variety of environmental programs, 
and delegates lo slates the responsibilily for issuing permils and for moniloring and enforcing compliance 

Federal Energy Regulatory Commission (FERC). The U S agency that regulates the transportation of eleclricily and nalural gas in inlerslate commerce and authorizes 
the buying and selling of energy commodifies a1 markel-based rates 

Forward Contract. A conlracl in which Ihe buyer is obligaled lo lake delivety. and Ihe seller is obligaled lo deliver a specified arnourll of a commodity wilh a 
predelermined price formula on a specified future dale, a1 which lime paymenl isdue in full 

Fraclionation/Fractionate. The process of separating liquid hydrocarbons from natural gas inlo propane. butane. ethane and other relaled producls 

Futures Contract A conlracl, usually exchange traded, in which the buyer is obligated l o  take delivery and the seller is obligaled to deliver a lixed amounl of a commodity 
at a predetermined price on a specified fulure dale 

Gathering System Pipeline, processing and relaled facilities lhal access produclion and olher sources of nalural gas supplies for delivery Io mainline transmission 
syslems 

Generation. The pmcess of transforming olher forms of energy, such as nuclear or fossil fuels, into electricily Also, the amounl of eleclric energy produced, expressed in 
gigawall-hours 

Independent System Operator (ISO). An enlily that acis as the transmission provider for a regional Iransmission system. providing customers access lo the system and 
clcaring all bi-laleral conlrad rcquests for use of thc eleclric lransmission system An IS0  also shares rcsponsibilily for maintaining bulk clcclric system rcliabilily 

Integrated Resource Planning. The process typically uliiired by regulated utilities in conjunclion wilh stale regulatory bodies for forecasling and planning the need for 
generalion and lransmission facilities 

Light-off Fuel. Fuel oil used lo light the coal prior lo generating electricity. 

Liquefied Natural Gas (LNG). Nalural gas lhal has been converted lo a liquid by cooling it lo ininus 260 degrees Fahrenheit 
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Liquidity. The ease with which assels or producls can be traded without dramatically altering the currenl markel price 

Local Distribution Company (LDC). A company that oblains the major portion of ils revenues from Ihe operations of a retail distribution system for the delivery of 
eleclricily or gas for ultimale consumplion 

Mark-to-Market Model of Accounting (MTM Model). An accounting term used by Duke Energy to refer lo derivalive contracts for which an asset or liability is 
rccognizcd al fair value and thc change in Ihe fair value of that assol or liability is recognized in the Consolidated Slalcmenls of Operations As discussed further in Nole 1 lo 
the Consolidaled Financial Slalemenls, "Summary of Significanl Accounting Policies," lhis term is applied lo trading and undesignated non-lrading derivative contracts As lhis 
lerm is no1 explicilly defined wilhin GAAP, Duke Energy's applicalion of lhis lerm could differ from thal of other companies 

Natural Gas. A naluralty occurring mixture of hydrocarbon and non-hydrocarbon gases found in porous geological formalions beneath the earth's surface, oflen in 
association with petroleum The principal constituent is melhane 

Natural Gas Liquids (NGLs).  Liquid hydrocarbons exlracled during lhe processing of naluml gas Principal commercial NGLs include butanes. propane, natural gasoline 
arid elhane 

No-nolice Bundled Service. A pipeline delivery service which allows customers to receive or deliver gas on demand wilhoul making prior nominalions lo meel service 
needs and wilhoul paying daily balancing and scheduling penalties 

Novation. The substitulion of a new obligation or contracl for an old one by Ihe mulual agreement of all parties concerned 

Nuclear Regulatory Commlsslon (NRC). The U S agency responsible for regulaling the Nalion's civilian use of byproducl, source, and special nuclear materials l o  
ensure adequate proteclion of public heallh and safely, lo promole Ihe common defense and security, and to protecl Ihe environment The NRC's scope of responsibility 
includes regulation of: commercial nuclear power reactors. including nonpower research, lest and lraining reactors; fuel cycle facilities, including medical, academic and 
industrial uses of nuclear materials; and the transport, storage and disposal of nuclear malerials and waste 

Origination. Identification and execution of physical energy relaled transactions, generally with cuslomized provisions lo meet the needs of the  customer or supplier, 
lhroughoul the supply chain 

Option. A contracl that gives Ihe buyer a right but no1 Ihe obligalioii to purchase or sell an underlying assel a1 a specified price a1 a specified lime 

Peak Load. The amount of electricity required during periods of highest demand Peak periods flucluale by season, generally occurring in the morning hours in winler and 
in lale afternoon during Ihe summer 

Portfolio. A colleclion of assels. liabililies. transactions. or trades 

Regional Transmission Organization (RTO). An independent enlily which is established to have 'Yunclional conlrol" over utilities' transmission syslems. in order lo 
expedite ltansniission of eleclricily RTO's lypically operale rnarkels within Iheir terrilories 

Reliability Must Run. Generation that an I S 0  determines is required lo be on-line lo meet applicable reliabilily crileria requiremenls 

Residue Gas. Gas remaining after the processing 01 natural gas 

Spark Spread The difference between Ihe value of electricity and the value of the gas required lo generate tlie eleclricily al a specified heat rate 

Swap A contract lo exchange cash flows In the fulure according lo a prearranged formula 

Throughput. The amount of natural gas or NGLs transported through a pipeline system 

Tolling. Arrangemenl whereby a buyer provides fuel lo a power generalor and receives generated power in return for a specified fee 

Transmission System (Electric). An inlerconneded group of electric transmission lines and related equipment for moving or transferring eleclric energy in bulk belween 
points of supply and poinls at which il is transformed for delivery over a dislribulion syslem lo cuslomers, or lor delivery to other electric lransmission syslems 

Transmission System (Natural Gas). An interconnected group of nalural gas pipelines and associaled facilities for Iransporling natural gas in bulk between points 01 
supply and delivery poinls lo industrial customcrs, LDCs, or for delivery lo othcr nalural gas transmission systems 

Volatility. An annualized measure of Ihe fluctuation in the price of an energy conlracl 

Watt. A measure of power production or usage equal to one joule per second 
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The following sections describe the business and operalions of each of Duke Energy's business segments (For more informalion on Ihe operating outlook of Duke Energy 
and its segments, see "Management's Discussion and Analysis of Financial Condition and Resulls of Operations, Introduction-Executive Qverview and Economic Factors for 
Duke Energy's Business" For financial information on Duke Energy's business segments, see Note 3 lo the Consolidated Financial Statements, "Business Segments '7 

US. FRANCHISED ELECTRIC AND GAS 

Service Area and Customers 

U S Franchised Electric and Gas generates, transmits, dislribules and sells electricity U S Franchised Electric and Gas also Iransporls and sells natural gas It conducls 
operations primarily through Duke Energy Carolinas, Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kenlucky (Duke Energy Ohio, Duke Energy Indiana and Duke 
Energy Kentucky colleclively referred lo as Duke Energy Midwest). Its service area covers about 47,000 square miles with an estimated population of 10 million in central and 
weslern Noilh Carolina, western South Carolina, southwestern Ohio. cenlral and southern Indiana, and norlhern Kenlucky U S Franchised Eleclric and Gas supplies eleclric 
service lo approximately 3 9 million residential, commercial and industrial customeffi over 146,700 miles of distribution lines and a 20.700-mile transmission system U S 
Franchised Eleclric and Gas provides domestic regulated transmission and distribulion services for natural gas to approximately 500,000 customers via approximately 8,900 

incorporated municipalities and to public and private ulililies In addition. municipal and cooperative customers who purchased porlions of the Calawba 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 '3 

. .  . .  . .  . i v -  F'p- '* . .  . 

Duke Energy Carolinas' sewice area has a diversified commercial and industrial presence Manufacturing continues to be the largest conlribulor to the Carolinas' 
economy Olher sectors such as information, financial and real estate services are growing 

The textile industry, rubber and plastic products, chemicals and computer products are the most significant contributors to the area's manufacturing output and Dukc 
Energy Carolinas' industrial sales revenue for 2006 Motor vehicle parts, building materiak and electrical 8 electronic equipmenl manufacturing also have a drong impact in the 
area's economic g r W h  and Ihe region's industrial sales The textile industry, while in decline, is the largest industry served in Ihe Carolinas 

Duke Energy Carolinas has business development strategies to leverage the competitive advantages of Norlh Carolina and South Carolina to attract and expand 
advanced manufacluring business in the region's service territory. These competitive advantages, including a quality workforce, strong educational institutions and superior 
transpotlalion inlrastructure, were key faclors in bringing in new cuslomers in the plaslics. pharmaceulicals, building materials and data processing induslries The success in 
attracting new companies as well as expanding the operations of existing customers substantially offsels the sales declines in Ihe textile and furniture industries in 2006 

Industries of major economic significance in Duke Energy Indiana's service territory include chemicals, primary melals, and transporlalion. Olher significant industries 
operating in the area include slone, clay and glass, food products, paper, and other manufacturing Key sectors among commercial customers include education and retail 
trade 

Duke Energy Indiana's business development strategies leveraged the competitive advanlages of Indiana lo altract new advanced manufacturing, logidics, life sciences 
and data center business to Duke Energy Indiana's service terrilory. These advantages, including compelitive electric rates, a strong transportalion network, excellenl 
institutions of higher learning, and a qualily workforce. were key in attracting new customers and encouraging existing customer expansions This ability l o  attract business 
inveslmenl in the service lerrilory helped balance the slight decline in sales in the chemical, food and transportation equipment sector 

Duke Energy Ohio and Duke Encrgy Kentucky's service area has a diversified commercial and industrial presence Major components of the economy include 
manufacturing. real estate & rental leasing, wholesale trade, financial and insurance services, retail trade, education. healthcare and prolessionallbusiness services Cincinnati 
is positioned to become a heallhcare hub and the presence of non-durable manufacturing makes the area less vulnerable to economic fluctuations than other areas 

The primary metals industry, transporlation equipment, chemicals, and paper and plastics are the most significant contribulors to the area's manufacturing output and 
Duke Energy Ohio and Duke Energy Kentucky's industrial sales revenue for 2006 Food, beverage and tobacco. fabricated metals. and electronics also have a strong impad 
on the area's economic growth and the region's industrial sales 
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Duke Energy Ohio and Duke Energy Kentucky have business development strategies to leverage the competitive advantages of the Greater Cincinnati Region to attract 
and expand advanced manufacturing businesses The avallability of a highly skllled workforce, superior highway access, low cost of living, and proximity to markets and raw 
materials were key factors in attracting new customers in the transportation, food manufacturing, chemical manufacturing. plastics and data processing industries 

The number of residential and commercial customers within the U S Franchised Electric and Gas' service terrilory conlinues to increase. Sales to lhese customers are 
increasing due to the growth in these scctors As sales to residential and commercial customers increase, the consistent level of sales to industrial customors becomes a 
smaller, yet still significant, portion of U S Franchised Electric and Gassales 

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

The following maps show the U S Franchised Electric and Gas' service territories and operating facilities 
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Energy Capaclty and Resources 

Electric energy for U S .  Franchised Electric and Gas' customers is generaled by three nuclear generating stalions wilh a combined ne1 capacily of 5,020 megawalls (MW) 
(including Duke Energy's 12.5% ownership in the Calawba Nuclear Slalion), fifteen coal-fired stations with a combined ne1 capacily 01 13,552 MW, thirly-one hydroelectric 
stalions (including Iwo pumped-storage facilities) wilh a combined net capacity of 3,213 MW, fifteen combustion turbine (CT) stalions burning natural gas, oil or other fuels wilh 
a combined net npacily of 5,245 MWand Iwo combined cycle (CC) stations burning nalural gas or synthetic gas wilh a combined net capacity of 560 MW. The CT stations 
include Ihe 2006 acquisition of Ihe Rockingham CT facility (825 MW) from Dynegy Power Marketing, Inc The acquisition was complelcd November 10, 2006 and was the most 
recent addition to U S Franchised Electric and Gas' resource capabilily Energy and capacily are also supplied through contracls wilh other generators and purchased on Ihe 
open market Factors that could cause U S. Franchised Electric and Gas to purchase power for ils cuslomers include generaling plant outages, extreme weather conditions, 
summer reliability. growih. and price U S Franchised Electric and Gas has inlerconnedions and arrangements with its neighboring utilities lo lacililale planning, emergency 
assistance, sale and purchase of cspacily and energy, and reliability of power supply 

In December 2006. Duke Energy announced an agreement lo purchase a portion of Saluda River Electric Cooperative, Inc 's ownership interest in the Catawba Nuclear 
Slalion Under the terms of Ihe agreement Duke Energy will pay approximately $158 million for the additional ownership interesl of the Calawba Nuclear Station Following the 
closing of Ihe lransaclion, Duke Energy will own approximately 19 percent of Calawba Nuclear Slalion This lransaclion, which is expected to close prior lo September 30, 
2008, is subject to approval by various slate and federal agencies 

U S Franchised Electric and Gas' generation porlfolio is a balanced mix of energy resources having different opemling characlerislics and fuel sources designed to 
provide energy at the lowest possible cost lo meet ils obligalion lo serve native-load cuslomers All options including owned generation resources and purchased power 
opportunilies are conlinually evalualed on a real-time basis lo select and dispalch the lowest-cost resources available to meet system load requlrements The vas1 majority of 
customer energy needs are me1 by large, low-energy-production-cost nuclear and coal-fired generating units that operate almost continuously (or at baseload levels) In 
2006, approximately 98 8% of the lotal generated energy came from I J  S Franchised Electric and Gas' low-cost, efficienl nuclear and coal 
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unils (5 1 9% coal and 46 9% nuclear) The remaining energy needs were supplied by hydroelectric, CT and CC generalion or economical purchases from the wholesale 
markel 

Hydroeleclric (both convenlional and pumped storage) in the Carolinas and gadoil CTand CC stations in both Ihe Carolinas and Midwest operate primarily during the 
peak-hour load periods (at peaking levels) when customer loads are rapidly changing CTs  and CC’s produce energy a1 higher production costs than eilher nuclear or coal, but 
are less expensive lo build and mainlain, and can bc rapidly started or stopped as ncedcd lo mcol changing cuslomer loads Hydroolcctric units produce low-cost energy, but 
their operations are limited by the availability of waler flow 

U S  Franchised Eleclric and Gas’ major pumped-slorage hydroelectric facilities offer the added flexibility of using l owms l  off-peak energy lo pump waler thal will be 
stored for later generalion use during times of higher-cos1 on-peak generalion periods These facililies allow U S Franchised Electric and Gas lo maximize Ihe value spreads 
between different high- and low-cost generalion periods 

U S Franchised Electric and Gas is engaged in planning efforts to meet projected load growth in its service lerritory Long-term projections indicate a need for significant 
capacily addilions. which may include new nuclear. coal arid integraled gasification combined cycle (IGCC) facililies Because of the long lead limes required lo develop such 
assets. U S  Franchised Eleclric and Gas is taking steps now lo ensure lhose oplions are available For example, Duke Energy Carolinas filed an applicalion with Ihe NCUC for 
a Certificate of Public Convenience and Necessity (CPCN) on .lune 2 .  2006 for regulalory approval lo build Ihe Cliffside Projecl consisting of two 800 MW supercrilical mal 
unils at lhe existing Cliffside Steam Station, located in Rutherford and Cleveland Counlies of Norlh Carolina Steps are also being taken lo mainlain Ihe option lo bring the 
Cliffside projecl on-line as early as 201 1 On February 28. 2007, the NCUC issued a nolice of decision approving the conslruction of one unit al Ihe Cliffside Steam Stalion 
The NCUC slated that it will issue a full order in Ihe near future Duke Energy will review the NCUC‘s order, once issued, and determine whelher lo proceed with the Cliffside 

-U-sl rucl ing a 6 r ” f i e R p ” l p ” ” p ” ” ” ” ~ o ~ ~ n ~ ~ ~ u ~ ~ l  :L ia 
In addition. Dukc Energy Carolinas is preparing an application for a Combincd Conslruclion and Opcraling License from the NRC, with the objcclive of potentially bringing a 
new nuclear facility on line by 2016 Allhough U S Franchised Electric and Gas is progressing wilh these efforts, final decisions regarding the development of new power 
facilities will be driven by realized demand, markel conditions and other stralegic considerations 

‘kenaccjasfi 0 1  F . ed . . .  

In evaluating the construclion of several large, new eleclric generaling planls in North Carolina, South Carolina, and Indiana. Duke Energy has begun lo see significanl 
increases in the eslimaled cosls of these projects driven by slrong domestic and inlemational demand for the malerial. equipmenl. and labor necesmy lo construct these 
facililies In Oclober 2006, Duke Energy made a filing wilh the NCUC relaled lo Ihe Duke Energy Carolinas’ requesl for a CPCN for Ihe Cliflside project In lhis filing, Duke 
Energy slaled lhal due lo Ihe rising costs described above. the cos1 of building Ihe Cliffside units could be approximalely $3 billion, excluding allowance for funds used during 
construction (AFUDC) The cosls described above are expected lo conlinue lo increase causing Ihe overall cost of the Cliffside projecl to increase, until such time as Ihe NCUC 
issues a CPCN and Duke Energy is able lo enter into rfefinilive agreemenis with necessary malerial and service providers In November 2006, Duke Energy received approval 
for nearty $260 million of future federal tax credits relaled to cosls to be incurred for Ihe modernization of the Cliffside facility as well as Ihe IGCC plant in Indiana 

Duke Energy Indiana’s eslimaled cosls associated with Ihe potential conslruclion of an IGCC plant in Indiana have also increased Duke Energy Indiana’s publicly filed 
ledimony wilh Ihe IURC on October 24, 2006 indicates thal industry (Electric Power Research Institute) estimales of lotal capital requirement lor a facility of lhis type and size 
are now in the range of $1 6 billion lo $2 1 billion (including escalalion lo 201 1 and owner‘s specific site costs) 

Fuel Supply 

U S Franchised Electric and Gas relies princlpally on coal and nuclear fuel for 11s generalion of eleclric energy The following table lisls U S Franchised Electric and Gas’ 
sources of power and fuel cosls for the lhree years ended December 31,2006 

Coal 
Nuclear(a) 
Oil and gas@) 

All fuels (cost based on weighted average)(a) 
Hydrooleclric(c) 

Generation by Source 
Cost of Delivered Fuel per Net 

(Percent) Kilowatt-hour Generated (Cents) 

2006 2005(d) 2004(d) 2006 2005(d) 2004(d) ~ ~ ~ - ~ -  
63 4 52 5 522  216 2 14 1 8 4  
35 1 45 7 459  042 0 41 0 41 
0 6  0 1  0 2  1267 28 83 16.79 --- 

99 1 98 3 9 8 3  161  
0 9  1 7  1 7  

1000 1000 100 0 

- _ _ _ _ -  

- _ _ _ _ _ _ _ _  
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(a) 

(b) 

(c) 

(d) Excludes the Midwesl 

Slatistics related lo nuclear generalion and all fuels reflecl U S .  Franchised Eleclric and Gas' 12 596 ownership inleresl in the Calawba Nuclear Station 

Cost slalislics include amounts for light-ofi luel a1 U S Franchised Electric and Gas' coal-lired slalions 

Generaling figures are ne1 of ouipul required to replenish pumped storage facililies during ofl-peak periods 

Coal. U S. Franchised Elcclric and Gas mcels ils coal dcmand in lhc Carolinas and Midwcsl Ihrough a portfolio of purchasc supply coniracls and spol agreements. Large 
amounts 01 coal are purchased under supply contracls wilh mining operators who mine bolh underground and a1 Ihe surface U S Franchised Eleclric and Gas uses 
spot-market purchases lo meel coal requiremenls not me1 by supply conlracts Expiralion dales for its supply conlracls, which have various price adjuslment provisions and 
market re-openers, range from 2007 to 2016 U S Franchised Electric and Gas expects to renew these contracls or enler into similar conlracts with other suppliers for ihe 
quantities and qualily 01 coal required as exisling contracts expire, Ihough prices will flucluate over lime as coal markels change The coal purchased for the Carolinas is 
primarily produced lrom mines in easlern Kenlucky. Wesl Virginia and soulhweslerri Virginia. The coal purchased for Ihe Midwesl is primarily produced in Indiana. Illinois, and 
Kentucky U S Franchised Eleclric and Gas has an adequate supply of coal to luel ils current and projecled operations 

planls bring on scrubbers ov:r Ihe next :vera: y e a r ~ t h e ~ I t i f ~ & ~ e n t  ;co,"l $ r F e  
sulfur content of ma l  purchased by U S. Franchised Electric and Gas lor Ihe Midwest is approximately 2% Coupled with the use of available sulfur dioxide emission allowances 
on the open markel. this salisfies the current emission limitations lor sulfur dioxide lor exisling facilities in the Carolinas and Midwest 

. .  The current average su ur content o coa purc ase y ranc ise 

Gas U S  Franchised Electric and Gas is responsible for the purchase and the subsequent delivery of natural gas to native load customers in the Midwest U S  
Franchised Electric and Gas' natural gas procuremenl slralegy is io buy firm nalural gas supplies (nalural gas intended lo be available a1 all limes) and firm interstate pipeline 
transportation capacily during Iha winler season (November through March) and during the non-healing season (April through October) lhrough a combinalion of firm supply 
and lransporlation capacily along with spol supply and interruptible lrensportelion capacity This slratcgy allows U S Franchiscd Elcctric and Gas lo assure reliable nalural gas 
supply lor its high priority (non-curtailable) firm cuslomers during peak winler conditions and provides U S Franchised Electric and Gas the flexibilily lo reduce its conlracl 
commitments if firm cuslomers choose allernale gas suppliers under U S Franchised Electric and Gas' customer choice/gas lransportation programs In 2006, firm supply 
purchase commitment agreemenls provided approximately 91% ofthe nalural gas supply, wilh Ihe remaining gas purchased on Ihe spol market These firm supply agreements 
feature two levels of gas supply, specifically (1) baseload. which is a continuous supply lo meet normal demand requirements. and (2)  swing load. which is gas available on a 
daily basis Io acconimodale changes in demand due primarily Lo changing wealher coridilioris 

U S  Franchised Electric and Gas manages natural gas procurement-price volaiility mitigalion programs for Duke Energy Ohio and Duke Energy Kentucky. These 
programs prearrange between 25-7546 01 winter heating season baseload gas requiremenls and up lo 25-50% of summer season baseload reqtliremenls up to three years in 
advance of Ihe delivery monlh. Duke Energy Ohio and Duke Energy Kenlucky use primarily fixed-price forward conlracls and conlracls with a ceiling and floor on the price As 
of December 31,2006, Duke Energy Ohio and Duke Energy Kenlucky, combined, had hedged approximalely 73% of their winler 2006/2007 base load requirements 

Nuclear. Developing nuclear generaling fuel generally involves Ihe mining and milling of uranlum ore to produce uranium concentrales, Ihe conversion 01 uranium 
concenlrales lo uranium hexafluoride gas, enrichment of lhal gas. and lhen the fabrication 01 the enriched uranium hexafluoride inlo usable fuel assemblies 

U S Franchised Electric and Gas has contracted lor uranium materials and services required l o  fuel the Oconee, McGuire and Catawba Nuclear Slalions in the Carolinas. 
Uranium concenlrates. conversion services and enrichment services are primarily met through a diversified portfolio of long-term supply conlracls The contracls are diversified 
by supplicr, counlry of origin and pricing. U S Franchiscd Eleclric and Gas slaggers ils conlracting so thal its portfolio of long-term mnlracls covers the majority of its fuel 
requirements a1 Oconee. McGuire and Calanba in lhe near lerm, but so Ihal ils level of coverage decreases over time inlo Ihe future Due to the lechnical complexilies of 
changing suppliers 01 fuel fabrication services, U S Franchised Eleclric and Gas generally sole sources lhese services lo a single domeslic supplier on a planl-by-plan1 basis 
using mulli-year contracls 

Based on current projections, U S Franchised Electric and Gas' exisling portfolio of conlracls will meet Ihe requiremenls 01 Oconee. McGuire and Catanba Nuclear 
Slalions Ihrough llie following years: 

Nuclear Station 
Oconee 
McGuire 
Calawba 

Uranlum Material 
201 1 
2011 
201 1 

Converslon Servlce Enrichment Service 
201 1 2009 
201 1 2009 
201 1 2009 

Fabrication Service 
2015 
2015 
2014 
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After Ihe years indicaled above, a portion of Ihe fuel requirements a1 Oconee, McGuire and Catawba are covered by long-term contracts For requirements not covered 
under long-term contracts. Duke Energy believes it will be able to renew contracts as they expire, or enter inlo similar contraclual arrangements wilh other suppliers of nuclear 
fuel materials and services. Near-lerm requirements not me1 by long-termsupply contracts have been and are expected to be fulfilled with uranium spot market purchases 

Duke Energy Carolinas has entered into a conlrad with Shaw AREVA MOX Services (MOX Services) (formerly Duke COGEMA Stone 8 Websler, LLC (DCS)) under 
which Duke Energy Carolinas has agrccd to prepare the McGuire and Catawba nuclear reactors for use of mixed-oxide fuel and lo purchase mixcd-oxidc fuel for use in such 
reaclors Mixed-oxide fuel will be fabricated by MOX Services from the I f  5 government's excess plutonium from its nuclear weapons programs and is similar to convenlional 
uranium fuel Before using lhe fuel, Duke Energy Carolinas must apply for and oblain amendmenls lo Ihe facilities' operaling licenses from Ihe NRC On March 3,2005, the 
NRC issued amendments lo Calawba Nuclear Station's operating licenses lo allow the receipt and use 01 four mixed oxide fuel lead assemblies These lour lead assemblies 
completed their first cycle of irradiation on November 11,2006 and have been inserted for a second cycle of irradiation in Unil 1 of the Calawba Nuclear Slation 

Inventory 

Generalion of eleclricity is capilal-inlensive U S Franchised Electric and Gas must maintain an adequate slock of fuel, materials and supplies in order lo ensure 
conlinuoiis operation of generaling facilities and reliable delivery lo cuslomers As of December 31, 2006, Ihe inventory balance for U S Franchised Eleclric and Gas was 
approximalely $795 million (See Note 1 to the Consolidated Financial Stalemenls, "Summary of Significant Accounltng Policies," for addilional information ) 

Insurance and Decommissioning 

Duke Energy owns and operales Ihe McGuire and Oconee Nuclear Stations and operales and has a partial ownership interest in the Calawba Nuclear Slalion The 
McGuire and the Calawba Nuclear Slations have Iwo nuclear reactors each and Oconee has three Nuclear insurance includes: liability coverage; property, decontamination 
and premature decommissioning coverage; and business interruption andlor extra expense coverage. The other joint owners of the Calawba Nuclear Slalion reimbuffie Duke 
Energy lor certain expenses associated with nuclear insurencc premiums The Price-Andemn Act requires Duke Energy to insure againsl public liability claims resulting from 
nuclear incidents to Ihe full limil of liability, approximately $10 8 billion (See Note 17 to the Consolidated Financial Slalements, "Commilmenls and Cenlingencies-Nuclear 
Insurance," for more informalion ) 

In 2005, the NCUC and PSCSC approved a $48 million annual amount for contributions and expense levels for decommissioning. During 2006, Duke Energy expensed 
approximalely $48 million and conlribuled approximatety $48 million of cash to Ihe Nuclear Decommissioning Trusl Funds (NDTF) for decommissioning costs; these amounts 
are ptesenled in the Corisolidaled Slalernerils 01 Cash Flows i r i  Purchases of available-for-sale securities wilhin Cash Flows from Invesling Aclivilies The $48 million was 
conlribuled entirely lo Ihe funds reserved for conlaminaled costs Conlribulions were discontinued lo the funds reserved for non-conlaminaled costs since Ihe currenl eslirnales 
indicate exisling funds to be sufficient lo cover projected fulure cosls The balance of Ihe external funds was $1,775 million as of December 31, 2006 and $1,504 million as of 
December 31, 2005 These amounts are reflecled in the Consolidated Balance Sheets as Nuclear Decommissioning Trust Funds (asset) 

Eslimated sile-specific nuclear decommissioning cosls. including Ihe cost of decommissioning plan1 components not subjecl lo radioactive conlaminalion, lotal 
approximalely $2 3 billion in 2003 dollars, based on a decommissioning study compleled in 2004 This includes costs related to Duke Energy's 12 5% ownership in Catawba 
Nuclear Station The olher join1 owners of Calawba Nuclear Stalion are responsible lor decommissioning costs related to lheir ownership inleresls in the slalion The previous 
sludy, conducted in 1999, estimaled a decommissioning cost of $1 9 billion ($2.2 billion in 2003 dollars a1 3% inflation) The eslimaled increase is due primarily to inflation and 
cost incrcases for the size of Ihe organization nceded to rnanagc tho dccommissioning projecl (based on current industry oxperience a1 facilities undergoing dccommissioning). 
Both Ihe NCUC and the PSCSC have allowed Duke Energy lo recover estimalcd decommissioning costs through retail rales over the expecled remaining service periods of 
Duke Energy's nuclear slalions Managemenl believes lhal the decommissioning cosls being recovered Ihrough rates, when coupled with expected fund earnings, are sufficient 
lo provide for Ihe cos1 of decommissioning 

After spenl fuel is removed from a nuclear reactor. it is cooled in a spenl-fuel pool al the nuclear slalion. Under provisions of Ihe Nuclear Waste Policy Act of 1982. Duke 
Energy conlracted will? the U S  Departmenl of Energy (DOE) for the disposal of spent nuclear fuel The DOE failed lo begin accepting spenl nuclear fuel on January 31. 1998. 
the dale specified by llie Nuclear Waste Policy Act and in Duke Energy's contract will1 the DOE In 1998. Duke Energy filed a claim with the II S Court of Federal Claims 
against the DOE relaled lo the DOES failure lo accept commercial spent nuclear fuel by the required dale Damages claimed in the lawsuit are based upon Duke 
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Energy's msts incurred as a result 01 the DOE'S partial malerial breach 01 its contract, including Ihe cos1 of securing additional spent fuel storage capacily The malter has been 
stayed pending the resull of ongoing settlement negotiations between Duke Energy and the DOE Duke Energy will continue to salely manage its spent nuclear fuel unlil the 
DOE accepls it Paymenls made to Ihe DOE for expected future disposal costs are based on nuclear oulpul and are included in the Consolidated Slatemenls of Operations as 
Fuel used in eleclric generation and purchased power Duke Energy expecls resolution of this malter in the firs1 quarter of 2007 

Duke Energy has cxpcrionccd numorous claims relating lo damagcs for pcrsonal injuries alleged to have ariscn from thc exposure to or usc of asbcstos in connedion 
wilh mnslruction and maintenance activities conducled by Duke Energy Carolinas on its electric generalion plants during the 1960s and 1970s Duke Energy has third-party 
insurance lo cover losses related to these asbestos-relaled injuries and damages above a certain aggregale deductible The insurance policy, including Ihe policy deduclible 
and reserves, provided for coverage lo Duke Energy up lo an aggregate of SI 6 billion when purchased in 2000 Probable insurance recoveries related lo lhis policy are 
classified in the Consolidated Balance Sheels as Olher within lnvestmenls and Other Assels Amounls recognized as reserves in Ihe Consolidaled Balance Sheets, which are 
riot arilicipaled lo exceed Ihe coverage. are classified iri O t l w  Deferred Credils and Other Liabililies and Olher Current Liabilities and are based upori Duke Energy's best 
estimale of Ihe probable liability for future asbeslos claims These reserves are based upon currenl estimates and are subjecl to uncertainly Factors such as the frequency and 
magnitude of future claims could change Ihe current estimates of the relaled reserves and claims for recoveries reflected in the accompanying Consolidated Financial 
Stalemenls HovJever, managemenl of Duke Energy does no1 currently anticipale lhat any changes to Ihese eslimates will have any material adverse eflecl on Duke Energy's 
consolidated resulls of operations. cash flows or financial position 

Competition 

U S  Franchised Electric and Gas competes in some areas with government-owned power systems. municipally owned electric systems. rural eleclric moperalives and 
other private utilities By statute, the NCUC and lhe PSCSC assign service areas oulside municipalities in North Carolina and South Carolina to regulaled electric ulilities and 
rural cleclric coopcralives Subslanlialty a11 of thc territory comprising Duke Energy Carolinas' service area has been assigned in lhis rnanncr In unassigncd arcas, 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 rnunicipalilies 
lo serve customers oulside their corporale limits In South Carolina, compelilion conlinues between municipalities and other electric suppliers oulside lhe municipalities' 
corporate limits. subjecl to the regulation of the PSCSC In Kentucky. the right of municipalities to Serve customem outside corporate limits is subjecl lo court approval In 
Indiana. the slate is divided into certified electric service areas for municipal utililies. rural cooperatives and investor owned ulililies There are limited circumslances where Ihe 
cerlified eleclric service areas can be modified. with approval of Ihe IURC U S Francliised Eleclric arid Gas also compeles will1 olher ulilities and marketers in the wliolesale 
electric business In addition, LJ S Franchised Electric and Gas conlinues to compete wilh nalural gas providers 

Duke Energy Ohio operales under the RSP Market Based Slandard Service Offer (MBSSO) which was approved by the PUCO in November 2004, and which provides 
price certainly lhrough December 31. 2008 In March 2005, the Office of the Ohio Consumers' Coitnsel (OCC) appealed Ihe PUCOs approval of the MBSSO and in November 
2006, the Ohio Supreme Court remanded the PUCOs order approving the MBSSO for further evidentiary support and explanation. and to require Duke Energy Ohio to disclose 
certain confidential commercial agreements between Duke Energy Ohio and other parties previously requested by the OCC Hearings on remand are expected to occur in 
March 2007 A major feature of the MBSSO is Ihe Provider 01 Last Resort (POLR) Charge. Duke Energy Ohio has been collecling a POLR charge from non-residential 
cuslomers since January 1, 2005, and from residential customers since January 1. 2006 The POLR charge consists of the following discrete charges: 

Annually Adjusted Component - intended lo provide cost recovery primarily for environmental compliance expenditures This cornponenl is avoidable (or by-passable) 
for the first 25% of rcsidential load and 50% of non-residcntial load lo swilch to an allernalive electric service provider 

. lnfraslructure Maintenance Fund Charge - intended to compensale Duke Energy Ohio for committing i ls physical capacity This charge is unavoidable (or 
non-by-passable) 

Syslern Reliabilily Tracker - intended to provide aclual cost recovery for capacity purchases, purchased power, reserve capacity, and related market cosls for 
purchases lo meet capacity needs This charge is non-by-passable for residential load and by-passable for non-residential load under certain circumstances 

Rale Stabilizalion Charge - intended lo compensate Duke Energy Ohio for maintaining a fixed price lhrough 2008 This charge is by-passable by llie firs1 25% of 
residential load and 50% of non-residenlial load to switch 

. 

* 
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Generation Prices and Fuel Recovery: A market price has been established lor generation sewice A component of the market price is a fuel cost recovery mechanism 
that is adjusted quarterty tor fuel, emission allowances. and certain purchased power msts, that exceed the amount originalty included in the rates frozen in the Duke 
Energy Ohio transition plan These new prices were applied to non-residential customers beginning January 1, 2005 and to residential customers beginning January 
1,2006 

Transmission Cost Recovery: A transmission cost recovery mechanism was established beginning January 1. 2005 for non-rcsidcntial customers and beginning 
January 1, 2006 for residential customerj The transmission cost recovery mechanism is designed to permit Duke Energy Ohio to recover certain Midwest IS0  
charges, all FERC approved transmission costs, and all mngestion costs allocable to retail ratepayersthat are provided service by Duke Energy Ohio. 

1 

Regulation 

Sfate 

The NCUC, the PSCSC, the PUCO, the IURC and Ihe KPSC (collectively. the Slate Utility Commissions) approve rates for retail electric service within their respective 

Gas' cost based rates for electric sales lo cerlain wholesale customers (For more informalion on rate mailers, see Note 4 Io the Consolidated Financial Statements, 
"Regulatory Matters-U S Franchised Electric and Gas.") The FERC and the Slate Utility Commissions, excepl for the PUCO. also have authority over the construction and 
operation of U S  Franchised Electric and Gas' facilities Certificates of public convenience and necessity issued by the FERC and the State Ulility Commissions, as applicable, 
authorize U S Franchised Electric and Gas to conslruct and operate its electric facilities, and to sell eleclricity to retail and wholesale customers Prior approval from the 
relevant State lltility Commission is required for Duke Energy's regulated operating companies lo issue securities 

j an e L approve rates tor reiaii gas o i s n t m  . .  

Electric generation supply service has been derqulated in Ohio Accordingly, Duke Energy Ohio's electric generation has been deregulated, and Duke Energy Ohio is in a 
competitive retail electric service maritel in Ihc state of Ohio Under applicable legislation governing the deregulation of generation, Duke Energy Ohio has implemented a RSP 
including a MESS0 approved by the PUCO The RSP. among otherthings, allows Duke Energy Ohio lo recover increased costs associated with environmental expenditures 
on its deregulated generating fleet, capacity resewes, and provides for a fuel and emission allowance cost recovery mechanism through 2008 (see Note 4 lo the Consolidated 
Financial Statements, "Regulatory Matters-U S Franchised Electric and Gas Rate Related Inforrnalion" for additional information.) 

Federal 

Regulations of FERC and Ihe State Utility Commissions govern access to regulated electric and gas customer and other data by non-regulated entilies, and services 
provided between regulated and non-regulaled energy affiliates These regulations affecl Ihe activities of non-regulated aflitiates with U S Franchised Electric and Gas. 

The Energy Policy Act of 2005 was signed into law in August 2005 The legislalion directs specified agencies to conduct a significanl number of studies on various aspects 
ofthe energy industry and to implement other provisions through rulemakings Among the key provisions, the Energy Policy Act of 2005 repeals the Public Ulility Holding 
Company Act (PUHCA) of 1935, directs FERC to establish a self-regulating eleclric reliability organization governed by an independent board wilh FERC oversighl, extends 
the Price Anderson Act for 20 years (until 2025), provides loan guarantees, slandby supporl and production tax credits lor new nuclear reactors. gives FERC enhanced merger 
approval authorily, provides FERC new backstop authority for the siting of certain electric transmission projects, streamlines the processes for approval and permitting of 
interstate pipelines, and reforms hydropower relicensing In 2005 and 2006. FERC initiated several rulemakings as directed by the Energy Policy Act of 2005 These rule 
makings have now been complcted, subject to ccrtain appeals. Duke Energy does no1 believe thal the appeals of these rulemakings will have a material adverse effect on ils 
consolidated results of operations, cash flows or financial position 

The Energy Policy Act of 1992 and subsequent rulemakings and events initiated the opening of wholesale energy markets to compelilion 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 service area, with opportunities to purchase, sell and deliver capaciiy and energy at market based prices, which can lower overall costs to retail 
customers 

Duke Energy Ohio, Duke Energy Kentucky and Duke Energy Indiana are transmission owners in a regional transmission Organization operaled by the Midwesl 
Independent Transmission Syslern Operalor, Inc (Midwest ISO). a non-profii organbation which mainlains funclional control over the combined transmission systems of its 
members In 2005. the Midwest I S 0  began administering an energy market within its footprint 
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As a result of previous FERC rulemakings relaled to RTOs. Duke Energy Carolinas and the franchised eleclric unils of Carolina Power & Ltghl Company (now Progress 
Energy Carolinas) and South Carolina Eleclric & Gas Company, planned lo establish GridSoulh Transco. LLC (GridSouth), as an RTO responsible for Ihe functional control 01 
the companies' combined transmission systems As 01 December 31, 2006, Duke Energy Carolinas had a net inveslmen! of $41 million in GridSouth. including carrying costs 
calculated lhrough December 31, 2002 This amounl is included in Olher Regulalory Assets and Deferred Debils on the Consolidated Balance Sheels Due to regulatory 
uncertainty, developmcnl 01 the GridSouth implemcnlalion projecl was suspended in 2002 In 2005, the companics notificd the FERC thal they had disconlinued Ihe GridSouth 
projecl Management expects il will recover ils investment in GridSouth 

On December 17, 2001 lhe IURC approved Ihe transfer of functional conlrol of the operalion of the Duke Energy Indiana transmission system to the Midwesl ISO. an RTO 
established in 1998 On June 1, 2005, the IURC authorized Duke Energy Indiana lo transfer conlrol area operalions tasks and responsibilities and transfer dispalch and Day 2 
energy markets tasks and responsibilities to the Midwest IS0  

The Midwesl I S 0  is the provider ol lransmission service requested on ltie transmission facililies under its larill It is responsible for the reliable operalion of those 
transmission facililies and Ilie regional planning of riew liarismission facililies The Midwest IS0  adiniriislers energy markets ulilizing Localiorial Margirlal Pricing (LMP) (i e , the 
energy price for the nexl MW may vary throughoul the Midwesl IS0  market based on lransmission congeslion and energy losses) as the melhodology for relieving congeslion 
on !he lransmission facililies tinder its functional conlrol 

On December 19, 2005, the FERC approved a plan filed by Duke Energy Carolinas l o  eslablish an 'Independenl Entity" (IE) lo serve as a coordinalor of certain 
transmission functions and an "Independent Monitor" (IM) to monitor !he transparency and fairness of Ihe operation of Duke Energy Carolinas' transmission syslem Under Ihe 
proposal, Duke Energy Carolinas will remain Ihe owner and operator 01 Ihe Iransmission system wilh responsibility lor the provision of transmission service under Duke Energy 

IM began operalions on November 1, 2006 Duke Energy Carolinas is not al this time seeking adjuslmenls to its transmission ntes lo reflecl Ihe incremental cost of the 
proposal, which is no1 projectcd to have a material adverse effect on Duke Energy's future consolidaled resulls of operalions, cash llows or financial position 

IF and 

Other 

U.S Franchised Electric and Gas is subjecl lo the NRC jurisdiction lor Ihe design, conslruclion and operalion of its nuclear generating facilities In 2000, Ihe NRC renewed 
the operaling license for Duke Energy's three Oconee nuclear unils through 2033 and 2034 In 2003, the NRC renewed the operating licenses for all units at Duke Energy's 
McGuire and Catawba stations. The Iwo McGuire units are licensed through 2041 and 2043, while llie two Catawba units are licensed through 2043 All but one of U S  
Franchised Eleclric and Gas' liydroeleclric generaling facilities are licensed by the FERC under Part I of the Federal Power Acl. wilh license lerrris expiring lrom 2005 to 2036 
The FERC has authority to issue new hydroelectric generaling licenses Hydroelectric facililies whose licenses have expired in 2005 are operaling under annual exlensions of 
the currenl license until FERC issiies a new license Dlher hydroelectric facililies whose licenses expire belween 2008 and 2016 are in various slages of relicensing Duke 
Energy expects lo receive new licenses for all hydroelec!ric facilities with !he exception of the Dillsboro Projec!, for which Duke Energy has filed an application Io surrender !he 
license Duke Energy expects lo remove this project's dam and powerhouse, as pari of Ihe mulli-slakeholder licensing agreement 

U S Franchised Electric and Gas is subjecl to the jurisdiction of the EPA and slate and local environmental agencies (For a discussion of environmental regulation, see 
"Environmental Matters" in this section ) 

NATURAL GAS TRANSMISSION 

As previously discussod, elfcclivc January 2.2007, Duke Energy consummaled ils spin-off of the natural gas transmission businesses (Speclra Energy), which includes 
the Naluml Gas Transmission segmenl, lo shareholders The following business descriplion of Natural Gas Transmission relates lo 2006 end is not intended 10 describe the 
business subsequent to the spin-cll on Januaty 2,2007 

Natural Gas Transmission provides transportation and slorage of natural gas lor customers in various regions of the Eastern and Southeastern United Slates, Ihe 
Marilimes Provinces and the Pacific Norlhwest in the lfnited Slates and Canada and in the province of Ontario in Canada. Natural Gas Transmission also provides natural gas 
sales and distribution service to retail cuslomers in Ontario. and natural gas gathering and processing services to customers in Western Canada Natural Gas Transmission 
does business primarily through DEGT. 

Nalural Gas Transmission's pipeline syslems consist of more lhan 17,500 miles of lransmission pipelines The pipeline syslems receive natural gas from major North 
American producing regions for delivery lo our markets For 2006, Nalural Gas Transmission's 
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proporlional lhroughput for its pipelines lolaled 3,248 trillion British thermal units (TBtu), compared lo 3,410 TBIu in 2005 This includesthroughpul on Natural Gas 
Transmission's wholly owned U S  and Canadian pipelines and its proporlional share of lhroughpul on prpelmes lhal are no1 wholly owned A majofrty of Nalural Gas 
Transmission's contracted lransporlation volumes are under long-term f i n  service agreemenls wilh LDC cuslomers in the pipelines' market areas Firm lransporlalion sefvices 
are also provided lo gas marketers, producers, other pipelines, electric power generators and a variety of end-users, and both firm and inlerruplible transporlation services are 
provided lo vanous customcrs on a short-lcrm or scasonal basis In the course of providing transportation services, Natural Gas Transmission also processes nalural gas on 
11s U S  system Demand on Natural Gas Transmission's pipeline systems is seasonal, wilh the highesl lhroughpul occurring during colder periods in the first and lourlh 
calendar quarlers (For delailed descriptions of Nalural Gas Transmission's pipeline systems, see "Properlies-Nalural Gas Transmission") 

Natural Gas Transmission, through Market Hub Partners (MHP), wholly owns natural gas salt cavern storage facililies in Southeast Texas and Louisiana MHP markets 
natural gas storage services lo pipelines, LDCs. producers, end users and nalural gas marketers Texas Easlern Transmission, L P (Texas Eastern) and East Tennessee 
Nalural Gas, LLC (ETNG), subsidiaries o l  Nalural Gas Tiansmission, also provide firm and inlerruplible open-acbess slorage seivices Storage is offered as a sland-alone 
unbundled service or as part of a no-notice bundled service wilh transportalion ETNG also connects to Sallville Gas Storage Company L L C and Early Gmve Storage 
Company, subsidiaries of Natural Gas Transmission These underground reservoir and sal1 cavern slorage facililies are localed in Virginia and provide storage services to 
customers in the Southeaslern Uniled Slales 

Natural Gas Transmission provides relail distribulion services lhrough its subsidiaiy, Union Gas Limiled (Union Gas) Union Gas owns and operates nalural gas 
transmission, distribulion and storage facilities in Ontario Union Gas dislributes nalural gas lo approximately 1 3 million residenlial. commercial and industnal cuslomers in 
Norlhern. Southwestern and Eastern Onlario and provides storage, transportation and related services lo utililies and other industry parlicipanls in Ihe gas markels of Ontario, 
Quebec and Ihe Central and Eastern Untied Slates 

Natural Gas Transmission owns and operates galhenng pipelines and gas processing plank in Western Canada through its British Columbia Pipeline Syslem (BC 
Pipcline) operations and provides services primarily to nalural gas produccrs lo removc impurities from the raw gas strcam including walcr, carbon dioxide, hydrogen sulphide 
and other subslances Where required, these facilities remove vanous NGLs Nalural Gas Transmission's Empress syslem assets located in Western Canada provide 
exlraclion, storage, Iransporlation, distribution and markeling of NGLs in Canada and Ihe U S Natural Gas Transmission also provides galhering and processing services 
through its 46% interest in Ihe Canadian Midstream operalions in Weslern Canada thal are owned by Spectra Energy Income Fund (Income Fund), formedy Duke Energy 
Income Fund Nalural Gas Transmission continues lo operate and manage this business 
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Competition 

Natural Gas Transmission's transportation, storage and gas galhering and processing businesses compete with similar facilities that serve ils supply and markel areas in 
the transportation, slorage, gathering and processing of natural gas The principal elements of competition are rates, terms of service, flexibility and reliability of service 

Natural gas competes with other forms of energy available to Nalural Gas Transmission's customers and end-users. including eleclricily, coal, propane and fuel oils 
Several faclors influence the demand for natural gas including price changes, the availabilay of natural gas and other forms of energy, the level of business aclivity. 
consewalion. legislation, governmenlal regulations, the ability to convert to alternative fuels, weather and olher factors 

Regulation 

Most of Natural Gas Transmission's pipeline and slorage operalions in the U S are regulated by the FERC The FERC regulates nalural gas lransporlation in IJ S 
inlerstale commerce including the eslablishment of rates for services (For more informalion on rale matters, see Note 4 to the Consolidated Financial Statements. "Regulalory 
Matters-Nalural Gas Transmission '7 The FERC also regulales the conslruclion of U S interstale pipelines and slorage facilities, including exlension, enlargemenl or 
abandonment of such facilities In addition. certain operalions are subjecl l o  oversighl by state regulaloty commissions 

FERC regulations restrict U S inlerstale pipelines from sharing transmission or customer information with energy affiliates and require lhat U S interstale pipelines 
function independently of lheir energy affiliales These regulations affect the aclivilies of non-rcgulalcd affiliales willi Natural Gas Transmission 

The FERC may propose and implement new rules and rcgulalions aflccling inlerstalc natural gas transmission companies, which remain subjccl to the FERC's 
jurisdiction These initiatives may also aflect certain transportation of gas by intrastale pipelines 

Natural Gas Transmission's U S .  operations are subjecl to the jurisdiction of Ihe EPA and slate and local environmental agencies (For a discussion of environmental 
regulation, see "Environmenlal Matters" in this section ) Natural Gas Transmission's interstate natural gas pipelines are also subject lo the regulations of the DOT concerning 
pipeline safety 
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The natural gas transmission, storage and distribution operations in Canada are subjecl lo regulation by the NEE and provincial agencies in Canada, such as the OEB 
These agencies have jurisdiction similar lo the FERC tor regulating rates, regulating the operalions of lacilities and construction of any additional facililies Natural Gas 
Transmission's federally regulaled galhering and processing lacilities and business in Western Canada is regulated by Ihe NEB pursuant lo a framework for light-handed 
regulalion under which Ihe NEB acts on a complainls basis for rates associated wilh that business. Similarly, the rates charged by the Midstream operation lor gathering and 
proccssing serviccs in Weslcrn Canada arc regulatcd on a complaints basis by applicable provincial regulators The Emprcss NGL businesses arc not undcr any form of rate 
regulation 

FIELD SERVICES 

As previously discussed, elfective January 2.2007, Duke Energy consummated Ihe spin-off of the nalural gas transmission businesses (Spectra Energy), including Duke 
Energy's investment in DEFS, lo shareholders The following business description 01 Field Services relates to 2006 and is not intended to describe the business subsequcnl to 
Ihe spin-of1 on January 2.  2007 

Field Services Includes Duke Energy's investment in DEFS, which galhers, compresses, pmcesses, Iransporls, trades and markels. and slores natural gas; and 
fraclionales, Iransports. gathers, treals. processes. lrades and markets, and stores NGLs In July 2005, Duke Energy completed (he disposilion of ils 19 7 %  inlerest in DEFS, 
which resulted in Duke Energy and ConocoPhillips becoming equal 50% owners in DEFS The DEFS disposition transaction included the transfer to Duke Energy of DEFS' 
Canadian Midstream business. Additionally, the disposition transadion included the acquislion of ConocoPhillips' interest in the Empress System. Subsequent to the closing 01 
Ihe DEFS disposilion transaction, effective on July 1, 20115, U t k S  was no longer consolicaleo Into Uuiie t i  ty 
Duke Energy as an equity melhod inveslment. The Canadian Midstream business and the Empress System have been transferred to the Natural Gas Transmission segmenl 
Additionally, in February 2005, DEFS sold ils wholly-owned subsidiary, Taxas Eastern Products Pipeline Company, LLC (TEPPCO GP), the general partner of TEPPCO 
Parlncrs L P (TEPPCO LP), and Duke Encrgy sold its limited partner inlerest in TEPPCO LP.. in cach casc lo Entcrpriso GP Holdings LP (EPCO), an unrclatcd l h id  party 

In 2005, DEFS formed DCP Midstrcam Partners, LP (a mastcr limited parlncrship) DCP Midslream Partners, LP (DCPLP) complcted an IPO transadion in Dcccmbcr 

. .  

2005 As a result. DEFS has a 42 percent ownership interest in DCPLP, consisting of a 40 percent limiled partner ownership interest and a 2 percent general partner ownership 
inlerest DEFS Owns 100 percent of the general partner of DCPLP 

DEFS operates in sixteen stales in the United States (Alabama, Arkansas, Colorado, Kansas, Louisiana, Maine, Massachusetts, Mississippi, New Mexico, New York, 
Oklahoma, Pennsylvania, Texas, Rhode Island. Vermont and Wyoming). DEFS' galhering systems include connections to several interslate and intraslate natural gas and NGL 
pipeline syslerns and one nalural gas storage facilily DEFS gathers raw nalural gas through gathering systems located in seven major nalural gas producing regions: Permian. 
Mid-Continent, Easl Texas-North Louisiana, South. Central. Rocky Mountain and Gulf Coasl DEFS owns or operates approximalely 56,000 miles of gathering and 
transmission pipe, with approximately 34,000 active receipl points 

DEFS' nalural gas processing operations separale raw natural gas that has been gathered on its own systems and third-party systems into condensale. NGLs and 
residue gas DEFS processes the raw natural gas at 53 natural gas processing facililies 

The NGLs separated from the raw natural gas are eilher sold and transported as NGL raw mix, or further separaled through a fractionation process Into their individual 
componenls (elhane, propane, butane and natural gasoline) and then sold as componenls DEFS fraclionales NGL raw mix at six processing facilities that il owns and operates 
and al four Ihird-party-operated facilities in which i t  has an ownership interest In addition. DEFS operates a propane wholesale markeling business DEFS sells NGLs lo a 
varicly of customcrs ranging from largc, multi-national pelrochcmical and refining companics lo small, regional rctail propane dislributors Substanlially all of ils NGL salcs arc 
at market-based prices 

The residue gas separated from the raw natural gas is sold at market-based prices to marketers and end-users, including large industrial customers and natural gas and 
eleclric utilities serving individual consumers DEFS markets residue gas directly or lhrough its wholly owned gas marketing company and ils affiliates DEFS also stores 
residue gas at ils 8 billion-cubic-fool (Bcf) natural gas slomge facility 

DEFS uses NGL trading and storage al the Mont Belvieu, Texas and Conway. Kansas NGL market centers to manage ils price risk and to provide addilional services to its 
customers Asset-based gas trading and marketing adivities are supported by ownership of the Spindletop storage facility and various intrastate pipelines which provide 
access to market cenlerdhubs such as Katy. Texas, and Ihe Houslon Ship Channel DEFS undertakes these NGL and gas trading activities through Ihe use of fixed forward 
sales, basis and spread trades, storage opporlunilies. putlcall oplions. term contracts and spol markel trading DEFS believes lhere are arlditional opporlunities to grow ils 
services with ils customer base 
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The following map includes DEFS' natural gas gathering systems, intrastate pipelines, regional offices and supply areas 

REFS' operating resulls are significanlly impacted by changes in average NGL. natural gas and crude oil prices, which increased approximately l o % ,  decreased 
approximalely 1 5 %  and increased approximalely 1596, respectively, in 2006 compared to 2 0 0 5  DEFS closely monitors the risks associated with lhese price changes, using 
NGL and crude forwdrd contracts to mitigate the effecl of such fluctuations on operating resulls (See 'Management's Discussion and Analysis of Financial Condition and 
Resulls of Operations. Quantilative and Qualilative Disclosures About Market Risk" for a discussion of DEFS'exposure to changes in commodily prices ) 

Competition 

In galhering and processing natural gas and in markeling and lransporting natural gas and NGLs. DEFS competes wilh major integraled oil companies, major interstale 
and inlraslate pipelines, nalional and local nalural gas galherers, and brokers. markeles and distributors of natural gas supplies Competition for nalural gas supplies is based 
primarily on Ihe reputation, efficiency and reliability of operations, the availability of gathering and transportation to high-demand markets. the pricing arrangement offered by 
the gathererlprocessor and the abilily of the galherer/processor to obtain a satlsfaclofy price for Ihe producer's residue gas and extracted NGLs Competition for Sales to 
cuslomers is based primarily upon reliability, services offered, and price of delivered natural gas and NGLs 

Regulation 

The intrastate natural gas and NGL pipelines owned by DEFS are subjecl to stale regulation To Ihe extent that the natural gas intrastate pipelines provide services under 
Section 31 1 of the Natural Gas Policy A d  of 1978,  they are also subjed to FERC regulation. Thc interstale natural gas pipeline owned and opcratcd by DEFS is subject lo 
FERC regulation, but its natural gas gathering and processing activities are not subject to FERC regulation 

DEFS is subject to the jurisdiction of the EPA and dale and local environmental agencies (For more information, see "Environmental Matters" in this section ) DEFS' 
nalural gas transmission pipelines and some gathering pipelines are also subject to Ihe regulalions of Ihe DOT. and in some cases. slate agencies. concerning pipeline safety 

Source. Duke Energy Holding, IO-K, March 01, 2007 
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COMMERCIAL POWER 

Commercial Power owns, operales and manages non-regulated merchant power plants and engages in the wholesale marketing and procurement of electric power, fuel 
and emission allowances relaled to lhese plants as well as other contraclual posilions. Commercial Power also develops and implements customized energy solutions 
Commercial Power's generation asset fleet consists of Duke Energy Ohio's non-regulated generation in Ohio, acquired from Cinergy in April 2006 and Ihe five Midwestern 
gas-fired merchant generalion assets lhal were a portion of former DENA Commercial Power's asscts are comprised of approximately 8,100 ncl megawatts of power 
generation primarily located in Ihe Midwestern Uniled States The assel portfolio has a diversified fuel mix wilh base-load and mid-merit coal-fired units as well as combined 
cycle and peaking natural gas-fired units. Most of the generation asset oulput in Ohio has been contracled through Ihe RSP described below See Item 2 "Properties"for 
further discussion of the generating facilities 

Commercial Power, through Duke Energy Generalion Services (DEGS), is an on-site energy solutions and ulility sewices provider Primarily through joint ventures, DEGS 
engages in utility systems construction. operation and maintenance of utility facilities, as well as cogeneration Cogeneration is the simultaneous production of two or more 
f o r m  of usable energy from a single source DEGS also owns coal-based synlhelic fuel production facililies which convert coal feedstock into synthelic fuel for sale to third 
parties The synthetic fuel produced in these facililies qualifies for lax credits through 2007 in accordance with Internal Revenue code Seclion 29/45K if certain requirements are 
salisfied 

In Oclober 2006, Duke Energy completed Ihe sale of Commercial Power's energy marketing and lrading activities. which were acquired in the Cinergy merger 
Additionally, in December 2006, Duke Energy completed the sale of Caledonia Power 1 ,  LLC, which is Ihe projecl company that operated and managed the Caledonia peaking 
generation facilily in Mississippi 

Competition 

Commercial Power primarily competes for wholesale contracls for the purchase and sale of electricily, coal, nalural gas and emission allowances The market price of 
commodilies and services, along with the quality end reliability of services provided, drive 
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compelilion in the energy markeling business Commercial Povier's main cnmpelilors iriclude p~o i ic  ulilrlics, Nholesa e poY.er, coal and nalural gas markelers ano ollier 
inerchanl generaloon companies in Ine Midv'ieslern United Stales, Iinancial inslilLI ons and hedge lunds engaged in energy cummodily niarkeling and liading 

Duke Energy Ohio operates Lrider Ihe RSP MBSSO which was approvea oy Ihe PUCO in November 2004, and whch provides price certainly lhrough December 31, 
2008. In Marc11 2005, Ihe CCC appealed Ihe PUCOs approval 01 Ihe MBSSO anu in Novombei 2006, Ilie Ohlo Supronie Couri remanded the PUCO's order approving the 
MBSSO lor I.irlhcr cvidcnliaiy support and cxplanalion and to rcqLitc D L ~ C  Encrgy Ohio lo d sctuse ccrlain conlidcnlial wmmcrc al agrccmenls bclvrccn Duke Enorgy Ohio 
and olher parties previously requeslcd by the OCC Hearings on remand are expected lo occLr in March 2007 A major feature 01 the MBSSO is Ihe POLR Charge Dbke 
Energy Ohio lias been colleclmq a POLR charge from non-residenlial cusloniers siiice January 1 ,  2005. and from rcsideiilial customers since January 1, 2006 The POLR 
charge consisls 01 Ihc following discrete cnarges' 

. Aniiuallj Adjusled Componenl - intended to proride cost recodery primarily lor en\ironmenlal compliance expenddures This cornponcnl is avoidablc (or by-passable) 
lor I k  his1 25% u l  iesidciilial luad arid 50% ul iiuri-resideiitial luau 10 svdcli lo aii alleii~alive electiic seivicc piuviuer 

lriliaslrucluie Maiiilaiiaiiuu Furid Cliaigu - irileiided 10 cuiripeiisale Duke Eiieit~y Oliiu for corriiriilliriy 11s physical mpaci!y TIi s charge s uriamdable (01 

non-by-passaole) 

Syslem Reliabilily Tracker - inlended 10 provide acliral cost recnvev lor capacily pirrchases, pirrchased [m$ier. resemf? capac ly and rel:,led marKPl ~051s for 
piircliases lo  meel capacily needs This charge is lion by-passable lor res aent a1 load arid by-passable lor noii-residential load under certain circumslances 

Rare Slaoilualion Charge - intanded lo coinpensate D ~ n e  Energy Ohro lor maintaining a fixed price 1hrouE;h 2008 This cnarge is by-passable by the first 2 5 4  of 
residenml load and 50% 01 non-rcsidenlial load lo snitch 

Generation Prices ariu Fuel Recovery A markel price has been eslablrshod lor generalan selvice A component of lno inarkel price is a luel cost rocovery mechanism 
lhal is adjusted quarterty lor lue., emission allowances, and cerlain prchnsed power wsls,  [ha1 erceeo !he amount originally included in Ihe rates lrozen in the Duke 
Energy Ohio transil.on plnn These new p i i c ~ s  viaro applied lo non-residcnlial ciislomers beginning January I ,  2005 and lo residential cuslomers beginning January 
1,2006 

Transmissioii Cos1 Recovery: A lransmission cost rccovery mechanism vias established beginning January 1, 2005 lor iion-residenlial cuslomers and beginning 
January 1, 2006 lor res deiillal CLslomers The Irarisniissioii cost recoveiy mechanism is designed lo perm I Duke Energy Ohio lo recover certain Midwest I S 0  
charges, all FERC appioved Iransmission cosls. and all oongeslioil cosls allocable lo reta I ralepayen tliat are provided sewice by Duke Eriergl Onio 

. 

~ _ _ _ _  

* 

. 

Regulation 

Commercial Power is subject lo regulation at Ihe slate level, primarily from PUCO and at the  federal level. primarily from FERC The PUCO approves prices for all relail 
electric generation sales by Duke Energy Ohio lor its nalive retail service territory 

Regulalions of FERC and the PUCO govern access l o  regulated eleclric customer and other dala by non-regulated enlilies, and services provided between regulaled and 
non-regulaled energy affiliates These regulations aflect the activilies of Commercial Power 

Olher ongoing regulalory iniliatives a1 both state and federal levels addressing market design, such as the development of capacity markets and real-time electricity 
markets, impacl linancial resulls from Commercial Power's marketing and generation activities 

Commercial Power is subjecl lo the jurisdiclion of Ihe EPA and slale and local environmental agencies (For a discussion of environmental regulalion, see "Environmental 
Mallers" in this secliun ) 

INTERNATIONAL ENERGY 

International Energy operales and manages power generation facilities and engages in sales and markeling of eleclric power and natural gas oulside the U S and 
Canada I1 conducts operations primarily through DEI and ils activilies target power generation in Lalin America Additionally, lnlernalional Energy owns equity inveslments in: 
National Methanol Company (NMC). localed in Saudi Arabia, which is a leading regional producer of melhanol and methyl tertiary butyl ether (MTBE). Compania de Servicios 
de Compresion de Campeche. S A (Campeche), localed in Ihe Cantarell oil field in the Bay of Campeche. Mexico, which compresses and dehydrates nalural gas and extracts 
NGL's. and Alliki Gas Supply S A (Alliki). lotrdled in Alhens. Greece. which is a nalural gas dislribulor and was acquired i r l  conrieclion wilh the Cinergy merger 
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International Energy's customers include retail distributors, electric utililies, independent power producers, marketers and large industrial companies lnlernational 
Energy's current strategy is focused on optimizing the value of its currenl Latin American portfolio 

International Energy owns, operates or has substantial inlerests in approximalely 3,996 net MW of generation facilities The following map shows the locations of 
Inlernational Energy's facililies. including non-generation facililies in Saudi Arabia, Mexico and Greece 

In December 2006, Duke Energy engaged in discussions with a polential buyer of Inlernational Energy's assels in Bolivia Such discussions to sell the assets were subject 
to a binding agreemenl belwecn the partics, which was finalized in February 20D7, and resulled in tho sale of lntcrnational Energy's 50 percenl ownership inlerest in two 
hydroelectric power plank ncar Cochabamba, Bolivia lo Econcigy International 

Competition and Regulation 

lnlernational Energy's sales and rnarkeling of electric power and natural gas competes directly with other generalors and marketers serving its markel areas Compelilors 
are country and region-specific but include government owned electric generaling companies, L K s  with self-generalion capability and other prkalely owned eleclric 
generaling cornpariies Ttie principal elernerits of mrnpetilion are piice and availability. terrns 01 service, llexibility and reliabilily 01 seivice 

A high percenlage of lnlernational Energy's portfolio consists of base-load hydro electric generation facilities which compele with olher forms of electric generation 
available to lnternalional Energy's customers and end-users, including natural gas and fuel oils Economic aclivity, conservation. legislalion, governmental regulations, weather 
and other faclors affecl the supply and demand for electricity in Ihe regions served by lntemalional Energy 

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

CRESCENT 

Source. Duke Energy Holding, 10-K, March 01, 2007 



As previously discussed, effective September 7, 2006, Duke Energy completed the Crescent JV transaction, whereby Duke Energy sold an efiective 50% interest in 
Crescent 
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Crescent develops and manages high-quality commercial, residential and multi-family real estate projects, and manages land holdings, primarily in the Southeastern and 
Southwestern U.S  As of December 31, 2006, Crescenl owned 1 1 million square leet of commercial, industrial and retail space, with an additional 0 3 million square leet under 
construclion This portfolio included 0 5 million square feel of office space. 0 5 million square feet of warehouse space and 0 4 million square feet 01 retail space Crescent's 
residential developments include high-end country club and golf course communilies, with individual lots sold lo custom builders and trad developments sold to national 
builders Crescent had three multi-family communilios at December 31,2006. including two operating properties and one properly under developmcnl As of December 31, 
2006, Crescent also managed approximately 6,217 acres of land 

Competition and Regulation 

Crescent competes wilh multiple regional and national real eslate developers across its various business lines in the Soulheastern and Southwestern U S  Crescenl's 
residential division sells developed 101s lo regional and nalional home builders and retail buyers, competing wilh olher developers and home builders who have inventories of 
developed lots Crescenl's commercial division leases olfice. industrial and retail space, cornpeling with olher public and privale developers and owiers of comrnetcial properly, 
including national real estate investment trusts (REITs) Similarly, Crescent's multi-famiiy division leases apartment unils primarily to individuals, competing with olher private 
developers and miilli-family RElTs 

Crescent is subjecl lo the jurisdiction of the EPA and stale and local environmental agencies (For a discussion of environmental regulalion, see "Environmental Mallen" 
in this section) 

OTHER 

The remainder of Duke Energy's operalions is preseriled as "Olher " Wiile il is not considered a business segmenl. Olher primarily includes Ihe operalions discussed 
below 

Other includes the remaining portion of Duke Energy's business formerly known as DENA. including its 100% owned alfiliales Duke Energy Marketing America. LLC and 
Duke Energy Markeling Canada Corp Duke Energy also participales in DETM DETM is 40% owned by ExxonMobil Corporation and 60% owned by Duke Energy During ihe 
third quarter of 2005, Duke Energy's Board of Directors authorized and directed managemenl lo execute the sale or disposition of substanlially all of former DENAs remaining 
assets and conlracts outside the Midwestern United Slates and certain contractual positions relaled to Ihe Midwestern assels Management retained former DENA's 
Midwestern generation assets (which are included in Ihe Commercial Power segment). consisting of approximately 3,600 megawatls of power generation, and certain contracts 
related to the Midwestern generating facilities. as the merger wilh Cinergy provided a suslainable business model forlhose assets The exit plan was completed in Ihe second 
quarter of 2006 

The rcsults of operalions of former DENAs Western and Easlorn United Slales generation assets, including relaled commodity contracts, the divested FI Frances 
generation assels. contracts related to former DENAs energy marketing and management activilies and certain general and adminislrative cosls, are required lo be presented 
as discontinued operations classification for current and prior periods in the accompanying Consolidated Slatemenls of Operations In addition, the results lor DETM will 
continue lo be reported in continuing operalions until the wind down of these operalions is complete 

During 2006. Other also included certain unallocaled corporate costs, certain discontinued hedges, DukeNel, Duke Energy's 50% interest in D/FD, Cinergy's equity 
lirianciny business and Bison Duke Energy had exiled the nierchanl linance business al  Duke Capital Partners LLC (DCP) as of the end 01 2005 and all 01 the resulls of 
operations for DCP lor Ihe years ended December 31,2005 and 2004 have been classified as discontinued operations. 

DukeNet develops, owns and operates a fiber optic communications network, primarily in Ihe Carolinas, serving wireless, local and long-distance communications 
companies, internel service providers and olher businesses and organizations 

During 2003, Duke Energy determined lhat it would exit the refined products business at Duke Energy Merchants. LLC (OEM) in an orderly manner Asof December 31, 
2006, DEM has completed Ihe exit of ils business DEM previously engaged in commodity buying and selling, and risk managemenl and financial services in non-regulated 
energy commodity markets other than physical natural gas and power (such as petroleum prnducls) The resulls of operalions lor DEM have been classified as discontinued 
operations lor all periods presented 

DlFD is a 50/50 partnership belween subsidiaries of Duke Energy and Fluor During 2003, Duke Energy and Fluor announced that they would dissolve DIFD, and adopted 
a plan for an orderly wind-down of DIFDs business The wind-down has been subslanlially complcled as of December 31, 2006 Previously, D/FD provided comprehenske 
engineering. procurement. construclion. commissioning and operating plant services lor fossil-fueled eleclric power generating facilities worldwide 
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Cinergy has a business which invests in starl up businesses ulilizing new energy lechnologies as well as technologies ulilizing energy infrastructure. such as broadband 
over power line services 

Bison's principal aclivities, as a caplive insurance enlity, include the insurance and reinsurance of various business risks and losses, such as workers compensation, 
property, business interruption, and general liability of subsidiaries and affiliates of Duke Energy Bison also participates in reinsurance activities with certain third parties, on a 
limiled basis 

Competition and Regulation 

The entities within Other are subject to the jurisdidion of Ihe €PA and slale and local environmental agencies (For a discussion of environmental regulalion, see 
"Environmental Matters" n this section ) 

ENVIRONMENTAL. MATTERS 

Duke Energy is subjecl lo inlernalional. federal, 51818 and local laws arid regulations with regard lo air and waler quality, hazardous and solid wasle disposal and olher 
environmental matlers Environmental laws and regulations affecting Duke Energy include, but are no1 limited to 

The Clean Air Act, as well as slate laws and regulations impacling air emissions, including Stale lmplementalion Plans related to existing and new national ambienl air 
quality standards for ozone and particutale rnaller Cwners andlor operators of air emission sources are responsible for oblaining permits and for annual compliance 
and reporting. 

The Clean Water Act which requires permits lor facilities that discharge wastewaters into the environmenl * 

* The Comprehensive Environmental Response, Compensalion and Liability Act, which can require any individual or enlity lhat currenlly owns or in the past may have 
owned or operated a disposal sile, as well as transporters or generators of hazardous substances sent lo a disposal site. lo share in remedialion costs 

The Solid Wade Disposal Act. as amended by Ihe Resource Conservalion and Recovery Ad, which requires cerlain solid wastes, including hazardous wastes, to be 
managed pursuanl lo a comprehensive regulatory regime 

The National Environmental Policy Act, which requires fcdcral agencies lo considcr polcnlial cnvironmcnlal impacts in their dccisions, including siting approvals 

The North Carolina clean air legislation thal freezes electric utility rates from .lune 20, 2002 to December 31, 2007 (rate freeze period), subject to certain conditions. in 
order for North Carolina eledric utilities, including Duke Energy, lo significanlly reduce emissions of sulfur dioxide (502) and nitrogen oxides (NOx) from coal-fired 
power plants in the state The legislalion allows electric ulililies, including Duke Energy, lo accelerate the recovery of compliance costs by amortizing them over seven 
years (2003-2009) 

* 

* 

* 

(For more informalion on environmenlal matters involving Duke Energy, including possible liabilily and capital costs, see Notes 4 and 17 lo Ihe Consolidaled Financial 
Slatements, "Regulatory Mallers," and "Commilments anrl Contingencies-Environmental." respectively ) 

Excepl lo the exlenl discussed in Note 4 to the Consolidated Financial Statements, "Regulatory MaHers." and Nole 17 lo Ihe Consolidaled Financial Statements, 
"Commitments and Contingencies," mmpliance with inlernalional, federal, slale and local provisions regulaling the discharge of malerials into Ihe environment, or olheiwise 
prolecting the environment, is incorporated inlo the rouline mst  structure of our various business units and IS no1 expecled to have a material adverse effect on the competilive 
position, consolidated results of operations. cash flows or financial position of Duke Energy 

GEOGRAPHIC REGIONS 

For a discussion of Dultc Encrgy's forcign operations and Ihc risks associalcd with thcm, sec "Managemcnl's Discussion and Analysis of Rcsulls of Opcrations and 
Financial Condition, Quanlilative and Qualilalive Disclosures Aboul Market Risk-Foreign Currency Risk," and Notes 3 and 8 io the Consolidaled Financial Stalements, 
"Business Segments" and "Risk Management and Hedging Activilies. Credit Risk, and Financial Inslruments." respeclively 

EMPLOYEES 

On December 31, 2006. Duke Energy had approximately 25,600 employees A total of approximately 6 600 operating and mainlenance employees were represenled by 
unions 
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EXECUTIVE OFFICERS OF DUKE ENERGY 

HENRY B BARRON JR ,56, Group Executive and Chief Nuclear Oifrcer Mr Barron assumed his current position in November 2006 Prior to that, he served as Group 
Vice President. Nuclear Generation and Chief Nuclear Officer sin= April 2006, upon Ihe merger of Duke Energy and Cinergy Until the merger of Duke Energy and Cinergy, 
Mr. Barron served as Group Vice President, Nuclear Generalion and Chief Nuclear Officer of Duke Energy since March 2004 Prior to Ihal. he served as Executive Vice 
President, Nuclear Generalion of Duke Encrgy from January 2004 to March 2004, Senior Vim Prcsidenl, Nuclcar Operalions of Duke Energy from Seplembcr 2002 to January 
2004 and Vice President. McGuire Nuclear Station of Duke Energy from March 1999 Io Seplember 2002 

LYNN J G O D ,  47, Senior Vice President and Treasurer Ms. Good assumed her currenl posilion in December 2006 Prior lo Ihal, she served a s  Vice Presidenl and 
Treasurer since April 2006, upon the merger of Duke Energy and Cinergy Until ihe merger of Duke Energy and Cinergy, Ms Good served as Execulive Vice Presidenl and 
Chief Financial Officer of Cinergy from August 2005. Vice President, Finance and Controller of Cinergy from November 2003 to August 2005 and Vice President. Financial 
Project Slralegy of Cinergy from May 2003 lo November 2003 Prior lo thal, Ms Good was a parlner wilh Ihe irlterrialional awounling firrri k l o i l l e  & Touche LLP in Cincinnati. 
Ohio from May 2002 ID May 2003 And. prior Io Ihal. she was a partner willi the inlernational acmunling firm Arlliur Anderson LLP from 1992 lo May 2002 

DAVID L HAUSER, 55, Group Execulive and Chief Financial Officer Mr Hauser assumed his currenl posilion in April 2006, upon the merger olDuke Energy and 
Cinergy Unlil the merger of Duke Energy and Cinergy, Mr Hauser served as Group Vice Presidenl and Chief Financial Officer of Duke Energy since March 2004 and as  Acting 
Chief Financial Officer of Duke Energy from December 2003 lo March 2004 Prior to that, he served as Senior Vice President and Treasurer of Ruke Energy from .July 1998 lo 
December 2003 

the merger of Duke Energy and Cinergy, Mr Madnl;hserkd a ~ ~ ~ e c u l i ~ ~  $L bresidenl :n: C ~ ~ e ~  
served as Managing Director, Law and Governmental Affairs, General Counsel and Corporate Secretary of NewPower Holdings, Inc from April 2000 to August 2002 On 
June 11, 2002, New Powcr Holdings, Inc and its affiliatcs, TNPC Holdings, Inc and lhc NcwPowcr Company, filed a petition for rclief undcr Chapler 11 of Thc United States 
Bankruptcy Code 

. . .  . 
MARC E. MANLY, 54, Group Executive an ~ le ega lcer I. any assume is 

WILLIAM R McCOLLUM JR, 55, Group Executive and Chief Regulated Generalion Officer Mr McCollum assumed his current posilion in November 2006. Prior to Ihal. 
he served as Group Vice President. Regulated FossillHydro Generalion since April 2006, upon the merger of Duke Energy and Cinergy. Unlil the merger of Duke Energy and 
Cinergy, Mr. McCollum served as V i e  President. Strategy and Business Developmenl for Duke Energy Carolinas since January 2005 Prior lo Ihal. Mr McCollum served as 
Senior Vice Presidenl, Nuclear Supporl of Duke Energy from Sepleniber 2002 lo January 2005 arid Vice Presdienl. Oconee Nuclear Slalion of Duke Energy from March 1999 
lo Seplemher 2002 

THOMAS C. OCONNOR, 51, Group Executive and President, Commercial Businesses Mr O'Connor assumed his currenl position in October 2006 Prior lo lhal he 
served as Group Execulive and Chief Operaling Officer. U S Franchised Eleclric and Gas since April 2006, upon the merger of Duke Energy and Cinergy Until the merger of 
Duke Energy and Cinergy. Mr OConnor served as President and Chief Executive Olficer of Duke Energy Gas Transmission since Deoember 2002 He has also served in 
leadership positions wilh Ruke Energy's pipeline operalions since 1994 

JAMES E ROGERS, 59, Chairman, President and Chief Executive Officer Mr Rogers assumed Ihe role of Chief Executive Officer and Presidenl in April 2006, upon Ihe 
merger of Duke Energy and Cinergy and assumed the role of Chairman on January 2, 2007 Unlil Ihe merger of Duke Energy and Cinergy, Mr Rogers served as Chairman of 
the Board of Cinergy since 2000 and as Chief Executive Officer of Cinergy since 1995 

CHRISTOPHER C ROLFE. 56, Group Excculive and Chief Adminisiraiivc Officer Mr Rolfc assumcd his currcnl position in Novcmbcr 2006 Prior lo that, he served as 
Group Executive and Chief Human Resources Officer since April 2006, upon the merger of Duke Energy and Cinergy Until the merger of Duke Energy and Cinergy, Mr Rolfe 
served as Vice President, Human Resources of Duke Energy since January 2005 Prior to that. Mr Rolfe served as Senior Vice Presidenl, Slralegy, Planning 8 Human 
Resources of Duke Energy from March 2003 to January 2005 and Senior Vice President, Human Resources of Duke Energy from January 2001 lo March 2003 

RUTH G. SHAW. 58, Executive Advisor to the Chairman, Presidenl and Chief Executive Officer Dr Shaw assumed her current posilion in Ociober 2006 Prior to that she 
served as Group Executive. Public Policy and Presidenl. Duke Nuclear since April 2006. upon the merger of Duke Energy and Cinergy Unlil the merger of Duke Energy and 
Cinergy. Dr Shaw served as Presidenl and Chief Executive Olficer. Duke Energy Carolinas since February 2003 Prior lo lhat Dr Shaw served as Execulive Vice President 
and Chief Adminislrative Officer of Duke Energy Carolinas from 1997 lo February 2003 

26 

Source. Duke Energy Holding , IO-K, March 01, 2007 



- 
PART I 

B KEITH TRENT, 47, Group Executive and Chief Slralegy and Policy Officer Mr Trent assumed his currenl position in October 2006 Prior to lhat he served as Group 
Execulive and Chief Development Officer since April 2006, upon the merger 01 Duke Energy and Cinergy lJnlil the merger of Duke Energy and Cinergy, Mr Trent sewed as 
Executive Vice President, General Counsel and Secretary of Duke Energy since March 2005 Prior lo that he served as General Counsel, Liligalion of Duke Energy from May 
2002 lo March 2005 Prior to that Mr Trent served as a partner in the law firm Snell. Brannian 8 Trent since October 1991 

JAMES L TURNER, 47, Group Executive and President. U.S Franchised Elcclric and Gas Mr Turner assumed his currcnl posilion in Oclobcr 2006. Prior to thal he 
served as Group Executive and Chief Commercial Officer, U.S Franchised Electric and Gas since April 2006, upon the merger of Duke Energy and Cinergy Until the merger of 
Duke Energy and Cinergy, Mr. Turner served as President of Cinergy since 2005, Executive Vice President and Chief Financial Officer 01 Cinergy from 2004 to 2005 and 
Executive Vice President and Chief Executive Officer. Regulated Business Unit 01 Cinergy from 2001 to 2004 

STEVEN K. YOUNG, 48, Senior Vice President and Controller Mr Young assumed his currenl position in December 2006 Prior lo lhat he served as Vice President and 
Conlroller since April 2006, upon the merger 01 Duke Energy and Cinergy. Unlil Ihe merger of Duke Energy and Cinetgy. MI. Young sewed asvice President and Controller 01 
Duke Energy since June 2005 Prior lo lhat MI Young served as Senior Vice President and Cliief Financial Officer 01 Duke Energy Caiolinas from March 2003 lo June 2005 
and as Vice President, Rates and Regulatory Affairs of Duke Energy Carolinas fmm March 1998 to March 2003 

Executive officers are elected annually by the Board of Directors They serve until the first meeting of Ihe Board of Direclors following the annual meeling of shareholders 
and until lheir successors are duly elected 

v of the executive ollicers. nor anv arrangement or underslanding between any executlve officer and any other person 
involved in olficer selection 

Item $A. Risk Factors. 

The risk factors discussed herein relate specifically to risks associaled wilh Duke Energy subsequent lo the spin-off of its natural gas businesses in January 2007 
Accordingly, risks associated wilh the Spectra Energy businesses are not discusscd in this section 

Duke Energy may be  unable to  achieve some or  al l  of the benefits that are expected to be  achieved in connection with the spin-off of i t s  natural gas 
businesses in January 2007. 

Duke Energy may not be able to achieve the full slrategic and financial benelils lhat are expected lo resull from Ihe spin-olf lransaclion or such benefils may be delayed 
or m y  no1 occur at all 

Duke Energy's franchised electric revenues, earnings and results are dependent on slate legislation and regularion thal affect electric generation, 
fransmlssion, distribution and related activities, whlch may limit Duke Energy's ability t o  recover costs 

Duke Energy's franchised electric businesses are regulated on a cost-of-sewicehale-of-relim basis subject to Ihe slatules and regulatory commission rules and 
procedures of North Carolina, South Carolina, Ohio, Indiana and Kentucky If Duke Energy's franchised electric earnings exceed Ihe relurns established by the slate regulalory 
commissions, Duke Energy's retail electric rates may be subject to review by the commissions and possible reduction, which may decrease Duke Energy's luture earnings 
Additionally, il regulatory bodies do no1 allow recovery of costs incurred in providing sewice on a tlmely basis, Duke Energy's future earnings could be negalively impacted 

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

Duke Energy's ownership interest in and operation of three nuclear stations subject Duke Energy lo various risks including, among other Ihings: Ihc potential harmful 
effects on the environment and human health resulling from the operalion of nuclear lacililies and the slorage. handling and disposal of radioactive malerials; limitations on the 
amounts and types of insiirance commercially available lo cover losses that might arise in connection with nuclear operalions; and uncertainties with resped to the 
technological and financial aspecls of decommissioning nuclear planls at the end of their licensed lives 

Duke Energy's ownership and operation of nuclear generalion facilities requires Duke Energy to meel licensing and safely-related requirements imposed by the NRC In 
the event of non-compliance. the NRC may increase regulatory oversight. impose fines, andlor shul down a unit. depending upon its assessmenl of the severity of the 
situation Revised security and safety requirements promulgaled by the 
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NRC, which could be prompled by, among olher things, events within or oulside 01 Duke Energy's conlrol. such as a serious nuclear incident at a lacility owned by a 
third-party, could necessitate substantial capital and other expenditures at Duke Energy's nuclear plants, as well as assessmenls against Duke Energy to cover third-party 
losses In addilion, if a serious nuclear incident weie lo occur, il could have a material adverse effecl on Duke Energy's results of operalions and financial condition 

Duke Energy's ownership and operation of nuclear generalion facilities also requires Duke Energy to maintain funded trusts that are inlended to pay for Ihe 
decommissioning cosls of Duke Energy's nuclear power plank. Poor investment pcrformanco of those decommissioning trusts' holdings and other factors impacling 
decommissioning cosls could unfavorably impacl Duke Energy's liquidity and resulls of operalions as Duke Energy could be required to significantly increase its cash 
contributions lo Ihe decommissioning trusls 

Duke Energy's plans for future expansron and modemrzatron o f  i ts  generatron fleet subject r t  to risk of future price and rnflatronary Increases in the cost o f  
such expenditures as well as the r lsk o f  recovering such costs m a trmely manner whlch could matenally rmpact Duke Energy's firiancral condrtron, results o f  
operatrons o r  cash flows 

During the three-year penod from 2007 to 2009, Duke Energy anlicipates annual capital expendilures of approximately $3 5 billion. for a lolal of approximately $10 billion 
Duke Energy has begun to see significant increases in the eslimaled cosls of these capital pro~ecls as a result of strong domestic and inlernational demand for Ihe malerial 
equipment, and labor necessary to construct these facilities Increases in cosls related lo malerials and services required lo expand and modeinize Duke Energy s generation 
nQ-1 w l l  a+ -10 recover lhese cosls in a timely manner could materially impact Duke Energy's consolidated financial condilion, resulls of operalions or 
cash flows 

Duke Energy's sales may decrease i f  Duke Energy i s  unable to gain adequate, reliable andaffordable access to transmission assets 

Duke Energy depends on transmission and dislribulion lacililies ownod and operated by ulililies and olher energy companies lo deliver Ihe eleclricity Duke Energy sells lo 
Ihe wholesale market FERC's power transmission regulations roquire wholesale electric lransmission servicos to be offered on an opcn-access. non-discriminatory basis; 
however, no1 all markets are as open and accessible as needed. If lransmission is disrupled, or if transmission capacity is inadequale, Duke Energy's ability to sell and deliver 
producls may be hindered Such disruptions could also hinder Duke Energy from providing eleclricily to Duke Energy's retail eleclric cuslorneis and may materially adversely 
affect Duke Energy's business 

The differed regional power markels have changing regulalory slruclures. which could affect Duke Energy's growth and performance in these regions In addition. the 
independent sysleni operators who oveisee Ihe transmission syslems in regional power markels have imposed in Ihe past, and may impose ir i  the fulure. piice limilalions and 
other mechanisms to address volatility in Ihe power markets These lypes of price limilalions and other mechanisms may adversely impact the profilability of Duke Energy's 
wholesale power markeling and trading business 

Duke Energy may be unable to secure long term powerpurchase agreements o r  transmission agreements, whfch could expose Duke Energy's sales to 
increased volatility. 

In (he fulure. Duke Energy may not be able lo secure long-lerm power purchase agreemenls for Duke Energy's unregulaled power generation facilities I1 Duke Energy is 
unable lo secure these types of agreements, Duke Energy's sales volumes would be exposed to increased volatility Without the benefil of long-lerm power purchase 
agreemenls, Duke Energy cannot assure lhat it will be able lo sell the power generated by Duke Energy's facililies or thal Duke Energy's facilities will be able to operate 
profitably The inability to secure these agreements could malerially adversely affect Duke Energy's results and business 

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

Duke Energy may no1 be able to respond in a limely or efleclive manner lo the many changes designed lo increase competition in the electricily industry To the extent 
competitive pressures increase, the economics of Duke Energy's business may come under long-term pressure 

In addition. regulatory changes have been proposed lo increase access to eledricity transmission grids by ulilily and non-utilily purchasers and sellers of electricity These 
changes could conlinue Ihe disaggregation of many veilically-inlegraled utililies irilo separate generalion, lransrnission. disliibuliorl and relail businesses. As a resull. a 
significant number of additional compelilors could become aclive in the wholesale power generation segmenl of Duke Energy's industry 
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Duke Energy may also lace compelilion from new compelitors that have greater financial resources than Duke Energy does, seeking attractive opportunities to acquire or 
develop energy assets or energy trading operations both in the United States and abroad These new competitors may include sophisticated linancial institutions. some of 
which are already entering the energy trading and marketing sector, and international energy players, which may enler regulated or unregulated energy businesses This 
competition may adversely affect Duke Energy's ability to make investments or acquisitions. 

Duke Energy must meet credit quality standards. If Duke Energy or  i t s  rated subsidfanes are unable to maintain an investment grade credit ratmg, Duke 
Energy would be required under credit agreements to provide collateral in the form of letters o f  credit or cash, which may materially adversely affect Duke Energy's 
liquidity Duke Energy cannot be  sure that it and ih rated subsidfanes wi l l  mamfi?in investment grade creditratings 

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

II the rating agencies were to rale Duke Energy or ids rated subsidiaries below iriveslmenl grade, the entity's borrowing costs would increase, perhaps signilicantly In 
addition. the entity would likely be required to pay a higher interest rate in future financings, and its potential pool of investors and funding sources would likely decrease 
Further, if its short-term debt rating were to fall. the entity's access to the commercial paper market could be significantly Iimtted Any downgrade or olher event negatively 
affecting the credlt 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 
nl lkp F-v 111 the form of caDital contributions or loans to such subsidiaries, thus reducing Ihe liquidity and borrowing availability of the consolidated 
group 

A downgrade below inveslment grade could also trigger termination clauses in some interest rate and loreign exchange derivative agreements, which would require cash 
payments All of these events would likely reduce Duke Energy's liquidity and profitability and could have a material adverse effect on Duke Energy's financial position, results 
of opcrations or cash flows 

Duke Energy relies on  access to short-term money markets and longer-term capital markets to 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 control. 

Duke Energy's business is financed lo a large degree through debt and the maturity and repayment profile of debt used to finance investments olten does not correlate to 
cash flows lrom Duke Energy's assets Accordingly. Duke Energy relies on access lo both short-term money markets and longer-lerm capilal markets as a source 01 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 competilive rates, Duke Energy's ability to finance Duke Energy's operations and implement Duke Energy's strategy 
will be adversely affected 

Market disruptions may increase Duke Energy's cost of borrowing or adversely 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 lacilities or unrelated energy companies; or the overall health of the energy industry Restrictions on Duke Energy's ability to access 
financial markets may also alfect Duke Energy's ability to execute Duke Energy's business plan as scheduled An inabilily to access capital may limit Duke Energy's ability to 
pursue improvements or acquisitions that Duke Energy may otherwise rely on for luture growth. 

Duke Energy maintains revolving credit lacilitics to provide back-up for commercial paper programs andlor letters 01 credit at various entilies. These lacilitics typically 
include financial covenants which limit Ihe amount of deb1 that can be outstanding es a percentage of the total capital lor the specific entity Failure to maintain these covenants 
at a particular entity could preclude that entity from issuing commercial paper or letters of credit or borrowing under the revolving credit facility and could require other of Duke 
Energy's affiliates to immediately pay down any outstanding drawn amounts under other revolving credit agreements 

Duke Energy's investments and projects located outside o f  the United States expose Duke Energy to risks related to laws of other countries, taxes, economic 
conditions, polit ical conditions and policies o f  foreign governments. These risks may delay o r  reduce Duke Energy's realization of value from Duke Energy's 
internatlonal projects. 

Duke Energy ciirrently owns and may acquire and/or dispose of material energy-related investments and projects outside the United Stales The f?conomic, reglilalory. 
market and political conditions in some 01 the countries where Duke Energy has interests or in which 
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Duke Energy may explore development, acquisition or investment opportunities could present risks related to, among others. Duke Energy's ability to obtain linancing on 
suilable terms, Duke Energy's cuslomers' ability to honor their obligations with respect to projects and investments, delays in construclion, limilattons on Duke Energy's ability 
to enforce legal rights, and interruption of business, as well as risks of war, expropriation, nationalization, renegotiation, trade sanctions or nullification of existing contracts and 
changes in law, regulations. market rules or tax policy 

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

Duke Energy's operations and investments outside the United Slates expose Duke Energy to risks related to fluctuations in currency rates As each focal currency's value 
changes relative to the U S dollar-Duke Energy's principal reporting currency-the value in U S dollars of Duke Energy's assels and liabilities in such locality and Ihe cash 
flows generated in such locality, expressed in U S dollars, also change 

Duke Energy selectively mitigates some risks associated with foreigri currency fluctuations by, arriorig other things, indexiny conlracls to the U.S dollar andlor local 
inflalion rates. hedging through debt denominaled or issued in the foreign currency and hedging through foreign currency derivatives These efforts, however, may not be 
effeclive and, in some cases, rnay expose Duke Energy Io olher risks thal colJld negalively affect Duke Energy's cash flows and results of operations 

.. uke Enerav's i a m  in all of D . .  . .  
exposure currencies would result in an estimated net loss on the translation of local currency earnings of approximately $7 million The consolidaled balance sheets would be 
negatively impacted by such a devaluation by approximately $120 million through cumulative currency translation adjustments 

Duke Energy is  exposed to credit risk of counterparties wiih whom Duke Energy does business. 

Adverse economic conditions affecting, or financial difficulties of, counterparties wilh whom Duke Energy does business could impair the ability of these counterparlies to 
pay for Duke Enorgy's services or fullill their contractual obligations, or cause them to delay such paymonts or obligations Duke Encrgy dopcnds on those counterparties lo 
remit payments on a limely 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 factors impacting pension plan costs could unfavorably impact Duke Energy's liquidity and 
results of operations. 

Duke Energy's costs of providing non-conlribulory defined benefit perision plans are dependent upon a number of factors, such as the rates of return ori plan assets, 
discounl rales. Ihe level of inleresl rates used lo measure the required minimum funding levels of the plans, future government regulation and Duke Energy's required or 
voluntary contributions made lo the plans While Duke Energy complies with the minimum funding requirements as of September 30.2006, Duke Energy has cerlain qualified 
1J S pension plans with obligations which exceeded the value of plan assets by approximately $500 million WlhorJl sustained growfh in the pension investments over time to 
increase the value of Duke Energy's plan assets and depending upon the other factors impacting Duke Energy's costs as listed above. Duke Energy could be required to fund 
ils plans with significant amounts of cash. Such cash funding obligations could have a material impact on Duke Energy's cash flows, linancial position or results of operations 

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

Duke Enorgy is subject to numerous environmenlal laws and regulations affecting many aspects of Duke Energy's present and fulurc operations. including air emissions 
(such as rcducing NOx, SO?. and mercury emissions in thc U S , or potcnlial future conlrol of greenhousegas cmissions), water quality, wastewater discharges, solid wasto 
and hazardous waste These l a w  and regulations can result in increased capital, operating, and other costs These l a w  and regulations generally require Duke Energy to 
obtain and comply wilh a wide variety of environmenlal licenses. permits. inspeclions and olher approvals Compliance with environmental laws and regulations can require 
signilicant expenditures, including expenditures for clean up costs and damages arising out of contaminated properties. and failure lo comply with environmental regulations 
rnay result in the imposition of fines, penalties and injunctive measures affecting operating assets. The steps Duke Energy takes to ensure thal its facilities are in compliance 
could be prohibitively expensive As a result. 
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Duke Energy may be required lo shul down or alter the operalion 01 its facilities, which may cause Duke Energy lo incur losses Further. Duke Energy's regulalory rale structure 
and Duke Energy's contracls wilh customers may not necessarily allow Duke Energy lo recover capital cosls Duke Energy incurs to comply wilh new environmental regulations 
Also, Duke Energy may not be able to obtain or maintain from lime lo time all required environmenlal 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 
rcgulalions change and becomc more stringent, thcn Ihe opcralion of Duke Energy's facililies or the devolopmcnt of new facilities could be prcvonted, delaycd or become 
subjecl lo additional costs Although it is not expecled that the cosls of cornplying wilh current environmental regulelions will have a material adverse effect on Duke Energy's 
cash flows, financial position or results of operations, no assurance can be made lhat the costs of complying wilh environmenlal regulations in the fulure will not have such an 
effecl 

There is growing consensus Ilia1 some form of regulation will be forthcoming at the federal level with respecl lo greenhouse gas emissions (including COz) and such 
iegulalion could resull in Ihe creation of subslanlial addilional cosls in the forrn of taxes or emission allowances 

In addilion, Duke Energy is generally responsible for on-site liabilities, and in some cases off-site liabililies, associated wilt1 Ihe envirorlnlental condiliori of Duke Energy's 
power generalion facililies and natural gas assets which Duke Energy has acquired or developed, regardless of when the liabililies arose and whether they are known or 
unknown In conneclion wilh some acquisilions and sales of assets, Duke Energy may obtain. or be required lo provide, indemnificalion againsl some enVIronmenta1 liabilities If 
Duke Energy Incurs a material liability, or Ihe other party to a lransaclion lails to meel its indemnificalion obligations to Duke Energy. Duke Energy could suffer material losses 

Deregulabon or  restructunng rn the electrrc industry may result in Increased compebtlon and unrecovered costs mat could aaversely a n e c w ' s  
frnancral condibon, results of operabons or  cash flows and Duke Energy's utrlrties' businesses 

Increased cornpetition resulting from deregulalion or reslrucluring efforts, including from the Energy Policy Act of 2005, could have a significant adverse financial impact 
on Duke Encrgy and Duke Encrgy's ulility subsidiarics and consequenlly on Dukc Energy's resulls of operations, financial position, or cash flows lncrcased competition could 
also result in increased prcssure to lower cosls, including the cost of elcclricity Retail compelilion and the unbundling of regulated encrgy and gas service could have a 
signrficant adverse financial impacl on Duke Energy and Duke Energy's subsidiaries due lo  an impairment of assets, a loss of retail customers lower profit margins or 
increased costs of capital Duke Energy cannot predrcl the extenl and timing of enlry by addrlronal competitors into the eleclnc markets Duke Energy 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 11s financial position. results of operations or cash 
flows 

Duke Energy is  involved in numerous legal proceedings, the outcome o f  which are uncertain, and resolution adverse to Duke €nergy could negatively affect 
Duke Energy's cash flows, financial condition or results of operatlons. 

Duke Energy is subject to numerous legal proceedings Liligalion is subject to many uncertainties and Duke Energy cannot predict the outcome of individual matters with 
assurance I1 is reasonably possible lhat the final resolution of some of the malters in which Duke Energy is involved 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 
resulls of operations Similarly. i t  is reasonably possible lhat the terms 01 resolution could require Duke Energy lo change Duke Energy's business practices and procedures, 
which could also have a material effect on Duke Energy's cash flows, financial position or resulls of operations 

Duke Energy's results of operations may be  negatively affected by sustained downturns or  sluggishness in the economy, including l ow  levels in the market 
prices of commodities, a l l  of which are beyond Duke Energy's control. 

Sustained downlurns or sluggishness in the economy generally affect Ihe markets in which Duke Energy operates and negatively influence Duke Energy's energy 
operations Declines in demand for electricity as a result of economic downturns in Duke Energy's franchised electric service territories will reduce overall electricily sales and 
lessen Duke Energy's cash flows, especially as Duke Energy's industrial customers reduce produclion and, therefore, consumption of electricily and gas Although Duke 
Energy's franchised electric business is subject to regulaled allowable rates of relurn and recovery of fuel cosls under a fuel adjustmenl clause, overall declines in eledricily 
sold as a result of economic downturn or recession could reduce revenues and cash flows. thus diminishing results of operalions 

Duke Energy also sells eleclricily info the spot market or olher compelilive power markets on a contraclual basis Wlh  respecl to such transactions, Duke Energy is no1 
guaranleed any rate of relurn 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 olher competitive markets These market prices may fluctuate substantially over relatively short 
periods of lime and could reduce Duke Energy's revenues and margins and thereby diminish Duke Energy's results of operations 
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Lower demand for the electricity Duke Energy sells and lower prices for electricity resull from mulliple factors lhal affecl the markets where Duke Energy sells electricity 
including: 

* weather conditions, including abnormally mild winler or summer weather that cause lower energy usage for heating or cooling purposes, respectively, and periods of 
low rainfall that decrease Duke Energy's abilily to generate hydroelectric energy; 

supply of and demand for cncrgy commodities; * 

* illiquid markets including reductions in lrading volumes which result in lower revenues and earnings; 

general economic conditions, including downlurns in the U S or olher economies which impact energy consumption parlicularly in which sales lo industrial or large 
commcrcial cuslomcrs comprise a significant portion of total salcs; 

lransmission or transportation conslraints or inefficiencies which impact Duke Energy's merchant energy operations; . 

. availabilily of competitively priced allernalive energy sources, whtch are preferred by some cuslomers over eleclncily produced from coal, nuclear or gas planls, and of 
p - 4  

. nalural gas, crude oil and refined products produclion levels and pnces, 

* ability to procure sallslactory levels of invenlory, such as coal; 

* eleclric generation capacity surpluses which cause Duke Energy's merchant energy plants lo generate and sell less cleclricity a1 lower prices and may cause some 
planls to become non-economical lo operale; 

capacity and transmission service into, or out of, Duke Energy s markels; * 

. nalural disasters, acts of lerrorism, wars, embargoes and other catastrophic events to the cxlenl they affecl Duke Energy's operations and markels, as well as Ihe cost 
and availability of insurance covering such risks; and 

tederal, slate and foreign energy and environmental regulalion and legislalion . 
These faclors have led to induslry-wide downlurns thal have resulled in the slowing down or stopping of construction of new power planls and announcemenls by Duke 

Energy and olher energy suppliers and gas pipeline companies of plans to sell non-strategic assels, subject lo regulalory conslrainls, in order to boost liquidity or slrenglhen 
balance sheels Proposed sales by other energy suppliers could increase the supply of Ihe types of assels Ihal Duke Energy is allempling to sell In addition, recent FERC 
actions addressing power markel concerns could negatively impact Ihe markclability of Duke Energy's eleclric generalion assels 

Duke Energy's operating results may fJucruate on a seasonal and quarterly basis. 

Electric power generation is generally a seasonal business In most parts of the United Slates and other markets in which Duke Energy operates, demand for power peaks 
during Ihe hot summer monlhs. with markel prices also peaking at lhal lime In olher areas, demand for power peaks during the winler Further, exlreme weather conditions 
such as heal waves or winler storms could QUSF? these seasonal fluctuations to be more pronounced As a result, in the future. the overall operating results of Duke Energy's 
busiiiesses may llucluate subslantially on a seasonal and quarterly basis arld thus make period cornparison less relevanl 

Duke Energy's buslness Is subject fo  exlenslve regulation that wlll affect Duke Energy's operations and cosfs. 

Duke Energy is subject lo regulalion by FERC and the NRC, by federal. state and local aulhorilies under environmental laws and by slale piJbliC utilily commissions under 
laws regulaling Duke Energy's businesses Regulation affects almost every aspect of Duke Energy's businesses, including, among other things. Duke Energy's abilily lo: lake 
fundamental business managemenl actions; determine the terms and rates of Duke Energy's transmission and distribution businesses' services; make acquisitions; issue 
equity or deb1 securilies; engage in lransactions between Duke Energy's utilities and olher subsidiaries and affiliales; and pay dividends Changes lo these regulations are 
ongoing, and Duke Energy cannol predict the fulure c o m e  of changes in this regulatory environment or Ihe utlimate effecl lhal this changing regulalory environment will have 
on Duke Energy's business However, changes in regulalion (including re-regulating previously deregulated markets) can cause delays in or affect business planning and 
lransaclions and can substantially incrcasc Dukc Encrgy's costs 

FERC has established certain market screens i t  employs to assess generalion market power Certain of these Screens are difficull for a franchised utility Io pass In an 
order issued on June 30, 2005 the FERC revoked the authority for Duke Energy Carolinas to make wholesale power sales wilhin its control area a1 market-based rates based 
on the FERC's determination that Duke Energy Carolinas failed one of the applicable market screens Under the FERC's order, Duke Energy Carolinas must pay partial refunds 
and may prospeclively make wholesale power sales wilhin its conlrol area only at cosl-based rates 
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Certain events in the energy inarkefs beyond Duke Energy's control have increased the level ofpubl ic and regulatory scrutiny in ?he energy industry and in 
the capital markets and could result in new laws or  regulations which could have a negative impact on Duke Energy's results o f  operations. 

Due lo certain evenls in the energy markets, regulated energy companies have been under increased scrutiny by regulalory bodies, capital markets and credil rating 
agencies This increased scrutiny could lead lo subslanlial changes in laws and regulations affecting Duke Energy, including new accounting standards that could change the 
way Duke Encrgy is required lo record revenucs, expcnses, assets end liabilitics These typcs of rcgulations could have a ncgative irnpacl on Duke Encrgy's financial position, 
cash flows or results of operalions or access lo capilal 

Potential terrorist actrvrties o r  milftary o r  other actions could adversely affect Duke Energy's business 

The continued threat ofterrorism and lhe impact of relalialory mililary and other action by lhe United Stales and its allies may lead lo increased political, economic and 
financial markel inslability and volalilrly in prices for nalural gas and oil which may malerially adversely affect Duke Energy in ways Duke Energy cannot predid al lhis lime In 
addilion. fulure acls of lerrorsrn and any possible reprisals as a consequence of aclion by Ihe Uniled Slales and 11s allies could be direcled against cornparlies operating in lhe 
United Stales Infrastructure and generation facilities such as Duke Energy's nuclear plants could be potential largets of lerrorist activilies The potential for lerrorism has 
svbjecled Duke Energy's operalions to increased risks and could have a malenal adverse effecl on Duke Energy's business In particular. Duke Energy may experience 
increased capital and operaling cosls to implement Increased security for 11s plants, including its nuclear power plants under the NRC's design basis threat requirements, such --- cao abilitv followins a terrorist incident 

The insurance induslty has also been disrupted by lhese evenls As a resull. the availability of insurance covering risks Duke Energy and Duke Energy's competilors 
lypically insure against may decrease In addition, the insurance Duke Energy IS able io obtain may have higher deductibles, higher premiums and more restriclive policy terms 

Item 1B. Unresolved Staff Comments 

None 
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Item 2. Properties. 

US. FRANCHISED ELECTRIC AND GAS 

As of December 31, 2006, U S Franchised Electric and Gas operated three nuclear generating stations with a combined net capacity of 5,020 MW (including a 12 5% 
ownership in the Catawba Nuclear Station), filteen coal-fired stations with a combined net capacity of 13,552 MW. thiriy-one hydroelectric stations (including two 
pumped-storage focililies) with a combined net capacity of 3,213 MW, fifteen CT stations with a combined net capacity of 5,245 MW and two CC stations with a combined net 
capacity of 560 MW The stalions are IocJtcd in North Caroline, South Carolina, Indiana. Ohio end Kentucky The MW displayed in the table below arc based on summer 
capacily 

Ownership 

Gross Net Interest 

Name MW Mw Fuel Location (percentage) 

Carnlinas 
Oconee 
Catavha 
Belews Creek 
McGuire 
Marshall 
Lincoln CT 
Allen 
Bad Creek 
Rockingham CT 
Cliffside 
Jocassee 
RNerbend 
Lee 
Buck 
Cowans Ford 
Milt Creek CT 
Dan River 
Buzzard Roost CT 
Keowee 
Riverbend CT 
Buck CT 
Lee CT 
Dan River CT 
Olher small hydro (27 plants) 

_____ I__ 

Midwest 
Gibson(*) 
Cayuga(8) 
Wabash Rivedc ) 
East Bend 
Madison CT 
Gallagher 
Wwdsdale CT 
Wheatland CT 
Noblcsvillc CC 
Wabash River CC(u) 

Miami Fori (Unlts 5 and 6) 
Edwardspoit 
Henly County CT 
Cayuga CT 
Miami Wabash CT 
Connersville CT 
Markland 

Total 

96 96 Fuel 011 IN 100 
86 86 Fuel oil IN 100 
45 45 Hydro IN 100 

___ - 
30,064 27,590 - - 
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(A) Duke Energy Indiana owns and operates Gibson Slalion Units 1-4 and owns 50 05% 01 Unit 5, bul IS Ihe operator 

(B) Includes Cayuga Infernal Combuslion (IC) 

(C) Includes Wabash River IC 

(D) Included in Assets Held for Sale 

In addition, as of December 31, 2006, U S Franchised Eleclric and Gas owned approximately 20,700 condudor miles of electric transmission lines, including 600 miles of 
525 Itrlovolls, 1,700 miles of 345 Irilovolls, 3,300 milcsof 230 Idovolts, 8,800 miles of 100 to 161 kilovolts, and 6,300 milcs of 13 l o  69 kilovolts U S Franchiscd Eleclric and 
Gas also owned approximately 146,700 condudor miles of electric distribulion lines. including 102,900 miles of overhead lines and 43,800 miles of underground lines, as of 
December 31, 2006 and approximalely 8,900 miles of gas mains and service lines As of December 31, 2006, the eleclric transmisston and distribulion systems had 
approximalely 2.300 substations U S Franchised Eleclric and Gas also owns three underground caverns with a total storage capacity of approximately 23 mtllion gallons of 
liquid propane This liquid propane is used in the Ihree propandair peak shaving planls located in Ohio and Kentucky Propane/air peak shaving plants store propane and. 
wlieii needed. vaporire h e  propane and mix with nalural gas to supplemenl the nalural gas supply during peak demand periods and erriergencies 

Subslanlially all of Duke Energy Carolinas' eleclnc plan1 in service IS mortgaged under the indenture relating to Duke Energy's vanous sen- of First and Refunding 
Mortgage Bonds 

(For a map showing U S Franchised Eleclric and Gas' properties. see ' EusinessU S Franchispd Electric and Gas" earlier in this seclion ) 

NATURAL GAS TRANSMISSION 

As discussed in llem 1 "Business", effeclive January 2 ,  2007, Duke Energy consummated the spin-oH of ils nalural gas businesses, which includes the Nalural Gas 
Transmission segment, lo shareholders 

Texas Eastern's gas transmission syslem exlends approximately 1,700 miles from producing fields in the Gulf Coast region of Texas and Louisiana to Ohio, Pennsylvania, 
Ncw Jcrscy and New Yorlr II consists of Iwo parallel systems, one with lhrce large-diameter parallel pipelines and the other with one lo three large-diameter pipelines Texas 
Easlern's onshorc syslcm consists of approximately 8,600 milcs of pipcline and 73 compressor slations 

Texas Eastern also owns and operates two offshore Louisiana pipeline systems, which exfend approximately 100 miles into the Gulf of Mexico and include approximately 
500 miles of Texas Eastern's pipeline syslem and has an ownership interest in a processing plan1 in Soulhem Louisiana 

Texas Eastern has two joinl-venture storage facilities in Pennsylvania and one wholly owned and operated slorage field in Maryland Texas Easlern's total working 
capacity in lhese three fields is 75 Bd 

Algonquin connects with Texas Eastern's lacililies in New Jersey. arid exlends approximalely 250 niiles lhrough New Jersey, New York. Conneclicut, Rhode Island and 
Massachusetts where it connecls to Marilimes 8 Northeast Pipeline The syslem consists of approximately 1,100 miles of pipeline with six compressor slations 

ETNG's lransmission system crosses Texas Eastern's system at IVJO points in Tennessee and consists of two mainline systems lolaling approximately 1.400 miles of 
pipeline in Tennessee, Georgia. North Carolina and Virginia, with 18 compressor slalions ETNG has an LNG storage facilily in Tennessee wilh a tolal working capacity of 1 2 
Bcf Easl Tennessee also connects to Saltville Gas Storage Company and Virginia Gas Storage Company These nalural gas slorage fields are localed in Ihe stale of Virginia 
and have a working gas capacity of approximalely 5 Bcf 

Marilimes & Northeasl Pipeline, LLC and Marilimes & Northeasl Pipeline, LP (collectively, Maritimes B Norlheast) lransmission syslem (approximalely 78% owned by 
Duke Energy) extends approxirnalely 900 miles from producing fields in Nova Scolia lhrough New Brunswick, Maine, New Hampshire and Massachusetts, connecling lo 
Algonquin in Beverly, Massachusetts It has two compressor slations on the system 

The British Columbia Pipeline System consists of two divisions The ficld services division opcrales more than 1,840 miles of gathering pipelines in Brilish Columbia, 
Alberla. Ihe Yukon Terrifory and the Northwest Territories, as well as 22 field compressorslalions; four gas processing plants located in Brlish Columbia near Fort Nelson, 
Taylor, Chetwynd and in the Sikanni area Northwest of Fort SI John, and three elemental sulphur recovery plants located at Fort Nelson. Taylor and Chetwynd Tolal 
contractible capacity is approximately 2 0 Bcf of residue gas per day The pipeline division has approxirnalely 1,740 miles of transmission pipelines in British Columbia and 
Alberta. as well as 18 mainline compressor stations 
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The Empress system IS a colleclion 01 midslream assets involved in the extraction, storage, Iransportalion, distribution and markeling of NGLs in Canada and the U S 
Assels include, among olher things, an ownership inter& in an NGL exlraction plant on the TransCanada Alberta syslem. a liquids transmission pipeline, seven terminals 
along the pipe, Iwo slorage facilities, a fraclionation facilily, and an inlegraled NGL marketing and gas supply business Total processing capacily of Ihe Empress syslem IS 2 4 
Bcf of gas per day The Empress syslem is located in Weslern Canada 

The DEGT Midstream operations are localcd in Wcslcrn Canada and include thirtccn nalural gas processing planls and over 1,000 milos of nelural gas gathering 
pipelines located in Weslern Canada 

Union Gas owns end operates nalural gas transmission. dtslribulion and storage facilities in Ontario Union Gas' distribulion syslem consists of approximalely 22,000 
miles of dislnbulion pipelines Union Gas' underground natural gas slorage facililies have a working capacily of approximately 150 Bcl in 20 underground facililies located in 
deplefed gas fields Ils transmission syslem consists of approximately 3.000 miles of pipeline and six mainline compressor slations 

MHP owns and operales two nalural gas slorage facilities. Moss Bluff and Egan, wlh a lolal slorage capacity of approximately 31 Bcf The Moss Bluff faciltly consists of 
lhree slorage cawerris IoLaled in Soulheasl Texas arrd llds access lo five pipeline syslerris The Egan facility consisls of lhree slorage caverns localed in Soulh Cenlral 
Louisiana and has access lo eighl pipeline syslems 

Natural Gas Transmission also has a 50 percenl investment In Gulfslream Natriral Gas Syslem, LLC (Gulfslream). a 691-mile lnlerslale nalural gas plpellne system 
owned and operaled joinlly by Duke Energy and The Williams Company, Inc 

(For a map showing natural gas transmission and storage propertles. see BusinessNalural Gas Transmissron' earlier in this seclion ) 

FIELD SERVICES 

(For information and a map showing Field Services' properties, see "BusinessField Services" earlier in this seclion ) 

COMMERCIAL POWER 

The following lable provides informalion about Commcrcial Powcr's mcrchanl gcncretion portfolio es of December 31, 2006 The MW displayed in Ihe lable below are 
based on summer capacity 

Approximate 

Ownership 

Gross Net Interest 

Name MW MW Plant Type Primary Fuel Location (percentage) 
I _ _ _ -  

Hanging Rock 
Lee 640 640 SimpleCycle 
Vermillion 640 480 Simple Cycle 
Fayette 620 620 Combined Cycle 
Washington 620 620 CombinedCycle 
Dick's Creek 152 152 SimpleCycle 
Becklord CT 212 212 Simple Cycle 
Miami Fort C 
Miami Fort (Unils 7 and 8$') 
W C Becklord(') 1.124 862 
W M  Zimmer(1) 1,300 605 
J M  SIuarl 2,340 912 
Kil led 600 198 
Conesvillei l) 780 312 Sleam Coal OH 40 
Brownsville 466 466 SimpleCycle Natural gas TN 100 

Total 11,874 8,099 - -  

( I )  Commercial Power generation facilities are joinlly owned by Duke Energy Ohio and subsidiaries of American Electric Power, Inc and Dayton Power and Lighl, Inc 

(For a map showing Commercial Power's properties, see "BusinessCommercial Power" earlier in this seclion ) 
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INTERNATIONAL ENERGY 

The following table provides informalion about lnlemational Energy's generation portfolio in continuing operations as of December 31, 2006 

Gross Net 
Approximate 
Ownership 

interest 
Name MW MW Fuel Location (percentage) 

_I_ - 

___ __ 
Total 4,438 3,996 - - 

In December 2006. Duke Energy engaged in discussions will1 a polenlial buyer of lnlernalional Energy's assels in Bolivia Such discussions lo sell the assels were subjecl 
to a binding agreement between the parties. which was finalized in February 2007, and resulled in the sale of International Energy's 50 percenl ownership interesl in Iwo 
hydroeleclric power plants near Cochabamba. Bolivia lo Econergy lnlernalional 

International Energy also owns a 25% equity inleresl in NMC In 2006, the NMC produced approximately 850 lhousand melrictons of methanol and 1 million melric lonsof 
MTBE In addition, lnlernalional Energy owns a 50% equily interest in the Campeche natural gas processing and compression facilily Campeche has an inslalled processing 
capacily of 270 MMcf/d International Energy also owns a 25% equity interest in Atliki, which is a natural gas distributor lhal has an exclusive 30 year license lo supply natural 
gas to residential and commercial cuslomers within the geographical area of Alhens. Greece (For additional informalion and a map showing International Energy's properties. 
see "Business--lnlernalional Energy" earlier in lhis seclion ) 

CRESCENT 

(For information regarding Crescenl's properties, see "Business-Crescent" earlier in this section ) 

OTHER 

(For information regarding the properties of the business unil now known as Olher. see "Business-0lher"earlier in lhis seclion ) 

Item 3. Legal Proceedings. 

For informalion regarding legal proceedings, including regulalory and environnierllal mallers. see Nole 4 lo Ihe Consolidaled Firiancial Slalernenls. "Regulaloiy Mallers" 
and Nole 17 lo llie Consolidaled Financial Slalemenls. "Cornmilmerits arid Conlingencies-Liligalion" and "Coriimilinenls arid Corilingencies-Enviroli~lenlal 
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Item 4. Submission of Matters to a Vote of Security Holders. 

At the Duke Energy Corporatlon Annual Meeting of Shareholders on October 24, 2006, shareholders elecled Roger Agnelli. Paul M Anderson, William Barnel, I l l ,  G Alex 
Bernharclt, Sr , Michael G Browning, Phillip R Cox, William T Esrey, Ann Maynard Gray. James H Hance. Jr , Dennis R Hendrix, Michael E J Phelps, James T Rhodes, 
James E Rogers, Mary L Schapiro and Dudley S Taft to serve as directors unlil Ihe nexl annual meeling of shareholders and until such Direclor's successor is duly elected 
and qualified Below is a labulation of votes with respect to each nominee for direclor at Ihe meeting 

Nominee For Againsmithheld 

In addition, shareholders a1 the meeting also approved the Duke Energy Corporalion 2006 Long-Term lncenlive Compensalion Pian There were 750.402.214 shares 
voted for the plan, 88,376,012 shares voted against the plan, and 15.21 1,175 shares absiained 

And, shareholders at the meeling also ralified the seleclion of Deloille & Touche LLP lo act as independent auditors lor Duke Erieigy Corporaliori lor 2006 There Were 
1,072,065,312 shares voled lor Ihe proposal, 20,828.427 shares voled againsl Ihe proposal and 10.218.046 shares abstained 
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Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities. 

Duke Energy's common stock is listed for trading on Ihe New York Stock Exchange As of February 23, 2007, there were approximately 175,252 common stockholders of 
record 

Common Stock Data by Quarter 

2006 2005 

Stock Price Stock Price 
Range(a) Rangela) 

Dividends 

Dividends 
Per Share Hlqh LOW Per Share Hlqh LOW 

Firs1 Quarter 27.38 28.20 $ 24.37 

Third Quarte 28.84 30 55 84 
Fourth Quarter(b) 0 32 34 50 2982 0310 29 35 06 

Second Qua 26 94 29 98 34 

(a) Slock prices represenl the intra-day high and low stock price 

(b) Dividends paid in September 2006 and December 2006 were increased from $0 31 per share l o  $0 32 per share 

On January 2. 2007, Duke Energy consummaled the spin-off of the natural gas businesses to shareholders In conneclion with lhis transaction. Duke Energy distributed 
all Ihe shares of common slock of Speclra Energy l o  Duke Energy shareholders The distribulion ratio approved by Duke Energy's Board of Direclors was one-half share of 
Speclra Energy common stock for every share of Duke Energy common slock Subsequent lo Ihe distribulion, the markel price of Duke Energy commn stock was signilicanlly 
less than the 2006 trading ranges above due to Ihe fact that a proportionate share of the value of Duke Energy slock prior to the spin-off was lransferred to Speclra Energy 
Additionally, fulure dividends paid on Duke Energy common stock are expecled l o  be less than the 2006 dividend of $1 26 per share as dividends are anlicipated to be split 
proporlionalely between Duke Energy and Spectra Energy such Ihat the sum of the dividends of the two sland-alone companies approximates the former total dividend of 
Duke Energy Duke Energy expects l o  continue ils policy of paying regular cash dividends, although there is no assurance as lo the amount of fulure dividends because Ihey 
depend on future earnings, capilal requirements, and financial condition Future dividends are subject to declaration by the Board of Direclors 

Issuer Purchases of Equity Securities for Fourth Quarter of 2006 

None 

Duke Energy previously announced plans lo execute up l o  approximately $2 5 billion in common stock repurchases over a three year period On May 9,2005, Duke 
Energy announced plans to suspend additional repurchase under the open-markel purchase plan, pending further assessment, primarily due lo Ihe merger with Cinergy At 
the lime of suspension. Duke Energy had repurchased 32 6 million shares of common slock for approximately $0 9 billion. During Ihe first quarter of 2006, Duke Energy 
announced the commencemenl of up lo $1 billion of additional share repurchases under Ihe previously announced plan During the firs1 six monllis 012006, Duke Energy 
repurchased approximalely 17 5 million shares of common stock for approximately $0 5 billion In June 2006, in conneclion with the plan l o  spin off Duke Energy's natural gas 
businesses lo Duke Energy shareholders, Ihe share repurchase program was suspended At the time of suspension, Duke Energy had repurchased approximalely 50 million 
shares of common stock for approximately $1 4 billion under Ihis repurchase plan In Oclober 2006, Duke Energy's Board of Directors aulhorized the reaclivalion of Ihe share 
repurchase plan for Duke Energy of up lo $500 million of share repurchases after Ihe spin-off of the natural gas businesses has been completed. As of December 31,2006, the 
dollar value of shares lhat may yet be purchased under the plan is approximately $1 1 billion 
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(a) 
Item 6. Selected Financial Data. 

(in millions, except per-share amounts) 
Statement of Operations 
Operating revenues 

1,008 1,809 304 550 352 

Earnings (loss) available for common stockholders $ 1,863 $ 1,812 $ 1,481 $(1,338) $ 1,021 

Ratio of Earnings to Fined Charges@) 
Common Stock Data 
Shares of common stock outstanding(e) 

I 26 
Balance Sheet 

4.7 2 3  - i W  20 

928 957 91 1 895 
934 931 903 836 
970 966 904 838 

$ 2 6 9  2 60 $ 1 3 3  1 29 $ 0 0 9  0 09 $ 1 4 1  1 4 1  

$ (075) $ 026 $ (1 39) $ (0 19) 
(0 72) 025 (1 39) (0 19) 

$ 194 $ 159 $ (1 30) $ 122 
1 88 154 (1 30) 122 

$ 194 $ 1 5 9  $ (1.48) $ 122 
1 88 122 
117 1 10 

Total assets L$8,700 $54,723 $55,770 $57,485 $60,122 
Long-lem deb1 including capital leases, less current maturities $18.1 18 $14,547 $16,932 $20,622 $20,221 

(a) Significant transactions reflected in the results above include: 2006 merger with Cinergy (see Note 2 lo the Consolidated Financial Staternenls. "Acquisitions and 
Dispositions"), 2006 Crescent joint venlure transaction and subsequent deconsolidation effective September 7, 2006 (see Note 2 to Ihe Consolidated Financial 
Slatements. "Acquisitions and Disposilions), 2005 DENA disposilion (see Note 13 lo Ihe Consolidated Financial Statements. "Discontinued Operations and Assets Held for 
Sale"), 2005 deconsolidation of DEFS effective .July 1 ,  2005 (see Note 2 to the Consolidated Financial Slalemenls, "Acquisilions and Dispositions"), 2005 DEFS sale of 
TEPPCO (see Note 2 to Ihe Consolidated Financial Slatemenls, "Acquisilions and Disposilions") and 2004 DENA sale of the Southeasl plants (see Note 2 lo the 
Consolidaled Financial Statements, "Acquisitions and Dispositions'? 

Earnings were inadequate lo cover foted charges by $241 million for the year ended December 31, 2003 

As of January 1 ,  2003, Duke Energy adopled the remaining provisions of Emerging Issues Task Force (EITF) 02-03, "Issues Involved in Accounting for Derivative 
Contracts Held for Trading Purposes and for Contracls Involved in Energy Trading and Risk Management Aclivilies" (EITF 02-03) and SFAS No 143, "Accounting for 
Asset Retirement Obligalions" (SFAS No 143) In accordance with the transkion guidance for these standards, Duke Energy recorded a nel-of-lax and minorily interest 
cumulalive effect adjustment for change in accounting principles (See Nofe 1 lo the Consolidated Financial Statements. "Summary of Significant Accounting Policies," fur 
furlher discussion ) 

Includes pre-tax gains of approximately $0 9 billion, net of minority interest. related lo llie Sale of TEPPCO GP and LP in 2005 (see Note 2 to the Consolidated Financial 
Slalernenls. "Acquisitions and Dispositions") 

2006 increase primarity attributable l o  issuance of approximately 313 million shares in connection with Duke Energy's merger with Cinergy (see Note 2 lo the Consolidated 
Financial Statemenls. "Aquisilions and Disposilions") 

(b) 

(c) 

(d) 

(e) 
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 

Management's Discussion and Analysis should be read in conjunction with the Consolidated Financial Statements and Notes for the years ended December 31, 2006, 
2005and2004 

EXEClJTlVE OVERVIEW 

2006 Objectives. Duke Energy's Objectives for 2006. as outlined in the 2006 Charler, consisted of the following 

tsrao[ w w :  

Deliver on the 2006 financial objectives and position Duke Energy for growth in 2007 and beyond; 

Complete the exit of Ihe former DENA business and pursue strategic portfolio opportunities; 

* Build a high-performance culture focused on safely, diversity and inclusion, employee development, leadership and results: and 

* Build credibilily through leadership on key policy issues, transparent comrnunicalions and excellent cuslomer service 

During 2006, management executed on its objeclives primarily llirough slralegically completed arid pending acquisilions, as well as dispositions of cerlain businesses with 
higher risk profiles. such as the former DENA operations outside the Midwest and the Cinergy commercial marketing and trading businesses During 2006, Duke Energy 
created a business model lhal would give both Duke Energy's electric and gas businesses slandalone strength and additional scope and scale along wilh sleady and stable 
earnings growth 

On April 3,2006, Duke Energy and Cinergy consummated the previously announced merger, which combined the Duke Energy and Cinergy regulated franchises as well 
as deregulated generation in the Midwslern tJnited Stales The merger wilh Cinergy increased Ihe size and scope of Duke Energy's eleclric utility operations. Duke Energy 
managemenl expecls lo achieve numerous synergies, both immediately and over time. in all regions impacled by the merger 

As a result of the additional size and scope of the electric utility operations discussed above, in June 2006, the Board of Directors of Duke Energy authorized management 
to pursue a plan to create two separate publicly traded companies by spinning off Duke Energy's natural gas businesses to Duke Energy shareholders, which was completed 
on January 2 ,  2007 The new natural gas company, Spectra Energy, consists of Duke Energy's Natural Gas Transmission business segment, including Union Gas, as well as 
Duke Energy's 50-percenl ownership interest in DEFS The spin off of the natural gas business is expected to deliver long-term value to shareholders as Ihe two stand-alone 
companies are expected to be able to more easily participate in growth opportunlies in their own industries as well as the gas and power industry consolidations 

In connection wilh the effort to reduce the risk profile of Duke Energy and lo focus on businesses that can be expected lo contribute steady, stable earnings growth, during 
2006 Duke Energy finalized Ihe sale of the former DENA power generation f led oulside of the Midwest to LS Power and the sale of the Cinergy commercial marketing and 
trading business to Fortis. a Benelux-based financial services group (Fortis). 

Additionally. the Board of Directors of Duke Energy authorized management to explore the potential value of bringing in a joint venture partner at Crescent to expand the 
business and creale a plalform for increased growth On Seplemher 7,  2006, an indirect wholly owned subsidiary of Duke Energy closed an agreement lo create Ihe Crescenf 
JV with MS Members As a result of the Crescent transaction, Duke Energy no longer controls the Crescent JV and on September 7.2006 deconsolidated its investment in 
Crescent and subsequently accountsfor its investment in the Crescent JV utilizing Ihe equity method of accounting 

After completion of the spin-off of the natural gas businesses, the primary businesses remaining in Duke Energy in 2007 are the U S  Franchised Electric and Gas 
business segment. the Commercial Power business segment, the International Energy business segment and Duke Energy's effective 50% interest in the Crescent JV, which 
managemenl currently expects to continue to be a reportable business segment 

Duke Energy announced an agreement with Southern Company to evaluate the potential construction of a new nuclear power plant at a site jointly owned in Cherokee 
County, South Caroline Additionally, Dukc Energy conlinues lo evaluate olhcr opportunities io rc-invest in the eleclric ulility opcrations, by modernizing older coal-tired piants 
in the Carolinas and exploring the replacement of an aging coal plant in Indiana with a coal gasification plant. Also, during Ihe fourth quarter of 2006, Duke Energy closed on a 
transaction lo acquire from Dynegy a 825 megawatt power plant located in Rockingham Counly, North Carolina. This peaking plant, which will primarily be used during times of 
high electricity demand. generally in the winter and summer months, will provide customers with competitively priced peaking capacity and helps to ensure Duke Energy can 
meet growing customer demands for electricity in the foreseeable future Additionally, in 
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December 2006 Duke Energy entered inlo an agreement lo increase its ownership interesl in Ihe Ca taha  Nuclear Slalion lor a purchase price 01 approximately $158 million 
The purchase is subject lo regulatory approvals and other conditions precedenl and is expecled lo close prior to Seplember 30, 2008 

Effeclive with the third quarter 2006, the Board of Directors of Duke Energy approved a quarterly dividend increase of $0 01 per share, increasing the annual dividend lo 
$1 28 per share. Addilionally, during 2006 Duke Energy repurchased approximately 17 5 million shares of itscommon stock for approximalely $500 million In connedion wilh 
lhe above menlioned plan Io spin off Duke Energy's nalural gas businesses l o  Duke Energy shareholder;. the share repurchase program was suspended In Oclobcr 2006, 
Duke Energy's Board of Directors aulhorized the reactivation of the share repurchase plan for Duke Energy of up to $500 million of share repurchases subsequenl lo the 
spin-off of the natural gas businesses on January 2,2007 

2006 Financial Results. For Ihe year-ended December 31, 2006. Duke Energy reported earnings available for common stockholders of $1,863 million and basic and 
diluted earnings per share (EPS) of $1 59 and $1 57, respeclkely, as compared lo reported earnings available for common stockholders of $1,812 million and basic and diluled 
EPS of $ 1  94 and $1.88. respeclively. for lhe year-ended December 31, 2005 Earnings available lor cornrrion slockholders for 2006 as compared Io 2005 were fairly flat; 
however, basic and diluted EPS were negalively inipacled by Ihe issuance of approximalely 313 million shares i r i  April 2006 in mnneclion wilh Ihe Cinergy inerger Ttie 
highlighls for 2006 include the lollowing: 

U S Franchised Electric and Gas experienced higher earnings in 2006 primarily as a resull of Ihe addition of the former Cinergy regilialed ulility operalions in the 
Midwesl. These higher results were partially offset by milder wather. the impacl of rale reductions relaled Io Cinergy merger approvals, and lower bulk power 
marketing resulls in Ihe Carolinas 

Nalural Gas Transmission's resulls were llal from 2005 lo 2006, but were affecled by slrong commodity prices relaled lo processing actlvllies and hlgher operating and 
mainlenance expenses 

Field Services experienced lower earnings in 2006 primarily as a resull of the 2005 gains on the sale of the TEPPCO inveslments and the Iransfer of a 19 7 percent 
interest in DEFS to ConocoPhillips in July 2005, which resullcd in Ihc dcconsolidation of thc investment in DEFS Results in 2006 were favorably affected by strong 
commodity prices 

Commercial Power experienced higher earnings in 2006 primarily as a result of the addilion of the former Cinergy non-regulated generalion operalions in lhe Midwest. 
partially olfsel by the impacts of unfavorable purchase accounting charges as a resull of recognizing lhe Cinergy assels and liabililies at their estimated fair values as 
of lhe dale of merger 

International Energy experienced lower earnings in 2006 primarily as a resull of 2006 non-cash charges related lo a setllemcnl related lo the Citrus litigation, an 
irripairnierit charge relaled lo Ihe iriveslmenl in Campeclie. and an impairnienl cliarge relaled to the sale of Bolivian assels 

Crescent experienced higher earnings in 2006 primarily as a resull of Ihe gain recognized on Ihe join1 venture lransaclion in September 2006, which resulted in the 
deconsolidalion of Duke Energy's inveslmenl in the Crescenl JV 

Olher experienced higher losses in 2006 primarily as a result of 2006 charges related lo contracl settlement negotiations. and costs lo achieve the Cinergy merger and 
Ihe spin-off of the natural gas businesses 

Income lax expense from continuing operalions was lower in 2006 as a result of a decrease in earnings from continuing operalions before income taxes and a 
reduclion in the elfeclive tax rate The reduction in the effeclive tax rale was primarily a result of favorable tax selllements on research and developmenl cosls and 
nuclear decommissioning cosls, lax benefits related lo the impairmenl of the investmenl in Bolivia, and lax credils recognized on synlhelic fuel operations 

During 2006, Duke Energy recognized net of tax losses of $156 million in discontinued operations, as compared to net of lox losses of $701 million in 2005 During 
2006, Duke Energy completed the exit of lhe former DENA operations outside the Midwest region and recognizcd additional losses as a result of seles of certain 
contracts Addilionally, during 2006 Duke Energy exiled the Cinergy commercial marketing and trading business 

* 

- 

. 

. 

* 

* 

2007 Objectives. As a result of Ihe initiatives accomplished during 2006 and Ihe spin-off of the natural gas businesses on January 2,2007, Duke Energy is positioned as 
a lower-risk business with sleady earnings growth polenlial For 2007, management of Duke Energy is focused on the following objeclives, as outlined in the 2007 Charter: 

. Establish Ihe identity and cullure of the new Duke Energy. unifying ils people, values, stmlegy. processes and systems; 

. Optimize ils opemlions by focusing on salely, simplicity. accountability, inclusion. customer satisfaclion. cos1 managemenl and employee development; 
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Achieve public policy, regulaloiy and legislative outcomes lhal balance cuslomers' needs for reliable energy at compelilive prices wilh shareholders' expeclalion of 
superior relurns; 

Invest in energy infraslruclure lhat meets rising cuslomer demands for reliable energy in an energy efficienl and environmentally sound manner; and 

* Achieve 2007 financial objeclives and posilion Duke Energy lo meel fulure growth targets 

Duke Energy's consolidated earnings during 2007 are anticipaled lo be reduced principally as a result of the spin-olf 01 the nalural gas businesses on January 2, 2007. 
Excluding the impacls of (he spin-off of the nalural gas businesses, earnings are anticipaled lo be favorably affecled by Ihe following factors: a full year of earnings from the 
Midwest operations acquired lrom Cinergy. realization of cos1 savings as the regulatory rale reduclions shared wilh ratepayers will phase-oul in 2007, customer sales growlh, 
capilal reinvestmenls and regulatory inilialivcs 

The majority of expected earnings in 2007 are anlicipaled lo be contributed from U S Franchised Electric and Gas, which consisls of Duke Energy's regulated businesses 
operating a net capacily of approximately 28,000 megawatts of generation The regulated generation portfolio consisls of a mix of coal, nuclear, natural gas and hydroelectric 
generation, wilh substantially all of the sales of eleclricily coming from coal and nuclear generation facililies Commercial Power has net capacity of approximately 8,100 
megawalls of unregulated generalion, of which approximately 4,100 megawatts serves relail customers under the Rate Stabilization Plan in Ohio Approximately 75% of 
lnternalional Energy's ne1 capacily of approximalely 4,000 megawalls of inslalied generaliorl capacily in Lalin America consisls of baseload hydroeleclric capacily lhal carries a 
h i  10- for 2007 over 90% of International Energy's conlraclible capacity in Latin America is eilher currently contracted or receives a system 
capacily payment. 

. .  . .  

Duke Energy's tolal dividends and dividends per share in 2007 will be lower than in 2006 as a resull of lhe spin-off of Ihe natural gas businesses on January 2, 2007 
Future dividends are expected lo grow in conneclion will1 any earnings growth 

During Ihe Ihree-year period from 2007 lo 2009, Duke Energy anlicipales annual capital expendilures of approximately $3 5 billion, for a lolal 01 approximalely $10 billion 
These expendilures are principally relaled to expansion plans, environmental spending relaled lo Clean Air requirements, nuclear fuel, as well as maintenance cosls Current 
estimales are lhal Duke Energy's regulated generation capacity will need lo increase by approximately 6,400 megawatts over the next len years, with the majority being in 
North and South Carolina and the remainder being in Indiana Duke Energy is committed to adding base load capacity at a reasonable price while modernizing the current 
generation lacililics by replacing older, less cfficicnl plank wilh clcancr, more cfficicnl plants Significant expansion projects may include a ncw IGCC planl in Indiana. a new 
coal unil (or units) al Duke Energy's exisling Cliffside facility in North Carolina, new gas-fired generation units and cosls relaled to the evalualion of the potential construction of 
a new nuclear power planl in Cherokee County. South Carolina as well as normal addilions due to syslem growth Costs related to environmental spending are expected to 
decrease over the threeyear period as the upgrades lo comply wilh the new environmental regulations are completed Duke Energy does not anticipate any additional capilal 
inveslmenl relaled lo ils inveslmenl in Ihe Crescent JV Duke Energy does not currenlly anlicipale funding 2007 capilal expenditures with the issuance of common equity. but 
ralher Ihrough lhe use of available cash and cash equivalenls as well as the issuarlce of incremerilal deb1 

As the majority of Duke Energy's anticipated future capilal expendilures are relaled to its regulated operations. a significant risk lo Duke Energy is the abilily lo recover in a 
limely manner costs relaled lo such expansion In Indiana, Duke Energy has been given approval to recover ils developmenl cosls for Ihe new IGCC plan1 In Norlh and Soulh 
Carolina, Duke Energy will pursue legislation to provide lor conslruclion work in progress recovery for Ihe addilional unil (or units) a1 Ihe Cliffside Bcilily as well as Ihe proposed 
nuclear power plant Additionally. Duke Energy is attempling lo obtain assuranw 01 recovery of developmenl costs relaled to the proposed nuclear power plant Duke Energy 
does not anticipate beginning mnslruction of the proposed nuclear power plan1 wilhout adequate assurance of cos1 recovery from the stale legislators or regulalorr. In 
November 2006, Cuke Energy received approval for nearly $260 million of fulure federal lax credits related lo costs lo be incurred lor the modernization of Ihe Cliffside facilily 
as well as Ihe IGCC plant in Indiana 

In an efforl lo respond lo concerns over climale change. the U S  Congress recently discussed various proposals10 reduce or cap carbon dioxide and other greenhouse 
gas emissions Any legislation enaclcd as a resull of lhese efforts could involve a markef based cap and bade program Duke Energy is also focusing on energy efficiency 
inilialives in an effort lo reduce emissions 

Duke Energy's current regulatory initiatives primarily include oblaining Ihe timely recovery of invested capital and pursuing a regulalory extension of the Rate Slabilizalion 
Plan in Ohio lhrough 2010 as well as being a proponenl 01 cost-effeclive energy efficiency inilialives In North Carolina, Duke Energy IS required by June f ,  2007 lo file a rale 
case or show that a price adjustment is not required During 2006, Duke Energy filed for an increase in ils base eledric rales in Kentucky In December 2006, the Kenlucky 
Public Service Commission approved an annual rate increase of $49 million lo be effective January 1 ,  2007 
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New energy legislation has been inlroduced in the currenl South Carolina legislative session which includes expansion 01 the annual tuel clause mechanism lo  include 
recovery of costs of reagents (ammonia, limeslone. etc) lhat are consumed in the operation of Duke Energy Carolina's SO2 and NOx control technologies The legislation also 
includes provisions to provide cost recovery assurance for upfronl development costs associaled with nuclear baseload generation, cost recovery assurance for construction 
costs associated with nuclear or coal baseload generation, and the ability to remver financing costs for new nuclear or coal baseload generalion lhrcugh annual riders Similar 
lcgislalion is being discussed in North Carolina and may be inlroduced in thc 2007 legislative session 

In summary, Duke Energy is coordinating its future capital expenditure requirements with regulatory initiatives in order lo ensure adequate and limely cost recovery while 
continuing to provide low cos1 energy to its customers 

Economic Factors for Duke Energy's Business. Duke Energy's business model provides diversification between stable, less cyclical businesses like U S Franchised 
Eleclric and Gas, and the traditionally highergrowth and more cyclical energy businesses like Commercial Power and lnlemational Energy Additionally. Crescent's portfolio 
slralegy is diversitied belweeri residenlial. comrnercial and multi-family development All or Duke Energy's businesses can be riegalively affected by sustained downturns or 
sluggishness iri Ihe econorriy, including low rnarket prices of cornmodilies. all of which are beyond Duke Energy's control. and could impair Duke Energy's ability lo meel its 
goals for 2007 and beyond 

Declines in demand for eleclricity as a result of economic downlurns would reduce overall eleclricity sales and lessen Diike Energy's cash flows, especially as industrial 
customers reduce production and, Ihus. consumption of electricity A portion of U S Franchised Electric and Gas' business risk is miligaled by ils regulated allowable rates of 
return and recovery of fuel costs under fuel adjustment clauses 

If negative rnarket mndilions should persist over time and estimated cash flows over the lives of Duke Energy's Individual assets do not exceed the carrying m o s r  
individual assets, asset impairmenls may occur in the future under existing accounting rules and diminish results of operations A change in management's intent about the use 
of individual assels (held for use versus held for sale) or a change in fair value of assets held for sale could also result in impairmenls or losses 

Duke Energy's 2007 goals can a lm be substantially at risk due lo  the regulation of its businesscs Duke Energy's busincsscs in the United States arc subject lo 
regulations on thc federal and state level Regulelions, applicable lo the eloctric power industry, have a significant impacl on thc nature of the busincsses and the manner in 
which they operate Changes to regulations are ongoing and Duke Energy cannot predict the future course of changes in Ihe regulalory environmenl or the ultimale effect that 
any future changes will have on its business 

Duke Energy's earnings are impacted by fluctuations in commodity prices Exposure lo commodity prices generates higher earnings volatilily in the unregulated 
businesses as Ihere are timing differences as to when such costs are recovered in rates To mitigate these risks, Duke Energy enters into derivative instruments to effectively 
hedge known exposures With the 2006 sales of former DENA's assels outside Ihe Midweslern United Slales. irtcluding subslanlially all Ihe derivalive porlfolio, and Cinergy's 
marketing and trading operation. Duke Energy expects a less volalile earnings pattern going forward 

Additionally. Duke Energy's investments and projects located outside of the llnited States expose Duke Energy to risks relaled lo laws of olher countries, taxes, economic 
conditions. fluctuations in currency rates. political conditions and policies of foreign governments Changes in these factors are difficult lo predict and may impacl Duke Energy's 
future resulls 

Duke Energy also relies on access lo both shod-term money markets and longer-term capital markets as a source of liquidity for capital requirements not met by cash 
flow from operalions An inability to access capital at competitive rales could adversely affect Duke Energy's ability to implement its strategy Market disruplions or a downgrade 
of Duke Energy's credil raling may increase its cost of borrowing or adversely affecl its ability lo access one or more sources of liquidity 

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

RESULTS OF OPERATIONS 

Consolidated Operating Revenues 

YearEndedDecembr31, 2006 as Compared lo Decernber31.2005 Consolidaled operating revenues for 2006 decreased $1.1 13 million, compared to 2005 This 
change was driven by. 

* A $5,530 inillion decrease due to the deconsolidation of DEFS. effective July 1 ,  2005, and 

* A $274 million decrease at Crescent due primarily to the deconsolidation of Crescent. effective Seplember 7, 2006 and softening in the residential real estate rnarket 
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Pariialiy offselling lhese decreases in revenues were: 

* An approximate $3,891 million increase due lo Ihe merger with Cinergy 

- A $468 million increase a1 Nalural Gas Transmission due pnmarily lo Canadian assels (approximately $281 million), primarily higher processing revenues on Ihe 
Empress System. favorable Canadtan dollar foreign exchange impacts (approximately $157 million), and recovery of higher nalural gas commodity costs 
(approximately $146 million), resulting from higher nalural gas prices passed lhrough lo customers wlhoul a mark-up a1 Union Gas, partially offset by lower gas usage 
due lo unseasonably warmer weather (approximalely $186 million) 

A $216 million incrcasc a1 lntcrnalional Energy due primarily to highcr rcvenues in Pcru lrom increased ownership and resulling consolidalion of Aguaylia 
(approximalely $1 18 million), higher energy prices in El Salvador (approximately $40 million), favorable results in Brazil, primarily foreign exchange rale impacls 
(approximately $31 million) and higher eleclricily volumes and pnces in Argentina (approximately $27 million), and 

An approximate $130 million increase in Olher related lo Ihe prior year impact of mark-to-market losses, primarily unrealized, due lo increased commodily prices as a 
resull of Ihe discontinuance 01 certain cash flow hedges entered into lo hedge Field Services' commodity price risk (see Note 8 lo the Consolidaled Finannal 
Slalernenls, "Risk Management and Hedging ALlivilies. Credil Risk. and Firianual Inslrumerils') from February 22, 2005 lo June 30, 2005 Elfeclive with the 
deconsolidalion of DEFS on July 1,2005, mark-lo-markel changes related lo lhese disconlinued hedges are classlfled in Ofher income and expenses, ne1 on the 
Consolidaled Slalemenls of Operations 

. 

Year Ended December 3 1, 2005 as Compared to December 3 I ,  2004 Consolidaled operating revenues for 2005 decreased $3 299 million, compared lo 2004 This 
change was driven by 

A $5,380 million decrease due to the deconsolidation of DEFS. effectwe July 1, 2005 and 

. An approximate $130 million decrease resulling from mark-to-markel losses, primarily unrealized, due to increased commodity prices as a resull of the discontinuance 
of cerlain cash flow hedges entered into lo hedge Field Services' commodity price risk discussed above 

Partially offselling lhese decreases in revenues were: 

. An approximate $850 million increase at Field Services, excluding Ihe impacl of the deconsolidalion of DEFS. due primarily to higher average commodily prices, 
primarily NGL and nalural gas in Ihe firs1 six months of 2005 

A $704 million incrcasc a1 Natural Gas Transmission duo primarily lo new Canadian asscls (approximately $269 million), primarily the Empress Syslem, favorable 
foreign exchange rales (approximately $153 million) as a resull of the slrenglhening Canadian dollar (partially offsel by currency impacts lo expenses), higher nalural 
gas prices lhal are passed through lo cuslomers (approximately $152 million), an increase relaled lo U S  business operaliuns (approximately $GO million) driven by 
higher rales and conlracled volumes and increased gas dislribulion revenues (approximately $36 million), resulting from higher gas usage in Ihe power market 

A $363 million increase a1 U S Franchised Electric and Gas due primarily lo increased sales lo relail and wholesale customers as a resull of warmer weather. more 
eflicienl perforniarice of Ihe generaliori fleel, and cuslorrier growlli. coupled wilh an increase in fuel rales primarily as a resull of higher coal cosls in 2005 arid 
increased market prices for wholesale power 

A $126 million increase a1 lnternalional Energy due primarily lo favorable foreign exchange rale changes in Brazil, and higher energy prices and volumes, and 

* 

1 

* A $58 million increase al  Crescenl due primarily lo higher residenlial developed lo1 sales 

For a more detailed discussion of operaling revenues, see the segment discussions lhal follow 

Consolidated operating Expenses 

Year Ended December 3 1,2006 as Compared to December 31,2005 Consolidaled operating expenses for 2006 decreased $923 million, compared to 2005 The change 
was primarily driven by: 

f An approximate $5,090 million decrease due lo the deconsolidalion of DEFS, effedfve July 1,2005 

1 A $239 million decrease at Crescent due primarily lo the deconsolidalion of Crescent. effeclive September 7, 2006 and softening in Ihe residential real eslale market. 
and 
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- An approximate $120 million decrease associated with the prior year recognition of unrealized losses in accumulated olher comprehensive income (AOCI) as a result 
of Ihe discontinuance of certain cash llow hedges enlered into to hedge Field Services' commodity price risk, which were previously accounted lor as cash llow hedges 
(see Note 8 to the Consolidated Financial Slatements. "Risk Managemenl and Hedging Activities, Credit Risk, and Financial Instrumenls') 

Partially offsetting these decreases in expenses were: 

. An approximalo $3,430 million increasc due lo the mergor with Cincrgy 

* A $447 million increase at Natural Gas Transmission due primarily to Canadian assets (approximately $189 million), primarily the Empress System, increased natural 
gas prices al Union Gas (approximately $146 million), rosulling from high natural gas prices passed through to customers without a mark-up at Union Gas, higher 
operating and maintenance. including pipeline inlegrity and project development expenses (approximately $133 million), Canadian dollar foreign exchange impacts 
(approximately $124 million), parlially offset by lower gas purchase costs at Union Gas resulling primarily from unseasonably warmer weather (approximately $157 
million) 

A $341 million increase at International Energy due primarily to higher costs in Peru (approximately $109 million). driven primarily by increased ownership and resulting 
consolidation of AgUaylid a reserve reldled lo d seltleriienl made in cori]unction wilh Ihe Cilrus litigalion (approximalely 5100 million). higher fuel prices and increased 
consumption in El Salvador (approximately $38 million). unfavorable exchange rates. increased regulatory fees and higher purchased power cosls in Brazil 
(approximately $34 million), an increase in Mexim due to an impairmenl of a note receivable from Campeche (approximately 833 million) and impairmenls in Bolivia 
(approxiinaleiy$t8mfmoli) 

An $1 79 million increase in Olher due pnmarily lo cosls lo achieve the Cinergy merger and the anticipaled spin-off of Duke Energy s natural gas businesses 
(approximalely $128 million and $58 million, respectively), a reserve charge related to conlract settlement negotiations (approximately $65 million), partially offset by 
decreases due to the continued wind-down of Ihe former DENA businesses (approximately $47 million), and 

An approximate $1 15 million increase at Duke Energy Carolinas driven primarily by increased fuel expenses, due primarily lo higher coal cosls ($188 million) and 
increased purchase power expense resulling primarily from less generation avaltabitity dunng 2006 as a resull of outages at base load stations ($42 million), parlially 
olfscl by I o w r  regulatory amortization, duo primarily lo reducod amortization of compliance costs relaled to clcan air legislalion ($86 million). and decreased operating 
and maintenance expense, due primarily to a December 2005 ice storm 

* 

* 

YeariFndedDecember 31, 2005 as CornpaEd to December 3t. 2004 Consolidaled operaling expenses for 2005 decreased $3,025 million, compared lo 2004 The 
change was primarily driven by 

. A $5,072 million decrease due to Ihe deconsolidalion of DEFS. effective July 1,2005 and 

* An approximate $100 million decrease in operaling expenses at Commercial Power, mainly resulling from Ihe sale of Ihe Southeasl Plank 

Partially offsetting these decreases in expenses were: 

. An approximate $675 million increase in operaling expenses at Field Services driven primarily by higher average NGL and natural gas prices in Ihe first six months of 
2005 

A $640 million increase at Nalural Gas Transmission due primarily lo new Canadian assets (approximately $272 million), primarily gas purchase costs associated with 
Ihe Empress System. increased natural gas prices at lJnion Gas (approximalely $152 million, which is offset in revenues), foreign exchange impacls (approximalely 
$1 18 million) as discussed above (offset by currency impacts to revenues), and increased gas plJrChaSeS for distribution (approximately $43 million) primarily due to 
higher gas usage in the power market 

A $346 million increase in operating expenses at U S Franchised Electric and Gas due primarily io increased fuel expenses, driven by higher coal costs and increased 
generation lo meet cuslomer demand, and increased operating and maintenance expenses due primarily lo increased planned oulage and rnainlenance at generating 
plants, planned maintenance to improve reliability of dislribution and lransmission equipmenl, and higher storm charges in 2005, driven primarily by an ice storm in 
December 2005 

An approximato $120 million incroaso relaled lo Ihe recognilion of unrealized losses in AOCl as a result of the disconlinuancc of certain cash flow hedgos entered into 
lo hedge Field Services' commodily price risk, which were previously accounted for as cash flow hedges (see Nole 8 to the Consolidated Financial Statements. "Risk 
Management and Hedging Activities, Credil Risk, and Financial Inslruments") 

* 

+ 

. 
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. An approximale $75  million charge Io increase liabilities associated with mulual insurance companies in 2005  

A $74 million increase at lnlernalional Energy due primarily lo higher fuel prices, increased fuel volumes purchased, higher mainlenance cosls and the impact of 
loreign exchange rate changes in Brazil, otfsel by decreased power purchase obligations in Brazil. and 

A $64 million increase as a resull of lhe 2004 correclion of an immaterial accounting error in prior periods relaled lo reserves a1 Bison - 
For a more detailed discussion 01 operaling expenses, see lhe segment discussions Ihal follow 

Consolidated Gains o n  Sales of Investments in Commercral and Multi-Family Real Estate 

Consolidaled gains on sales of inveslmenls in commercial and mutli-family real eslale were $201 million in 2006, $191 million in 2005,  and $192 million in 2004 The gain 
in 2006 was driven primarily by pre-tax gains from the sale of Iwo office buildings at Polomac Yard in Washinglon, D C and a gain on a land sale al Lake Keowee in 
norlhweslern Soulh Carolina The qain in 2 W 5  was dnven pnmartly by pre-tax gains from the sales of surplus legacy land, particularly a larqe Sale in Lancasler, Soulh 
-A was hinaton, D C and mulli-family project sales in Norlh Carolina and Flonda The gain in 2004 was dnven 

primarily by p w t a x  gains from commercial land and project sales in the Washinglon D C area and pre-lax gains Irom lhe sales of surplus legacy lanu 

Consolidated Gains (Losses) on  Sales 01 Other Assets and Other, net 

Consolidaled gains (losses) on sales of other assets and other, ne1 was a gain of $276 million for 2006,  a gain of $534 million for 2005,  and a loss of $416 million for 2004 
The gain in 2006 was due primarily to lhe pre-lax gains resulting from Ihe sale of an effective 50% inlerest in Crescent. crealing a joint venture between Duke Energy and 
MSREF (approximately $250 million), and gains on seltlements of cuslomers' transportation contracls at Natural Gas Transmission (approximately $28 million), parlially offsel 
by Commercial Power's losses on sales of emission allowances (approximately $29 million) The gain in 2005 was due primarily lo Ihe pre-lax gain resulling from Ihe DEFS 
disposition lransaclion (approximately $575 million), partially offset by ne1 pre-lax losses al  Commercial Power, principally Ihe lermination of DENA slruclured power contracts 
in Ihe Soulheasl region (approximately $ 7 5  million). The loss in 2004 was due primarily to pre-lax losses on the sale of the Soulheasl Plank (approximately $36D million) al 
Commercial Power, and the lerminalion and sale of DETM contracts ($65 million) in Other 

Consolidated Operating Income 

YearEndedDecember3 1,  2006 as Compared to December 31, 2005 For 2006, consolidaled operaling income decreased $438 million, compared lo 2 0 0 5  Decreased 
operaling income was primarily relaled to an approximate $575  million gain in 2005  resulling from Ihe DEFS disposilion lransaclion, Ihe impacls of the deconsolidalion of 
DEFS, effective July 1, 2005,  which amounted lo approximalely $440 million for 2005,  an approximale $190 million of cos1 in 2006 to achieve lhe Cinergy merger and Ihe 
anticipaled spin-off of Duke Energy's nalural gas businesses, and approximately $165  million of charges in 2006 related lo selllements and conlracl negotialions. Parlially 
offselling Ihese decreases Were an approxirnalely $461 million of operaling income generaled by legacy Cineigy in 2006 as a result of Ihe merger, an approximate $250 million 
gain in 2006  on Ihe sale of an effective 50% inleresl in Crescenl and an approximate $250 million negative impacl lo operating income in 2005 relaled Io Ihe disconlinuance of 
certain cash flow hedges entered into to hedge Field Services' commodily price risk 

Year€ndedRecem&r31, 2005 as Compared to December37, 2004 For 2005, consolidated operaling income increased $675 million, compared Io 2004 Increased 
operaling income was due primarily to the gain in 2005 resulting from the DEFS disposilion lransaclion and the charge in 2004 associaled wilh the sale of the Southeast Plank 
in 2005, partially offset by charges in 2005  relaled lo the disconlinuance of cerlain cash flow hedges entered into lo hedge Field Services'commodily price risk, charges in 2005 
relaled lo the lerminalion of slruclured power contracls in the Soulheasl region and increased liabililies associated with mulual insurance companies 

Other drivers to operaling income are discussed above For more detailed discussions, see Ihe segment discussions that follow 

Consolidated Other Income and Expenses 

YcarEndcdRcccmbcr31.2006 as Compared fo Dcccmber31,2005 For 2006, consolidated other incomc and expcnses dccrcased $801 million, compared lo 2005  
The decrease was due primarily to Ihe 51 ,245  million pre-lax gains on sales of equity inveslmenls recorded in 2005,  primarily associated wilh Ihe Sale of TEPPCO GP and 
Duke Energy's limited partner inleresl in TEPPCO LP, partially offset by an increase of approximalely $253  million in equity in earnings of unconsolidated affiliates due primarily 
lo the deconsolidation of DEFS slarling July 1. 2005 and an increase of approximalely $1 1 5  million of inleresl income resulling primarily from favorable income tax seltlemenls 
in 2006 
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YearEnded December3 1,2005 as Compared lo December37, 2004. For 2005, consolidated olher inmme and expenses increased $1,505 million, compared lo 2004 
The increase was due primarily lo Ihe $1,245 million pre-lax gains associated with the sale of TEPPCO GP and Duke Energy's limited partner interesl in TEPPCO LP. equity 
income of $292 million for the investment in DEFS subsequent to the deconsolidalion of DEFS, effeclive July 1, 2005, slightly offset by the realized and unrealized pre-lax 
losses recognized in 2005 on certain derivative contracts hedging Field Services commodity price risk which were discontinued as cash flow hedges as a result of the 
deconsolidalion of DEFS by Duke Energy Effcctive wilh the dcconsolidalion of DEFS on July 1, 2005, mark-to-market changes related lo the Field Scrvices discontinued 
hedges are classified in Olher income and expenses, net on Ihe Consolidated Slalements of Operations, while from Februaty 22, 2005 to June 30,2005 lhese mark-lo-markel 
changes were classified in Non-regulated electric, natural gas, natural gas liquids and other revenues on the Consolidated Statements of Operations 

Consolidated Interest Expense 

YearEndedDecemkr 31.2006 as Compared to December 31,2005 For 2006, consolidated interest expense increased $187 million, compared lo 2005 This increase 
is primarily allribulabie to Ihe increase iii long-term deb1 as a result of the meiyer willi Cinergy (an approxirnale $228 rnillion impact), partially offset by reduced inleresl 
expense associaled wilh DEFS. which was deconsolidaled on July 1, 2005 (an approximale $82 million impact) 

Year€ndedDecemlm'31, 2005 as Compared lo December31, 2004 For 2005, consolidated inlerest expense decreased $216 million, compared lo 2004 Ths decrease 
was due primarily to Duke Energy's debt reduction efforts in 2004 (an approximale $140 million impact) and the deconsolidation of DEFS effectwe July 1.2005 (an approximale 

j 

Consolidated Minority Interest Expense 

YearEndedDecemkr31.2006 as Compared to December31, 2005. For 2006, consolidaled minority interesl expense decreased $477 million, compared lo 2005 This 
decrease primarily resulted from the 2005 gain associaled with the sale of TEPPCO GP and Ihe impact of deconsolidation of DEFS effective July 1,2005 

Year€ndedDccemkr 3 I ,  2005 as Compared to December 31, 2004 For 2005, consolidaled minority intoresl expense increased $338 million, compared lo 2004 This 
increase was driven primarily by increased earnings at DEFS in the firsl six months of 2005 as a result of the sale of TEPPCO GP and higher commodily prices. offset by the 
impact of the deconsolidalion of DEFS effeclive July 1, 2005 

Consolidated Income Tax Expense from Continuing Operations 

YearEndedDecemkr 31.2006 as Compared lo December 31,2005 For 2006. consolidaled incorrle lax expense from corltinuing operations decreased $439 million, 
conipared lo 2005 This decrease prirnarily resulled froiri lower pie-lax eainings. due primarily Io the 2005 gains associaled willi lhe sale of TEPPCO GP and Duke Energy's 
limited partner interesl in TEPPCQ LP as discussed above, offset by the 2006 gain on Crescenl The effective tax rale decreased in 2006 (29%) compared lo 2005 (34%). The 
lower effeclive lax rate for year ended December 31, 2006 as compared lo Decemher 31, 2005 was primarily due lo favorable lax setllemenfs on research and developmenl 
cosls and nuclear decommissioning costs. tax benelils relaled lo the impairmnl of an investment in Bolivia, and reserves and tax credits recognized on synthetic fuel 
operations 

Year€ndedDecemkr3 1, 2005 as Compared to December37,2004 For 2005, consolidated income tax expense from continuing operations increased $775 million. 
compared lo 2004 The increase in income lax expense from conlinuing operalions is primarily a resull of $2,058 million in higher prs-tax earnings. due primarily lo the gains 
associated with Ihe sale of TEPPCO GP, Duke Energy's limited partner interest in TEPPCO LP and Ihe DEFS disposition lransaclion (see Note 2 lo the Consolidated Financial 
Statemcnts, "Acquisitions and Dispositions") Other lhan the increase from higher pre-lax earnings, Ihc increase in incomc tax expcnsc from continuing operations is due lo an 
increase in the effeclive tax rate, which was approximately 34% in 2005, as compared lo approximalely 29% in 2004 The increase in Ihe effective lax rale was due primarily to 
the release of approximately $52 million of income lax reserves, resulling from the resolulion of various oulslanding income tax issues and changes in estimates in 2004 and a 
$20 million lax benefit in 2004 recognized in conneclion wilh the prior year formation of Duke Energy Americas, LLC, partially offset by the $45 million laxes recorded in 2004 
on the repatriation of foreign earnings lhat was expected to occur in 2005 associaled wilh Ihe American Jobs Creation Act of 2004 

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

Consolidaled (loss) income from discontinued operations was ($156) million for 2006, ($701) million for 2005, and $244 million for 2004 These amounls represent results 
of operations and gains (losses) nn dispositions related primarily lo former DENAs assets and 
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conlracls outside Ihe Midwestern and Southeaslem United Slales, which are included In Other, and Cinergy commercial marketing and lratllng operalions, which are included 
in Commercial Power, (see Nole 13 l o  the Consolidated Financial Slalemenls, "Discontinued Operalions and Assels Held for Sale') The 2006 amounl is primarily comprised of 
approximalely $140 million of after-lax losses associaled with certain contracl terminations or sales a1 former D E W ,  as a result of the 2005 decision to exit substantially all of 
former D E W S  remaining assels and conlracls oulside the Midweslem United Slales and certain conlraclual posilions relaled to the Midweslern assels, and Ihe recognilion of 
approxirnalcly $1 7 million of after-lax losses associated wilh exiting the Cinergy commercial marketing and trading operations 

The 2005 amount is primarily comprised of an approximale $550 million non-cash. alter-tax charge (approximately $900 million pre-tax) for Ihe impairmenl of assels, and 
the disconlinuance of hedge accounting and Ihe disconlinuanrx: of Ihe normal purchaseinorma1 sale exception for cerlain posilions, as a result of Ihe decision lo exit 
substantially all of former DENAs remaining assets and contracls outside the Midweslern Uniled Slales and certain contractual positions related l o  the Midweslern assets 
Addilionally, during 2005, Duke Energy recognized afler-lax losses of approximately $250 million (approximalely $400 million pre-lax) as the resull of selling certain gas 
transportalion arid slruclured conlracls related lo Ihe former DENA operalions These charges were olfsel by the recognilion of aller-lax gains of approximately $125 million 
(approximately $200 million pre-tax) related to the recognilion of deferred gains in AOCl related lo discontinued cash flow hedges relaled l o  the former DENA operalions. 

The 2004 amount is primarily comprised of a $273 million alter-lax gain resulting from !he sale of lnlernalional Energy's Asia-Pacific Business, and an approximale $1 17 
million afler-tax gain on Ihe sale of Iwo partially conslrucled merchanl power plants in the westem United Slales offset by operaling losses a l  the wesfern and nnrlheasl 
merchant power planls 

Consolidated Cumulative Effect of Change in Accounting Principle, net of tax and minority interest 

During 2005, Duke Energy recorded a net-of-lax and minority inleresl cumulalive effecl adjuslmenl for a change in accounting principle of $4 million as a reduclion in 
earnings The change in accounting principle related to the implemenlation of FIN 47, "Accounting for Condilional Asset Reliremenl Obligations," in which the liming or melhod 
of scttlemenl are conditional on a fulure even1 lhal may or may not be within thc control of Duke Energy 

Segment Results 

Manaqemenl evaluales segment performance based on earnings before inleresl and taxes from conlinuing operations, after deducting minorily inleresl expense relaled lo 
lhose pro& (EBIT) On a segmenl basis, EBlT excludes disconlinued operations, represents all profils from conlinuing operalions (both operating and non-operating) before 
deducting interest and taxes, and is net of the minorily inleresl expense related lo lhose profits Cash, cash equivalenls and short-term investments are managed cenlrally by 
Duke Energy. so Ihe gains and losses on foreign currency remeasuremenl. arid inleresl and dividerld income on Ihose balances, are excluded lroni the segnienls' EBlT 
Managemenl considers segment EBlT lo be a good indicator of each segment's operaling performance from ils conlinuing operalions, as it represents Ihe results of Duke 
Energy's ownership inleresl in operalions with0111 regard lo financing methods or capital slruclures 

See Nole 3 lo Ihe Consolidaled Financial Slatemenls, "Business Segments," for a discllssion of Duke Eneigy's new segment s l r l~ct i~re 

As discussed in Nole 13 lo the Consolidated Financial Slalemenls, "Disconlinued Operalions and Assets Held for Sale" during the third quarter of 2005, the Board of 
Direclors of Duke Energy authorized and direcled management to execute the sale or disposition of subslanlially all former DENA's remaining assels and contracls outside the 
Midwestern Uniled Slales and certain conlractual posilions relaled lo the Midwestern assels As a resull of this exit plan, the conlinuing operations of the former DENA segmenl 
(which primarily include the operations of Ihe Midweslern generalion assets, former DENA's remaining Soulheaslern operalions related lo assets which were disposed of in 
2004, the remaining operations of D E W .  and certain general and adminislralive cosls) have been reclassified lo Commercial Power, except for DETM, which is in Other 
Previously, Ihe continuing operalions of Ihe former DENA segment wcre included as a componcn! of Other in 2005 and as a componcnl of the forrncr DENA segmcnt in prior 
periods 

49 

Source. Duke Energy Holding , IO-K, March 01, 2007 



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

EBlT by  Business Segment 

Years Ended December 31, 

Variance Variance 
2006 vs 2005 vs 

2006 2005 2005 2004 2004 - - - - -  

Total re ortable seg (829) 3,146 193 
Olher(bf (581) (518) (63) (207) (311) 

Total reportable segment and other EBI 21 (892) 2,939 1.882 
187) (1,282) 216 Interest expense 66 ) 

lnteresl income and other@) 56 130 96 (40) 

Consolidated earnings from continuing operations before Income taxes 

(a) In Juty 2005, Duke Energy mmpleled the agreement with ConocoPhillips to reduce Duke Energy's ownership interest in DEFS from 69 7% In 50% Field Services 
segment data includes DEFS as a consolidated entity for periods prior lo July 1, 2005 and an equity method inveslment for periods after June 30, 2005 

Amounts associated with former DENAs operations are included in Other for all periods presented, except for the Midweslern generation and Southeast operations. which 
are reflected in Commercial Power 

In September 2006, Duke Energy completed a joint venture transaction of Crescent As a resull, Crescent segment data includes Crescent as a consolidated entity loi 
periods prior Io September 7, 2006 and as an equity method investment for periods subsequent lo September 7, 2006 

(d) Other includes foreign currency transaction gains and losses and additional minorily interest expense not allocated lo the segment resulls 

(b) 

(c) 

Minority interest expense as shown and discussed below includes only minority irlteiesl expense related lo EBlT of Duke Energy's join1 veillures It does not include 
minority interesl expense related lo interest and taxes of the joint ventures 

The amounts discussed below include intercompany Iransaclions that are eliminated in Ihc Consolidated Financial Slatcmonls 

U.S. Franchised Electric and Gas 

Years Ended December 31, 

Variance Variance 
2006 vs 2005 vs. 

2006 2005 2005 2004 2004 

( in millions, except where noted) 

- - - _ _ _ -  
Operating revenues $ 8,098 $ 5,432 $ 2,666 $ 5,069 $ 363 
Operating expenses 9 2,360 13 346 
Gains (losses) on salas of other assets and other, net 7 (7) 3 4 

1,779 1,480 299 1,459 21 
Other income and 32 15 17 8 7 

$ 1,811 $ 1,495 $ 316 $ 1,467 $ 28 

-- -- - ~ ______ 

-___ -- _____ ____ -- 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Duke Energy Carolinas GWh saleda) 
Duke Energy Midwest Gwh ~ a l e s ( ~ l ( ~ )  

(a) Gigawatt-hours (GWh) 

(b) Relales lo operations of former Cinergy from the date of acquisition and thereafter 

50 

82,652 85,277 (2,625) 82,708 2,569 
46,069 46,069 

Source. Duke Energy Holding , IO-K, March 01, 2007 



The following lable showslhe percentage changes in GWh sales and average number of customersfor Duke Energy Carolinas The table below excludes amounls relaled l o  
legacy Cinergy since resulls of cperalions of Crnergy are only Included from the dale of acquisilicn and Ihereafler 

Increase (decrease) over prior year 2006 2005 2004 

Residential sales 
General sewice s 
lnduslrial sales 

Total Duke Energy Carolinas salesa 

- - - 

Average number of cuslomers 2 OYO 2 0% 1 7 %  

a Consisls of all componenls of Duke Energy Carolinas' sales, including rclail salcs and whclcsalc sillcs to incorporated municipalities and to public and private ulililics and 
Dower marketers 

Year Ended December 3 1,2006 as Compared to December 3 1,2005 

Opemfing Revenues The increase was driven primarily by: 

* A $2,651 million increase in regulaled revenues due lo  Ihe acquisition of Cinergy 

* A $203 million increase in fuel revenues driven by increased fuel rates for relail cuslomers due primarily lo increased coal costs The delivered cos1 of coal in 2006 is 
approximalely $1 1 per lor1 higher lhan Ihe same period in 2005, representing an approximately 20% increase. and 

A $27 million increase relaled lo demand frorn retail cuslomers. due primarily lo conlinued growlh in the number 01 residential and general Service cuslomers in Duke 
Energy Carolinas' service lerrilory The number of customers in 2006 increased by approximately 45,000 compared to 2005. 

* 

Partially offselling lhese increases were: 

* A $91 million decrease in wholesale power sales, net of the impact of sharing of profits from wholesale power sales wilh industrial customers in North Carolina ($40 
million) Sales volumes decreased by approximalely 39% primarily due lo produclion conslrainls caused by generalion outages and pricing 

A $77 million decrease relaled l o  the sharing of anticipaied merger savings by way of a rale decremenl rider with regulaled cuslorners in North Carolina and Soulh 
Carolina. As a requiremenl of Ihe merger, Duke Energy Carolinas is required lo share anticipated merger savings of approximately $1 18 million wilh Ncrth Carolina 
cuslomers and approximately $40 million wilh Soulh Carolina cuslomers over a one year period, and 

A $32 million decrease in GWh sales IC retail customers due lo unfavorable weather conditions compared to the same period in 2005 Weather slalislics in 2006 lor 
healing dcgrcc days wcre approximately 9% below normal as compared lo  2% above ncrmal in 2005 Gvcrall weather stalislics for both healing and cooling periods in 
2006 were unfavorable compared lo  the same periods in 2005. 

* 

Openling Expenses The increase was driven primarily by: 

. A $2,245 million increase in regulated operating expenses due lo Ihe acquisition of Cinergy 

* A $188 million increase in fuel expenses, due primarily to higher m a l  costs Fossil generalion fueled by coal accounted for slighlly more than 50% of lolal generation 
for year lo dale December 31, 2006 and 2005 and the delivered cos1 of coal in 2006 is approximately $1 1 per Ion higher than lhe same period in 2005 

A $42 million increase in purchased power expense, due primarily lo less generation availability during 2006 as a result of oulages al base load slalions, and * 

* A $24 million increase in depreciation expense, due lo additional capital spending. 

Partially offselling lhese increases were: 

* An $86 million decrease in regulatory amortization, due lo  reduced amortization of compliance cosls relaled to clean air legislation during 2006 as compared to the 
same period in 2005 Regulalory amortizalion expenses were approxinlalely $225 rnillicn for the year ended December 31, 2006 as compared lo approximately $31 1 
million during the same period in 2005 

A $39 million decrease in operating and mainlenance expenses, due primarily to a December 2005 ice storm, and 

A $15 million decrease in donalions relaled to sharing of profits from wholesale power sales wilh charitable, educational and economic development programs in North 
Carolina and Soulh Carolina For Ihe year ended December 31, 2006, donations totaled $13 million, while for the same period in 2005, donalions lolaled $28 million 
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Other income and expenses. The increase in Glher inmme and expenses resulled primarily from an increase in allowance for funds used during conslruclion due mainly 
lo the acquisition 01 lhe regulated operations of Cinergy 

E6/T The increase in EBlT resulled primarily lrom the acquisition of the regulated operalions of Cinergy, lower regulatory amortization in North Carolina, increased 
demand from relail cuslomers due lo continued growih in the number of residential and general service customers and decreased operating ond maintenance expense in the 
Carolinas Thcsc changes wcre partially oflsel by lowcr wholesale powcr salcs, ne1 01 sharing, rate reduclions due lo the mergcr, unfavorable wcalher mnditions and increased 
purchased power expense in the Carolinas 

Matters lrnpactmg future U S Franchsed Hecfnc and Gas Results 

U S Franchised Eleclnc and Gas conlinues lo increase 11s customer base mainlain low costs and delrver hrgh-qualify customerservm in lhe Carolinas and M idws l  The 
residential and general service sedors are expecled lo grow U S  Franchised Electric and Gaswill continue lo provide slrong cash flows from operalions lo Duke Energy 
Changes in wealher. wholesale power markel prices. seiviLe area economy, generation avarlabilily and changes lo Ihe regulalory environmenl would impacl fulure financial 
resulls for U S Franchised Electric and Gas Rate reductions for merger savings will primarily cease in Ihe second quarter of 2007 In addition, I J  S Franchised Eleclrrc and 
Gas’ resulls will be affected by 11s flexibiliiy to vary the amortization expenses associated with Ihe Norlh Carolina clean air legislalron U S Franchised Eleclric and Gas 
amortizalion expense relaled lo this clean air legislation lotals $863 million from inception, with $31 1 million recorded in 2005 and $225 million recorded in 2006 AI leas1 $185 
million of amortization will be recognized in 2007 in order to recognlze the minimum cumulative amortization of approximalely $1 05 billion required by Ihe end of 2007 

Various regulaloty aclivilies will continue in 2007, including a North Carolina rate review and filings for certification for new generalion and approval of various cosls lo be 
recovered in trackers The oulcomes oflhese mallers will impacl fulure earnings and cash flows for U S Franchised Electric and Gas As a result of additional cosls and 
synergies thal are expecled from the merger mlh  Cinergy as well as the uncertainly related lo the regulatory activities mentioned above, U S Franchised Eleclric and Gas is 
unablo lo eslimalc reported scgmcnl EBlT for 2007 and beyond Howcver. segmcnl EBlT for 2007 is expected lo bo higher lhan in 2006 primanly due lo a full-year of 
contribulions from Cinergy‘s regulalcd opcralions and Ihc cxpcclalion for morc normalizcd wcalher in U S Franchised Elcclric and Gas’ servicc lcmlorics 

Year Ended December 3 1.2005 as Compawd to December3 1,2004 

Openting Revenues The increase was driven primarily by: 

* A $137 million increase in fuel revenues, due primarily to increased GWh sales to retail and wholesale cuslomers and iricreased fuel n les  for retail cuslomers due 
primarily lo increased coal cosls Sales lo relail cuslomers increased by approximately 2%. while sales lo wholesale cuslomers increased by approxiinalely 40% 
resulling in significanlly more fuel revenue colleclions from lhose customers The delivered cos1 of coal in 2005 is approximately $7 per Ion higher lhan in 2004 

A $109 million increase in wholesale power revenues, net of Ihe impacl of sharing of profits from wholesale power Sales with industrial customers in North Carolina 
($37 million), due primarily to increased sales voliimes and higher markel prices, approximalely $42 million and $104 mi1)ion. respeclively Wholesale GWh sales 
increased by approximalely 40% due lo strong demand driven by favorable wealher. more efficient performance by the generation fleet in 2005 and alleviation of coal 
conslrainls thal limited wholesale sales opporlunilies in 2004 Gross margin increased by $1 1,000 per GWh, an 80% increase, due lo higher average markel rates for 
power resulting primarily from energy supply disruptions and record natural gas prices in 2005 

A $55 million increase in GWh sales to relail cuslomers due to favorable weather conditions during Ihe latter half of the year Wealher slatislics in 2005 for cooling 
degree days were approximately 7% better than normal as compared lo 1 % below normal in 2004, and 

A $27 million incroase related lo dcmand from retail customors. due primarily lo continued growth in Ihe number of residential and gcneral service cuslomcrs in 
Franchised Eleclric’s service terrilory The number of customers in 2005 increased by approximalely 43,000 compared lo 2004 

- 

- 
. 

Openling Expenses The increase was driven primarily by: 

. A $ 1  76 million increase in fuel expenses. due primarily lo higher mal msls and increased generation lo meet the strong demand of relail and wholesale customers 
Tolal generation increased by 4% compared lo 2004 and generation fueled by coal accounted for more lhan 50 percent of total generalion during both periods The 
delivered cos1 of coal in 2005 is approximalely $7 per ton higher than the same period in 2004 
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PART I1 

- A $134 million increase in operating and maintenance expenses, due primarily to increased planned outage and maintenance at generating plants. planned 
maintenance to improve the reliability of distribution and transmission equipment and employee wages and beneiits 

A $29 million increase due to higher storm charges in 2005 The increase is primarily due to a December 2005 ice storm ($46 million), which resulted in outages for 
approximately 700,000 customers This is partially offsel by charges for Hurricane Ivan in September 2004 ($1 1 million) and a wind storm in March 2004 ($7 million), 
and 

A $14 million increase in donations related to sharing of profits irom wholesale power sales wilh charitable, educational and economic development programs in North 
Carolina and South Carolina For the year ended December 31, 2005, donations totaled $28 million, while for the same period in 2004, donations totaled $14 million 

EBlT The increase in EBlT resulled primarily irom increased sales to wholesale customers, net of sharing, increased Sales to retail customers due to favorable weather in 

. 

2005, and continued growth in the number of residential and general sewice customers in 2005 These changes were partially offset by increased operating and maintenance 
expenses, including storm costs 

Natural Gas Transmission 

Years Ended December 31, 

Variance Variance 
2006 vs 2005 vs 

2006 2005 2005 2004 2004 

( in millions, except where noted) 
Operating 
Operating 
Gains (losses) on sales of other assets and other, net 

Operating income 0 
Olher income arid 2 
Minority inlerest exp 3 

EBIT 

Proportional throughput, TBIu(~) 

(a) Trillion British thermal unils Revenues are not significantly impacted by pipeline lhroughput iluctuations since revenues are primarily composed of demand charges 

Year Ended December 3 1,2006 as Compared lo December 3 1,2005 

Opefating Revenues The increase was driven primarily by: 

* A $281 million increase due to Canadian assets purchased in August 2005, primarily higher processing revenues on the Empress System as a result of commodity 
priccs 

A $157 million increase due to foreign exchangc rates favorably impacling revenues from the Canadian operations as a rcsull of tho strengthening Canadian dollar 
(partially offset by currency impacts to expenses), 

A $146 million increase from recoven/ of higher natural gas commodity costs. resulting from higher natural gas prices passed through to customers without a mark-up 
at Union Gas. This revenue increase is offset in expenses 

A $27 million increase in U S business operations driven by increased processing revenues associaled with transpoitation. and 

- 
* 

. 

. A $26 million increase from compleled and operational pipeline expansion projects in the U S. 

Partially offsetting these increases was: 

* A $186 million decrease in gas distribution revenues at Union Gas primarily resulting from lower gas usage due to warmer weather compared to 2005 

Opefaling Expenses The increase was driven primarily by: 

A $189 million increase in gas purchase cost associated wilh the Empress System 

A $146 million increase related to increased natural gas prices at Union Gas This amount is offset in revenues 

Source Duke Energy Holding , 10-K, March 01, 2007 



A $133 million increase primarily related lo increased operating and maintenance expenses on pipeline and slorage operations. including pipeline integrity and project 
development expenses, higher insurance premiums, and benefil costs, and 

A $124 million increase caused by foreign exchange impacts (offset by currency impacts lo revenues, as discussed above) * 
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Partially offselling lhese increases were: 

* A $157 million decrease in gas purchase cosls at Union Gas, primarily resulling from lower gas usage due lo unseasonably warmer weather, and 

* A $15 million decrease related lo Ihe resolution in 2006 of prior lax years' ad valorem lax issues 

Gains (Losses) on Sales of Other A m t s  and Other, net The increase was dnven primarily by a $28 million gain in 2006 on the seltlernenl of a customers lransportallon 
contract, and a $5 million gain on Ihe sale of Slone Mounlain assels in 2006 

Ofherlncome andExpenses, net The increase was driven primarily a pre-lax SA6 No 51 gain of $15 million related lo the Income Fund's issuance of additional units of 
the Canadian income lrusl fund, partially offset by a conslruclion fee recelved in 2005 from an affiliale as a result of Ihe successful completion of Ihe Gulfslream Natural Gas 
System, LLC (Gulfslream), 50% owned by Duke Energy. and Nalural Gas Transmission's 50% share of operaling and mainlcnance cxpcnscs in 2006 on the Soulheasl Supply 
Header propcl 

€BIT The increase in EBIT is due primarily lo the increase in processing earnings (primanly Empress System), the gain on selllemenl of a customer's transportation 
contract, U S business expansion, Ihe gain on the Income Fund's issuance of additional units of Ihe Canadian income lrusl fund, a gain on a property insurance selllemenl and 
the strengthening Canadian currency. partially offset by increased operaling and maintenance expenses, and lower Union results primarily due lo weather 

Maners Impacfing Future Natunl Gas Transmission Results 

In June 2006. the Board af Directors of Duke Energy aulhorized managemenl lo pursue a plan 10 create two separate publicly traded companies by spinning off Duke 
Energy's nal iml gas businesses lo Duke Energy shareholders This lransaclion was effective January 2, 2007 The new natural gas company. Speclra Energy, principally 
consists of Duke Energy's Natural Gas Transmission business segment and Duke Energy's 50-percent ownership inleresl in DEFS The historical results of the natural gas 
businesses are expected lo be treated as discontinued operations at Duke Energy in future periods beginning wilh Ihe first quarter of 2007 As a resull of the spin-off, Duke 
Energy's fulure results of operalions will not include the operations of Speclra Energy 

Year Ended December 3 1,2005 as Compared to December 3 1,2004 

Operafing Revenues The increase was driven primarily by: 

* A $269 million increase due lo new Canadian assets, primarily Ihe Empress Syslem 

* A $153 million increase due lo  foreign exchange rales favorably impacting revenues from the Canadian operalions as a result of the slrenglhening Canadian dollar 
(partially offscl by currency impacts lo expenses) 

A $152 million increase from recovery of higher natural gas commodity costs. resulling from higher nalural gas prices that are passed through lo customerj wilhoul a 
mark-up a1 Union Gas This revenues increase is offset in expenses 

A $60 million increase for U 5 business operalions driven by higher rales al Marilimes & Norlheasl Pipeline, LLC and Marilimes 8 Northeasl Pipeline, LP (collectively, 
M & N Pipeline) and favorable commodity prices on natural gas processing aclivilies 

A $36 rnilliori iricrease in gas dislribulion revenues, primarily due lo higher gas usage in Ihe power markel. arid 

. 

* 

* A $20 riiilliori increase froin coinpleled and operallorial pipeline expansion projecls in lhe I J  S 

Operating Expenses The increase was driven primarily by: 

A $272 million increase due lo new Canadian assets. primarily gas purchase cosls associaled wilh Ihe Empress System 

f A $152 million increase related lo increased nalural gas prices at Union Gas This amounl is oflsel in revenues 

. A $1 18 million increase caused by foreign exchange impacts (offset by currency impacts lo revenues, as discussed above) 

1 A $43 million increase in gas purchases for dislribulion, primarily due lo higher gas usage in the power markel. and 

. A $23 million increase related lo Ihe 2004 resolulion of ad valorem lax issues in various slales 

Otber lncom andExpenses, net The increase was driven primarily by Ihe successful completion of Ihe Gulfslream Phase I1 project which wen1 inla sewice in February 
2005 and increased volumes a1 Gulfslream. resulling in a $1 1 million increase in Gas Transmission's 50% equity earnings and a $5 million conslruclion fee received from an 
affiliale These increases were partially offset by a $16 million gain in 2004 on Ihe =le of equity inveslments, primarily due lo lhe resolution of contingencies relaled lo prior 
year sales 

€BIT The increase in EBIT was due primarily lo earnings from U S business expansion projecls. iniproved U S operalions and favorable foreign exchange rale impacls 
from Ihe strengthening Canadian currency, partially offsel by Ihe 2004 resolulion of ad valorem lax Issues 

Source. Duke Energy Holding , IO-K, March 01, 2007 
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Field Services 

Years Ended December 31, 

Variance Variance 
2006 vs 2005 vs 

2004 2004 2006 2005 2005 
~ - ~ _ _ _ _ _ -  

(in millions, except where noted) 
Operating revenues 
Operating expenses 
Gains (losses) on sales of other assets and oiher. net 

EBtT $1,946 $ (1,377) $ 367 $ 1,579 

Nalufal gas gathered and processed/transpoded. TBtu/d (b) 
NGL produclion, MBbl/d@) 
Average natural gas price per MMBIu(~)  
Average NGL price per gallode) $094 S O 8 5  $ 009 S 0 6 8  $ 017  

(a) Includes Duke Energy's 50% equily in earnings of DEFS net income subsequent to Ihe demnsotidation of DEFS eflectke July 1,2005 Results of DEFS prior lo July 1, 
2005 are presenled on a consolidaled basis 

(b) 

(c) Thousand bairels per day 

(d) 

(e) 

Trillion Brilish thermal unils per day 

Million British thermal units Average price based on NYMEX Henry Hub 

Does no1 reflect results of commodity hedges 

In July 2005, Duke Energy mmpleled the transfer of a 19 7% interest in DEFS lo ConocoPhillips. Duke Energy's co-equily owner in DEFS, which reduced Duke Energy's 
ownership interest in DEFS from 69.7% lo 50% (the DEFS disposilion lransaclion) and resulted in Duke Energy and ConocoPhillips becoming equal 50% owners in DEFS. As a 
result of the DEFS disposilion transaction, Duke Energy deconsolidated its inveslmenl in DEFS and subsequently has accounted for DEFS as an inveslmenl utilizing the equily 
method of accounting (see Note 2 to the Consolidated Financial Statements, "Acquisitions and Dispositions") 

Year Ended December 3 1,2006 as Compared to December 3 1,2005 

Openling Revenues The deciease was due to Ihe DEFS disposiliori transaclion and subsequenl deconsolidalion of DEFS 

Operaling Expenses The decrease was due to the DEFS disposilion transaction and subsequenl deconsolidation of DEFS Operating expenses for 2005 were also 
impacted by approximately $120 million of losses recognized due lo the reclassificalion of pre-tax unrealized losses in AOCl as a result of Ihe discontinuance of cerlain cash 
flew hedges entered into to hedge Field Services' commodity price risk, which were previously accounted for as cash flow hedges 

Gains (losses) on sales ofother ase ls  andofher, ner The decrease was due primarily to an approximale pre-tax gain of $575 million on the DEFS disposition transaclion 
in the prior year 

Equilyin Earnings ol Unconsolidated Alliliates The increase is due lo Duke Energy's 50% of equity in earnings of DEFS' net income for the twelve months ended 
December 31,2006 as compared to equity in earnings of DEFS' net income for the six months ended December 31,2005 DEFS' earnings during the twelve months ended 
Decombcr 31, 2006 have continued to be lavorably impaclod by increascd NGL and crude oil priccs as compared lo the prior period, as well as increased trading and 
marketing gains due primarily to changes in nalural gas priccs and thc liming of derivalivc and inventory transactions 

Other Income and Expenses, net The decrease is due lo the DEFS disposition transaclion and subsequent deconsolidalion of DEFS In 2005, DEFS had a pre-lax gain 
on the sale of its wholly-owned subsidiary, TEPPCO GP, the general partner of TEPPCO LP 01 $1 1 billion, and Duke Energy had a pre-lax gain on the sale of ils lirniled 
partner interest in TEPPCO LP of approximately $97 million TEPPCO GP and Duke Energy's limited partner interesl in TEPPCO LP were each sold to Enterprise GP Holdings 
LP. an unrelated third party 

Minorify/nteresf Expense The decrease wds due Io the DEFS disposilion lransaclion and subsequeril deconsolidation 01 DEFS. Minorily inlerest expense for 2005 was 
due primarily lo Ihe gain on the sale of TEPPCO GP lo Enterprise GP Holdings LP lor approximately $1 1 billion as discussed above 
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EBlT The decrease in EBIT from 2006 lo 2005 resulted primarily lrom the gain on sale of TEPPCO GP and Duke Energy's limiled partner inleresl in TEPPCO LP in 2005 
and gain on the DEFS disposilion lransaclion in 2005, which reduced Duke Energy's ownership interest in DEFS from 69 7% to 50% These decreases were partially offset by 
increased NGL and crude oil prices in 2006 as compared lo the prior year 

Matters Impacting Future Fickl Services Resirlts 

In June 2006, the Board of Directors of Duke Energy aulhorized management lo pursue a plan to create Iwo separate publicly traded companies by spinning off Duke 
Energy's natural gas businesses lo Duke Energy shareholders This transaction was effeclive January 2.2007 The new natural gas company, Spectra Energy, principally 
consists of Duke Energy's Natural Gas Transmission business segment, including Union Gas, and Duke Energy's 50-percent ownership inlerest in DEFS The historical resulls 
of the natural gas businesses are expected lo be lrealed as discontinued operations at Duke Energy in fulure periods beginning with the first quarter of 2007 As a result of the 
spin-off, Duke Energy's future resulls of operations will no1 include lhe operations of Spectra Energy 

YearEnded Decerrrber 31, 2005 as Curiipared 10 Decerrrber 31, 2004 

. .  
Openling Revenues The decrease was due to tne L1ti-b o isposilion iransacitoii iLLlLdbL v#db- tnf 

increased revenues of approximalely $850 million during Ihe six months ended June 30, 2005 versus the comparable period in Ihe prior year which was primarily altrlbulable to 
a $0 14 per gallon increase in average NGL prices and a $0 66 per MMBlu increase in average natural gas prices Subsequenl lo June 2005, Duke Energy's 50% of equity in 
earnings related lo ils investment in DEFS are included in Equity in Earnings of Unconsolidated Affiliales 

Opentifling Expenses The decrease was due to the DEFS disposilion transaction and subsequenl deconsolidalion of DEFS Subsequent lo June 2005, Ihe resulls of 
DEFS are included in Equity in Earnings of Unconsolidated Affiliales This decrease was partially offset by: 

Increased operating expense of approximalely $675 million during Ihe six months ended June 30, 2005 versus the comparable period in Ihe prior yearwhich was 
primarily atlributablc lo highcr average wsls of raw natural gas supply, duc primarily to an increasc in avcrage NGL and nalural gas prices, and 

An approximale $120 million increase due lo the reclassification of pre-lax unrealized losses in AOCl during the first quarter 2005 as a resull of Ihe discontinuance of 
certain cash flow hedges entered into lo hedge Field Services' commodity price risk, wliich were previously accounted for as cash flow hedges (see Note 8 to Ihe 
Consolidaled Financial Slatemenls, "Risk Management and Hedging Aclivilies. Credil Risk, and Financial Instruments") After the discontinuance of these hedges, 
changes in their fair value are being recognized in Other resulls. as management consideffi the discontinuance lo be an event which disassociates t he  conlracls from 
Ihe Field Services' resulk 

* 

Gains ( I o s s c ? ~ )  uri sales olollier assets artdutlrer, riel The increase was primarily due lo an approximate pre-lax gain of $575 million on Ihe DEFS disposilion transaction 

Equilyin earrrifigs o~uncunsolidated amliales The increase was driven by the equity in earnings of $292 million for Duke Energy's investmenl in DEFS subsequent lo the 
complelion of Ihe DEFS disposilion lransaclion and relaled deconsolidalion OEFS earnings during Ihe six monlhs ended December 31, 2005 have continued lo be favorably 
impacted by increased commodily prices These increases were partially offset by higher operating costs and pipeline inlegrity work as well as lower volumes due in part to 
hurricane interruptions 

ON?er/ncumeand€xpenses, net The increase was driven primarily by an approximale $1 1 billion pre-lax gain in 2005 on Ihe sale of DEFS' wholly-owned subsidiary, 
TEPPCO GP. Ihe general partner of TEPPCO LP. and the pre-lax gain on the sale of Duke Energy's limited partner interest in TEPPCO LP of approximately $100 million 
TEPPCO GP and Duke Energy's limited partner inleresl in TEPPCO LP were each sold to Enlerprise GP Holdings LP. an unrelated third party The gain was partially offsel by 
a $33 million decrease in earnings from equity mclhod investmenls, primarily as a result of the sale of TEPPCO GP and Duke Energy's limiled partner intercsl in TEPPCO LP 
in the first quarter of 2005 

MinoHtylnferesf Expense The increase was due primarily to the minority interesf impacl of the gain on the sale of TEPPCO GP lo Enterprise GP Holdings LP for 
approximately $1 1 billion as well as increased earnings a1 DEFS during the six months ended June 30,2005 due lo commodity price increases This increase was partially 
offset by Ihe DEFS disposition transaction and the relaled deconsolidalion of Duke Energy's investment in DEFS effective July 1, 2005 

EBIT The increase was primarily driven by the gain on sale of TEPPCO GP and Duke Energy's limited partner inlerest in TEPPCO LP, the gain as a result of the DEFS 
disposilion lransaclion and favorable effects of commodity price increases, partially otlset by the impacl 
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of Duke Energy's decreased ownership percenlage resulling from the completion 01 the DEFS disposition transaction Also, during the lirsl three months 01 2005, Duke Energy 
disconlinued cerlain cash flow hedges entered into lo hedge Field Services' commodily price risk [see Note 8 l o  the Consolidaled Financial Statements. "Risk Management and 
Hedging Activities, Credil Risk, and Financial Instruments") As a result of the dismnlinuance of these cash flow hedges and hedge accounling trealment, approximalely $120 
million of pre-tax unrealized losses in AOCl related to these conlracls have been recognized by Field Services during the year ended December 31,2005 Field Services' 
future results are subject to volalility for factors such DS commodily prico changes 

Supplemental Data 

Below is supplemental information for DEFS operating results subsequent lo deconsolidation on July 1 ,  2005: 

Twelve Months Ended Six Months Ended 
( in millions) December 31,2006 December 31,2005 
- 

Operating expenses 

Operaling income 1,272 
Olher income and 9 

Income lax expcnse 23 

Net income $ 1,139 

Interest expense, net 119 

- 

Commercial Power 

Years Ended December 31, 

Variance Variance 
2006 vs 2005 vs 

2006 2005 2005 2004 2004 
_ _ _ _ I _ _ - - -  

(in millions, except where noted) 
Operaling revenues 02 31) 
Operating expenses 95 02 ) 
Gains (losses) on Sales of other assets and olher, net 23) 89 

Actual plant produciion. GNda) 
Ne1 proporliorial rnegawall capacily in operaliori 

17,640 1.759 15,881 3,343 (1,584) 
8,100 3,600 4,500 3,600 - 

(a) Excludes disconlinued operalions 

During the third quarier of 2005, Ihe Board of Directors 01 Duke Energy authorized and directed management to execute Ihe sale or disposition of substantially all of 
former DENA's remaining assets and contracts oulside the Midweslem Uniled States and certain conlradual posaions related lo lhe Midwestern assets As a result of this exit 
plan, Commercial Power includes the operations of former DENA's Midwestern generalion assets and remaining Southeaslern operations relaled lo lhe a w l s  which were 
disposed of in 2004 The resulls of former DENAs discontinued operations. which are comprised of assets sold lo LS Power, are presented in (Loss) Income From 
Discontinued Operalions, net of tax, on the Consolidaled Slalemenls 01 Operations, and are discussed in consolidated Resulls of Operalions seclion lilled "Consolidated [Loss) 
Income from Disconlinued Operalions. net of tax " 

Year Ended December 3 1,2006 as compared lo December 3 1,2005 

OpemNng Revenues. The increase was primarily driven by the acquisition of Cinergy non-regulaled generation assets for which resulls. including the impacls of purchase 
accounting, are reflected from the dale of acquisition and thereafter, but are not included in the Same period in 2005 (approximately $1,240 million) Operaling revenues 
associated with Ihe lormer DENA Midwest plants were approximately $14 million higher in 2006 compared Io 2005 due primarily lo higher average prices and slightly higher 
volumes 

Openting Expenses. The increase was primarily driven by Ihe acquisition of Cinergy non-regulated generalion assels for which results. including the impacts of purchase 
accounting, are reflected from the dale of acquisilion and Ihereafler, but are not included in the same period in 2005 (approximately $1,185 million) 
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Gain (losses) on Sales of Ofher Assets and Ofher, nef The increase was driven primarily by an approximate $75 million pre-tax charge in 2005 related to the termination 
of structured power contracts in the Southeaslern Region and an approximale $6 million gain on the sale of the Pine Mountain synthetic fuel facility in 2006. partially olfset by 
net lossesof approximately $29 million on sales of emission allowances in 2006 

Ofherlncome and Expenses, net The increase is driven primarily by equity earnings of unconsolidated afliliales relaled lo  investments acquired in connection with the 
Cincrgy merger in 2006 

€BIT The increase was due primarily by the approximate $75 million pre-tax charge in 2005 related to the termination of slructured power contracts in the Southeastern 
Region and the acquisition of Cinergy assets (approximately $69 million) 

Matters lmpacfing Fufure Commercial Power Resulfs 

Commercial Power's current strategy is focused on maximizing the returns and cash flows lrom its current portfolio Results for Commercial Power are sensilive lo 
changes in power supply, power demand and fuel piices 

subject lo volalildy due to the over or under-collection of fuel costs since Commercial Power IS not subject lo regulatory accounting pursuant to SFAS No 71, Accounhng for 
Ihe Effects 01 Certain Types of Regulation " In addltlan, Ihe outcome of the remand heanng by the Ohio Supreme Courl in regard to the Rate Stabilization Plan (RSP) with the 
PUCO could affect the current tariff structure of the RSP 

Year Ended December 3 1,2005 as compared to December 3 1,2004 

Openling Revenues The decrease was driven primarily by the sale of the Southeast plants in 2004, including losses in 2005 associated wilh structured power contracts 
in the Southeast 

Openling €xpcnscs The decrease was driven primarily by the sale of tho Southeast plants in 2004 and lower operating expenses in thc Midwest, including: 

. $61 million decrease in operations and maintenance costs, including general and administrative expenses, and depreciation expenses, and 

" $38 million decrease in fuel cosls 

Gains (losses) on sales ofother assets andother, nef The 2005 loss was duo primarily to an approximate $75 million pre-tax charge rclatcd to Ihe termination of 
structured power contracts in the Southeastern Region The 2004 results include pie-tax losses of approximately $360 million associated with the sale of the Southeast Plants 

EBlT EBlT loss decreased driven by the toss recognized in 2004 on Ihe sale of the Southeast Plants and decreased operating costs and lower general and administrative 
expense, as outlined above 

International Energy 

Years Ended December 31, 

Varlance Varlance 
2006 vs 2005 vs 

2006 2005 2005 2004 2004 

lin millions. exceDt where notedl 

___ __I__ 

Operating revenues $ 961 $ '745 9 $16 $ 619 $ 126 
Operating expcnscs 877 536 341 462 74 

__ (1 ) (3) 3 
~ -- -- (1 ) - 

83 209 (126) 154 55 
76 117 (41) 78 39 
20 12 8 10 2 

$ 139 $ 314 S (175) $ 222 $ 92 

- -.__I_ -~ ___I 

- -- -- - -- 
Sales, GWh 
Net proportional megawatt capacly in operation(a) 

20,424 18,213 2,211 17,776 437 
3,996 3,937 58 4,139 (202) 

(a) Excludes discontinued operations 
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A $12 million increase in Gualemala due lo higher power pnces, and 

1 An $8 million increase in Peru due lo lavorable hydrological conditions and higher power prices 

OperaNng Expenses The increase was driven primarily by: 

A $29 million increase in El  Salvador due primarily lo higher fuel oil prices, increased fuel oil volumes purchased and increased transmission costs 

* A $26 million increase in Ecuador due lo higher maintenance, higher diesel fuel prices, increased diesel fuel volumes purchased and a prior year credil relaled lo long 
term service conlract termination 

A $15 million increase in Guatemala due lo higher fuel prices and increased fuel volumes purchased, in addition lo higher operations and maintenance costs * 

- A $14 million increase in Brazil due lo unfavorable exchange rates and an increase in regulalory and transmission lees, partially ollsel by lower power purchase 
obligations, and 

A $14 million increase in Argentina due to higher power purchase volumes and prices - 
Partially offsetting these increases were; 

1 A $13 million decrease relaled l o  a 2004 charge forthe disposilion of the ownership shore in Compania de Nitrogen0 de Canlarell, S A de C V (Canlarell). a nitrogen 
production and delivery facilily in the Bay of Campeche, Gulf of Mexico in 2004, and 

A $10 million decrease in general and administrative expenses primarily due lo  lower corporale overhead allocations and compliance costs . 

Other Income andExpenses, net The increase was driven primarily by a $55 million increase in equity earnings from the NMC inveslmenl driven by higher produd 
margins, offsel by a $20 million equily inveslmenl impairmenl relaled lo Campeche in 2005 

EBlT The increase was due primarily lo favorable pricing and hydrological conditions in Peru and Argentina, favorable exchange rates in Brazil and higher equily earnings 
from NMC. absence of a charge associaled with Ihe disposilion of Ihe ownership share in Canlarell recorded in 2004, parlially olfsel by an equity inveslmenl impairment relaled 
lo Camoeche in 2005 

Years Ended December 31, 

Variance Variance 
2006 vs 2005 vs 

2006 2005 2005 2004 2004 
_ _ _ - - - -  

(in millions) 
Operating rcvenuos 58 
Operaling expenses 6 

(1 Gains on sales of inveslmenls in commercial and multi-family real estate 
__ - Gains (losses) on sales of other assets and other. ne1 246 - 246 

Operating income 
Equity in earnings ales 
Oflier income and expenses, net 
Minority interest expense 

EBlT 

(a) In Seplember 2006, Duke Energy compleled a join1 venlure transaction at Crescent As a result, Crescent segment data includes Crescent as a consolidaled enlily lor 
periods prior to September 7,2006 and as an equily inveslmenl lor Ihe periods subsequent lo September 7,2006 

Year Ended December 3 I ,  2006 as CornpaEd lo December 3 1,2005 

Openling Revenues The decrease was driven primarily by Ihe deconsolidalion of Crcsmnl effective September 7,2006, as well as a $272 million docmase in residenlial 
developed lo1 sales, primarily due to decreased sales at Ihe LandMar division in Florida 

Operating Expenses The decrease w s  driven primarily Ihe deconsolidation of Crescent effective September 7, 2006, as well as a $187 million decrease in the cos1 of 
residenlial developed lo1 sales as noted above and a $16 million impairmenl charge in 2005 relaled lo a residenlial communily in South Carolina (Oldfield) 
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60 

Source. Duke Energy Holding , IO-K, March 01, 2007 



Gains on Sales of fnvestments in Commercfal and Multi-Family Real Eslale The increase was driven primarily by an $81 million gain on the sale of two olfice buildings al 
Polomac Yard in Washinglon, D C along wilh a $52 million land sale a1 Lake Keowee in northweslern South Carolina in 2006, partially offset by a $41 million land Sale at 
Calawba Ridge in Soulh Carolina in 2005, a $15 million gain on a land sale in Charlolle, North Carolina in 2005 and a $19 million gain on a project sale in Jacksonville, Florida 
in 2005 

Gains (Losses) on Salcs of Other Assets and Other, nef The incrcase was duc to an approximate $246 million prc-lax gain resulting from thc sal0 of an cffeclive 50% 
inlerest in Crescenl (see Note 2 in the Consolidated Financial Slatemenls, “Acquisitions and Disposilions”) 

Olherlncome and€xpenses, nef The decrease is primarily due to $45 million in income relaled lo a dislribulion lrom an inleresl in a portfolio of commercial office 
buildings in the third quarter of 2005 

E B K  The increase was primarily due to Ihe gain on sale of an ownership inlerest in Crescenl, as noted above, as well as the sale of Ihe Potomac Yard office buildings. 
partially offset by land and project sales in 2005 as discussed above 

Mdllers /mpdcling Future C m c e n l  Resulls 

In September 2006. Duke Energy closed an agreement to creale a joint venture of Crescent and solu an etleclive su”h iiiieresi i p s  is, 
conjiinclion wilh the formation of Ihe Crescenl JV, Ihe joint venture. Crescent and Crescenl’s subsidiaries entered into a credil agreement with third party lenders under which 
Crescent borrowed approximately $1 21 billion, net of lransaclion cosls, of which $ 1  19 billion was immedialely dislributed to Duke Energy Subsequent lo the sale, Duke 
Energy deconsolidaled its investmenl in the Crescent JV and has accounted for the investment under Ihe equity melhod of accounting The combination of Duke Energy’s 
reduclion in ownership and the increased interest expense at Crescent .IV as a result of the debt transaclion, Ihe impacts of which will be reflected In Duke Energy’s future 
equity earnings, will likely significanlly impact the amounl of equity earnings of the Crescent JV lhal Duke Energy will recognize in future penods Since the Crescent JV will 
capitalee inleresl as a component of projecl costs, Ihe impacts of Ihe inlerest expense on Duke Energy’s equily earnings wtll be recognized as projects are sold by Ihe 
Crcscent JV 

Year Ended December 3 I ,  2005 as Compared to December 3 1,2004 

Operating Revenues The increase was driven primarily by a $64 million increase in residential developed lot sales, due lo increased sales at the Palmello Bluff projecl in 
Bluffton. South Carolina and Ihe LandMar affiliale in Northeastern and Cenlral Florida 

Operating Expenses The increase was driven primarily by a $30 inillior~ increase in the cost of residential developed 101 sales, due lo increased developed lot sales ai lhe 
projects noted above along with an $1 1 million increase in corporate administralive expense as a resull of increased incentive compensation tied to increased operating resulls 
The increases were oflset by a $16 million impairment charge in 2005 related lo Ihe Oldlield residenlial project near Beaufort. South Carolina as compared to $50 million in 
impairmenl and bad debt charges in 2004 relaled lo Ihe Twin Creeks residential project in Austin. Texas and The Rim projecl in Payson, Arizona 

Galns on Sales of fnvestments In CommercMand Mufll-Famlly Real Estate The decrease was driven primarily by: 

. A $37 million decrease in real estate land sales primarily due lo Ihe $45 million gain on the sale of Ihe Alexandria lracl in Ihe Washinglon, D.C area in 2004, and 

. A $33 million decrease in commercial project sales primarily due to the $20 million gain on the sale of a commercial project in the Washington. D C area in 2004 

Partially offsetting these decreases were; 

1 A $37 million increase in mulli-family Sales primarily due lo the $15 million gain on a land sale in Charlotte. North Carolina and a $19 million gain on a project Sale in 
Jacksonville. Florida in 2005, and 

A $32 million increase in surplus land sales primarily due to a $42 million gain from a large land sale in Lancaster Counly. South Carolina in 2005 * 

Olherlncome andExpenses, net The increase was primarily due lo $45 million in income relaled to a distribution from an interest in a portfolio of commercial oflice 
buildings in the third quarter of 2005 

Minon‘ty Interest Expense The increase in miriorily inleresl (berielil) expense is primarily due lo incieased earnings from Ihe LandMar affiliale 

EBlT The increase was primarily due lo income relaled to a distribution from an inlerest in a portfolio of commercial office buildings. a large land sale in Lancaster County, 
South Carolina, increased multi-family and residential developed lot sales offsel by a decrease in commercial land and project sales due primarily to the sale of a commercial 
projecl and the Alexandria lracl in Ihe Washington, D C area in 2004 
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Supplemental Data 

Below is supplemenlal informalion for Crescent operating resulls subsequenl to deconsolidalion on Seplember 7, 2006: 

September 7 
through 

December 31, 
2006 

Other 

Years Ended December 31, 

Variance Variance 
2006 vs 2005 vs 

2006 2005 2005 2004 2004 
- - _ _ _ I - -  

(in millions) 
Operating revenues 19) 
Operaling expenses 68 
Gains (losses) on Sales of other asselsand olher, ne1 84 

Year Ended December 3 1,2006 as Compared lo December 37,2005 

Openfing Revenues The increase was driven primarily by: 

An approximate $130 million increase as a rem11 of the prior year impact of realized and unrealized mark-to-market losses on cerlain discontinued cash flow hedges 
originally entered into to hedge Field Services' commodity price risk which were accounted for as Operating Revenues prior to the deconsolidation of DEFS, effeclive 
July 1,2005 

Partially offsetting this increase was: 

A $43 million decrease due lo the sale of Duke Projecl Services Group, Inc (DPSG) in February 2006, and 

A $21 million decrease due to a prior year mark-to-marke! gain related lo former DENAs hedge discontinuance in the Southeast 

Openfing Expenses The increase was driven primarily by: 

. A $128 million increase due to costs-lo-achieve in 2006 relaled to the Cinergy merger 

. A $65 million increase due to a charge in 2006 relaled Io conlrad settlernenl negotiations 

. A $58 million increase due to costs-to-achieve in 2006 related lo the spin-off of Duke Energy's natural gas businesses. and 

. A $14 million increase in corporate governance and other cosls due primarily lo the merger wiih Cinergy in April 2006 

Partially offsetting these increases were: 
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* A $47 million decrease due lo the conlinued wind-down of Ihe former DENA businesses, and 

* A $45 million decrease due lo the sale of DPSG 

Orher lncome andExpenses, net The increase was driven primarily by an approximale $45 million favorable variance resulling from the realized and unrealized 
mark-lo-markel impacls associaled wilh certain discontinued cash flow hedges originally enlered into to hedge Field Services' commodlty price risk which are recorded in 
OIher income and expenses, net on Ihe Consolidated Statemenls of Operalions subsequent lo the deconsolidation 01 DEFS,  effective .July 1, 2005 

EElT The decrease was due primarily lo the increase in charges in 2006 associaled wilh Cinergy merger and natural gas business spin-off cosls-to-achieve, and a 
charge lor contract selllemenl negolialions These decreases were parlially oflset by an increase due lo realized and unrealized mrk-lo-markel impacls of certain 
disconlinued cash flow hcdgcs originally enlered into to hedge Field Services' commodity price risk 
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Matters lmpacting Future Ofher Results 

Future Other resulls may be subject lo volatility as a result of losses insured by Bison and changes in liabilities associaled wilh mutual insurance companies Cosls 
associaled with achieving the spin-off of the gas business and the Cinergy merger, and the wind-down of DETM could also impacl fulure earnings for Other 

Year Ended December 3 1, 2005 as Compared fo December 3 1,2004 

Openfing Revenues The decrease was driven primarily by: 

. An approximale $130 million decrease as a result of the realized and unrealized mark-lo-market impacl of certain disconlinued cash flow hedges originally enlered 
into to hedge Field Services' commodily price risk (see Note 8 lo the Consolidaled Financial Statements, "Risk Management and Hedging Activities, Credil Risk, and 
Financial Inslrumenls'>, and 

An approximale $48 million decrease primarily due to Ihe wind-downs of DETM and former DENA businesses * 

Partially offselling Ihese decreases was 

A $21 million mark-lo-markel gain in 2005 related lo former DENA's hedge disconiinuance in Ihe Soulheasl 

Openfing Expenses The increase was driven primarily by. 

* An approximale $75 rnillion charge lo increase liabililies associated wilh rnulual insurance companies in 2005 

* A $64 million increase as a result of the 2004 correclion of an immaterial accounting error in prior periods related to reserves at Bison atlribulable to properly losses at 
several Duke Energy subsidiaries. and 

A $26 million increase in corporate governance cosls in 2005 

Paltially offselling these iricieases wds: 

A $35 million decrease primarily associaled wilh Ihe continued wind-down of DETM 

Gains (losses) on sales orofher assefs andoflier, nef. The 2004 loss was due primarily l o  approximately $65 million ($39 million net of minority inleresl expense) of 
pre-lax losses associaled wilh the sale and lerminalions of DETM conlracls 

Other lncome and Expenses, nef The decrease was driven primarily by an approximale $64 million decrease as a resull of lhe realized and unrealized mark-to-market 
impact on discontinued hedges relaled lo Field Setvices' commodily price risk (See Note 8 lo the Consolidaled Financial Slalements. "Risk Management and Hedging 
Aclivilies, Credil Risk, and Financial lnslruments ") 

Minority lnteresl Expense The change was due primarily lo the continued wind-down of DETM 

€BIT The decrease was due primarily lo Ihe realized and unrealized mark-lo-market impact of cerlain disconlioued cash flow hedges originally enlered inlo lo hedge 
Field Services' commodity price risk, the reversal of insurance resewes at Bison in 2004 and the increase in liabilities associaled wilh mutual insurance companies in 2005 

CRITICAL ACCOUNTING POLICIES AND ESTIMATES 

The application of accounling policies and estimates is an important process thal conlinues to evolve as Duke Energy's operations change and accounling guidance 
evolves Duke Energy has identified a number of critical accounling policies and estimales that require the use of signilicanl estimales and judgmenls 

Management bases ils eslimales and judgments on historical experience and on other various assumplions lhat they believe are reasonable at the time of application The 
eslirnales arid judgrrierils may change as lime passes and rnore informalion aboul Duke Energy's environment becomes available If eslimales and judgrnenls ate differenl llian 
the aclual amounts recorded. adjustmenls are made in subsequent periods to lake into consideralion Ihe new informalion Duke Energy discusses Bs crilical accounting policies 
and estimales and other significanl accounling policies wilh senior members of managemenl and lhe audil commitlee, as appropriale DiJke Energy's critical accounling policies 
and eslimales are discussed below 

Regulatory Accounting 

Duke Energy accounls for certain of its regulated operalions (primarily U S. Franchised Eleclric and Gas and Natural Gas Transmission) under the provisions of SFAS 
No 71,  "Accounling for Ihe Effecls of Certain Types of Regulation " As a resull, Duke Energy records assets and liabilities that result from the regulated ratemaking process lhat 
would not be recorded under GAAP for non-regulated enlilies Regulatory assets generally represenl incurred cosls thal have been deferred because such cosls are probable 
of future recovery in cuslomcr rates Regulalory liabililics gencrally represent obligations lo make refunds lo cuslomers for previous collcclions for 

63 

Source. Duke Energy Holding , 10-K, March 01, 2007 



costs lhal either are not likely to or have ye1 lo be incurred Managemenl continually assesses whelher the regulatory assets are probable of future recovery by considering 
faclors such as applicable regulalory environmenl changes, recent rate orders lo olher regulated enlilies, and the slalus of any pending or potential deregulation legislalion 
Based on lhis continual assessmenl, management believes Ihe existing regulalory assets are probable of recovery This assessmenl reflects the currenl polilical and regulalory 
climale at Ihe slate, provincial and federal levels, and is subjecl lo change in the future If fulure recovery of cosls ceases lo be probable, the asset write-offs would be required 
to bc recognized in operating income Additionally, the rcgulalory agcncies can provide flexibilily in the manner and liming of the doprccialion of properly, plan1 and equipmcnl. 
nuclear decommissioning costs and amortization of regulatory assels Tolal regulatory assels were $4,072 million as of December 31,2006 and $2,319 million as of 
December 31, 2005 Tolal regulatory liabilities were $3,058 million as of December 31, 2006 and $2,338 million as of December 31, 2005 (See Nole 4 lo the Consolidated 
Financial Slatements, "Regulatory Matters ") 

Long-Lived Asset impairments and Assets Held For Sale 

Duke Energy evaluales llie carryirig value of long-lived assels. excluding goodwill. when circumslances indicale Ihe carrying value of those assels n ~ y  no1 be 
recoverable For long-lived assets. impairment would exisl when the carrying value exceeds the sum of estimales of the undiscounted cash flows expected to result from Ihe 
use and eventual disposilion of the assel If Ihe asset is impaired, Ihe assel's cav ing  value is adjusled lo ils eslimaled fair VaIiIe When allernalive courres of action lo recover 
the carrying amount of a long-lived assel are under consideralion, a probability-weighted approach is used for developing eslimales of fulure cash flows 

f W - - o  fair ~t-1-b and m av use more than one source. Judqmenl 6 exercised lo eslimale the 
future cash flows, the useful lives of long-lived assets and lo determine managemenl's inlenl lo use the assels The sum of undiscounted cash llows is primarily dependent on 
forecasled commodity prices for sales of power or nalural gas costs of fuel over periods of lime consistent with the useful lives of the assels or changes in Ihe real eslate 
markel Management's inlenl lo use or dispose of assels is subject lo re-evalualion and can change over lime 

A change in Dulto Energy's plans rogarding, or probability assessments of, holding or selling an assel could have a significant impacl on Ihe ostimalcd future cash flows 
Duke Energy considcrs various faclors whcn delemining i f  impairmcnl lesls arc warranlcd, including but not limitod to: 

* Significant adverse changes in legal faclors or in the business climale; 

A current-period operating or cash flow loss combined with a history of operaling or cash flow losses, or a projection or forecast Ihat demonslrales conlinuing losses 
associaled with Ihe use of a long-lived assel; 

An accumulation of cosls signilicanlly in excess of Ihe amounl originally expecled for the acquisition or conslruction of a long-lived assel; 

. Significant adverse changes in the extent or manner in which an assel is used or in its physical condition or a change in business slrategy; 

. A significant change in the markel value of an assel; and 

A currenl expeclalion Ihat, more likely llian nol, an asset will be sold or olherwise disposed of before Ihe end of ils estimated useful life 

Judgment is also involved in determining Ihe liming of meeting the crileria for classification as an assel held for sale under SFAS No 144, "Accounting for the Impairment 
or Disposal of Long-Lived Assets" (SFAS No 144) 

During 2006 and 2005, Duke Energy recorded impairments on several of ils long-lived assels (For discussion of these impairments, see Note 12 lo the Consolidaled 
Financial Stafemenls, "Impairmenls. Sevemnce and Other Charges ") 

Duke Energy may dispose of Cerlairi olher assels in addilion lo llie assels classified as held for sale al  December 31, 2006 Accordingly, based in part on currenl markel 
conditions in the merchanl energy industry, it is reasonably possible lhal Duke Energy's current eslimale of fair value of its long-lived assels being considered for sale at 
December 31, 2006 and its olher long-lived assets, could change and lhal change may impact the consolidated resulls of operations In addilion, Duke Energy could decide lo 
dispose of addilional assels in fulure periods, al prices thal could be less lhan the book value of Ihe assels 

Duke Energy uses the criteria in SFAS No 144 and ElTF 03-13, "Applying the Conditions in Paragraph 42 of FAS 144 in Delermining Whelher lo Report Disconlinued 
Operalions," lo delermine whelher componenls of Duke Energy lhal are being disposed of or are classified as held for sale are required lo be reported as discontinued 
operalions in the Consolidaled Slatements of Operalions To qualify as a discontinued operation under SFAS No 144, Ihe componenl being disposed of must have clearly 
distinguishable operalions and cash 
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- 
PART II 

flows Addilionaliy, pursuanl lo ElTF 03-13, Duke Energy must no1 have significant continuing involvemenl in Ihe operalions afler the disposal (i e Duke Energy must no1 have 
lhe abilily 10 influence the operaling or financial policies of the disposed component) and cash flows of the assels sold musl have been eliminated from Duke Energy's ongoing 
operations (i e Duke Energy does no1 expect lo generate significanl direct cash liows from aclivilies involving the disposed component afler the disposal lransaclion is 
completed) Assuming both preceding condilions are mel, the related resuits 01 operations for Ihe currenl and prior periods, including any relaled impairmenls and gains or 
losses on salos, are rcfleclcd as (Loss) Income From Discontinucd Oporalions, ne1 of lax, in Ihe Consolidated Slalcments of Operalions I1 an assol held for sale does no1 meel 
lhe requirements for disconlinued operalions classificalion, any impairmenls and gains or losses on sales are recorded in conlinuing operations as Gains (Losses) on Sales of 
Olher Assets, net, in Ihe Consolidated Statements of Operalions. lmpairmenls for all other long-lived assels, olher lhan goodwill, are recorded as Impairments and olher 
charges in Ihe Consolidaled Slalemenls of Operalions 

Impairment of Goodwill 

AI December 31, 2006 arid 2005, Duke Energy tiad goodwill balances of $8,175 rrlillion and $3,775 million, respeclively Duke Energy evaluales llie impairmenl of 
goodwill under SFAS No 142, "Goodwill and Olher lnlangible Assets" (SFAS No 142) The majority of Duke Energy's goodwill a1 December 31, 2006 relales lo Ihe acquisilion 
of Cinergy in April 2006, whose assels are primarily included in the U S Franchised Eleclric and Gas and Commercial Power segments, and Ihe acquisition of Weslcoast 
Energy, Inc (Weslcoasl) in March 2002. whose assels are primarily included within Ihe Nalural Gas Transmission segment The remainder relales lo lnlernalional Energy's 
Lalin American operalions As of the acquisilion dale, Duke Energy allocates goodwill lo a reporting unil, which Duke Energy defines as an operaling segment or one level 
below an operaling segment. As required by SFAS No 142, Duke Energy performs an annual goodwill impairmenl lesl and updates the . .  lesl if evenls or circumslances . .  occur 
lhal would more likely lhan no1 re uce 
an appropriate discounl rale, esli~aled!uf:re caLh d v s  a n d n s s l i m a l ~ ~ ~ ~  
Duke Energy incorporalcs expcclcd growth ralcs. regulalory stability and abilily lo renew contracts as well as olher factors into its rcvcnuc and cxpense forecasls As a rcsull 
of the 2006 impairmenl lesl required by SFAS No 142, Duke Energy did no1 record any impairment on ils goodwill 

a air va ue o a rep0 ing uni ' 
' 

Management continues lo remain alert for any indicators lhal Ihe lair value of a reporting unil could be below book value and will assess goodwill for impairmenl as 
appropriale 

Revenue Recognition 

Unbibd and EslimatedRevenues Reverwes or1 sales of eleclricily. primarily at U S Franchised Eleclric and Gas. are recognized when Ihe service is provided Unbilled 
revenues are eslimaled by applying an average revenue/kilowall hour lor all cuslomer classes lo Ihe number of eslimaled kilOVJalt hours delivered but no1 billed Differences 
belween aciiial and eslimaled unbilled revenues are immalerial and are a result of cuslomer mix 

Revenues on sales of natural gas, natural gas transportation, dorage and distribution as well as sales of petroleum producls, primarily at Nalural Gas Transmission and 
Field Services (prior to deconsolidalion on .July 1 ,  2005), are recognized when either the service is provided or the producl is delivered Revenues related lo Ihese services 
provided or products delivered bul no1 ye1 billed are eslimaled each monlh These eslimales are generally based on conlracl data, regulalory informalion, eslimaled dislribulion 
usage based on hislorical data adjusled for healing degree days, commodity prices and preliminary lhroughpul and allocation measuremenls Final bills for the currenl monlh 
are billed and collected in Ihe following monlh Differences between actual and eslimaled unbiiled revenues are immaterial 

Trading andMarhefing Revenues The rccognilion of incomc in lhc Consolidalcd Slalcmcnls of Opcralions for dcrivaiive aclivily is primarily dependenl on whether Ihe 
Accrual Modcl or MTM Model is applied M i l e  Ihe MTM Modcl is Ihc dcfaull mclhod of accounling for all derivatives, SFAS No. 133, "Accounting lor Derivative lnslrumenls 
and Hedging Aclivilies," (SFAS No 133) allows lor Ihe use of the Accrual Model for derivalives designated as hedges and certain scope exceptions, including Ihe normal 
purchase and normal sale exception. Duke Energy designates a derivalive as a hedge or a normal purchase or normal sale conlracl in accordance with internal hedge 
guidelines and Ihe requirements provided by SFAS No 133 (For further information regarding Ihe Accrual Model or MTM Model, see "Risk Management Accounting" below. 
For further informalion regarding llie presenlalion 01 gains and losses or revenue and expense in Ilie Consolidaled Slalemenls of Operalions. see Nole 1 lo the Consolidated 
Financial Statements, "Summary of Significanl Accounting Policies") 
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Risk Management Accounting 

Duke Energy uses two comprehensive accounting models for its risk management activities in reporting its consolidated financial position and results of operations: the 
MTM Model and the Accrual Model As further discussed in Note 1 to the Consolidated Financial Statements, "Summary of Significant Accounting Policies," the MTM Model is 
applied to trading and undesignated non-trading derivative contracts, and the Accrual Model is applied lo derivalive contracts that are accounted for as cash flow hedges, fair 
value hedges, and normal purchases or sales. as well as In non-derivative contracts used for commodity risk management purposes For the three years ended December 31, 
2006, the determination as to which model was appropriate was primarily based on accounting guidance issued by the Financial Accounting Standards Board (FASB) and the 
ElTF 

llnder the MTM Model. an asset or liability is recognized at fair value on the Consolidated Balance Sheets and the change in the fair value of that asset or liability is 
recognized in the Consolidated Statements of Operations during the current period While former DENA was the primary business segment that used this accounting model, the 
U S Franchised Electric and Gas. Corrirnercial Power and Field Services segrnenls. as well as Olher, have tiislorically had cerldin lrarisaclions subject Io this model For the 
years ended December 31, 2006, 2005 arid 2004, Duke Energy applied the MTM Model to its derivative contrack. unless subject to hedge accounting or Ilie normal purchase 
and normal sale exemption (as described below) 

The MTM Model is applied within the context of an overall valuation framework All new and existing transactions are valued using approved valuation techniques and 
market data. and discounted using a risk-free based interest rate [i e - London Interbank Offered Rate (LIBOR) or US Treasury Rate] When available, quoted market prices 
are used to measure a contract's fair value. However. market quotations lor certain energy contracts may not be available for illiquld periods or locations If no active trading 
market exists for a commodity or for a contract's duralion, holders of these contracts must calculate fair value using internally developed valuation techniques or models Key 
componen s use 
components, t h ~ n ~ ~  t h e ~ ~ s  or 
locations are cstablishcd by exlrapolating prices for comelalcd products, locations or periods These relationships are routincly re-evaluated based on available markel data, 
and changes in price relationships are reflected in price curves prospectively Consideration may also be given to the analysis of marltet fundamentals when developing illiquid 
prices A deviation in any of the componenis affecting fair value may significantty affect overall fair value 

. .  
' 'W 

. .  . .  

Valuation adjustments for performance and market risk, and administration costs are used lo amve at the fair value of the contract and the gain or loss ultimately 
recognized in the Consolidated Statements of Operations While Duke Energy uses common industry practices to develop ils valuation techniques. changes in Duke Energy's 
pricing methodologies or the uriderlyiny assumplions could resull in sigriificanlly differeril lair values arid iricorne recognilion However, due to the nature and number of 
variables invotved in estimating fair values, and Ihe interrelationships among these variables. sensilivity analysis of the changes in any individual variable is not considered to 
be relevant or meaningful 

Validation of a contract's calciilated fair value is performed by an internal group independent of Duke Energy's deal origination areas This group performs pricing model 
validation. back testing and stress testing of valuation techniques, prices and other variables validation of a contract's fair value may be done by comparison to aclual market 
activity and negotiation of collateral requirements wilh third parties 

For certain derivative instruments. Ruke Energy applies either hedge accounting or the normal purchase and normal sales exemption in accordance with SFAS No 133 
The use of hedge accounting and the normal purchase and normal sales exemption provide effectiveJy for Ihe use of the Accrual Model Under this model, there is generally no 
recognition in the Consolidated Statements of Operations for changes in the fair value of a contract unlil tlie service is provided or the associated delivery period occurs 
(settlement) 

Hedge accounting treatment may be used when Duke Energy contracts to buy or sell a commodity such as nalural gas at a fixed price for future delivery corresponding 
wilh anticipated physical sales or purchase of natural gas (cash flow hedge) In addition, hedge accounting treatment may be used when Duke Energy holds firm commitments 
or asset positions and enters into transactions that "hedge" the risk that the price of a commodity, such as natural gas or electricity. may change between the contract's 
inception and the physical delivery date of the commodity (fair value hedge) To the extent that the fair value of the hedge instrument offsets the transaction being hedged, 
there is no impact to the Consolidated Statements of Operations prior to settlement of the hedge However, as not all of Duke Energy's hedges relate lo the exact location being 
hedged, a certain degree of hedge ineffecliveness may be recognized in Ihe Consolidated Statements of Operations 

The normal purchases and normal sales exception, as provided in SFAS No 133 as amended and interpreted by 
Exceptions: Normal PiJrChaSeS and Normal Sales Exception for Option-Type Conlrads and Forward Cmtracls in Elect 
No 149, "Amendment of Statement 133 on Derivative 

ivalive Implementation Group Issue C15, "Scope 
y," (DIG Issue No C15) and amended by SFAS 
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Instruments and Hedging Aclivities," (SFAS No 149) indicates that no recognition of the contracl's fair value in the Consolidated Financial Slatements is required unlil 
settlement of the contract (in Duke Energy's case, the delivery of power) On a limited basis, Duke Energy applies llie normal purchase and normal sates exception to certain 
contracts To the extenl thal Ihe hedge is perfectly effective, income statement recognition for the contract wilt be the Same under eilher model 

In addition to derivative contracts that are accounted for as cash flow hedges, fair value hedges, and normal purchases or sales, the Accrual Model also encompasses 
non-derivative contracts used lor commodity risk management purposes For these non-derivative contracts, there is no recognition in the Consolidated Stalemcnts of 
Operations until lhe service is provided or delivery occurs 

As a result of the September 2005 decision to pursue the sale or olher disposition of substantiatfy all of former DENA's remaining assets and contracts outside the 
Midwestern United Stales, Duke Energy discontinued hedge accounting for fotward natural gas and power contracls accounted for as cash flow hedges and disqualified other 
forward power contracts previously designated under the normal purchases normal sales exception effective September 2005 

For additional information regarding risk management activities, see "Quantitative and Quatilative Disclosures about Market Risk" Tlie "Quantitative and Qualitative 
Disclosures about Market Risk" include daily earnings at risk inlormatiori relaled Io conirriodily derivatives recorded using ll ie MTM Model arid an operaling income serisitivily 
analysis related to hypothetical changes in certain commodity prices recorded using the Accrcial Model 

Pension ana utner t'osr--iii 

Duke Energy accounts for its defined benefit pension plans using SFAS No 87. Employers' Aecounling for Pensions, (SFAS No 87) and SFAS No 158. Employers' 
Accounting for Defined Beneft Pension and Other Postretirement Plans ' Under SFAS No 87, pension income/expense is recognlzed on an accrual basis over employees' 
approximate service periods Other posl-retirement benefits are accounted for using SFAS No 106, 'Employers' Accounting for Postrelirement Benefits Other Than Pensions," 
(SFAS No 106) (See Note 22 to the Consolidated Financial Statements, "Employee Benefit Plans") 

Funding requirements for defined benefit plans are determined by government regulations. not SFAS No 87 Duke Energy made voluntary contnbutions of $124 million in 
2006, zero in 2005 and $250 million in 2004 to its U S plan Duke Energy anticipates making a contribution of approximately $150 million to the U S  plan in 2007 Dulte Energy 
made contributions to the Westcoast OB plans of appmximately $44 million in 2006, $42 million in 2005 and $26 million in 2004 As a result of lhe spin-olf of the natural gas 
businesses, Duke Energy has no future obligations to make contnbutions to the Westcoast DE plans Duke Energy made contributions to the Westcoast DC plans 01 
approximalely $4 million in 2006, $3 million in 2005 and $3 million in 2004 As a result of the spin-off of the natural gas businesses. Duke Energy has no future obligations to 
make contributions to the Westcoast DC plans 

The calculation of pension expense, other post-reliremerit expense and Duke Energy's pension and oltier post-relirernerll liabilities require Ihe use of assumptions 
Changes in these assumptions can result in diflerent expense and reported Iiabildy amounls. and future actual experience can differ from the assumptions Duke Energy 
believes that the most critical assumptions for pension and other post-relirement benefits are the expected long-term rale of relurn on plan assels and the assumed discount 
rate Additionally. medical and prescription drug cost trend rate assumptions are crilical for olher post-retirement benefils The prescription drug lrend rale assumplion resulted 
from the effect of the Medicare Prescription Drug Improvement and Modernlzalion Act (Modernlzalion Act) 

Dulte Enemy U S Plans 

Duke Energy and its subsidiaries (including legacy Cinergy businesses) maintain non-contributory defined benefil relirement plans (U S Plans) The U S Plans cover 
most U.S employees using B cash balance formula Under a cash balance formula, a plan participant accumulates a relirement benefit consisling 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 U S employees are covered 
under plans that use a final average earnings formula Under a final average earnings fermuta, a plan participant accumulales a retirement benefit equal to a percentage of their 
highest 3-year average earnings, plus a percenlage of their highest 3-year average earnings in excess of covered compensation per year of participation (maximum of 35 
years), plus a percentage of their highest 3-year average earnings times years of participation in excess of 35 years Duke Energy also maintains non-qualified. 
non-contributory defined benefit retirement plans which cover certain U S.  executives 

Duke Energy and most of ils subsidiaries also provide some health care and life insurance benefits for relired employees on a contributory and non-contributory basis 
Employees are eligible for these benefits if they have met age and service requirements at retirement. as defined in the plans 
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Duke Energy s U S Plans recognized pre-lax pension cosl of $80 million, pre-lax non-qualified pension cost of $1 1 million and pre-tax olher posl-reliremenl benefits 
cosl of $76 million in 2005 In 2007, Duke Energy's U S pension cost is expecled to be approximalely $5 million lower, non-qualrfied penston cos1 is expecled lo be $1 million 
lower and olher post-reliremenl benefits cost is expected to be $15 million lower primarily as a result of the spin-off of Ihe nalural gas businesses 

For both pension and other posl-relirement plans Duke Energy assumed that its U S plan's assels would generale a long-term rate of return of 8 5% as of 
Scptombcr 30, 2006 The asscls for Duke Energy's 1J S penslon and olhcr post-relircment plans arc mainlaincd by a maslcr lrusl The invcstmcnl objective of Ihe master lrusl 
is lo achieve reasonable relurns on lrusl assets, subject lo a prudent level of portfolio risk, for Ihe purpose of enhancing the security of benefils for plan participants The asset 
allocation large1 was set afler considering the inveslmenl objective and the risk profile wilh respecl lo (he lrusl U S equilies are held for their high expected relurn Non-U S 
equities deb1 securilies, and real cslale are held for diversification Inveslments within assel classes are lo  be diversified lo achieve broad market participation and reduce Ihe 
impact of individual managers or investments Duke Energy regularly reviews its adual assel allocation and periodicalh/ rebalances 11s inveslmenls to 11s targeted allocation 
when considered appropridle 

The expecled long-lerrn rale of ielurri 01 8 5% for the Duke Energy U S asbelb was developed using d weigliled average Ldlculaliori of expecled ielurnb based primarily 
on future expecled relurns across assel classes considering Ihe use of active asset managen The wetghled average returns expecled by assel classes were 4 2% for U S 
equilies 1 8% for Non U S equilie.;, 2 2% for fixed income secunlies, and 0 3% for real edale 

If Duke Energy had used a long-term rate of 8 25% in 2006, pre-lax pension expense would have been higher by approximalely $8 million and pre-lax other 
post-retirement expense would have been higher by approximately $1 million If Duke Energy had used a long-term rale of 8 75% pre-lax pension expense would have been 
lower by approximately $8 million and pre-tax other posl-retirement expense would have been lower by approximalely $1 rnllllon 

Duke Energy discounled its future U S pension and other posl-retirement obligations using a rale of 5 75% as of September 30,2006 Duke Energy discounted rts future 
U S pension and other post-retirement obligations using rates of 5 50% as of Seplember 30, 2005 for 11s non-legacy Cinergy business pension plans and 6 00% as of April 1. 
2006 for its legacy Cinergy business pcnsion plans For legacy Cinergy plans, the discount rate reflects remcasuromcnl as of April 1, 2006 due lo Ihe morgcr belwcen Duke 
Energy and Cinergy Duke Energy determines Ihe appropnale discounl based on a AA bend yield curve The yield is selecled based on bonds wilh cash flows that match Ihe 
liming and amount of the expecled benefit paymenls under lhe plan Lowering the discount rates by 0 25% would have decreased Duke Energy's 2006 pre-lax pension 
expense by approximately $2 million Increasing Ihe discount rates by 0 25% would have increased Duke Energy's 2006 pre-lax pension expense by approximalely $2 million 
Lowenng the discount rates by 0 25% would have increased Duke Energy's 2006 pre-tax other posl-retirement expense by approximately $ 1  million Increasing (he discount 
rale by 0 25% would have deLieased Duke Energy's 2006 pre-lax olher posl-relirerrienl expense by approximalely $? rnilliorl 

Duke Energy's 1J S post-retirement plan uses a medical care trend rate which reflecls Ihe near and long-lerm expeclalion of increases in medical health care cosls Duke 
Energy's U S posl-reliremenl plan uses a prescriplion drug trend rale which reflecls the near and long-term expectation of increases in prescriplion drug heallh care costs As 
of September 30, 2006 Ihe medical care trend rates were 8 50%. which grades lo 4 75% by 2013 As of Seplember 30 2006, Ihe prescriplton drug trend rate was 13 00%. 
which grades lo 4 75% by 2022 If Duke Energy had used heallh care trend rates one percentage point higher, pre-lax olher posl-relirement expense would have been higher 
by $5 million If Duke Energy had used health care trend rates one percentage point lower, pre-lax olher posl-reliremenl expense would have been lower by $5 million 

Fulure changes in plan assel returns, assumed discount rates and various other factors related lo Ihe participants in Duke Energy s penston and post-reliremenl plans will 
impact Duke Energy's future pension expense and liabilities Managemenl cannot predict wilh certainly what these faclors will be in the fulure 

Wcstmst  Plans 

Westcoesl and ils subsidiaries maintain conlribulory and non-contributory defined bencfi (DB) and defincd conlribulion (DC) rclircmcnl plans covcring subslanlially a11 
employees. The DB plans provide retirement benefils based on each plan parlicipanl's years of service and final average earnings Under the DC plans, company contributions 
are determined according to the lerms of the plan and based on each plan participant's age. years of service and currenl eligible earnings Westcoast also provides health care 
and life insurance benefits for retired employees on a non-contribulory basis Employees are eligible for lhese benefils if they have met age and service requiremenls at 
relirement. as defined in the plans Effective December 31,2003, a new plan was implemented for all non bargaining employees and lhe majorily of bargaining employees The 
new plan applied to employees retiring on and after January 1, 2006 The new plan is predominantly a defined contribution plan as compared to the exisling defined benefil 
program 
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Weslcoasl recognized pre-lax pension cosl of $22 million, pre-lax non-qualilied pension cosl of $6 million and pre-lax olher post-reliremenl benefils cosl of $1 2 million 
in 2006. In 2007, As a result of the spin-off of the natural gas businesses, Duke Energy will no1 incur any future pension cosls associated with the Weslcoasl plan 

The expected long-term rale of relurn for the Weslcoasl plans assels was 7 25% as of September 30, 2006 The Weslcoasl plans assels for registered pension plans are 
maintained by a master lrusl The investment objective of the master lrusl is to achieve reasonable relurns on lrusl assels, subject lo a prudent level of portfolio risk, for Ihe 
purpose of enhancing the securily of benefils for plan participanls Thc assel allocation large1 was sel after considcring the invcslmcnl objcclive and lhc risk profile wilh respccl 
lo the lrusl Canadian equities are held lor lheir high expected return. Non-Canadian equities are held for lheir high expected relurn as well as diversificalion relative to 
Canadian equities and deb1 securilies Deb1 securilies are also held for diversificalion 

The expecled long-term rate of return of 7 25% and 7 50% as of Seplember 30, 2006 and 2005, respeclively, for the Weslcoasl assels was developed using a weighled 
average calculation of expecled returns based primarily on future expected returns across assel classes considering the use of aclive assel managers The weighted average 
relurns expecled by assel classes were 2 5% for Canadian equilies, 1 3% for U S .  equilies. 1 4% for Europe, Auslralasia and Far Easl equilies, arid 2 0% for fixed income 
securilies. For 2006, Ihe expected long-lerm rale of relurn used lo calculate pension expense was 7.5% Lowering Ihe expecled tale of d u r n  on assels by 0 25% (Irom 7 50% 
lo 7.25%) would have increased Weslcoasl's 2006 pre-lax pension expense by approximalely $1 million. Increasing the expecled rate of relurn by 0 25% (from 7 50% to 
7 75%) would have decreased Weslcoasl's 2006 pre-lax pension expense by appmximalely $1 million The Weslcoasl olher post-reliremenl plan does no1 hold any assels 

Weslcoasl discounled ils lulure pension and olher posl-relirement obligations using a rale of 5 OD% as of Seplember 30,2006 and 2005 For Weslcoast, the discount rale 
used lo determine the pension and olher post-reliremenl obligalions is prescribed as the yield on Canadian corporate AA bonds a1 Ihe measurement dale of Seplember 30 
The yield is selected based on bonds wilh cash flows lhal match the liming and amount of the expected benefit payments under the plan For 2006, the discount rale used lo 

approximately $2 million Increasing (he discount rale by 0.25% (fmm 5 00% lo 5 25%) would have decreased Duke Energy's 2006 pre-lax pension expense by approximately 
$2 million Lowering the discounl rale by 0.25% (from 5 00% lo 4.75%) would have increased Duke Energy's 2006 pre-lax other posl-relircmcnl expense by approximately $1 
million. Increasing the discounl rale by 0 25% (from 5 00% lo 5 25%) would have decreased Duke Energy's 2006 pre-tax olher post-retirement expense by approximately $1 
million 

calculate pension expense was b t-~ . o  hy 

The Weslcoasl post-reliremenl plans use a medical care trend rale which reflecls the near and long-term expeclalion of increases in medical cosls As of Seplember 30, 
2006, the heallh care trend rales were 8 00%. which grades lo  5 00% by 2009 If Weslcoasl had used a heallh care trend rale one percenlage poinl higher, pre-lax olher 
posl-relirerneril expense would have been higher by $2 million II Weslcoast had used a heallti care lrend rale one percenlage poinl lower, pre-lax olher posl-reliremenl 
expense would have been lower by less than $1 million 

LIQUIDITY AND CAPITAL RESOURCES 

Known Trends and Uncertainties 

Duke Energy will rely primarily upon cash flows from operations, as well as its cash, cash equivalents and short-lerm investments lo fund its liquidily and capilal 
requiremenls for 2007 The current cash, cash equivalents and short-term inveslmenls and future cash generated from operations may be used by Duke Energy lo conlinue 
with its February 2005 announced plan lo periodically repurchase up to an aggragale of $2 5 billion of common stock over a lhree year period In June 2006, Ihe share 
repurchase plan was suspended AI Ihe lime of the suspension of the repurchase plan, Duke Energy had repurchased approximately 50 million shares of common slock for 
approximalcly $1 4 billion since inception of the rcpurchasc plan In Oclober 2006, Duke Energy's Board of Directors aulhorircd Ihe reactivation of lhc sharc rcpurchasc plan 
for Duke Energy of up lo $500 million of share repurchases aller the spin-off of the natural gas businesses In addition, Duke Energy's future cash flows will be negatively 
impacted by the spin-off of Ihe nalural gas businesses effective January 2,2007 For the year ended December 31,2006, operating. invesling and financing cash flows 
provided/(used) by the nalural gas businesses, including dislribulions from Duke Energy's 50% investment in DEFS, were approximately $1 7 billion, $(0 6) billion and $(0 2) 
billion, respeclively 

A material adverse change in operations or available financing may impad Duke Energy's abilily lo fund its currenl liquidily and capilal resource requirements 

Duke Energy currenlly anlicipales ne1 cash provided by operaling aclivilies in 2007 lo be lower than in 2006, primarily as a result of !he following. 

- Lower operaling cash f low as a resull of the spin-off of the natural gas businesses, as discussed above: and. 
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* Lower operaling cash flows due lo Ihe sale of an effeclive 50% interesl in Ihe Crescenl JV in Seplember 2006 

These lower operating cash flows are expecled to be parlially offset by the following: 

Lower cosls incurred relaled to the merger wilh Cinergy; and. 

. Higher operating resulls of legacy Cinergy businesses as a result of ownership for the entire year 2007 

Addilionally, Duke Energy anlicipales funding its defined benefil pension plans with approximalely $150 million of cash during 2007, as compared io  $1 72 million during 
2006 

Ultimate cash flows from operations are subject to a number of factors, including, but no1 limited to, regulatory constraints. economic trends, and markel volatility (see 
llem 1A "Risk Factors" for delails) 

exuendilures of aDamximalely $3 3 billion, primarily consisting of approximalely 

* $2 8 billion at U.S Franchised Eleclric and Gas, including $0 4 billion of North Carolina Clean Air Expenditures 

$0 3 billion a1 Commercial Powei 

* $0 2 billion combined at lrllernalional Energy arid Qlller 

Duke Energy conlinues lo focus on reducing risk and reslrucluring ils business for fulure success and will invesl principally in ils strongest business seclors wilh an overall 
focus on posilive ne1 cash generalion Based on Ihis goal, approximately 85 percenl of total projecled 2007 capilal expendilures are allocaled lo lhe L I  S Franchised Eleclric 
and Gas segment Total U S Franchised Electric and Gas projected 2007 capital and investmenl expenditures include approximately $1 5 billion for maintenance and upgrades 
of exisling plants and infraslrudure to serve load growlh, approximately $0 7 billion of environmenlal expenditures, and approximately $0 6 billion of expansion capital Duke 
Energy's U S Franchised Eleclric and Gas business segment is evaluating the construclion of several large, new electric generating planls in Norlh Carolina, South Carolina, 
and Indiana. During lhis evalualion process, Duke Energy has begun lo see significant increases in the eslimaled cosis o! lhese projecls driven by slrong domesiic and 
inlernalional demand for lhe malenal, equipmenl, and labor necessary lo conslrrlct these facilities. In October 2006, Duke Energy made a filing with the NCUC relaled lo the 
Duke Energy Carolinas' request for a CPCN for the Cliffside project. In this filing, Duke Energy slated lhal due lo the rising cosls described above, the cos1 of building the 
Cliffside unils could be approximately $3 billion, excluding AFUDC The costs described above are expected lo continue lo increase causing Ihe overall cos1 of the Cliffside 
project lo increase, unlil such lime as the NCUC issues a CPCN and Duke Energy is able lo enler inlo definilive agreements with necessary material and service providers On 
February 28,2007, the NCUC issued a notice 01 decision approving Ihe conslrudion of one unit a1 the Cliffside Steam Slalion. The NCUC staled that it will issue a full order in 
the near future. Duke Energy will review the NCUC's order, once issued, and determine whetherlo proceed with the Cliffside Project or consider other alternatives, including 
additional gas fired generalion Duke Energy is allempling to obtain approval for the upfronl recover/ of development costs related to a proposed nuclear power planl Duke 
Energy does no1 anticipate beginning conslruclion of the proposed nuclear power planl wilhoul adequate assurance of cost recovery from the slale regulalon In November 
2006, Duke Energy received approval for nearly $260 million of fulure federal lax credils relaled to costs to be incurred for Ihe modernizalion of lhe Cliffside facilily as well as 
Ihe lnlegraled Gasification on Combined Cycle (IGCC) planl in Indiana 

Duke Energy Indiana's eslimaled costs associaled with the potenlial conslruclion of an IGCC planl in Indiana have also increased Duke Energy Indiana's piiblicly filed 
testimony with Ihe Indiana Utility Regulatory Commission indicates that induslry (EPRI) lotal capital requirement estimates for a facilily of lhis type and size are now in lhe range 
of $1 6 billion to $2 1 billion (including escalation to 201 1 and owner's specific sile costs) 

Duke Energy anticipates its debt lo lolal capilalizalion ratio lo be approximately 38% by the end of 2007, as compared lo 43% at the end of 2006 This reduction is 
primarily due lo the impacls oflhe spin-off lhe natural gas businesses in 2007 Duke Energy does no1 expecl ils lolal debt balance (including oulstanding commercial paper 
balances) lo change significanlly in 2007, excluding the impacts of approximalely $8 6 billion of debt transferred lo Spectra Energy as a result of the spin-off oflhe natural gas 
businesses 

Excluding the dcbl which was transferrcd in conncction with Ihe spin-ofl of the natural gas businesses on January 2.2007, Duke Energy has cxpccled debl malurities of 
approximately $1 1 billion in 2007 Duke Energy expects 10 refinance approximalely $0 5 billion oflhese matunlies Based upon anticipated 2007 cash flows from operalions 
and capital expenditure and dividend paymenl plans, Duke Energy expects lo increase oulslanding commercial paper balances by approximately $0 6 billion during 2007 
Currenl total available capacity under Duke Energy's commercial paper facilities is sufficient lo meel lhese additional requiremenls 

Duke Energy monilors compliance with all debl covenants and reslridions. and does not currently believe lhal it will be in violalion or breach of its debl covenants 
However. circurrislarices could arise Ihal may aller lhal view If and when managernenl had a belief lhal such polenlial breach could exisl. appropriale aclion would be laken Io 
mitigate any such issue Duke Energy also maintains an active 
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dialogue wilh Ihe credil rating agencies, and believes that the current credil ratings are posilioned for polenlial improvement evidenced by posilive outlooks al Ouke Energy and 
mod of ils subsidiaries 

Operating Cash Flows 

Net cash provided by operating activities was $3,748 million in 2006 compared lo  $2,818 million in 2005, an increase of $930 million The increase in cash provided by 
operating aclivilies was due primarily lo the following: 

* The impacts of Ihe merger wilh Cinergy. effective April 3, 2006, 

. Collateral received by Duke Energy (approximalely $540 million) in 2006 from Barclays. partially offset by 

. The settlement of Ihe payable lo Barclays (approximelely $600 million) in 2006, and 

. An approximate !$40(1 million uecrease in LUUO u ue 10 me net p i n a b i t ,  

No1 cash providcd by operaling aolivilios was $2,818 million in 2005 comparod lo  $4,168 million in 2004, a decrease of $1,350 million The docrcase in cash provided by 
operaling aolivilies was due primarily to Ihe following: 

. Approximately $750 million of additional net cash collateral posled by Duke Energy during 2005 attributable lo increased crude oil prices, as well as increases lo the 
fotward market prices of power, 

An approximate $900 million increase in taxes paid. net of refunds, in 2005, and, . 

The impacts of the deconsolidalion of DEFS elfeclive July 1,2005 

These decreases were offset by an increase in cash provided due lo  an approximate $234 million decrease in contributions lo company-sponsored pension plans in 2005 

Investing Cash Flows 

Net cash used in investing aclivilies was $1,328 million in 2006 compared to $126 million in 2005, an increase in cash used of $1,202 million Net cash used in invesling 
activities was $126 million in 2005 compared lo $793 million in 2004, a decrease in cash used of $667 million 

The primary use of cash related lo invesling aclivilies is capilal and inveslment expendilures, delailed by business segmenl in Ihe fotlow'ng lable 

Capital and Investment Expenditures by Business Segment 

Years Ended December 31, 

2006 2005 2004 

( in millions) 

- ~ _ I _ _  

U S. Franchised Electric and Gada) 
Nalural Gas Transmission 
Field Servicedb) 
Commercial Power 
International Energy 
Creso 
Olher 

Tolal consolidaled 

(a) Amounls include capital oxpondituros associated with North Carolina clean-air lcgislation of $403 million in 2006, $310 million in 2005 and $106 million in 2004 which are 
included in Capilal Expendilures within Cash Flows from lnvesling Aclivities on the accompanying Consolidated Statements of Cash Flows 

(b) As a resull of the deconsolidation of DEFS, effective July 1, 2005, Field Services amounts for 2005 only include DEFS capital and inveslment expenditures for periods 
prior lo July 1, 2005 

Amounls include capital expenditures associated with residential real eslale of $322 million for the period from January 1 ,  2006 Ihrough the dale of deconsolidation 
(Seplember 7, 2006), $355 million in 2005, and $322 million in 2004 which are included in Capital Expenditures for Residenlial Real Estale within Cash Flows from 
Operating Aclivities on Ihe accompanying Consolidaled Slalemenls of Cash Flows 

(c) 

Source: Duke Energy Holding, 10-K, March 01, 2007 



(d) As a result of the deconsolidation of Crescent, elleclive September 7, 2006. Crescent amounts for 2006 only include Crescent capital and investmenl expenditures for 
periods prior lo September 7,2006 

The increase in cash used in investing aclivities in 2006 as compared lo 2005 is primarily due lo the following: 

* Increased capild and investment expendlures of $1,090 million, excluding Crescenl's residenlial real estate inveslmenl, primarily as a resull of capital expendilures al  
U S  Franchiscd Electric and Gas, primarily due to thc acquisition of Cincrgy in April 2006, the acquisition of thc Rockingham facility in 2006 and increascd 
expenditures associated with North Carolina clean-air legislation; and, 
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* Increased purchases of short-lerm inveslmenls of approximately $900 million in 2006 as compared to 2005, due primarily lo the proceeds from the Crescent debt 
financing 

These increases were partially offset by the following: 

* An increase in proceeds received from asset Sales in 2006 as compared lo 2005 Asset sales activity in 2006 of approximately $2 9 billion primarily involved the 
disposal of the former DENA operations outside of the Midweslcrn United Stales, Cincrgy's commercial marketing and trading busincss operalions. as wcll as Ihe 
Crescent JV transaction Asset sales activity in 2005 of approximately $2 4 billion primarily involved the disposition of Ihe investmenls in TEPPCO as well as the DEFS 
disposilion transaction 

The decrease in cash used in invesling activities in 2005 as compared lo  2004 IS primarily due to the following 

* An increase in proceeds from the sale of assels in 2005 as compared lo 2004 Asset sales activity in 2005 01 approximalely $2 4 billion primanly involved the 
disposilion of the inveslmenls in TEPPCO as well as the DEFS disposrtion transadion Asset sales activity in 2004 of approximalely $1 6 billion primarily involved the 
sales of Ihe Asia-Pacific Business. Soulheasl Plank and Moapa and Luna parlially compleled lacililies and. 

Decreased amounts of cash invested in shorl-term lnvestmenls in 2005 as compared to 2004 * 

These decreases were partially offsel by Ihe following 

* Increased capilat and investment expenditures, excluding Crescenl's residential real eslate inveslmenls. of $460 million primarily as a result 01 the approximale $230 
million acqilisilion of the Empress Syslem at Natural Gas Transmission and an increase in expenditures associated wilh North Carolina clean-air legislalion 

Flnancing Cash Flows and Llquldlty 

Duke Energy's consolidated capital structure as of December 31,2006, including short-term debt, was 43% debt, 55% common equity and 2% minority interests The 
fixed charges coverage ralio, calculated using SEC guidelines, was 3 2 times for 2006, which includes a pre-tax gain of approximately $250 million on the sale of an effective 
50% interest in Crescent. 4 7 limes for 2005, which includes a pre-lax gain on lhe sale of TEPPCO GP and LP of approximately $0 9 billion, ne1 of minority inleresl, and 2 3 
limes for 2004 

Nct cash uscd in financing adivilies was $1,961 million in 2006 cornpared to $2,717 million in 2005, a decrease of $756 million Tho change was due primarily lo the 
following: 

. An approximate $1 1 billion increase in proceeds from Ihe issuance of long-term debl in 2006, net of redemplions. due primarily lo Ihe approximate $1 2 billion of debt 
proceeds from the Crescent JV Iransaction, and 

An approximate $400 million decrease in share repurchases under Duke Energy's share repurchase plan . 

These increases were partially offset by: 

* An approximate $400 million increase in dividends paid due to the increase in the quarterly dividend paid per share combined with a larger number of shares 
oulstanding. primarily allribulable lo Ihe 313 milliori shares issued in coririecliori wilh Ihe Ciriergy merger, and 

The repaymenl of approximately $400 million of notes payable and commercial paper in 2006 due primariiy lo proceeds received from asset saies 

Ne1 cash used in financing adivilies was $2 717 million in 2005 compared to $3,278 million in 2004, a decrease of $561 million The change was due primarily lo the 
following : 

Approximately $3 0 billion of lower redemptions. ne1 of paydowns, of long-term debt, commercial paper, noles payable, preferred and preference slock, and prefened 
stock of a subsidiary during 2005 as compared to 2004 as a resull of an effort to reduce deb1 balances in 2004 

This decrease was partially offset by: 

- Approximalely $2 6 billion of lower proceeds from common slock transadions during 2005, primarily driven by t h e  seltlement of the forward purchase contract 
component of Duke Energy's Equily Units in May and November 2004 for total proceeds of $1 7 billion and Ihe repurchase of 32 6 million shares of common stock for 
$933 million in 2005 

w i th  cash, cash cquivalcnts and short-lcrm invcstmcnts on hand at Dcccmbcr 31,2006 of approximalcly $2.5 billion and a morc stablc portfolio of busincsses, Duke 
Encrgy has financial flexibility l o  buy back common slock, invcsl incrementally or pay down additional dobt Duke Encrgy is cvalualing these options and will dctcrmine the besl 
economic decision to meel the needs of shareholders and Ihe long-lerm financial strength of Duke Energy 
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Significant Financing Activifies-Year Ended 2006 During the year ended December 31, 2006, Duke Energy's consolidated credit capacity increased by approximately 
$842 million, primarily due lo Ihe merger VJilh Cinergy This increase was net of olher reductions in credit capacily due lo Ihe terminalions of an $800 million syndicaled credil 
facilily and $590 million of other bi-lateral credit facililies The lerminalions of lhese credil facilities primarily reflect Duke Energy's reduced liquidity needs as a result of exiting 
the former DENA business 

During Ihc ycar cndcd Dcccmber 31,2006, Duke Energy increased the portion of oulstanding commcrcial papcr and pollution control bond balances classified as 
long-term from $472 million to $929 million This non-current classification is due lo the existence of long-term credit facililies which back-slop lhese balances along wilh 
Duke Energy's inlenl to refinance such balances on a long-term basis 

During 2006, nuke Energy has repurchased approximalely 17 5 million shares of its common stock for approximately $500 million 

In November 2006, Union Gas issued 4 85% fixed-rale debenlure bonds denominated in 125 million Canadian dollars (approximately $108 million U S dollar equivalents 
as of the closing date) due in 2022 

In Oclober 2006, Duke Energy Carolinas issued $150 million in tax-exempt floating-rate bonds The bonds are slruclured as variable-rale demand bonds. subjecl lo 
weekly remarkeling and bear a iinal maluriiy of 2031 The initial inlerest rale was set a1 3 72%. The bonds are supported by an irrevocable 3-year direct-pay leller of credit and 
were issued through Ihe Norlh Carolina Capilal Facilities Finance Agency to fitnd a portion of the environmenlal capital expenditures at the Marshall and Belews Creek Sleam 
Slalions 

During Odober 2006, the $130 million bi-laleral credit facility a1 Spectra Energy Capital was cancelled In addition, lhe remaining $120 million bi-lateral credit facility was 
cancelled in November 2006 and reissued a! Duke Energy for the same amounl with Ihe same lerms and condilions 

In September 2006, prior to the completion of the partial sale of Crescent to the MS Members as discussed in Note 2 lo the Consolidated Financial Statements. 
"Acquisitions and Disposilions," Crescenl issued approximalely $1 23 billion principal amount of debt. The net proceeds from the debt issuance of approximately $1 21 billion 
were recorded as a Financing Aclivily on Ihe Consolidated Stalemenls of Cash Flows As a rasull of Duke Energy's deconsolidalion of Crescenl effective September 7, 2006, 
Crcscenl's oulslanding deb1 balance of $1,298 million was removed from Duke Energy's Consolidated Balance Shcets 

In September 2006, Union Gas entered into a fixed-rale financing agreement denominated in 165 million Canadian dollars (approximalely $148 million in U S dollar 
equivalenls as of !he issuance dale) due in 2036 willi an inleresl rale of 5 46% 

In Seplember 2006, Ihe Income Fund sold approximalely 9 million previously unissued Trust ilnils at a price of 12 15 Canadian dollars per TIUSI Unil for total proceeds of 
104 million Canadian dollars. ne1 of commissions and expenses of olher expenses of issuance. The sale of approximately 9 million Trust Unils reduced Duke Energy's 
owneistiip inleresl in Ihe Income Fund lo approxirnalely 46% al December 31, 2006 As a resull ofthe Sale of addilional Trust Unils, Duke Eriergy recognized an approxirnale 
$15 million U S Dollar pretax SAB No 51 gain on the sale of subsidiary slock The proceeds from [he offering plus Ihe draw down ofapproximalely 39 million Canadian 
dollars on an available credil facilily were used by Ihe Income Fund lo acquire a 100% inleresl in Weslcoasl Gas Services. Inc Subseqttenl lo this Iransaclion. Duke Energy 
had an approximate 46% ownership inleresl in the Income Fund 

In August 2006, Duke Energy Kentucky issued approximately $77 million principal amounl of floating rate tax-exempt notes due August 1 ,  2027 Proceeds from Ihe 
issuance were used lo refund a like amount of debt on September 1, 2006 lhen oulslanding at Duke Energy Ohio Approximately $27 million of the floaling rate debt was 
swapped lo a fixed rale concurrenl with closing 

In June 2006, Duke Energy Indiana issued $325 million principal amount of 6 05% senior unsecured notes due June 15,2016 Proceeds from Ihe issuance were used lo 
repay $325 million of 6 65% Firs1 Mortgage Bonds lhal malured on June 15,2006 

During thc sccond, third and fourih quarters of 2006, Duke Encrgy's $742 million of convertible debt became convertible into approximalely 31 7 million sharcs of Duke 
Energy common slock due lo lhe markel price of Duke Energy common stock achieving a specified lhreshold during each respeclive quarter Holders of Ihe convertible debt 
were able lo exercise their right lo convert on or prior lo each quarter end During the second and third quarters, approximately $632 million of debt was mnverled into 
approximalely 26 7 million shares of Duke Energy Common Stock AI December 3 1, 2006, Ihe balance of Ihe convertible debl is approximately $1 10 million 

SignificanlFinancing Ac/iv~jes-Year€nded2005 In conneclion wilh the up lo $2 5 billion share repurchase program announced in February 2005, Duke Energy entered 
inlo an accelerated share repurchase lransaclion Duke Energy repurchased and retired 30 million shares of ils common stock from an inveslmenl bank at the March 18,2005 
closing price of $27 46 per share (total of approximately $834 million. including approximately $10 million in commissions and olher fees) The final settlement wilh the 
investmenl bank occurred on September 22, 2005 for approximalely $25 million in cash The final settlement price was Ihe difference between Ihe initial selllement price of 
$27 46 per share and the volume weighted average price per share of actual shares purchased by the inveslmenl bank of $28 42 per share Duke Energy also entered inlo a 
separate open-markel purchase plan wilh the investment bank on March 18, 2005 to repurchase up Io an addilional 20 million shares of ils common slock Ihrough 
December 27,2005 As of May 9,2005 (Ihe dale Duke 
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and Cinergy announced a merger agreemenl), Duke Energy had already repurchased 2 6 million shares of ils common slock through Ihe separate open-markel purchase plan 
a1 a weighted average price of $28 97 per share In May 2005, in connection wilh the anticipated merger willi Cinergy, Duke Energy suspended addilional repurchases under 
the open market purchase plan For the year ended December 31,2005 a lolal of 32 6 million shares of common slock were repurchased under bolh share repurchase 
programs for approximately $933 million 

In December 2005, thc Income Fund, a Canadian incomc lrusl fund, was created which sold approximalcly 40% owncrship in lhc Canadian Midstream opcralions for 
proceeds, ne1 of underwriling discount, of approximalely $110 million In January 2006, a subsequent greenshoe sale of additional ownership interests, pursuant lo an 
overallotmenl option, in the Income Fund were sold for approximalely $10 million 

In November 2005, lnlernalional Energy issued floating rate debt in Guatemala for $87 million (in USD) and in El Salvador for $75 million (in USD) These debl issuances 
have variable interest rale lenns and mature in 2015 

On September 21, 2005, Union Gas entered into a fixed-rate financing agreement denominated in 200 million Canadian dollars (approximalely $171 million in U S dollai 
equivalenls as of Ihe issuance dale) due in 2016 wilh an interesl rale o14 64% 

In August 2005, DEI issued projecl-level debl in Peru, of which '375 million is denominated in U S dollam and approximalely $34 million (in I J  S dollar equivalents as of 
the issuance date) is denominated in Peru Nuevos Soles This debl has terms ranging from four lo six years as well as variable or fixed interest rate terms, as applicable 

. .  On March 1, 2005. redemption notices were sent Io lne E 15, 
2005 at a redemplion price of 104 03 or approximately $104 million 

During the first quarter of 2005, Duke Energy increased the portion of outstanding commercial paper balances classirfed as long-term debt froin $150 million lo $300 
million This non-currenl classificalion is due lo lhe existence of long-lerm credil facilities which back-slop these commercial paper balances along with Duke Energy's intenl 
lo refinance such balances on a long-term basis 

In December 2004, Duke Energy reached an agreemenl Io sell i ls partialiy completed Gray's Harbor power generation facility (Grays Harbor) to an affiliate of lnvenergy 
LLC In 2004, Duke Encrgy terminatcd its capital leasc with thc dedicated pipclinc which would have transported nalural gas lo Grays Harbor As a rcsiilt of this terminalion, 
approximalely $94 million was paid by Duke Energy in January 2005 

Prefemed and Preference Sock of Duke Energy In December 2005, Duke Energy redeemed all Preferred and Preference slock wilhout Sinking Fund Requiremcnls fol 
approximalely $137 million and recognized an immaterial loss on the redemplion 

Available Ctedit Facififies and Restrictive Debt Covenanfs Duke Energy's credit agreemenls contain various financial and other covenanls Failure to mcel those 
covenanls beyond applicable grace periods could tesuli in acceleraled diie dates and/or lerminalion of the agreemenls As of December 31 2006. Duke Energy was in 
compliance wilh those covenanls In addilion. some credit agreemenls may allow for acceleralion of paymenls or terminalion of Ihe agreemenls due lo  nonpaymenl, or lo the 
acceleration of other significanl indebtedness of the Borrower or some of its subsidiaries None of !he debt or credit agreemenls contain malerial adverse change clauses 

(For information on Duke Energy's credit facililies as of December 31 2006. see Nola 15 to the Consolidated Financial Slalemenls, "Deb1 and Credit Facililies ") 

Credit Ratlngs Duke Energy and certain subsidiaries each hold credil ratings by Standard & Poor's (S8P) and Moody's Investors Service (Moody's) In addilion, certain 
subsidiaries lranslerred lo SpecIra Energy hold credit ratings by DBRS (formerly Rominion Bond Rating Service) Actions laken by ratings agencies subsequenl to January 2. 
2007 relaled lo businesses transferred to Spectra Energy are not reflected herein since such acllons have no impacl on the ongoing operations of Duke Energy posl spin-off 

In May 2006, S&P changed Ihe outlook of Duke Energy and all of ils subsidiaries (with the exception of Maritimes 8 Northeasl Pipeline, LLC and Mariiimes 8 Northeast 
Pipeline, LP (colleclively M&N Pipeline) and DETM from stable lo positive reflecting Duke Energy's announcement to sell Cinergy's commercial trading and marketing 
opcralions 

In April 2006, following the completion of Duke Energy's merger wilh Cinergy. S&P removed Cinergy and ils subsidiaries from credit-watch negalive where they had been 
placed in May 2005 following the Cinergy merger announcement S&P lowered Cinergy's Corporate Credit Rating (CCR) consislenl wilh Duke Energy's CCR as disclosed in 
the table below As a result of Cinergy's lower CCR, S&P lowered the senior unsecured credit rating of Cinergy Corp reflecting Ihe slructuml subordination of its debt In 
addition. S&P reassessed its view of Ihe ~ t ~ ~ t u r a l  subordination for the debl outstanding at SpecIra Energy Capital. Duke Energy Ohio, Duke Energy Indiana, and Duke 
Energy Kentucky and assigned the senior unsecured credil ralings a1 these entities equal to Duke Energy's CCR This resulted in Ihe senior unsecured credit Fating of Spectra 
Energy Capital being raised one ratings level lo EBB and no changes to lhe senior unsecured 
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ralings of Duke Energy Ohio, Duke Energy Indiana, and Duke Energy Kenlucky as disclosed in Ihe table below. AI Ihe same lime. SBP assigned a senlor unsecured credil 
rating lo Duke Energy Carolinas equal lo Duke Energy's CCR and tell Ihe credit ratings of the Speclra Energy Capilal subsidiaries (Texas Easlern Transmission. LP, 
Weslcoasl, Union Gas and MBN Pipeline) and DETM unchanged At the complelion of SBPs April action, all the credil ratings were on stable outlook S&P last affirmed its 
credil ratings for MBN Pipeline in July 2006 where lhey have remained unchanged wilh a slable oullook for the last several years 

In April 2006, upon Duke Energy's complclion of lhe mergcr wilh Cinergy, Moody's upgndcd thc credit ratings of Duke Energy Carolinas (formerly ralcd as Dukc Energy 
by Moody's prior lo the merger), Speclra Energy Capital and Texas Eastern Transmission, LP one ratings level each and assigned an issuer rating to New Duke Energy The 
credil ratings resulling from the April aclion are as disclosed in the lable below, excepl for businesses transferred lo Speclra Energy enlilies as discussed above. The credit 
ralings of Spectra Energy Capilal and Texas Eastern Transmission, LP were Baa2 and Baal respeclively following Moody's April action Moody's concluded their April action 
placing New Duke Energy and Duke Energy Carolinas on positive outlook and Speclra Energy Capilal and Texas Easlem Transmission, LP on slable outlook Moody's also 
confirmed all of Cinergy and ils subsidiaries credil ralirlgs and changed lhe oullook lo posilive wilh Ihe exoeption of Duke Energy Indiana. which was lefl on slable oullook 
Moody's noted in their April aclion the substantial reduclion in business and operating risk of Duke Energy Carolinas from the distribution of its ownership in Spectra Energy 
Capital to a new holding company (New Duke Energy) and the subslantial reduction in business and operating risk of Speclra Energy Capilal through the restructuring of ils 
ownership in DEFS and Ihe diveslilure of Ihe former DENA merchant generalion assels and lrading book Moody's also noted Ihe upgrade at Texas Eastern Transmission. LP 
in parallel to its parenl Spectra Energy Capital 

In AuguslZOO5, Moody's concluded a review of M&N Pipeline and downgraded the credil ratings one ralings level l o  A2 concluding lhis aclion with a stable outlook 
Moody's action was primarily as a resull of lheir concerns over the downward revisions in the reserve eslimales for the Sable Olkhore Energy Projecl (SOEI) and reduced 

ipeline, LLC to negative. noting Ihe potential for a somewhat weaker 

The mosl rcccnl rating aclion by DBRS occurrcd in June 20% whcn DBRS confirmcd the stable trend of Weslcoasl. Union Gas and MBN Pipeline following Duke 
Energy's announcemenl of the separalion of the eleclric and gas businesses Each of the credil ratings assigned by DBRS to lhese entities has remained unchanged for the 
l a d  several years wilh a slable trend 

The following lable summarizes the February 1 ,  2007 credit ratings from the agencies relained by Duke Energy, ils principal funding subsidiaries and Duke Energy's 
lrading and markeling subsidiary DETM 

Credit Ratings Summary as of February 1,2007 

Standard Moody's 
Investor 

Poor's ServIce 
and 

Duke 
Duke Energy Carolinas, LLC(b) 
Cincrgy(b) 
Duke Energy Ohio, lnc (b) 
Duke Energy Indiana. Inc (b) 
Duke Energy Kenlucky. Inc (b) 
Duke Energy Trading and Marketing. LLC(') 

(a) 

(b) 

(c) Represents corporale credit raling 

Represents corporate credil raling and issuer rating lor SBP and Moody's respeclively 

Represents senior unsecured credit rating 

These entilies credit ratings are dependent upon, among olher factors. the abilily to generate sufficient cash lo fund capital and inveslmenl expendilures, while mainlaining 
the slrength of their currenl balance sheets These credil ratings could be negalively impacted if as a resull of market condilions or other factors. these entities are unable to 
mainlain lheir currenl balance sheet slrength, or if earnings and cash flow oullook malerially deteriorates 

During the third quarler of 2005, the Board of Directors of Duke Energy authorized and direcled management lo execule !he sale or disposition of substantially all of 
former DENA's remaining assels and conlracls outside the Midweslem Uniled Slales On November 18, 2005, Duke Energy announced il signed an agreemenl lo lransfer 
substantially all of lhe former DENA portfolio of derivalives contracts l o  Barclays Under Ihe agreemenl. Barclays acquired subdanlially all of former OENA's outstanding gas 
arid power derivalives corilracls 
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which essentially eliminated Duke Energy's credil. collateral, market and legal risk associaled wilh former DENAs derivalive trading positions effective on Ihe date of signing 
Subslanlially all of lhe underlying conlracls have been translerred lo Barclays 

Duke Energy operaled a commercial markeling and lrading business Ihal was acquired as part of Ihe merger wilh Cinergy in April 2006 In June 2006, Duke Energy 
announced it had reached an agreement lo sell Cinergy's commercial markeling and lrading business, as well as associaled conlracls The sale closed in October 2006 and, 
upon closing, the buyer assumod Ihe crcdit. collateral, markel and logal risk associaled wilh Ihc trading positions acquired. 

A reduction in Ihe credil rating of Duke Energy to below investment grade as of December 31,2006 would have resulted in Duke Energy posting additional collateral of up 
lo approximalely $377 million, including impacls of Cinergy and excluding a n y  collateral requiremenls associaled wilh Ihe spin-off of the nalural gas businesses in January 
2007 The majority of lhis collaleral is related lo oulstanding surety bonds 

Duke Energy would fund any addilional collateral requirements through a combination of cash on hand and Ihe use of credit facilities Additionally. if credit ralingsfor Duke 
Energy or its affiliales fall below inveslmenl grade there is likely lo be a negative impact on its working capital and Ierms of lrade Ihat is no1 possible lo fully quantify, in addilion 
lo the posling of addilional collaleral and segregation of cash described above 

Clauses Duke Energy may be required to repay certain debt should Ihe credil ratings of Duke Energy Carolinas fall to a certain level at SBP or Moody's As of 
December 31, 2006, Duke Energy had $13 million oJ senior iinseci~red noles which mature serially through 2012 lhal may be required to be repaid if Duke Energy Carolinas' 
senior unsecured debt ralings fall below BBB- al S&P or Baa3 at Moody's. and $23 million of senior unsecured notes which malure serially through 2016 that may be required 
to Iw rep;ud if niikp Fnagy Carolinas'senior unsecured debt ralings fall below EBB al SBP or Baa2 at Moody's. . .  

OtherFinaflciflg Manem As of December 31, 2006, Duke Energy and its subsidiaries had effective SEC shelf registrations for up lo $2,467 million in gross proceeds from 
debt and other securities. which include approximately $925 million of efleclive registrations at legacy Cinergy. Additionally, as of December 31, 2006, Duke Energy had 
935 million Canadian dollars (approximalely U S $807 million) available under Canadian shelf regislralions for issuances in the Canadian market Of the 935 million Canadian 
dollars available undor Canadian sholf rcgislralions, 500 million expircs in May 2008 and 435 million oxpiros in August 2008 Amounts availablc undor U S and Canadian shelf 
registrations of approximatcly $592 million and 935 million Canadian dollars, rcspcctivcly, rolale to businesses included in tho spin-off of tho nalural gas businesses on 
January 2,2007 and, accordingly, are not available to Duke Energy subsequenl lo lhe consummalion 01 Ihe spin-off 

Duke Energy expecls to conlinue its policy of paying regular cash dividends There is no assurance as lo the amounl of future dividends because they depend on future 
earnings, capilal requirements. and financial condition Duke Energy has paid quarterly cash dividends for 81 consecutive years. Dividends on common and preferred stocks in 
2007 are expected lo be paid on March 15, June 18, September 17 and December 17. subject to the discretion of the Board of Direclors 

Prior lo .lune 2004, Duke Energy's lnvesloi Direct Ctioice Plan allowed inveslots Io reinvest dividends in commoii slock and lo purchase cotnrrlort slock direclly from Duke 
Energy In June 2004. Duke Energy changed the melhod 01 dividend reinvestment to open markel purchases There were no issuances of common slock under the plan in 
eilher 2006 or2005 Issuances of common slnck under lhe plan were $36 million in 2004 

Duke Energy also sponsors an employee savings plan that covers subslanlially all U S employees In April 2004, Duke Energy stopped issuing shares under Ihe plan and 
the plan began making open markel purchases wilh cash provided by Duke Energy There were no issuances of common slock under the plan in 2006 or 2005 Issuances of 
common slock under the plan were $51 million in 2004 Duke Energy also issues shares of its common slock to meel other employee benefil requiremenls Issuances of 
common slock lo meel olher employee benefil requiremenls were approximately $126 million in 2006, approximalely $39 million for 2005 and approximalely $12 million for 
2004 

Off-Balance Sheet Arrangements 

Duke Energy and certain of ils subsidiaries enter inlo guarantee arrangements in Ihe normal course of business lo facilitate commercial transactions with third parties 
These arrangements include financial and performance guarantees, stand-by letlers of credil. debt guarantees, surely bonds and indemnificalions These arrangements are 
largely enlered into by Duke Energy, Spectra Energy Capital and Cinergy (See Note 18 to the Consolidaled Financial Stalements, "Guarantees and Indemnifications," lor 
further details of the guarantee arrangemenls) 
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Most of Ihe guaranlee arrangemenls entered into by Duke Energy enhance the credit standing of certain subsidiaries. non-consolidated entities or less than wholly owned 
entities, enabling them to conducl business As such, these guarantee arrangements involve elemenls of performance and credit risk, which are no1 included on the 
Consolidated Balance Sheets The possibility of Duke Energy, Spectra Energy Capilal or Cinergy having to honor its contingencies is largely dependent upon the future 
operations of Ihe subsidiaries. investees and other third parties, or the occurrence of certain future evenls 

Issuance of thcsc guarantee arrangements is not required for Ihc majority of Duke Energy's operalions. Thus, if Duke Energy discontinued issuing these guarantee 
arrangemenls, there would not be a malerial impact to Ihe consolidaled results of operalions, cash flows or financial position 

In contemplalion of the spin-off of the natural gas businesses on January 2, 2007, certain guarantees that were previously issued by Spectra Energy Capital were 
transferred to Duke Energy prior to Ihe consummation of the spin-off This resulted in Duke Energy recording an immaterial liability for certain guarantees that were previously 
grandfathered under lhe provisions of FIN 45 and, therefore. were no1 recognized in the Consolidaled Balance Sheets Guarantees issued by Spectra Energy Capital or Natural 
Gas Transmission on 01 prior lo December 31,2006 remained wilh Speclra Eriergy Capilal subsequeril lo llie spin-off. except for cerlain guarantees Ihal are in the process of 
being assigned lo Duke Energy. During lhis assignrnenl period, Duke Energy has indernriified Speclra Energy Capital agairisl any losses incurred under these guarantee 
obligations 

Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky have an agreement to sell certain of their accounls receivable and related collections Cinergy 
formed Cinerav Receivables to nurchase. on a revolvina basis. nearlv all of Ihe retail accounls receivable and related collections of Duke Enerav Ohio, Duke Enerav Indiana 
and Duke Eneigy Kentucky. Cin'ergy does no1 consolidate Cinergy Receivables since it meets the requiremenls to be accounted for as a qualifr;ing special purposgentity 
(SPE). Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kenlucky each relain an inlerest in the receivables lransferred lo Cinergy Receivables The lransfers of 
receivables are accounled for as sales, pursuanl to Si-AS N o 140, "kbxouniinmg lor 1 ) -  
detailed discussion of our sales of accounts receivable, see Note 23 lo the Consolidated Financial Statements, 'Variable lnleresl Entities " 

- . .  . . . .  . .  . .  

Cinergy holds intcrcsls in variable interest cnlilies (VIES), consolidated and unconsolidalcd, as defined by FASB Interpretation No 46, "ConsolicJation of VariaWe Interest 
Entities '' For further information, see Note 1 to the Consolidaled Financial Slalements, "Summary of Significanl Accounting Policies" 

Duke Energy does no1 have any olher material off-balance sheel financing entities or slruclures, except for normal operating lease arrangements and guarantee 
arrangements (For additional information on these commilmenls, see Note 17 to Ihe Consolidated Financial Statemenls. "Commitments and Conlingencies" and Note 18 lo Ihe 
Consolidated Financial Slatemenls. "Guarantees and Indemnifications '7 

Contractual Obligations 

Duke Energy enters into contracts that require payment of cash at certain specified periods. based on certain specified minimum quantities and prices. The following lable 
summarizes Duke Energy's conlraclual cash obligations for each of the periods presented The table below excludes all amoctnts classified as currenl liabilities on the 
Consolidated Balance Sheets. olher lhan current maturities of long-term debt. as well as future obligations of businesses included in the spin-off of Spectra Energy on 
January 2, 2007 It is expected lhal the majority of current liabilities on the Consolidated Balance Sheets will be paid in cash in 2007 
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Contractual Obligations as of December 31, 2006 

Payments Due By  Period 

More than 

Less than 1 2-3 Years 4-5 Years 5 Years 

(Beyond year (2008 a (2010 a 

Total (2007) 2009) 2011) 201 2) 

(in millions) 

on the Consolidated 
Balance Sheels(9 4,724 425 816 908 2.575 

-.____ 

Total conlractual cash 
obligalions $ 30.543 $ 5.023 5 7.203 % 3.155 5 14,562 

(a) See Note 15 lo Ihe Consolidated Financial Statemenls, "Debt and Credil Facilities" Amounl includes inleresl paymenls over life of debt or capital lease 

(b) See Nole 17 lo Ihe Consolidated Financial Statements. "Commilmenls and Contingencies" 

(c) Includes firm capacily paymenls lhal provide Duke Energy wilh uninlerrupled firm access Io eieclricily transmission capacily. refining capacily and the option lo convert 
nalural gas lo eieclricily at Ihird-party owned facilities (lolling arrangemenls) in some power localions lhroughoul North America Also includes firm capacily payments 
under electric power agreements entered inlo lo meet U S Franchised Eleclric and Gas' native load requirements 

Includes conlractual obligalions to purchase physical quantities of eleclricily, coal and nuclear luel Amount includes certain normal purchases, energy derivatives and 
hedges per SFAS No. 133 For conlracls where the price paid is based on an index, the amount is based on forward market prices at December 31,2006 For certain of 
lhese amounls, Duke Energy may settle on a net cash basis since Duke Energy has enlered inlo paymenl nelling agreements wilh counlerparties lhat permit Duke Energy 
to offset receivables and payables with such counlerparties 

Includes 1J.S Franchised Electric and Gas' obligation to purchase an addilional ownership interesl in Ihe Calawba Nuclear Slalion (see Nole 5 lo the Consolidaled 
Financial Slatemenls, "Joint Ownership of Generaling and Transmission Facilities"), as  well as conlracls for software, lelephone, data and consulting or advisory services 
Amount a lw  includes contradual obligalions for engineering, procurement and construction cosls for nuclear plan1 refurbishmenls, environmental projects on fossil 
facilities, pipeline and real estate projeds, and m i o r  mainlenance of certain merchant plank Amount excludes certain open purchase orders for services lhat are 
provided on demand. and Ihe timing of Ihe purchase can not be determined 

Includes expecled reliremenl plan conlribuiioris lor2007 (see Nole 22 lo the Consolidaled Firiancial Slalenlenls. "Employee Beriefil Plans?, cerlain eslimaled execulive 
benefits. and contribulions to the NDTF (see Note 7 lo the Consolidated Financial Statements. "Assel Retirement Obligations") The amounl of cash flows to be paid lo 
sellle the assel reliremenl obligalions is no1 known wilh certainly as Duke Energy may use inlernal resources or extemai resources lo perform reliremenl activilies As a 
resull, cash obligations for asset retirement aclivities are excluded Asset retirement obligalions recognized on the Consolidaled Balance Sheets lolal$2,301 million and 
Ihe fair value of Ihe NDTF, which will be used lo help fund these obligations, is $1,775 million al December 31 I 2006 Amount excludes reserves for litigation. 
environmenlal remedialion, asbestos-relaled injuries and damages claims and sell-insurance claims (see Nole 17 to the Consolidaled Financial Stalemenls. 
"Commitments and Contingencies") because Duke Energy is uncertain as to the timing of when cash payments will be required Additionally, amount excludes annual 
insurance premiums thal are necessary lo operate Ihe business, including nuclear insurance (see Note 17 lo Ihe Consolidaled Financial Slatements, "Commilmenls and 
Contingencies'), funding of other post-employmenl benefits (see Note 22 to the Consolidated Financial Slalemenls, "Employee Benefil Plans") and regulatory credits (see 
Note 4 lo the Consolidated Financial Statements, "Regulatory Matters') because Ihe amount and liming of the cash payments are uncertain Also amount excludes 
Deferred Income Taxes and lnveslmenl Tax Credits on Ihe Consolidated Balanoe Sheets since cash paymenls for incame taxes are delermined based primarily on 
laxable income for each discrete fiscal year Liabilities Associated with Assets Held for Sale (see Nole 13 to Ihe Consolidated Financial Slalemenls, "Discontinued 
Operations and Assets Held for Sale") are also excluded as Duke Energy expecls these liabililies will be assumed by the buyer upon sale of !he assels 

Purchase obligations reflected in the Consolidaled Balance Sheels have been excluded from the above lable 

(d) 

(e) 

(I) 

(g) 

Quantitative and Qualitative Disclosures About Market Risk 

Risk and Accountlng POliCleS 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Duke Energy is exposed lo markel risks associated with commodity prices, credii exposure, inleresl rales, equity prices and foreign currency exchange rales 
Managemenl has established comprehensive risk management policies lo monilor and manage lhese market risks Duke Energy's Chiel Executive Officer and Chief Financial 
Officer are responsible for Ihe overall approval of markel risk management policies and Ihe delegation of approval and authorization levels The Finance and Risk Managemenl 
Commillee of the Board receives periodic updates from the Treasurer and other members of management> on market risk positions, corporate exposures, credit exposures and 
overall risk managcmcnt aclivitics Thc Treasurer is responsible for tho ovcrall governance of managing credil risk and commodity pricc risk, including moniloring cxposure 
limits 

See "Critical Accounling Policies-Risk Managemenl Accounting and Revenue Recognition-Trading and Markeling Revenues" for furltier discussion of the accounting 
for deriiative contracls 

Disclosures about markel risks related lo businesses Iransferred to Spectra Energy in January 2007 are not reflected herein since such exposures have no impacl on the 
ongoing operations of Duke Energy posl spin-off 
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Commodity Price Risk 

Duke Energy is exposed lo Ihe impacl of market lluclualions in Ihe prices oi electricity, coal, natural gas and other energy-related pmducls marketed and purchased as a 
result of its ownership of energy relaled assels Price risk represents the polenlial risk of loss from adverse changes in the markel price of eleclricily or other energy 
commodities Duke Energy employs eslablished policies and procedures lo manage its risks associaled wilh these market fluclualions using various commodity derivalives, 
including swaps, fulurcs, fotwards and options (See Nole 1 lo lhc Consolidated Financial Slalcmenls, "Summary of Significanl Accounting Po1icics"and Nolc 8 lo Ihe 
Consolidaled Financial Slalemenls. "Risk Managemenl and Hedging Aclivities, Credil Risk, and Financial lnslrumenls '7 

Validation of a conlracl's fair value is performed by an internal group independenl of Duke Energy's deal origination areas While Duke Energy uses common industry 
praclices lo develop its valualion techniques, changes in Duke Energy's pricing methodologies or the underlying assumplions could result in significantly different fair values 
and income recognition 

Hedging Sfmlegies Duke Energy closely monilors Ihe risks associated wilh Ihese conimodily price changes on its future operalions and. where appropriale. uses various 
commodily instrumenls such as elecliicily. coal and nalural gas forward conlracls lo rriiligale Ihe effecl of such fluclualiuns or1 operalions Duke Energy's primary use of energy 
commodity derivalives is lo hedge Ihe output and produclion of assels 

To the extent lhal instrumenls accounled for as hedges are ellective in offselling Ihe lransaclion being hedged, there is no impacl lo the Consolidated Slalemenls of 
Operations until delivery or selllemenl occurs Accordingly, assumplions and valualion techniques lor these conlracls have no impact on reported earnings prior lo setllement 

Hedge eliecliveness is monitored regularly and measured each month (See Nole 1 lo the Consolidated Financial Slalemenls, "Summary of Significant Accounling Policies 
and Note 8 lo the Consolidated Financial Slalemenls. "Risk Managemenl and Hedging Activities, Credil Risk, and Financial Inslrumenls ") 

c <~cls . .  wilh different commodities cr unmalched terms and counlerparly credit risk 

In addilion lo Ihe hedge conlracls described above and recorded on the Consolidaled Balance Sheets, Duke Energy enlers into other contracts lhal qualify for Ihe normal 
purchases and sales exception dcscribcd in paragraph 10 of SFAS No 133, DIG lssuc No C 15 and SFAS No 149 For contracts qualifying for Iho scopc cxccption. no 
recognition of Ihc conlracl's lair valuc in lhc Consolidalod Financial Slalcmenls is rcquired unlil selllcmenl of Ihe contract unlcss lhc conlracl is dcsignalcd as lhc hedged ilem 
in a fair value hedge On a limited basis, II S Franchised Eleclric and Gas and Commercial Power apply Ihe normal purchase and normal sales exception lo certain conlracls 
Recognition lor the conlracls in the Consolidated Slalements of Operalions will be lhe same regardless ofwhelher the conlracls are accounled for as cash flow hedges or as 
normal purchases and sales, unless designated as Ihe hedged item in a fair value hedge, assuming no hedge ineffectiveness. 

Income recognition and realization related lo normal purchases and normal sales contracts generally coincide wilh the physical delivery of power However, Duke Energy's 
decisions in 2004 lo sell lormer DENA Soulheasl Planls. reduce former DENAs inleresl in partially corripleled planls and sale or disposiliori of subslanlially all of former 
DENAs remaining physical and commercial a e l s  outside 01 Ihe Midwestern Uniled Stales and certain contractual posilions relaled to the Midweslern assels (see Normal 
Purchases and Normal Sales below) required Ihe reassessmenl of all associaled rlerivalives. including normal purchases and normal sales This required a change from lhe 
application of the Accrual Model IC Ihe MTM Model for these conlracls and resulted in recording subslanlial unrealized losses Ihal had not previousty been recognized in the 
Consolidated Financial Slalemenls 

Generation PorVolro Risks Duke Energy is primarily exposed lo market price fludualions of wholesale power and natural gas prices in the U S Franchised Electric and 
Gas and Commercial Power segmenls Duke Energy optimizes the value of its bulk power marketing and non-regulated generation portfolios The portfolios include generation 
assels (power and capacity), fuel, and emission allowances Modeled forecasts of future generation outpol. fuel requirements, and emission allowance requiremenls are based 
on forward power, fuel end emission allowance markets The component pieces of Ihc portfolio arc bough1 and sold based on this model in order lo manage Ihe economic 
value of Ihe portfolio, where such market lransparency exists. The generation portfolio no1 utilized lo setve nalive load or committed load is subject to commodity price 
fluclualions Based on a sensilivily analysis as of December 3 1,2006 and 2005, il was eslimaled lhal a ten percent price change per mega-wall hour in wholesale power 
prices would have a corresponding elfecl on Duke Energy's pre-lax income of approximately $30 million in 2007 and $20 million in 2006, respeclively Based on a sensilivily 
analysis as of December 31,200G. it was eslimaled lhal a ten percent price change per MMBIu in natural gas prices would have a corresponding elfecl on Duke Energy's 
pre-lax income of approximalely 515 million in 2007 
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Normalf'urchases andNomal Sales During the lhird quarter of 2005, Duke Energy's Board of Directors authorized and directed management to execute the sale or 
disposition of subslantially all of former DENA's remaining assets and contracts outside the Midweslern United Slales, approximalely 6,100 megawatts of power generation, 
and certain contractual positions related lo the Midwestern assets (see Note 13 to the Consolidated Financial Statements. "Discontinued Operalions and Assels Held for Sale") 
As a result of Ihis decision, Duke Energy recognized a pre-tax loss of approximately $1 9 billion in the third quarter of 2005 for the disqualification of its power and gas forward 
sales contracts prcviously designated undcr the normal purchases normal sales cxccption This loss is partially offsel by the recognition of a prc-fax gain of approximalely $1 2 
billion for the discontinuance of hedge accounting for natural gas and power cash flow hedges. Duke Energy has retained the Midwestern generalion assets in the Commercial 
Power segment, represenling approximalely 3,600 megawalts of power generalion (see Note 2 to the Consolidaled Financial Statements, "Acquisitions and Dispositions" for 
further delails on the compleled Cinergy merger) 

Trading and Undesjgnated Contracts The risk in the trading portfolio is measured and monilored on a daily basis ulilizing a Value-at-Risk (VaR) model lo determine the 
potential one-day favorable or urifavorable VaR calculation Duke Energy's VaR amounls for cornniodily derivatives recorded usirig Ihe MTM Model are not material as a iesull 
of management decisions to dispose of certain businesses wilh higher risk profiles, including the former DENA operalions outside Ihe Midwestern United Stales and Ihe 
Cinergy commercial markeling and lrading businesses In connection wilh the efforl lo reduce the risk profile, during 2006 Duke Energy finalized the Sale ofthe former DENA 
power generalion fleet outside of Ihe Midwest to LS Power and sold Ihe Cinergy commercial markeling and trading hiJSineSs lo Forlis Subsequenl to the sales of both lrading 
businesses, Duke Energy no longer uses VaR as a trading portfolio measure 

Other Commodity Risks Duke Energy, through Commercial Power, owns coal-based synthelic luel production facilities which convert coal feedstock into synthetic fuel for 
sale to third parties. The synthelic fuel produced at lhese facililies qualifies for tau credits (through 2007) in accordance with Internal Revenue Code Section 29/45K if certain 
requirements are satisfied. The Internal Revenue Code provides for a phase-out of synthelic fuel tax credits if the average annual wellhead oil prices increase above cerlain 
eves .ommercia o 

experience a loss of this magnitude because Ihe exposure to synthetic fuel lax credit phase-out is monitored and Duke Energy may choose to reduoe or cease synthetic fuel 
produclion depending on the expectation of any potential tax credit phase-out Duke Energy may also reduce its exposure lo crude prices through the execution of derivative 
transactions The objective of lhese activities is to reduce polential losses incurred if the reference price in a year exceeds a level triggering a phase-out of synthetic fuel tax 
credits 

e e l o  . . .  . .  
~ t h c ~ ~ ~ y  Io 

Pre-lax inconie for 2007 or 2006 was also riot expecied lo be rnalerially impacled as of December 31, 2006 or 2005 for exposures lo olher commodities' price changes 
These hypothetical calculations consider existing hedge positions and estimated production levels. but do not consider other potential effecls that might resull from such 
changes in commodity prices 

Duke Energy's exposure to commodify price risk is influenced by a number of faclors, including conlracl size, length. market liquidity, location and unique or specific 
conlraci terms 

Credit Risk 

Credit risk represenls Ihe loss lhat Duke Energy would incur if a counlerparty fails lo perform under its contractual obligations To reduce credit exposure, Duke Energy 
seeks lo enter into netting agreemenls with counterparties that permit Duke Energy to offset receivables and payables with such counterparlies Duke Energy allempls lo 
further reduce credit risk with ccrtain counterparties by entering into agreemnts thal enable Duke Energy to obtain collateral or to terminatc or reset the lerrns of lransactions 
after specilied lime periods or upon the occurrence of credil-related evenls Duke Energy may, at times, use credil derivatives or other structures and techniques to provide lor 
third-party credit enhancemenl of Duke Energy's counterparlies' obligalions 

Duke Energy's principal customers for power and natural gas markeling and lransportalion services are induslrial end-users, markelers, local distribulion companies and 
utilities located throughout the U S , Canada and Latin America. Duke Energy has concentrations of receivables from natural gas and electric utilities and their affiliates. as well 
as industrial customers and markelers throughout these regions These concenlrations of customers may affecl Duke Energy's overallcredil risk in thal risk faclors can 
negalively impact the credil quality of the entire sector. Where exposed lo credil risk, Duke Energy analyzes the counterparties' financial condilion prior to enlering into an 
agreement. eslablishes credil limils and monitors the appropriateness of those limlls on an ongoing basis 
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The following table represents Duke Energy's distribulion of unsecured credi! exposures at December 31, 2006, including Spectra Energy businesses These credit 
exposures are aggregated by ullimate parenl company, include on and off balance sheet exposures, are presented ne1 of collaleral, and take inlo accounl conlradual nelling 
righfs 

Dislribulion of Enlcrprise Crcdil Exposures 

A s  of December 31,2006 

% of Total 

Total 00 % 

"Externally Rated" represents enterprise relationships lhal have published ratings from at least one major credit raling agency "lnlernally Rated" represents those 
relalionships which have no rating by a major credil raling agency For lhose relationships, Duke Energy ulilizes appropriate risk rating melhodologies and credit scoring models 
to develop an inlernal risk raling which is intended lo map to an exfernal rating equivalenl. The lolal of lhe unsecured credil exposure included in the table above represenls 
approxirnalely 59% 01 Ihe gross fair value of Duke Energy's Receivables and Unrealized Gains on Mark-lo-Markel arid Hedging Transaclions on Ihe Consolidaled Balance 
Sheets al December 31.2006 

Duke Energy had no net exposure lo any one customer thal represented grealer lhan 10% of the gross fair value of trade accounts receivable and unrealized gains on 
mark-to-market and hedging lransaclions a! December 31, 2006 Excluding the businesses Iransferred lo Spectra Energy in January 2007, the split between investment grade 
and non-inveslmenl grade would have been approximately 70% and 30%. respectively Based on Duke Energy's policies for managing credil risk, its exposures and ils credit 
and other reserves, Duke Energy does no1 anticipale a malerially adverse effect on its consolidated financial posilion or results of operations as a result of non-performance by 
any counterparty. 

During 2006, Duke Energy finalized the sale of the former DENA portfolio of derivative conlracls lo Barclays and sold the Cinergy commercial markeling and lrading 
business l o  Fortis, which eliminated Duke Energy's credit, collateral. market and legal risk associated with these related trading positions 

In 1999, Ihc lnduslrial Dcvclopmenl Corp of the City of Edinburg, Texas (IDC) issued approximalcly $100 million in bonds lo purchase cquipment for lease lo Duke 
Hidalgo (Hidalgo), a subsidiary of Speclra Energy Capilal Speclra Energy Capilal unconditionally and irrevocabiy guaranteed the lease payments of Hidalgo to IDC through 
2028. In 2000, Hidalgo was sold to Calpine Corporation and Speclra Energy Capital remained obligaled under the lease guaranly. In January 2006, Hidalgo and its subsidiaries 
filed for bankruplcy protection in connection with the previous bankruptcy filing by its parent, Calpine Corporation in December 2005 Gross, undiscounled exposure under the 
guaranlee obligation as of December 31,2006 is approximately $200 million, including principal and interest paymenls Duke Energy does not believe a loss under the 
guaranlee obligalion is probable as of December 31. 2006. bul conlinues to evaluale Ihe silualion Therefore, no reserves have been recorded lor any conlingenl loss as of 
December 31,2006 No demands for paymenl have been made under the guaranlee If losses are incurred under the guarantee, Spectra Energy Capital has certain righls 
which should allow i! lo miligate such loss Subsequent to the spin-off Ihe natural gas businesses, lhis guarantee remained with Spectra Energy Capital However. Duke 
Energy indemnified Speclra Energy Capital against any future losses lhal could arise from payments required under this guarantee 

Duke Energy's industry has historically operated under negotiated credil lines for physical delivery contracls Duke Energy frequently uses master collateral agreements lo 
mitigate certain credit exposures The collateral agreements provide for a counterparty to post cash or letters of credit lo Ihe exposed party for exposure in excess of an 
eslablished lhreshold The lhreshold amounl represents an unsecured credit limit, detennined in accordance with Ihe corporate credit policy Collateral agreements also provide 
that Ihe inabilily to post collateral is sufficienl cause to terminate conlracls and liquidate all posilions 

Duke Energy also oblains cash or lellers of credil from cuslomers to provide credil support outside of collateral agreements. where appropriate, based on its financial 
analysis of lhe customer and Ihe regulalory or contractual tcnns and conditions applicable l o  oach transaclion 

81 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Collaleral amounts held or posled may be fixed or may vary dependrng on the terms of the collateral agreement and the nature of the underlying exposure and cover 
normal purchases and normal sales, hedging conlracls, and optimization conlracts outslanding Duke Energy may be required lo return certain held collaleral and posl 
additional collaleral should price movements adversely impact the value of open mniracts or posilions In many cases, Duke Energy's and ils counlerpariies' publicly disclosed 
credil ralings iiiipacl the amounts of addilional collateral to be posled If Duke Energy or its affiliates have a credit rating downgrade, it could result in reductions in Duke 
Energy's unsecured lhresholds grenled by counlerparlies Likewise, downgradcs in credil ralings of countcrparties could requirc counlerpartics lo posl addilional collateral to 
Duke Energy and its affiliates (See "Liquidity and Capital Resources-Financing Cash Flows and Liquidily" for addilional discussion of downgrades ) 

interest Rate Risk 

Duke Energy is exposed lo risk resulling from changes in interest rales as a resull of ils issuance of variable and fixed rale debl and commercial paper Duke Energy 
manages ils interest rate exposure by limiting its variable-rale exposures to percentages of tolal capitalization and by monitoring the effects of market changes in interest rates 
Duke Energy alw enlers iiilo financial derivative inslrurnenls. including. bul rid limiled lo, inleresl !ale swaps. swaplions and U S Treasury lock agreerrienls to manage and 
miligale interest rale risk exposure (See Notes 1. 8. and 15 to the Consolidaled Financial Stalemenls. "Summary of Significant Accounling Policies," "Risk Management and 
Hedging Aclivities. Credil Risk, and Financial Instruments." and "Deb1 and Credil Facilities ") 

Based on a sensitivity analysis as of Decemqer 31, 2006, il was eslimaled Ihat if market jnleresl rates average 1% higher (lower) in 2007 than in 2006, interest expense, 
ni PQ s ' ' ses lransferred lo S eclra . .  

ne o o se ing impac s i 
En!erky'k J k m r y  , O d 7 . ' ~ ~ ~ e ~ ~ ~ ~  in 2006 lhan in 20!5. it was 
estimated that interest expense, net of offsetting impacls in interest income, would have increased (decreased) by approximalely $9 million These amounts were estimated by 
considering the impact of the hypothetical inlerest rales on variable-rate securities outslanding, adjusted for interest rale hedges, short-term investmenls. cash and cash 
equivalents outslanding as of Doccmbor 31, 2006 and 2005 Tho dccrcase in inlorcst ratc sensilivily was primarily due lo Ihe exclusion of inleresl rate risk, principally 
subsidiary debt and swaps. related lo businesses lransfened lo Spectra Energy If interest rates changed significantly, management would likely lake actions lo manage its 
exposure to the change However, due lo Ihe uncertainly of the specific aclions that would be taken and their possible eflecls. Ihe sensiliviiy analysis assumes no changes in 
Duke Energy's financial slruclure 

Equity Price Risk 

Duke Energy mainlains lrusl lunds. as required by lite NRC and Ihe NCUC, lo fund the cosls of nuclear decommissioning (See Note 7 lo Ihe Consolidaled Financial 
Slalements, "Asset Retirement Obligalions") As of December 31, 2006 and 2005, these funds were invested primarily in domeslic and inlernalional equity securities. 
lixed-rate. fixed-income securilies and cash and cash equivalenls Per NRC and NCUC) requirements, Ihese funds may be used only for activilies related to nuclear 
decommissioning Those investments are exposed to price fluclualions in equily markets and changes in interest rates Accounting for nuclear decommissioning recognizes 
that costs are recovered lhrough U.S Franchised Electric and Gas' rates, and fluctuations in equity prices or inleresl rates do no1 atlecl Duke Energy's consolidated results of 
operalions Earnings or losses oflhe fund will ollimately impacl Ihe amounl of costs recovered from U.S. Franchised Eleclric and Gas' tales 

Bison, Duke Energy's wholly owned captive insurance subsidiary, mainlains investments to fund various business risks and losses, such as workers compensation, 
property, business interruption and general liabiliiy Those investments are exposed to price flucluations in equity markels and changes in inleresl rates 

Duke Energy's cosls of providing non-conlribulory defined bcncfil rclircmcnl and poslrcliremenl benefil plans arc dependent upon a number of factors, such as the rates 
of rcturn on plan asscts, discount ralo, Ihe rate of increase in heallh carc cosls and contributions made to the plans. 

Foreign Currency Risk 

Duke Energy is exposed to foreign currency risk from investmenls in international affiliate businesses owned and operated in foreign countries and from certain 
commodily-related Iransaclions wilhin domestic operations To miligale risks associaled with foreign currency fluctualions, conlracls may be denominated in or indexed to the 
U S Dollar and/or local inflation rates. or inveslmenls may be naturally hedged Ihrough debt denominaled or issued in the foreign currency Duke Energy may also use foreign 
currency derivalives, where possible. lo manage its risk related lo foreign currency fluctuations To monitor its currency exchange rate risks, Duke Energy uses sensilivily 
analysis, which measures the impact of devalilalion of Ihe foreign currencies to which il has exposlire 
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In 2007, Duke Energy's primary foreign currency rate exposures are expected lo be the Brazilian Real and the Peruvian New Sol A 10% devalualion in the currency 
exchange rates as of December 31, 2006 in all of Duke Energy's exposure currencies would result in an eslimated net pre-tax loss on Ihe translation of local currency earnings 
of approximately $7 million lo Duke Energy's Consolidaled Stalemenls of Operalions in 2007 The Consolidated Balanca Sheet would be negatively impacted by approximately 
$120 million currency translation through the cumulalive translation adjustment in AQCl as of December 31, 2006 as a result of a 10% devaluation in lhe currency exchange 
rales 

OTHER ISSUES 

Spin-offof the Natural Gas Businesses In June 2006, the Board of Directors of Duke Energy authorized management to pursue a plan to creale two separale publicly 
traded companies by spinning off Duke Energy's natuml gas businesses lo Duke Energy shareholders The spin-off was effeclive January 2,2007 The new nalural gas 
company, which is named Spectra Energy, principally mnsisls of Duke Energy's Natural Gas Transmission business segment. which includes Union Gas, and also includes 
Duke Energy's 50% ownership irileresl i r i  DEFS Approximately $20 billion of assets. $13 billiori of liabililies (which includes approxirnalely $8.6 billiori of debt issued by Speclra 
Energy Capilal and ils consolidated subsidiaries) and $7 billion of common stockholders' equity were dislribuled from Duke Energy as of the date of Ihe spin-off Assels and 
liabililies of entities included in the spin-off of Speclra Energy were transferred from Duke Energy on a historical cost basis on Ihe date of the spin-off lransaction As a resull of 
the spin-off transaction. on January 2 ,  2007, in lieu of adjusling the conversion ralio of the convertible debt, Duke Energy issued approximately 2 4 million shares of Spectra 
Energy common slock to holders of Duke Energy's convertible senior noles due 2023, consistent with Ihe lerms of the debt agreemenis. The issuance of Spectra Energy 

operations. The historical resulls of the nalural gas businesses are expected lo be lreated as discontinued operations at Duke tnergy in Iulure periods beginniPigwithtm Lsi 
quarter of 2007 The primary businesses remaining in Duke Energy post-spin are the U S Franchised Electric and Gas business segment, lhe Commercial Power business 
segmcnl, Ihe lntcrnalional Energy busincss scgment and Duke Energy's effcclive 50% interest in thc Crcscenl JV The decision lo spin off thc nalural gas business is expecled 
to deliver long-term value to shareholders 

h b i n  a pretax charqe in Ihe range of $20 million to $30 million in Duke Energy's 2007 consolidated statement of 

Energy Policy Act of2005 The Energy Policy Acl of 2005 was signed info law in Augusl 2005 The legislation direcls specified agencies to conduct a significanl number of 
studies on various aspecls of Ihe energy industry and lo implement other provisions lhrough rulemakings Among Ihe key provisions, the Energy Policy Acl of 2005 repeals the 
PUHCA of 1935, direcls FERC to establish a self-regulating electric reliabilily organization governed by an independent board wilh FERC oversight, extends the Price 
Andeison Act for 20 years (uriIil2025), provides loan guaranlees, slandby support and produdion lax credils lor new rluclear reaclors, gives FERC enhanced merger approval 
authority. provides FERC new backstop aulhority for Ihe siting of certain electric lransmission projecls, slreamlines the processes for approval and pennilling of interstate 
pipelines. and reforms hydropower relicensing FERC's enhanced merger authority will no1 apply lo transactions pending with Ihe FERC as of Augusl 8, 2005, such as the Duke 
Energy and Cinergy merger, as discussed in Nole 2 lo the Consolidated Financial Stalements, "Acquisitions and Disposilions" In late 2005 and early 2006, FERC initiated 
several rulemakings as directed by the Energy Policy Acl of 2005 Duke Energy is currenlly evalualing these proposals and does not anticipate thal these rulemakings wilt have 
a material adverse eflecl on ils consolidated results of operations. cash flows or financial position 

Global Qirnale Change The greenhouse gas policy of Ihe United Slates currently lavors voluntary aclions lo reduce emissions and conlinued research and lechnology 
development over near-term mandatory greenhouse gas emission reduclion requiremenls Although several bills have been introduced in Congress lhal would mandate 
greenhouse gas emission reductions, none have advanced through Ihe legislature and presently there are no federal mandalory greenhouse gas reduction requirements While 
it is possible lhal Congress will adopt some form of mandalory greenhouse gas cmission reduclion legislalion in the fulure. lhe liming and specific requiremenls of any such 
legislalion are highly uncertain. Several Northeaslern slates and California are in the process of developing their own mandalory greenhouse gas emission reduction programs; 
none of which will impact Duke Energy's operalions 

Duke Energy supports Ihe enaclmenl of 1J S federal legislation that would require a gradual Iransilion to a lower carbon-intensive economy Legislation preferably would 
be in the form of a federal-level carbon tax or cap-and-trade based program Duke Energy. believing lhal it is in Ihe best inleresl of its investors and customers to do so. is 
actively participating in Ihe evolution of federal policy on lhis importanl issue 

Duke Energy's proactive role in climate change policy debales in the United States does no1 change the uncertainly around such policy. Due lo Ihe speculative outlook 
regarding U S federal policy, Duke Energy cannot estimate the potenlial effect of future U S greenhouse gas policy on ils future consolidated resulls of operations. cash flows 
or financial position Duke Energy will assess and respond to the potential implications of U S greenhouse gas policy for ils business operations if policy becomes sufficienlly 
developed and certain to support a meaningful assesmen1 
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This disclosure related lo Ihe global climale change excludes developmenls In Canada due lo the spin-off of Duke Energy's nalural gas businesses on January 2, 2007 

(For additional inlormation on other issues related lo Duke Energy, see Nole 4 lo Ihe Consolidated Financial Statements, "Regulalory Matters" and Nole 17 lo the 
Consolidated Financial Slalemenls, "Commilmenls and Conlingencies ") 

New Accounting Standards 

Thc following ncw accounling standards have bccn issued, but havc ncl yet been adoplcd by Dukc Encrgy as of Dccembcr 31,2006: 

SFAS No 155, "Accounling for &/fain HybridFinanciallnsf~menfs--an amendment ofFASB Statements No. 733 and 140"(SFAS No 155) In February 2006, Ihe 
FASB issued SFAS No 155, which amends SFAS No. 133, '%Accounting /or Derivative lnswmenfs andHedging Activifies"and SFAS No. 140, 'Xccounting for Translers and 
Servicing offinancial Assefs and€xfinguis/?ments olLiabilifies"(SFAS No. 140) SFAS No 155 allows financial inslrumenls that have embedded derivatives to be accounted 
for a1 fair value a1 acquisition, a1 issuance. or when a previously recognized financial instrument is subject lo a remeasurement (new basis) event, on an 
irislrunienl-by-irislrunieril basis. in cases in which a derivalive would olhervise have lo be bifurcaled SFAS No 155 is elleclive for Duke Energy for all financial inslrumenls 
acquired, issued, or subjecl lo remeasuremenl afler January 1. 2007. and forcerlain hybrid financial inslrumenls that have been bifurcaled prior lo Ihe effeclive dale, for which 
the effect is to be reDOrk?d as a cumulative-effect adjiislmenl to beginning relained earnings. Duke Energy does no1 anticipale Ihe adoption of SFAS No 155 Will have any 
material impact on ils consolidaled resulls of operations. cash tlows or tlnancial p m  

SFAS No 156, "Accounting for Servicing ofFlnancial Assets-an amendment ofFASB Statement No 740"fSFAS No 156) In March 2006, the FASB issued SFAS 
No 156, which amends SFAS No 140 SFAS No 156 requires recognition of a servicing asset or liabilily when an enlily enlers inlo arrangements lo service financial 
inslrumenls in certain silualions Such servicing assets or servicing liabililies are required 10 be initially measured at fair value, if practicable SFAS No 156 also a l low an enlily 
lo subsequently measure ils servicing assels or servicing liabilities using either an amortization method or a fair value melhod SFAS No 156 is effeclive for Duke Energy as of 
January 1, 2007, and musl be applied prospeclively, except Ihal where an enlily elects lo remeasure separately recognized existing arrangements and reclassify certain 
availablc-for-sale securilics to trading securities. any effccls rnusl be reporlcd as a cumulalive-effec( adjuslmcnt to retained earnings Duke Energy docs not anticipate Ihe 
adoption of SFAS No 156 will have any material impact on ils consolidaled results of operalions, cash flows or financial position 

SFAS No 157, "Fair Value Measurements"(SFAS No 157) In Seplember 2006. the FASB issued SFAS No 157, which defines fair value, eslablishes a framework for 
measuring fair value in GAAP. and expands disclosures a h u l  fair value measurements. SFAS No 157 does no1 require any new fair value measurements However, in some 
cases, Ihe application of SFAS No 157 may change Duke Energy's current practice for measuring and disclosing fair values under olher accounting pronouncemenls Ihal 
require or perniil fair value rrieasuremenls For Duke Energy, SFAS No 157 is elfeclive as of January 1. 2008 and rnusl be applied prospeclivety excepl in cerlain cases Duke 
Energy is currenlly evaluating the impact 01 adopting SFAS No 157, and cannot currently eslimale the impact of SFAS No 157 on its mnsolidated resulls of operations. cash 
flows or financial posifinn 

SFAS No 159, "The Fair Value Option for Financial Assets and Financial Liabilities" (SFAS No 759) In February 2007, Ihe FASB issued SFAS No 159. which permits 
entities lo choose to measure many financial instruments and cerlain olher i t e m  at fair value For Duke Energy, SFAS No 159 is effective as of January 1. 2008 and will have 
no impacl on amounts presenled lor periods prior lo Ihe effeclive dale. Duke Energy cannot currently eslimale Ihe impacl of SFAS No 159 on its consolidated results of 
operalions, cash flows or financial position and has no1 ye1 determined whether or not il will choose lo measure ilems subjecl to SFAS No 159 a1 fair value 

FASB lnterprefafion No 48. "Accounting lor Uncertaintyin lncome Taxesan  inferpwtation ofFASB Statement No 109" (FlN 48) In July 2006, the FASB issued FIN 48, 
which providcs guidancc on accounling for incomc lax positions aboul which Duke Encrgy has wncludcd there is a lcvcl of unccrlainty with respccl lo lhe rccognilion in Duke 
Encrgy's financial slalemcnls FIN 48 prescribes a minimum recognition thrcshold a tax position is rcquircd lo mccl Tax posilions arc defined very broadly and include no1 only 
lax deduclions and credits bul also decisions no1 lo file in a particular jurisdiction. as well as the taxability of transactions Duke Energy will implement FIN 48 effective 
January 1, 2007 The implemenlalion is expected lo resull in a cumulalive effect adjustment lo beginning Relained Earnings on Ihe Consolidated Statement of Common 
Stockholders' Equity and Comprehensive Income (Loss) in Ihe firs1 quarter 2007 in the range of $15 million lo $30 million Corresponding cnlries will impact a variely of balance 
sheet line items. including Delerred Income Taxes, Taxes Accrued. Olher Liabilities. and Goodwill Upon implemenlalion of FIN 48, Duke Energy will reflect inleresl expense 
related lo laxes as lnleresl Expense, in Ihe Consolidaled Slalement of Operations In addilion, subsequenl accounling for FIN 48 (afler January 1.2007) will involve an 
evalualion lo determine il any changes have occurred that would impact the exisling uncerlain lax posilions as well as 
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determining whether any new lax posilions are uncertain Any impacls resulting from the evaluation of existing uncertain lax posilions or from the recognition of new uncertain 
lax posilions would impact inmme lax expense and interest expense in the Consolidated Slatemenl of operations, wilh oflselling impacts lo the balance sheel line ilems 
described above Because of Ihe spin-off of Spectra Energy in Ihe firs1 quarter of 2007, certain liabililies and deferred tax assets related lo uncerlain tax positions filed on 
Spectra Energy lax relurns will be removed from Duke Energy's balance sheet Uncertain lax posilions on consolidaled or combined tax returns filed by Duke Energy which are 
indemnified by Spcclra Enorgy vdl be rccordod as rcccivablcs from Spoclra Energy 

FASB SfailPosifion (FSP) No. FAS 123fRj-5, "Amendment ofFASB SfallPosition FAS 123(R)- I"(FSP No. FAS /23(R)-5) In October 2006, the FASB staff issued FSP 
No FAS 123(R)-5 lo address whelher a modification of an inslrumenl in conneclion wilh an equity reslructuring should be considered a modificalion for purposes of applying 
FSP No FAS 123(R)- 1 ,  "Classification and Measurement of Freesfanding Financial lnstmmenfs Or&inallylssued in Exchange :or Employee Services underFAS5 Sfafement 
No 123(R) (FSP No FAS 123(R)-ij " In August 2005. the FASB staff issued FSP FAS 123(R)-1 lo defer indefinitely Ihe elfedive dale of paragraphs A230-A232 of SFAS 
No 123(R). and lliereby require eritilies lo apply Ihe lecogniliorl arid measuremeril provisions of SFAS No 123(R) lhrouglloul Ihe life of an instrumenl, unless Ilie inslrumenl is 
modified when the holder is no longer an employee The recognilion and measurement of an inslrument that is modified when Ihe holder is no longer an employee should be 
determined by other applicable generally accepled accounling principles FSP No. FAS 123(R)-5 addresses modificalions of slock-based awards made in conneclion with an 
eqiiily restructuring anrl clarifies lhal for inslruments thal were originally issued as employee compensalion and then modified, and thal modification is made to Ihe terms of the 
inslrument solely lo reflecl an equity restructuring lhal occurs when the holders are no longer employees, no change in Ihe recognition or the measurement (due to a change in 
classificalion) of those inslrumenls will result f certain conditions are me1 This FSP is effective for Duke Energy as of January 1, 2007 The impacl lo Duke Energy of applying 
FSP No FAS 123(R)-5 in subsequent periodswill be dependent upon Ihe nature of any modificalions to Duke Energy's share-based cornpensalion awards 

FSP No. AUG AIR-1, "Accounting lorPlanned Major Mainfenance Acfivifies,"(FSP AUG AIR- /) In September 2006. the FASB Staff issued FSP No AUG AIR-I This 
ancial reportinq periods, if no liability is tsp p r o n i D D D  fin 

required to be rccordcd for an asset retirement obligalion based on a legal obligalion for which thc event obligating the entily has occurred The FSP also requires disclosures 
regarding Ihe method of accounling for planned major maintenance activities and the effecls of implementing the FSP The guidance in this FSP is effeclive for Duke Energy as 
of January I ,  2007 and will be applied and relrospeclively for all financial statements presented Duke Energy does no1 anlicipale the adoplion of FSP No AUG AIR-1 will have 
any malerial impacl on its consolidated results of operalions. cash flows or financial position 

. .  . . .  . . .  

ElJF lssue No 06-3. "How Taxes CoIlecfed from Customers andRemiffed to Governmental Aufhorilies Should Be Presenfedin flie Income Statement (That Is, Gross 
versus NelP~sentation)"~€lJFFNo. 06-3) 111 June 2006, the ElTF reached a consensus or1 ElTF No 06-3 lo address any lax assessed by a governniental aulhorily lhal is 
direclly imposed on a revenue-producing Iransaclion between a seller and a customer and may include, but are not limiled to. sales, use. value added, and some excise taxes 
For taxes wilhin Ihe issue's scope. ihe consensiis requires lhal enlilies presenl such taxes on either a gross (i e included in revenues and costs) or net (i e exclude from 
revenues) basis according lo their accounting policies, which should be disclosed If such taxes are reported gross and are significant, enlilies should disclose the amounts of 
those taxes Disclosures may be made on an aggregale basis The consensus is effective for Duke Energy beginning January 1 .  2007 Duke Energy does not anlicipale the 
adoption of ElTF No 06-3 will have any material impact on its consolidated resulls of operations, cash flows or financial position 

El JF lssue No 06-5, "Accounting lor Purchases of Life Insurance--Delermining the Amount That Could Be Realizedin Accordance wifh FASB Teclmical Bulletin 
No 8 5 - 4  (EIJF No 06-5) In June 2006, the ElTF reached a consensus on the acmunling for corporale-ownad and bank-owned life insurance policies EITF No 06-5 
requires lhal a policyholder considor the cash surrender value and any additional amounls lo be received under the wntraclual terms of the policy in detormining the amount 
lhal could be realized under Ihe insurance conlracl Amounts lhal are recoverable by the policyholder a1 the discretion of !he insurance mmpany must be excluded from the 
amount thal could be realized Fixed amounls that are recoverable by the policyholder in future periods in excess of one year from the surrender of the policy must be 
recognized a1 Iheir presenl value ElTF No 06-5 is effective for Duke Energy as of January 1,2007 and must be applied as a change in accounting principle through a 
cumulative-effecl adjustment to relained earnings or other componenls of equily as of January 1, 2007 Duke Energy does no1 anlicipate Ihe adoplion of EITF No 06-5 will 
have any material impact on ils consolidated resulls of operations. cash flows or financial posilion 

ElTF Issue No 06-6, "DeDtor's Accounfirlg for a ModifCalion (or Exchange) of Convertible &btlnsfmmenfs"(ElF No 06-13 In November 2006, the ElTF reached a 
consensus on ElTF No 06-6 ElTF No 06-6 addresses how a modificalion of a deb1 inslrument (or 
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an exchange of debl instruments) that alfecls the lerms 01 an embedded conversion option should be considered in the issuer's analysis of whether deb1 exfinguishmenl 
accounting should be applied, and turlher addresses the accounling lor a modification of a debt inslrumenl (or an exchange of debl instruments) that affects the lerrns 01 an 
embedded conversion option when exlinguishmenl accounting is no1 applied. ElTF No. 06-6 applies to modifications (or exchanges) occurring in interim or annual reporting 
periods beginning after November 29,2006, regardless of when Ihe instrumenl was originally issued Early applinlion is permilled for modificalions (or exchanges) occurring in 
pcriods for which financial slatcmenls have no1 been issucd There wcre no modifications to, or cxchangcs of, any of Duke Energy's debl inslrumenls within the scope of ElTF 
No 06-6 in 2006 ElTF No 06-6 is effeclive for Duke Energy beginning Janualy 1,2007 The impact lo Duke Energy of applying ElTF No. 06-6 in subsequent periods will be 
dependent upon the nature of any modificalions lo, or exchanges 01, any debt instruments within Ihe scope of ElTF No 06-6 Refer lo Note 15, "Debt and Credit Facilities" 

Item 7A. Quantitative and Qualitative Disclosures About Market Risk. 

See 'Managemenl's Discussion and Analysis of Results of Operations and Financial Condilion. Quanlitalive and Qualilative Disclosures Aboul Market Risk " 
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Item 8. Financial Statements and Supplementary Data. 

REPORT OF {NDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Slockholders of Duke Energy Corporation: 

We have audilcd lhc accompanying consoltdalcd balance shccls of Dukc Encrgy Corporation and subsidiaries (Ihc 'Company") as of December 31,2006 and 2005, and 
the related consolidaled slalemenls of operations, stockholders' equity and comprehensive income, and cash llows for each of the three years in the period ended December 
31, 2006 Our audils also included the consolidated financral slalemenl schedule lisled in the Index a1 Item 15 These financial slalemenls and financial slalemenl schedule are 
the responsibility of the Company's managemenl Our responsibility is lo express an opinion on the linancial slalemenls and financial slalement schedule based on our audils 

We conducted our audits in accordance wilh the slandards of Ihe Public Company Accounling Oversighl Board (United Slales) Those sfandards require Ilia1 we p'BiT3iiC 
oerform the audil lo obtain reasonable assurance aboul whether the financial slatemenls are free of matenal misstatement An audit includes examining, on a lest basis. 
evidtxii:e sLppurliiiy llie a r ~ i ~ ~ i i l ~  aiid disclosuies iri  Ilie fiivaricial slaleirieiils Ai1 audil also iricludes assessing llie accounl.rig pririciples used arid sigrii6caiil esliinales made 
by managernenl, as v ~ l i  as evalualing the overal linancial slalemciit presentation Wc? bclievc tlial our audils provlde a reasonable basis for our opinrori 

In oiir opinion, siir:h consolidated financial slalernents present fairly. in all malr?rial rcspecls, Ihe financml pnsilinn nl Diikr? Energy Corporation and s.ios diaries as of 
December 31, 2006 and 2005, and Ihe rcsulls of lheir operalions and lheir cash llows for each of the Ihree years in Ilie period ended December 31, 2006. in conformily will1 
accounting principles generally accepted in the Unilcd Stales of Ainerica Also, in our opinion. such firiancial stalerneni schedule. vihen considered in rclalion to Ihe basic 
consolidaled financial slalernerils laken as a L'inole, presents fairly. in all rnnlerial respecls lhc inlormallon sel loilli lhcrein 

As discussed in Nole 1 lo Iho consol oalod financial slalemenls. in 2006 Ihe Company cliangcd its mclliod 01 accoLnl ny for dofined benefil pension and olhcr 
poslreliremenl plans as a result 01 adopling Slalemcnl of Financial Accounliiig Siandard No 158. Employers' Accounting for DefirredBer~olil Pension and Olli@rPoslreli~menl 
Plans 

As discusscd in Nolcs 1 end 25 10 Ihc consolidalcd financial slalcmcnls. Ihc Company's spin-of1 01 Ihc nalLral gas businesses vms mmplclcd on Januaiy 2, 2007 

We have also audiled, in accordarice wilh llie slandards 01 Ihe Public Company Acmunling Oversighl Board (Uniled Slales]. Ihe cffecliveness 01 Ihe Company's internal 
conlrol over financial repoil ng as of December 31,2006, bascd on the crileria eslablished in Internal Coiitrol -Integrated Framework issued by the Cornmiltee 01 Sponsoring 
Organiralions of lhe Treadway Commission and our reporl daled March 1 ,  2007 expressed an tinqualified opiiiion on maiiagemciil's assessment of llie ellecliveness of Ihe 
Company's irilernal conlrol over finaricial reponing and an u n q u a  ilied opinioii on Ihe eflecliveiicss of llie Company's internal control oier financial repofling 

/s/ DELOITTE 8 TOUCHE LLP 

Charlotte, North Carnlina 

March 1,2007 
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DUKE ENERGY CORPORATION 

Consolidated Statements of Operations 

(In millions, except  per-share amounts) 

Years Ended December.31. - 
2006 2005 2004 

(20) 1,225 

- 12 9 
Earninas Available For Common Stockholders $ 1.863 $ 1,812 $ 1.481 
Dividends and Premiums on  Redemption of Preferred and Preference Stock - 

1,170 934 
1,188 970 

$ 173 $ 2 6 9  $ 
$ 170 $ 2 6 0  $ 

$ (0 14) $ (075 
$ (0 13) $ (072 

$ 159 $ 194 $ 
$ 1 5 7  $ 1 8 8  $ 1 5 4  

$ 1 5 9  $ 1 9 4  $ 1 5 9  
$ 1 5 7  $ 1 8 8  $ 1 5 4  
$ 1 2 6  $ 1 1 7  $ 1 1 0  

See Notes to Consolidated Financial Statements 
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(In millions) 

December 31, 

2006 2005 

Cash and cash equivalents 
Short-term inveslrnenls 

320 269 

See Notes to Consolidated Financial Statements 
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Consolidated Balance Sheets-(Continued) 

(In millions, except per-share amounts) 

December 31, 

2006 2005 

lnleresl accrue 

2,301 2,050 

Total deferred credils and oltier liabililies 1 7  062 14.570 
Commitments and Contingencies 
Minoritv Interests 005 749 
Common Stockholders’ Equity 
Common stock, $0 001 Dar value nd December 3 I .. . , 

1 - 2005, respectively 

iesoectiweb - 11) 446 
Common stock, no par, 2 billion shares authorized. zero and 928 million shares oulstanding a1 December 31,2006 and December 31,2005, 

Addiiional paid-in capdal 19,854 - 
5652 5,277 

Total Liabilities and Common Stocltholders’ Equity $60700 $5472 

See Notes i o  Consolidated Financial Statements 
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PART II 

DUKE ENERGY CORPORATION 

Consolidated Statements of Cash Flows 

(In millions) 

Years Ended December 31. 

2006 2005 2004 

Deprecialion and amortualion (including amortiza 
Cumulative effect of change in accountin0 pnnclpl 
Gains on sales of inveslmenls in commercial and 

of unconwlidaled affiliates 

and unrealized mark- to-market and hedging transacttons 

Acquisitions, net of cash acquired 
Cash acquired from acquisilion or 
Purchases of available-lor--sale s 

Long-term debt 
Preferred stock of a subsidiary 

Decrease in cash overdrafts 
Notes payable and commercial paper 
Dislribulions to minorily inlcresls 
Contribulions from minorily interests 
Dividends paid 

Cash and cash equivalents at end of period $ 948 $ 511 $ 533 
~ 

Supplemental Disclosures 
Cash paid for inleresl. ne1 of amount ca $ 1.154 $ 1,089 $ 1,323 
Cash paid (refunded) for income taxes $ 460 $ 546 $ (339) 
Acquisition of Cinergy Corp 

Fair value of assels acquired $ - -  
Liabilities assumed $ - -  
Issuance of common stock $ 8,993 $ - B -  

Conversion of convertible n 28 $ - 
AFUDC-equlty component 
Transfer of DEFS Canadian Facilitm 
Deb1 retired in connection with dispos 

Significant non-cash transadions 
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Note receivable from sale or soulheastern plants 
Rernarkeling of senior noles 

See 

$ -  $ - -  
$ -  $ -  $ 1,625 

loles lo Consolidaled Financial Slalemcnls 
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DUKE ENERGY CORPORATION 

Consolidated Statements of Common Stockholders' Equity 

and Comprehensive Income 

(In millions) 

Accumulated Other Comprehensive lncomc (Loss) 

Net Gains 
(Losses) on Minimum 

Common Additional Foreign Cash Pension SFAS 
Slock Common Paid-in Retained Currency Flow Liability No 158 

Shares Stock Capilal EarninqsAdlustments Hedqes Adlustmen1 Adiustment Other Total 

Ne1 unrealtzed gams on cash IIOVJ hedges (b) - - - - - 31 1 - - - 31 1 
Reclassilicalion inlo earnings lrom cash l l o v ~  

- (83) - - _ _  - - (83) - hedoes (c) 
28 - _ _  - 28 M i n i m h  pc'nsion liability adjustment (d) __ - - _ _ -  

- -  
Reclassification into earnings lrom cash flow 

Minimum pension Iiabilty adjustmenl (d) 
Other (9 - 17 17 

Conversion of Cinergy option 

Conversion of d 
Tax benefit due 

(a) Foreign currency translation adjustments. net 01 $62 tax benefit in 2005 The 2005 tax benefit related to the settled net investment hedges (see Nole 8) Substantially all of 
the 2005 tax benefit is a correction of an immaterial accounling error related lo prior periods 

Net unrealized gains on cash flow hedges, net of $3 tax expense in 2006, $233 lax expense in 2005, and $170 tax expense in 2004 (b) 
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(c) Reclassificalion info earnings from cash flow hedges, net of $19 tax expense in 2006, $583 lax benefit in 2005, and $45 tax benefit in 2004 Reclassificalion into earnings 
lrom cash flow hedges in 2006, is clue primarily to the recognilion of Duke Energy Norfh America's (DENA) unrealized ne1 gains related lo hedges on forecasted 
lransaclions which will no longer owur as a result of Ihe sale to LS Power of substantially all of DENA's assels and contracts outside of the Midwestern Uniled States and 
certain contractual posilions related Io Ihe Midweslern assets (see Noles 8 and 13) 

Minimum pension liability adjustmonl. nct of $0 lax bcncfii in 2006, $228 tax expense in 2005, and $18 lax cxpensc in 2004 

Adjustment due to SFAS No 158 adoption, net of $144 tax benefil in 2006 Excludes $595 recorded as a regulatory asset (see Note 22). 

Net of $9 tax benefit in 2006, and $10 tax expense in 2005 

(d) 

(e) 

(0 

See Noles lo Consolidated Financial Statements 
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DUKE ENERGY CORPORATION 

Notes To Consolidated Financial Statements 

For the Years Ended December 31,2006,2005 and 2004 

1. Summary of Significant Accounting Policies 

Nature of Operations and Basis of Consolidation. Duke Energy Corporation (colleclively with its subsidiaries, Duke Energy). is an energy company located in the 
Americas These Consolidated Financial Statements include, after eliminating intercompany lransaclions and balances. the accounls of Duke Energy and all majorily-owned 
subsidiaries where Duke Energy has control, and lhose variable interest entilies where Duke Energy is the primary beneficiary These Consolidaled Financial Slatemenls also 
reflect Duke Energy's proportionate share of certain generation and transmission facilities in North Carolina and Ihe Midwest 

Duke Energy Holding Corp (Duke Energy HC) was incorporated in Delaware on May 3,2005 as Deer Holding Corp, a wholly-owned subsidiary of Duke Energy 
Corporation (Old Duke Energy) On April 3, 2006, in accordance with their previously announced merger agreement. Old Duke Energy and Cinergy Corp (Cinergy) merged into 
wholly-owned subsidiaries of Duke Energy HC, resulling in Duke Energy HC becoming the parenl enlily In connection with the closing of Ihe merger transactions, Duke 
Energy HC changed its name lo Duke Energy Corporation (New Duke Energy or Duke Energy) and Otd Duke Energy converted info a limited liabitify company named Duke 
Power 'ompany ' s u  sequen y rei1 
outstankg sharf%din&y c o i h o n  sk-1 56 ;hare:;lEh 
shares. Addilionally. 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 secunlics regulations governing financial slalemcnl filing Therefore, lhc accompanying Consolidated Financial Statements reflcct the resulk 
of operations of Old Duke Energy for the three monlhs ended March 31,2006 and Ihe years ended December 31,2005 and 2004 and the financial posilion of Old Duke Energy 
as of December 31,2005 New Duke Energy had separate operations for the period beginning with Ihe effeclive date of the Cinergy merger, and references lo amounts for 
periods afler the closing of lhe merger relate to New Duke Energy Cinergy's results have been included in Ihe accompanying Consolidated Slatemenls of Operations from Ihe 
effective date of acquisition and thereafter (see "Cinergy Merger" in Note 2) Both Old Duke Energy and New Duke Energy are referred to as Duke Energy herein 

,-,, 

Shares of common stock of New Duke Energy carry a staled par value of $0 001, while shares of common stock of Old Duke Energy had been issued at no par In April 
2006, as a resull of Ihe conversion of all oulstanding shares of Old Duke Energy common slock lo New Duke Energy common slock, the par value of the shares issued was 
recorded in Common Stock wilhin Common Stockholders' Equity in Ihe Consolidaled Balance Sheels and the excess of issuance price over staled par value was recorded in 
Additional Paid-in Capital within Commn Stockholders' Equity in the Consolidated Balance Sheels Prior to the conversion of mrnmon slock from shares of Old Duke Energy 
to New Duke Energy, all proceeds from issuances of common stock were solely reflected in Common Slock within Common Stockholders' Equity in the Consolidated Balance 
Sheels 

On Seplember 7, 2006, Duke Energy deconsolidaled Crescent Resources, LLC (Crescent) due lo a reduction in ownership and its inabilily lo exercise control over 
Crescenl (see Note 2) Crescenl has been accounted for as an equity method inveslmenl since the dale of deconsolidalion 

Effeclive July 1, 2005, Duke Energy has deconsolidated DCP Midslream, LLC (formerly Duke Energy Field Services, LLC) (DEFS) due lo a reduclion in ownership and ils 
inability lo exercise control over DEFS (see Nolc 2) DEFS has been subscquently acmunled for as an equity method invosfment 

On January 2 ,  2007, Duke Energy completed Ihe spin-off of its natural gas businesses, including Duke Energy's505L interest in DEFS, to shareholders The new natural 
gas business. which is named Speclra Energy Corp (Speclra Energy), consisls principally of the operations of Spectra Energy Capilal LLC (Speclra Energy Capital. formerly 
Duke Capilal LLC), excluding certain operations which were transferred from Speclra Energy Capital lo Duke Energy in December 2006, primarily lnlernational Energy and 
Duke Energy's effeclive 50% inlerest in Ihe Crescent JV The use of the term Speclra Energy Capilal relates lo operations of the former Duke Capital LLC or the post-spin 
Speclm Energy Capilal. as the conlexl requires Amounts contained in these Notes. as well as the accompanying Consolidated Financial Statemenls, include assels and 
liabililies. tesulls of operalions arid cash flows, as well as certain liligalion m l le rs  and guaranlee obligalions. which have been Iransferred lo Speclra Energy as par1 of Ihe 
spin-off 

Use of Estlmates To conform Io generally accepled accounting principtes (GAAP) in the United Stales. management makes eslimates and assumptions lhal affect the 
amounts reported in Ihe Consolidated Financial Statements and Notes Although these estimates are based on management's best available knowledge at Ihe time, actual 
results could differ 

Source Duke Energy Holding, 10-K, March 01, 2007 
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Reclassifications and Revisions. Certain prior period amounts have been reclassified within the Consolidated Slalemenls of Cash Flows lo conform lo current year 
presenlalion 

Cash and Cash Equivalents. All highly liquid inveslnienls wilh original malurilies of lhree monllls or less a1 lhe dale of acquisilion are considered cash equivalents 

Restricted Funds Held in Trust. AI December 31.2006, Duke Energy had approximalely $212 rrlillion of reslricled cash relaled primarily lo proceeds from deb1 
issuances lhal are held in Irusl. primarily for Ihe purpose of funding fulure environmenlal expenditures This amounl is reflected in Olher Investments and Olher Assels on the 
Consolidated Balance Sheets 

Short-term Investments. Duke Energy actively invests a portion of ils available cash balances in various flnancial instruments, such as tax-exempl debl securities that 
lrequenlly have slaled malurilies 01 20 years or more and tax-exempt money markel preferred securilies These instruments provide for a high degree of liquidity lhrough 
features such as daily and seven day noiice put options and 7,28, and 35 day auclions which allow lor the redemption of the investments a1 their face amounts plus earned 
income As Duke Energy inlends Io sell these inslrumenls wilhin one year or less, generally wilhin 30 days from the balance sheel date, they are classified as current assets 
n:*-rt-lerm invedmenls lhal are debi securities as available-for-sale under Slalemenl of Financial Accounting Slandards (SFAS) No 115, 
"Acmunling For Certain l n v e s t m e n ~ m e n l s  in -;U 
securilies lhal do no1 have slaled redemptions are accounled for a1 their cosl, as the carrying values approximate market values due to their short-term malurilies and no credil 
risk Realized gains and losses and dividend and inleresl income relaled lo these securities, including any amortization of discounts or premiums arising a1 acquisilion, are 
included in earnings as incuned Purchases and sales of available-for-sale securilies are presenled on a gross basis wilhin lnvesling Cash Flows in Ihe accompanying 
Consolidaled Slalemenls of Cash Flows 

Inventory. Invenlory corisisls piiiriarily of inalerials and supplies and rialural gas held in storage for Iransmission. processing and sales commilrrienls; and coal held for 
eleclric generalion Inventory is recorded a1 Ihe lower of cost or market value, primarily using Ihe average cosl method The increase in inventory at December 31, 2006 as 
compared lo December 31, 2005 is primarily allribulable lo invenlory acquired as part of the merger wilh Cinergy 

Components of Inventory 

December 31, 

2006 2005 

(in millions) 

- - 

Molerials and supplies $ 5 8 6  
Nalural gas 290 
Coal held for eleclnc generalion 
Petroleum produds 99 

Total inventory $1,358 

383 

.__ 

- - 
Accounting for Risk Management and Hedging Activities and Financial Instruments. Duke Energy uses a number of different derivative and non-dsrivalive 

inslrumenls in connection wilh its cornmodily price, inloresl rate and foreign currency risk management aclivilics and its trading aclivilics, including swaps, futures, forwards, 
options and swaplions All derivative inslrumenls no1 designated and qualifying for the normal purchases and normal Sales exception under SFAS No 133, "Accounting for 
Derivative lnslrumenls and Hedging Aclivilies" (SFAS No 133), as amended, are recorded on the Consolidaled Balance Sheels at their fair value as Unrealized Gains or 
Unrealized Losses on Mark-lo-Markel and Hedging Transaclions Cash inflows and oulflovvs related lo derivative instruments, except those lhal contain financing elements 
and those relaled lo ne1 investment hedges and other investing activities. are a componenl of operaling cash llows in (he accompanying Consolidaled Statements of Cash 
Flows Cash inflows and oulflows relaled lo derivative instrumenls containing financing elemenls are a component of financing cash flows in the accompanying Consolidated 
Slalemenls of Cash Flows while cash inflows and oulflows relaled lo ne1 inveslmenl hedges and derivalives relaled lo olher investing aclivities are a component of invesling 
cash flows in the accompanying Consolidated Slatemenls of Cash Flows 
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Duke Energy designales all energy commodity derivalives as either trading or non-trading Gains and losses for all derivalive contracts lhal do no1 represent physical 
delivery contracts are reported on a ne1 basis in the Consolidated Statements of Operations For each of Ihe Duke Energy's physical delivery conlraclslhat are derivatives. the 
accounting model and piesenlalion of gairis and losses. or revenue and expense ir i  Ihe Consolidaled Slalenienls of Operalions is shown below 

Duke Energy 

Accounting Model Classification of Contract Presentatlon of Galns & Losses or Revenue & Expense 

Net basis in Non-regulated Electric, Natural Gas, Natural Gas Liquids (NGL), and Olher 

Fair value hedqe 

or sale oss basis 
mmodrty I 

Undesignaled Mark-lo-market(a) Ne1 basis in the retated income slalemenl calegory for inleresl rale, currency and commodity 
derivatives 

(a) An accounting lerm used by Duke Energy lo refer Io derivalive contracls for which an asset or liability is recognized at fair value and Ihe change in Ihe fair value of thal 
asset or iiability is recognired in the Consolidated Stalemenls of Operations, wilh the exception of Union Gas Limited's (Union Gas) regulated business, which is 
recognized as a rcgulalory asscl or liabilily This lerm is applied to lrading and undcsignatcd non-trading derivalive conlracls As this torm is not explicitly defincd within 
G M P ,  Duke Energy's application of lhis lerm could differ from thal of other companies 

An accounting lerm used by Duke Energy lo refer to contracts for which there is generally no recognition in the Consolidated Slatemenls of Operalions for any changes in 
fair value until lhe service is provided, the associaled delivery period OCCUE or lhere is hedge ineffectiveness As discussed further below, lhis term is applied lo derivalive 
contracts thal are accounled for as cash flow hedges, fair value hedges, and normal purchases or sales, as well as lo non-derivative contracts used for commodify risk 
management purposes As this lerm is no1 explicitly defined within GAAP, Duke Energy's applicalion of this lerm could differ from lliat of other companies 

Where Duke Energy's derivalive instruments are subjecl to a masler netting agreemenl and the crileria of the Financial Accounling Standards Board (FASB) lnlerprelation 
(RN) No 39, '~Olfselting of Amounts Related to Certain Contracts-An lnlerpretalion of Accounling Principles Board (APB) Opinion No 10 and FASB Slalemenl No. 105" (FIN 
39). are met, Duke EnerDy pressnls ils derivative assels and liahililies. and accompanying receivables and payables, on a ne1 basis in the accompanying Consolidated Balance 
Sheets 

(b) 

Cash Flow and Fair Value Hedges Qualifying energy commodity and other derivatives may be designaled as either a hedge of a forecasted lransaction or fulure cash 
flows (cash flow hedge) or a hedge of a recognized assel, liability or firm commitmenl (fair value hedge). For all hedge contracls, Duke Energy preparesformal documenfation 
of the hedge in accordance wilh SFAS No 133 In addilion, a1 inception and every three months, Duke Energy formally assesses whether the hedge contract is highly effeclive 
in offselling changes in cash flows or fair values of hedged ilems Duke Energy documents hedging aclivily by lransaclion type (fulureslswaps) and risk management strategy 
(commodity price risltlinleresl rale risk) 

Changes in lhe fair value of a derivalive designaled and qualified as a cash flow hedge, lo the extent effeclive. are included in the Consolidated Statements of Common 
Stockholders' Equily and Comprehensive Income (Loss) as Accumulated Olher Comprehensive Income (Loss) (AOCI) until earnings are affecled by the hedged lransaclion 
Duke Energy disconlinues hedge accounting prospeclively when it has determined lhat a derivative no longer qualifies as an effective hedge, or when it is no longer probable 
lhat Ihe hedged forecasled lransaclion will occur. When hedge accounting is discontinued because the derivative no longer qualifies as an effeclke hedge, the derivative is 
subjecl lo the Mark-to-Market Model of Accounling (MTM Model) prospeclively Gains and losses related l o  discontinued hedges that were previously accumulated in A w l  
will remain in AOCI until Ihe underlyirlg conlracl is reflecled in earnings; unless il is probable lhal Ihe hedged forecasled lransaclion will no1 occur ai which lime associaled 
deferred amounts in AOCl are immediately recognized in current earnings 

For derivatives designaled as fair value hedges, Duke Energy recognizes the gain or loss on Ihe derivative instrument, as well as the offselling loss or gain on Ihe hedged 
ilem in earnings, lo the exlent effeclive. in the current period All derivalives designaled and accounted for as hedges are classified in the Same category as the ilem being 
hedged in the Consolidated Slalements of Cash Flows In addilion. all componenls of each derivalive gain or loss are included in Ihe assessmenl of hedge effectiveness. 

Source. Duke Energy Halding , 10-K, March 01, 2007 



~rmalPurc l iases  andNorma/ Sabs On a limited basis, Duke Energy Carolinas and Duke Energy Ohio apply Ihe normal purchase and normal sales exceplion lo certain 
conlracts If contracls cease to meet this exception. l l ie fair value of Ihe conlrads is recognized on Ihe Consolidated Balance Sheels and the contracts are accounted lor using 
lhe MTM Model unless irrirnedialely designaled as a cash flow or faii value hedge 

As a resull of Ihe Seplember 2005 decision lo pursue the Sale or other disposition of subslanlialiy all of Duke Energy Norlh America's (DENA's) remaining physical and 
commercial assets outside the Midwestern United States. Duke Energy discontinued hedge accounting for lorwarti nalural gas and power contracls accounled for as cash flow 
hedges related to the former DENA operalions and disqualified other forward power conlracts previously designaled under the normal purchases normal sales exceplion 
effective September 2005 

Valualion When available, quoled markel prices or prices obtained lhrough exlernal sources are used lo measure a contract's lair value For contracls with a delivery 
location or duration lor which quoted market prices are no1 available, lair value is determined based o n  inlernalty developed valuation lechniques or models For derivatives 
recognized under the MTM Model, valuation adjuslmenls are also recognized in lhe Consolidaled Stalemenls of Operations 

b of SFAS Nn. 142. "Goodwill and Other lnlan~ibleAssets"(SFAS No. 142). Under 
this provision, goodwill is subject l o  an annual lesl for impairmenl Duke Energy has designated August 31 as the date it performs the annual review for goodwill impairment lor 
ils reporting units Under the provisions of SFAS No 142, Duke Energy performs the annual review for goodwill impairmenl at Ihe reporting unit level, which Duke Energy has 
determined to be an operaling segment or one level below 

Impairment testing of goodwill consists of a Iwo-slep process The firs1 slep involves a comparison of Ihe implied fair value of a reporting unil with ils carrying amount If 
the carrying amount of llie reporting unil exceeds ils fair value, the second step of Ihe process involves a comparison of Ihe fair value and carrying value of the goodwill of lhat 
reporling unil. If Ihe carrying value of llie goodwill of a reporling unil exceeds llie implied lair value of Itial goodvdll, an impairrrieril loss is recognized in an arnouril equal lo Ihe 
excess Addilional impairmenl tests are performed between lhe annual reviews i f  evenls or changes in circumslances make it more likely than not that the fair value of a 
reporting unil is below ils carrying amount 

D ike  Energy primarily uses a dismunled cash (low anatysis lo delermine lair value Key assumplions in the determination of fair value include Ihe use of an appropriale 
discounl rate, estimated future cash flows and an estimaled run rates of operation, maintenance, and general and adminislrative costs In estimating cash flows, Duke Energy 
incorporates expected growlh rates, regulalory stability and ability to renew conlracls as well as olher faclors inlo ils revenue and expense forecasts 

Other Long-term Investments. Other long-term inveslmenls, primarily markelable securilies held in the Nuclear Decommissioning Trust Funds (NDTF) and the caplive 
insurance investmenl portlolio, are classified as available-lor-sale securities as management does no1 have the inlenl or ability to hold the securities to maturity, nor are lhey 
bought and held principally for selling them in the near term The securities are reported at fair value on Duke Energy's Consolidated Balance Sheets llnrealired and realired 
gains and Iosscs, net of lax, on the NDTF arc rcflcclcd in rcgulalory asscls or liabilities on Dukc Energy's Consolidated Balancc Shcets as Duke Encrgy expccls to rccovcr all 
costs for decommissioning ils nuclear generalion assets lhrough regulaled rates Unrealized holding gains and losses, ne1 01 lax, on all other available-lor-sale securities are 
reflected in AOCI in Duke Energy's Consolidaled Balance Sheets unlil lhey are realized, al which lime they are reflecled in earnings. Cash flows from purchases and sales of 
long-term investmenls (including the NDTF) are presenled on a gross basis wilhin investing cash flows in the accompanying Consolidated Stalernenls of Cash Flows 

Property, Plant and Equipment. Property, planl and equipmenl are staled at the lower of historical cost less accumulaled depreciation or lair value, if impaired Duke 
Energy capilalizes all conslruclion-relaled direct labor and rrialerial cosls, as well as indirect conslruclion cosls lridirecl cosls include general engirieering. laxes and the cost 
of funds used during conslruclion The cost of renewals and betlerrnenls lhat extend Ihe uselul life of property, plant and equipment is also capilalized The cost of repairs, 
replacements and major maintenance projecls. which do no1 exlend the useful life or increase the expecled oulpul of property, planl and equipmenl, is expensed as il is 
incurred Depreciation is generally cornpuled over Ihe asset's eslimaled useful life using the slraighl-line melhod The composite weighted-average deprecialion rales, 
excluding nuclear fuel, were 3 51% for 2006, 3 34% lor 2005, and 3 49% for 2004 Also, see "Deferred Returns and Allowance for Fonds Used During Conslruction (AFUDC)," 
discussed below 

When Duke Energy relires ils regulaled property, planl and equipmenl, it charges the original cost plus Ihe cost of retirement. less salvage value, lo accumulated 
depreciation and amortization When il sells entire regulated operaling units, or relires or sells 
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non-regulated properties, the cost is removed from the property accounl and the related accumulated depreciation and amortization accounls are reduced Any gain or loss is 
recorded in earnings, unless olhenuise required by lhe applicable regulalory body 

Duke Energy recognizes assel relirerrieril obligalions (AROs) in acmrdarice will1 SFAS No 143, "Accounling Fur Assel Reliremenl Obligalions" (SFAS No 143). lor legal 
obligalions associated wilh Ihe retirement of long-lived assels that result from Ihe acquisition, construction. developmenl and/or normal use of Ihe assel and FIN No 47, 
"Accounting for Conditional Asset Reliremenl Obligalions" (FIN 47). for condilional ARO's in which Ihe liming or method of settlemen1 are Conditional on a fulure event thal may 
or may not be within Ihe conlrol of Duke Energy 8olh SFAS No 143 and FIN 47 require Ihal Ihe fair value of a liability for an ARO be recognized in the period in which it is 
incurred, if a reasonable eslimale of fair value can be made The fair value of Ihe liability is added to the carrying amounl of the associaled asset This additional carrying 
amount is then depreciated over the eslimaled useful lile of Ihe asset 

Investments in Residential, Commercial, and Multi-Family Real Estate. Prior lo Ihe deconsolidalion of Crescent in September 2006, investments in residenlial, 
commercial and multi-family real eslale Were carried at cosl. ne1 of any related deprecialion, excepl for any properties meeling llie crileria in SFAS No 144. "Accounting for lhe 
Impairment or Disposal of Long-lived Assels" (SFAS No 144), lo be presented as Assets Held for Sale, which are carried a1 lower of cost or fair value less cosls to sell in Ihe 
Consolidaled Balance Sheets. Proceeds from sales of residenlial properties are presented wilhin Operaling Revenues and the cosl of properlies sold are included in Operalion. 
Maintenance and Other in Ihe Consolidaled btalemenls or uper& in 
Cash Flows from Operating Activities in the Consolidated Statemenls of Cash Flows Gains and losses on sales of commercial and multi-famib properties as well as "legacy" 
land sales are presenled as such in lhe Consolidaled Slalements of operations, and cash flows related lo these activilies are included in Cash Flows from Investing Activities in 
the Consolidated Slalemenls of Cash Flows 

. .. . .  

Long-Lived Asset Impairments, Assets Held For Sale and Discontinued Operations. Duke Energy evaluales whelher lung-lived assels, excluding goodwill, trave 
been impaired when circumstances indicate the carrying value of those assets may no1 be recoverable For such long-lived assels. an impainnenl exisls when its cav ing  
value exceeds the sum of eslimales of the undiscounled cash flows expecled lo resull from Ihe use and eventual disposition of the assel When allernalive courses of aclion to 
recover the carrying amount of a long-lived assel are under consideralion. a probability-weighted approach is used for developing estimates of future undiscounted cash flows 
If the carlying value of the long-lived asset is no1 recoverable based on these eslimaled fulure undiscounled cash flows, the impairment loss is measured as the excess of the 
asset's carrying value over its fair value, such Ihal the asset's carrying value is adjusted lo ils eslimaled fair value 

Management assesses the fair value of iong-lived assels using commonly accepled techniques, and may use more lhan one source. Sources to delermine fair value 
include, but are no1 limited lo. recent lhird party comparable sales, inlernally developed discounted cash llow anabsis and analysis from oulside advisors. Significant changes in 
market conditions resulting from events such as changes in commodity prices or the condilion of an assal, or a change in managemenl's inlenl lo utilize the asset would 
generally require managemenl lo re-asscss the cash flows rclatcd lo Ihc long-lived asscls 

Duke Energy uses the crileria in SFAS No 144 lo delermine when an assel is classified as "held for sale " Upon classificalion as "held for sale," Ihe long-lived assel or 
asset group is measured a1 the lower of ils carrying amount or fair value less cosl to sell, depreciation is ceased and the asset or assel group is separately presented on the 
Consolidated Balance Sheets When an assel or assel group meets Ihe SFAS No 144 crileria for classificalion as held for sale within the Consolidated Balance Sheets, Duke 
Energy does not retrospectively adjust prior period balance sheets lo conform lo currenl year presenlalion 

Duke Energy uses Ihe crileria in SFAS No 144 and EITF 03-13, "Applying Ihe Condilions in Paragraph 42 of FASB Slatemeril No 144 in Delermiriirig Wielher lo Report 
Discontinued Operations" (EITF 03-13). lo determine whether components of Duke Energy that are being disposed of or are classified as held for Sale are required lo be 
reporled as disconltnued operalions in the Conmlidalerl Slalemenls of Operalions To qualily as a disconlinued operalion under SFAS No 144, the componenl being disposed 
of must have clearly distinguishable operations and cash flows. Additionally, pursuant lo EITF 03- 13, Duke Energy must not have significant conlinuing involvement in the 
operations afler the disposal (i e Duke Energy must no1 have Ihe abilily lo influence the operating or financial policies of Ihe disposed component) and cash flows of the 
operations being disposed of must have been eliminated from Duke Energy's ongoing operations (i e Duke Energy does no1 expect lo generale significant direct cash flows 
from activities involving the disposed componenl aller the disposal lransaclion is completed) Assuming both preceding conditions are mel, Ihe related resulls of operations for 
the currenl and prior periods, including any relaled impairments, are reflected as (Loss) Income From Discontinued Operations, net of tax, in Ihe Consolidaled Slalements of 
Operations If an asset held for sale docs no1 rnccl Ihe rcquircmcnls for discontinucd operations classificalion. 
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any impairmenls and gains or losses on sales are recorded in conlinuing operalions as Gains (Losses) on Sales of Oilier Assels and Olher, net, in the Consolidated 
Statements of Operalions lmpairmenls for all olher long-lived assels. excluding goodwill. are recorded as Impairment and Olher Charges in llie Consolidaled Slalemenls of 
Operalions 

Captlve Insurance Reserves. Duke Energy has caplive insurance subsidiaries which provide insurance coverage lo Duke Energy enlilies as well as certain lhird parties. 
on a limited basis, for various business risks and losses, such as workers compensalion. property. business inlerruplion and general liability Liabilities include provisions for 
eslimaled losses incurred, bul no1 ye1 reported (IBNR). as well as provisions for known claims which have keen estimated on a claims-incurred basis IBNR reserve eslimales 
involve the use of assumptions and are primarily based upon historical loss experience, industry dala and olher actuarial assumplions Reserve eslimales are adjusted in lulure 
periods as actual losses difler from hislorical experience lnlercompany balances and lransaclions are eliminated in consolidation 

Duke Energy's captive insurance entilies also have reinsurance coverage, which provides reimbursement lo Duke Energy for certain losses above a per incident and/or 
aggregate relenlion Duke Energy's captive insurance enlilies also have an aggregate slop-loss insurance coverage, which provides reimbursement from lhird parlies to Duke 
Energy for ils paid losses above certain per line of coverage aggregale amounts during a policy year. Duke Energy recognizes a reinsurance receivable for recovery 01 incurred 
losses under its caplive's reinsurance and slop-loss insurance coverage once realhalion of Ihe receivable is deemed probable by its caplive insurance companies 

During 2004, Duke Energy eliminated inlercompany reserves a1 its captive insurance subsidiaries of approximalely $64 million which was a correclion of an immaterial 
accounting error relaled lo prior periods 

Unamortized Debt Premium, Discount and Expense. Premiums, discounts and expenses incurred wilh the issuance 01 oulstanding long-term debl are amortized ova 
the terms of llie debl issues Any call premiums or unamortized expenses associaled with refinancing higher-cos1 debl obligalions lo linance regulaled assets and operalions 
are arwrlized consislenl wilh regulalory lrealrnenl oflhose items, where appropriale 

Environmental Expenditures. Duke Energy expenses environnienlal expendilures relaled Io corldilions caused by pas1 operalions ltial do riol generale currenl or fulure 
revenues Environmental expenditures relaled lo operalions lhal generate current or fulure revenues are expensed or capitalized, as appropriate Liabilities are recorded when 
lhe necessily for environmenlal remedialion becomes probable and the cosls can be reasonably estimated. or when olher potential environmenlal liabilities are reasonably 
estimable and probable 

Cost-Based Regulation. Duke Energy accounts for certain of its regulaled operalions under the provisions of SFAS No 71, "Accounting for Certain Types of Regulalion" 
(SFAS No 71) The economic effecls of regulation can resull in a regulaled company recording assets lor costs lhal have been or are expecled lo be approved lor recovery 
from cuslomers or recording liabilities for amounts lhal are expecled lo be returned lo customers in the rale-selling process in a period differed from the period in which the 
amounts would be recorded by an unregulated enterprise Accordingly, Duke Energy records assets and liabililies lhal result from Ihe regulaled ralemaking process lhal would 
no1 be recorded under GAAP for non-regulated enlilies Management conlinually assesses whclhcr rcgulalory assets are probable of fulure recovcry by considering factors 
such as applicable regulatory changes, recent rate orders applicable lo other regulaled enlilies and Ihe slalus of any pending or polenlial deregulation legislation Based on lhis 
continual assessmenl, managemenl believes Ihe existing regulatory assels are probable of recovery. These regulatory assels and liabililies are primarily classified in Ihe 
Consolidated Balance Sheets as Regulatory Assets and Deferred Debits, and Deferred Credils and Olher Liabililies Duke Energy periodically evaluates the applicabilily of 
SFAS No 71, and considers faclors such as regulalory changes and the impacl of compelition If cost-based regulation ends or competition increases, Duke Energy may have 
lo reduce ils assel balances lo reflecl a rndrkel basis less lhan cos1 and wrile-off Iheir associaled regulalory assels and liabilities (For furlher information see Nole 4 ) 

Guarantees. Duke Energy accounts for guarantees and related conlracls. for which il is Ihe guarantor. under FIN No 45. "Guarantor's Accounting and Disclosure 
Requirements for Guaranlees, Including lndirecl GLJaranleeS of Indebledness of Olhers" (FIN 45) In accordance wilh FIN 45, upon isstiance or modificalion of a guarantee on 
or after January 1 ,  2003, Duke Energy recognizes a liability at Ihe time of issuance or malerial modificalion for Ihe eslimaled fair value of Ihe obligalion il assumes under lhal 
guaranlee. if any Fair value is estimated using a probabilily-weighled approach Duke Energy reduces the obligalion over Ihe lerm of the guarantee or relaled conlracl in a 
systemalic and rational melhod as risk is reduced under the obligation Any additional contingenl loss lor guaranlee conlracts outside Ihe scope of FIN 45 is accounted for and 
recognized in accordance with SFAS No 5, "Accounting for Contingencies" (SFAS No 5) 
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Duke Energy has entered into various indemnilication agreements related lo purchase and Sale agreements and other types of conlractual agreements with vendors and 
other third parties These agreements typically cover environmental. tax. litigation and olher malten. as well as breaches of representalions. warranties and covenants 
Typically, claims may be made by Ihiid parties for various periods of lime, depending on Ihe nalure of the clairri Duke Energy's polerilial exposure under these indemnificalion 
agreements can range from a specified to an unlimited dollar amount, depending on the nature of Ihe claim and the pariicular transaction (see Note 18) 

Stock-Based Compensation. Effective January 1. 2006. Duke Energy adopted the provisions of SFAS No 123(R). "Share-Based Paymenl" (SFAS No 123(R)) (see 
Note 20) SFAS No 123(R) establishes accounting for stock-based awards exchanged for employee and ceriain non-employee services Accordingly, for employee awards, 
equity classified slock-based compensalion cost is measured at Ihe grant dale, based on the fair value of the award, and is recognized as expense over the requisite service 
period, which generally begins on Ihe dale Ihe award is granted lhrough Ihe earlier of the date lhe award vests or the dale the employee becomes relirement eligible Awards, 
including stock oplions, granted lo employees that are already retirement eligible are deemed Io have vesled immediately upon issuance, and therefore, compensation cos1 for 
those awards is recognized on Ihe date such awards are granted 

Cuke Energy elected lo adopt the modified prospective application method as provided by SFAS No 123(R), and accordingly, financial stalement amounts periods prior to 
January 1, 2006 in this Form 10-K have no1 been reslated There were no modifications lo outstanding stock oplions prior lo Ihe adoplion of SFAS 123(R) 

Duke Energy previously applied Accounting Principles Board (APB) Opinion No 25. 'Accounting for Stock Issued to Employees," and FIN 44, "Accounling for Certain 
Transactions Involving Slock Compensation (an Interpretation of APB Opinion 25)" and provided the required pro forma disclosures of SFAS No 123, "Accounting for 
Stock-Based Compensation" (SFAS No 123) Since the exercise price for all stock options granled under lhose plans was equal lo the markel value of the underlying common 
stock on the grant date, no compensalion cost was recognized in the accompanying Consolidated Slatemenls of Operations 

Revenue Recognition Revenues on sales of electricily. primarily at U S. Franchised Electric and Gas, are recognized when the service is provided Unbilled revenues 
are estimated by applying an average revenueikilowall hour for all customer classes to the number of estimated kilowatl hours delivered. but no1 billed Differences between 
actual and estimaled unbilled revenues are immaterial 

Revenues on sales of natural gas, nalural gas transportalion. slorage and dislribulion as well as sales of petroleum producls. primarily at Natural Gas Transmission and 
Field Services (prior to deconsolidation on July 1 ,  2005), are recognized when either the service is provided or the product is delivered Revenues relaled lo these services 
provided or products delivered, but no1 ye1 billed. are estimated each month These estimates are generally based on conlracl data. regulalon/ information, eslimated 
distribulion usage based on historical dala adjusted for heating degree days. commodity prices and preliminary throughpul and allocation measuremenls Final bills for the 
current month are billed and collected in the following month Differences between actual and estimated unbilled revenues are immaterial 

Crescenl sells residenlial developed lots in North Carolina, South Carolina, Georgia, Florida, Texas and Arizona Crescent recognizes revenues from Ihe sale of 
rcsidcntial dcvclopcd lots at closing Prior to the deconsolidalion of Crescent in Septembcr 2006, profil was recognized undcr tho full accrual melhod using cstimatcs of 
average gross profit per lot within a project or phase of a project based on total estimated projecl costs Land and land development cosls were allocated lo land sold based on 
relative sales values Crescent recognized revenues from commercial and multi-family project sales at closing, or later using a deferral melhod when the criteria for sale 
accounting had not been me1 al closing Profil was recognized based on the difference between the sales price and the carrying cost of Ihe project Revenue was recognized 
under h e  compleled contracl method for condominium units that Crescent developed and sold in Florida 

Nuclear Fuel. Amorlizalion of nuclear fuel purchases is included in Ihe Consolidated Slalenierils of Operations as Fuel Used in Eleclric Genelalion and Purcliased Power 
The amortization is recorded using the uniis-of-production method 

Deferred Returns and Allowance for Funds Used During Construction (AFUDC). Deferred returns. recorded in accordance with SFAS No 71, represent the 
estimated financing wsts associated with funding certain regulatory assets or liabilities of U S Franchised Electric and Gas Those costs arise primarily from the funding of 
purchased capacity costs collected in rales Deferred returns are non-cash ifems and are primarily recognized as an addilion lo purchased capacily wsls. which are included 
in Olher Current Liabilities and Olher Deferred Credits and Olher Liabilities on the Consolidaied Balance Sheets, wilh an offsetting debil or credil l o  Olher Income and 
Expenses, net The amounl of deferred returns included in Olher Income and Expenses, net was ($15) million in 2006, ($13) million in 2005, and ($9) million in 2004 

99 

Source. Duke Energy Holding, 10-K, March 01, 2007 



DUKE ENERGY CORPORATION 

Notes To Consolidated Financial Statements-(Continued) 

AFUDC, which represents the estimated deb1 and equity costs of capital funds necessary lo finance the conslruction of new regulaled lacililies, consists of two 
componenls, an equily componenl and an inleresl component The equity component is a non-cash item AFUDC is capilalized as a component of Property. Plan1 and 
Equipnienl cosl. vi lh olfsellirig credils lo Ihe Consolidaled Slalemenls of Operalions Afler conslrucliori is mmpleled, Duke Energy is permilled Io recover Iliese ccsls Ihrough 
inclusion in the rale base and in Ihe depreciation provision The tolal amount of AFUDC included in the Consolidated Slalemenls of Operalions was $97 million in 2006, which 
consisted 01 an afler-lax equily component of $58 million and a before-lax interest expense componenl of $39 million. The total amount of AFUDC included in Ihe 
Consolidated Slalemenls 01 Operalions was $48 million in 2005, which consisted of an aner-tax equity component of $30 million and a before-lax interest expense componenl 
of $18 million The lolal amount of AFUDC included in the Consolidaled Slalemenls of Operalions was $39 million in 2004, which consisted of an aller-lax equity component of 
$25 million and a before-lax inleresl expense componenl of $14 million 

Accounting For Sales of Stock by a Subsidiary. Duke Energy accounls lor sales of stock by a subsidiary under Slafl Accounting Bullelin (SAB) No 51, "Accounting for 
Sales of Stock of a Subsidiary" (SAB 51) Under SAB 51, companies may elect. via an accounling policy decision. to record a gain on Ihe sale of stock of a subsidiary equal lo 
the amount of proceeds received in excess of the carrying value of the shares Duke Energy has elecled to treat such excesses as gains in earnings, which are reflecled in 
Gain on Sale 01 Subsidiary Stock in the Consolidaled Slalemenls 01 Operations During the year ended December 31, 2006, Duke Energy recognized a gain of approximalely 
$15 million related le the sale of securities of Ihe Duke Energy Income Fund (Income Fund) (see Note 11) 

Accounting For Purchases and Sales of Emission Allowances. Duke Energy recognizes emission allowances in earnings as they are consumed or sold tiains or 
losses on sales of emission allowances for non-regulated businesses are presented on a net basis in Gains (Losses) on Sales of Other Assets and Olher, net, in Ihe 
accompanying Consolidated Slalemenls of OpeFalions For regulated businesses thal do pmvide for direct recovery of emission allowances, any gains or losses on sales of 
recoverable emission allowances are included in Ihe rale slruclure of Ihe regulaled enlily and are deferred as a regulalory assel or liabilily Fulure rales cliarged lo retail 
customers are impacled by any gain or loss on sales of recoverable emission allowances and. therefore, as the recovery of Ihe gain or loss is recognized in operating revenues, 
the regulalory assel or liabilily relaled to the emission allowance aclivily is recognized as a component of Fuel Used in Electric Generation and Purchased Power in Ihe 
Consolidaled Slalemenls of Operalions For regulated businesses that do not provide for direct recovery of emission allowances through a cost tracking mechanism, gains and 
losses on sales of emission allowances are included in Gains (Losses) on Sales of Other Assets and Other. ne1 in Ihe Consolidaled Slalements of Operations, or are deferred. 
depending on level of regulalory certainly Purchases and sales of emission allowances are presented gross as investing aclivilies on Ihe Consolidated Slalemenls 01 Cash 
Flows 

Income Taxes. Duke Energy and its subsidiaries file a consolidaled federal income tax relum and other stale and foreign jurisdictional returns as required. Deferred 
income taxes have been provided for temporary diffcrences between Ihe GAAP end tax carrying amounts of assets and liabililies. Thcsc differences creak laxable or 
lax-deductible amounls for future periods lnveslmcnl lax credils have bcen defcrred and are being amortized over the estimated useful lives of the relaled properties 

Managemenl evaluales and records contingent lax liabilities and relaled interest based on the probabilily of ultimately sustaining the tax deductions or income positions 
Managemenl assesses the probabilities of successfully defending the tax deductions or income positions based upon slatulory. judicial or administrative authority 

Excise Taxes. Certain excise laxes levied by slate or local governments are collected by Duke Energy from ils cuslomerr. These laxes. which are required Io be paid 
regardless of Duke Energy's ability lo collecl from llie cuslomer, are accounled for on a gross basis When Duke Energy acts as an agenl. and Ihe lax is no1 required lo be 
reniilled if il is no1 collecled from Ihe cuslomer. the laxes are accounted for on a ne1 basis Duke Energy's excise laxes accounled for on a gross basis and recorded as 
revenues in the accompanying Consolidated Statemenls of Operalions for years ended December 31,2006,2005, and 2004 were as follows: 

Year Ended Year Ended Year Ended 

December 31,2006 December 31,2005 December 31,2004 
__I 

(in millions) 
Excise Taxes $22 1 $ 121 $ 116 

Segment Reporting. SFAS No 131, "Disclosures aboul Segments of an Enterprise and Related Information" (SFAS No 131). establishes slandards lor a public 
company lo report financial and descriplive informalion aboul its reporlable operating segmenls in annual and interim financial reports Operaling segments are components of 
an enlerprise aboul which separale financial informalion is available and evaluated regularly by the chief operating decision maker in deciding how lo allocate resources and 
evaluale performance 
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Two or more operating segments may be aggregated into a single reportable segment provided aggregation is consistent wilh the objective and basic principles of SFAS 
No. 131. if the segments have similar economic characleristics. and the segments are considered similar under criteria provided by SFAS No 131 There is no aggregation 
wilhin Duke Energy's defiried business segmenls SFAS No 131 also eslablishes slandards and relaled disclosures about the way Ihe operaling segmenls were delermiried. 
products and services, geographic areas and major customers. differences between the measuremenls used in reporting segment informalion and those used in the 
general-purpose financial statemenls, and changes in the measurement of segment amounts from period to period The description of Duke Energy's reportable segments, 
consislent with how business resulls are reported internally to management and lhe disclosure of segment information in accordance with SFAS No 1.31, are presented in Note 
3 

Foreign Currency Translation. The local currencies of Duke Energy's foreign operations have been determined to be Iheir functional currencies, except tor certain 
foreign operations whose functional currency has been delermined lo be Ihe U S Dollar, based on an assessment of the economic circumstances of the foreign operation, in 
accordance with SFAS No 52, "Foreign Currency Translation " Ass& and liabilities of foreign operations, excepl for those whose functional currency is the U S. Dollar, are 
translated into I J  S Dollars at current exchange rates Translalion adjustmenls resulling from fluctuations in exchange rates are included as a separate component of A w l  
Revenue and expense accounls of these operalions are translated al average exchange rates prevailing during the year Gains and losscfs arising from lransaclions 
denominated in currencies other than the functional currency, which were not material for all periods presented, are included in Ihe resulls of operations of the period in which 
they occur. Deferred (axes are not provided on translalion gains and losses where Duke Energy expects earnings of a foreign operation to be permanently reinvested Gains 

a separate component of AOCl 

. .  . ,  dd 

Statements of Consolidated Cash Flows. Duke Energy has made cerlain classincalion elections within ils Consolidaled Statements of Cash Flows related lo 
discontinued operations, cash received from insurance proceeds and cash overdrafts Cash flows from discontinued operations are combined with cash flows from continuing 
operations wilhin operaling, investing and financing cash flows within the Consolidaled Slatemenls of Cash Flows Cash received from insurance proceeds are classified 
depending on the activity lhat resulled in the insurance proceeds (for example, business interruption insurance proceeds are included as a component of operating activities 
while insurance proceeds from damaged properly are included as a component of investing activilies) With respect to cash overdrafts, book overdrafts are included within 
operating cash flows while bank overdrafts are included wilhin financing cash flows 

Distributions from Equity Investees. Duke Energy considers dividends received from equity investees which do not exceed cumulative equity in earnings subsequent to 
ths date of investment a return on investment and classifies these amounts as operating activities within the accompanying Consolidated Statements of Cash Flows 
Cumulative dividcrids receivcd in excess of cumulative cquity in earnings subsequent to the dale of investment are considored a return of investment and are classificd as 
invesling activities wilhin the accompanying Consolidated Statcmcnts of Cash Flows 

Cumulative Effect of Changes in Accounting Principles. As of December 31,2005, Duke Energy adopted the provisions of FIN 47 In accordance with Ihe transition 
guidance of this standard. Duke Energy recorded a net-of-lax cumulative effect adjustment 01 approximately $4 million The cumulative effect adjustment had an immaterial 
impact on EPS 

New Accounting Standards. The following new accounting standards were adopted by Duke Energy during the year ended December 31,2006 and the impad of such 
adoplion. if applicable. has beeri presented in the accompanying Consolidated Financial Stalemenls: 

SFAS No. 123(R) "Share-BasedPayrrx?nl" (SFAS No 123(R)) In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123(R), which 
replaces SFAS No 123, "Accounting for Stock-Based Compensalion." and supersedes APB Opinion No 25, "Accounting for Stock Issued lo Employees " SFAS No 123(R) 
requires all share-based paymenls lo employees, including grants of employee stock options, to be recognized in the financial statemenls based on their fair values For Duke 
Energy, timing for implementation of SFAS No 123(R) was January 1, 2006. The pro forma disclosures previously permitted under SFAS No 123 are no longer an acceptable 
allernative Instead, Duke Energy is required lo determine an appropriate expense for stock oplions and record compensation expense in Ihe Consolidated Stalemenls of 
Operations for slock options Duke Energy implemented SFAS No 123(R) using the modified prospeclive transilion method. which required Duke Energy to record 
cornpensation expense for all unvested awards beginning January 1,2006 
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Duke Energy currently also has relirement eligible employees with outstanding share-based payment awards (unvested stock awards, stock based perlormance awards 
and phantom stock awards) Compensation cost relaled to those awards was previously expensed over the staled vesting period or until actual reliremenl occurred Effective 
January 1,2006, Duke Energy is required lo remgnize mmperisalion cost for new awards granted to employees over the requisile service period. which generally begiris on 
the dale the award is granted through the earlier of Ihe dale the award vests or the date the employee bemmes reliremenl eligible Awards. including slock options, granted lo 
employees that are already retirement eligible are deemed to have vested immediately upon issuance, and therefore, compensation cost for those awards is recognized on the 
date such awards are granted 

The adoption of SFAS No 123(R) did not have a malerial impacl on Duke Energy's consolidated results of operations, cash flows or financial position in 2006 based on 
awards outslanding as of Ihe implementation date However, the impact to Duke Energy in periods subsequent to adoption of SFAS No 123(R) will be largely dependent upon 
the nature of any new share-based compensation awards issued lo employees (See Note 20 ) 

StaffAccounting Bulletin (SAB) No 107, "Share-BasedPaymnt" (SA6 No. 107) On March 29,2005, the Securities and Exchange Commission (SEC) staff issued SAB 
No 107 to express the views of the staff regarding the interaction between SFAS No 123(R) and certain SEC rules and regulations and to provide the staff's views regarding 
the valualion of share-based paymenl arrangements for public companies Duke Energy adopted SFAS No 123(R) and SAB No 107 effective January 1,2006. 

FASB Staff Positbn [FSP) No FAS 123[R)-4, "Classification of Options and Similar lnstrumenfs Issued as Emptoyee Compensation Thaf ANow for Cash Sefflemenf upon 
lhe Occurrence ora Confingent Ebent"[FSPNo FAS 123(R)-4) In February 2006, the FASB staff issued FSP FAS No 123(R)-4 lo address the classification of options and 
similar instruments issued as employee compensation lhat allow for cash settlement upon the occurrence of a contingent evenl The guidance amends SFAS No 123(R) FSP 
No FAS 123(R)-4 provides that cash selllement fealures that can be exercised only upon the occurrence of a contingent event thal is outside the employee's control does not 
require classifying the opliori 01 similar inslrurnenl as a liability urilil it becornes probable thal the everil will occur FSP No FAS 123(R)-4 applies only lo options or similar 
instruments issued as part of employee compensation arrangements The guidance in FSP No FAS 123(R)-4 was effective for Duke Energy as of April 1,2006. Duke Energy 
adopted SFAS No 123(R) as of January 1,2006 (see Note 20) The adoption of FSP No FAS 123(R)-4 did not have a material impacl on Duke Energy's consolidated 
statement of operations, cash flows or financial posilion 

FSP No FAS 115- 1 and 124-1, "The Meaning of Olher-Than-Tempofay tmpairmenf and its Appliwfion lo Certatn tnvestmenfs" [FSP N o  FAS 115- 7 and 124-1). The 
FASB issued FSP No FAS 115-1 and 124-1 in November 2005, which was effective for Duke Energy beginning January 1,2006. This FSP addresses the determination as to 
when an investment is considered impaired, whether that impairment is other than lemporary, and the measurement of an impairment loss This FSP also includes accounting 
considerations subsequent to the recognition of an olher-than-lemporary impairment and requires certain disclosures about unrealized losses that have not been recognized 
as other-than-temporary impairments The guidance in lhis FSP amends SFAS No 115, 'Accounting for Certain Investments in Debt and Equity Securities," and SFAS 
No. 124, "Accounting lor Cerlain Investmcnts Held by Not-for-Profit Organizations," and APE Opinion No 18 Tho adoplion of FSP No FAS 115-1 and 124-1 did not have a 
material impact on Duke Energy's consolidaled results of operations. cash flows or financial posilion 

FSP No. FIN 46[R)-6, "Determining the Vahbilify to Be Considered In Applying FASB lntepretalion No. 46(R) (FSP No FIN 46[R)-6) "In April 2006, the FASB staff 
issued FSP No f l N  46(R)-6 lo address how to determine the variability lo be considered in appbing FIN 46(R), "Consolidation of Variable Interest Entities " The variability that 
is considered in applying FIN 46(R) affects the determination of whether the entity is a variable interest enlity (VIE). which interests are variable interests in the entity, and which 
party. if any, is the priniary beneficiary of the VIE The variability alfecls the calculaliori of expected losses and expected residual returns This guidance is effective for all 
entities with which Duke Energy first becomes involved or existing entities for which a reconsideration event occurs after July 1, 2006 The adoption of FSP No FIN 46(R)-6 did 
not have a material impacl on Duke Energy's consolidated resiilts of operations. cash flows or financial position 

ElrF IssueNo 05-1, "Accounfing forthe Conversion o fan  Instrument Nmt Becomes Conveflibie Upon fhe Issuefs Exerclse of a Call Opfton"(ElTF N o  05-1) In June 
2006, the ElTF reached a consensus on E l F  No 05-1 The mnwnsus requires that the issuance of equity securities to settle a debt instrument (pursuanl to the instrument's 
original canversion terms) that became convertible upon the issuer's exercise of a call option be accounted for as a conversion if the debt instrument contained a substantive 
conversion feature as of its issuance date If the debt instrument did not contain a substanlive conversion oplion as of its issuance date, the issuance of equity 
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securities to settle (lie debt inslrument should be accounted for as a debt extinguishment The consensus was effeclive for Duke Energy for all conversions within its scope that 
resulted from the exercise of call oplions beginning .July 1 2006 The adoption of ElTF No 05-1 did not have a material impact on Duke Energy's mnsolidaled resulls of 
operations. cash llows or financial posilion 

SFAS No. 158, "Employer's Accounflng lor Denned Benefit Penslon and Other Posfreflremenf Plans, an amendment oi FASB Sfafemenfs No 87, 88, 106, and 132(R)" 
(SFAS No 158) In October 2006, Ihe FASB issued SFAS No 158. which changes the recognition and disclosure provisions and measurement date requirements for an 
employer's accounting for defined benefil pension and other postretiremenl plans The recognition and disclosure provisions require an employer lo (1) recognize the funded 
status of a benefit plan-measured as the difference between plan assets al fair value and the benefit obligation-in its stalement of financial position. (2) recognize as a 
component of OCI, net of tax. the gains or losses and prior service costs or credits that arise during the period but are not recognized as components of net periodic benefit 
cosl, and (3) disclose in the noles to financial slatements certain additional informalion SFAS No 158 does not change the amounls recognized in Ihe income slatement as net 
periodic benefit cost Duke Energy is required to inilially recognize the funded status of its defined benefit pension and olher postretirement plans and to provide the required 
additional disclosures as of December 31, 2006 (see Note 22) Retrospective application is not permitled The adoption of SFAS No 158 recognition and disclosure provisions 
resulted in an increase in lolal assets 01 approximalely $21 1 million (consisting of an increase in regulalory assets of $595 million, an increase in deferred lax assets of $144 
million, olfsel by a decrease in pre-funded pension costs of $522 million and a decrease in intangible assets of $6 million), an increase in total liabilities of approximately $461 
million and a decrease in accumulaled other comprehensive income, net of tax. ofapproximalely $250 million as of December 31,2006 The adoplion of SFAS No 158 did not 
have any material impact on Duke tnergy's consolidated results 01 operalions OiTZSEiiuws. 

Under the measurement date requiremenls of SFAS No 158. an employer is required lo measure defined benefil plan assets and obligalions as of the dale of the 
employer's fiscal yearend slalemerrt of financial posilion (with limiled exceptions). Historically. Duke Energy has measured ils plan assets and obligalions up to three monlhs 
prior to the liscal year-end, as allowed under the authorilative accounling lilerature The measurement dale requirement is effective lor the year ending December 31, 2008, 
and early application is encouraged Duke Energy inlends to adopl Ihe change in measiiremenl dale effeclive January 1, 2007 by remeasuring plan assels and benefil 
obligations as of thal date. pursuant to lhe lransition requirements of SFAS No 158 Ne1 periodic benefit cost for the Ihree-monlh period between Seplember 30, 2006 and 
December 31, 2006 will be recognized, net of tax, as a separale adjustment of retained earnings as of January 1, 2007 Addilionally, changes in plan assets and plan 
obligations between September 30, 2006 and December 31 ~ 2006 not relaled to net periodic benefit cost will be recognized, net of tax, as an adjustment to OCI 

SAB No 108, "Considering the Effects olPrior Year Misstatements When Quantifying Misstatements in Current Year Financial Statements" (SAB No. 108) In Seplember 
2006 the SEC issued SAB No 108, which provides inlerprelive guidance on how the effecls of the carryover or reversal of prior year misstalemenls should be considered in 
quantifying a currenl year misslatement Traditionally, thoro have been two widely-recognized approaches for quantifying the eficcts of financial statement misstalements. The 
income statement approach focuses primarily on the impact of a misstatemenl on the income statement-including the reversing effed of prior year misstatemenisbut its use 
can lead to the accumulation of misstatements in the balance sheel The balance sheet approach, on the other hand, focuses primarily on Ihe effect of correcting Ihe 
period-end balance sheet with less emphasis on the reversing effects 01 prior year errors on the income stalemenl The SEC staff believes lhal registrants should quanlily 
errors using both a balance sheet and an incame stalement approach (a "dual approach') and evaluate whelher eilher approach resulls in quanlifying a misstatement Ihat. 
when all relevanl quanlilalive and quatilalive lactors are considered, is malerial 

SAB No 108 was elfeclive for Duke Energy's year ending December 31, 2006 SAB No 108 permils exisling public companies lo initially apply ils provisions eilher by 
(i) restating prior financial statements as if the "dual appmach had always been used or (ii). under certain circumstances. recording the curnulalive effect of initially applying the 
"dual approach" as adjuslments to the carrying values of assels and liabilities as of January I, 2006 with an offsetting arljustmenl recorded to the opening balance of retained 
earnings Duke Energy has hislorically used a dual approach for quantifying identified financial statement misstatements Therefore Ihe adoption of SAB No 108 did not have 
any material impacl on Duke Energy's consolidated resulk of operations, cash flows or financial position 

The following new accounting slandards were adopted by Duke Energy dunng the year ended December 31,2005 and the impact of such adoplion, if applicable, has 
been presenled in the accompanying Consolidaled Financial Statements: 

SFAS No. 153, "Exchanges of Nonmonetary Assets-an amendment ofAPB Opinion No 29"(SFAS No 153) In December 2004, the FASB issued SFAS No 153 which 
amends APB Opinion No 29, "Accounting lor Nonmonetary Transactions," by climinating the 
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exception lo the fair-value principle for exchanges of similar productive assets, which were accounled for under APB Opinion No 29 based on the book value of the assel 
surrendered will1 no gain or loss recognition SFAS No 153 also eliminates APB Opinion No. 29's concepl of culmination of an earnings process. The amendment requires that 
an exchange of riorimonelary assels be accouriled for a1 lair value if llie exchange has cornmercial subslance arid lair value is delerminable wilhin reasonable lirriils 
Commercial subslance is assessed by comparing the entity's expected cash flows immediately before and aller the exchange If Ihe difference is significant. the transaction is 
considered lo have commercial subslance and should be recognized a1 fair value SFAS No 153 is effeclive for nonmonelary transactions occurring on or after .July 1 .  2005 
The adoption of SFAS No 153 did no1 have a material impacl on Duke Energy's consolidated results of operalions, cash flows or financial posilion 

FASB lnterprefatbn No (FIN) 47 'Accounting lor Condifional Asset Retiremenl Obligat/ons" (FlN 47) In March 2005, the FASB issued FIN 47, which clarifies the 
accounling for condilional assel reliremenl obligations as used in SFAS No 143, "Accounting for Assel Retirement Obligations," (SFAS No 143) A condilional assel reliremenl 
obligation is an uncondilional legal obligalion lo perform an assel reliremenl activity in which the liming and (or) method of settlement are condilional on a future even1 that may 
or my not be within Ihe conlrol of the enlily Therefore, an entily is required lo recognize a liability for Ihe fair value of a conditional assel reliremenl obligation under SFAS 
No 143 if the fair value of Ihe liability can be reasonably eslimaled The provisions of FIN 47 were effeclive for Duke Energy as of December 31, 2005, and resulted in an 
increase in assets of $31 million, an increase in liabililies of $35 million and a net-of-lax curnulalive effect adjuslmenl lo earnings of approximately $4 million 

n APR i R - ?  "Accol,nhno hv an Investor lorlts Proporlionate Shore OrAccumulafed Other Comprehensive lncume ofan lnvestee Accounted 
for under the Equity Method in Accurdance with APE Opinion No 18 upon a Loss of Significant /nf/uence"(FSP No APE 18-1) In July 2005, the IASB st all issued tSP N 0. 
APB 18-1 which provides guidance for how an inveslor should accounl for its proportionate share of an inveslee's equity adjuslmenls for other comprehensive income (OCI) 
upon a loss of significant inlluence APB Opinion No 18, "The Equily Method of Accounting for Inveslmenls in Common Stock" (APE Opinion No 18). requires a lransaclion of 
an equily melhod iriveslee 01 a capilal nalure be accounled for as if Ilie inveslee were a corlsolidaled subsidiary. which requires the iriveslor lo record ils proporlionale share 01 
the inveslee's adjuslmenls for OCI as increases or decreases lo Ihe investment account with corresponding adjuslments in equity FSP No APE 18-1 requires lhal an 
inveslors proportionate share of an inveslee's equity adjuslmenls for OCI should be offsel against the carrying value of the inveslmenl a1 the lime significant influence is losl 
and equity melhod accounting is no longer appropriale However, lo Ihe exlenl lhal Ihe offset results in a carrying value of Ihe inveslmenl lhal is less than zero, an investor 
should (a) reduce Ihe carrying value of Ihe inveslmenl lo Zero and (b) record Ihe remaining balance in income The guidance in FSP No APE 18-1 was effective for Duke 
Energy beginning Oclober 1, 2005 The adoption of FSP No APB 18-1 did not have a malerial impacl on Duke Energy's consolidaled resulls of operations. cash flows or 
financial position 

The following new accounting slandarrls were adopted by Duke Energy during Ihe year ended December 31,2004 and the impacl of such sdoplion, if applicable, has 
been prescnled in Ihc accompanying Consolidaled Financial Slalemcnls: 

FIN 46, "Consolidation of Variable lnfoest Entities" In January 2003, the FASB issued FIN 46 which requires the primary beneficiary of a variable interest cnlily's aclivilies 
lo consolidale the variable inleresl entily FIN 46 defines a variable inleresl enlily as an enlily in which the equily investors do not have subslanlive voting rights and lhere is not 
sufficienl equity a1 risk for lhe enlity lo finance its aclivilies wilhoul additional subordinated financial support The primary beneficiary absorbs a majority of the expecled losses 
and/or receives a majority of Ihe expected residual returns of the variable inleresl enlily's activities In December 2003. the FASB issued FIN 46 (Revised December 2003). 
"Consoliialiori of Variable lrilerest Enlilies-An lnlerprelaliori of ARB No 51" (FIN 46R). which supersedes and amends llie provisions of FIN 46 Wliile FIN 46R relains many 
01 Ihe concepts and provisions of FIN 46. il also provides addiliorial guidance and addiliorial scope exceptions. arid incorporales FASB Slaff Posilions related to Ihe applicalion 
of FIN 46 

The provisions of FIN 46 applied immedialely lo variable inleresl enlilies crealed, or interesls in variable inleresl enlilies oblained. afler January 31, 2003, while the 
provisions of FIN 46R were required lo be applied lo those enlilies. except for special purpose enlilies, by lhe end of the firsl reporting period ending afler March 15, 2004 
(March 31, 2004 for Duke Energy) For variable inleresl enlilies crealed, or inleresls in variable inleresl entilies obtained, on or before January 31,2003, FIN 46 or FIN 4GR was 
required lo be applied lo special-purpose enlilies by the end of the first reporting period ending afler December 15, 2003 (December 31, 2003 for Duke Energy), and was 
required lo be applied lo all other non-special purpose enlilies by Ihe end of the firsl reporting period ending afler March 15,2004 (March 31, 2004 for Duke Energy) 
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See Note 23 lor a discussion of certain variable interesl enlilies acquired by Duke Energy as part of lhe Cinergy merger Duke Energy has consolidaled certain 
non-special purpose operaling enlilies. previously accounted lor under the equily method of accounting niese enlilies, which are subslanlive enlilies, had an immaterial 
arnounl of lolal assels as 01 Deceniber 31. 2006 arid 2005 The irripacl 01 consolidating these enlilies on Duke Energy's consolidaled linancial slalenienls was no1 material. 111 
addilion, a1 December 31,2005, Duke Energy recorded Ne1 Properly. Plan1 and Equipmenl ol$109 million and Long-term Debt of $173 million on the Consolidaled Balance 
Sheets. asvrciated with a natural gas processing variable inlered enlily that was consolidaled by Duke Energy In 2006. Duke Energy exercised its righl lo repurchase Ihe 
assets held by lhe variable interest enlily and repaid the loan 

Various changes and clarifications lo Ihe provisions of FIN 46 have been made by Ihe FASB since ils original issuance in January 2003. While not anlicipaled at this lime, 
any addilional clarifying guidance or further changes lo these complex rules could have an impact on Duke Energy's Consolidated Financial Statements 

SFAS No. f32 (Revised 2003), "Employers' Disrosures about Pensions and Other Postretirement Benefits"(SFAS No. 132R) In December 2003, the FASB revised the 
provisions 01 SFAS No 132, "Employers' Disclosures about Pensions and Other Poslreliremenl Benefits-an amendment of FASB Slalemenls No 87, 88, and 106," lo include 
additional disclosures related lo defined-benefit pension plans and other defined-benefit post-relirement plans, such as Ihe lollowing: 

. The long-term rale of relum on plan assels, along wilh a narrative discussion on Ihe basis for selecllng the rale 01 relurn Used 

* Informalion about plan asscls lor each major asscl calcgoiy (i e cquily securities, deb1 securilies, real cslalc. ctc) along wilh lhc largeled allocation percentage 01 
plan assels for each calegoty and Ihe actual allocalion percenlages a1 Ihe measuremenl dale 

The amounl of benefit paymenls expecled lo be paid in each of Ihe next live years and Ihe lollowing live-year period in the aggregate * 

. The currenl besl eslimale of the range of contributions expecled lo be made in Ihe lollowing year 

. The accumulated benelil obligalion for defined-benefit pension plans 

. Disclosure of the measuremenl dale utilized 

Additionally. interim reports require addilional disclosures relaled lo Ihe componenls of ne1 periodic pension costs and the amounls paid or expecled lo he paid lo the plan 
in the cunenl liscal year, i f  materially dillerenl lhan amounls previously disclosed The provisions of SFAS No 132R do not change the measuremenl or recognilion provisions 
of defined-benefil pension and posl-retirement plans as required by previous accounting slandards The provisions of SFAS No 132R were applied by Duke Energy effeclive 
December 31, 2003 wilh the inlerim period disclosures applied beginning wilh Ihe quarter ended March 31,2004, except for the disclosure provisions of estimated future benefil 
payments which were effective for Duke Energy for the year ended December 31,2004 (See Note 22 for the addilional relaled disclosures) 

FSP No FAS 106-2, 'Xccounfing and Disclosure Requirements Related to fhe Medicare Prescription Drug, lmpmvement and Modernization Act of 2003"(FSP No FAS 
106-2) 111 May 2004, Ihe FASB slall issued FSP No FAS 106-2, which superseded FSP FAS 106-1, "Accounling and Disclosure Requiremenls Relaled Io the Medicare 
Prescriplion Drug, Improvement and Modernization Act of 2003 '' FSP No FAS 106-2 provides accounting guidance for Ihe elfecls of Ihe Medicare Prescription Drug 
lmprovemenl and Modernization Act of 2M)3 (the Modernization Act) The Modernizalion Act inlroduced a prescriplion drug benefil under Medicare, as well as a federal subsidy 
lo sponsors of retiree heallh care benefit plans that include prescriplion drug benefils FSP No FAS 106-2 requires a sponsor lo determine if its prescription drug benefits are 
acluarially equivalenl lo the drug benelit provided under Medicare Part D as 01 the dale of enaclment of the Modernization Acl. and if il is lherelore enlilled lo receive Ihe 
subsidy If a sponsor delermines Ihal ils prescription drug benefils are acluarially equivalent lo lhe Medicare Pad D benefil, the sponsor should recognize lhe expecled subsidy 
in Ihe measurement of the accumulated postreliremenl benefit obligation (APBO) under SFAS No 106, "Employers' Accounling lor Postretiremenl Benefils Qlher Than 
Pensions" Any resulting reduclion in the APBO is lo be accounted for as an actuarial experience gain The subsidy's reduclion. if any, 01 Ihe sponsor's share of lulure costs 
under ils prcscriplion drug plan is lo be rellccled in currenl-period service cos1 

105 

Source Duke Energy Holding , 10-K, March 01, 2007 



- 
PART I1  

DUKE ENERGY CORPORATION 

Notes To Consolidated Financial Statements-(Continued) 

The provisionsof FSP No FAS 106-2 were effective for the first inlerim period beginning afler .lune 15, 2004 Duke Energy adopted FSP No. FAS 106-2 retroactively to 
the date of enactmenl of the Modernization Act. December 8, 2003, as allowed by the FSP (See Nole 22 for discussion of the effects of adopting this FSP) 

FSP No FAS 109-1, "Application ofFASB Statement No 109. 'Accounting for lncome Taxes,' lo the Tax Deduction on Qua/if€dProduclion Activities Provided by  the 
Ameflmn Jobs Creation Act of 2004"(FSP No FAS fO9-7). On Oclober 22. 2004, the Presidenl signed the American Jobs Creation Act of 2004 (Ihe Act) The Act provides a 
deduclion for income from qualified domestic production aclivilies. which will be phased in from 2005 lhrough 2010 

Under the guidance in FSP No FAS 109-1, which was issued in December 2004, the deduction will be trealed as a "special deduction"as described in SFAS No 109, 
"Aomunting for Income Taxes" (SFAS No 109) As such, for Duke Energy, the special deduction had no malerial impact on deferred tax assets and liabililies exisling at the 
enaclment dale. Rather. the impacl of this deduction is reported in Ihe periods in which Ihe deductions are claimed on the tax returns For the years ended December 31, 2006 
and 2005, Duke Energy recognized a benefil of approximalely $0 and $9 million, respectively, relating lo Ihe deduction from qualified domestic aclivilies 

FSP No FAS fO9-2, '&counting and Disclosure Guidance for the Fofejgn Earnings Repatriation Provision within the American Jobs Creation Act of 2004" (FSP No FAS 
= ove the Acl creaks a tem orary incentive for U S corporations lo repatriate .. . . . .  . .  

a ~ e ~ ~ c t i o ~  for certain dividendsiom contro e oreign corpora ion 
which was issued in December 2004, slatesthat a company is allowed time beyond Ihe financial reporting period of enactmenlltoddvaluate the e&t J f g m f t i  
reinvestment or repalrialion of foreign earnings, as il applies lo Ihe applicalion of SFAS No. 109 Allhough the deduction is subject to a number of limilations and some 
uncertainly remains as lo how lo interpret numerous provisions in the Act, Duke Energy believes thal it has Ihe information neoessaly to make an informed decision on Ihe 
impacl of llie Acl on its repalriation plans Based on lhal decision, Duke Energy has repalriated approximately $500 million in extraordinaly dividends, as defined in Ihe Act. and 
accordirigly recorded a corresponding lax liabilily of $39 rnillion as of December 31, 2005 However, Duke Energy has riol provided for U S deferred income laxes or foreign 
withholding lax on basis differences for its non-U S subsidiaries that resull primarily from undistributed earnings of approximately $420 million as of December 31, 2006 and 
$290 million as of December 31, 2005, which Duke EnerrJy intends Io reinvesl indefinitely Delermination of Ihe deferred lax liability on these basis differences is no1 practicable 
because such liability, if any, is dependenl on circumstances existing if and when remittance occurs 

€/Tic / s u e  No 04-08, "The Effect of ConIjngenNy Conwrfible Debt on Diluted Earnings per Share" (EiF 04-08) In September 2004, the EI lF  reached a consensus on 
Issue No 04-8 The consensus requires lhal the potenlial common stock related lo contingently converlible securities (Co-Cos) with market price conlingencies be included in 
diluled earnings per share calculations using Ihe if-converted method specified in SFAS No 128, "Earnings per Share" (SFAS No 128). whelher Ihe markel price 
conlingencies have been me1 or not Co-Cos generally require conversion into a company's common stock if certain specified events omur, such as a specified markel price 
for Ihe company's common sfock Prior io the issuance of ElTF 04-08, Co-Cos were treated as conlingenlly issuable shares under SFAS No 128, and Iherefore. the 
contingencies, must have bccn me1 in order for Ihe potential common sharos lo be includcd in diluted EPS. Therefore, Co-Cos wcre only included in dilulcd EPS during 
periods in which Ihe contingencies had been met The consensus is effeclive for fiscal years ended aller December 15,2004 and is required to be applied relroactively lo all 
periods in which any CwCos were oulstanding, resulting in reslatement of diluled EPS f the impact of the Co-Cos was dilulive 

As discussed in Nole 15, Duke Energy issued $770 million par value of contingently convertible noles in May of 2003, bearing an interest rate of 1.75% per annum lhat 
conlain several contingencies. including a markel price contingency that, if mel, may require conversion of the notes into Duke Energy common stock Conversion may be 
required. al Ihe oplion of llie holder. i f  any one of llie corilirlgericies is rriel During 2006 and 2005 lhese converlible senior notes became convertible irilo shares of Duke 
Energy common stock due lo the markel price of Duke Energy common stock Holders of Ihe convertible senior noles were allowed lo exercise lheir right to convert on or prior 
Io December 31, ZOO6 During 2006 and 2005. approximately 27 million and 1 2 million shares of common slock, respectively. were issued related to this fflnversion, which 
resulled in Ihe reliremenl of approximalely $632 million and $28 million of convertible senior notes. respectively Therefore, as discussed in Nole 19. Duke Energy has included 
potenlial bveighted average common shares outstanding of approximately 14 million, 32 million and 33 million for lhe years ended December 31 I 2006, 2005 and 2004, 
respectively, in the calculation of diluled EPS 
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The following new accounting slandanls have been issued, but have not yet been adopted by Duke Energy as of December 31,2006: 

SFAS No 155. "Accounting lor Certain HybridFinanciallnstrvment~n amendment of FASB Sfalernents No 133 and 140"(SFAS No. 155) In February 2006, the 
FASB issued SFAS No 155. which amends SFAS No 133, "Accounting for Derivative lnstrumerils and Hedging Aclivilies" and SFAS No 140, "Accounting lor Transfers and 
Servicing of Financial Assets and Exlinguishmenls of Liabilities ' SFAS No 155 al lom financial instruments that have embedded derivatives to be accounted for at fair value at 
acquisition, a1 issuance, or when a previously recognized financial instrument is subject to a remeasurement (new basis) event. on an instrument-by-instrument basis, in cases 
in which a derivative would otherwise have to be bifurcated SFAS No 155 is effective for Duke Energy for all financial instruments acquired, issued, or subject to 
remeasurement after January I ,  2007, and for certain hybrid financial instruments illat have been bifurcated prior to the decl ive date, for which the effect is lo be reported as a 
cumulative-elfect adjustmenl lo beginning retained earnings Duke Energy does not anticipate the adoption of SFAS No 155 will have any material impact on ils consolidated 
results of operations. cash flows or financial position 

SFAS No 156, "Accounting for Servicing o f  Financial Assets-an amendment of FASB Stafement No 140" (SFAS No. 156) In March 2006, the FASB issued SFAS 
No 156, which amends SFAS No 140, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities "SFAS No 156 requires recognition of a 

enters inlo arranqemenis lo service financial inslruments in certain siluations Such servicing assets or servicing liabilities are required 
to be initially measured at fair value, if practicable SFAS No 156 also allows an enlily to subsequen 
amortization method or a fair value method SFAS No 156 is effective for Duke Energy as of JanuaTl,  2007, and m-vely, e x x a n  entity 
elects to remeasure separately recognized exisling arrangements and reclassify certain available-for-sale securities lo trading securities, any effects musl be reported as a 
cumulative-effect adjustment lo retained earnings Duke Energy does not anticipate the adoption of SFAS No 156 will have any material impact on its consolidated results of 
operations. cash flows or financial posilion 

.'m" ' . 
. .  measuic. iis 

SFAS No 157, "Fair Value Measurernerrts"(SFAS No 157) In September 2006. the FASB issued SFAS No 157, which defines fair value, establishes a framework for 
measuring fair value in GAAP. and expands disclosures aboul fair valiie measurements SFAS No 157 does not require any new fair value measurements However, in some 
cases, the application of SFAS No 157 may change Duke Energy's current practice for measuring and disclosing fair values under other accounling pronoimcemenls that 
require or permit fair value measurements For Duke Energy, SFAS No 157 is effective as of January 1, 2008 and must be applied prospectively except in certain cases Duke 
Energy is currently evaluating the impacl 01 adopting SFAS No 157, and cannot currently estimate the impact of SFAS No 157 on its consolidated results of operalions, cash 
flows or financial position 

SFAS No 159, "The Fair Value Option for Firiancial Assets and Financial Liabilities" (SFAS No 159) In February 2007, the FASB issued SFAS No 159, which permits 
entities to choose to measure many financial instruments and certain other items at fair value For Duke Energy, SFAS No 159 is effective as of January 1,2008 and will have 
no impact on amounts presented for poriods prior lo the effective datc. Duke Energy cannot currently estimate the impact of SFAS No 159 on its consolidated results of 
operations, cash flows or financial position and has not yet determined whether or not it will choose to measure ilems subject to SFAS No 159 at fair value 

FIN48, "Accounting for Uncerfainfyin /ncome T a x e s a n  interpretation ofFAS6 Statement No 109 In July 2006, the FASB issued FIN 48, which provides guidance on 
accounting for income lax positions about which Duke Energy has concluded there is a level of uncertainly with respecl to the recognition in Duke Energy's financial 
statemenls FIN 48 prescribes a minimum remgnilion threshold a lax position is required to meet Tax positions are defined very broadly and include no1 only tax deductions 
arid credils but also decisions no1 to lile in a parlicular juiisdiction. as well as the laxability of tiansaclions Duke Energy will implement FIN 48 elfeclive January 1. 2007 The 
implemenlation is expecled to result in a cumulative effecl adjustment to beginning Retained Earnings on the Consolidated Statement of Common Slockholders' Equity and 
Comprehensive Income (Loss) in the first quarter 2007 in Ihe range of S'l5 million Io $30 million Corresponrling entries will impacl a variety of balance sheet line ilems, 
including Deferred income taxes. Taxes accrued, Other Liabilities, and Goodwill Upon implementation of FIN 48, Duke Energy will reflect interest expense related to taxes as 
Interest Expense, in lhe Consolidated Statement of Operatlons In addition, subsequent accounting for FIN 48 (afler January I, 2007) will involve an evaluation lo  delermine if 
any changes have occurred that would impact the existing uncertain tax positions as well as determining whether any new tax positions are uncertain Any impacts resulting 
from the evaluation of existing uncerlain lax posilions or from the recognilion of new uncertain tax positions would impacl income tax expense and interest expense in the 
Consolidated Statement of Operations, with offsetting impacts lo the balance sheet line items described above Because of Ihe spin-off of Spectra Energy in the first 
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quarter of 2007, certain liabilities and deferred lax assets related lo uncertain lax positionsfiled on Spedra Energy lax relums will be removed from Duke Energy's balance 
sheet Uncertain lax positions on consolidaled or combined lax returns filed by Duke Energy which are indemnified by Spectra Energy will be recorded as receivables from 
Speclra Energy 

FSP No. FAS 123(R)-5, '%mendmenf of FASB Sfall Positlon FAS 123(R)-1" (FSP No. FAS 123(Rj-5) In October 2006. Ihe FASB slaff issued FSP No. FAS 123(R)-5 lo 
address whelher a modification of an instrumenl in conneclion with an equily reslructuring should be considered a modificalion for purposes of applying FSP No. FAS 
123(R)-1, "Classificalion and Measuremenl of Freestanding Financial lnslrumenls Originally Issued in Exchange for Employee Services under FASB Slalemenl No 123(R) 
(FSP No FAS 123(R)-1) " In August 2005, the FASB slaff issued FSP FAS 123(R)-l lo defer indefinitely the effective date of paragraphs A23tLA232 of SFAS No 123(R), 
and thereby require entities lo apply the recognition and measuremenl provisions 01 SFAS No 123(R) throughout Ihe life 01 an inslrumenl, unless Ihe instrument is modified 
when the holder is no longer an employee The recognilion and measuremenl of an instrumenl thal is modified when Ihe holder is no longer an employee should be determined 
by other applicable generally accepled accounling principles FSP No FAS 123(R)-5 addresses modificalions of slock-based awards made in connection wilh an equity 
restructuring and clarifies lhal for inslrumenls lhat were originally issued 3s employee compensation and lhen modifred, and lhal modificalion is made to the terms of the 
inslrumenl solely to reflect an equily restructuring lhal occurs when the holders are no longer employees, no change in the recognilion or the measurement (due to a change in 
classilicalion\ of those inslrumenls will result if certain conditions are me1 This FSP is effeclive for Duke Enerov as of Januarv 1. 2007 The imoact to Duke Enerov of aDDlYinq -. . . ,  - 
FSP No FAS 123(R)-5 in subsequent periods will be dependent upon Ihe nature of any modifications lo Duke'Energy's shark-based compensation awards 

FSP No. AUG AlR-1, "Amounting lorPhnnedMajor MaintenanceActivifies,"(FSP No AUG AIR-1) In September 2006, the FASB Slaff issued FSP No AUG AIR-I 
This FSP prohibds the use of the accrue-in-advance method of accounling for planned major maintenance aclivilies in annual and interim financial reporting periods, if no 
liabilily is required Io be recorded for an assel relirerneril obligalion based or1 a legal obligalion for which llie even1 obligaling Ihe enlily has occurred The FSP also requires 
disclosures regarding the method of accounting for planned major maintenance aclivilies and Ihe effecls of implementing the FSP The guidance in lhis FSP is effective for 
Duke Energy as of January 1 ,  2007 and will be applied relrospeclively for all financial slalemenls presenled Duke Energy does no1 anlicipale Ihe adoplion of FSP No ALE 
AIR-I will have any material impacl on its consolidated resulls of operalions, cash flows or financial posilion 

El JF lssue No 06-3, "How Taxes Collected from Customers and Remined to Governmnfal Authorities Sliould B e  Presented in the Income Statement (mat Is, Gross 
versus Net Presenfation)"(€/TF No 06-3) In June 2006, the ElTF reached a consensus on ElTF No 06-3 lo address any tar assessed by a governmental aulhority Ihal is 
directly imposed on a revenue-producing transadion between a seller and a cuslomer and may include, but are not limited to, sales, use, value added, and some excise laxes 
For taxes within Ihe issue's scope, the consensus requires lhal enlilies presenl such taxes on either a gross (i e included in revenues and costs) or ne1 (i e exclude from 
revenues) basis according lo their accounting policies, which should be disclosed If such laxcs are reported gross and arc significant, cnlities should disclose Ihe amounts of 
lhose taxes Disclosures may be made on an aggregate basis The consensus is clfcclive for Duke Energy beginning January 1, 2007 Duke Energy docs not anticipate the 
adoption of ElTF No 06-3 will have any material impacl on its consolidated resulls of operations, cash flows or financial position 

El JF lssue No OG-5, '%Accounting /orPurchases of Life Insurance-Determining Ihe Amounf Jliaf Could Be Realized in Accorclance with FASB Technical Bulletin 
No 85-4 (ElTF No 06-5) In June 2006, the ElTF reached a consensus on the accounting for corporate-owned and bank-owned life insurance policies EITF No 06-5 
requires lhal a policyholder consider Ihe cash surrender value and any addiliorial arriounls Io be ieceived under Ihe conlraclual lerrris of l l ie policy in delerniining Ihe aniounl 
lhal could he realized under Ihe insurance corilracl Arriounls lhal are recoverable by Ihe policyholder al Ihe discrelion of Ihe insurance cornpany must be excluded from Ihe 
amount lhal could be realized Fixed amounls lhal are recoverable by the policyholder in lulure periods in excess of one year from the surrender of the policy mud be 
recognized at lheir presenl valiie ElTF No 06-5 is effeclkve for Duke Energy as of January 1 ,  2007 and miisl be applied as a change in accounling principle lhrough a 
cumulative-effect adjustmenl lo retained earnings or other components of equity as of January 1, 2007 Duke Energy does not anticipate the adoption of ElTF No 06-5 will 
have any malerial impacl on its consolidaled resulk of operations, cash flows or financial posilion 

ElTF issue No 06-6. "L&btofs Accounting fora Modircation (OrExchange) of Converfible L?ebf lnstmments"(E1F No 06-6) In November 2006, the ElTF reached a 
consensus on ElTF No 06-6 ElTF No 06-6 addresses how a modificalion of a deb1 inslrument (or an exchange of debt inslrumenls) lhat affecls the terms of an embedded 
conveffiion option should be considered in the issuer's analysis of whelher debt extinguishment accounting should be applied, and further addresses the accounting for a 
modification of a debt instrument (or an exchange of debt inslrumcnls) lhat affccls Ihe terms of an embedded convcrsion oplion when cxlinguishmenl accounling is 
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not applied EITF No 06-6 applies lo modificalions (or exchanges) occurring in interim or annual reporting periods beginning after November 29, 2006, regardless of when the 
inslrument was originally issued Early application is permitted for modifications (or exchanges) occurring in periods for which financial statements have not been issued. There 
were no rnodificalions lo. or exchanges of, any 01 Duke Energy's deb1 inslrurnerils wilhin ltie scope of ElTF No 06-6 in 2006 The inipacl lo Duke Energy 01 applying ElTF 
No 06-6 in subsequent periods will be dependent upon the nature of any modifications lo. or exchanges of, any deb1 instrumenls within the scope of ElTF No 06-6 Refer to 
Nole 15 

2. Acqulsltlons and Dlsposltlons 

Acquisitions. Duke Energy consolidates assets and liabililies from acquisilions as of the purchase dale, and includes earnings from acquisitions in consolidaled earnings 
alter tho purchase dale Assets acquired and liabilities assumed are recorded at eslimated fair values on the dale of acquisition. The purchase price minus Ihe eslimated fair 
value of the acquired assets and liabililies meeting the definition of a business as defined in ElTF Issue No. 98-3, "Determining Whether a Nonmonetary Transaction Involves 
Receipt of Productive Assels or of a Business" (EITF 98-31, is recorded as goodwill. The allocation of the purchase price may be adjusted if additional, requested information is 
received during Ihe allocalion period, which generally does not exceed one year trom rne con]i%mwk-k..,-. 

. .  

Cinergy Merger. On April 3,2006, Ihe previously announced merger between Duke Energy and Cinergy was consummated (see Nole 1 for additional information) For 
accounting purposes, Ihe elfective date of the merger was April 1, 2006 The merger combines the Duke Energy and Cinergy regulaled franchises as well as deregulated 
generation in the Midwesfern United Slales The merger provides more regulalory, geographic and wealher diversity lo  Duke Energy's earnings See Note 4 for discussion of 
regulalory impacts of the merger 

The merger has been acmuriled for under Ihe purchase rnelhod of accounling will1 Duke Energy lrealed as Ihe acquirer for acmunlirig purposes As a result, Ihe assels 
and liabililies 01 Cinergy were recorded al Iheir respeclive fair values as of April 3, 2006 and Ihe resulls of Cinergy's operalions are included in Ihe Duke Energy consolidaled 
financial stalements beginning as of the effeclive date of Ihe merger. Excepl for an adjuslmenl related lo pension and other postretirement benefil obligalions, as mandated by 
SFAS No 87, "Employers' Accounting for Pensions" (SFAS No 87) and SFAS No 106. "Employers' Accollnting for Postretirement Benefils Olher Than Pensions," (SFAS 
No 106), !he accompanying consolidaled financial statements do no1 reflect any pro forma adjustments related lo Cinergy's regulated operations that are accounted for 
pursuant lo  SFAS No 71, which are comprised of the regulated lransmission and dislribulion operalions of Duke Energy Ohio, Inc (Duke Energy Ohio) (formerly The Ctncinnali 
Gas & Eleclric Company's regulaled transmission and distribution), Duke Energy Indiana, Inc (Duke Energy Indiana) (formerly PSI Energy, Inc. ) and Duke Energy Kenlucky. 
Inc (Duke Energy Kentucky) (formerly The Union Light, Heat and Power Company) Under Ihe rate selling and recovery provisions currently in place for these regulated 
operations which provide revenues derived from cosl, the fair values of the individual tangible and inlangible assets and liabilities are considered to approximate their carrying 
values 

The fair values used for recording the assets acquired and liabililies assumed are based on valuation analyses 

In connection with the merger, Duke Energy issued 1 56 shares of Duke Energy common slock for each outdanding share of Cinergy common stock, which resulted in Ihe 
issuance of approximately 313 million shares of Duke Energy common stock Based on the market price of Duke Energy common stock during the period including Ihe two 
trading days before through Ihe two trading days alter May 9, 2005, the date Duke Energy and Cinergy announced the merger, Ihe transaction is valued at approximately $9 1 
billion and has resulled in iricremenlal goodwill lo Duke Energy of approximalely $4 5 billion The arnourrl of goodwill resulls frorn signifcan1 slralegic and financial benefils of 
the merger including: 

* increased financial strength and flexibility; 

* stronger utility business platform; 

greater Scale and fuel diversity. as well as improved operational efficiencies for the merchanl generation business: 

broadened eleclric dislribulion plalform; 

improved reliabilily and customer service Ihrougti Ihe sharing of besl praclices; 

* increased scale and scope of Ihe eleclric and gas businesses wilti sland-alone slrenglli; 

* complementary positions in the Midwest, 
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. greater customer diversily; 

* combined expertise; and 

. significant cost savings synergies 

The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the date of acquisition: 

Purchase Price Allocation 

April 3, 2006 

(in mllllons) 
Purchase price 9,115 

Iniangible assets 

Tolal assets acquired 17,304 
Currenl liabilities 4,137 
Long-term debt 4.295 
Deferred credits 4,266 
Minority Merest 1 1  

Net identifiable assets acquired 4,595 

Good 4,520 

(a) Amounls recorded for regulated properly, plan1 and equipment by Duke Energy on the acquisition dale are net of approximately 53.995 million of accumulated 
depreciation of acquired assets 

Goodwill recorded as of December 31,2006 resulting from Duke Energy’s merger with Cinergy is $4,385 million, none of which is deductible for Income lax purposes 
Approximately $135 million of goodwill was allocated to Cinergy Marketing and Trading, LP, and Cinergy Canada, Inc (collectively CMT) (see Note 13), which was sold in 
Oclober2006 As of December 31, 2006, the allomlion of Ihe remaining goodwill to the reporling units was substantially complete. with approximately $3,500 million and $885 
million being allocated to the U S Franchised Electric and Gas and Commercial Power segments, respectively (see Nole 10) 

The following unaudited consolideted pro forma financial rcsulls are prcsented as if the Cinergy mcrgcr had occurred al  the beginning of each of thc periods presenled: 

Unaudited Consolidated Pro Forma Results 

Year Ended 

December 31, 

2006 2005 

(In mllllons, except 
per share amounts) 

- -  

Source: Duke Energy Holding , ID-K, March 01, 2007 
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Pro forma results for the year ended December 31,2006 include approximately $128 million of charges related lo costs to achieve the merger and related synergies, 
which are recorded within Operating Expenses on the Consolidated Statements of Operations Pro forma results for the years ended December 31, 2006 and 2005 do not 
reflect the pro loirna effecls of any significant transactions corripleled by Duke Energy other lhan the merger with Cinergy The pie-lax impacts of purchase accourrliriy or] Ihe 
2006 results of operalions of Duke Energy were charges 01 approximately $98 million 

Other Acqulsltlons. During the first quarter of 2006, International Energy closed on two transactions which resulted in the acquisition 01 an additional 27% interesl in the 
Aguaytia Inlegrated Energy Project (Aguaytia), located in Peru, for approximately $31 million (approximately $18 million net of cash acquired) The project's scope includes the 
production and processing of natural gas, sale of liquefied pelroleum gas (LPG) and NGLs and the generation. transmission and sale of electricity from a 177 megawatt power 
plant. These acquisitions increased International Energy's ownership in Aguaylia to 66% and resulted in Duke Energy accounting lor Aguaytia as a consolidated entity Prior to 
the acquisition of this additional interest, Aguaytia was accounted for as an equity method investment. No goodwill was recorded as a result of this acquisition 

During the first quarter of 2006, Duke Energy acquired the remaining 33 '13% interest in Bridgeport Energy LLC (Bridgeport) from United Bridgeport Energy U C  (UBE) for 
approximately $71 million. No goodwill was recorded as a result of this acquisition ?he assets and liabilities of Bridgeport were included as part of DENAs power generalion 
assets which were sold to a subsidiaty of LS Power Equity Partners (LS Power) (see Note 13). 

In May 2006, Duke Energy announced an agreement to acquire an 825 megawatt power plant located in Rockingham County. North Carolina, from Cynegy for 
approximately $195 million The Rockingham plant is a peaking power plant used during times of high electricity demand, generally in the winter and summer months and 
consists of five 165 megawatt combustion turbine units capable of using either natural gas or oil lo operate The acquisition is consistent with Duke Energy's plan lo meet 
customers' electric needs for llie foreseeable future The transaction. which closed in the fourth quarter of 2006, required approvals by the North Carolina Ulilities Conimission 
(NCUC) and the Federal Energy Regulatory Commission (FERC) The NCUC approved i t  on July 25, 2006 and Ihe FERC issued an order authorizing the transacliorl on 
Oclober 31, 2006 In addition. the 1) S Federal Trade Commission (FTC) approved the transaction on July 20, 2006, under the Hart-Scott-Rodino Antitrust Improvement Act 
No goodwill was recorded as a resull of lhis acquisition 

In August 2005, Nalural Gas Transmission acquired natural gas storage and pipeline assets in Southwest Virginia and an additional 50% interest in Sallville Gas Storage 
LLC (Saltville Storage) from units of AGL Resources for approximately $62 million This transaction increased Natural Gas Transmission's ownership percentage of Sallville 
Storage lo 100% No goodwill was recorded as a result of lhis acquisition 

In August 2005, Natural Gas Transmission acquired the Empress System natural gas processing and NGL marketing business from ConocoPhillips for approximately 
$230 million as part of the Field Services ConocoPhillips transaction discussed further in the Dispositions section below No goodwill was recorded as a result of this 
acquisition 

In Ihe second quarter of 2004, Field Services acquired gathering, processing and transmission assets in southeast Ncw Mexico from ConocoPhillips for a total purchase 
price of approximately $80 million, consisting of $74 million in cash and the assumption of approximately $6 million 01 liabilities As the acquired assets were not considered 
businesses under the guidance in EITF 98-3, no goodwill was recognized in conneclion with this transaction 

In the third quarter of 2004, Field Services acquired additional interest in three separate entities (lor which DEFS owned less than loo%, but had been consolidating) for a 
total purchase price of $4 million, and the exchange of some Field Services' assels Two of these acquisitions, Mobile Bay Processing Partners (MBPP) and Gulf Coast NGL 
Pipeline, LLC (GC). resulted i r l  100% ownership by Field Services The MBPP transaction involved MBPP lransferriny certain long-lived assets lo El Paso Corporation lor El 
Paso Corporation's interest in MBPP As a result of this non-monetary transaction. the assets transferred were wrilten-down to their estimated fair value which resulted In 
Duke Energy recognizing a pre-tax impairment of approximalely $13 million, which was appmximalely $4 million net of minority interest An additional 12% interest in Dauphin 
Island Gathering Partners (DIGP) was also purchased lor $2 million, which resulted in 84% ownership by Field Services MBPP owns processing assets in Ihe Onshore Gulf of 
Mexico GC owns a 16 67% inlerest in two equity investments DIGP owns gathering and transmission assets in the Offshore Gulf of Mexico 

The pro forma results of operalions for Duke Energy as if those acquisitions (other than the Cinergy merger) which closed prior lo December 31, 2006 occurred as of the 
beginning 01 the periods presented do not materially differ from reported results 
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Dispositions. In December 2006, Duke Energy Indiana agreed lo sell one unit of ils Wabash River Power Slalion (Unil 1) lo the Wabash Valley Power Association. The 
price of the lransaclion will be based on the book value of Unit 1 a1 lhe lime of closing. which is currently estimaled lo be approximalely $110-$120 million The sale musl be 
approved by Ihe Indiana Ulilily Regulalory Cornmission (IURC). llie FERC. the FTC and Ihe Deparlnieril of Juslice (DOJ) These approvals are anlicipaled by mid-2007 Duke 
Energy does not anlicipate recognizing a material gain or loss on this lransaclion 

On January 12, 2007, Duke Energy Indiana filed a petilion wilh the IURC requesting aulhority lo sell Wabash River Unil #I to the Wabash Valley Power Associalion. Inc 
pursuant to an Assel Purchase Agreement along with approval of Ihe Operation and Mainlenanoe Agreement and the Common Facililies Agreement associaled wilh the 
sale Wabash River Unit # 1  will be replaced by the Wheatland facility which was purchased by Duke Energy Indiana in 2005 Duke Energy Indiana is also requesting approval 
of the accounting and ratemaking trealmenl of Ihe sale to reflecl Ihe difference in costs of the Iwo facilities 

For the year ended December 31, 2006, the sale of other assets and businesses resulted in approximately $2 billion in proceeds and net pre-tax gains of $276 million 
recorded in Gains (Losses) on Sales of Olher Assets and Oiher, net on the Consolidated Stalemenls of Operalions These sales exclude assels lhat were held for sale and 
reflected in discontinued operations, both of which are discussed in Nole 13, and sales by Crescenl prior to deconsolidation which are discussed separately below Significanl 
sales of other assels during 2006 are delailed as follows: 

. On September 7,2006, an indirect wholly owned subsidiary of Duke Energy closed an agreemenl Io creale a joint venture of Crescenl (the Crescent JV) wilh 
Morgan Slanley Real Eslale Fund V U  S , L P. (MSREF) and other affilialed funds conlrolled by Morgan Slanley (colleclively the "MS Members"). Under Ihe 
agreemenl. the Duke Energy subsidiary conlributed all of the membership interesls in Crescenl lo a newly-formed joint venture, which was ascribed an enterprise 
value of approximately $2 1 billion as of December 31, 2005 In conjunction with Ihe formation of Ihe Crescent JV. the joint venture. Crescent and Crescenl's 
subsidiaries enlered irilo a credil agreement wilt1 lhird party lendeis under which Crescenl borrowed approxirnalely $1 21 billiorl, ne1 of lrarisaction costs, of which 
approximately $1 19 billion was immediately dislribuled lo Duke Energy Immediately follo!4ng the debt lransaclion. the MS Members colleclively acquired a 49% 
membership interest in the Crescenl JV from Duke Energy for a purchase price of approximately $415 million A 2% inlerest in the Crescent JV was also issued by 
the joint venlure to the Presidenl and Chief Execulive Officer of Crescenl which is subjecl lo forfeiture if the executive voluntarily leaves the employment of Ihe 
Crescent JV within a three year period Addillonally, this 2% inlerest can be put back lo the Crescent JV after three years or possibly earlier upon the Occurrence of 
certain evenls al an amount equal lo 2% of Ihe lair value of Ihe Crescent JV's equily as of the pul dale. Therefore, the Crescent JV will accrue Ihe obligation relaled 
to Ihe pul as a liabilily over the three year forfeiture period Accordingly, Duke Energy has an effeclive 50% ownership in the equity of Crescent JV for financial 
rsporting purposes In conjunclion with this transadion, Duke Energy recognized a pre-tax gain on the sale of approximately $250 million vhich has been classified 
as a componcnl of Gains (Losses) on Sales of Olhcr Assets and Olhcr, ncl in the accompanying Consolidated Slalement of Operations for lhc year ended 
December 31, 2006 As a result of the Crcsccnt transaction, Duke Energy no longer controls the Cresccnl JV and on Seplcmber 7,2006 dcconsolidaled its 
inveslment in Crescent and subsequenlly will account for its inveslment in the Crescent JV utilizing lhe equity method of accounting Duke Energy's equity 
inveslmenl in the Crescent JV is approximately $180 million as of December 31, 2006 The proceedsfrom Ihe sale were recorded on the Consolidated Slatements 
of Cash Flavs as follows: approximalely $1.2 billion in long-term debt proceeds, net of issuance cosls. were classified as Proceeds from ihe issuance of long-term 
deb1 wilhin Financing Aclivilies. and approxiinalely $380 rriillion, which repiesenls cash received from the MS Members ne1 of cash held by Crescent as of Ihe 
lransaclion dale. were classified as Net proceeds from the sales of and distributions from equily investmenls and other assels, and sales of and colleclions on 
notes receivable within Investing Aclivilies 

Nalural GasTransmission's sale of certain Stone Mountain nalural gas galhering system assets resulled in proceeds of $18 million (which is reflected in Ne1 
proceeds from Ihe sales of equity inveslments and other assets, and sales of and collections on notes receivable wilhin Cash Flaws from Investing Activities in the 
Consolidated Statements of Cash Flows), and pre-tax gain of $5 million which was recorded in Gains (Losses) on Sales of Olher Assels and Olher, net in the 
accompanying Consolidated Statements of Operations In addilion, Natural Gas Transmission's sale of slock, received as consideralion for Ihe selllement of a 
customers' transportation contract, resulled in proceeds of approximalely $29 million (which is reflected in Olher, assets within Cash Flows from Operating 
Activities in the Consolidaled Stalemenls of Cash Flows) and a pre-lax gain of $29 million, of which 

* 
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approximately $28 inillion was recorded in Gains (Losses) on Sales of Other Assets and Other, net and approximately $1 million was recorded in Olher Income and 
Expenses, net in the accompanying Consolidated Statements of Operations (see Note 9) 

Commercial Power’s sale of emission allowances, which resulted in proceeds of $136 million and pre-tax losses on sales of approximately $29 million (see Note 
lo), which was recorded in Gains (Losses) on Sales of Other Assets and Other. net, in the Consolidated Slalements of Operalions. This was partially offset by lhe 
sale of the Pine Mounlain synthelic fuel facility, which resulted in proceeds of approximately $8 million and a pretax gain of approximately $6 million, which was 
recorded in Gains (Losses) on Sales of Other Assets and Other, nel, in the Consolidated Statements of Operalions 

As a result of 3 settlemenl of a property insurance claim, Natural Gas Tnnsmission received proceeds of approximately $30 million and recognized a prelax gain 
of approximately $10 million, which was rccordcd in Gains (Losses) on Sales of Olher Assets and Olhcr, nel, in lhe Consolidaled Slatements of Operations 

For the period from January 1 ,  2006 to September 7, 2006, Crescent commercial and multi-family real estate sales resulted in $254 million of proceeds and $201 million 

nnei-fwl nf 1- PQtomac Yard in Washinqton. D.C. for a pre-tax gain of $81 million and land at Lake Keowee in northwestern Soulh Carolina for a pre-lax 

* 

of ne1 pre-tax gains recorded in Gains en Sales of lnveslmenls in Commercial and Mulli-Family Real Estate on the Consolidated Slatements of Operations. Sales primarily 

gain of $52 million, as well as several other large land !rad sales 

. .  

For the year ended December 31,2005, Ihe sale of olher assets. businesses and equity iriveslnlerits resulted in approximately $2 3 billion in proceeds. pre-lax gains of 
$534 million recorded in Gains (Losses) on Sales of Other Assets and Other, net. on the accompanying Consolidated Slatemenls of Operations and pre-tax gains of $1.225 
million recorded in Gains (Losses) on Sales and Impairments of Equity Melhod Investments on the accompanying Consolidated Statements of Operations These Sales exclude 
assets lhat were held for sale and reflected in discontinued operations, both of which are discussed in Nole 13, and commercial and multi-family real estate sales by Crescenl 
which are discussed separately below Significant sales of other assels and equity investments during 2005 are detailed as follows: 

- In February 2005, DEFS sold its wholly owned subsidlary Texas Eastern Producls Pipeline Company, LLC (TEPPCO GP), which is the general partner of TEPPCO 
Partners. LP (TEPPCO LP), for approximately $1 1 billion and Duke Energy sold its limited partner interesl in TEPPCO LP for approximately $100 million, in each 
case lo Enterprise GP Holdings LP (EPCO), an unrelated third party These transaclions resulted in pre-tax gains of $1 2 billion, which were recorded in Gains 
(Losses) on Sales and Impairments of Equity Method Investments in the Consolidated Statements of Operations Minority Interest Expense of $343 million was 
recorded in Ihe accompanying Consolidated Slalements of Operations l o  rcflect ConocoPhillips’ proportionate sharc in the pre-tax gain on sale of TEPPCO GP 
Additionally. in July 2005, Duke Energy compleled Ihe agreement with ConocoPhillips, Duke Energy’s co-equity owner in DEFS, to reduce Duke Energy’s 
ownership interest in DEFS from 69.7% to 50% (the DEFS disposition transaction), which results in Duke Energy and ConocoPhillips becoming equal 50% owners 
in DEFS Duke Energy has received. directly and indirectly through its ownership interest in DEFS, a total of approximalely $1 1 billion from ConocoPhillips and 
DEFS, consisting of approximately $1 0 billion in cash and approximately $0 1 billion of assels The DEFS disposilion transaclion resulled in a pretax gain of 
approximately $575 rriillioii, which was recorded in Gairis (Losses) on Sales of Ollier Assets and Other, nel. in the accompanying Consolidated Slalements of 
Operalions. The DEFS disposition transaction includes the transfer to Duke Energy of DEFS‘ Canadian natural gas gathering and processing facilities. Additionally. 
the DEFS disposilion transaction included Ihe acquisilinn of ConocoPhillips‘ inlerest in the Empress System Subsequenl to the closing of Ihe DEFS disposition 
transaclion. effective on July 1 ,  2005, DEFS is no longer consolidated into Duke Energy’s consolidated financial statemenls and is accounted for by Duke Energy 
as an equity method investment See Note 8 for the impacls of this transaction on certain cash flow hedges The Canadian natural gas gathering and processing 
facilities and the Empress System are included in the Natural Gas Transmission segment 

In December 2005, Ihe Duke Energy Income Fund (Income Fund), a Canadian income trust fund, was crealed to acquire all of the common shares of Duke Energy 
Midstream Services Canada Corporation (Duke Midstream) from a subsidiary of Duke Energy The Income Fund sold an approximate 40% ownership interest in 
Dultc Midslream lor approximately $1 10 million, which was included in Proceeds from Duke Energy Income Fund within Cash Flows from Financing activilies on 
the Consolidated Statements of Cash F l o w  In January 2006, a subsequent grecnshoe sale of additional ownership intcrests. pursuant to an overallolment option, 
in the Income Fund were sold for approximately $10 million Duke Energy retains an ownership interest in the Income Fund of approximately 58% and will continue 
to operale and manage this business Duke Energy continues to consolidate the results of this business 
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. In December 2005, Commercial Power recorded a $75 million charge related lo the lerminatron of structured power contracts in the Southeast, which was recorded 
in Gains (Losses) on Sales of Other Assets and Other net on Ihe accompanying Consolidated Statements of Operations 

For the year ended December 31,2005, Crescenl's Commercial Jnd mulli-larnily real eslale sales resulled in $372 million of proceeds and $191 rnlllion or ne1 pre-lax 
gains recorded in Gains on Sales of Investments in Commercial and Multi-Family Real Estate on the Consolidaled Statements of Operalions Sales included a large land sale 
in Lancaster County, South Carolina that resulled in $42 million of pre-tax gains. and several other legacy land sales Additionally Crescent had $45 million in pre-lax Income 
related to a distribution from an interest in a portfolio of mmrnercial office buildings which was recognized in Olher Income and Expenses ne1 in the accompanying 
Consolidaled Slatemenls of Operalions (see Note 24) 

For the year ended December 31,2004, Ihe sale 01 olher assets and businesses (which excludes assels held for sale as of December 31,2004 and discontinued 
operations, both of which are discussed in Note 13, and sales by Crescent which are discussed separately below) resulled in approximalely $715 million in cash proceeds plus 
a $48 million note receivable from the buyers, and net pre-tax losses of $416 million recorded in Gains (Losses) on Sales of Olher Assets and Other. net and pre-tax losses of 
$4 million recorded in (Losses) Gains on Sales and Impairments of Equity Melhod Investments on lhe Consolidated Staternenls of Operations (Losses) Gains on Sales and 
Impairmenls of Equity Method Investments included a $23 million impairment charge, which is discussed in Nole 12 Signdicant sales of other assels in 2004 are delailed as 
follows 

. Natural Gas Transmission's assel sales lotaled $25 million in net proceeds Those sales resulted in tolal pre-lax gains of approximately $33 million, of which $1 7 
million was recorded in Gains (Losses) on Sales of Other Assets and Olher, net and $16 million was recorded in Gains (Losses) on Sales and Impairments of 
Equily Method lnveslmenls in the Consolidated Statements of Operations Significant sales included Ihe sale of storage gas related lo the Canadian distribution 
operations. the sale of Natural Gas Trarisirrissiori's inleresl in the Millenniurn Pipeline. arid the sdle of land 

Field Services asset sales lolaled $13 million in net proceeds Those sales resulted in gains of $2 millton which were recorded in Gains (Losses) on Sales of Olher 
Assets and Other net in the Consolidated Slatements of Operations These sales consisted of mutllple small sales 

Commercial Power 5 asset sales lolaled approximalely '$464 million in ne1 proceeds and a '$48 million notr recrivable Those sales resulled in pre-lax losses of 
$360 million which were recorded in Gains (Losses) on Sales of Olher Assets and Other, net in the Consolidated Stalemenls of Operations Significant sales 
included 

* 

* 

Commercial Power's eighl natural gas-fired merchant power plants in Ihe Southeastern Uniled Slates: Hot Spring (Arkansas); Murray and Sandersville (Georgia); 
Marshall (Kentucky); Hinds, Soulhaven, Enterprise and New Albany (Mississippi); and cerlain other power and gas contracts (collectively, the Southeast Plants) 
Duke Energy decided lo sell the Southeast Plants in 2003, and recorded an impairmenl charge of 51 3 billion in 2003 since the assels' carrying valuesexceeded 
thcir oslimalcd fair values. The sale of those asscls In KGen Parlncrs LLC (KGen) obtained all required regulatory approvals and conscnts and closcd on August 5, 
2004 This lransaclion resulted in a pre-lax loss of approximately $360 million recorded in Gains (Losses) on Sales of Other Assets and Olher, net in the 2004 
Consolidated Slatement of Operalions. Nearly all of the loss was recognized in the first quarler of 2004 to reduce the assets' carrying values lo their estimated fair 
values, and approximately $4 million of the loss was recognized in the third quarter of 2004 upon closing The fair value 01 the plants used for recording Ihe loss in 
the first quarter was based on Ihe sales price of approximatety $475 million, as announced on May 4,2004. The actual sales price consisted of $420 million of cash 
and a $48 million nole receivable from KGen, which bearsvariable inleresl at the Londorl Interbank Offered Rale (LIBOR) plus 13 625% per annum, compounded 
quarterly The nole is secured by a fourth lien on (i) substanlially all of KGen's assets and (ii) stock of KGen LLC (KGen's owner), each subject to cerlain permilled 
liens and a first lien on cash in cerlain KGen accounls The nole was repaid in lull during 2005 

Duke Energy retained certain guarantees relaled lo the sold assets In conjunclion wilh Ihe sale, Duke Energy arranged a letler of credit wilh a face amount of $120 
million in favor of Georgia Power Company, lo secure obligations of a KGen subsidian/ under a seven-year power sales agreement, commencing in May 2005, 
under which KGen will provide power from one of the planls lo Georgia Power. Duke Energy is the ultimale obligor to the letter of credit provider, but KGen has an 
obligation to reimburse Duke Energy for any payments made by il under the letter of credit, as well as expenses incurred by Duke Energy in connection w'lh the lelfer 
of credit In February 2007, this guarantee was cancelled (see Note 18) Duke Energy will continue lo provide services 
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under a long-term operaling agreement for one of the plants As a result of Duke Energy's significant continuing involvement in the operations of the plants, this 
transadion did not qualify for discontinued operalions presentation, as prescribed by SFAS No 144 However, this continuing involvement did not prohibit sale 
aocounlirrg urtdet SFAS No 66. "Accounting for Sales of Real Estate " 

* During 2004, a 25% undivided interest in Commercial Power's Vermillion facility was sold for proceeds of approximately $44 million This sale was anticipated in 
2003 and, therefore. an $18 million loss on sale was recorded during 2003 

International Energy completed the sale of its 30% equity interest in CompaRia de Nitrogen0 de Cantarell. S A  de C V (Cantarell) a nitrogen production and 
delivery facility in the Bay of Campeche. Gulf of Mexico on Seplember 8, 2004 The sale resulted in $60 million in net proceeds and an approximate $2 million 
pre-tax gain recorded to Gains (Losses) on Sales and Impairments of Equily Method Investments on the Consolidaled Statements of Operations A $13 million 
non-cash charge lo Operation, Maintenance and Other expenses on the Consolidated Statements of Operations, related to a note receivable from Cantarell. was 
recorded in the first quarter of 2004 

* 

7nn4 +-in net uroceeds. Those sales resulted in ne1 pre-lax losses of $74 million, of which $75 million was . .  . 
recorded in Gains (Losses) on Sales of Other Assets, net and a $1 million gain was recorded in Gains (Losses) on Sales and lmpalrmenfs ot tquily MFVlrXj 
lnveslments in the Consolidated Statements of Operalions These sales primarily related to some contracts at Duke Energy Trading and Marketing, LLC (DETM) 
DETM held a ne1 liability posilion in certain contracts and, as parl of the sale, DETM paid a third party net cash paymenls of $99 million related to the sale of these 
assels which are included in Cash Flows from Operaling Aclivities This resulted in a net loss of $65 million recorded in Gains (Losses) on Sales of Other Assets 
and Other. net in the 2004 Consolidated Statement of Operations Olher significant sales included Duke Energy Royal LLC's interest in six energy service 
agreements and DukeSoluliorrs Hunlinglon Beach. LLC 

For the year ended December 31.2004, Crescent's commercial and multi-family real estate sales resulted in $606 million of proceeds, and $192 million of net gains 
recorded in Gains on Sales of Investments in Commercial and Multi-Family Real Estate on Ihe Consolidated Slalements of Operalions Significant sales included commercial 
project sales, resulling primarily from the sale of a commercial project in the Washinglon. 0 C area in March; real eslate sales due primarily to the sale of the Alexandria and 
Arlington land tracts in the Washington. D C area; and Several large land tract sales 

3. Business Segments 

In conjunction with Duke Energy's merger with Cinergy. effedive with Ihe second quarter of 2006, Duke Energy adopted new business segments that managemenl 
believes properly align Ihe various operations of Duke Energy with how lhe chief operaling decision maker views the business Duke Energy operates the following business 
units: U S Franchiscd Electric and Gas, Natural Gas Transmission, Field Serviccs, Commercial Power, International Energy and Crcscent Prior to Duke Energy's sale of an 
effective 50% ownership inleresl in Crescenl in September 2006 (see below), this segment represented Duke Energy's 100% ownership of Crescent Resources, LLC. Duke 
Energy's chief operaling decision maker regularly reviews financial information about each of lhese business units in deciding how lo allocate resources and evaluate 
performance All of the Duke Energy business units are considered reporlable segments under SFAS No 131 Prior lo the September 2005 announcement ofthe exiling of the 
majority of former DENA's businesses (see below), former DENA's operations were considered a separate reportable segment The term DENA. as used lhroughout the Notes 
lo Consolidaled Ftrraricial Slalemenls. refers lo Ihe former merchant generation operations in the Weslern arid Eastern U.S , as well as operations in Ihe Midwest and 
Southeast (Jnder Duke Energy's new segment structure. Ihe merchant generation operations of Ihe Midwesl and Southeast are presented in continuing operations as a 
component of the Commercial Power segment for all periods presented and the Western and Easlern operations are presenled as a cornponenl of discontinued operations 
within Other for all periods presented Prior to the change in business segments, former DENA's continuing operations, which primarily include the merchant generalion 
operations in the Midwest and Southeast, were included in Other in 2005 and as a component of the DENA segment in all prior periods, and discontinued operations were 
included in the former DENA segment for all periods There is no aggregation within Duke Energy's defined business segments 

U S  Franchised Electric and Gas generales, transmits, distributes and sells electricity in central and westem North Carolina, weslem South Carolina, southwestern Ohio, 
cenlral and southern Indiana, and northern Kenlucky. U S Franchised Electric and Gas also transports and sells natural gas in southwestern Ohio and northern Kentucky It 
conducts operations primarily through Duke Energy Carolinas, Duke 

115 

Source Duke Energy Holding, IO-K, March 01, 2007 



Energy Ohio, Duke Energy Indiana and Duke Energy Kenlucky These electric and gas operations are subject lo the rules and regulations of the FERC, the NCUC, Ihe Public 
Service Commission of South Carolina (PSCSC). the Public Ulililies Commission of Ohio (PUCO), lhe IURC and the Kentucky Public Service Commission (KPSC) 

Ciriergy. a Delaware corporalion organized in 1993. owns all oulslariding coinmon slock of ils public ulilily companies. Duke Energy Ohio arid Duke Energy Indiana, as 
well as olher businesses including (a) cogeneralion and energy efliciency inveslmenls and (b) natural gas and power marketing and lrading operations, conducted primarily 
through CMT. which was sold lo Forlis in Oclober 2006 (see Nole 13) 

Duke Energy Ohio, an Ohio corporation organized in 1837. is a combination electric and gas public utility company that provides service in the soulhvdeslern portion of 
Ohio and, through its wholly-owned subsidiary Duke Energy Kentucky, in nearby areas of Kentucky Its principal lines of business include generation, transmission, and 
dislribulion of electricily, the sale of and/or transportation of nalural gas, and power marketing and lrading The regulated operalions 01 Duke Energy Ohio are included in the 
U S Franchised Electric and Gas segment, whereas the unregulaled portion of the business is included in the Commercial Power segmenl 

Duke Energy Indiana, an Indiana corporalion organized in 1942, is a vertically integrated and regulated eleclric ulilily that provides service in central and southern Indiana 
Its nrimarv line of business IS aeneralion. transmission. and distribulion 01 electncily 

Natural Gas Transmission provides transportalion and sloragc of nalural gas for customerr along the U S Easl Coast, Ihc Soulhcasl. and in Canada Nalural Gas 
Transmission also provides natural gas sales and distribution service to retail customers in Ontario, natural gas processing services to customers in Western Canada and olher 
energy relaled services Natural Gas Transmission does business primarily lhrough Duke Energy Gas Transmission, LLC Duke Energy Gas Transmission, LLC's natural gas 
transmission and storage operations in l h e  U S are primarily subject to the FERC's and the U S Department of Transporlalion's rules and regulations, while natural gas 
gathering, processing. transmission. dislribulion and slorage operalions in Canada are primarily subject to the rules and regulations 01 llie Nalional Energy Board (NEB) and the 
Ontario Energy Board (OEB) Nalural Gas Transmission also includes Ihe iesulls of operalions of llie McMalion lacilily arid Itie Canadian galliering and processing facililies 
transferred to Natural Gas Transmission from DENA and Field Services, respeclively. during 2005 

Field Services gathers. compresses. processes. Iransporls. trades and markets, and slores nalural gas; and Iraclionales, transports. gathers. teals, processes, trades 
and markets, and slores NGLs I1 conducts operalions primarily through DEFS. which is owned 50 percenl by ConocoPhillips and 50 percenl hy Duke Energy Field Services 
gathers raw natural gas through gathering systems located in seven major natural gas producing regions: Permian, Mid-Continent, East Texas-Norlh Louisiana, South, 
Cenfraf. Rocky Mountain and Gulf Coast 

In February 2005. DEFS sold ils wholly owned subsidiary TEPPCO GP, which is Ihe general partner of TEPPCO LP, and Duke Energy sold ils limiled partner interest in 
TEPPCO LP, in each case lo EPCO, an unrelated third party As a resull of Ihe DEFS disposilion lransaclion discussed in Note 2, Duke Eneryy deconsolidaled its investment 
in DEFS effective July 1,2005 and subsequently has accounled lor il as an investment utilizing the equily method of accounting In connection wilh the DEFS disposition 
transaction, DEFS lransferred ils Canadian natural gas gathering and processing facilities lo Dukc Energy's Natural Gas Transmission segment 

See Nole 25 lor the impacts on Duke Energy's business segrnenls of the spin-off of Duke Energy's natura! gas transmission businesses lo Speclra Energy effective 
.January 2,2007 

Commercial Power owns, operates and manages non-regulated merchanl power plants and engages in Ihe wholesale marketing and procuremenl of electric power, fuel 
and emission allowances relaled to lliese planls as well as olher contractual posilions Commercial Power also develops and implements customized energy solutions 
Cornrnercial Power's generalion assel flee1 corisisls 01 Duke Energy Ohio's non-regulaled generalion iri Ohio arid Itie live Midwestern gas-fired merchant generalion assels 
lhat were a portion of former DENA Commercial Power's assets comprise approximately 8.100 megawalts (MW) of power generation primarily located in the Midweslern 
Uniled Stales TIie asset portfolio has a diversified fuel mix wilh base-load and mid-merit coal-fired units as well as combined cycle and peaking natural gas-fired units Mod 
of the generation asset o i i l p ~ l  in Ohio has been contracted through the Rate Stabilization Plan (RSP) 

lnternalional Energy operales and manages power generation facilities, and engages in sales and markeling OJ eleclric power and natural gas outside the U S and 
Canada It conducts operations primarily through Duke Energy International. LLC (DEI) and its aclivilies large1 power generation in Latin America Additionally, International 
Energy owns equily investmenls in National Methanol Company (NMC), located in Saudi Arabia, vhich is a leading regional producer of methanol and methyl tertiary butyl 
ether (MTBE), Compania de Servicios de Compression de Campeehe. S A  (Campeche), localed in Ihe Cantarell oil field in Ihe Bay of Campeche. Mexico, which compresses 
and dehydrates nalural gas and extracts NGLs, and Alliki Gas Supply S A  (Altiki), located in Alhens, Greece, which is a nalural gas distributor 
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7 
PART I I 

DUKE ENERGY CORPORATON 

Notes To Consolidated Financial Statements-(Continued) 

Crescenl develops and manages high-qualify commercial. residential and mulli-family real estate projects primarily in the Southeastem and Southwestern United States 
Some 01 these projects are developed and managed through join1 ventures Crescent also manages "legacy" land holdings in North and South Carolina On September 7, 
2006, Duke Energy decorisolidated Crescenl due to a reduction i r i  ownership and ils inabilily lo exercise control over Crescenl (see Nole 2) Crescenl has been accouriled for 
as an equity method investment since the date of deconsolidation 

The remainder of Duke Energy's operalions is presenled as "Other" While it is not considered a business segment, Olher primarily includes the following: 

* The remaining porlion of Duke Energy's business formerly known as DENA, including its 100% owned affiliales nuke Energy Marketing America, LLC and Duke 
Energy Marketing Canada Corp Duke Energy also participales in DETM D E N  is 40% owned by ExxonMobil Corporation and 60% owned by Duke Energy During 
the lhird quarter of 2005, Duke Energy's Board of Directors authorized and directed management to execute Ihe sale or disposilion of substanlially all 01 former 
DENAs remaining assets and contracls outside the Midweslern United States and certain contractual positions related lo the Midwestem assels. The exit plan was 
compleled in Ihe second quarter of 2006 (see Note 13) In addilion. management will continue to wind down the limiled remaining operalions of DETM As a result of 
lhis exit plan, the results of operations for most of lormer DENAs businesses which Duke Energy has exiled have been reflected as discontinued operations in Ihe 
accompanying Consolidaled Slatemenls 01 Operations for all years presented Continuing operations related lo Ihe former DENA operations within Olher consist 

1 Other also includes certain unallocaled corporale costs. certain discontinued hedges, DukeNet Communications, LLC (DukeNet), Bison Insurance Company Limited 
(Bison), Duke Energy's wholly owned, captive insurance subsidiary, Cinergy's equily financing business and Duke Energy's 50% interest in Duke/Fluor Daniel (D/Fn) 
DukeNet develops, owns and operates a fiber optic communications nehwork, primarily in the Carolinas, serving wireless, local and long-distance communications 
companies, irileinel service providers and other busiriesses arid oiganizalions Duririg 2003, Duke Eneigy determined lhal i t  would exil Ihe reliried producls business 
at Duke Energy Merchants. LLC (DEM) in an orderly manner, and continues to unwind its portfolio 01 contracts As of December 31. 2006. DEM had completed the exit 
of ils business. and all of the resiilts of operations have been classified as discontinued operalions in the accompanying Consolidaled Statements of Operations for all 
periods presented Bison's principal aclivilies, as a captive insurance entity. include Ihe insurance and reinsurance of various business risks and losses, such as 
workers compensation, properly, business interruption and general liability of subsidiaries and affiliates of Duke Energy Bison also participates in reinsuranoe aclivilies 
with certain lhird parties, on a limited basis Cinergy has a business which invests in start up businesses utilizing new energy lechnologies as well as technologies 
utilizing energy infraslructure. such as broadband over power line sewices D/FD is a 50/50 partnership between subsidiaries of Duke Energy and Fluor Corporation 
(Fluor). During 2003, Duke Energy and Fluor announced that lhey would dissolve DiFD and adopted a plan for an orderly wind-down of the D/FD business The 
wind-down has been subslantialty completed as of Dccember 31,2006 Previously, D/FD provided comprohensivc engineering, procuroment, construclion, 
commissioning and operaling plant scrvices for fossil-fueled cleclric power generating facilitics wrldwide 

During 2003, Duke Energy decided lo exil the merchant finance business conducled by Duke Capital Partners, LLC (DCP) DCP had been previously included in 
Olher As of December 31,2005, Duke Energy had exiled Ihe merchant finance business, and all of the results of operalions for DCP have been classified as 
discontinued operations in the accompanying Consolidaled Statements of Operations 

During the first quarter of 2005. Duke Energy discontinued hedge accounting for certain contracls relaled to Field Services'commodity price risk and changes in the 
fair value of Ihese conlracls subsequent lo hedge disconlinuance have been classified in Olher See Note 8 for lurllier discussion 

. 

* 

Duke Energy's reportable segmenls offer differenl producls and services and are managed separalely as business unils Accounting policies for Duke Energy's segments 
are the same as those described in Note 1 Managemenl evaluates segment performance based on earnings before inleresl and taxes from continuing operalions. afler 
deducling minority interesl expense related lo those profils (EBIT) 

On a segment basis, EBIT excludes discontinued operations, represents all profits from continuing operations (both operating and non-operaling) before deducling 
inleresl and taxes. and is net of the minority inlerest expense related to lliose profils Cash, cash equivalenls and short-term investments are managed centrally by Duke 
Energy, so the associated realized and unrealized gains and losses from loreign currency lransactions and interesl and dividend incoma on those balances are excluded lrom 
the segments' EBIT 
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Transactions between reportable segments are accounted for on lhe same basts as revenues and expenses in the accompanying Consolidated Ftnanclal Statements 

Business Segment Data(=) 

Segment EBlV 
Consolidated 

Earnings 
from Continuing Depreciation Capltal and 

Year Ended December 31,2005 
U S Franchised Eleclnc and Gas 

Year Ended December 31,2004 
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Notes To Consolidated Financial Statements--(Continued) 

(a) 

(17) 

(c) 

Segmenl resulk exclude results o l  enlilies classified as discontinued operalions 

includes assels held for sale 

Capilal expendilures for residenlial real estate are tricluded 111 operaling cdsh flows and were $322 milliorl for Ihe period from January 1.2006 Ihrough Ihe dale of 
deconsolidalion (Seplernber 7,  2006). $355 rriilliun in 2005 and $322 million in 2004 

Other includes foreign currency lransaclion gains and losses, and addilional minorrly interesl expense not allocated to Ihe segmenl results 

Amounls associated with former DENA operalions are included in Other for all periods presented excepl lor the Midweslern generation and Soulheasl operalions, whlch 
are reflecled in Commercial Power 

In July 2005, Duke Energy completed the agreement wilh ConocoPhillips lo reduce Duke Energy s ownership interesl in DEFS from 69 7% lo 50% Field Servrces 
Segment dala includes DEFS as a consolidated entity tor penoos p r i r  7nn5 

In September 2006, Duke Energy compleled a join1 venlure transaclion of Crescenl (see Nole 2) As a resull, Crescenl segment data includes Crescenl as a consolidated 
enlily for periods prior lo Seplember 7, 2006 and as an equily melhod investment for periods subsequent lo September 7 ,  2006 

(d) 

(e) 

(0 

(9) 

Geographic Data 

Latin Other 

u.s Canada America Foreign Consolidated 
(in millions) 

2005 
Cons 366 $ 740 
Cons 
2004 
Consolidated revenues 
Consolidated long-lived assets 
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PART II 

DUKE ENERGY CORPORATION 

Notes To Consolidated Financial Statements-(Continued) 

4. Regulatory Matters 

Regulatory Assets and Llabllltles. Duke Energy‘s regulated operations are subled lo SFAS No 71 Accordingly, Duke Energy records assets and liabililies that result 
fromthe regulated ralemaklng process that would not be recorded under GAAP lor non-regulated entities (For further inlormalion see Note 1 ) 

Duke Energy’s Regulatory Assets and Liabilities: 

As of December 31, - 
RecoverylRefund 

2006 2005 Perlod Ends 
(in millions) 

2039 
2007 
2065 

Hedge cost- _ 
Regional Transmiss on C 
Olhorfc) 

otal Regulalory Assets $4,072 319 - -- 

Total Regulaloty Liabilities $3.058 $ 2,338 - -- 

(a) All regulatory assets and liabilities are excluded from rate base unless otherwise noted 

(b) Natural Gas Transmission’s amounts of $848 million at December 31, 2006 and $954 million at December 31, 2005 are expected to be included in fulure rale filings U S 
Franchised Eleclric and Gas’s amounts of $513 million a l  December 31, 2006 and $384 million at December 31, 2005 are included in rale base 

Included in Other Regulatory Assets and Deferred Debils on Ihe Consolidated Balance Sheets (c) 

(d) Included in rate base 

(e) Earns a negalive return 

(I) In 2005, Duke Energy Carolinas reduced the previously recorded excess deferred tax liability by approximately $150 million Addilionally, in 2005, Duke Energy Carolinas 
received approval from the NCUC to credit approximately $100 million againsf fuel rates for North Carolina relail cuslomers Similarly, the PSCSC granted approval to 
credil approximately $40 million against fuel rales for South Carolina retail customers These amounts were crediled to customer rales during 2006 and 2005 The 
remaining reduction was achieved by crediting fuel rates for certain wholcsale cuslomers and wriling off a portion of Ihe balance against income 

Included in Accounts Payable on the Consolidated Balance Sheets 

Included in Olher Deferred Credits and Other Liabilities on the Consolidated Balance Sheels 

Included in Receivables on the Consolidaled Balance Sheels 

(9) 

(h) 

(ij 

0) Included in Olher Current Liabilities and Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets 

Source. Duke Energy Holding , IO-K, March 01, 2007 



(k) Incurred msls were deferred and are being recovered in rales U S. Franchised Electric and Gas is currently over-recovered for these msls and is refundlng the liability 
through retail rales Refund period will be determined by Ihe volume of sales 

(I) Recoverylrefund is over the life of the associafed assel or liabilily 

(m) Incurred costs were deferred and are being recovered in rafes U 5 Franchised Electric and Gas is currently over-recovered for these msts in Ihe South Carolina 
jurisdiction Refund period is dependent on volume of sales and cost incurrence 

Liability is extinguished overthe lives or the associated assets (n) 
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DUKE ENERGY CORPORATION 

Notes To Consolidated Financial Statements-(Continued) 

(0) 

(p) Recovery/Relund period currenlly unknown 

(q) 

(I) 

To be recovered through fulure lmnsmission rales Recovery period currently unknown 

lnveslrneril i r i  RTO reclassified as regulalory asset from Olher Deferred Credits during 2005 afler terminalion 01 GiidSoulli lransco project 

Includes $595 million relaled lo adopliorl of SFAS No 158 (see Note 22) and $380 niillion relaled lo impacls 01 purchase accounling as a resull of llie merger wilh Cinergy 
(see Note 2) 

Regulatory Merger Approvals As discussed in Note 1 and Note 2, on April 3, 2006, the merger between Duke Energy and Cinergy was consummaled lo create a newly 
f o r w d  company Duke Energy Holding Corp. (subsequently renamed Duke Energy Corporation) As a condition lo the merger approval, the PUCO. the KPSC, the PSCSC and 
the NCUC required lhat certain merger related savings be shared wilh consumers in Ohio, Kenlucky, South Carolina, and North Carolina, respeclively The commissions also 
required Duke Energy Holding Corp., Cinergy, Duke Energy Ohio, Duke Energy Kenlucky,, and/or Duke Energy Carolinas lo meet aliditional condilions While Ihe merger ilsell 
was not subjecl lo approval by Ihe IUKC, Ihe IUKC: approved c e e p  Of tb ese 
condilions include: 

. The PUCO required lhat Duke Energy Ohio provide (i) a ratc reduclion of approximateb $15 million for on0 year lo facililatc economic developrncnl in a lime of 
increasing rates and market prices (ii) a reduclion 01 approximately $21 million to ils gas and electric consumers in Ohio for one year, with both credits beginning 
January 1, 2006 In April 2006, the Office of the Ohio Consumers' Council (OCC) filed a Notice of Appeal with Ihe Supreme Court of Ohio, requesling the Court remand 
the PUCOs merger approval for a full evidentiary hearing The OCC alleged lhat lhe PUCO improperly failed to: (i) set the matler for a full evidentiary hearing; 
(ii) consider evidence regarding the transfer of certain DENA assets to Duke Energy Ohio; and (iii) lift the stay on discovery Duke Energy Ohio and Ihe OCC sellled 
lhis mallei arid in June 2006, Ihe Courl granled Ihe OCC's molion Io dismiss As of Decerriber 31,2006, Duke Energy Ohio has returned $14 niillion and $20 million. 
respeclively. on each or these vale reductions 

The KPSC required that Duke Energy Kenlucky provide $8 million in rate reduclions to ils cuslomers over five years, ending when new rates are established in the 
nexl rale case after January 1,2008 As of December 31, 2006, Duke Energy Kenlucky has returned $1 million Io cilslomers on lhis rate reduction 

The PSCSC required lhat Duke Energy Carolinas provide a $40 million rale reduction for one year and a three-year exlension to the Bulk Power Markeling prom 
sharing arrangement Approximately $23 million of the rate reduclion has been passed through to cuslomers since Ihe ruling by the PSCSC 

The NCUC required that Duke Energy Carolinas provide (i) a rale reduction 01 approximately $1 18 million for 11s North Carolma customers through a credil rider lo 
existing base rales for a one-year period following the close of the merger, and (io $12 million lo support various low income, environmenlal, economic development 
and educationally beneficial programs, the cost of which was incurred in the second quarter of 2006 Approximalely $54 million of the rale reduction has been passed 
Ihrough lo cuslomcrs since the ruling by the NCUC 

In its order approving Duke Energy's merger with Cinergy, the NCUC stated that the merger will rosult in a significant change in Duke Encrgy's organizalional slruclurc 
which constitutes a compelling factor that warranls a general rale review Therefore, as a condilion of its merger approval and no later lhan June 1,2007. Duke Energy 
Carolinas is required to file a general rate case or demonslrate lhat Duke Energy Carolinas' exisling rates and charges should not be changed. This review will be 
consolidaled with llie proceeding that Ihe NCUC is required lo undertake in connection wilh Ihe North Carolina clean air legislalion to review Duke Energy Carolinas' 
environrnenlal compliance costs The NClJC specifically noled that it has made no determination llial Ihe rales currently being charged by Duhe Energy Carolinas are, 
in fad. unjusl or unreasonable 

The IURC required that Duke Energy Indiana provide a rate reduction of $40 million lo ils customers over a one year period and $5 million over a live year period for 
low-income energy assislance and clean coal technology In April 2006. Cilizens Aclion Coalilion of Indiana, Inc , an inlewenor in Ihe merger proceeding, filed a 
Verified Petition for Rehearing and Reconsideration claiming that Duke Energy Indiana should be ordered to provide an additional $5 million in rate reduclion Io 
customers lo be consislent with the lerms of the NCUC's order approving the merger In May 2006, the IURC denied the petition for rehearing and reconsideralion As 
of December 31,2006, Duke Energy Indiana has relurned approximalely $27 million lo customers on lhis rate reduction. 

The FERC approved Ihe merger withoul condilions In January 2006, Public Citizen's Energy Program, Cilizens Action Coalilion of Indiana, Inc , Ohio Parlners for 
Affordable Energy and Southern Alliance for Clean Energy requested rehearing of the FERC approval In February 2006. the FERC issued an order granting rehearing 
of FERC's order for further consideration On February 5,2007, after further consideralion, tho FERC issued an order dismissing the request for a rehearing 

* 

. 

* 

* 
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Spent Nuclear Fuel. Under provisions of Ihe Nuclear Waste Policy A d  of 1982. Duke Energy conlmcled wilh Ihe DOE for the disposal of spenl nuclear fuel The DOE 
failed lo begin accepting spenl nuclear fuel on January 31, 1998, the dale specified by Ihe Nuclear Waste Policy A d  and in Duke Energy's contract will1 the DOE In 1998. 
Duke Energy liled a claim with lhe U S Courl of Federal Claims agairisl Ihe DOE relaled Io Ihe DOEs failure lo accepl comriiercial spenl nuclear fuel by Itie required dale 
Damages claimed in Ihe lawsuit are based upon Duke Energy's costs incurred as a result of Ihe DOEs partial material breach of its contract, including the cost of securing 
additional spenl fuel storage capacily The mallet has been stayed pending Ihe resull of ongoing setllemenl negolialions between Duke Energy and the DOE Duke Energy will 
continue to safely manage its spent nuclear fuel unlil the DOE accepls it Payments made lo the DOE for expected future disposal cosls are based on nuclear oulpul and are 
included in Ihe Consolidated Slalemenls of Operations as Fuel Used in Electric Generation and Purchased Power Duke Energy expects resolution of this matler in the firs1 
qualer 01 2007 

US. Franchised Electric and Gas. Rafe Refafed Information The NCUC, PSCSC, IURC and KPSC approve rates for retail electric and gas sales within lheir slates The 
PUCO approves rates and rnarkel prices for retail electric and gas sales wilhin Ohio The FERC approves rates for electric sales to wholesale cuslomers sewed under 
cost-based rates 

NC Clean AirAct Compliance. In 2002, the slate of North Carolina passed clean alr,leg!slalion that freezes eleclric ulility rales from June 20,2002 lo . .  December 31,2007 
(rate freeze perio , su jec o cer am con I ions. in o 'e 
(soz) and nitrogedn) oxites :;ox) irom coaS1-lfired pow? ~ ~ ~ g ~ o p a " ~ ~ ~ f  
compliance cosls by amortizing them over seven years (2003-2009) The legislalion provides for signilicanl flexibility in the amount of annual amortization recorded, allowing 
ulililies lo vary Ihe amount amortized. within limits. allhough the legislation does require that a minimum of 70% of Ihe originally eslimated lotal cosl of $1 5 billion be amortized 
wilhiri Ihe rale freeze period (2002 lo 2007) Duke Energy Carolinas' arrlorliralion expense relaled lo lhis clean air legislalion totals approximalely $863 milliori from inception. 
with approximalely $225 million, $31 1 million and $21 1 million recorded during the years ended 2006, 2005 and 2004, respectively. As of December 31, 2006, cumulative 
expenditures lotaled approximalely $828 million, wilh $403 million, $310 million, and $106 million incurred during Ihe years ended December 31, 2006, 2005 and 2004, 
respeclively, and are included within capilal expenditures in Ne1 Cash Used In Investing Aclivilies on the Consolidated Statements of Cash Flows In filings with the NCUC, 
Duke Energy Carolinas has estimated the costs to comply wilh the legislalion as approximately $1.7 billion Actual costs may be higher than Ihe estimale based on changes in 
conslruclion cosls and Duke Energy Carolinas' continuing analysis of its overall environmental compliance plan Any change in compliance cosls w~ l l  be included in future filings 
with lhe NCUC Addilionally, federal, state and environmental regulations, including, among olher things, the Clean Air Interslale Rule (CAIR), and the Clean Air Mercury Rule 
(CAMR) could resull in addilional costs lo reduce emissions from our coal-fired power plants 

Duke Energy lndiana En~runrnenfal Complbnce Case. In November 2004, Duke Energy Indiana applied to the IURC for approval of ils plan for complying wilh SO2 , 
NOx, and mercury emission reduction requircmenls Duke Energy Indiana also rcquestcd approval of cosl rocovcry for wrtain proposed compliance projecls An evidenliary 
hearing was held in May 2005 In December 2005, Duke Energy Indiana. the Indiana Office of Ulilily Consumer Counselor (OUCC), and the Duke Energy Indiana Industrial 
Group filed a settlement agreement providing for approval of Duke Energy Indiana's compliance plan, and approval of financing, deprecialion. and operalion and maintenance 
cost recovery In May 2006, the IURC approved the seltlemenl agreemenl in ils entirely The approved Selllemenl Agreemenl provides for: (1) Ihe construction of Phase 1 
CAIR arid Clean Air Mercury Rule (CAMR) projecls wilti eslinialed expendilures of approximalely $1.08 billion. (2) lirnely recovery of financing. conslruclion. operalion and 
mainlenance cosl and deprecialion associated with the Phase 1 CAIR and CAMR plan, (3) recovery of emission allowances in connection with 2502. NOx and mercury, 
(4) accelerated 20 year deprecialion rate. (5) timely recovery of Phase 1 plan development and presentation costs and Phase 2 plan developmenl, engineering and 
pre-conslruclion. and coal and equipmenl lesling cosls, and (6) aulhorily to defer post-in-sewice AFUDC, depreciation cosls and operalion and maintenance cos1 unlil 
applicable costs are reflecled in rales 

Duke Energy Obi0 Electric Rate Filfngs. Duke Energy Ohio operales under a RSP, a Market Based Standard Service Ofler (MBSSO) approved by Ihe PUCO in November 
2004. In March 2005, the CCC appealed the PUCO's approval of Ihe MBSSO to the Supreme Courl 01 Ohio and Ihe court issued its decision in November 2006 I1 upheld the 
MBSSO in virtually every respect but remanded lo the PUCO on Iwo issues The Court ordered the PUCO lo support a certain portion of its order with reasoning and record 
evidence and lo require Duke Energy Ohio lo disclose certain conlidenlial commercial agreements with olher parties previously requested by Ihe OCC Duke Energy Ohio has 
complied wilh the disclosure order Such confidential commcrcial agreemenls are relatively common in the jurisdiction and the PUCO has noi allowed production of such 
agreements in pas1 cases in which the PUCO was presented with a selllemenl agreement on Ihe basis Ihal lhey are irrelevant A hearing on remand is expected in March 2007 
Duke Energy Ohio has filed for a regulatory exlension of the RSP through 2010 
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On August 2, 2006, Duke Energy Ohio filed an application with the PlJCO to amend its MBSSO The proposal provides for continued electric system reliabilily, a simplified 
market price structure and clear price signals for customers. while helping lo mainlain a stable revenue slream for Duke Energy Ohio The application is pending and Duke 
Eriergy Ohio cannol predict the oulcorrie of this proceeding. 

Duke Energy Ohio's MBSSO includes a fuel clause recovery component which is audited annually by the PUCO In January 2006. Duke Energy Ohio entered into a 
settlement resolving ail open issues identified in the 2005 audit The PlJCO approved the selllement in February 2006 Duke Energy and Duke Energy Ohio do not expect the 
agreement lo have a material impact on their consolidated results of operations, cash flows or financial position 

In addition to the fuel clause recovery component. Duke Energy Ohio's MBSSO includes a reserve capacity component known as the System Reliability Tracker, and an 
Annually Adjusted Component lo recover environmental, lax and homeland securily costs. In 2006, Duke Energy Ohiofiled an application requesting to modify each o! these 
components After the Ohio Supreme Court issued its remand order in the MBSSO appeal, the PUCO issued an order permitting Duke Energy Ohio lo continue to charge its 
existing market prices (except for the System Reliabilily Tracker) with true-up to actual costs to be decided at a later date The PUCO allowed Duke Energy Ohio's System 
Reliability Tracker lo expire by its terms on January 1, 2007 In ihe meantime, consideration of Duke Energy Ohio's proposed modificalions is suspended pending the outcome 
of the remand case. Duke Energy Ohio does not expect a significant change, if any to the MBSSO componenls but cannot predict the outcome of the cases The PlJCO is 
expected to decide these matters in ZUUl 

Duke Energy Hentucky€/ecfric Rate Case In May 2006, Duke Energy Kentucky filed an application for an increase in its base electric rates. The application, which sought 
an increase of approximately $67 million in revenue, or approximately 28 percent, lo be effective in January 2007, was filed pursuant to the KPSC's 2003 Order approving the 
transfer of 1,100 MWof generating assets from Duke Energy Ohio to Duke Energy Kentucky Duke Energy Kentucky also sought to reinstitute its fuel cod  recovery mechanism 
wliich had been frozeri since 2001. and has proposed lo refresh Ihe pricing for the back-up power supply contract lo reflecl currenl markel pricing. 111 the fourth quarter of 2006. 
Duke Energy Kentucky reached a settlement agreement in principle with all parties to this proceeding resolving all the issues raised in the proceeding Among other things, the 
settlement agreement provided for a $49 million increase in Duke Energy Kentucky's base electric rates and reinstilullon of the fuel cost recovety mechanism In December 
2006, the KPSC approved the settlement agreement 

Duke €riergy Kentucky Gas Rate Cases In 2002. the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of cosls 
associated with an accelerated gas main replacement program The approval authorized a tracking mechanism to recover certain costs including depreciation and a rate of 
return on the program's capital expenditures The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking mechanism as well as 
the KPSC's subsequent approval of annual rate adjustmenls under this tracking mechanism In 2005, both Duke Energy Kentucky and Ihe KPSC requested that the court 
dismiss these cases At the present time, Duke Energy and Duke Energy Kentucky cannot predict the timing or outcome of this litigation 

In February 2005, Duke Energy Kentucky filed a gas basc ralc case with the KPSC requesting approval lo continue the tracking mechanism and for a $14 million annual 
increase in base rates A portion of the increase is attributable lo recovery of the current cost of the accelerated main replacement program in base rates In December 2005, 
the KPSC approved an annual rate increase of $8 million and re-approved Ihe tracking mechanism through 201 1. In Febtuary 2006, the Kentucky Attorney General appealed 
the KPSC's order to the Franklin Circuil Court, claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas main replacement cosls in between 
general rale cases, and also claiming that the order improperly allows Duke Energy Kentucky to earn a return on investment fw the costs recovered under the tracking 
mechanism wliich permits Duke Energy Kenlucky to recover its gas main replacement costs AI Ihis time, Duke Energy and Duke Energy Kentucky canriot predict the oulcorrie 
of this litigation 

Bulk Power Marltellng (BPM) Profit Sharlng The NCUC approved Duke Energy Carolinas' proposal in June 2004 lo share an amount equal to fifty percent of the North 
Carolina retail allocation of the prolits from certain wholesale sales of bulk power from Duke Energy Carolinas' generaling units at markel based rates (BPM Profits) Duke 
Energy Carolinas also informed the NCUC lhat it would no longer include BPM Profils in calculating its North Carolina retail jurisdictional rale of return for its quarterly reports to 
the NCUC As approved by the NCUC, the sharing arrangement provides for ffly percent of the North Carolina allocation of BPM Profits to be dlstribuled through various 
assistance programs, up to a maximum of $5 million per year Any amounts exceeding the maximum are used to reduce rates for industrial customers in North Carolina 

On June 28,2006, the NCllC issued an order ruling on a dispute between Duke Energy Carolinas, the NCUC Public Staff and the Carolina Utility Customers Association 
(CUCA) regarding Ihc mcthod for dctermining tho incrcmcntal cosls of cmission allowances used 
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DUKE ENERGY CORPORATION 

Notes To Consolidated Financial StaternentsiContinued) 

lo calculate the BPM Profits under the sharing arrangemenl The Public Slaff and ClJCA each proposed methods lhal differ lrom the melhod inlended by Duke Energy 
Carolinas when fi initially requested approval of llie sharing arrangement Duke Energy Carolinas has consislenlly used ils originally intended melhod since it first implemented 
Ihe sliaririg arrangemeril The NCUC adopled !he Public Slaff's rnelhod and ordered Duke Energy Carolirias lo file arid implerrienled a revised rale rider This ruling resulted in 
an $18 million charge during Ihe year ended December 31, 2006. of which $1 1 million relaled lo wholesale sales in 2005 On July 17, 2006, Duke Energy Carolinas filed a 
Molion for Reconsideration requesling lhal Ihe NCLJC reconsider its June 28, 2006 order In the alternative, Duke Energy Carolinas requesled lhal Ihe NCUC make its order 
effective only prospeclively wilh respecl Io sharing periods beginning January 1, 2007 Duke Energy Carolinas also requested lhal if the NCUC was no1 inclined lo grant its 
requesl to reinstale its proposed rider, then the NCUC should approve Duke Energy Carolinas' withdrawal of the rider at its option On September 15, 2006, Duke Energy 
Carolinas and the Public Stall hled an Offer of Selllemenl under which Duke Energy's melhod would be used lhrough June 30, 2006 and Ihe Public Staff's method would be 
used from .July 1, 2006 lhrough the end of the sharing arrangemenl Addilionally, Ihe sharing arrangement would be extended lor the shorter of 1 year (through December 31, 
2008) or the elfeclive dale of a general rate order lrom lhe NCUC addressing the ralemaking Irealment of BPM revenues In December 2006, Ihe NCUC approved the 
selllement, after an evidentiary hearing. and Duke Energy Carolinas revcrscd Ihc $18 million charge previously recognized 

ON7er. U S Franchised Eleclric and Gas is engaged in planning efforts to meel projecled load growlh in its service lerrilory Long-term projections indicale a need for 
significant capacity additions, which may include new nuclear, inlegraled gasification combined cycle (IGCC). mal  facilities or gas fired generation unils Because of the long 

announced that it has enlered inlo an agreement willi Southern Company lo evaluate polenlial conslruction of a new nuclear plant a1 a silejoinlly owned in iii-. 
South Carolina. Willi selection of llie Cherokee County site. Duke Energy Carolinas is moving forward with previously announced plans to develop an applicalion to Ihe 1J S .  
Nuclear Regulalory Commission (NRC) for a corribiried corislruclion arid operalirig license (COL) for Iwo Weslirighouse APl000 (advanced passive) reaclors Each reaclor is 
capable of producing approximately 1 .I 17 MW The COL application submittal lo the NRC is anticipated in lale 2007 or early 2008 Submitting the COL applicalion does no1 
commil Duke Energy Carolinas lo build nuclear unils On September 20, 2006 Duke Energy Carolinas filed an application with the NCUC for assurance Ihal pursuit of the 
proposed nuclear plan1 (!he William Slales Lee Ill Nuclear Stalion) is prudent and lhal Duke Energy Carolinas will be allowed lo recover prudently incurred expenses relaled lo 
ils development and evaluation of Ihe proposed William Slales Lee 111 Nuclear Station Specifically. Duke Energy Carolinas requesls an NCUC order (I)  finding that work 
performed by Duke Energy Carolinas lo ensure Ihe availability 01 nuclear generalion by 2016 for its cuslomers is prudenl and consistent with the promotion of adequate, 
reliable, and economical utilily service lo the cilirens of North Carolina and lhe polices expressed in North Carolina General Statute 62-2, and (2) providing expressly that Duke 
Energy Carolinas may recover in rates. in a limely fashion, the North Carolina allocable portion of its share of cosls prudently incurred lo evaluate and develop a new nuclear 
generation facility lhrough December 31, 2007, whether or noi a new nuclear facility is constructed The NCUC held oral argumcnls on January 9, 2007, and briefs were filed on 
February 14, 2007 Duke Energy Carolinas expecls the NCUC lo rule on iIs application in the first quarter of 2007 

-and Gas is takins steps now lo ensure lhose options are available. In March 2006, Duke Energy Carolinas 

On June 2,2006, Duke Energy Carolinas also filed an applicalion wilh Ihe NCUC for a Cerlificale of Public Convenience and Necessity (CPCN) lo conslrucl two 800 MW 
slate of Ihe art coal generation units a1 its existing Cliffside Steam Slalion in North Carolina The NCUC held public hearings in Augusl 2006, and an evidenliary hearing in 
Raleigh, North Carolina concluded on September 14.2006 Post-hearing briefs and proposed orders were filed on Oclober 13, 2006 Afler Ihe evidentiary hearing, Duke 
Energy Carolinas received compelilive proposals for Iwo major scopes of equipnienl for (lie Cliffside Projecl which suggest lhal Ihe capilal cosls for lhese major comporienls 
are increasing significanlly due to various market pressures lhal will likely impact ulilily generation conslruclion projects across the United Slales In October 2006, Duke 
Energy made a filing wilh the NCUC relaled Io the Duke Energy Carolinas' request for a CPCN for lhe Cliffside project In !his filing, Duke Energy staled thal due 10 the rising 
cosls described above, Ihe cost of bLJilding Ihe Cliffside unils could be approximately $3 billion, excluding allowance for funrls used during constniction (AFUOC) The cosls 
described above are expecled lo conlinue lo increase causing the overall cosl of Ihe Cliffside projecl lo increase, until such lime as Ihe NCUC issues a CPCN and Duke Energy 
is able lo enter inlo definitive agreements with necessary material and service providers The NCUC issued orders requiring additional public and evidenliary hearings. From 
January 17, 2007 lo January 19.2007 the NCUC held an evidenliary hearing lo consider evidence lirniled lo Duke Energy Carolinas updaled cosl information for the projecl On 
February 28, 2007, the NCUC issued a notice of decision approving the conslruclion 01 one unit at Ihe Cliffside Steam Station. The NCUC slated lhal it will issue a full order in 
the near future. Duke Energy will review Ihe NCUC's order, once issued, and determine whelhcr lo procccd with the Cliffside Projecl or consider other allernalivcs, including 
additional gas fired generation 
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New energy legislation has been introduced in the current South Carolina legislative session Key elements of the legislation include expansion of the annual luel clause 
mechanism to include recovery of costs of reagents (ammonia, limestone. elc ) that are consumed in the operation of Duke Energy Carolina’s SO2 and NOx control 
technologies The cost of reagenls for Duke Energy Carolinas iri 2007 is expected to be approxirnalely $20 inillion Subsequent lo the enaclment of any legislation, Duke 
Energy Carolinas then will be allowed to recover the South Carolina portion of lhese costs through Ihe fuel clause The legislation also includes provisions to provide cost 
recovery assurance for upfront development costs associaled with nuclear baseload generation. cost recovely assurance for constwction costs associated with nuclear or coal 
baseload generation, and the abilily Io recover financing costs for new nuclear or coal baseload generation through annual riders Similar legislation is being discussed in North 
Carolina and may be introduced in the 2007 legislative session At this time, Duke Energy Carolinas cannot determine which elements of any pending legislation will be passed 
inlo law or the potential financial impact ot those legislalive initiatives 

In August 2005, Duke Energy Indiana filed an application with the IURC for approval of study and precondruclion costs related to the joint development of an IGCC project 
with Southern Indiana Gas and Electric Company d/b/a Vectren Energy Delivery of Indiana, Inc (Veclren) Duke Energy Indiana and Vectren reached a Settlement Agreement 
with the OUCC providing for the recovery of such costs i f  the IGCC project is approved ond constructed and lor the partial recovery of such costs if the IGCC project does not 
go forward The IURC issued an order on July 26,2006 approving the Settlement Agreement in its entirety 

of a $0 hVIIGC% p b w ~ e ~ ~ l V n k e d  for additional 
baseload generating capacity and requests timely recovery of all construction and operating costs related to the proposed generating station. including financing msts. together 
with oertain incentive ratemaking treatment. Duke Energy Indiana aiid Vectren filed their cases in chief with the IURC on October 24, 2006 As with Duke Energy Carolinas’ 
Cliffside project, Duke Energy Indiana’s eslirrraled costs for Ihe potential IGCC piojecl have also incieased Duke Energy Indiana’s publicly filed testimony with the IURC 
indicates that industry (EPRI) total capital requirement estimates lor a facility of this type and size are now in the range of $1.6 billion to $2 1 billion (including escalation to 201 7 
and owners’ specific site msls) The case isscheduled lor an evidentiary hearing in June 2007 On Februaty 16, 2007, Duke Energy Indiana filed a request for deferral and 
subsequent cost recovery of the costs expected to be incurred prior to the anticipated date of an order by the IURC regarding Duke Energy Indiana’s request for a certificate of 
public convenience and necessily for the construction or the Edwardsport Generating Station These costs relate to the continued investigation, analysis and development of 
the IGCC project. and must be incurred, to assure the project can achieve a targeted in-service dale of 201 1 

i or the construction . . . .  . 
n epem er , 

On August 15, 2006, Duke Energy Indiana filed a petition with the IURC requesting recovery of its costs of purchasing electricity to be produced by a 100 megawatt wind 
energy larm under development pursuant to a 20-year purchased power agreement between Duke Energy Indiana and Benton County Wnd Farm, LLC The IURC issued an 
order on Dcccrnbcr 6, 2006 approving recovery of the retail portion of the purchased power cost plus Ihc retail portion of Midwest IS0 costs over the 20-year life of the 
agreement 

Duke Energy Indiana recovers its actual fuel costs quarlerly through a rate adjustment mechanism In two recent fuel clause proceedings, certain industrial customers and 
the Citizens Action Coalition of Indiana, Inc have intervened and sub-dockels have k e n  established to address issues raised by the OUCC and the intervenors concerning 
the allocation of fuel costs between native load customers and non-native load sales, the reasonableness of various Midwest Independent Transmission System Operator, Inc. 
(Midwest 60) costs for which Duke Energy Indiana has sought recovery and Duke Energy Indiana’s recovery of cosls associated with certain power hedging activities. Duke 
Energy Indiana is defending its practices. ils costs, and Ihe altocatiori of such costs A hearing was conducted in one of Ihese proceedings on September 20, 2006 A decision 
is expected in the first quarler of 2007 An evidentiary hearing in the second proceeding is set lo begin in May 2007 The IURC has authorized Duke Energy Indiana to collect 
through rates the costs which it sought recovery in the two sub-docket proceedings. stlbjecl to refund pending the outcome of these proceedings Duke Energy cannot predicl 
the outcome of these proceedings but does not expect the outcome lo be material to its consolidaled results of operations. cash flows or financial position 

In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipeline syslemsthroughout Ohio The investigation followed lour 
explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio’s service area In November 2006, the PUCO Staff released the expert 
report, which concluded that certain types of risers are prone lo leaks under various conditions, including over-lightening during initial installation The PUCO Staff 
recommended that natural gas companies continue to mnitor the silualion and study the cause of any further riser leaks to determine whether further remedial action is war - 
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ranted Duke Energy Ohio has approximalely 87,000 of lhese risers on ils dislribulion system If the PlJCO orders nalural gas companies lo replace all of lhese risers, Duke 
Energy Ohio eslimales a replacemenl mst of $35 million AI lhis time, Duke Energy Ohio cannot predict Ihe oulconle or the impacl of the stalewide Ohio investigation 

111 April 2006, llie FERC issued an order ori Ilie Midwesl ISOs revisians lo ils Transmission and Energy Markels Tariffs regarding ils RSG The FERC found tlial Ihe 
Midwesl I S 0  violated the tariffs when il did no1 charge RSG cosls lo virtual supply offers. The FERC. among other lhings, ordered Ihe Midwest I S 0  lo recalculate the rale and 
make refunds to customers. wilh interest. lo reflect the correct allocation of RSG msls Duke Energy Shared Services, on behalf of Duke Energy Indiana and Duke Energy 
Ohio, filed a Request for Rehearing, and in Oclober 2006, the FERC issued an order which, among olher Ihings, granted rehearing on the issue of refunds The FERC staled 
thal it would not require recalculalion of the rales and, as such, refunds are no longer required As a resull. neilher Duke Energy Ohio nor Duke Energy Indiana believe that lhis 
issue will have a material effecl on their consolidaled resulls of operations, cash flows, or financial posilion 

FERC To /ssue Nectn'c Reliabifify Sfandards. Consislent with reliabilily provisions of Ihe Energy Policy Acl of 2005, on July 20, 2006, FERC issued 2s Final Rule certifying 
NERC as the Electric Reliability Organization (ERO) NERC has filed over 10D proposed reliabilily standards wilh FERC FERC's proposed action lo approve a large number of 
these standards will resull in those standards becoming mandatory and enforceable for the 2007 peak summer season Olher reliabilily standards will become mandatory and 
enforceable thereafler Duke Energy does no1 believe lhal Ihe issuance of lhese standards will have a material impact on its consolidaled resulls of operalions, cash flows, or 

Duke Energy Carolinas '4ndependentEntity" !o PeHorn Tmnsmissjon Fw~c!ions On December 19,2005, the FERC approved a plan filed by Duke Energy Carolinas to 
establish an "Independent Enlily" (IE) lo serve as a coordinator of certain transmission functions and an "Independent Monilor" (IM) l o  monitor the transparency and fairness of 
the operalion of Duke Energy Carolinas' lransmission system. Under the proposal, Duke Energy Carolinas remains Ihe owner and operalor of the lransmission system wilh 
responsibilily for ltie provisiori of Iransinissiori service urider Duke Energy Carolinas' Open Access Trarisrriissiori Tariff Duke Energy Carolinas has retained Ihe Midwesl I S 0  lo 
acl as the IE and Polomac Economics, Lld lo acl as the IM The IE and IM began operations on November 1,2006 Duke Energy Carolinas is not at lhis lime seeking 
adjuslmenls lo its lransmission rates lo reflecl Ihe incremental msl of the proposal, which is no1 projecled lo have a material adverse effecl on Duke Energy's fulure 
consolidaled resulls of operalions. cash flows or financial position 

Natural Gas Transmission RafeRe/afed/n(ormaf/on On August 17, 2006, Ihe NEB approved a setllemenl for 2006 and 2007 lolls 

Union Gas has  rates lhal are approved by Ihe OEB Effeclive January 1,2006. Union Gas implemenled new rales approved by the OEB in December 2005. reflecling 
ilems previously approved Union Gas' earnings for 2006 continue lo be subjecl lo Ihe earnings sharing mechanism implemented by the OEB in 2005 

In November 2006. Union Gas received a decision from the OEB on the regulation of rates for gas slorage services in Onlario The OEB found the storage market is 
compelitive As a resull, the OEB will no1 regulale the rates for storage services to customers outside Union's franchise area or the rates for new slorage sewices to customer; 
within ils franchise area Existing storage services lo cuslomeffi wilhin Union's franchise area will continue to be provided a1 regulated cosl-based d e s .  The decision creates 
an unregulated slorage operation within Union Gas, and provides support for new storage inveslmenl in Onlario 

In December 2006, lhe OEB issued a final rale order for new rates effeclive January 1 ,  2007 The average rale increase is approximalely 3 1% and inclildes Ihe impact nl 
an increase in lhe common equity component of Union Gas' capilal structures from 35% lo 36% and a decrease in the allowed relurn of equity from 9 63% lo 8 54% 

Rates for the sale of gas of Union Gas are adjusted quarterly lo reflecl updated commodily price lorecasls The difference between the approved and the aclual cos1 of 
gas incurred in Ihe current period is deferred for future recover from or return l o  customers. subject lo approval by lhe OEB mese differences are directly flowed through lo 
cuslomers and, therefore, no rale of relurn is earned on Ihe related deferred balances The OEB's review and approval of these gas purchase cosls primarily considers Ihe 
prudence of Ihe cos1 incurred 

As a rcsull of the spin-off of lhc nalural gas businesses lo Spectra Energy effcclive January 2, 2007, tho above maltcrs relaled lo Nalural Gas Transmission will have no 
impact on Duke Energy's fulure consolidated resulls of operalions, cash flows or financial position 

126 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Notes To Consolidated Financial Statements-(Continued) 

5. Joint Ownership of Generating and Transmission Facilities 

Duke Energy Carolinas, along with North Carolina Municipal Power Agency Number 1 ,  North Carolina Eleclric Membership Corporation, Piedmont Municipal Power 
Agency and Saluda River Electric Cooperative, Inc , have join1 ownership of Catawba Nuclear Stalion, which is a facilily operated by Duke Energy Carolinas Duke Energy 
Ohio, Columbus Southern Power Company, and Dayton Power B Light jointly own eleclric generaling units and related lransmission facililies in Ohio Duke Energy Ohio and 
Wabash Valley Power Associalion. Inc W P A )  jointly own Vermillion Station Addilionally, Duke Energy Indiana is a joint-owner of Gibson Station Unil No 5 wilh WVPA. and 
Indiana Municipal Power Agency (IMPA), as well as a joinl-owner with W P A  and IMPA of certain Indiana lransmission property and local facililies These facilities conslilule 
part of the integrated transmission and distribution systems. which are operaled and maintained by Duke Energy Indiana 

As of December 3 1 ,  2006, Duke Energy's shares in joinlly-owned plant or facilities were as follows: 

K' Ownership Accumulated Construction Work 
Share Equipment Depreciation in Progress 

(In millions) 
Duke Energy Carolinas 

duclion 
Calawba Nuclear Slalion (Units 1 and 2) tC) 

Duke Energy Ohio 
Produdion 

Miami Fort Station (Unils 7 and 8) 
W C  Beckjord Slation l lnil 6) (b) 
J M Stuart Station(a) [b5 
Conesville Station (IJnil 4)(a) Cb) 
w M Ztmmer Slation(b) 
Killen (b) 
Verrniilion(b) 

Transmission 

fi4 n 330 147 197 

33 0 
75 0 

Various 
Duke Energy Indiana 

Transmission and local facilities 
Duke Energy Kenlucky 

Produdion. 
East Bcnd Slaliodc) 69 0 423 217 4 

(a) 

(b) 

(c) 

Slalion is no1 operated by Duke Energy Ohio 

Included in Commercial Power segment 

Included in U S  Franchised Electric and Gas segment 

In December 2006, Duke Energy announced an agreement to purchase a portion of Saluda River Electric Cooperative, lnc 's ownership interest in the Calawba Nuclear 
Station Under the terms of the agreemenl, Duke Energy will pay approximately $158 million for Ihe additional ownership inleresl of the Catawba Nuclear Slalion. Following Ihe 
closing 01 Ihe transaction, Duke Energy will own approximateiy 19 percenl of the Catawba Nuclear Station This Iransaclion, which is expected to close prior Io September 30, 
2008, is subject lo approval by various stale and federal agencies. 

Dultc Encrgy's sliarc of rcvcnucs and opcrating cosls of lhc above jointly owned gcneraling lacililics arc includcd wilhin Ihe corrcsponding line on lhc Consolidated 
Statements of Operations 
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6. income Taxes 

The following details Ihe componenls of income tax expense: 

Income Tax Expense 

For the Years Ended 
UNFll lBW:*,  

Current income laxes 
Federal 
Stale 
Forciqn 

2006 2005 2004 

(in millions\ 

- _1_1 ___ 

154 100 84 

olal currenl income taxes 114 40 
-- ___ - 

Deleired income laxes 
Federal 
Stale 
Foreign 74 42 

Tolal deferred income laxes 

Invcstmenl tax credit amortuation 

Total income tax expense from continuing operations 

Tolal income lax expense (benefil) Irom discontinued operalions 
Tolal income lax benefit lrom curnulalive effect of change in accounting principle 

Total income lax expense presenled in Consolidated Slalements of Operations 

____ 

- 
I__ - 

- 
-- 

$ 85 $561 -- - - 

Earnings from Continuing Operations before Income Taxes 

For the Years Ended 
December 31, 

Domestic 
Foreign 

Total earnings lrom conlinuing operations before income taxes 

2006 2005 2004 

( in millions) 
$2,279 $3,220 $1,295 

583 591 458 

$2,862 $3,811 $1,753 

_ _ _ - -  

- -- 

m- - - 
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Reconciliation of Income Tax Expense at the 1J.S. Federal Statutory Tax Rate to the Actual Tax Expense from Continuing Operations (Statutory Rate Reconciliation) 

For the Years Ended 
December 31, 

2006 2005 2004 

(In mllllons) 

- I___ ___ 

Income tax expense (ben 

Other ilems, ne1 

otal income tax expense from continuing operalions -- 
Effective lax rale 

-- -~ - 

During 2006, Duke Energy had favorable tax selllements on research and development costs and nuclear decommissioning costs of approximately $30 million, lax 
bencfits related lo Ihe impaitmcni of an inveslmcnt in Bolivia of approximalely $25 million and lax credits recognized on synlhclic fuel operations of approximately $20 million 
The reduclion in 2006 is reflecled in Ihe above table in Other Items, nel. 

During 2005, Duke Energy reorganized various entities and reestimaled ils liability which enabled it to reduce Ihe $45 million tax liability to $39 million The reduclion in 
2005 is included in the Slalutory Rate Reconcilialion as follows: Federal income laxes of $2 million are included in "US tax on repatrialion of foreign earnings" and $4 million of 
stale taxes are included in "Slale income tax, net of federal income tax effect " 

During 2004. Duke Energy recorded a $52 million income lax benefit front lhe reduction 01 slale arid federal irrcorne lax reserves based on Ihe resolulion in the second 
quarter of 2004 of several lax issues The $52 million benefit is included in Ihe Statulory Rale Reconcilialion as follows: a $39 million stale benefil is included in "Stale income 
tax. net of federal income tax effecl" and a $13 million federal benefit is included in "Other ilems, net" 

During 2004, Duke Energy recorded a $20 million income lax benefil from the change in slate lax rales relating to deferred taxes as a resull of a reorganization of certain 
subsidiaries The $20 million benefit is included in "Slate income lax, net of ledefal income lax effect" in the Statulory Rale Reconcilialion 

During 2004, Duke Energy recorded a $45 million income lax expense for the repalrialion of foreign earnings which occurred during 2005 relaled to (he American Jobs 
Creation Act of 2004 The $45 million is included in Ihe Statutoty Rale Reconciliation as follows: Federal income taxes of $36 million are included in "US tax on repalriation of 
foreign earnings," $4 million of state taxes are included in "State inmme tax, ne1 of federal income lax effect." and $5 million of foreign taxes are included in "Tax differential on 
foreign earnings " 
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Net Deferred Income Tax l iabi l i ty  Components 

December 31, 

2006 2005 

(in millions) 

- _ _ _  

Olher 

Valuation allowance 

Net deferred income lax assets 1,804 1,398 - -  
lnvesirnents and olher assels (1,359 444) 

(4,740 233) 
(2,244 692) 

Total deferred income tax liabililies 

olal net deferred income tax liabilities - -  
The above amounls have been classified in llie Consolidaled Balance Sheels as follows: 

Deferred Tax Liabilities 

December 31, 

2006 2005 

(in millions) 

_ I _ _ _ ~  

Current deferred tax assels, included in other current assets 
deferred lax assets, included in other investments a 
rred tau liabililies, included in other current liabilities 

Non-current deferred tax liabilities 
_ _ _ _ _ _ _ _ _  

Total net deferred iiicome lax liabilities $(6,539) q4.971) - -  
As of December 31, 2006, Duke Energy has ne1 operaling loss carryforwards of approximately $20 million relating to slale income taxes which moslly expire in year; 2016 

and later. 

Although the outcome of tax audils is uncertain, management believes lhat adequala provisions for income and other laxes. such as sales and use, franchise, and 
property, have been mado for potenlial liabilities rcsulling from such matters As of Dcccmber 31, 2006, Dukc Encrgy has lotal provisions of approximately SI90 million for 
uncertain tax posilions, ascompared to approximalely SI50 million as of December 31, 2005, including inlerest The increase in total provisions since December 31,2005 is 
primarily attributable lo Ihe merger with Cinergy Managemenl is not aware of any issues for open lax years Ihal upon final resolulion are expected lo have a material adverse 
effect on Duke Energy's consolidated resulls of operations. cash flows or financial posilion 

Valuation allowances have been eslablished for certain foreign and state net operaling loss carryforwards that reduce deferred tax assets lo an amounl that will, more 
likely than not, be realized. The net change in the tolal valuation allowance is included in "Tax differential on foreign earnings" and "Slate income lax. ne1 of federal income lax 
effect" lines of the Statutory Rate Reconciiialion 

On October 22, 2004, the President of the Uniled Stales signed the American Jobs Creation Acl of 2004 (The Act) The Acl provides a deduction for income from qualified 
domeslic production aclivities, which will be phased in from 2005 lo 2010 

Under Ihe guidance in FSP No FAS 109-1, which was issued in December 2004, Ihe deduction will be trealed as a "special deduction" as described in SFAS No 109 As 
such, for Duke Energy, the special deduction had no material impacl en deferred lax assels and liabilities existing at Ihe enactmenl date Rather, the impact of this special 
deduction will be reported in the periods in which Ihe deduclions are claimed on Ihe lax returns For Ihe year ended December 31, 2006, Duke Energy did no1 recognize any 
benefit relating l o  the deduction from qualified domestic aclivilias 

In addition to Ihe qualified domestic produclion activilies deduction discussed above, the Act creates a lemporary incenlive for I J  S corporalions to repatriale accumulated 
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dends from controlled foreign corporations FSP No FAS 109-2, which was issued in December 2004, states that a company is allowed time beyond the financial reporting 
period of enactment to evaluate the effect of the Act on its plan for reinvestment or repatriation of foreign earnings, as it applies to the application of SFAS No 109 Although 
Ihe deduction is subject lo a number of liniilalions and some urrcerlainly remains as lo how lo inlerprel nunwous provisioris in Ihe Acl. Duke Energy recorded a $45 million tax 
liability at December 31, 2004 based upon Duke Energy's plans that it would repatriate approximately $500 million in exlraordinary dividends in 2005 In 2005, Duke Energy 
repatriated approximately $500 million in extraordinary dividends During this process. Duke Energy reorganized various entities and reduced ils liability from $45 million to $39 
million There is no remaining liability as of December 31, 2006 and 2005 

Deferred income taxes and foreign wilhholding taxes have not been provided on the remaining undistributed earnings of Duke Energy's foreign subsidiaries as such 
amounts are deemed to be permanently reinvested The curnulalive undistribuled earnings as of December 31, 2006 on which Duke Energy has not provided deferred income 
taxes and foreign wilhholding taxes. is approximately $420 million 

7 A- Obliaations 

lri June 2001, the FASB issued SFAS No 143, whicli was adopted by Duke Energy on January 1, 2003 and addresses finaricial affiounling and reporting for legal 
obligations associated wilh the retirement of tangible long-lived assets and the related asset retirement costs The standard applies lo legal obligations associated with the 
retirement of long-lived assets that result from the acquisition. construction, development andlor normal use of the asset SFAS No 143 requires that the fair value of a liability 
for an asset retirement obligation be recognized in the period in which it is incurred, if a reasonable estimate or fair value can be made The fair value of the liability is added to 
the canying amount of Ihe associated asset. This additional carrying amount is lhen depreciated overthe life of the assel The liability increases due to the passage of lime 
based on the lime value of money until the obligalion is settled Subsequent Io the initial recognition, the liability is adjusted for any revisions to the expected value of the 
reliremenl obligation (with corresponding adjustmenls to properly, plant, and equipment). and for accretion of the liability due to the passage of time Additional depreciation 
expense is recorded prospectively for any property, plant and equipment increases 

Asset rotiremcnl obligations at Duke Energy relate primarily lo the decommissioning of nuclear power facilities, the rctircmenl of certain gathering pipclines and 
processing facilities, obligations related to right-of-way agreements, asbestos removal and contractual leases for land use In accordance with SFAS No 143, Duke Energy 
identified certain assets thal have an indeterminate life, and thus the fair value of the retirement obligation is not reasonably estimable These assets included on-shore and 
some off-shore pipelines, cerlain processing plants and distribution facilities and some gas-fired power plants A liability for these asset retirement obligations will be recorded 
when a fair value is determinable 

Upon adoption of SFAS No 143, Duke Energy's regulated electric and regulated natural gas operations classified removal costs for properly thal does not have an 
associaled legal reliremenl obligation asa regulalory liability. in accordance with regulatory treatment under SFAS No 71 Duke Energy does not accrue the estimated cost of 
removal when no legal obligation associated with retirement or removal exists for any of our non-regulated assets (including Duke Energy Ohio's generation assets) The tolal 
amount of removal costs included in Other Deferred Credils and Other Liabilities on Ihe Consolidated Balance Sheets was 82.345 million and $1,670 million as of 
December 31, 2006 and 2005, respeclively, which consisted of $1,954 million and $1,320 million. respectively, related lo regulated electric operations and $391 million and 
$350 million, respectively. related to regulated natural gas operations 

The adoption of SFAS No 143 had no impact on the inmme of the regulaled electric operations, as the etfecls were oflset by the establishment 01 regulalov assets and 
liabilities pursuant to SFAS No 71 as Duke Energy received approval from both the NCUC and PSCSC to defer all curnulalive and future income statement impacts relaled lo 
SFASNo 143 

In March 2005, the FASB issued FIN 47 As a rcsull of the adoption of FIN 47 in 2005, an increase in total assels of $31 million was recorded, consisling of an increase in 
regulalory assets of $24 million, an increase in net properly, plant and equipment of $7 million and an increase in ARO liabilities of approximately 535 million The adoption of 
FIN 47 had no impact on the income of the regulated electric operalions, as the effects were offset by the eslablishmenl of regulatory assets and liabilities pursuant to SFAS 
No. 71 For obligations relaled to other operations. a net-of-lax cumulative effect adjustment of approximately $4 million was recorded in the fourlh quarler of 2005 as a 
reduction in earnings (see Note 1) 
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The pro forma effecls of adopling FIN 47, including the impact on Ihe balance sheet, ne1 income and relaled basic and diluled earnings per share, are no1 presented due 
to the immaterial impact 

The asset retirerrienl obligation is adjusted each period for any liabilities incurred or sellled during Ihe period, accretion expense and any revisions made to Ilie eslirnaled 
cash flows 

Reconclllatlon of Asset Retirement Obllgatlon Llabltlty 

Years Ended 

December 31, 

2006 2005 

(in millions) 

- _ _ _  

Balanoe as of January 
Liabilities incurred due 
Liabilities sellled 

Revisions in eslirnaled wsh l lm 
Adoption of FIN 47 

Balance as of December 3 1, $2,301 $2,058 

- -  

- -  

(a) Primariiy represents Duke Energy's acquisition of Cinergy in April 2006 

Accretion expense for Ihe year; ended December 31,2006 and 2005 included approximalely $140 million and $130 million, respectively. related to Duke Energy's 
regulated electric operations which has been deferred as regulatory assels and liabilities in accordance with SFAS No 71, as discussed above. The fair value of assets legally 
restricted for Ihe purpose of sellling asset retirement obligations associated with nuclear deCOmmiS5iOIIing was $1,421 million as of December 31, 2006 and $1,194 million as of 
December 31,2005 

Nuclear Decommlsslonlng Costs. Pursuant lo an order issued by the NClJC on February 5,2004, Duke Energy was required lo contribule amounts reserved for 
non-contaminated costs of decommissioning to the NDTF over a ten-year period In April 2004. Duke Energy contributed its entire reserve of $262 million in cash lo Ihe NDTF 
This contribution is presented in the Consolidated Statements of Cash Flows in Purchases of Available-For-Sale Securilies within Cash Flows from Investing Activities. 

In 2005, the NCUC and PSCSC approved a $48 million annual amount for contributions and expense levels for decommissioning. In each 01 Ihe years ended 
December 31,2006 and 2005, Duke Energy expensed approximately $48 million and contributed cash of approximately $48 to the NDTF lor decommissioning costs. These 
amounts are presented in the Consolidated Statemenls of Cash Flows in Purchases of Available-For-Sale Securities within Cash Flows from Investing Activities In both 2006 
and 2005, $48 million was contribuled entirely to thc funds reserved for conlaminalcd costs Chnlribulions were discontinued to the funds rescrvcd for non-contaminated costs 
since lhe current estimates indicate exisling funds to be sufficient lo cover projected fulure costs The balance of the external funds was $1,775 million as of December 31, 
2006 and $1,504 million as of December 31 ~ 2005 These amounts are reflected in the Consolidated Balance Sheets as Nuclear Decommissioning Trust Funds (asset). 

Estimated site-specific nuclear decommissioning costs, including the cost of decommissioning plant components not subject lo radioactive contamination, total 
approximalely $2 3 billion in 2003 dollars, based on a decommissioning study completed in 2004 This includes costs related to Duke Energy's 12 5% ownership in the 
Catawba Nuclear Stalion. The other join1 owners of Ihe Calawba Nuclear Station are responsible lor decommissioning costs relaled to Iheir ownership interesls in lhe station 
Both Ihe NCUC and the PSCSC have allowed Duke Energy to recover estimated decommissioning costs through relail rates over llie expecled ieinaining service periods of 
Duke Energy's nuclear stations. Managemenl believes lhat the decommissioning costs being recovered through rates. when coupled wilh expected fund earnings, are suflicienl 
lo provide for the cos1 of decommissioning 

The operating licenses for Duke Energy's nuclear units are subject lo extension In December 2003, Duke Energy was granted renewed operating licenses for lhe 
Catawba and McGuire Nuclear Slations until 2041 and 2043 (license expirations vary by nuclear unit) In 2000, Duke Energy was granled a license renewal for the Oconee 
Nuclear Station unlil 2033 and 2034 (license expiralions vary by nuclear unit). 
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Current Operating Licenses for Duke Energy's Nuclear Units 

Expiration 
Unit Year 

Oconee 3 

A provision in the Encrgy Policy Acl of 1992 established a fund for Ihc decontamination and dccommtsstoning of Ihe DOE'S uranium cnnchmcnl plank (the D&D Fund) 
Licenseesere subject lo an annual assessmenl for 15 years based on their pro rala share of past enrichment services The annual assessmenl IS recorded in the Consolidated 
Statements of Operelions as Fuel Used in Electric Generation and Purchased Power Duke Energy has paid $152 million inlo the D&D Fund, including $12 million during 2006 
and $1 1 million during each of 2005 and 2004 There IS no remaining liabilrty and regulatory assets as of December 31,2006 The liability and regulaloly assels of $12 million 
as of December 31,2005 are reflecled in the Consolidaled Balance Sheels as Deferred Credils and Olher Liabilities, and Regulatory Assets and Deferred Debits. respeclively 

8. Risk Management and Hedging Activitles, Credit Risk, and Financial Instruments 

Duke Energy is exoosed lo the impacl of markel fluctualions in the prices of electricity, coal, natural gas and other energy-relaled producls marketed and purchased as a 
result of ils ownership oi  energy related assets Exposure lo inleresl rale risk exisls as a resull of the issuance of variable and fixed rale deb1 and commercial paper Duke 
Encrgy is exposed lo  foreign currency risk from invcslmenls in international affiliate businesses owned and operated in foreign countries end from cerlain commodily-rclaled 
transactions within domestic operalions Duke Energy employs eslablished policies and procedures to manage its risks associaled with these market fluctualions using various 
commodily and financial derivalive instruments, including swaps, fulures, forwards, options and swaplions 

Duke Energy's Derivative Portfolio Carrying Value as of December 31,2006 

Maturity 
in 2010 Total 

A sseU(Llabll1ty) 

Maturity Maturity Maturity and Carrylng 
in 2007 in 2008 in 2009 Thereafter Value 

The amounts In the table above represent the combination of amounts presenled as assels and (liabilities) for unrealized gains and losses on mark-lo-markel and 
hedging lransaclions on Duke Energy's Consolidaled Balance Sheets, excluding approximalely $39 million of derivative assets and $39 million of derivative liabilities presenled 
as assels and liabililies held for sale a1 December 31, 2006 

During Ihe third quarler of 2005, Duke Energy's Board of Directors authorized and directed management lo execule Ihe sale or disposition of subslanlially all 01 DENAs 
remaining a w l s  and conlracls oulside the Midwestern United Slales, approximalely 6,100 megawalls of power generation, and certain contraclual positions relaled to the 
Midwestcrn assets (see Nole 13) As e resull. Duke Encrgy recognized a pre-lax loss of approxirnalely $1 9 billion in the third quarter of 2005 for the disqualification of its 
power and gas forward sales conlracls previously designated under the normal purchases normal sales exception. This loss was partially offset by Ihe recognition of a pre-lax 
gain of approximalely $1 2 billion for Ihe discontinuance of hedge accounling for natural gas and power cash flow hedges Duke Energy retained lhe Midwestern generalion 
assels of DENA, representing approximately 3,600 megawalls of power generalion, and combined the assels wilh Cinergy's commercial operalions subsequenl lo the merger 
with Cinergy on April 3, 2006 (see Nole 1 and Nole 2 for further details on !he compleled Cinergy merger) Derivative aclivily associated wilh these combined assels is reported 
in Commercial Power for segmenl reporting purposes for all periods presenled 
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As a resull of Ihe transfer of 19 7% inleresl in DEFS lo ConocoPhillips and Ihe third quarter 2005 deconsolidalion of ils inveslmenl in DEFS (see Nole 21, Duke Energy 
discontinued hedge accounling for certain contracts held by Duke Energy related lo Field Services'commodily price risk. which were previously accounted for as cash flow 
hedges These conlracls were originally entered irilo as hedges of lorecasled fulure sales by Field Services. and have been relained as undesignaled derivalives Since 
disconlinuance of hedge acwunling. these cantracts have been marked-lo-markel in Ihe Consolidated Slalemenls of Operations As a result. approximately $19 million and 
$3 14 million of realized and unrealized pre-lax losses relaled lo lhese conlracls were recognized in earnings by Duke Energy for the years ended December 31,2006 and 
December 31, 2005, respeclively All the 2006 charges have been classified in Ihe accompanying Consolidaled Slalemenls of Operalions as a componenl of Other Income and 
Expenses The 2005 charges were classified in the accompanying Consolidaled Slalemenls of Operations for Ihe year ended as follows: upon the disconlinuance of hedge 
accounting approximalely $120 million of pre-lax losses were recognized as a component of Impairments and Olher Charges while approximalely $130 million of losses 
recognized subsequent l o  the discontinuance of hedge accounting prior lo the deconsolidalion of DEFS were recognized as a component of Non-Regulaled Eleclric, Nalural 
Gas, Nalural Gas Liquids, and Other Revenues and $64 million of losses recognized subsequent lo discontinuance of hedge accounling after Ihe deconsolidalion of DEFS 
were recognized as a component of Other Income and Expcnscs Cash sclllemenls on ihcse conlracls since Ihe demnsolidation of DEFS on July 1,2005 of approximalely 
$163 million and $133 million are classified as a component of ne1 cash used in investing aclivilies in Ihe acmmpanying Consolidated Slalemenls of Cash Flows for the years 
ended December 31,2006 and December 31, 2005, respeclively 

ome Duke Enerqv subsidiaries are exposed lo markel fluclualions in the prices of various commodities related lo lheir ongoing power 
generaling and natural gas galhering. dislribulion, processing and markeling adivilies Duke Energy closely monllors tile poieiiriai i p l a : ,  
where appropriate. enlers into conlrads lo proled margins for a porlion of fulure sales and generation revenues and fuel expenses Duke Energy uses commodity inslrumenls, 
such as swaps, lulures, forwards and oplions. as cash [low hedges for eleclricily, nalural gas and nalural gas liquid lransacliuris Duke Energy is hedging exposures lo llie price 
variability of lhese commodilies for a maximum 01 1 year 

. .  

The ineffeclive portion of commodity cash llow hedges resulted in a pre-lax gain of $5 million in 2006 and is reporled primarily in Non-regulated eleclric. nalural gas. 
natural gas liquids, and other in lhe Consolidated Statements of Operalions, a pre-lax loss of $12 million in 2005 and a pre-lax gain of $3 million in 2004, bolh reported 
primarily in (Loss) lnmme From Disconlinued Operalions, ne1 of lax in ltle Consolidated Slalemenls of Operalions The amounl recognized for Iransaclions that no longer 
qualified as cash flow hedges, which is classilied in (Loss) Income From Discontinued Operations, ne1 of lax in the Consolidated Slalemenls 01 Operations. was a loss of 
approximately $67 million in 2006, a gain of approximately $1 2 billion in 2005 and was no1 material in 2004 

As of December 31, 2006, $2 million of pre-lax deferred ne1 gains on derivalive instruments related lo commodity cash flow hedges were accumulaled on the 
Consolidaled Balance Shcels in a separalo component of stockholders' equity. in AOCI. and arc expected lo be recognizcd in earnings during Iho next twelve monlhs as the 
hedged transactions occur Howcver, due Io Ihe votalilily of Ihe commodilics markcls, Iho corrcsponding value in AOCI will liltely change prior lo i ls reclassification into 
earnings 

Commodity Fair Value Hedges. Some Duke Energy subsidiaries are exposed lo changes in Ihe fair value of some unrecognized firm commilmenls lo sell generaled 
power or nalural gas due lo markel fluctualions in lhe underlying commodily prices Duke Energy actively evaluates changes in Ihe fair value of such unrecognized firm 
comrrrilmerils due lo commodily price cliarrges and. where appropriale, uses various inslrumenls lo hedge its markel risk These commodily inslrumenls. such as swaps. 
fulures and foiwards. serve as fair value hedges for llie litni comrriilrnenl~ associaled wilh generaled power The ineffeclive porlion of commodily fair value hedges resulled in a 
pre-lax gain of $7 million in 2006. a pre-lax loss of $4 million in 2005 and was no1 material in 2004, and is reported primarily in (Loss) Income From Discontinued Operations. 
ne1 of lax on the Consolidaled Slalemenls of Oneralions 

Normal Purchases and Normal Sales Exception Duke Energy has applied the normal purchases and normal sales scope exception, as provided in SFAS No 133, 
inlerpreled by Derivalive Implemenlalion Group Issue C15, 'Scope Exceplions: Normal Purchases and Normal Sales Exception for Option-Type Conlracls and Forward 
Conlracfs in Eleclricity," and amended by SFAS No 149, "Amendment of Slatemen1 133 on Derivalive lnslrumenls and Hedging Activities." lo certain contracts involving the 
purchase and sale of eleclricily a1 fixed prices in fulure periods These conlracls, which relale primarily lo the delivery of electricity over the next 8 years, are no1 included in the 
table above As discussed above, during 2005, Duke Energy recognized a pre-lax loss 01 approximalely $ 1  9 billion for the disqualification of its p o w r  and gas forward sales 
conlracls 
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Cerlain forward power conlracls related lo DENA's Soulheast Plants and lhe deferred plants had been primarily designated as normal purchases and sales in accordance 
with SFAS No 133 In addilion, certain fotward gas contracts related lo Ilie long-lived assets had been designated as cash flow hedges in accordance wilh SFAS No. 133 As 
a resull of Ihe change in managemenl intent for Ihe lorig- lived assels, Ilie relaled forward power and gas conliacls were de-designaled as normal purchases and sales and 
hedges The amounl recognized for transaclions lhal no longer qualified as hedged lirm commilmenls was no1 malerial i r i  2006 and 2004 

interest Rate (Fair Value or Cash Flow) Hedges. Changes in inleresl rales expose Duke Energy to risk as a resull of ils issuance of variable and fixed rale deb1 and 
commercial paper Duke Energy manages its inlerest rate exposure by limiting ils variable-rate exposures IO percentages of total capilalizalion and by moniloring the effects of 
market changes in interest rales Duke Energy also enters inlo financial derivalive inslrumenls. including, but no1 limiled lo, interesl rale swaps, swaplions and U S Treasury 
lock agreements lo manage and mitigate inleresl rale risk exposure Duke Energy's existing interest rale derivative instruments and relaled ineffectiveness were no1 malerial l o  
ils consolidaled results of operations, cash flows or financial position in 2006, 2005, and 2004 

Foreign Currency (Fair Value, Net Investment or Cash Flow) Hedges. Duke Energy is exposed lo foreign currency risk from inveslmenls in international affiliale 
businesses owned and operaled in foreign counlries and from certain commodity-relalad lransaclions wilhin domestic operations To miligale risks associaled wilh foreign 
currency fluctuations, conlracls may be denominated in or indexed to Ihe US. dollar and/or local inflation rates, or inveslmenls may be naturally hedged through debt 
denominate or issue in e oreign currency - 
nuctuationsdThere w,", nd:ebognilion, a net i o s ~ ~ m e n t s  in 
foreign operations. during 2006, 2005, and 2004, respeclively To monilor its currency exchange rate risks, Duke Energy uses sensitivity analysis, which measures the impact 
of devaluation of foreign currencies 

. .  . .  

Duiirig ltie first quarler of 2005, Duke Erieigy sellled cerlairi hedges which were docurnenled arid desigrialed as net inveslmenl hedges of the inveslmenl in Weslmasl 
Energy, Inc (Westcoast) on lheir scheduled malurily and paid approximalely $162 million These selllemenls are classified as a cornponenl of ne1 cash used in investing 
activities in Ihe ammpanying Consolidaled Stalemenls of Cash Flows Losses remgnized on lhis ne1 inveslment hedge have been classified in AOCI as a componenl of 
foreign currency adjuslmenls and will no1 be recognized in earnings unless the complete or subslanlially complete liquidation of Duke Energy's inveslrnenl in Westcoast occurs 

Other Derlvative Contracts Trading Duke Energy has been exposed lo Ihe impact of market Iluctualions in Ihe prices of natural gas, eleclricily and other energy-rebled 
producls marketed and purchased as a resull of proprietary trading activities During 2003, Duke Energy prospectively discontinued proprietary lrading As a resull of the 
Cinergy merger, Duke Energy acquired natural gas and power marketing and lrading operalions, conducled primarily through CMT, the resulls of which have been reflected in 
Income (Loss) from Disconlinued Operations, ne1 of lax, from the dale of the Cinergy acquisilion lo Ilie date of sale In Oclober 2006, the CMT sale transaction was completed 
and Duke Energy entered inlo a series of Total Relurn Swaps (TRS) wilh Fortis (see Note 13) As of December 31, 2006, Ihe remaining CMTtrading conlracl assets and 
liabilities and offsetting TRS were classified as Assets Held for Sale iii the Consolidated Balance Sheets 

Undesignated In addilion, Duke Energy uses derivalive conlracls to manage the market risk exposures lhal arise from energy supply, slruclured origination, marketing, 
risk management, and commercial oplimizalion services lo large energy cuslomers, energy aggregalors and other wholesale companies, and lo manage inleresl rale and 
foreign currency exposures This calegory includes changes in fair value for derivatives thal no longer qualify for Ihe normal purchase and normal sales scope exception and 
disqualified hedge contracts, unless the derivalive contract is subsequently re-designated as a hedge The conlracls in lhis calegory as of December 31,2006 are primarily 
associaled wilh forward power sales and coal purchases for Itie Commercial Power operalions and remaining DENA exil aclivity announced in 2005 (see Nole 13) As of 
December 31,2005, lhis calegory primarily included disqualified hedges relaled lo Ihe DENA Soulheasl Planls. hedges relaled lo the partially compleled plants which were 
disqlialified in 2003 and certain contracts held by Duke Energy relaled to Field Services commodity price risk Duke Energy's exposure lo price risk is influenced by a number of 
factors. including conlracl size, length. markel liquidity. location and unique or specific conlracl lerms 

In connection wilh the Barclays Bank PLC (Barclays) lransaclion discussed in Note 13, Duke Energy enlered inlo a series of TRS wilh Barclays, which are accounled for 
as mark-lo-matkel derivatives The TRS offsels Ihe ne1 fair value of the conlracls being sold lo Barclays The fair value of the TRS as of December 31, 2006 is an asset of 
approximalely $56 million, which offsels Ihe ne1 fair value of the underlying conlracls, which is a liability of approximately $56 million The TRS will be cancelled as lhe 
underlying conlracls are lransferred lo Barclays 
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Credit Risk. Duke Energy's principal cuslomers for power and natural gas marketing and transportation services are industrial end-users. marketers, local distribution 
companies and utilities bcated Ihroughoul the U S , Canada and Latin America Duke Energy has concentralions of receivables from natural gas and electric utilities and their 
afriliales, as well as industrial customers and marketers throughout Ihese regions These concentralions of wslurners rnay affect Duke Energy's overall credil risk in lhal risk 
faclors can negatively impact Ihe credil quality of the entire sector Where exposed lo credit risk, Duke Energy analyzes Ihe counterparties' financial condition prior lo entering 
into an agreement, establishes credit limils and monilors the appropriateness of those limils on an ongoing basis 

Duke Energy's industry has historically operated under negotiated credil lines for physical delivery contracts Duke Energy frequently uses master collateral agreernenls lo 
mitigate certain credit exposures, primarily in its trading and marketing and risk managemenl operalions The collaleral agreements provide for a counlerparty to post cash or 
letters of credit lo the exposed p a w  tor exposure in excess of an established threshold The threshold amount represenls an unsecured credil limit. determined in accordance 
wilh the corporate credil policy Collateral agreements also provide that the inability lo post collateral is sufficient cause to terminate contracts and liquidate all positions. 

Duke Energy also obtains cash or lellers of credit from customers lo provide credil support outside of collateral agreements, where appropriale, based on its financial 
analysis of Ihe customer and the regulalory or contractual terms and conditions applicable to each tmnsaclion 

Collateral amounls held or posled may be fixed or may vary d i e n i  a a  HpL------------------- 
cover trading, normal purchases and normal sales, hedging conlracts, and optimization contracts oulstanding Duke Energy may be required lo relum certain held collateral and 
post additional collateral should price movements adversely impact the value of open conlracls or posilions In many cases, Duke Energy's and ils counlerparties' publicly 
disclosed credit ratings impacl the amounls 01 additional collateral to be posted Likewise, downgrades in credit ratings of counterparlies could require counterparties lo post 
additional coiiaieral lo Duke Energy and its affiliales 

The change in markel value of New York Mercarilile Exchange (NYMEX)-traded futures and options contracts requires daily cash selllemenl in margin accounls wilh 
brokers 

lncluded in Olher Current Assets in Ihe Consolidaled Balance Sheets as of December 31, 2006 and December 31, 2005 are collateral assets of approximately $92 million 
and $1,279 million, respeclively. which represents cash collaleral posled by Duke Energy with other lhird parties This decrease in cash collateral posled by Duke Energy is 
primarily due the sale and wind-down of trading operalions Included in Other Current Liabilities and Other Deferred Credits and Olher Liabilities in the Consolidated Balance 
Sheels as of December 31. 2006 and December 31, 2005 are collaleral liabilities of approximalely $239 million and $664 million, respectively, which represents cash collaleral 
posled by other lhird parlies to Duke Energy In connection wilh the sale lo Earclays of conlracls related lo DENA's energy marketing and managernenl aclivilies. Barclays 
provided DENA cash equal lo the net cash collateral posled by DENA under the contracts Ne1 cash collaleral received by Duke Energy from Barclays in January 2006was 
approximately $540 million based on currenl markel prices of the conlracls (see Nole 13) 

Financial Instruments. The fair value of financial instruments, excluding dorivalivcs included elsswherc in this Nole and in Nolo 13. is summarized in the following table 
Judgment is required in interpreting markel data lo develop Ihe estimates of fair value Accordingly, ihe eslimales delermined as of December 31,2006 and 2005, are no1 
necessarily indicative of the amounts Duke Energy could have realized in current markels 

Financial Instruments 

As of December 31, 

Long-term d&da) 
Long-term SFAS 1 15 securities 

2006 2005 

B w k  Book 

Value Fair Value Value Fair Value 
Approximate Approximate 

____ 
(in millions) 

$19.723 $ 20,765 $15,947 $ 17,014 
1,946 1,946 1,735 1,735 

(a) Includes current malurilies 

The fair value of cash and cash equivalenls. short-term investmenis. accounts and notes receivable, accounts payable and commercial paper are no1 malerialky differenl 
from lheir carrying amounls because of the short-term nature of these instruments or because the stated rates approximate market rates 
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9. Marketable Securit ies 

Short-ferminwstmnts At December 31, 2006 and 2005 Duke Energy had $1 ,514  million and $632 million, respectively, of short-term inveslments consisting primarily of 
highly liquid tax-exempt debt securities These instruments are classified as available-for-sale securities under SFAS No. 115 as management does not intend to hold them Io 
maturity nor are they bought and sold with Ihe objective of generating profits on short-term differences in price The carrying value of these instruments approximates their fair 
value as they contain floating rates of interest During 2 0 E .  Duke Energy purchased approximately $31 ,521  million and received proceeds on sale of approximately $30 ,692  
million of short-term investments During 2005 ,  Duke Energy purchased approximately $38 ,535  million and received proceeds on sale of approximately $38 ,386  million of 
short-term investments During 2004 ,  Duke Energy purchased approximately $63 ,879  million and received proceeds on sale of approximately $63 ,323  million of short-term 
investments The weighted-average maturity of these debt securities is less than 1 year 

During 2006 ,  Duke Energy's Natural Gas Transmission business unit received shares of stock as consideration for settlement of a customer's transportation contrad The 
market value of the equity securities. determined by quoted market prices on the dale of receipt. of approximalely $ 2 8  million is reflected in Gains (Losses) on Sales of Other 
Assets arid Olher, riel iri the Corisolidaled Stalemenls of Opelatioris for Ihe year ended December 31. 2006 Subsequeril lo receipl, Ihese securilies were accounled for under 
SFAS No. 115 as trading securities. During the year ended December 31 ,  2006,  these securities were sold and an additional gain of approximately $1 million was recognized in 

, .  Olher lnmme and txpenses, net in the G o n s o i l u a ~ ~  , .  . ~,~ 

During 2006 ,  Duke Energy recognized an approximate $5 1 million pre-tax gain on the sale of available-for-sale securities that were included in Assets held for sale on 
Ihe Consolidated Balance Sheets This gain was recorded as a component of (Loss) Income from Dismntinued Operations in Olher 

Other Long-term investments Duke Energy also invests in debt and equity securities that are held in the NDTF (see Note 7  for further information on the nuclear 
decommissioning trust lunds) and the captive insurance investment portfolio that are classified as available-for-sale under SFAS No. 115 and therelore are carried at 
estimated fair value based on quoted market prices These investments are classified as long-term as management does not intend lo use them in current operations The 
NDTF is managed by independent investment managers with discretion lo  buy, sell and invest pursuant to the objectives set forth by the trust agreement. As of December 31 ,  
2006 Duke Energy's NDTF ($1 ,775  million and $1 ,504  million at December 31, 2006 and 2005 ,  respedively) consists of approximately 7 0 %  equity securities, 2 4 %  debt 
securities, and 6% cash and cash equivalents with a weighled-average maluray of the debt securities of approximately 13 years Duke Energy's captive insurance investment 
portfolio ($171 million and $ 2 0 3  million at December 31, 2006 and 2005 ,  respectively) consisls of approximately 8 8 %  debt securities and 12% equity securities with a 
weighted-average maturity of the debt securilies of approximately 2 1 years, as of December 31 ,  2006 The cost of securities sold is delermined using the specific identification 
method. During 2006, Duke Energy purchased approximatety $1 ,915  million and received proceeds on sales of approximately $1 ,904  million on other long-term investmenls 
Duiirig 2005 ,  Duke Energy purchased approximately $1 .782  million and received proceeds on sales of approximately $1.745 rnillion or1 other long-lerm investments During 
2004 ,  Duke Energy purchased approximately $2 ,050  million and received proceeds on sales of approximately $1 ,775  million on other long-term investmenls Most of these 
purchases and sales relate to the NDTF 

The estimaled fair values of short-term and long-term investmenls classifled as available-for-sale are as follows (in millions): 

A s  of December 31, 

Short-term lnvestmenls 

Total short-term investments 

Equity Securities 
Corporate Debt Securilics 
Municipal Bonds 
U S Government Bonds 
Olher 

Total lony-lerrn inveslrrierils 

2 0 0 6  2 0 0 5  

Gross Gross 
Unrealized Unrealized Estimated 

Holding Holding Fair 
Gains Losses Value 

$ -  $ - $ 1,514 

$ -  $ - $ 1.514 

- 
-- -- ______ 

-- __.- -- 
$ 4 6 7  $ -- $ 1,268 

1 - 2 3 6  
7  - 159 
1 1 198 

$ 4 7 7  $ 2 $ 1.946 

1 1 a5 

-- -- -- 
-- -- -- 

Gross Gross 

Holding Holding Fair 
Unrealized Unrealized Estimated 

Gains Losses Value 

$ -  $ - $ 6 3 2  

$ -  $ - $ 6 3 2  

$ 3 3 3  $ - $ 1,098 
- 1 61 
1 .- 2 0 3  

13  - 2 3 0  
- 1 1 4 3  

__ 

__ 

- 

$ 3 4 7  $ 2  $ 1 .735  - - - 
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Approximately $13 million and $21 million 01 losses are excluded from the above table as of December 31, 2006 and 2005, respectively. which relate to available-for-sale 
secunlies held in Ihe NDTF Pursuant lo an order from the NCUC. Duke Energy defers as a regulatory asset or regulatory liability all gains and losses associated with 
~riveslrnents in the NDTF As Duke Energy has lirniled oversight over the day-lo-day nianagemerll 01 Ihe NDTF iriveslrnents, all losses during the years ended DeLember 31, 
2006 and 2005 relaled to holdings ofthe NDTF have been recognized as a regulalory asset 

For the years ended December 31. 2006, 2005. and 2004 gains of approximately $57 million (including $51 million reclassified to (Loss) Income from Discontinued 
Operations. net of lax) $3 million and $3 million respectively were reclassified out of AOCl into earnings 

Duke Energy contributed approximately $48 million in 2006, $48 million in 2005, and $329 million in 2004 lo the NDTF These contributions are presented in Purchases of 
available-lor-sale securilies within Cash Flows From Investing Activilies on lhe Consolrdated Slalemenls of Cash Flows AI December 31,2006 and 2005, gross unrealized 
holding gains relaled lo the NDTF amounted to $472 million and $316 million, respectively 

I O .  Goodwill and Intangible Assets 

Duke Energy evaluates the impairnienl olgoodwll uridei llie guidance olSFAS No 142 As a resull of the annual impairment lesls required by SFAS No 142, no charge 
for Ihe impairment of goodwill was recorded in 2006 directly related to these tests As discussed further in Note 2, in April 2006. Duke Energy and Cinergy consummated the 
previously announced merger, which resulted in Duke Energy recording goodwill and intangible assets of approximately $5 6 billion The following table shows the components 
of goodwill al December 31,2006 

Changes in the Carrying Amount of Goodwill 

$1373) $3.775 
Tobl 

ea~rc i idded $4 14% $- 

(a) 

(b) 

(c) 

(d) 

Goodwill recorded as of December 31, 2006 resulting from Duke Energy's merger with Cinergy is $4,385 million 

Primarib relates to foreign currency translation and approximately $135 million of goodwill allocated l o  the disposition of CMT (see Note 13) 

Reduction in goodwill at December 31. 2006 reflects the deconsolidation of Crescent in September 2006 (see Note 2) 

As a result of the deconsolidalion of DEFS in July 2005 goodwill decreased by a net amounl of $462 million, which includes the effects of an $18 million transfer of 
goodwill between Field Services and Natural Gas Transmission as a resull of the transfer of Canadian assets in connection with Ihe DEFS disposition transaction (see 
Note 2) 

Source. Duke Energy Holding , 10-K, March 01, 2007 



(e) Except as noted in (b). (c) and (d). other amounls consist primarily of foreign currency translation 
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Intangible Assets 

In April 2006. in connection wilh the merger wilh Cinergy, Duke Energy recorded gross intangible assets of approximately $1,091 million, primarily relating lo 
approxirnalely $712 million of emission allowances, approxirnalely $295 million of gas. coal and power corllracls and approxirnalely $84 million 01 olher inlangible assels 

The carryirig amount and accumulated amortization or inlangible assels as of December 31, 2006 and December 31 2005 ale as follows: 

Weighted 
December 31, December 31, Average 

2006 2005 Llfe 

otal gross carrying amount 

Accumulated amortlzation-gas, coal and power contracts 
Accumulated amortization-olher 

tal accurnulaled amorleation (6’ ) 

Total intangible assels, net $ 905 -- 

(a) 

(b) 

Emission allowances do not have a contractual term or expiration dale 

Of this balance, as of December 31, 2006, approximately $1 15 million will be amortized on a consumplion basis and does not have a definilive life, approximalely $155 
million will be amortized on a straight line basis over 20 years, and the remaining balance of approximalely $52 million will be amortized on a straight line basis over a 
wighled average life or approximalely 14 years 

Emission allowances sold or consumed during the years ended December 31, 2006, 2005 and 2004 were $428 million, $8 million and $6 million, respectively 

Amortization expense for intangible assets for Ihe years ended December 31, 2006, 2005 and 2004 was approximately $48 million, $1 million and $1 million, respectively 

The table below shows the expected amrlizalion expense for the ncxl five years for inlangibb assels as of December 31, 2006 The expecled amorlizalion expense 
includes eslimates of emission allowances consumption and eslimates of consumplion of commodities such as gas and coal under existing conlmcts The amortization 
amounts discussed below are estimales. Actual amounls may dilfer lrom these eslimates due to such lactors as changes in consumplion patlerns, sales or impairmenls of 
emission allowances or other intangible assets, additional inlangible acquisilions and olher events 

2007 2008 2009 2010 2011 
_ _ . _ _ _ ) - - _ _  

Arnortizalion expense 
(in millions) 

$391 $167 $143 $102 $ 87 

In April 2006, Duke Energy recorded an intangible liability in connection wilh Ihe merger with Cinergy amounting to approximalely $113 million associated wilh the MBSSO 
in Ohio that will be recognized in earnings over the remaining regulalory period, which ends on Decemkr 31, 2008 The carrying amount of this inlangible liability was 
approximately $95 million al December 31, 2006 Amortization expense related lo Ihe MESS0 is estimated lo amount to approximately $27 million of income in 2007 and $68 
million of income in 2008 Duke Energy also recorded approximately $56 million of intangible liabililies associated wilh other power sale contracts in connection wilh the merger 
wilh Cinergy. The carrying amount of this intangible liability was approximalely $39 million at December 31, 2006. This balance will be amorlired to income as follows: 
approximately $17 million in 2007, approximately $6 million in each of the years 2008 through 2010, and approximalely $4 million in 201 1 

11 .  Investments in Unconsolidated Affiliates and Related Patty Transactions 

lnveslments in domestic and inlernalional alnliates that are no1 controlled by Duke Energy, but over which it has significant influence, are accounted for using the equity 
method Duke Energy received dislribulions of $893 million in 2006 from those inveslments Ofihese distributions. $741 million are included in Other, assets within Cash Flows 
from Operating Activilies on the accompanying Consolidated 
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Stalemenls of Cash Flows and $152 million are included in Distributions from Equity lnveslmenls wilhin Cash Flows from Investing Aclivities on the accompanying 
Consolidated Statemenls of Cash Flows. Duke Energy received dislributions of $656 million in 2005 Of these dislribulions, $473 million are included in Other. assels wilhin 
Cash Flows from Operaling Aclivilies on the accornpanyirlg Consolidated Slalenierils of Cash Flows and $383 rnillion are included in Dislribulions fiorn Equity lnveslrnenls 
wilhin Cash Flows from lnvesling Activilies on Ihe accompanying Consolidated Slalernenls of Cash Flows Duke Energy received dislribulions of $139 million in 2004, which 
are included in Olher, assels wilhin Cash Flows from Operaling Aclivilies on the accompanying Consolidated Stalemenls of Cash Flows Duke Energy's share of net earnings 
from these unconsolidated affiliates is reflecled in Ihe Consolidated Slalemenls of Operations as Equity in Earnings of Unconsolidated Affiliates (See Nole 2 for 2006 
dispositions ) 

As of December 31, 2006 and 2005.  the carrying amounl of inveslmenls in affiliates approximaled the amounl of underlying equily in net assets 

Natural Gas Transmission. As of December 31, 2006. inveslmenls primarily included a 5 0 %  interest in Gulfstream Natural Gas System, LLC (Gulfslream) Gulfstream is 
an interstate natural gas pipeline thal extends from Mississippi and Alabama across Ihe Gull of Mexico lo Florida Allhough Duke Energy owns a significant portion of 
Gulfslream, il is no1 consolidaled as Duke Energy does no1 hold a majority of voting control or have Ihe ability lo exercise conlrol over Gulfstream 

reduced Duke Energy's ownership inleresl in DEFS f r Jd  gdgl$%llo 5d% (;he b:kS d i ~ ~ ~ ~ ~  equal 
509'0 owners in DEFS. As a result of the DEFS disposition transaction, Duke Energy deconsolidaled ils inveslment in DEFS which has subsequenlly k e n  accounled for as an 
inveslment utilizing the equity method of accounting (see Nole 2) Addilionally, in February 2005,  DEFS sold ils wholly owned subsidiary TEPPCO GP, which is the general 
partner of TEPPCO LP, for approximalely $1 1 billion and Duke Energy sold ils limiled partner inleresl in TEPPCO LP for approximately $100 million, in each case lo Enterprise 
GP Holdings LP, an unrelaled Ihird parly These lransaclions resulled i r i  pre-lax gains of approxirnalely $1 8 billion For Ilie Ihree monlhs ended March 31,  2005,  TEPPCO LP 
had operating revenues of approximalely $1,524 million, operating expenses of approxirnalely $1,463 million, operaling income of approximalely $61 2 million, income from 
conlinuing operalions of approximately $46 3 million, and net income of approximalely $47 4 million 

. .  
Field Services. In July 2005,  Duke Energy comp e e e rans er o a L . 'lo in e 

Commerclal Power. As of December 3 1 , 2 0 0 6 ,  investments primarily included a 5 0 %  interest in Soulh Houslon Green Power L P (Green Power) Green Power is a 
cogeneration facility containing three combustion turbines in Texas City. Texas Allhough Duke Energy owns a significant portion of Green Power, it is not consolidated as Duke 
Energy does not hold a majorily voting conlrol or have the abilily lo exercise conlrol over Green Power 

International Energy. As of December 31,  2006. inveslments primarily included a 25% indirecl interest in NMC, which owns and operates a methanol and MTBE 
business in Jubail, Saudi Arabia lnlernalional Energy also has a 5 0 %  ownership in Campeche, a natural gas compression facilily in Ihe Cantarell oil field in Ihe Gulf of Mexico 
and a 25% indirecl inleresl in Alliki. a nalural gas distribulor in Athens, Greece 

Campeche project revenues are gcncraled from the gas compression sorvices agrcemcnl (GCSA) wilh Ihe Mexican national oil company (PEMEX). The original livo ycar 
GCSA expired in November 2006 and a nine month extension was execuled in October 2006 The facility ownership will lransfer lo PEMEX in Augusl 2007 See Nole 12 for a 
discussion of the impairmenl recognized on the Campeche investment 

Crescent. In Seplember 2006, Duke Energy deconsolidaled its investmenl in Crescent JV as a resull of a reduction in ownership and subsequenlly has accounted for Ihe 
inveslmenl using the equity method of accounting 

Other. As of December 3 1 ,  2006 inveslrnenls primarily includes Cinergy's lelecorn inveslrnenls As of December 3 1 ,  2005,  inveslmenls primarily included a 5 0 %  inleresl 
in Southwest Power Partners. LLC Southwest Power Partners, LLC is a gas-fired combined-cycle facility (Griffiih Energy) in Arizona thal serves markels in Arizona, Nevada 
and California Although Duke Energy owns a significant portion of this inveslrnenl, il is no1 consolidaled as il does not hold a majorily of voting conlrol or have the abilily to 
exercise conlrol over this investment Soulhwest Power Partners. LLC was included in DENA's Western United Slales generation assets lhal were sold lo LS Power during 
2006 (see Note 13) As a resull. the inveslment was classified as Assets Held for Sale in the Consolidated Balance Sheets as of December 31, 2 0 0 5  and earnings and losses 
from this investment are classified as (Loss) Income from Discontinued Operalions. ne1 of tax in Ihe accompanying Consolidated Statemenls of Operalions 
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Investments in Unconsolidated Affiliates 

As of: 

December 31,2006 December 31,2005 

Domestic International Total Domestic international Total - _ _ _ _ _ - ~  - 

(a) 

(b) 

Includes Duke Energy's 50 percent interest in DEFS subsequent to deconsolidation of DEFS on July 1, 2005. 

Includes Duke Energy's effective 50 percent interest in Crescent subsequent to deconsolidation of Crescent during September 2006 

Equity in Earnings of Unconsolidated Affiliates 

For the Years Ended: 

December 31,2006 December 31, 2005 December 31,2004 

Domestlc lnternatlonal Total Domestic international Total Domestic International Total 
- - _ _ _ _ _ ~ - ~ ~ -  

(in millions) 
$ - -  

47 26 4 30 
308 60 _I 60 

114 114 __ 51 51 
(1) 3 
11 16 1 

$ -  $ -  __ 

- __ __ __ 

__ 

8 4 7  $ 85 $732 7360 $ 119 $479 8105 '$ 56 $161 -- - - - - - -- -- -- 

(a) 

(b) 

Includes Duke Energy's 50 percent equily in earnings of DEFS subsequent to deconsolidation on July I ,  2005 

includes approximateh/ $15 million forthe year ended December 31, 2006 thal represenls Duke Energy's effective 50% inleresl in Crescent earnings subsequent to 
deconsolidation of Crescent in September 2006. 

includes equity investments at the corporate level (c) 

Summarized Combined Financial Information of Unconsolidated Affiliates 

A s  of December 31, 

Source. Duke Energy Holding , 1 0-K, March 01, 2007 



2006 2005 

lin millions) 

~~ 

Balance Sheettd) 
Current a s s e t s  $ 3,656 $3,414 

10,848 7,744 Non-current a s s e t s  

Non-current habillties (5,155) (3,237) 
Current Iiabillties (3,354) (3,395) 

Net asset $ 5,995 $4.526 -- - 
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For the Years Ended 
December 31, 

2006 2005 2004 ~ - -  
(in millions) 

Income Statement@) 
Operating 
Operating 
Net income 1,657 1.075 415 

. .  . .  
(a) Hmounls inciuue Z $ a k e n .  

Related Party Transactions. Oulstanding noles receivable from urrconsolidaled afliliales were $226 million as of Decerrber 31. 2006 and $50 million as of December 31, 
2005. Amounts are included in Noles Receivable on Ihe Consolidated Balance Sheels The balance outstanding as of December 31, 2006 represents International Energy's 
$16 million nole receivable from the Campeche projecl, a 50% owned joint venlure. and Duke Energy Ohio and Duke Energy Indiana's $210 million nole receivable from 
Cinergy Receivables Company LLC (Cinergy Receivables) (see Nole 23) The outstanding noles receivable had inlerest rates approximating current markel rates 

International Energy loaned money to Campeche to assist in the costs lo build lnlernational Energy received principal and inleresl payments of approximately $1 1 million, 
$5 million and $7 million from Campeche, a 50% owned DEI affiliale, during 2006.2005 and 2004, respectively 

Duke Energy Ohio and Duke Energy Indiana sell their receivables10 Cinergy Receivables. During 2006 (subsequent to the closing olthe Cinergy merger in April 2006). 
Duke Energy Ohio and Duke Energy Indiana colleclively sold approximalely $3.5 billion of receivables lo Cinergy Receivables and received approximalely $3 5 billion in 
proceeds from the sales, including the notes receivable (see Note 23) 

Natural Gas Transmission has a 50% ownership in two pipeline companies. Gullsfream, an operating pipeline, and Islander East, LLC, a development slage pipeline as 
well as a 50% ownership in a power planl. McMahon Cogeneration Planl. a cogeneration natural gas fired facility transferred to Natural Gas Transmission from DENA during 
2005 Natural Gas Transmission provides certain administrative and other services to the pipeline companies and the power planl. Nalural Gas Transmission recorded 
recoveries of costs from lhese affiliates of $19 million, $12 million, and $8 million during 2006,2005, and 2004, respectively The oulstanding receivable from these afliliales 
was $5 million and $2 million as of December 31, 2006 and 2005. respectively 

In Oclober 2005, Guilslream issued $500 rriillion aggregate principal amouril of 5 56% Senior Noles due 2015 and $350 rnillion aggregale principal amount of 6 19% 
Senior Noles due 2025 The proceeds were used by Gulfstream lo pay off a construction loan and the balance of Ihe proceeds, net of transaction costs, of approximately $620 
million was dislribuled l o  the partners based upon their ownership percenlage (approximately $310 million was received by Nalural Gas Transmission and are included in 
Dislribulions from Equify lnveslmenls within Cash Flows from lnvesling Aclivilies in the accnmpanying Consolidaled Statemenls of Cash Flows) 

In December 2005, Duke Energy completed a 140 million Canadian dollars initial public offering on its Canadian income trust fund (Ihe Income Fund) and sold 14 million 
Trust Unils al an offering price o i  10 Canadian dollars per Trust l lnil In January 2006, a subsequent greenshoe sale of 1 4 mlllion additional Trust Unlls, pursuant to an 
overallotment option. were sold a l  a price of 10 Canadian dollars per Trust llnit Subsequent to lhe January 2006 sale of additional Trust Unils, Duke Energy held an 
approximale 58'16 ownership interest in the businessesof the Income Fund Proceeds of approximately 14 million Canadian dollars are included in Proceeds from Duke Energy 
Income Fund within Cash Flows from Financing Aclivilies in the Consolidated Slalemenls of Cash Flows In September 2006, Ihe Income Fund sold approximalely 9 million 
previously unissued Trusl Units at a price of 12 15 Canadian dollars per Trust Unil for lolal proceeds of 104 million Canadian dollars, net of commissions and expcnscs of other 
expenses of issuance, which is included in Proceeds from Duke Energy Income Fund within Cash Flows from Financing Aclivilies in the Consolidated Statements of Cash 
Flows The sale of approximalely 9 million Trust Unils reduced Duke Energy's ownership interest in the businesses of the Income Fund to approximalely 46% at December 31, 
2006 As a result of ihe sale of addilional Trust Units, Duke Energy recognized an approximate $15 million I J  S Dollar pre-lax SAB No 51 gain on the sale of subsidiary dock, 
which is classified in Gain on Sale of Subsidiary Stock on the Consolidaled Slatemenls of Operations The proceeds from the offering plus the draw down of approximalely 
39 million Canadiari dollars ori an available credil facility were used by Ihe Income Fund to acquire a 100% inleresl in Weslcoast Gas Services, lnc There were no deferred 
taxes recorded as a result of this transaction 

Advance SC LLC. which provides lunding lor economic development projecls. educational inilialives, and other programs, was formed during 2004 U S Franchised 
Eleclric and Gas made donalions of approximately $24 million and $3 million to the nonconsolidated subsidiary in 2006 and 2005. respectively Additionally. at December 31, 
2006, U S Franchised Electric and Gas had a Irade payable lo Advance SC LLC of approximalely $8 million 
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Field Services sells a portion of ils residue gas and NGLs lo, purchases raw natural gas and other petroleum products Irom, and provides gathering and transportation 
services to unconsolidated affiliates (primarily TEPPCO GP, which wds sold in February 2005) Total revenues from these alfiliales were approximately $98 million for the six 
rnonlhs ended June 30, 2005, and $278 niillion lor the year ended December 31, 2004 Total purchases from lhese afliliales were approxirnately $77 million for the six months 
ended June 30, 2005. and St  25 million for the year ended December 31. 2004. Total operating expenses were approximately $1 million for the six months ended June 30, 
2005, and $4 million for the year ended December 3 t ,  2004 Reductions in revenues and purchases in 2005 as compared to 2004 are principally due to the sale of TEPPCO 
GP and deconsolidalion of DEFS, effective July 1 ,  2005 

In July 2005, DEFS was deconsolidated due to the transfer of a 19 7% interest lo ConocoPhillips and has been subsequently accounted for as an equity investment (see 
Note 2) Duke Energy's 50% of equily in earnings oi DEFS for the year ended December 31,2006 and the period July 1,2005 through December31,2005 was $574 million 
and $292 million, respectively, and Duke Energy's investment in DEFS as of December 31, 2006 was $1,166 million, which is included in Investments in Unconsolidated 
Affiliates in the accompanying Consolidated Balance Sheets For the year ended December 31, 2006, Duke Energy had gas sales to, purchases from, and other operating 
revenues from affiliatesof DEFS of approximately $137 million, $41 million and $12 million, respectively As of December 31, 2006, Duke Energy had trade receivables from 
and trade payables lo DEFS amounting to approximately $71 million and $56 million, respectively Between July 1, 2005 and December31, 2005, Duke Energy had gas sales 
to, purchases from, and other operaling revenues from affiliates of DEFS of approximately $67 million, $65 million and $12 million, respeclively As of Decemher 31,2005, 
nl&= Fn*- and trade navables to DEFS of approximately $18 million and $47 million, respectively. Additionally. Duke Energy received 
approximately $725 million and $360 million for its share of distributions paid by DEFS in 2006 and 2005, respectwely. UuKe tnergy iias re 
receivable as of December 31, 2006 due to ils share of quarterly lax distributions declared by DEFS in 2006 and paid in 2007, as compared- 
paid in 2006 Of Ihese distributions $573 milliorl and $287 million were included iii Other, assets wilhin Cash Flows from Operalirlg Aclivities for the years ended 2006 and 
2005, respectively, and approximately $152 million and $73 million were included in Distributions from Equity Investments within Cash Flows from Investing Activities for the 
years ended 2006 and 2005, respeclively, within the accompanying Consolidated Statements of Cash Flows Summary financial information for DEFS, which has been 
accounted for under the equity melhod since J u V  1, 2005 is as follows: 

, , 

Twelve-months Ended Slx-months Ended 

December 31,2006 December 31,2005 
___ 

(in millions) 
Operating revenues $12,335 
Operating expenses $11,063 
Operating income $ 1,272 
Net inmme $ 1,139 584 

December 31,2006 December 31,2005 

(in millions) 

As of December 31, 2006, lhere was an immaterial basis difference between Duke Energy's carrying value nf the inveslment in DEFS and the value of Duke Energy's 
proporlionale share ofthe Underlying net assets in DEFS 

DEFS is a limited liability company whtch IS a pass-through entity for U S income tax purposes DEFS also owns corporations who file their own respective, federal, 
foreign and stale income tax returns and income tax expense related to lhese corporations ts included in the income lax expense of DEFS Therefore. DEFS' net inmme does 
not include income taxes for earnings which are pass-through lo the members based upon thetr ownership percsntage and Duke Energy recognizes Ihe tax impacts of its 
share of DEFS' pass-lhrough earnings in its income tax expense from continuing operations in the accompanying Consolidated Statements of Operations 

In 2005, DEFS formed D€P Midslream Partners, LP (a master limited parinership) DCP Midstream Partners. LP (DCPLP) completed an indial public offering (IPO) 
transaction in Docembcr 2005 that rcsultcd in nct proceeds of approximalcly $210 million As a rcsull, DEFS has a 42 perccnt ownership intcrcst in DCPLP, consisting of a 40 
percenl limited partner ownership interest and a 2 percent gen - 
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era1 partner ownership interest. DEFS' ownership interest in the general partner of DCPLP is 100 percent The gain on the IPO transaction has been deferred by DEFS until 
DEFS converts its subordinated units in DCP to mmmon units. which will occur no earlier than December 31.2008 

An indirect wholly owned subsidiary ol  Duke Energy conlribuled all the membership inlerest in Crescent Io a newly-formed joint venture causing Duke Energy to 
deconsolidale Crescent as of September 7.2006 (see Note 2) Duke Energy's 50% of equity in earnings of Crescent for the period from September 8,2006 through 
December 31.2006 was $15 million and Duke Energy's investment in Crescent as 01 December 31.2006 was $180 million, which is included in Investments in Unconsolidated 
Affiliates in the accompanying Consolidated Balance Sheets Summary financial information for Crescenl. which has been accounted for under :he equity method since 
Seplember 7, 2006 is as follows: 

September 7 
through 

December 31, 
2006 

(in millions) 
Operating revenues 

Net income 30 

December 31, 
2006 

(in millions) 

In the normal course of business, Duke Energy's consolidated subsidiaries enter into enetgy trading contracts or other derivatives with one another On a separate 
company basis, each subsidiary accounts for such contracts as if they were transacted with a third party and records the contracts using the MTM Model or the Accrual Model 
of Accounting, as applicable In the consolidation process, the effects of these intercompany contracts are eliminated, and not reflcctcd in Duke Encrgy's Consolidated 
Financial Statements 

Also see Nole 2. Note 12, Nole 15, Note 18 and Note 23 for additional related party inlormation 

12. Impairments, Severance, and Other Charges 

International Energy. In 2006, lnlernational Energy recorded a $50 million other-than-temporary impairment charge relaled lo an investment in Campeche, a natural gas 
compression facility in the Canlarell oil field in the Gulf of Mexico Campeche project revenues are generated from the GCSA with the PEMEX The current GCSA expired in 
November 2006 and a nine month extension was executed in October 2006 In the second quarter of 2006, based on ongoing discussions with PEMEX, it was determined !ha1 
there was a limited future need lor Compeche's gas compression services Management of International Energy determined that it is probable thal the Campeche investment 
will ultimately be sold or the GCSA will be renewed lor a signikantly lower rate An other-than-tcmporary impairment loss was recorded to reduce the carrying value to 
management's best estimate 01 realizable value The charges consist of a $1 7 million impairment of the carrying value of the equity melhod investment, which has been 
classified within (Losses) Gains on Sales and Impairments 01 Equity Investments in the Consolidated Statements of Operations lor the year ended December 31, 2006, and a 
$33 million reserve against notes receivable from Campeche. which has been classified within Operations, Maintenance and Other in the Consolidaled Statements of 
Operations for the year ended December 31, 2006 The facility ownership will transfer IC PEMEX in August 2007 The carrying value of the note at Deoember 31, 2006 was $16 
million, which is management's best eslimale or the net realizable value 01 the riole receivable Iron1 Canipeclie 

In December 2006, Duke Energy engaged in discussions with a potential buyer of International Energy's assets in Bolivia Such discussions lo sell the assets were subject 
lo  a binding agreemenl belween the parties, which was finalized in February 2007. and resulted in the sale of International EnergYs 50 percent ownership inlerest in two 
hydroelectric power plants ncar Cochabamba, Bolivia lo EGO - 
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nergy International for approximalely $20 million Based upon Ihe agreed upon selling price of Ihe assets, in December 2006 Duke Energy recorded pre-lax impairment 
charges of approximately $28 million, wliicli was recorded as a component of Impairment and Olher Charges on the Consolidated Slalemenls of Operations The impairmenl 
charges reduced the cariying value of lhe assels lo Ihe eslimaled selling price pursuanl lo the aforerrienlioried agreerrlenl As a resull of Ihe sale, lrilernalional Energy no 
longer has any assets in Bolivia 

A $20 million other lhan lemporary impairment in value of the Campeche inveslment was recognized during the third quarter of 2005 to w i l e  down the inveslment to its 
estimated fair value This impairmen1 is classified as a componenl of (Losses) Gains on Sales and Impairments of Equity Investments in the accompanying Consolidated 
Statements of Operations 

Field Services. During the year ended December 31,2005, the neld Services business unit recorded a charge of approximately $120 million due lo the reclassificalion 
into earnings of pre-lax unrealized losses from AOCl as a result of Ihe disconlinuance of certain cash flow hedges entered into hedge Field Services'commodily price risk See 
Nole 8 for a discussion of lhe impads of the DEFS disposilion transaction on ceriain cash now hedges 

In Iha 2004. Field Services recorded impairmenls of approximalely $22 million related lo DEFS operahng assets 

Addilionally, in Ihe third quarter of 2004, Ficld Services recorded an impairment of approximalely $23 million relalcd lo equity method inveslmenls al DEFS The 
impairmenl is included in (Losses) Gains on Sales and Impairments of Equity lnvestmenls on lhe Consolidaled Statements of Operalions The impairment charge was relaled 
to management's assessment of the recoverabilily of some equity method investments Field Services determined thal lhese assets, which are located in the Gulf Coast, were 
impaired; therefore they were written down to fair value Fair value \vas delermined based on management's besl estimates of sales value andlor discounted future cash flow 
models 

Crescent. In the lliird quarler of 2005. Crescent recognized pie-lax impairmerll charges of approxiniately $16 million relaled lo a residerllial cornrnunily near Hillon Head 
Island. Soulli Carolina, lhal includes both residerllial 101s and a golf club. to reduce the carryirig value of the cornmurlily lo ils eslirnaled fair value This irnpairrnenl was 
recognized as a component of Impairments and Other Charges in the accompanying Consolidaled Statements of Operations This community has incurred higher than 
expected cosls and has been impacled by lower lhan anlicipated sales volilme The fair value of the remaining communily assels was determined based upon management's 
estimate of discounled fulure cash flows generated from Ihe developmenl and sale of Ihe community 

In the fourth quarter of 2004, Crescent recorded impairment charges of approximately $42 million related lo two residenlial developments in Payson, Arbona, the Rim and 
Chaparral Pines, and one residential developmenl in Austin, Texas, Twin Creeks The impairment charges were related lo long lived assels at the three properlies The 
developmenls have suffered from slower than anticipaled absorplion of available invenlory Fair value of the assets was delermined based on management's assessment of 
currenl operating results and discounted future cash flow models Crescent also recorded bad debt charges of $8 million related to notes receivable due from Rim Golf Inveslor, 
LLC and Chaparral Pines Investor, LLC This amounl is rocordcd in Operation, Mainlcnance and Other on the Consolidalcd Statements of Operations 

Other. See Nole 8 for a discussion of the impacls of the DENA exil plan on certain cash flow hedges 

Severance. During the period from the effeclive dale of the Cinergy merger lhrough December 31 I 2006, Duke Energy accrued approximately $89 million related lo 
volunlaiy and involunlaiy severance as a resull of Ihe merger wilh Cinergy (see Nole 2) Additionally. Duke Energy recorded approximalely $45 million in severance liabilities 
related lo legacy Cinergy lhat has been included in goodwill 

As discussed in Nole 13. in June 2006. Duke Energy announced il had reached an agreernenl lo sell CMT, as well as associaled contracls managed by these companies, 
lo Forlis, a Benelux-based financial services group As such. resulk of operaliorrs for CMT have been reflecled in (Loss) Income from Disconlinued Operations. net ol lax, from 
the date of Ihe Cinergy acquisilion lo the dale of sale The sale of CMT was consummated in Oclober 2006 and Duke Energy did not record any malerial severance liabilities as 
a resull of Ihe disposal 

During Ihe fourth quarter of 2006, in conneclion wilh Duke Energy's spin-off of Spectra Energy, Duke Energy recognized approximately $12 million of severance cosls 
under ils ongoing severance plan Future severance costs under this plan, if any, are not currenlly eslimable 

As discussed further in Note 13, during the third quarter of 2005, the Board of Direclors of Duke Energy aulhorized and direcled management lo execule the sale or 
disposilion of subslantially all of DENA's remaining assets and contracls outside the Midwestem llnited Stales and certain contractual positions related to the Midwestem 
assets. As a resull of this exil plan, during the year ended 
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December 31,2005, DENA recorded a severance accrual of approximately $22 million, under ils ongoing severance plan, relaled lo the anticipated involunlary termination of 
DENA employees Approximately $2 million of the relaled pre-lax expense is reflected in Operation. Maintenance and Other and approximately $20 million is reflected in (Loss) 
Income lrom Discontinued Operalions. riel of lax ir i  the accompanying Consolidaled Slalemenls of Operalions for Ihe year ended December 31, 21305 Additionally, DENA 
offered certain enhanced severance benefits lo employees involuntarily terminated in connection wilh the DENA disposition plan. which are being recognized over the 
remaining service period Approximalely $3 million of enhanced severance benefilswere accrued during the fourth quarter of 2005 During 2006. Duke Energy reversed 
approximately $9 million of previously recorded severance amounls due to a change in estimate As a resull of this exil plan, Duke Energy terminated approximately 207 
employees through the end of 2006 Management anlicipales future severance costs related lo this exit plan, which relate Io retenlion costs associaled wilh future services, not 
included in the following lable will not be malerial 

During 2002, Duke Energy communicaled a volunlary and involuntary severance program across all segments lo align the business wilh market conditions during that 
period Severance plans relaled to the program were amended effective Augusl 1,2004 and applied lo individuals notified of layoffs belween lhal dale and January 1 ,  2006 

2 G; 

January 1, Provision/ Noncash Cash December 31, 

Severance Reserve 

Nalural Gas Transmission 
Olher(c) 

2006 Adjustments Adjustments Reductions 2006 - 
(in millions) 

2 
60 

$ 3  5 -  $ - -  $ (1) 
28 146 (11) (1 03) 

Balance at  Balance at 

December 31, January 1, Provision/ Noncash Cash 

2005 Adjustments Adjustments Reductions 2005 - 
U S Franchised Electric and Gas 

International Ene 

- -- 
Balance at Balance at 

December 31, January 1, Provision/ Noncash Cash 

2004 Adjustments Adjustments Reductions 2004 - 
U S. Franchised Eleclric end Gas (6 ) $ (50) 
Nalural Gas Transmission (6) (18) 

cr) Field Servicedb) - 
International Energy (4) (1 ) 
Olhe& (5) (43) - 
Total@) $ 5 $ (119) 15 

_I -- - 
(a) 

(b) Includes minority inleresl 

(c) 

Subslanlially all cxpcclcd severance costs will be applied to Ihe reserves wilhin one year 

Severance expense included in (Loss) Income From Discontinued Operations, net of lax in the Consolidated Slalemenls of Operalions was $(9) million, $22 million, and 
$1 million for 2006, 2005, and 2004, respeclively 
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13. Discontinued Operations and Assets Held for Sale 

Tile lollowing lable summarizes the results classified as (Loss) Income from Disconlinued Operations. net of lax, in Ihe accompanying Consolidated Statements of 
Operalions 

Discontinued Operatlons (In millions) 

Operating Income (Loss) Net Gain (Loss) on Dispositions 

Operatinq Gain (Loss) Income 
Pre-tax Income Income- Pre-tax Gain (LOSS) from 

Operating Tax (Loss), (Loss) Income Tax on ui- 
Operating Income Expense Net of on Expense Dispositions, Operations, 

Net of Tax Revenues (Loss) (Benefit) Tax Dispositions (Benefit) Net of Tax 
_ _ _ _ - - _ _ _ _ _ ) - - -  

Year Ended December 31,2006 
Commercial Power 
international Energy 
Ol1ieAa) 749 

Total consolidated 

Year Ended December 31,2006 
Field Services 
International Energy 
Crescent 
OlheAa) 

Total consolidated - - - - - - - - -  
Year Ended December 31,2004 
Field Services 
International Energy 
Crescenl 
Olherla) 

Total consolidated $3.291 $ 10 $ $288  20 $ 244 
- - - - - - - _ . -  

(a) Qlher includes the wsuIIs for DENA's discontinued operations. which were previously reported in the DENA segmenl 

The following lable presents Ihe carrying values of the major classes of assels and associaled liabililies held for sale in the accompanying Corisolidated Balance Sheets 
as of December 31, 2006 and 2005 Assels held for sale as of December 31.2006 primarily relate to Duke Energy Indiana's Wabash River Power Slalion (see Note 2) Assets 
held for Sale as of December 31, 2005 primarily relale lo DENA's assets that were sold to LS Power. as discussed furlher below 

Summarized Balance Sheet lnformatlon for Assets and Associated Liabilltles Held for Sale 

December 31,2006 December 31,2005 

Current assels 
Investments and other assets 
Property, plan1 and cquipmenl, ncl 

Tolal assels held for sale 

Currenl liabililies 
Long-term deb1 
Deferred credits and other liabilities 

Tolal liabilities associaled with assels held lor sale 

$ 2a 
19 

115 

$162 

- 

(in millions) 
$ I ,528 

2 059 
I ;538 

I 

$ 5,125 

$ 26 - 
l a  

$ 44 -- 
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Commercial Power 

In June 2006, Duke Energy announced it had reached an agreement to sell CMT. as well as certain Duke Energy Ohio trading conlracls. to Fortis, a Benelux-based 
financial services group in OLtober 2006, the sdle lransaclion was Lornpleled Under Ihe purchase arid sale agreemenl. Fortis purchased CMT at a base piiLe of approximately 
$2 10 million In addilion, Fortis paid approximalely $200 million for Ihe porlfolio of contracts and an amount equal lo lhe estimaled net working capifal assoctaled wfh lhese 
companies at the time of close In Odober 2006, Duke Energy received lotal pre-tax cash proceeds of approximalely $700 million and recorded an approximale $25 miilan 
pre-lax gain on the Sale Income lax expense recorded as a result of this lransaction relates to the approximale $135 million of goodwill included in assets held for sale lhat 
was not deductible for tax purposes, thus creating a laxable gain that was greater than the gain for book purposes Results of operations for CMT, as well as certain Duke 
Energy Ohio trading conlracls, have been reflecled in (Loss) Income from Disconlinued Operalions, net of fax, from fhe dale of Ihe Cinergy acquisilron through the dale of sale 

In Oclober 2006, in conneclion with this Iransaction. Duke Energy enlered into a series of Total Return Swaps (TRS) wilh Fortis, which are accounled for as mark lo 
markel derivatives The lRS offsets Ihe net fair value of the conlracls being sold lo Fortis The TRS will be cancelled for each underlying contracts as each is transferred to 
Fortis All economic and credit risk associaled with the conlracls has been transferred lo Fortis as of Ihe dale of the sale lhrough the TRS As of December 31 2006, 
approximately 70% of the conlracls had been novaled by Fortis At December 31,2006, conlracts mth a net fair value of approximately $43 million remain in Assets Held for 
- 8  
ad, 

Field Services 

In December 2004. based upon management's assessment of the probable disposition of some plant and Iransportalion assets in Wyoming, Fieid Services wrote down 
Ihe book value of ltiose assels by $4 million ($3 million riel of rniriorily inleresl) lo $10 million, which represenled Ihe eslirnaled fair value less cos1 to sell. The aller tax loss and 
resulls of operalions related lo lhese assels were included in (Loss) lricoriie from Discoriliriued Operalions. ne1 of lax, in lhe accotnpariyiflg Consolidated Slalernenls of 
Operations In February 2005, these assets were exchanged for certain galhering assets in Oklahoma of equivalent fair vaiue 

In December 2004, Field Services sold gas syslem and lreating plant assets in Southeast New Mexico and SOLJlh Texas, respectively Field Services sold these assets for 
proceeds of approximately $6 million, with the carving value being approximalely equal to the sales price The afler tax loss and relaled results of operalions were included in 
(Loss) Income from Discontinued Operations. net of lax, in Ihe accompanymg Consolidated Stalemenls of Operations 

In September 2004, Field Services recorded a pre-tax impairinenl charge of approximately $23 million ($16 million net of minority inleresl) related to management's 
current assessment of some additional galhering, processing, compression and lransportalion assets in Wyoming being held for sale The estimated fair value of these assets 
less cost to sell was $27 million The afler tax loss and results of operalions were included in (Loss) Income from Discontinued Operations, net of lax, in the accompanying 
Consolidatcd Slalemcnts of Operations In the lirsl quartcr of 2005, Ficld Scrviccs sold these asscls for procecds of $28 million, wilh Ihe carrying value bcing approximately 
equal lo the sales price 

In February 2004, Field Services sold gas gathering and processing plan1 assels in West Texas to a third parly purchaser for a sales price of approximalely $62 million, 
which approximated these assels' carrying value The afler lax gain and results of Operations related lo these assets were included in (Loss) Income from Discontinued 
Operations, net of lax, in the accompanying Ccnsolidaled Slalemenls of Operalions 

lnZernational Energy 

In order lo eliminate exposure lo international markels outside of Latin America and Canada, Inlernalional Energy decided in 2003 to pursue a possible sale or IPO of 
Inlemaiional Energy's Asia-Pacific power generation and natural gas transmission business (the Asia-Pacific Business) As a resun of this decision, lnlernalional Energy 
recorded an after lax loss of $233 million during the fourth quarter of 2003, which represented the excess 01 Ihe carrying value over the estimated fair value of the business. 
less estimaled costs lo sell In the first quarter of 2004, lnlernalional Energy determined il was likely lhat a bid in excess of the originally delermined fair vaiue would be 
accepted and thus recorded a $238 million afler fax gain related lo International Energy's Asia-Pacific Business The after lax gain was included in (Loss) Income from 
Discontinued Operalions, net of tax, in the accompanying Consolidated Slalemenis of Operations and restored the loss recorded during Ihe fourth quarter of 2003 
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In Ihe second quarter of 2004, International Energy completed the sale of the Asia-Pacific Business lo Alinla Lld for a gross sales price of approximately $1 2 billion This 
resulled in recording an additional 540 million after tax gain in Ihe second quarter of 2004 The after lax gain was included in (Loss) Income from Discontinued Operalions. net 
of tax, in Ihe accompanying Consolidaled Slalemenls of Operalions Inleinaliorial Energy received approxirrialely $390 millioii of Lash proceeds. ne1 of approxirrialely $840 
million of debt relired (as a non-cash financing activity) as part of the Asia-Pacific Business 

lnlernalional Energy held a recelvable from Norsk Hydro ASA (Norsk) related lo !he 2003 sale of Inlernalional Energy’s European business In 2004 International Energy 
recorded a $14 million ($9 million after lax) allowance against the carrying value of Ihe nole based on management’s assessmenl of Ihe probability of no1 collecling the enlire 
note In first quarter 2006, based on management’s besl estimate of recoverability. International Energy recorded an allowance of approximately $19 million ($12 million after 
lax) against this receivable, which was recorded in (Loss) Income From Discontinued Operalions, net of lax in Ihe Consolidaled Stalements of Operations During the second 
quarter of 2006, International Energy and Norsk signed a seltlemenl agreement in which Norsk agreed lo pay International Energy approximately $34 million in lull selllement of 
International Energy’s receivable In connection wilh this settlement, lnternalional Energy recorded an approximale $9 million wrile-up ($5 million after tax) of the receivable 
through a reduction in lhe valuation allowance, which was recorded in (Loss) Income From Disconlinued Operalions, net of lax on the Consolidated Stalemenls of Operations 
In July 2006, lnlernational Energy received the settlement proceeds 

:; Cons olidated Slatements 
of Operalions 

Crescent 

Crescenl roulinely develops leal eslale projecls arid operales those facililies unlil lhey are subslanlially leased and a sales agreernenl is finalized In Seplerriber 2006. 
Duke Energy decorisolidaled ils inveslmenl in Crescenl (see Note 2 )  and subsequeriliy accounls for ils inveslinerll in Ihe Cresceril JV under Ilie equily nielhod of accounling. 
Prior lo the dale of deconsolidation, if Crescenl did not relain any significant continuing involvemenl alter the sale. Crescenl classified the project as “disconlinued operations” 
as required by SFAS No 144 

In 2005, Crescenl sold three commercial properties resulting in sales proceeds of approximately $44 million The $6 million after lax gain on lhese sales was included in 
(Loss) Income from Discontinued Operations. net of lax, in Ihe accompanying Consolidaled Stalemenls of Operalions 

In 2004, Crescent sold one multi-family, two residential and two comrrercial properties resulting in sales proceeds 01 approximately $52 million The $5 million afler lax 
gain on these sales was included in (Loss) Income from Discontinued Operalions. net of lax, in the accompanying Consolidaled Slatemenls of Operalions 

Other 

During Ihc third quarter of 2005, Duke Energy’s Board of Dircctors authorizcd and dirccled managemcnl lo cxcculc Ihc salc or disposilion of substantially all of DENAs 
remaining assets and conlracls outside the Midweslem llniled Slates and certain conlraclual positions relaled lo Ihe Midwestern assets The DENA assets lo be divested 
include: 

- Approximately 6,100 MWof power generalion located primarily in the Western and Easlem United Slates, including all of the commodity contracts (primarily forward 
gas and power conlracts) related to these facilities, 

* All remaining commodity contrack relaled 10 DENAs Soulheaslern generation operations, which were subslanlialiy disposed of in 2004, and certain commodity 
conlracts related lo DENAs Midwestern power generation facilities, and 

* Conlracls related lo DENA’s energy niarkelirlg and mariagernenl aclivilies which include gas slorage and Iransporlalioii, slruclured power and other conlracls 

The resulls 01 operations of DENAs Western and Eastern Uniled Stales generalion assets, including relaled commodily conlracls. certain conlracls relaled lo DENAs 
energy niarkeling arid managenient aclivilies and cerlain general arid adrrlirlislrative cosls, ale required lo be classified as disconlirwed operalions for curreill and prior periods 
in the accompanying Consolidated Slaternenls of Operalions 
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Management retained DENA's Midwestern generalion assets, consisling of approximately 3,600 MW of power generation, and cerlain contracls related lo the Midwestern 
generating facilities, as the mergerwilh Cinergy provided a sustainable business model for lliose assets (see Note 2 for further details on the Cinergy merger) Accordingly. 
lhese assets do no1 qualify for discontinued operalions classification and remain in conlinuing operations as a coniponml of Ihe Comrrlercial Power segmenl Also Iiansfeired 
l o  Commercial Power were DENAs Soulheastern generation operalions, including related commodity conlracls. which do no1 meet the requirements for discontinued 
operations classification due lo Duke Energy's continuing involvement with these operalions In addilion. managemenl will continue to wind down Ihe limiled remaining 
operations of D E N ,  Ihe results of which will be reported in Other's conlinuing operations unlil the r i n d  down of the operations is complete 

In connection with this exil plan, Duke Energy recognized pre-tax losses of approximately $1 1 billion in 2005 in (Loss) Income From Disconlinued Operations, net of lax, 
in the Consolidaled Statement of Operations These losses principally relaled to: 

The disconlinuation of the normal purchasehormal sale exception for certain forward power and gas contracts (an approximate $1 9 billion pre-lax charge) 

The reclassification of approximately $1 2 billion of pre-lax deferred net gams in ACC1 for cash  flow hedges of forecasled gas purchase and power sale lransaclions 

* Pre-lax impairments of approximately $0 2 billion lo reduce lhe carrying value of lhe plants lhal are expected lo be sold lo lheir eslimated fair value less cos1 Io sell 
Fair value of Ihe assets that ere oxpccted lo bo sold was eslimaled based upon the signed agrccmont with LS Power, as discussed below 

Pre-lax losses of approximately $0 4 billion as the resull of selling cerlain gas Iransporlalion and structured contracls (as discussed further below), and . 

* Pre-lax deferred gains in AOCl of approximately $0 2 billion relaled lo the disconlinued cash flow hedges of forecasled gas purchase and power sale Iransaclions, 
which were recognized as Ihe forecasted lransaclions occurred 

As of the September 2005 exil announcement dale, management anticipaled Ilia1 additional charges would be incurred relaled lo the exil plan, including termination cosls 
for gas transportation, storage, structured power and other conlracls of approximately $600 million lo $800 million, which included approximalely $40 million to $60 million of 
severance, retention and other transaction costs (see Note 12) Included in lhese amounts are the effects of DENAs November 2005 agreement lo sell subslanlially all of its 
cornmodily conlracls related lo Ihe Southeastern generalion operalions. which were subslanlially disposed of in 2004, certain cornrnodily conlracls related lo DENAs 
Midwestern power generalion facilities, and contracls relaled lo DENA's energy marketing and management activities Excluded from Ihe conlracts sold to Barclays are 
commodity contracls associated with the near-lerm value of DENAs West and Norlheaslern generation assels and with remaining gas lransporlalion and structured power 
contracts Approximalely $700 million has been incurred from the announcement dale through December 31, 2006, of which approximalely $230 million was incurred during lhe 
year ended December 31, 2006, and was recognized in (Loss) Income From Disconlinued Operations. net of tax, and approximalely $470 million was incurred during the year 
ended December 31,2005, approximately $400 million of which was recognized in (Loss) Income From Disconlinued Operations, ne1 of lax As of December 31,2006 Ihe 
DENA exil activities are subsfanlially complele and no additional charges are anlicipaled 

Among other things. lhe agreement provides that all economic benefits and burdens under the contracts were transferred lo Barclays Cash consideralion paid l o  Barclays 
amounled lo approximately $100 million in 2005 and approximately $600 million in January 2006 Addilionally, in .January 2006 Barclays provided Duke Energy wilh cash equal 
lo Iho ne1 cash collateral posted by DENA under lhe contracls of approximaloly $540 million The novation or assignmont of physical power conlracls was subject lo FERC 
approval, which was received in January 2006 

In January 2006, Duke Energy signed an agreement lo sell to LS Power DENAs entire flee1 of power generalion assets outside the Midwest. represenling approximalely 
6,100 megawatls of power generalion located in the Western and Norlheasl United Slates In May 2006, Ihe transaction wilh LS Power closed and total proceeds from the sale 
were approximately $1 56 billion, including certain working capilal adjustments Additional proceeds of up to approximately $40 million were subject to LS Power obtaining 
cerlain slale regulatory approvals On July 20. 2006 Ihe Public Utililies Cornmission ol  the Slale of Califorriia approved a loll airangernent relaled lo Ilie Moss Landing facilily 
previously sold l o  L S  Power. In August 2006, LS Power made an addilional payment lo Duke Energy of approximately $40 million, which Duke Energy recorded as an 
additional gain on the sale of assets 
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In October 2006, Duke Energy recognized an approximate $38 million pre-tax gain on the sale of available-lorsale securities that were included in Assels Held for Sale 
on the Consolidaled Balance Sheets This gain was recorded as a cornponenl of (Loss) Income from Discontinued Operalions. net of tax in the Consolidated Statements of 
Ooeralions 

See Note 3 lor a discussion of the impacts of this exil activily on Duke Energy's segment presentalion 

In Ihe fourth quarter of 2006, Ihe last remaining contracl related lo DEM expired, which completed Duke Energy's exit from DEM's operations Accordingly, resulls of 
operations for DEM lor all periods presented have been reclassikd lo a componenl of (Loss) Income From Discontinued Operalions. net of tax. on the Consolidaled 
Statements of Operations 

In Ihe li61 quarter of 2005, Duke Energy's Grays Harbor facility was sold to an affiliate of lnvenergy LLC. resulting in a pre-tax gain 01 approximately $2 1 million (excludes 
any potential contingent consideralion) 

Duke'En-he after I ~ ~ ~ ~ ~ ~ L ~ s s ~ ~ ~ ~ ~ ~ ~ e d  Zperations, :et of%x, in the accompa&ing C&solidaled 
Statements of Operations Bayside was consolidated with the adoplion of FIN 46R on March 31, 2004 Thercforc, Baysidc's operaling rcsults after March 31,2004 arc included 
in (Loss) Income from Disconlinued Operations. net of lax, in the accompanying Consolidated Statements of Operations Prior operating results are no1 included in 
Discontinued Operations, as Bayside was previously accounted for as an equity method investment 

- rvin Oil Limiled lrvin under which lrvin would urchase 

For lhe year ended December 31, 2004, Duke Energy's discontinued operations also included sales and impairmenls of merchant power planls located in Washington 
("Grays Harbor" planl), Nevada ("Moapa" plant) and New Mexico ("Luna" plant) (collectively, Ihe deferred plants) The deferred planls were a component of DENAs Western 
Uniled Stales generation assets thal meets the requiremenls for discontinued operalions classilicalion for currenl and prior periods iri llle accompanying Consolidaled 
Slatements of Operalions Delails are as follows: 

The partially completed Moapa facility was sold to Nevada Power Company and resulted in $186 million in ne1 proceeds and a pre-lax gain of approximalely $140 
million recorded in (Loss) Income from Disconlinued Operations. ne1 of lax, in the 2004 Consolidaled Slatement 01 Operations 

The partially completed Luna facility was sold lo PNM Resources, Tucson Eleclric Power and Phelps Dodge Corporalion. This sate resulled in ne1 proceeds of $40 
million and a pre-lax gain of $40 million recorded in (Loss) Income lrom Discontinued Operations. net of tax, in the 2004 Consolidated Slalemen! of Operalions 

In December 2004, Duke Energy agreed lo sell Ihe partially completed Grays Harbor facility to an alfiliale of lnvenergy LLC and terminated its capital lease associated 
vdh the dedicaled pipeline which would have transported natural gas to the planl This termination resulted in a $20 million pre-tax charge recorded in (Loss) Income 
from Discontinued Operations, net of tax, in the 2004 Consolidated Statement of Operations As discussed above, in llie first quarter of 2005, Grays Harbor was sold 

* 

Additionally, during 2004, the Western and Northeast Operations had operaling losses, which substantially offsel the above 2004 goins During 2004, Duke Energy 
received approximatcly $58 million from Ihe sale or collection of all of DCP notes rcceivable An immaterial after tax gain related lo lhis transaction was included in (Loss) 
Income from Discontinued Operalions, net of tax, in the accompanying Consolidated Statements of Operations 
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14. Property, Plant and Equipment 

December 31, 

Estimated 
Useful Life 2006 2005 
~ _ _ _ _ -  

(Years) (in millions) 

Construction in process 
Olheda) 5 -  122 1,871 1 ,313  -____ - 
Total property. plan1 and equiprnenl 
Tolal accuniulaled depreciation-re 
Total accumulated depreciation-unregulated -- - 
Total net property, plant and equipment $ 4 1 , 4 4 7  $ 2 9 , 2 0 0  -- - 
(a) 

(b) 

(c) 

Includes capilalized leases: $161 million for 2006 and $48 million for 2005.  

Includes accumulated amorlizalion of nuclear fuel: $541 million for 2006 and $ 5 8 3  million for 2005 

Includes accumulated amortization of capitalized leases: $ 2 8  million for 2006 and $19 million for 2005 

Capitalized inleresl, which includes the interest expense component of AFUDC. amounted lo $56 million for 2006 ,  $ 2 3  million for 2005 ,  and $ 1 8  million for 2004 

15. Debt and Credit Facilities 

Summary of Debt and Related Terms 

December 31, Weighted- 
Average 

Rate Year Due 2006 2005 
I _ _ _ -  

fin million+\ 
Unsecured debt s 1 4 , k i  -$ii.600 

Capital leases Yo 2 0 0 7 - 2 0 2 5  94  10 

Secured deb1 1,453 1,570 
First and refunding morlgage bonds 1 , 5 0 7  1 ,214  

Olher debt(a) 2007 - 2040 I , a 7 5  208 
Commercial paper(") 75 1 3 8 3  
Fair value hedge carrying value adjustment 2 0 0 8  - 2032 4 3  58  
llnamorlized debt discount and premium, n (54) (13)  

_ I _ _ _ _ _ _  

Total debtee) 20 ,173  16 ,030  
Current malunties 01 long-term debt (1 ,605)  (1 ,400)  
Short-term notes payable and commercial papedd) (450) (83)  

_ _ _ _ -  
Total long-lerrn deb1 (e) - -  

(a) Includes $1 ,329  million and $172 million of Duke Energy pollulion control bonds as of December 3 1 , 2 0 0 6  and 2005 ,  respeclively As of December 31,  2006 and 2005 ,  
$ 4 0 8  million and $ 4 0  million, respectively, was secured by firs1 and refunding mortgage bonds and $344 million and $ 7 7  million. respectively. wassecured by a letter of 
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(b) Includes $300 million as of both December 31, 2006 and 2005 that was classified as Long-term Debt on the Consolidated Balance Sheets due to the existence of 
long-lerm credit facilities which back-stop these commercial paper balances along with Duke Energy's ability and intent to refinance these balances on a long-term basis 
The weighted-average days lo maturily were 25 days as of December 31,2006 and 18 days as of December 31, 2005 

Asof December 31, 2006, $508 million of debt wasdenominated in Brazilian Reals and $3,820 million of debt was denominated in Canadian dollars As of December 31, 
2005, $501 million of debt was denominaled in Brazilian Reals and $3,917 million of debt was denominated in Canadian dollars 

Weighted-average rates on oulstanding short-term notes payable and commercial paper was 5 4% as of December 31,2006 and 3 3% as of December 31,2005 

The current and non-currenl portions of Crescent's long-term debl balances of approximately $2 million and approximately $23 million, respectively, as of December 31, 
2005, are no longer included in Duke Energy's consolidated debt balance due to the deconsolidation of Crescent in September 2006 

Unsecured Debt. At December 31,2006, approximalely $629 million of pollution control bonds and approximately $300 million of commercial paper, which are short-term 

(c) 

(d) 

(e) 

. ' lo utilize such borrowin s as Ion -1erm I .  o iga ions 
fi:kncfng , u , v , ~ e ~ ~ ~ ~ e r g ~  the ability to refinzce Ihes: 
shod-term obligations on a long-term basis 

In November 2006, Union Gas issued 4 85% fixed-rate debenture bonds denominated in 125 million Canadian dollars (approximately $108 million U S dollar equivalents 
as of the closing date) due in 2022 

In October 2006, Duke Energy Carolinas issued $150 million in tax-exempt floating rale bonds The bonds are structured as variable rate demand bonds, subject to 
weekly remarkeling and bear a final maturity of 2031 The initial interest rale was set at 3 7290. The bonds are supported by an irrevocable 3-year direct-pay M e r  of credit and 
were issued through the North Carolina Capital Facilities Finance Agency to fund a podion of the environmental capital expenditures at the Marshall and Belews Creek Steam 
Stations 

In Seplember 2006, prior to the completion of Ihe joint venture lransaclion of Crescenl. as discussed in Note 2, the Crescent JV. Crescent and Crescent's subsidiaries 
borrowed approximately $1 23 billion principal amount of debt The net proceeds from Ihe debt issuance of approximalely $1 21 billion were recorded as a cash inflow wilhin 
Financing Activities on the Consolidated Slalements of Cash Flows and were distributed lo Duke Energy As a result of Duke Energy's deconsolidalion of Crescent effective 
September 7, 2006, Crescent's outstanding debt balance of$1.298 million was removed from Duke Energy's Consolidated Balance Sheets 

In September 2006, Union Gas Limited (Union Gas) entered into a fixed-rate financing agreement denominated in 165 million Canadian dollars (approximately $148 
million in U S dollar equivalents as of the issuance date) due in 2036 with an interesl rate of 5 46% 

In August 2006, Duke Energy Kentucky issued approximately $77 million principal amounl of floating rale tax-exempl notes due August 1, 2027 Proceeds from Ihe 
issuance were used to refund a like amount of debt on September 1, 2006 then outstanding a1 Duke Energy Ohio Approximately $27 million of floating rate debt was swapped 
to a fixed rale concurrcnt with closing 

In June 2006, Duke Energy Indiana issued $325 million principal amount of 6 05% senior unsecured notes due June 15,2016. Proceeds from the issuance were used to 
repay $325 million of 6 65% Rrsl Mortgage Bonds that matured on June 15,2006 

In November 2005, lnlernalional Energy issued floating rate debt in Guatemala for $87 million (in USD) and in El Salvador for $75 million (in USD) These debt issuances 
have variable interest rate t e r m  and mature in 2015 

On September 21,2005, Union Gas enleied into a fixed-rate financing agreement derlorninated in 200 rnillion Canadian dollars (approximately $171 million in U.S dollar 
equivalents as of the issuance date) due in 2016 wilh an interest rate of 4 64% 

In August 2005, DEI issued project-level debt in Peru, of which $75 million is denominated in U S dollars and approximalely $34 million (in I J  S dollar equivalents as of 
the issuance date) is denominated in Peru Nuevos Soles This debl has lerms ranging from four to six years as well as variable or fixed inlerest rate lerms, as applicable 

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

Additionally, Duke Capital remarketed $750 million of its 4.32% senior notes due in 2006, underlying Duke Energy's 8 0090 Equity Units on Augusl 11, 2004 As a result of 
the remarkeling, the interesl rale on the noles was reset to 4 331%. effective August 16, 2004 Duke Capilal subsequently exchanged $400 million of Ihe 4 331% noles for 
$408 million of 5 668% notes due in 2014 This transaction resulted in an approximate $6 million loss, which was included in Interest Expense in the Consolidated Statements 
of Operalions for the year end Dcccmber 31, 2004 Procccds from the remarkcled notes wcre used to purchase U S Treasury securities held by the collateral agent and, upon 
maturity. were used lo satisfy the forward stock purchase contract component of the 8% Equily Unils in November 2004 
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Convertible Debt. As of December 31,2006 and 2005, unsecured deb1 included $1 10 million and $742 million, respectively, of 1 75% convertible senior notes due iii 2023. 
These senior noles. which were issued in May 2003. are convertible to 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 senior noles outslanding as of Decembei 31, 2006 are polentially convertible inlo approximalely 4.7 rriillion shares of common slock which are 
included as outslanding shares in the diluled EPS calculation (see Nole 19) The conversion of these senior noles into shares of Duke Energy common stock is contingent 
upon lhe occurrence of certain events during specified periods These evenls include whether the price of Duke Energy common stock reaches specified thresholds, the credil 
raling of Duke Energy falls below cerlain thresholds, lhe convertible notes are called for redemption by Duke Energy, or specified transactions have occurred In addition lo the 
aforemntioned events that could trigger early redemption, holders of the senior notes may require Duke Energy to purchase all or a portion of (heir senior nolesfor cash on 
May 15,2007, May 15, 2012, and May 15, 2017, at a price equal to the principal amount of Ihe senior noles plus accrued interest, if any Duke Energy may redeem for cash all 
or a portion of the senior notesat any time on or after May 20, 2007, at a price equal lo the sum of the issue price plus accrued inlerest, if any, on Ihe redemption dale. These 
convertible senior noles became convertible inlo shares of Duke Energy common stock during fiscal quarter; beginning April 1,2006 due to Ihe market price of Duke Energy 
common stoclc achieving a specificd threshold for cach respeclivc quarter Holders of the convertible senior nolcs were allowcd to excrcise their righl to convert on or prior to 
December 31,2006. During 2006, approximalely 27 million shares of common stoclc were issued relaled to this conversion, which resulted in the retirement of approxirnalely 
$632 million of convertible senior notes During 2005, as a resull of the same market price trigger, approximately 1 2 million shares of common stock were issued related to this 
conveffiion, which resulled in the retirement of approximalely $28 million of convertible senior noles 

Secured Debt. Accounts Receivable Secun'tizafion Duke Energy securilizes certain accounls receivable tlirougn Luke tnergy Kecc' v e i ~ y .  LLC 
(DERF). a banktuplcy remote, special purpose subsidiaiy DERF is a wholly owned limiled liabilily company wilh a separale legal existence from ils parent. and ils assels are 
no1 intended Io be generally available to credilors of Duke Energy As a resull of lhe securiliralion. Duke Eriergy sells on a daily basis lo DERF. certain accounls receivable 
arising from the sale of eleclricily and/or related services as part of Duke Energy's franchised electric business In order to fund its purchases of accounts receivable. DERF has 
a $300 million secured credil facilily. wilh a commercial paper conduil adminislered by Cilicorp North America. Inc which terminates in Seplember 2008 The credil facilily and 
related securitization documenlation contain several covenanls, including covenanls with respect to the accounts receivable held by DERF as well as a covenant requiring that 
the ratio of Duke Energy consolidated indebtedness lo Duke Energy consolidated capitalization not exceed 65% As of December 31, 2006, the interest rate associated with the 
credit facilily, which is based on commercial paper rates, was 5 8% and $3M3 million was outslanding under Ihe credit facilily. The securilization transaction was not slructured 
to meel the criteria for sale treatment under SFAS No 140, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilifies," and accordingly is 
reflected as a secured borrowing in Ihe Consolidated Financial Slalemenls As of December 31, 2006 and 2005, the $300 million outslanding balance of the credil facility was 
sccured by approximalely $476 million and $489 million, rcspeclivcly, of accounts receivable held by DERF The obligations of DERF undcr the credit facility are non-rccouffie 
lo Duke Energy 

Other Assets Pledgedas CoNateral As of December 31, 2006. secured debt also consisled of various projecl financings, including Maritimes 8 Northeast Pipeline, LLC, 
Marilimes B Northeast Pipeline, LP (collectively, MBN Pipeline) A portion of the assels. ownership inleresl and business contracls in these various projects are pledged as 
collateral Additionally. as of December 31, 2006, substantially all of U S Franchised Eleclric and gas's electric plant in service was subjed lo a mortgage lien securing the first 
arid refunding morlgage bonds 

Floating Rate Debt. Unsecured debl. secured debt and other debt included approximately $3 2 billion of floating-rate debt as of December 3 1 ,  2006. and $1 7 billion as 
of December 31, 2005 As of December 31, 2006 and 2005. $500 million and $488 million of Brazilian debl l l ial is indexed annually l o  Brazilian inflation was included in floating 
rale debt Floating-rate debt is primarily based on commercial paper rales or a spread relative lo an index such as a London Interbank Offered Rate for deb1 denominaled in 
U S dollars. and Banker's Acceplances for debl denominated in Canadian dollars As of December 31, 2006 and 2005, the average interest rale associaled with floaling-rate 
debt was approximalely 4 8% and 6 4%, respectively 
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At December 31, 2006, Other debt included approximately $326 million of notes payable related to Cinergy's Trust Preferred Securities (see Note 23), which will mature in 
February 2007 The entire outslanding balance of the debt is classified within Current Maturities of Long-term Debt on the Consolidaled Balance Sheels a1 December 31.2006 

Maturities, Call Options and Acceleration Clauses. 

Annual Maturltles as of December 31,2006 

(In mllllons) 

2007 605 
2008 109 
2009 634 
2010 435 
201 1 604 
Thereafter 12,336 

Total long-lerrn debt(a) 19.723 

(a) Excludes short-term notes payable and commercial paper of $450 million. 

Duke Energy has the ability under certain debt facilities lo call and repay the obligation prior lo 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 cerlain debt should Ihe credit ratings at Duke Energy Carolinas fall to a certain level at Standard 8 Poor's (Sap) or Moody's 
Investor Service (Moody's) As of December 31,2006, Duke Energy had $13 million of senior unsecured noles which mature serially through 2012 that may be required to be 
repaid if Duke Energy's senior unsecured debt ratings fall below BBB- at S8P or Baa3 at Moody's, and $23 million of senior unsecured notes which mature serially through 
2016 that may be required Io be repaid if Duke Energy's senior unsecured debt ralingsfall below BBB at S8P or Baa2 at Moody's Asof February 1, 2007, Duke Energy 
Carolinas' senior unsecured credit rating was BBB at S&P and A3 at Moody's 

Available Credit Facilities and Restrictive Debt Covenants. During the year ended December 31, 2006, Duke Energy's consolidaled credil capacity increased by 
approximately $842 million cornpared to Decerriber 31, 2005 primarily due lo the merger wilh Cinergy. This increase was net of other reductions in credil capacity due to the 
terminations of an $800 million syndicated credit facility and $590 million of other bi-lateral credil facilities The terminations of these credit facilities primarily reflect Duke 
Energy's reduced liquidity needs as a result of exiting the former DENA business 

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the available credit facilities 

Duke Energy's debt and credit agreements conlain various financial and other covenants Failure lo meet those covenants beyond applicable grace periods could result in 
accelerated due dates and/or termmallon 01 the agreements As of December 31,2006, Duke Energy was in compliance wilh those covenants In addition. some credil 
agreements may allow for acceleration of payments or termination of the agreements due to nonpayment, or to the acceleration of other significant indebtedness of the 
borrower or some of ils subsidiaries None of the debt or credit agreements contain material adverse change clauses 
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Credit Facilities Summary as of December 31,2006 (in millions) 

Amounts Outstanding 

Credit 

Facllitles Commercial Letters of 

Expiratlon Date Capacity Paper Credit Total - _ - - -  

December 2007 

$75 three-year bi-lalera 
Total Duke Energy C 

$350 364-day syndicate November 2007 

Westcoast Energy In 

Union Gas Limited 

(a) 

(b) 

(c) 

(d) 

Credit facilily conlains an oplion allowing borrowing up lo  the full amount of the facility on the day of initial expiration for up lo one year 

Credit facilily conlains a covenant requiring lhe debt-lo-tolal capitalization ratio lo no1 exceed 65% 

Credil facilily increased from $500 million lo $600 million in November 2006 

Credit facilily is denominaled in Canadian dollars lolaling 200 million Canadian dollars and conlains a covenant Ilia1 requires the debt-to-lolal capilalizalion ralio lo  no1 
exceed 759" 

(e) Credit facilily is denominaled in Canadian dollars lolaling 400 million Canadian dollars and conlains a covenant lhal requires Ihe debt-lo-total capilalizalion ralio lo  not 
exceed 75% and an oplion at malurily allowing for Ihe conversion of all outstanding loans Io a term loan repayable up lo  one year after maturily dale bul not exceeding 18 
monlhs from the dale of draw 

Contains $500 million sub limils each for Duke Energy Ohio and Duke Energy Indiana and a $100 million sub limil for Duke Energy Kentucky Credit facility decreased 
from $2 0 billion Io $1 5 billion in November 2006 

This summary excludes certain demand lacilities and committed facililies lhal are immaterial in size or which generally support very specific requiremenls 

Duke Energy has approximately $1,095 million of credit facililies which expire in 2007, of which approximately $695 million relates to credil facilities of Speclra Energy 

(I) 

(g) 

Capital Of Ihe $400 million of expiring credil facililies remaining wilh Duke Energy subsequenl lo the spin-off of the natural gas businesses (see Note l), il is Duke Energy's 
inlcnt to rcsyndicelc Ihcse expiring facililics and possibly incrcasc Ihe sizc of Ihc facilities 

Other Loans. During 2006 and 2005, Duke Energy had loans outstanding againsl the cash surrender value of the life insurance policies lhal il owns on the lives of its 
executives The amounts oulstanding were $594 million as of December 31, 2006 end $552 million as of December 3 1 ,  2005 The amounts oulstanding were carried as a 
reduclion of the related cash surrender value that is included in Other Assets on the Consolidated Balance Sheets 
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16. Preferred and Preference Stock at Duke Energy 

As 01 December 31, 2006, as a result of the corporate restructuring in connection wilh the Cinergy merger, there were 44 million authorized shares of preferred stock, par 
value $0 001 per share, wilh no such preferred shares outslanding 

As of December 31, 2005, lhere were no shares of preferred and prelerence stock outstanding at Duke Energy 

Preferred Stock without Sinking Fund Requirements In Deccmbcr 2005, Duke Encrgy redecmcd all Prcfcrrcd and Prcfcrcnce stock without Sinking Fund 
Requiremenls for approxrmalely $137 million and recognized an immaterial loss on the redemption 

Preferred and Preference Stock o f  Duke Energy's Subsidiaries. In connection wilh Ihe Westcoast acquisilion in 2002, Duke Energy assumed approximately $41 1 
million of aulhorized and issued redeemable preferred and preference shares at VVeslcoasl and Union bas  I nese p$ 
Gas lolaled $225 million al both December 31, 2006 and 2005 Since these preferred and preference shares are redeemable at the oplion of holder, as well as Weslcoasl and 
Union Gas. these preferred and preference shares do not meet Ilie definition of a mandatorily redeemable instrumenl under SFAS No 150, "Accounling lor Certain Financial 
lnslrurnerils wilh Chardclerislics of both Lidbilllies and Equity "As  such. these preferred and preference shares are considered coritirigenlly iedeernable shares and are 
included in Minoniy Interests on the Consolidated Balance Sheets 

Addilionally. in connection wilh Ihe Cinergy mergw in April 2006, Duke Energy assumed approximalely $ 1  1 million of aulhorized and issued preferred slock al Duke 
Energy Indiana All outstanding shares of Duke Energy Indiana preferred slock were redeemed in May 2006 at par, plus accrued and unpaid dividends 

17. Commitments and Contingencies 

General Insurance 

Duke Energy carries, either directly or through its captive insurance company, Bison, and its affiliates. insurance and reinsurance coverages consistent wilh companies 
engaged in similar commercial operations with similar type properties Duke Energy's insurance coverage includes (1) commercial general public liabilily insurance for liabilities 
arising to third padies for bodily injury and properly damage resulting from Duke Energy's operations; (2) workers' compensalion liability coverage to required slatutory limits; 
(3) aulomobile liabilily insurance lor all owned, non-owned and hired vehicles covering liabililies lo lhird parlies lor bodily injury and properly damage: (4) insurance policies in 
support of the indemnification provisions of Duke Energy's by-laws and (5) properly insurance covering the replacement value of all real and personal properly damage, 
excluding electric transmission and distribution lines, including damages arising from boiler and machinery breakdowns, earlhquake, flood damage and extra expense. All 
coverages are subjed to certain deduclibles, terms and conditions common for companies with similar types of operations 

In 2006, Bison was a member of Oil Insurance Limiled (OIL) and sEnergy Insurance Limited @Energy), which provided property and business interruption reinsurance 
coverage respectively for Duke Energy's non-nuclear facilities. Duke Energy accounls for its memberships under the cost method, as il does not have the ability to exert 
significant inllucncc over thcse inveslmenls Bison lcrminatod its membership in OIL effcctivc Dcccrnber 31,2006 and will pay a withdrawal prcmium during 2007 as a resull 01 
lhis decision sEnergy ceased insuring events subsequent to May 15,2006 and is currenlly winding down its operations and settling its oulstanding claims Bison will continue 
lo pay additional premiums lo sEnergy as i t  settles ils outslanding claims during ils wind-down Duke Energy does not expect the termination of Bison's membership in OIL or 
the continued wind-down of sEnergy will have a material impact on ils consolidated resulls of operations, cash flows, or financial posilion in 2007 

Duke Energy also maintains excess liability insurance coverage above Ihe established primary limits for commercial general liability and automobile liabilily insurance 
Limits. terms. conditions and deductibles are comparable lo lhose carried by olher energy companiesof similar size 

The cost of Duke Energy's general insurance coverages coiilinued Io flucluale over the pas1 year reflecling Ihe cliaiiging conditions of Ihe insurance markets 

Nuclear Insurance 

Duke Energy owns and operates the McGuire and Oconee Nuclear Slalions and operales and has a parlial ownership inleresl in the Catawba Nuclear Station The 
McGuire and Calawba Nuclear Stalions have two nuclear reaclors each and Oconee has three Nuclear 
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insurance includes: liability coverage; property, deconlaininalion and premature decommissioning coverage; and business interruption and/or extra expense coverage The 
olher joint owners of lhe Catawba Nuclear Stalion reimburse Duke Energy for certain expenses associated with nuclear insurance premiums The Price-Anderson Acl requires 
Duke Energy lo insure agairisl public liabilily claims resullirig from nuclear iricidenls Io Ihe full limil 01 liabilily. approximatety 510 8 billion 

Prfmary UabMylnsurance Duke Energy has purchased Ihe maximum available privale primary liability insurance as required by law, which is S300 million 

Excess Llabillty Program This program currently provides approximately $10 5 billion of coverage through Ihe Price-Anderson Ad’s mandatory induslry-wide excess 
secondary financial protection program of risk pooling The $10 5 billion is Ihe sum of the current potential cumulative retrospective premium assessmenlsof$101 million per 
licensed commercial nuclear reactor This would be increased by $101 million for each addilional commercial nuclear reactor licensed, or reduced by $101 million for nuclear 
reactors no longer operalional and may be exempted lrom the risk pooling insurance program Under lhis program, licensees could be assessed relrospective premiums lo 
compensale for damages in Ihe event of a nuclear incidenl at any licensed facility in the U S If such an incidenl should occur and public liabilily damagesexceed primary 
insurances, licensees may be assessed up to $101 million lor each of lheir licensed reaclors. payable at a rate not lo exceed 515 million a year per licensed reactor for each 
incidenl The $101 million is subject to indexing lor inflation and may be subject to stale premium taxes 

. .  . . .  
Duke tnergy IS a member 01 luuciear t l e c r ~ ~  

Ihree policy programs: 

Primary Propertylnsurance This policy provides $500 million of primary property damage coverage for each of Duke Energy’s nuclear lacililies 

Excess Propelty insurance This policy provides excess property. decontaminalion and decommissioning liability insurance: $2 25 billion for Ihe Calawba Nuclear Slation 
and $2 0 billion each for the Oconee and McGuire Nuclear Stations 

Amidenfa/ Outage lnsunnce This policy provides business interruplion and/or extra expense coverage resulling from an accidenlal oulage of a nuclear unil Each 
McGuire and Calawba unit is insured for tip Io $3 5 million per week, and Ilie Ocoriee unils are insured for up lo $2 8 rnilliori per week Coverage amounts decline if more lhan 
one unit is involved in an accidental outage lnilial coverage begins afler a IZ-week deduclible period for Calawba and a 26-week deduclible period for McGuire and Oconee 
and continues at 100% fnr 52 weeks and 80% for lhe nexl 110 weeks 

If NEIL’S losses exceed its reserves for any of the above three programs, Duke Energy is liable for assessmenls of up to 10 times its annual premiums The currenl 
polenlial maximum assessmenls are: Primary Properly Insurance-$38 millior., Excess Properly Insurance-$46 million and Business Interruption Insurance-$22 million 

The olher joinl owners of the Calawba Nuclear Station are obllgated lo assume Iheir pro rala share of liabilily lor retrospective premiums and other premium assessments 
resulting lrom the Price-Anderson Act’s excess secondary financial proteciion program of risk pooling. or the NEIL policies 

Environmental 

Duke Encrgy is subject to international, lcderal, slale and local rcgulations rcgarding air and water qualily. hazardous and solid waste disposal and other environmental 
matters These regulalions can be changed from time to time, imposing new obligalions on Duke Energy 

Remediation activities Like olhers in the energy industry, Duke Energy and ils affiliates are responsible for environmenlal remedialion at various contaminated siles 
These include some properlies that are part of ongoing Duke Energy operations, siles formerly owned or used by Duke Energy enlilies. and sites owned by third parlies 
Remedialion lypically involves management of contaminaled soils and may involve groundwater remediation Managed in conjunction wilh relevant federal, slale and local 
agencies, aclivilies vary wilh sile condilioris and localions remedial requiremenls. complexily arid sharing of responsibilily I f  remedialion aclivilies involve slalulory joinl and 
several liabilily provisions, stricl liabilily, or cost recovery or contribution aclions, Duke Energy or ils affiliates could polenlially be held responsible lor conlaminalion caused by 
olher parties In some instances Duke Energy may share liability associaled wilh conlamination wilh olher potentially responsible parlies, and may also benefil from insurance 
policies or contractual indemnilies lhal cover some or all cleanup costs All of lhese siles generally are managed in the nnrmal course of business or affiliate 
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operalions Management believes that complelion or resolution of lhese malters will have 110 material adverse eHec1 on Duke Energy's consolidated results of operations, cash 
flows or financial posilion 

Clean WaterAcf The U S Environmenlal Prolecliori Agency's (EPAs) final Clean Waler Acl Section 316(b) rule became effeclive July 9. 2004 The rule eslablislied 
aqualic proleclion requirements for existing facilities thal withdraw 50 million gallons or more of water per day from rivers, streams. lakes, reselvoirs. estuaries. oceans, or olher 
U S walers for cooling purposes Fourteen of the 23 coal and nuclear-fueled generating facililies in which Duke Energy is either a whole or partial owner are affected sources 
under that rule On January 25, 2007, Ihe U S Court of Appeals for the Second Circuit issued its opinion in RiverKeeper. Inc v €PA, Nos 04-6692-ag(L) el  a1 (2d Cir 2007) 
remanding most aspects of EPAs rule back lo the agency The court effeclively disallowed those portions of the rule most favorable lo industry, and Ihe decision creates a 
great deal of uncertainly regarding fulure requirements and lheir liming While Duke Energy is slill unable lo eslimale cosls lo comply wilh the EPA's rule. i t  is expected lhal 
cosls will increase as a resull of the court's decision The magnilude of any such increase cannol be estimated a1 lhis lime 

Clean Air Mercury Rule (CAMR) and Clean Air lnfetstafe Rule (CAlR) The EPA finalized ils CAMR and CAlR in May 2005 The CAMR limils lolal annual mercury 
emissions from coal-fired power plants across the United Slates through a two-phased cap-and-trade program Phase 1 begins in 2010 and Phase 2 begins in 2018 The 
CAlR limits lolal annual and summertime nitrogen oxides (NOx) emissions and annual sulfur dioxide (502) emissions from electric generating facilities across the Eastern 

10 tar $02. Phase 2 besins in 2015 for both NOx and SO?. 

The emission controls Duke Energy is inslalling to comply wilh North Carolina clean air legislalion will contribule significantly to achieving compliance with CAMR and 
CAlR requirements (see Nole 4) In addition. Duke Energy currently eslimales lhal it will spend approximately $710 million belween 2007 and 2011 to comply wilh Phase 1 of 
CAMR and CAlR a1 ils Midwesl eleclric operalions Duke Energy currently estimates that any additional costs il might incur to comply wilh Phase 1 of CAMR or CAlR will have 
no malerial adverse effecl on ils cor~solidaled resulls of operalions. cash flows or financial posilion Duke Energy currenlly eslirnales ils CAIR Phase 2 compliance cosls at 
approximalely $150 million for Duke Energy Carolinas' eleclric operalions over Ihe period 2010-2016 Duke Energy estimates ils CAlRiCAMR Phase 2 compliance costs at 
approximalely $450 million for ils Midwesl electric operalions over the period 2007-2016 Duke Energy is currenlly unable lo eslimale the cos1 of complying wilh Phase 2 of 
CAMR beyond 2016 The IURC issued an order in 2006 granting Duke Energy Indiana approximalely 51 08 billion in rale recovery lo cover its eslimaled Phase 1 of 
CAlRlCAMR compliance cosls in Indiana (see Nole 4) Duke Energy Ohio receives partial recovery of deprecialion and financing cosls related lo environmental compliance 
projecls for 2005-2008 lhrough its rale slabilizalion plan (see Nole 4) 

ExtendedEnvimnmental Acfivifies, Accruals Included in Olher Currenl Liabililies and Olher Deferred Credits and Olher Liabililies on lhe Consolidated Balance Sheets 
were lolal accruals relaled lo extended environmenlal-related aclivilies of approximalely $73 million and $55 million as of December 31, 2006 and 2005, respectively These 
accruals represent Duke Energy's provisions for cosls associated wilh remediation aclivilies a1 some of its current end former siles, as well as olher relevant environmenlal 
conlingcnl liabilities Managcmcnl belicvcs lhal complclion or resolulion of lhcsc mallcrs will have no material advcrsc effccl on Duke Energy's consolidated results of 
operations. cash flows or financial posilion 

Litigation 

New Source Review (NSR) In 1999-2000, Ihe U S Juslice Departmenl. acting on behalf of Ihe EPA. filed a number of complainls and nolices of violalion against mulliple 
ulililks across Ihe counlry lor alleged violalions ol Ihe NSR provisions of ltie Clean Air Acl (CAA). Generally. Ihe governrnent alleged Ilia1 projecls performed a1 various 
coal-fired unils were major modifications, as defined in the CAA, and lliat the utilities violaled lhe CAA when they undertook those projecls without obtaining permils and 
installing emission conlrols for SO2, NOx and particulale maller The complaints seek ( I )  injunclive relief lo require inslallalion of pollulion conlrol technology on various 
allegedly violaling generating units. and (2) unspecified civil penalties in amounls of up to $27.500 per day for each violalion A number of Duke Energy's owned and operaled 
plants have been subject to lhese allegalions and lawsuils Duke Energy asserts lhal lhere were no CAA violalions because Ihe applicable regulalions do no! require permilling 
in cases where the projecls underlaken are "rouline" or otherwise do no1 resull in a net increase In emissions 

In 2000, the government brought a lawsuit againsl Duke Energy in the U S Dislricl Court in Greensboro. North Carolina The EPA claims lhal29 projects performed at 25 
of Duke Energy's coal-fired units in the Carolinas violate lhese NSR provisions In August 2003, the trial Couri issued a summary judgmenl opinion adcpling Duke Energy's 
legal posilions, and on April 15, 2004, Ihe Court entered Final 
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Judgment in favor of Duke Energy The governmenl appealed the case to Ihe U S Fourth Circuit Court of Appeals On June 15,2005, the Fourth Circuit ruled in favor of Duke 
Energy and effectively adopted Duke Energy's view that permitting of projects is not required unless the work performed causes a net increase in h e  hourly rate of emissions 
The Fourth Circuit did not reach the question of "rouline" The EPA sought rehearing iri Ihe Fourth Circuit. which was denied Environrnenlal interveriois in the case sought a 
writ of certiorari to the U.S Supreme Court, which was granted On November 1,2006, oral arguments were made before the U S Supreme Court 

In November 1999. the tlnited States brought a lawsuit in the United States 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 of Duke Energy owned and co-owned generating stations in the Midwest 
Additionally, the suit claims that Duke Energy violated an Administrative Consent Order entered into in 1998 between the EPA and Cinergy relating lo alleged violations of 
Ohio's State Implementation Plan (SIP) provisions governing particulate matter at lJnit 1 at Duke Energy Ohio's WC. Beckjord Station In addilron, lhree northeast slates and 
two environmental groups have intervened in the case In August 2005, the district court issued a ruling regarding the emissions test that il will apply to Cinergy, Duke Energy 
Ohio, and Duke Energy Indiana at the trial 01 Ihe case Contrary to Cinergy's, Duke Energy Ohio's, and Duke Energy Indiana's argument (and the decision of the district court in 
the Duke Carolinas NSR case described above), the district court ruled that in determining whether a project was projected to increase annual emissions, it would not hold 
hours of operation constant However, the district court subsequently certified the matter for interlocutory appeal lo the Seventh Circuit Court of Appeals In August 2006, the 
Seventh Circuit upheld the district court's opinion Cinergy has petitioned the U S Supreme Court for a writ of cerliorari. which is pending This issue is before the U S 
s i i y e r a v  Carolinas NSR case. and we do not expect further dispositive legal proceedings in this case until after the Supreme Court ruling 

In March 2000, the United States also filed in the United States District Court lor the Southem District of Ohio an amended complaint in a separate lawsuit alleging 
violations of the CAA regarding various generating stations. including a generating station operated by Columbus Southern Power Company (CSP) and jointly-owned by CSP, 
The Dayton Power and Light Company (DPBL), and Duke Energy Ohio This suit is being delended by CSP (Itie CSP case) In April 2001. the United Stales District Court for 
the Soulhern District of Ohio in that case ruled that Ihe Government and the intervening plaintiff environmental groups cannot seek monetary damages for alleged violations 
that occurred prior to November 3, 1994; however, lhey are entitled to seek injunctive relief for such alleged violations Neither party appealed lhat decision This matterwas 
heard in trial in July 2005 A decision is pending, but any finding of liability will also be dependent upon the Supreme Courl's decision i r i  the Duke Energy Carolinas case 

In addition, Cinergy and Duke Energy Ohio have been informed by DPBL that in June 2000, the EPA issued a Notice of Violation (NOV) to DP&L lor alleged violations of 
CAA requirements at a station operated by DP&L and jointly-owned by DPBL, CSP. and Duke Energy Ohio The NOV indicated the EPA may ( 1 )  issue an order requiring 
compliance with the requirements of the Ohio SIP. or (2) bring a civil action seeking injunctive relief and civil penalties 01 up to $27,500 per day for each violation In September 
2004, Marilyn Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP8L and CSP for alleged violations of the CAA at this same generating slation This case 
is currently in discovery in front of the same judgc who has thc CSP cas0 

It is not possible lo predict with ccrtainty whcthcr Duke Energy will incur any liability or l o  cstimatc thc damagos, if any, that Duke Energy might incur in connection with 
these matters 

Carbon Dioxide Litigation In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, Wisconsin, and the City of New York 
brought a lawsuit in the United States District Court for the Southern District of New York against Cinergy, American Electric Power Company, Inc ,American Electric Power 
Service Corporation, The Southern Company, Tennessee Valley Authority, and Xcel Energy Inc A similar lawsuit was filed in the United States District Court for the Southern 
Districl 01 New York againsl the same companies by Open Space Iristilute. Inc I Open Space Conservancy. Inc , and The Audubon Sociely 01 New Harnpshire These lawsuits 
allege that the defendants' emissions of carbon dioxide (COz) from the combustion of fossil fuels at electric generaling facilities contribute to global warming and amount to a 
pUhliC nuisance The complaints also allege that the defendants could generate the same amount of eleclricily while emitting significantly less C07 The plaintiffs are seeking an 
injunction requiring each defendant to cap its C02 emissions and then reduce them by a specified percentage each year for a! least a decade In Seplember2005. the district 
court granted the defendants' motion to dismiss the lawsuit The plainlilfs have appealed this ruling to the Second Circuit Court of Appeals Oral argument was held before the 
Second Circuit Court of Appeals on .lune 7,2006 
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It is no1 possible lo predict wilh certainly whelher Duke Energy will incur any liability or to eslimale Ihe damages. if any, that Duke Energy might incur in connection with 
this matter 

Hurricane Kafriria Lawsuit 111 April 2006, Duke Energy and Cinergy were riamed in Ihe lhird amended complain1 of a purported class acliori lawsuil filed in Ihe Urliled 
Slates Districl Court for the Soulhern District of Mississippi Plaintiffs claim that Duke Energy and Cinergy, along with numerous olher ulililies. oil companies. coal companies 
and chemical companies, are liable for damages relating lo losses suffered by victims of Hurricane Kalrina Plaintiffs claim lhal defendants' greenhouse gas emissions 
contributed lo  the frequency and inlensily of storms such as Hurricane Katrina In Oclober 2006, Duke Energy and Cinergy were SeNed wilh this lawsuit I1 is not possible lo 
predict with certainty whether Duke Energy or Cinergy will incur any liability or lo  estimate the damages, if any, lhal Duke Energy or Cinergy mighl incur in conneclion wilh this 
matter 

San Diego Pflce lndexing Cases. Duke Energy and several of its affiliates, as well as other energy companies, are parties lo 25 lawsuils which have been coordinated as 
the "Price Indexing Cases" in San Diego. California Twelve of the lawsuits seek class-action certificalion The plainlilfs allege lhal the defendanls conspired lo manipulate 
price of natural gas in violation of stale andlor federal antitrust laws, unfair business practices and other laws. Plaintifls in some of Ihe cases further allege that such aclivilies. 
including engaging in "round trip" trades, providing false information lo natural gas trade publications and unlawfully exchanging information, resulted in artificially high energy 
prices n ecem 
and apAro&l by ~ c ~ o ~  
operations, cash flows or financial posilion 

. .  

Other Price Reporting Cases A tolal of i t  lawsuits have been filed against Duke Energy affiliates and other energy companies, including a lawsuil filed in December 2006 
in Wlsconsin state court In February 2007, Duke Energy wds served in Ihe Wlscorrsin case Six of these cases were dismissed on filed tale and/or federal preerrrpliori grounds. 
and Ihe plaintiffs in each of these dismissed cases have appealed their respective rulings to the U.S Ninth Circuil Court of Appeals Oral argumenl on lhese appeals was heard 
February 13. 2007 Each of these cases contains similar claims, that the respective plaintifls. and the classes lhey claim lo represenl, were harmed by the defendanls' alleged 
manipulation of the nalural gas markets by various means, including providing false information to natural gas trade publicalions and entering inlo unlawful arrangements and 
agreements in violalion ofthe antitrust laws ofthe respective slates Plainliffs seek damages in unspecified amounts Duke Energy is unable lo express an opinion regarding 
the probable outcome or estimate damages, if any, related to these malters at lhis lime 

Wesfern €lecfricify Litgation Plainliffs, on behalf of themselves and others, in Ihree Iawsuils allege lhal Duke Energy Affiliates, among olher energy companies, artificially 
inllaled the prim of electricily in certain western slates Two of the cases were dismissed and plainliffs have appealed to the U S Court of Appeal for Ihe Ninth Circuit In 
December 2006, a fourth case, the single remaining electricity case pending in California slale court was dismissed Plaintiffs in Ihese cases seek damages in unspecified 
amounls, but which could Iota1 billions of dollars II is not possible to predict with certainty whether Duke Enorgy will incur any liability or to cstimate tho damages, if any, that 
Duke Energy might incur in connection wilh lhese lawsuils, bul Duke Energy does not presenlb believe (he oulcome of these matters will have a material adverse effect on ils 
results of operations, cash llows or linancial position 

Trading Related Investigations Beginning in February 2004, Duke Energy has received requests for informalion from lhe U S Allorney's office in Houston focused on the 
natural gas price reporting adivilies of certain individuals involved in DETM trading operations Duke Energy lias cooperated wilh (lie governmenl in (his investigalion and is 
unable lo express an opinion regarding lhe probable outcome or eslirnale damages. i f  any, relaled Io lliis nlaller al lhis lime 

Southern California Ediswn In 2002, Soulhern California Edison Company initialed arbilralion proceedings regarding disputes wilh DETM relating lo amounls owed in 
connection wilh the lerminalion of bi-laleral power contracls between the parties in early 2001 This maller proceeded to hearing in November 2005 In January 2006, the 
parties reached an agreement in principle to resolve the maners at issue in the arbitration The parties entered inlo a Settlement Agreement and Mutual Release dated as of 
March 10, 2006, and on March 24, 2006, DETM paid the senlemenl amount, including interest, inlo escrow The agreement received final regulatory approval in Ocloher 2006 
The resolulion of lhis malterdid not have a material adverse effecl on Duke Energy's consolidaled results of operalions, cash nows or financial posilion 

Trading Related Litigation Commencing Augusl 2003, plaintiffs filed three class-action lawsuits in the U S Dislrict Courl for Ihe Soulhern Districl of New York on behalf of 
entities who bough1 and sold natural gas futures and options conlracts on the New York Mer - 
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canlile Exchange during the years 2000 Ihrough 2002 DETM and CMT, along with numerous other entilies, were named as defendants The plaintiffs claim lhat the defendants 
violated Ihe Commodity Exchange Act by reporting false and misleading trading information to trade publications, resulting in monetary losses lo the plainliffs Plaintiffs seek 
class action certification. unspecified damages and other relief On September 24. 2004, the court denied a motion to dismiss the plaintiffs' clairiis filed on behalf of DETM and 
other defendants, and on September 30, 2005. the court certified the class Duke Energy has reached an agreemenl with the plaintiffs in these consolidated cases lo resolve all 
issues and on February 8 ,  2006, the court granted preliminary approval of this settlement The Final Judgmenl and Order of Dismissal were enlered in May 2006 The 
resolution of this matter did not have a material adverse effecl on Duke Energy's consolidated results of operations, cash flows or financial psi l ion 

SonarracWSonafradlng AiWfmNon Duke Energy LNG Sales Inc (Duke LNG) claims in an arbitration commenced in January 2001 in London lhal Sonalrach, the Algerian 
stale-owned energy company, togelher with ils subsidiary, Sonatrading Amsterdam B V. (Sonatrading), breached their shipping obligations under a liquefied nalural gas (LNG) 
purchase agreement and related transportation agreements (the LNG Agreements) relaling lo Duke LNG's purchase of LNG from Algeria and its transportation by LNG tanker 
to Lake Charles, Louisiana Duke LNG seeks damages of approximately $27 million Sonalrading and Sonalrach. on the other hand, claim thal Duke LNG repudiated the LNG 
Agreemenls by allegedly failing to diligently perform LNG marketing obligations Sonatrading and Sonalrach seek damages in the amount of approximately $250 million In 
2003, an arbitration lribunal issued a Partial Award on liability issues, finding that Sonalrach and Sonatrading breached their obligations lo provide shipping The tribunal also 
found lhal Duke LNG breached Ihe LNG Purchase Agreement by failing to perform marketing obligalions. The final hearing on damages was concluded in March 2006, and the 

obligations. Sonalrach and Sonatrading were awarded an unspecified amount thal management believes will, when calculated, be substantially less nian tile -4 
to Duke LNG, and result ultimately in a net positive, but immalerial. award lo Duke LNG This matter was assigned to Spectra Energy in connection with Ihe spin-off in January 
2007 

9 nn 6. Duke LNG was awarded approximately $20 million, plus inlerest. for Sonalrach's breach of its shipping 

Cifrus Trading Corporalion (Cifrus) Lifigafiori In conjunction with the Sonatrach LNG Agreements, Duke LNG entered into a natural gas purchase conlracl (Ihe Citrus 
Agreement) with Cilrus Cilrus filed a lawsuit in March 2003 in the U S District Court for the Soulhem District of Texas againsl Duke LNG and PanEnergy Corp alleging thal 
Duke LNG breached Ihe Citrus Agreement by failing lo provide sufficient volumes of gas to Citrus Duke LNG contends that Sonatrach caused Duke LNG to experience a loss 
of LNG supply that affected Duke LNG's obligations and termination rights under the Citrus Agreement. Citrus seeks monetary damages and a judicial determination that Duke 
LNG did not experience such a loss. Afler Citrus filed its lawsuil, Duke LNG lerminaled Ihe Citrus Agreemenl and filed a counterclaim asserting that Citrus had breached Ihe 
agreemenl by, among other things, failing lo provide sufficient security under a letter of credit for the gas lransactions Citrus denies thal Duke LNG had the right to lerminate 
Ihe agreement and contends that Duke LNGs lermination of Ihe agreement was ilself a breach, entitling Citrus lo terminate the agreemenl and recover damages in the amount 
of approximately SI90 million (excluding interest) This matler and the financial obligation of any settlement or judgmenl wcrc assigned lo Spoctra Energy in conncclion with the 
spin-off in January 2007 In January 2007 Speclra Energy and Citrus setlled this liligation for a payment by Spectra Energy to Citrus of $100 million As a resull, in 2006, Duke 
Energy recognized a reserve of $100 million related to the seltlemenl offer 

ExxonMobil Disputes In April 2004, Mobil Natural Gas, Inc (MNGI) and 3946231 Canada, lnc. (3946231, and collectively with MNGI, ExxonMobil) filed a Demand lor 
Arbitration against Duke Energy, DETMI Management Inc (DETMI). DTMSI Managemenl Lld (DTMSI) and other affiliales of Duke Energy MNGI and DETMl are the sole 
membeis 01 DETM DTMSI and 3946231 are Ihe sole beneficial owners of Duke Energy Marketing Liiniled Parlnership (DEMLP. arid with DETM, Ihe Venlures) Among other 
allegations, ExxonMobil alleges that DETMI and DTMSI engaged in wrongful actions relating to affiliale trading. payment of service fees, expense allocations and distribulion of 
earnings in breach of agreements and fiduciary duties relating lo the Ventures ExxonMobil seeks l o  recover actual damages, plus attorneys' fees and exemplary damages; 
aggregate damages were specified al Ihe arbitration hearing and tolaled approximately $125 million (excluding inleresl) Duke Energy denies these allegations, and has filed 
counlerclaims asserting that ExxonMobil breached its Venlure obligations and other conlraclual obligalions By order dated May 2, 2005, Ihe arbitrators granted Duke Energy's 
Motion for Partial Summary Judgment, effectively eliminating a significant portion of ExxonMobil's claims ExxonMobil filed a motion for reconsideration of Ihe ruling as well as 
for an extension of the date for the arbitration hearing ExxonMobil also filed a molion to dismiss certain of Duke Energy's counlerclaims Following a hearing in December 2005 
on the motion for reconsideration. the arbitrators issued lheir ruling on January 26, 2006, generally reaffirming Ihe original order, with a limited exceplion with respect to affiliale 
trades lhat is no1 expecled lo have a significant impact on the case The panel also dismissed one of Duke Energy's counterclaims The parties agreed thal the dam - 
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ages due lo Duke Energy on ils counlerclaim will be determined in the upcoming hearing scheduled in Ihe Canadian arbilralion proceedings The arbilralion hearing in the II S 
arbitration was held in October 2006 in Houston. Texas, willi a subsequent hearing in January 2007 In August 2004, DEMLP initiated arbilralion proceedings in Canada 
againsl certain ExxoriMobil enlilies asserling lhal Ihose entilies wrongfully terminaled Iwo gas supply agreemenls with Ihe DEMLP arid wrongfully failed lo assume certain 
related gas supply agreemenls with other parlies A hearing in the Canadian arbilralion was held in March 2006 The arbilralors issued their award in dune. 2006 finding lhat 
(1) the two gas supply agreements were improperly terminated by ExxonMobil; but (2) ExxonMobil was no1 required to take assignment of Ihe relaled third party gas supply 
agreemenls Hearings to determine the damages lo be paid as Ihe resull of the first ruling, as well as lhe damages lo be paid l o  Duke Energy as the result of the terminalion of 
Ihe U S gas supply agreement were held on November 9 and 10.2006, and January 22, 2007, before the same panel of arbilrators In February 2007, Duke Energy and 
ExxonMobil reached agreemenl in principle on a global settlement ol both arbitrations. Such agreement is subject to execulion of final setllement documents Duke Energy 
does no1 expecl lhal Ihe proposed setllement will have a malerial effect on ils consolidated results of operalions, cash flows or financial position The gas supply agreemenls 
wilh other parties, under which DEMLP conlinues lo remain obligaled, are currently estimated to result in losses of between $50 million and $100 million through 201 1 As Duke 
Energy has an ownership inlerest of approxirnalely 60% in DEMLP, only 60% of any Iossos would impacl pretax earnings for Duke Energy Howcvcr, lhesc losses are subjecl 
to change in Ihe fulure in the event of changes in market condilions and underlying assumptions 

Duke fne/gyRetirement Cash Balance Plan A class action lawsuit has been filed in federal court in South Carolina against Duke Energy and the Duke Energy 
Relirement Cash Balance Plan, alleging violalions of Employee Retiremenl Income Security Act (ERISA) and Ihe Age Discriminalion in Employment Act. T h e y  allegations 
arise oul of the conversion of the Duke Energy Company tmployees' Kellremenl Plan inlo lhe LJ: 
adminislralion issues, alleging errors in the application of Plan provisions (e g , the calculalion of interest rale credits in 1997 and 1998 and the calculation of lump-sum 
dislributioris) The plairitiffs seek lo represenl preseril and forrner participanls in lhe Duke Energy Reliremenl Cash Balance Plan This group is eslimaled lo include 
approximately 36.000 persons The plaintiflsalso seek lo divide Ihe pulative class into sub-classes based on age Six causes of aclion are alleged, ranging from age 
discrimination, Io various alleged ERISA violalions. lo allegalions of breach of fiduciary duly The plainliffs seek a broad array of remedies, incliiding a relroaclive reformation of 
Ihe Duke Energy Retirement Cash Balance Plan and a recalculalion of participants'/ beneficiaries' benefits under the revised and reformed plan Duke Energy filed its answer in 
March 2006 A second class aclion lawsuit was filed in federal court in South Carolina, alleging similar claims and seeking lo represenl the Same class of defendanls The 
second case has been voluntarily dismissed, without prejudice, efleclively consolidaling il with the l irsl  case A portion of this liability was assigned lo Speclra Energy in 
connection with lhe spin-off in January 2007 The maller is currently in discovery with a lentative trial date of March 2008 It is not possible lo predicl with certainly whether 
Duke Energy will incur any liability or lo estimate the damages, if any, lhat Duke Energy might incur in connection wilh this malter 

Asbesfos-rchfed Injuries and Damages Claims Duke Energy has expcrienccd numerous claims relating to damages for personal injuries alleged to have arisen from the 
exposure lo or use of asbestos in conneclion with construction and mainlenance activities conducled by Duke Energy Carolinas on ils electric generalion planls during Ihe 
1960s and 1970s. Duke Energy has third-party insurance lo cover losses related lo lhese asbeslos-relaled injuries and damages above a certain aggregate deductible The 
insurance policy, including lhe policy deductible and reserves, provided for coverage lo Duke Energy up to an aggregate of $1 6 billion when purchased in 2000 Probable 
insurance recoveries relaled to this policy are classified in the Consolidaled Balance Sheets as Olher wilhin lnvestmenls and Olher Assets Amounls recognized as reserves in 
llie Consolidaled Balance Stieels. which are no1 anlicipaled lo exceed Ihe coverage. are classified in Olher Deferred Credils and Olher Liabililies and Olher Currerlt Liabililies 
and are based upon Duke Energy's best estimale of Ihe probable liabilily for future asbestos claims These reserves are based upon current eslimates and are subject to 
tincertainly Faclors such as the freqiiency and magnilude of future claims could change Ihe current estimates of Ihe relaled reserves and claims for recoveries reflected in lhe 
accompanying Consolidaled Financial Statemenls However, managemenl of Duke Energy does not currently anlicipale lhal any changes to these eslimales will have any 
material adverse effecf on Duke Energy's consolidaled results of operalions, cash flows or financial position 

Duke Energy Indiana and Duke Energy Ohio have been named as defendanls or m-defendanls in lawsuils related lo  asbestos at their electric generaling stalions 
Currenlly, lhere are approximalely 130 pending lawsuits (Ihe majorily of which are Duke Energy Indiana cases) In these lawsuils, plaintiffs claim lo have been exposed to 
asbestos-conlaining producls in the course of lheir work as outside conlractors The plaintiffs further claim that as the property owner of the generating slalions. Duke Energy 
Indiana and Duke Energy Ohio should be held liable for their injuries and illnesses based on an alleged duly to warn and prolect them from any asbestos exposure The impacl 
on Duke Energy's financial position, cash flows, or results of operations of these cases to dale has not been malerial 
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of lhese lawsuils. one case filed againsl Duke Energy Indiana has been tried lo verdict. The jury returned a verdict against Duke Energy Indiana on a negligence claim 
and a verdict for Duke Energy Indiana on punitive damages Duke Energy Indiana appealed this decision up l o  the Indiana Supreme Court In Oclober 2005, the Indiana 
Supreme Court upheld Ihe jury's verdicl Duke Energy Indiana paid the judgment of approximalely $630,000 in the fourlh quarler of 2005 In addilion. Duke Energy Indiana has 
settled over 150 other claims for amounls, which neither individually nor in Ihe aggregate. are malerial to Duke Energy Indiana's financial position or resulls of operations 
Based on eslimales under varying assumplions, concerning uncertainties, such as, among olhers: ( i )  the number of conlractors potenlially exposed to asbestos during 
construction or maintenance of Duke Energy Indiana generating plants; (ii) the possible incidence of various illnesses among exposed workers, and (iii) the polential selllement 
costs wilhoul federal or other legislation Ihat addresses asbestos tort actions, Duke Energy eslimales thal Ihe range of reasonably possible exposure in existing and future suits 
over the next 50 years could range lrom an immalerial amount lo approxirnalely $60 million, exclusive of costs to defend these cases This eslimaled range of exposure may 
change as addilional setllemenls occur and claims are made in Indiana and more case law is established 

Duke Energy Ohio has been named in fewar lhan 10 cases and as a resull has virtually no selllemenl history for asbestos cases Thus, Duke Energy is not able lo 
reasonably estimate the range of polential loss from current or future lawsuils However, polenlial judgmenls or settlements of existing or future claims could be material to 
Duke Energy. 

*re I and reaulatow proceedinqs arising in the ordinary course or 
business, some of which invotve substanlial amounls Management believes that Ihe final disposilion of these proceedings will no1 have a malerial adverse effect on Duke 
Energy's consolidated results of operalions, cash flows or financial position 

Duke Energy has exposure lo certain legal mallerslhat are described herein As of December 31, 2006, Duke Energy has recorded reserves of approximately $1 3 billion 
for lhese proceedings and exposures Duke Energy has insuiance coverage for certain of ltiese losses incurred. As of December 31, 2006, Duke Energy has recognized 
approximalely $1 0 billion of probable insurance recoveries related to these losses These reserves represenl management's besl estimate of probable loss as defined by 
SFAS No 5. "Accounting for Conlingencies " 

Duke Energy expenses legat cosls related to the defense of loss conlingencies as incurred 

other Commitments and Contingencies 

Commercial Power produces synlhelic fuel from facilities thal qualily lor tax credits (through 2007) in accordance wilh Section 29/45K of the Internal Revenue Code if 
certain requiremenls are salislied These credils reduce Duke Energy's income tax liabilily and therefore Duke Energy's effective lax rate. Commercial Power's sale of synthetic 
fuel has generated $339 million in tax credils through December 31, 2005 During the firs1 quarter of 2006, an agreement was in place wilh the plan1 operator which would 
indemnify Duke Energy in the event that lax credils are insufficient to support operating expenses This agreement did no1 continue for the remainder of 2006 After reducing for 
the possibilily of phase-ouls in 2006, the amount of addilional wedils generated through December 31, 2006 was approximately $20 million Duke Energy's net investment in 
the plants al  December 31,2006 was approximalely $20 million 

Section 29/45K provides for a phase-out of Ihe credit il the average price of crude oil during a calendar year exceeds a specified Ihreshold. The phase-out is based on a 
prescribed catculalion and definilion of crude oil prices I f  Commercial Power were lo operale its synthetic fuel facilities based on December31.2006 prices lhroughoul the 
enlire foilhcoming year, ye1 crude oil priceswere lo rise such lhal Ihe lax credil is compleleiy phased-oul. ne1 income in 2007 would be negalively impacled Duke Energy is 
unlikely l o  experience a material loss bemuse the exposure l o  synlhelic fuel tax credit phaseout is monilored and Duke Energy may choose lo reduce or cease synlhetic fuel 
produclion depending on Ihe expeclalion of any polenlial tax credil phase-out Duke Energy may a l w  reduce its exposure to crude prices through the execution of derivative 
lransaclions The objective of these aclivities is to reduce polential losses incurred if the reference price in a year exceeds a level lrlggering a phase-ouf of synlhelic fuel lax 
credits 

In August 2006, Duke Energy successfully completed Ihe sale of one of ils synlhelic fuel facilities resulting in an immaterial gain This sale was driven by Internal Revenue 
Service (IRS) requiremenls that slipulate that in order lo qualify for lax credils in accordance wilh Section 29/45K. the sales of the synlhelic fuel musl be made to an unrelaled 
lhird party 
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The IRS has completed the audit of Cinergy for the 2002,2003, and 2004 lax years including the synlhelic fuel lacilily owned during lhal period That facility represents 
$2 19 million of lax credits generaled during Ilia1 audil period The IRS has not proposed any adjustment lhal would disallow the credits claimed during that period Subsequent 
periods are still subjecl to audil Duke Energy believes lhal il operales in conformily with all Ihe necessary requiremeills lo be allowed such credils under Section 29/45K 

Duke Energy is parly lo an agreemenl with a third party service provider related lo future purchases to he made through lale 2007. The agreement contains certain 
damage paymenl provisions if the purchases are not made by Ihe specified dale The maximum pretax exposure under the agreement is currenlly estimaled a1 approximalely 
$100 million In Ihe fourlh quarter of 2006, Duke Energy inilialed early settlement discussions regarding this agreement and recorded a reserve of approximalely $65 million 
during December of 2006 based upon probable penalty payments lo be incurred Future adjustments lo this reserve could be malerial depending on the level of actual 
purchase commitments 

In October 2006, Duke Energy began an internal investigation inlo improper data reporting lo the 1J S Environmental Proiection Agency (USEPA) regarding air emissions 
under the NOx Budget Program at Duke Energy's DEGS of Narrows, L L C power plant facility in Narrows, Virginia The investigalion has revealed evidence of lalsilicalion of 
data by an employee relaling lo the quality assurance lesling of iis continuous emissions monitoring system (CEMS) to monitor heat inpul and NOx emissions In December 
2006, Duke Energy voluntarily disclosed the polenlial violalions to the USEPA and Virginia Deparlment of Environmenlal Quality (VDEQ), and in January . .  2007, Duke Energy 
made a full written aisclosure ot the investigation's i l f l f l  wth 
respect to the employees involved wilh Ihe false reporting It  is no1 possible io predict with certainty whether Duke Energy will incur any liabilily or lo estimate the damages, if 
any, lhal Duke Energy might incur in connection with this matter 

Other As part of its normal business, Duke Energy is a party to various financial guarantees. performance guaranlees and olher conlraclual commiimenls lo extend 
guaranlees of credil and other assislance lo various subsidiaries. investees and olher Ihird parties These arrarigernenls are largely enlered irllo by Duke Energy and Spectra 
Energy Capital To varying degrees, lhese guarantees involve elemnts of performance and credil risk, which are no1 included on Ihe Consolidated Balance Sheets. The 
possibilily of Duke Energy or Speclra Energy Capital havinu lo honor ils mnfingencies is largely dependent upon future operations of various subsidiaries, investees and olhet 
third parties, or the occurrence of certain future evenls (For further information see Note 18) 

In addilion, Duke Energy enters inlo various fixed-price, non-cancelable commilments to purchase or sell power (lolling arrangemenls or power purchase contracls), 
lake-or-pay arrangements, transportalion or lhroughput agreemenls and olher contracls that may or may no1 be recognized on the Consolidated Balance Sheets. Some of 
lhese arrangements may be recognized at market vaiue on the Consolidated Balance Sheels as trading conlracts or qualifying hedge positions included in Unrealized Gains 01 
Losses on Mark-lo-Market and Hedging Transactions (See Note 18 for discussion of Caipine guaranlee obligation) 

Operating and Capital Lease Commitments 

Duke Energy leases assels in several areas 01 Its operations Consolidated renlal expense for operating leases was $146 mtllion in 2006, $1 19 million in 2005 and $124 
million in 2004, which is included in Operation, Mainlenance and Olher on the Consolidaled Statements of Operations Amortizatton of assels recorded under capital leases 
was included in Deprecialion and Amorlizalion on the Consolidated Slatemenls of Operations The followmg IS a summary of future mtnirnum lease payments under operating 
leases, which at inception had a noncancelable lerm of more than one year. and capilal leases as of December 31, 2006 

Operating Capital 
Leases Leases - _____ 

2007 
2008 
2009 
2010 
201 1 
Thereafler 257 32 - -- 
Total future minimum lease payments 
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18. Guarantees and Indemnifications 

Duke Energy and its subsidiaries have various financial and performance guarantees and indemnifications which are issued in the normal course of business As 
discussed below, these contracls include performance guarantees, stand-by letters of credit, debt guaranlees, surety bonds and indemnifications Duke Energy and ils 
subsidiaries enter into these arrangements l o  facililale a commercial lransaction wilh a third party by enhancing the value of the iransaclion io the third party 

In contemplation of the spin-off of the natural gas businesses on January 2, 2007 (see Note I ) ,  certain guarantees lhat were previously issued by Speclra Energy Capilal 
were transfcrrcd lo Dukc Encrgy prior lo the consummalion of thc spin-off Undcr FIN 45, guarantees that are modified afler issuance are rcquircd lo be remcasured at fair 
value at Ihe date of modificalion Accordingly, as a result of lhese modificalions, Duke Energy recorded immalerial liability amounts in 2006 associated wilh lhese guarantees. 
Additionally, at December 31,2006, Duke Energy has certain guarantees of wholly-owned subsidiaries thal became guarantees of lhird party performance upon the spin-off of 
Ihe natural gas businesses in January 2007 Duke Energy has received back-lo-back indemnification from Speclra Energy Capilal indemnifying Duke Energy for any amounts 
paid relaied lo these guaranlees 

-p assiqned to Duke Enerqv. Cinergy or Inlernalional Energy on or prior to December 31,2006 remained with Duke Energy subsequent to 
Ihe spin-off Guarantees issued by Spectra Energy Capilal or Natural Gas Transmission on or prior lo Uecember 31, LUUb remine- iu 
the spin-off. except for certain guaranlees discussed below lhal are in Ihe process of being assigned lo Duke Energy During fhis assignment period, Duke Energy has 
indemnified Speclra Energy Capital againd any losses incurred under these guarantee obligalions 

Duke Energy has issued performance guarantees lo customers and olher lhird parties lhal guarantee lhe paymenl and performance of other parties, including certain 
non-wholly owned entities The maximum potential amounl of future paymenls Duke Energy could have been required lo make under these performance guarantees as of 
December 31, 2006 was approximately $27 million Approximately $4 million of the performance guarantees expire in 2009, wilh the remaining performance guarantees having 
no contraclual expiralion. 

Additionally, Duke Energy has issued guaranlees lo cuslomers or other lhird parties relaled lo the payment or performance obligations of certain entities lhal were 
previously wholly owned by Duke Encrgy but which havc been sold lo third parties. such as DukeSolulions. Inc (DukeSolulions) and Duke Engineering 8 Services, Inc 
(DEBS) These guarantees are primarily related to payment of lease obligalions, debt obligations, and performance guarantees related to provision of goods and services. Duke 
Energy has received back-lo-back indemnilication from the buyer of DEBS indemnifying Duke Energy for any amounls paid by Speclra Energy Capital related to the DE8S 
guarantees. Duke Energy also received indemnification from the buyer of DukeSolutions for Ihe firs1 $2 5 million paid by Duke Energy relaled to the DukeSolutions guaranlees. 
Further. Duke Energy granted indemnification to Ihe buyer of DukeSolulions wilh resped lo losses arising under some energy services agreements retained by DukeSolulions 
aller Ihe sale, provided Ihal Ihe buyer agreed lo bear 100% of the performance risk and 50% of any olher risk up lo an aggregale maximum of $2 5 million (less any amounts 
paid by lhe buyer undei Ihe indemnily discussed above) Addilionally. for certain performarm guarantees. Duke Energy has recourse lo subcontractors involved in providing 
services lo a customer These guarantees have various lerms ranging from 2007 lo 2019, wilh others having no specific lerm The maximum potential amount of future 
paymenls under these guarantees as of December 31, 2006 was approximalely $81 million 

Cinergy has issued performance guaranlees to cuslomers and olher lhird parties lhat guaranlee the payment and performance of certain non-wholly-owned consolidated 
entities Additionally, Cinergy has issued guarantees of debt of certain non-consolidated enlities and less than wholly owned consolidated enlilies The maximum potenliai 
amounl of fulure payments Cinergy could have been required to make under these performance guaranlees as of December 31,2006 was approximately $171 million 
Approximalely $92 million of the performance guarantees expire between 2008 and 201 7, wilh the remaining performance guarantees having no conlractual expiration 

Speclra Energy Capilal has issued performance guarantees lo customers and olher third parties that guarantee the pay men1 and performance of other parties, including 
certain non-wholly owned entities. Thc maximum potenlial amount of fulure paymcnts Spectra Encrgy Capital could havc been required to make under lhese performance 
guarantees as of December 31,2006 was approximately $615 million, of which approximalely $220 million is in Ihe process of being assigned io Duke Energy, asdiscussed 
above Of lhis amount. approximately $25 million relates lo guarantees of the paymenl and performance of less than wholly owned consolidaled entities Approximately $40 
million of the performance guarantees expire belween 2007 and 2009, wilh the remaining performance guarantees expiring after 2009 or having no contractual expiralion 
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Additionally, Speclra Energy Capilal has issued joinl and several guaranlees lo some of Ihe D/FD projecl owners, guaranteeing the performance of D/FD under ils 
engineering, procurement and conslruction conlracls and olher conlraclual commitmenls Subslanlially all of lhese guaranlees have no conlraclual expiralion and no slaled 
maximurn arnounl 01 lulure payriieiils Itial Speclra Energy Capilal could be required lo make Addilionally, Fluor Enlerprises Iric.. as 50% owner in DIFD, tias issued similar joinl 
and several guaranlees lo the same D/FD project owners In accordance with the D/FD partnership agreement, each of Ihe partners is responsible for 50% of any payments to 
be made under those guarantees 

Westcoasl has issued performance guarantees lo third parties guaranleeing Ihe performance of unconsolidated entities. such as equity melhod investments, and of 
enlilies previously sold by Weslcoasi to lhird parties Those guarantees require Weslcoasl lo make payment lo the guaranteed lhird party upon the failure of such 
unconsolidaled or sold enlity lo make payment under some of its conlraclual obligalions, such as debl. purchase conlracls and leases The maximum potential amounl of lulure 
paymenls Weslcoasl could have been required to make under those performance guarantees as of December 31,2006 was approximately $15 million Of those guaranlees, 
approximately $10 million expire in 2007, wilh lhe remainder having no conlraclual expiration 

Natural Gas Transmission and International Energy hove issued guarantees of debl and performance guaranlees associaled with non-consolidaled entities and less than 
wholly owned mnsolidaled enlilies If  such enlilies were io default on payments or performance, Nalural Gas Transmission or International Energy would be required under the 

31.20D6, Natural Gas Transmission was the guaranlor of approximately 
$17 million of debl a1 Westcoasl associaled with less lhan wholly owned entities. which expire in 2019 International Energy was the guaranlor of approximalely $13 million 01 
performance guarantees associaled with less lhan wholly owned enlilies Subslanlially all of these guarantees expire between 2007 and 2008 

. .  
--Y As of -er 

Duke Energy uses bank-issued sland-by lellers of credit lo secure the performance of non-wholly owned enlilies lo a lhird party or cuslomer Under Ihese arrangements. 
Duke Energy has paymenl obligalions lo Itie issuing bank which are lriggered by a draw by lhe lliird parly or cuslonier due lo lhe failure of Itie non-wholly owned enlily lo 
perform according lo lhe terms of ils underlying contract The maximum polenlial amounl of fulure payments Duke Energy could have been required lo make under these 
lellers of credit as of December 31, 2006 was approximalely $55 million Subslanlially all of lhese letters of credil were issued on behalf of less lhan wholly owned consolidaled 
entilies and expire in 2007 

In connection with Duke Energy's sale of the Murray merchant generation facilily to KGen, in Augusl 2004, Duke Energy guaranteed in favor of a bank Ihe repayment of 
any draws under a $120 millon leller of credit issued by the bank lo Georgia Power Company The leller of credil. which expires in 2007, is relaled lo Ihe obligation of a KGen 
subsidiary under a seven-year power sales agreement, commencing in May 2005 Duke Energy will be required lo ensure reissuance of this letfer of credil or issue similar 
credit support until the power sales agreemenl expires in 2012. Duke Energy will operate the sold Murray facility under an operation and maintenance agreemenl with the KGen 
subsidiary As a restill, Ihe guarantee has an immaterial fair value Furlher, KGen has agreed to indemnify Duke Energy for any paymenls Duke Energy makes with respecl lo 
the $120 million lellcr of credit In February 2007, this guaranlee was cancelled and Duke Energy has no fulure obligalions associaled with this maller 

Spectra Energy Capilal has guaranteed cerlain issuers of surely bonds, obligaling itself lo make payment upon the failure of a non-wholly owned enlily lo honor ils 
obligalions lo a third party As of December 31, 2006, Speclra Energy Capilal had guaranteed approximately $210 million of outslanding surely bonds relaled lo obligalions of 
inon-wholly owned enlilies The majorAy of lhese bonds expire in various amounts in 2007 and 2008 Approximately $206 million of surety bonds were lransferred to Duke 
Energy upon the consummalion of the spin-off in January 2007. 

In 1999. Ihe Iriduslrial Developrneril Corp of llie Cily of Edinburg, Texas (IDC) issued approximalely $100 liiillion in bonds Io purchase equipmenl for lease lo Duke 
Hidalgo (Hidalgo). a subsidiary of Duke Energy Spectra Energy Capilal unmndilionally and irrevocably guaranteed Ihe lease payments of Hidalgo lo IDC through 2028 In 
2000, Hidalgo was sold lo Calpine Corporalion and Spectra Energy Capilal remained obligaled tinder Ihe lease guaranty In January 2006, Hidalgo and ils subsidiaries filed for 
bankruptcy proleclion in connection wilh the previous bankruptcy filing by ils parent. Calpine Corporalion in December 2005 Gross. undismunled exposure under the 
guarantee obligation as of December 31,2006 is approximately $200 million, including principal and inleresl paymenls Duke Energy does no1 believe a loss under Ihe 
guarantee obligation is probable as of December 31,2006, but continues lo evaluate lhe silualion Therefore, no reserves have been recorded for any contingenl loss as of 
December 31,2006 No demands (or payment have been made under Ihe guaranlee If losses are incurred under the guaranlee. Speclra Energy Capilal has certain righls 
which should allow it to mili - 
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gate such loss Subsequenl lo the spin-off of the natural gas businesses, tliis guarantee remained wilh Spectra Enelgy Capital However, Duke Energy indemnified Spectra 
Energy Capital against any future losses that could arise from paymenls required under this guaranlee 

Duke Energy has erilered inlo various indemnificalion agreernenls related lo purchase and sale agreements and olher types of corilraclual agreements wilh vendors and 
olher third parties These agreements typically cover environmental. tax, liligalion and olher matlers. as well as breaches of representalions, warranties and covenants. 
Typically, claims may be made by third parties for various periods of lime, depending on the nature of the claim Duke Energy's potential exposure under lhese indemnification 
agreemenls can range from a specified amounl, such as the purchase price, to an unlimited dollar amount, depending on the nature of Ihe claim and the particular transaction 
Duke Energy is unable to estimale the tolal polenlial amounl of future payments under these indemniflcalion agreemenls due to several factors, such as the unlimiled exposure 
under certain guaranlees 

AI December 31, 2006, the amounts recorded for the guarantees and indemnifications mentioned above are immaterial. both individually and in the aggregate 

19. Earnings Per Share (EPS) 

Basic EPS is cornpuled by dividing earnings available for corrlnion slockholders by the wetgl~led-average riurnber of common shares outslanding duririg Ihe period 
Diluted EPS is cornpuled by dividing earnings available for wmmon slockholden, as adjusled. by Ihe diluted weighted-average number of common shares outstanding during 
the period Diluled EPS reflects the polential dilution lhal could occur d securilies or olher agreements lo issue common stock, sticll as slock options. stock-based performance 
unil awards, conlingenlly convertible debt and phanlom stock awards, were exercised, setlled or converted into common stock 

The following tables illuslrate Duke Energy's basic and diluted EPS calculations and reconcile Ihe weighled-average number of common shares outslanding to the diluted 
weighled-average number of common shares outstanding for 2006, 2005. and 2004 

Average 
(in millions, except per share data) Income Shares EPS 

mnfi 

I _ _ _ - -  

---- 
Income from continuing operations 
Less Dividends and premiums on redemption or preferred and preference slock 

$ 2,019 

lricome frorn rnnliriuirig operalior~s-basic 1,170 $1.73 

Effect of dilutive secunlies 
Stock options, phantom, perfo 
Contingently convertible bond 

Income from continuing operations-diluted $2,023 4.188 

om conlinuing operalions 
Less. Dividends and prelniums on redemption of preferred and preference stock 

lnwme from continuing operations- basic 

Effect of dilutive secunlies: 
Slock options, phanlom, performance and reslricled slock 
Contingently convertible bond 

Income lrom continuing operations-diluted 

2004 
Income from conlinuing operations 
Less: Dividends arid piemiurns or1 ledernplioli of preferred and preference stock 

934 $2.69 

. _ _ _ -  

970 $2.60 

$ 1.246 
(9 ) 

Income from conlinuing operation-basic 7.237 931 $ I  33 - 
Effect of dilulive secunties 

Slock options, phantom, performance and reslricled stock 
Contingently convertible bond 8 33 

2 

- -  
lricume Iiorn conliriuirlg operalions-diluled $ 1,245 966 $1.29 - - -  

168 

Source. Duke Energy Holding , 10-K, March 01, 2007 



DUKE ENERGY CORPORATION 

Notes To Consolidated Financial Statements-(Continued) 

The increase in weighted-average shares outstanding for the year ended December 31, 2006 compared to the same period in 2005 was due primarily to the April 2006 
issuance of approximately 313 million shares in conjunction with the merger with Cinergy (see Note 2). the conversion of debt inlo approximately 27 million shares of Duke 
Energy cornriion slock during Ihe year erided December 31. 2006 (see Nole 21), and Ihe repurchase and teliremenl 01 approximalely 17.5 millior1 shares of Duke Energy 
common slock during the year ended December 31.2006 (see Note 21) 

As of December 31, 2006, 2005 and 2004, approximately 14 million, 19 million and 23 million, respectively. of oplions. unvesled stock. performance and phantom stock 
awards were not included in the "effect of dilutive securities" in the above table because either the option exercise prices were greaterthan the average markel price of the 
common shares during those periods, or performance measures related lo the awards had no1 yet been met 

20. Stock-Based Compensation 

S No 123 R establishes accountin for stock-based awards exchanged lor 
e m p l o ~ ~ S F A S r d N S y e ~ ~ ~ ~ ~ ~ ~ e d  siock-b(a:ed compensation cost?s measured at the gmnl date, based on [he 
fair value of Itie awdrd and is recognized as expense over the requisite service period Duke Energy previously applied Accounling Pririciples Board (APB) Opiriion No 25. 
"Accounting lor Slock Issued to Employees,'' and FIN 44, 'Accounting for Certain Transactions lnvolving Stock Compensalron (an lnlerprelalron of APE Opinion 25Y and 
provided Ihe required pro forma disclosures of SFAS No 123 Since the exercise price for all options granted under those plans was equal to the market value of the undertying 
common slock on the grant date, no compensation cos1 was recognized in the accompanying Consolidated Statements of Operations 

Duke Energy elected lo adopt the modified prospectwe application method as provided by SFAS No 123(R), and accordingly, financial slalement amounts from Ihe prior 
periods presenled in lhis Form 10-K have not been restated There were no modiftcattons to outstanding stock options pnorto the adoption of SFAS 123(R) 

Duke Energy recorded pre-lax slock-based compensation expense for the years ended December 31,2006,2005 and 2004 as follows. the components of which are 
futlher descnbed below 

For the Years Ended 

December 31, 

2006 2005 2004 

l in millions) 

- _ _ I  __. 

Stock Options 
Stock Appreciation Rights 
Phantom Stock 
Perlormance Awards 
Olher Stock Awards 

The tax benefit associated wilh the recorded expense for the year ended December 31, 2006, 2005 and 2004 was approximately $31 million, $ 1  7 million and $10 million, 
respectively There were no material differences in incume from continuing operations, income lax expense, net income, cash Ilows, or basic and diluted earnings per share 
from the adoption of SFAS No 123(R) 

The following table shows what earnings available for common stockholders, basic carnings pcr share and diluted carnings pcrshare would have been if Duke Energy 
had applied the lair value recognition provisions of SFAS No 123(R) to all slock-based compensalion awards during prior periods 
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Pro Forma Stock-Based Compensation 

Year ended Year ended 

December 31,2005 December 37,2004 

(in millions, except per share amounts) 
Earnings available lor common slockholders, as reporied $ 1,812 ,481 
Add stock-based compensation expense included in rep 

net of related tax effects 30 16 
I stock-based comp 

Pro forma earnings available for common stockholders. net of related tax ellects $ 1,810 70 
Earnings per share 
B a s i c a s  reported $ 194  59 
Bas iop ro  forma $ 194 58 
Diluted-as reported $ 188  54 
Diluted-pro forma $ 187 $ 1 53 

Duke Energy's 2006 Long-term lnccntrve Plan (tho 2006 Plan), approved by shareholders in October 2006, resctved 60 million sharcs of common stock for awards to 
employees and outside directors Duke Energy's 1998 Long-term Incentive Plan, as amended (the 1998 Plan), reserved 60 million shares of common stoclc lor awards to 
employees and outside directors The 2006 Plan supersedesthe 1998 Plan and no addilional granls will be made from the 1998 Plan Under Ihe 2006 Plan and the 1998 Plan, 
the exercise price of each option granted cannot be less than the markel price of Duke Energy's common stock on the dale of grant and the maximum option term is 10 years 
The vesling periods range from immediale to five years Duke Energy has histoncally issued new shares upon exercising or vesting 01 share-based awards In 2007, Duke 
Energy rnay use a cornbinaliorl of new share issuances and operi market repurchases for share-based awards wliich are exercised or vested Duke Energy has not delermined 
wdh certainly the amount 01 such new share Issuances or open market repurchases 

Upon Ihe acquisilion of Westcoast Energy, Inc (Weslcoast). Duke Energy converted all stock options oulslanding under the 1989 Westcoasl Long-term Incentive Share 
Oplion Plan to Duke Energy slock oplions Certain of these oplions also provide for share apprecialion rights under which Ihe holder of a slock oplion may, in lieu of exercising 
the option, exercise Ihe share appreciation right The exercise prEe of these oplions equals the markel price on the date of granl and Ihe maximum option term is 10 years The 
vesting periods range from immediate to four years 

Upon Ihe acquisition of Cinergy, Duke Energy converted all slock options oulslanding under the Cinergy 1996 Long-Term Incentive Compensation Pian and Cinergy 
Corp Stock Option Plan lo Duke Energy stock options The exercise price of these options equaled the market price on the date of granl and the maximum option lerm IS 10 
years The vesting penods are generally lhree years The 2006 Plan supersedes both Cinergy Plans and no additional grants will be made from lhese plans 

Stock Option Activity 

Weighted- 
Weighted- Aggregate 

Average 
Average Remaining Intrinsic 

Options Exercise Life [in Value (in 

Oulstanding a1 December 31. 2005 
Granted(a) 
Exercised 
Forfeited or expired 

Outstanding at December 31,2006 

Exercisable at December 31, 2006 

(in thousands) 

25.5116 
9,173 

(6,369) 
(1,595) 

26,715 

2 1.923 

Oplions Expected to Vest 4,744 

Price years) millions) 

29 
24 
23 
34 

29 173 

30 4 3  $ 122 

$ 22 7 92 51 

(a) lncludcs 7,294,994 converted Cinergy stock oplions 
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On December 31, 2005 and 2004, Duke Energy had approximately 22 million exercisable options with a $32 weighted-average exercise price The total intrinsic value of 
options exercised during the years ended December 31, 2006, 2005 and 2004 was approximately $46 million. $1 7 million and $7 million, respectively. Cash received from 
oplioris exercised during the year ended December 31,2006 was approxirnalely $127 million, with a related lax benefil of approxinialely $17 million At Deceniber 31, 2006, 
Duke Energy had approximately $7 million of future compensation cost which is expected to be recognized over a weighted-average period of 1.5 years 

In addition to the conversion 01 Ihe Cinergy slock options noted above. Duke Energy granted 1,877.646 options (fair value of approximately $10 million based on a 
Black-Scholes model valuation) during the year ended December 31,2006 There were no options granted during the years ended December 31,2005 and 2004 Remaining 
compensation expense to be recognized for unvesled converled Cinergy options was determined using a Black-Scholes model 

Weighted-Average Assumptions for Option Pricing 

(1) The risk free rate is based upon the U S Treasury Constanl Maturity rates as of the grant dale 

(2) The expected dividend yield is based upon annualized dividends and the 1-year average closing stock price 

(3) The expected term of options is derived from historical data 

(4) Volatility is based upon 50% historical and 50% implied volatility Historicvolatility is based on the weighted average between Duke and Cinergy historical volatility over 
the expecled life using daily stock prices Implied volatilily is the average for all option contracts with a term greater than six months using Ihe slrilte price closest lo the 
stoclc price on the valuation dale 

The 2006 Plan allows for a maximum of 15 million shares 01 common stock to be issued under various slock-based awards other than options and stock appreciation 
rights The 1998 Plan allows for a maximum of 12 million shares of common stock lo be issued under various stock-based awards Payments for cash settled awards during 
Ihe period were immaterial 

Performance Awards 

Stock-based performance awards oulstanding under the 1998 Plan generally vest over three years Vesting for certain stock-based performance awards can occur in 
three years. al lhe earliesf, if performance is met Cerlain performance awards granted in 2006 conlain market conditions based on the total shareholder return (TSR) of Duke 
Energy stock relative to a pre-defined peer group (relalive TSR) These awards are valued Using a path-dependent model lhal incorporates expected relalive TSR into the fair 
value determination of Duke Energy's perlormance-based share awards with lhe adoption of SFAS No 123(R) The model uses three year historical volatilities and 
correlations for all companies in the pre-defined peer 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 wilh the simulated stock price at the end of the perlorrnance period plus expected 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 lo date results of Duke Energy's relative TSR for 
each grant is incorporated within the model Other awards not containing market condilions are measured at grant date price Duke Energy awarded 1,610,350 shares (fair 
value of approximately $32 million) in the year endod Deccmbcr 31, 2006, 1,275,020 shares (fair value of approximately $34 million, based on the market price of Duke 
Energy's mmmon stock al the granl date) in the year ended December 31,2005. and 1,584,840 shares (fair value of approximately $34 million, based on the market price of 
Duke Energy's common slock at the grant dale) in the year ended December 31,2004 
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The following table summarizes information about stock-based performance awards outslanding at December 31, 2006: 

Weighted Average Grant 

Shares Date Fair Value 

Vested (1 14,000) 27 

- 

Stockbased Performance Awards Expecfed to Vesl 

The lolal fair value of Ihe shares vested during the year ended kcember  31, 2006 and 2005 was approximately $3 million As of December 31, 2006, Duke Energy had 
approximalely $31 million of future compensalion cost which is expected Io be remgnized over a weighled-average period of 1 0 years 

Phantom Stock Awards 

Phantom stock awards outslanding under the 1998 Plan generally vest over periods from immediale to five years Duke Energy awarded 1,181,370 shares (fair value of 
approximalely $34 million) based on Ihe markel price of Duke Energy's common dock al lhe granl dates in the year ended December 31, 2006, 1,139,880 shares (fair value of 
approximately $31 million) in the year ended December 31, 2005, and 1,283,220 shares (fair value of approximately $27 million) in Ihe year ended December 31, 2004 
Converted Cinergy phantom stock awards are paid in cash and arc mcasurcd and recorded as liabilily awards 

The following table summarizes informalion about phantom stock awards oulslanding at Dcccmber 31 I 2006: 

Weighted Average Grant 
Shares Date Fair Value 

2,517,020 
1,213332 
(917,441) 
(200,791) 

Canceled - 

2,612,320 $ 27 

507,432 27 

(b) Includes 32,162 converted Cinergy awards 

The tolal fair value of Ihe shares vested during the years ended December 31, 2006, 2005 and 2004 was approximalely $23 million, $10 million and $7 million, 
respectively As of December 31, 2006, Duke Energy had approximately $24 million of future Compensation cost which is expected lo be recognized over a weighted-average 
period of 3 0 years 
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Other Stock Awards 

OLher stock awards outstanding under the 1998 Plan generally vest over periods from three to five years Duke Energy awarded 279.000 shares (fair value of 
approximately $8 million) based on Ihe niarkel price of Duke Energy's common stock at the grant dales in lhe year erided December 31,2006. 47,000 sliaies (fair value of 
approximalely $I million) in the year ended December 31, 2005, and 169.160 shares (fair value of approxlmately $4 million) in the year ended December 31. 2004 

The following table summarizes information about other stock awards oulstanding at December 31. 2006 

Welghted Average Grant 
Shares Date Fair Value 

~ 

Number of Other Stock Awards 

Canceled 
Outstanding at December 31, 2006 
Other Stock Awards Expected lo Vest 

- 
426,507 
395,671 

- 
28 
28 

(c) Includes 50.980 converted Cinergy awards 

The total fair value of the shares vested during the years ended December 31, 2006. 2005 and 2004 was approximately $2 million, $1 million and $1 million, respeclively 
As of December 31, 2006, Duke Energy had approximately $8 million of future compensation cost which is expected lo be recognized over a weighted-average period of 2 9 
years 

21. Common Stock 

During 2006, Duke Energy's $742 million of convertible debt became convertible into approximately 31 7 million shares of Duke Energy common stock due to the market 
price of Duke Energy common stock achieving a specified threshold for each pricing period prior to respective quarter Holders of the convertible debt were able to exercise 
their right lo convert on or prior to each quarter end During 2006, approximately $632 million of debt was converted into approximately 26 7 million shares of Duke Energy 
common stock At December 31, 2006, the balance of the convertible debt is approximately $ 1  10 million, which is convertible into approximately 4 7 million shares of common 
stock 

See Nole 1 for discussion of 313 million shares of common stock issued in April 2006 as a restill of the mergerwith Cinergy 

Effective in the third quarter 2006, the Board of Directors of Duke Energy approved a quallerly dividend increase of $0 01 per share, increasing the anniial dividend lo 
$ 1  28 per share 

In Februaiy 2005, Duke Energy announced plans to execute up to approximately $2 5 billion in common stock repurchases over a three year period In May 2005, Duke 
Energy suspended addilional repurchases, pending further assessment At (he time of suspension, Duke Energy had repurchased approximately S933 million of common stock 
In the first quarter of 2006, as a result of Ihe March 10,2006 shareholder approval of the Cinergy merger, Duke Energy's Board of Directors authorized the repurchase of up lo 
an additional $1 billion of common stock under the previously announced share repurchase plan In June 2006, Duke Energy suspended addilional repurchases of Duke 
Encrgy common stock undcr the repurchase plan duc to its plan to spin off the natural gas businesscs (see Nolc 25) Prior to the June 2006 suspcnsion, Duke Energy 
repurchased 17 5 million shares for total consideration of approximately $500 million during 2006 The repurchases and corresponding commissions and other fees were 
recorded in Common Stockholders' Equity as a reduction in Common Stock and Additional Paid-in Capital In October 2006, Duke Energy's Board of Directors authorized the 
reactivation of the share repurchase plan for Duke Energy of up to $500 million of share repurchases after the spin-off of the nalural gas businesses has been completed 

On March 18, 2005, Duke Energy entered into an accelerated share repurchase transaction whereby Duke Energy repurchased and retired 30 million shares of its 
common slock from an investment bank at the March 18. 2005 closing price of $27 46 per share Total consideration paid to repurchase the shares of approximately $834 
rnillion. including approxirnalely $10 million in wmmissions and other fees, was recorded in Cornrnon Stockholders' Equity as a ieduclion in Common Stock Additionally. Duke 
Energy entered inlo a separate open-market purchase plan on March 18. 2005 to repurchase up lo an additional 20 million shares of its common stock, of which approximately 
2 6 million shares were repurchased prior to the May 2005 suspension of the program at a weighted average price of $28 97 
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per share As part of the acceleraled share repurchase transaction. Duke Energy simultaneously entered into a forward sale contract with the inveslmenl bank lhal was l o  
mature no later than November 8. 2005 Under the lerrns of Ihe foiward sale contracl. the investment bank was required lo purchase, in tlie open market. 30 million shares of 
Duke Energy cornnion slock during lhe lerrn of the conlracl lo fulfill ils obligation related Io Ihe shares il borrowed from lhird parlies and sold lo Duke Energy. AI selllernenl. 
Duke Energy, at ils oplion, was required lo either pay cash or issue registered or unregistered shares of its common stock to the investmenl bank if the investmenl bank's 
weighted average purchase price was higher than the March 18, 2005 closing price of $27 46 per share, or the investment bank was required lo pay Duke Energy eilher cash 
or shares of Duke Energy common slock, at Duke Energy's oplion, if the inveslment bank's weighted average price for the shares purchased was lower than the March 18, 
2005 closing price of $27 46 per share On Sepfember 22,2005, Duke Energy. at its option, paid approximately $25 million in cash to Ihe inveslment bank to sellle the forward 
sale contract as the inveslmenl bank had repurchased the full 30 million shares in the open market and lulfilled all of its obligations The amount paid to the investment bank 
was based upon the difference between the investment bank's weighled average price paid forthe 30 million shares purchased of $28.42 per share and the March 18,2005 
closing price of $27.46 per share Duke Energy recorded Ihe approximately $25 million paid at settlemenl in Common Stockholders' Equity as a reduction in Common Stock 
Total consideralion paid lo repurchase the shares of approximalely $933 million, including mmmissions and other fees, was recorded in Common Slocltholders' Equily as a 
reduction in Common Stock and Additional Paid-in Capilal 

In November 2004. Duke Energy issued 18,693,000 shares of its common stock in lhe settlemenl of the forward-purchase contract component of ils Equily Units issued in 
fhp I P  ouilv Unit holders were rewired to purchase slock at the lime of settlement rate based on the current market pnce 01 

Duke Energy's common s l o c k _ ~  iii 

proceeds as a resull of lhe seltlemenl. which was included in Proceeds from tlie Issuances of Common Stock and Common Stock Related lo Employee Benefit Plans on the 
Consolidaled Slalemeril of Cash Flows 

In May 2004, Duke Energy issued 22,449,000 shares of its common stock in the settlement of Ihe forward-purchase contract component of its Equity llnits issued in 
March 2001 Under the terms of the conlracl. the Equity C h i 1  holders were required lo purchase common stock at a sPttlemenl rale based on Ihe cllrrent market price of Diike 
Energy's common slock at Ihe time of settlement with a floor and a ceiling The rale was 0 6414 shares of slock per Equily Unil Duke Energy received $875 million in proceeds 
as a result of the setllemenl, which was included in Proceeds from the Issuances of Common Stock and Common Stock Related lo Employee Benefit Plans on the 
Consolidated Slalemenl of Cash Flows 

Duke Energy also sponsors an employee savings plan thal covers substantially all U S employees In April 2004, Duke Energy stopped issuing shares under the plan and 
the plan began making open markel purchases with cash provided by Duke Energy There were no issuances of common stock under the plan in eilher 2006 or 2005 
Issuances of common dock under the plan were $51 million in 2004 Duke Energy also issues shares of its common slock lo meet other employee bcncfil requiremrnls 
Issuances of common dock to meol olher employee benefit requiremenls wcre approximately $146 million for 2006, $39 million for 2005 and approximately $12 million for 
2004 

See the Consolidaled Stalemenls of Common Stockholders' Equily and Comprehensive Income (Loss) for additional equity transactions 

22. Employee Benefit Plans 

Duke Energy U.S. Retirement Plans. Duke Energy and its subsidiaries (including legacy Cinergy businesses) maintain qualified, non-coninbutory defined benefil 
reliremenl plans The plans cover mosl U S employees using a cash balance formula Under a cash balance formula, a plan participant accumulates a retirement benefit 
consisting of pay credits thal are based upon a percentage (which may vary with age and years of service) of current eligible earnings and current inlerest credits Certain 
legacy Cinergy U S. employees arc covorod under plans thal usc a final average earnings formula Under a final average earnings formula, a plan participanl accumulales a 
relirement benefit equal lo a percenlage of their highest 3-year average earnings, plus a percentage of the their highest 3-year average earnings in excess of covered 
compensalion per year of participalion (maximum of 35 years), plus a percenlage of their highest 3-year average earnings limes years of participation in excess of 35 years 

Duke Energy also maintains non-qualified, non-contributory defined benefit reliremenl plans which cover certain U S execulives 
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Duke Energy's policy is lo fund amounts on an acluarial basis lo provide assets sufficienl lo meet benefits lo be paid lo plan pariicipanls Duke Energy contributed 
approximately $124 million lo the legacy Cinergy qualified pension plans in 2006 Duke Energy did no1 make any conlnbulions to its defined benefit reliremenl plans in 2005 
Duke Energy mdde volunldry conlribulions of $250 million in Ihe lourlh quarler 01 2004 

Actuarial gains and losses are amortized over the average remainlng service period of the active employees The average remaining service penod of actwe employees 
covered by Ihe qualified retirement plans is 11 years The average remaining service period of aclive employees covered by the non-qualified reliremenl plans IS Byears Duke 
Energy determines Ihe market-relaled value of plan assels using a calculated value that recognizes changes in fair value of the plan assets in a particular year on a straight 
line basis over the nexl five years Duke Energy uses a Seplember 30 measurement dale for 11s defined benefit retirement plans 

Westcoast Canadian Retirement Plans The Westcoast benefit plans are reported separately due lo actuarial assumplion differences Weslcoasl and ils subsidiaries 
maintain qualified and non-qualified conlnbuloiy and non-conlnbuloiy defined benefit (DE) and defined conlnbulion (DC) relirement plans covering substantially all employees 
The DB plans provide reliremenl benefits based on each plan participant's years of service and final average earnings Under the DC plans, company conlributions are 
delermined according lo the lerms of lhe plan and based on each plan participant's age, years of service and curreni eligible earnlngs Weslmasl also provides non-regislered 
defined benefit supplemental pensions to all employees who retire under a defined benefit registered pension plan and whose pension is limited by the maximum pension limils 

Weslcoasl's policy is lo fund Ihe DB plans on an acluarial basis and In accordance w lh  Canadian pension standards legislation, in order lo accumulate assels sufficient lo 
meet benefks lo be paid Contributions to Ihe DC plans are delermined in accordance wilh Ihe terms o( the plan Duke Energy made conlribulions to the Westcoasl DB plans of 
approximalely $44 million in 2006. $42 million in 2005 and $26 million in 2004 Duke Energy also made conlribulions lo the DC plans of $4 million in 2CQ6, $3 millton in 2005 
and $3 million in 2004 

The prior service cost and acluanal gains and losses are amortized over the average remaining Service period of the active employees The average remainlng service 
period of the aclive employees covered by Ihe qualified DB retirement plans is 10 years The average remaining service period of Ihe aclive employees covered by the 
non-qualified DB retiremenl plan is 14 years Weslcoast uses a September 30 measuremenl date for 11s plans 

Duke Energy adopled the disclosure and recognilion provisions of SFAS No 158 effective December 31, 2006 The following lable describes the lolal incremental effect 
of t he  adoplion of SFAS No 158 on individual line ilems in the December 31, 2006 Consolidated Balance Sheet, including Accumulaled Other Comprehensive Income 

Incremental Effect of the Adoption of SFAS No. 158 on Individual Line Items in the Consolidated Balance Sheet As of December 31,2006 a 

Duke Energy 1J S. Westcoast 

Before After Before After 
Application of Application of Application of Application of 
SFAS No. 158 Adjustment SFAS No. 158b SFAS No 158 Adjustment SFAS No. 158 - - 

(in millions) 
92 ) - Accrued pension and olher post-relirernenl Iiabililies(") 

Intangible assets 
Pre-funded pension costs - 
Regulalory assels - 
Deferred income tax assels 59 
Accumulated olher comprehensrve income, ne1 of tax - 197 197 61 48 109 

Tolal Recognized 

(a) Excludes approximalely $7 million in accrued pension aild olher posl-relirernenl liabililies. approximalely $2 million in deferred income lax assels and $5 million in 
accumulaled olher comprehensive income associaled with a Brazilian reliremenl plan 

Includes approximately $87 million in accrued pension and olher posl-relirement liabilities and $4 million in accumulaled other comprehensive income related to delayed 
recog nilion provisions associaled wilh post-ernploy men benefis 

Includes approximalely $89 million thal is rellecled in Other wilhin Currenl Liabilities in the Consolidated Balance Sheels at December 31, 2006 

(b) 

(c) 
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Qualified Pension Plans 

Components of Net Periodic Pension Costs (Income); Qualified Pension Plans 

Duke Energy US. Westcoast 

For the Years Ended December 31, 

2006 2005 2004 2006 2005 2004 
pp - - - - - -  

[in millions) 

Expected return on plan assets 
Amortization of pnor sewice cost 

Curtailment (gain) I 
Amortization of loss - - - - Special termination benefit cost 2 

- _ _ _ - - - - - -  
Ne1 periodic pension costs 1 (income) $ 80 4 - -- - -- - -- 

Reconciliation of Funded Status to Net Amount Recognized: Qualified Pension Plans 

Duke Energy US. Westcoast 

As of and for the Years Ended December 31. 

2006 2005 2006 2005 
- - - 

Change in  P 
Obligation at 

Interest mst 
Actuarial losses I (gain 
Plan amendments 
Parlid pant contributions 
Benefits paid 
Obligation assumed from acquisition 
Foreign currency impact - __ 2 23 

SCNICC COS! 

-- -- - -- 
Obligation at measurement dale $4,823 $2,853 $653 $ 616 -- -- - -- 
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Duke Energy US. Westcoast 

As of and for the Years Ended December 31, 

2006 2005 2006 2005 
- - ___ - 

Change In Fair Value of Plan Assets 
Plan assets a1 pnor measuremenl dale 
Actual return on pian assets 

- _- Plan assets al nieasuremenl dale -- - 
Funded stalus 
Unrecognized 
Unrecognued pnor sewice cn 
Conlnbultons between measu 

Net amount rccognized - -- 7 -- 
For the Duke Energy U S plans, the accumulated benefit obligation was $4.408 million a1 Seplember 30, 2006 and $2,753 million at Seplember 30,  2005 

For Weslcoasl, the accumulated benefit obligation was $588 million at Seplember 30, 2006 and $562 million at September 30, 2005 

Qualified Pension Plans-Amounts Recognized in the Consolidated Balance Sheets 

Consist of: 

Duke Energy U S  Westcoast 

As of December 31, 

2006 2005 2006 2005 

(in millions) 
- - -  - 

Accrued pension liabtlily 
lnlangible asset 
Prs-funded pension costs 
Doferrcd i ncom tax asscl 
Accumulated olher comprehensive income 

Net amount recognized -- -- - -- 
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As a result of the adoption of SFAS No 156, certain previously unrecognized amounts were recognized in the amounts noled above with an offsel to Accumulated Other 
Comprehensive Income, Deferred Income Taxes and Regulalory Assets as of December 3 1,2006 The table below details the componenls of these balances 

Qualified Pension Plans-Amounts Recognized in Regulatory Assets and Accumulated Other Comprehensive Income 

Consist of: 

Duke Energy U.S. Westcoast - 
As of December 31,2006 

( in millions) 
Regulatory assets $481 
Accumulated other comp 

Deferred income tax a 
Net transtion obligation - - 
Prior service cost 
Net acluarial loss 126 132 

_I_ 

Net amount recognized - Accumulaled other comprehensfve income $ 86 -- 

Qualified Pension Plans-Amounts In Regulatory Assets and Accumulated Other Comprehensive Income 

to be Recognized In Net Perlodlc Pension Costs In 2007 ConsIsl of: 

Duke Energy i J S .  

(In mllllons) 
Unrecognized (gains)/losses 2 
Unrecognized prior service cost - 

Ne1 amount lo be recognized 42 - 

Aniounls iri the above lable exclude Weslcoasl due Io the spin-oll of the natural gas businesses on January 2, 2007 

Additional Information: 

Qualified Pension Plans-Information for Plans with Accumulated Benefit Obligation In Excess of Plan Assets 

Duke Energy U.S. Westcoast 

As  of December 31, 

2006 2005 2006 2005 

(in millions) 

- - - -  
Projected benefit obligation $1,976 02 
Accumulaled benefil obligation 1,688 51 
Fair value of plan assels 1,302 64 

Qualified Pension Plans-Assumptions Used for Pension Benefits Accounting 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Duke Energy US Westcoast 

Benefit Obligations 2006 2005 2004 2006 2005 2004 
- - - - ~  

Discount ralc 
Salary increase 

(percentages) 
575 550 600 500 500 625 
500 500 500 350 325 325 

Determined Expense 2006 2005 2004 2006 2005 2004 

Discount nle 
Salary increa 
Expected long-term rate of reiurn on plan assets 

~ - - - -  
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For the Duke Energy U S  plans Ihe discount rale used lo delermine the pension obligalion is based on a AQ bond yield curve The yield is selecled based on bonds with 
cash flows that match the liming and amount of the expected benefit payments under the plan For legacy Cinergy plans, Ihe discount rale used lo determine expense reflecls 
renieasurenieril as of April 1, 2006 due lo Ihe merger belweeri Duke Energy and Cinergy 

For Weslcoast the discount rale used to determine the pension obligalion is prescribed as the yield on Canadian corporate AA bonds at the measurement date of 
September 30 The yield is selected based on bonds with cash flows that malch Ihe liming and amount of the expected benelil payments under the plan 

Qualified Penslon Plan Assets-Duke Energy U.S : 

Percentage of Plan Assets at 

September 30 

Target 
Asset Category Allocation 2006 2005 

U S equily securil 
Non-U S equity s 
Deb1 securilies 
Real eslale 

Total 

- - 

- - - 
Duke Energy U S asSets for both Ihe pension and olher posl retirement benefits are maintained by two Master Trusts The investment objective of the masler trusls is lo 

achieve reasonable relurns on lrust assets, subjecl lo a prudent level of portfolio nsk, for the purpose of enhancing the security of benefils for plan participanls The asset 
allocation largels were set afler considenng the inveslmenl objective and the nsk profile with respect lo the trusts LJ S equities are held for their high expected return. 
Non-U S equilies, debt securities, and real estale are held for diversification lnveslmenls within asset classes are lo be diversified lo achieve broad markel participation and 
reduce the impacl of individual managers or investmenls Duke Energy regularly reviews its actual assel allocalion and periodically rebalances ils investments lo the largeled 
allocation whcn considorcd appropriale 

The long-term rale of return of 8 5% as of September 30, 2006 for the Duke Energy U S assets was developed using a weighted-average calculalion of expecled returns 
based primarily on fulure expecled returns across classes considering Ihe use of active asset managers The weighted-average relurns expecled by asset classes were 4.2% 
for U S equilies. 1 8% for Non-U S equities, 2 2% for fixed income securilies, and 0 3% for real eslale 

Qualified Pension Plan Assets-Westcoast: 

Percentage of Plan Assets at 

September 30 

Target 

Asset Category Allocation 2006 2005 

Canadian equity securilies 30% 29% 42 % 

EAFE equtty secunfiesl”) 15 16 15 
Debt securilies 40 40 32 

- - 
U S equily securilies 15 15 11 

Total 

- - 
100% 100% 100% - - 

(a) EAFE-Europe, Australasia, Far East 

Weslcoasl assets for registered pension plans are mainlained by a Masler Trust The investment objeclive of Ihe master lrust is lo achieve reasonable returns on trust 
assels, subjecl lo a pruderil level of portfolio risk, for Ihe purpose of enhancing Ihe securily of berielils for participanls The asset allocation largels weie sel aller considering 
t he  investmenl objective and the risk profile wilh respect lo the Irusl Canadian equities are held for lheir high expected relurn Nan-Canadian equilies are held for lheir high 
expecled return as well as diversification relative lo Canadian equities and debt securilies Deb1 securilies are also held for diversification 

The long-term rale of return of 7 25% as of September 30. ZOOS for the Westcoast assets was developed using a weighled-average calculation of expecled returns 
based primarily on future expecled returns across classes considering the use of active assel managers 
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The weighted-average returns expected by asset classes were 2 5% for Canadian equilies, 1 3% for U S equities, 1 4 %  for Europe, Australasia and Far East equities. and 
2 0% for fixed income securities 

The following beriefil payrnenls. which reflecl expecled fulure service as appropriate. as expected lo be paid over Ihe nexl five years and Iheteafler. 

Qualified Pension Plans-Expected Benefit Payments 

Westcoast 

U S  Plans Plans 
_____ 

( in millions) 
YearsEndcd Dccembcr 31, 

2007 
2008 
2009 
2010 
201 1 

2012-2016 

Non-Quailfled Penslon Plans 

Components of Net Periodic Pension Costs: Non-Qualified Pension Plans 

Duke Energy U.S. Westcoast 

For the Years Ended December 31, 

2006 2005 2004 2006 2005 2004 
_ - _ _ _ - ~ -  

(In millions) 

Expecled return on plan assels 
Amorlizafion of pnor sewice cost 
Amorlizalion of net transition (asset)lliabilily 
Cuitailinenl (gain) / 
Amorllzalion of loss 

Net periodic pension costs / (income) 

Reconciliation of Funded Status t o  Net Amount Recognized: Non-Qualified Pension Plans 

Change In Projected Benefit Obligation 
Obligation at prior measurement date 
Service cost 
lnteresl cos1 
Actuanal losses / (gams) 
Plan arnendrnenls 
Participant conlrrbulions 
Bencfils paid 

Duke Energy I J S .  Westcoast 

As of and for the Years Ended December 31, 

2006 2005 2006 2005 

(in millions) 

- - - - 

Source Duke Energy Holding , 10-K, March 01, 2007 



Obligation assumed from acquisition 
Foreign currency impact 

Obligation at measurement date 

i 80 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Westcoast Duke Energy U.S. 

As of and for the Years Ended December 31, 

2006 2005 2006 2005 
- ___. - __I 

(in mllllons) 

-- -- - _- 
$ -  $ - -  $ -  $ - -  

Contnbutions between measurement date and year end 21 2 2 1 

For the Duke Energy US. plans, the accumulated benefit obligation was $184 million at Seplember 30, 2006 and $79 million at September 30, 2005 

For Weslcoast. the accumulated beneffl obligation was $83 million at September 30. 2006 and $82 million at September 30, 2005 

Non-Qualified Penslon Plans-Amounts Recognized In the Consolldated Balance Sheets 

Consist of: 

Accrued pension liabilily( 
Pre-funded pension cost 

Nst amounl recognized 

Duke Energy U S. Westcoast 

As of December 31, 

2006 2005 2006 2005 - - - -  
(In mllllans) 

$(178) B(83) %86) (81) 
__ - __ - 

- __ 21 __ 

(a) Duke Energy U S includes approximately $41 million and Westwasl includes approximalely $6 rnillion recognized in Olher wilhin Curreril Liabililies on the Consolidaled 
Balance Sheets as of December 31.2006 

As a result of the adoption of SFAS No 158, certain previously unrecognlzed amounts were recogntzed in lhe amounts noted above with an offset to Accumulated Olher 
Comprohensive Income, Deferred lncomo Taxes and Regulatory Assets as of Decemhr 31, 2006 The table below detak the components of these balances 

Non-Qualified Pension Plans-Amounts Recognized in Regulatory Assets and Accumulated Other Comprehensive Income 

Consist of: 

Source. Duke Energy Halding , fO-K, March 01, 2007 



Duke Energy U S Westcoast 
- 

As of December 31, 2006 
- 

(in millions) 
Rcgulatoiy asscts $ 4  

$ 1  $ (9) Accumulated olher comprehen 
Deferred income tax liability (asset) 
Ne1 lransition obli 
Prior service cost 
Ne! aduarial loss ) 

W) 
- 

Ne1 amount recognized- Accumulated other comprehensive income -- 
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Non-Qualified Pension Plans-Amounts in  Regulatory Assets and Accumulated Other Comprehensive Income to be Recognized in  Net Periodic Pension Costs in 
2007 Consist of: 

Duke Energy (13. 

(in millions) - unrecognized (gainsfllosses $ 
Unrecognized prior service cost 2 

Amounts in the above table exclude Westcoast due to the spin-off of the natural gas businesses on January 2,2007 

Additional Informatlon: 

Non-Qualified Pension Plans-lnformatlon for Plans With Accumulated Benefit Obligation in Excess of Plan Assets 

Duke Energy 
11 S Westcoast 

As of December 31, 

( in millions) 
Projected benefit obligati $199 $ 86 $88 $ 84 
Accumulated benefit obli 184 79 83 82 
Fair value of plan assets - 

Non-Qualified Pension Plans-Assumptions Used for Pension Benefits Accounting 

Duke Energy U.S Westcoast 

Benefit Obligatlons 2006 2005 2004 2006 2005 2004 
- - - - _ _ _ -  

Discount rate 
Salary increase 

(percentages) 
5.75 550 6 0 0  500 500 625 
500 500 500 350 3 2 5  325 

Determtned Expense 2006 2005 2004 2006 2005 2004 

Discount rate 550-600 6 0 0  600 500 6.25 6 0 0  
Salary increase 500 5 0 0  500 3 2 5  3 2 5  325 

- - _ _ _ - _ _ _ _ _  

For the Duke Energy 11 S plans the discount rate used to determine the pension obligation is based on a AA bond yield curve The yield IS selected based on bonds with 
cash flows that march the liming and amount of the cxpcclcd benefit payments under Ihe plan For legacy Cincrgy plans, the discount rate used lo dctermino expense reflccls 
remeasurement as of Apnl 1,2006 due to the merger between Duke Energy and Cinergy 

For Westcoast the discount rate used to determine the pension obligation IS prescribed as the yield on Canadian corporate AA bonds at the measurement date of 
September 30 The yield is selected based on bonds with cash flows that match the liming and amount of the expected benefit payments under the plan 

Non-Qualified Plans-Expected Benefit Payments 

Source Duke Energy Holding , 10-K, March 01, 2007 



U S  Plans 
__ 

Westcoast Plans 

(in millions) 
Years Ended December 31, 
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Duke Energy also sponsors employee savings 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 6Yo of eligible pay per pay period Duke Energy 
expensed employer matching contributions of $75 million in 2006.  $61 million in 2005 and $57 rnillion in 2004 Dividends on Duke Energy shares held by the savirtys 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 

Other Post-Retirement Benefit Plans 

Duke Energy U.S Other Post-Retirement Benefits. Duke Energy and most of its subsidiaries provide some health care and life insurance benefits for retired 
employees on a contribulory and non-contributory basis Employees are eligible for lhese benefits If they have met age and service requirements at relirement, as defined in 

w 
These benefit costs are accrued over an employee’s active service period to the date of full benefits eligibility The net unrecognized transilion obligation IS amortized over 

approxrnlately 20 years Acluarlal gains and losses are amorlized over the average remaining seivice perlod of the active employees The average remaining service period of 
the active employees Lovered by the plan IS 13 years 

Westcoast Other Post-Retirement Benefits Weslcoast provides health care and life insurance benefils for retired employees on a non-contrlbulory basis Employees 
are eligible for lhese benefils if they have met age and service requirements a l  retirement, as defined in the plans Effectrve December 31, 2003,  a new plan was implemenled 
for all non bargaining employees and the majority of bargaining employees The new plan wilt apply for employees retinng on and after January 1, 2006 The new plan IS 
predominanlty a defined conlribution plan as compared to the existing defined benefit program 

Other post-retirement benefit costs are accrued over an employee’s active service period to the date of lull benefits eligibilily Acluanal gains and losses are amortized 
over the average remaining service period of the active employees covered by the plans The average remaining service period of the active employees IS 18 years 

Components of Net Periodic Other Post-Retirement Benefit Costs 

Duke Energy US. Westcoast 

For the Years Ended December 39, 

2006 2005 2004 2006 2005 2004 

(in millions) 

- - - - - -  

Service msl beneflt earned during the 
lnteresl mst on accumulated post-re 
Expected return on plan assets 
Amorlizalion of pnor service cost 
Amorlizalion of net transition liability 
Amorlization of loss 

Net periodic other post-rehremnt benefit costs 
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Reconciliation of Funded Status t o  Accrued Other Post-Retirement Benefit Costs 

Duke Energy U.S. Westcoast 

As of and for the Years Ended December 31, 

2006 2005 2006 2005 - - _I_ - 

anis' contributions 

- 1 4 __ Foreign currency impacl 
_I__ -- -- - 

Accumulated post -retirement benefit obligation at measurement dale $1,264 $791 
I_. -_I -- 7 

Duke Energy US. Westcoast 

As of and for the Years Ended December 31, 

Change in Fair Value of Plan Assets 
Plan assets at prior measurement date 
Actual relurn on plan assets 
Benefits paid 
Employer coninbutions 
Plan participanls’ contribulions 

2006 2005 2006 2005 - - - - 
(in millions) 

__ - 25 21 

____ - ___ -- Plan assets at measurement dale $ 237 $242  

Funded status 
Employer coril 
Unrecognized net experience loss 
Unrecognized prior service cost 
Unrecognized transition obligation 

Accrued olher post-retiremenl benefit costs recognized 

Other Post-Retirement Benefit Plans--Amounts Recognized in the Consolidated Balance Sheets Consist of: 

Duke Energy U.S. Westcoast 

As of December 31, 

2006 2005 2006 2005 

(in millions) 
Accrued olher post-retirement liability fa) 
Intangible asset 
Pre-funded pension costs 

Source Duke Energy Holding , IO-K, March 01, 2007 



(a) Duke Energy U S includes approximately $26 million and Westcoast includes approximately $4 million recognized in Other within Current Liabilities on the Consolidated 
Balance Sheets as of December 31.2006 
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As a resull of Ihe adoption of SFAS No 158, certain previously unrecognized amounts Were recognized in the amounls noled above with an offset to Accumulaled Olher 
Comprehensive Income, Deferred Income Taxes and Regulalory Assels as of December 31, 2006 The table below details the components of these balances 

Other Post-Retirement Benefit Plans-Amounts Recognized in Regulatory Assets and Accumulated Other Comprehensive Income Consist of: 

Duke Energy U.S. Westcoast 

As  of December 31,2006 

Prior Service Cost 
Ne1 Actuarial Loss 89 

Ne1 amount recognized-Accumulaled other comprehensive income $116 -- -- 
Other Post Retirement Benefit Plans-Amounts in Regulatory Assets and Accumulated Other Comprehensive Income to be Recognized in Net Periodic Other 
Post-Retirement Benefit Costs in 2007 Consist of: 

Duke Energy US. 

(in millions) 
Unrecognized Transition (Assel)/l lability 
Unrecogni7ed (Gains)/Losses 
Unrecognized Prior Service Cost 

Ne1 amount lo be recoqnized 

Amounls in the above table exclude Westcoast due lo the spin-off of the nalural gas businesses on January 2. 2007 

For measurement purposes, plan assets were valued as of September 30 for bolh lhe Duke Energy U S  and Westcoast plans In May 2004, the FASB staff issued FSP 
No, FAS 106-2 The Modernization Acl inlroduced a prescription drug benefil under Medicare as well as a federal subsidy lo sponsors of reliiee heallh care benefil plans The 
FSP provides guidance on Ihe accounting for the subsidy Duke Energy adopted lhis FSP and retroactively applied lhis FSP as of lhe dale of issuance for its U S plan. As a 
resull of anlicipaled prescriplion drug subsidy, the accumulaled posl-reliremenl benefil obligalion had a onetime decrease of $96 million in 2004 The afler-tax effect on ne1 
periodic post-retirement benefil cosl was a decrease of $8 million in 2006, $7 million in 2005 and $12 million for 2004 The actuarial gain included in the change in beneft 
obligation of $134 million in 2004 is primarily due lo lhe recognition of anticipated employer savings as a resull of Medicare Part D FSP No FAS 106-2 provides guidance that 
the effecl 01 the lederal subsidy should be recognized as an actuarial gain Duke Energy has recognized an approximale $5 million subsidy receivable, which is included in 
Receivables on Ihe Consolidated Balance Sheets 

Assumptions Used for Other Post-Retirement Benefits Accounting 

Duke Energy U.S. Westcoast 

Determined Benefit Obligations 2006 2005 2004 2006 2005 2004 ~ _ - - - -  
Discount rale 
Salary increase 

(percentages) 
575 550 600 500 500 625 
500 500 500 350 325 325 

Duke Energy U S. Westcoast 

Determined Expense 2006 2005 2004 2006 2005 2004 
- - _ _ - - -  

Discount rale 550-600 6.00 600 5.00 625 6.00 
Salary increase 
Expected long-term rate of return on plan assets 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Assumed lax ratea 

(a) Applicable to the health care portion of funded post-reliremenl benefits 
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For the Duke Energy U S plans the dismunt rale used to delermine the post-relirement obligation is based on a AA bond yield curve The yield is selected based on 
bonds with cash flows Ihal match Ihe liming and amount of Ihe expecled benefit payments under Ihe plan For legacy Cinergy plans, the discounl rate used to delermine 
expense reflecls renieasuiemenl as of April 1. 2006 due lo Ihe merger belween Duke Energy and Cinergy 

For Weslcoasl Ihe discount rate used lo delermine Ihe posl-retirement obligation is prescribed as the yield on Canadian corporale AA bonds al Ihe measurement dale of 
September 30 The yield is selecled based on bonds with cash flows that malch Ihe timing and amount of lhe expecled benefil paymenls under the plan 

Other Post-Retirement Plan Assets-Duke Energy U S : 

P- of Plan Assets at 

September 30 Target 

Asset Category Allocation 2006 2005 

US. equily securilies 6% 

____ - 

1 
Debt securities 9 
Real estate 4 3 4 

Tot81 0046 00 % 100% - - - 
Duke Energy U S asSels for both Ihe pension and olher posi-retirement benefits are maintained by Iwo Master TIUSIS The inveslmenl objective of the lrusls is lo achieve 

reasonable relums on lrust assets, subjecl lo a prudent level of portfolio risk, for Ihe purpose of enhancing the securily of benelils for plan participants The asset allocation 
targels were set after considering the inveslmenl objective and the risk profile with respect to the trusls US equilies are held for lheir high expecled relurn Non-U S equilies, 
debt securities. and real estate are held for diversification lnveslmenls wiihin asset classes are lo be diversified to achieve broad markel participation and reduce the impact of 
individual managers or inveslments. Duke Energy regularly reviews ils aclual asset allocation and periodically rebalances i ls inveslmenls lo the targeted allocalion when 
considered appropriale The long-fern ralc of relurn of 8 5% as of Seplembor 30,2006 for Ihe Duke EnOQy U S assets was developed using a weighled-average calculalion 
of expected returns based primarily on future expecled relums across asset classes considering Ihe use or aclive asset managers The weighled-average returns expecled by 
asset classes were 4 2% for U S equilies, 1 8% for Non-U S equities, 2 2% for fixed income securilies, and 0.3% for real estate 

Duke Energy also invests olher post-reliremenl assels in the Duke Energy Corporalion Employee Benelils Trust (VEBA I) and Ihe Duke Energy Corporalion 
Posl-Retirement Medical Benefits Trust (VEBA II) The inveslmenl objective of Ihe VEBA's is to achieve sufficient returns on trust assets, subject lo a prudent level of portfolio 
risk, for lhe purpose of promoling Ihe security of plan benelils for participants. The VEBA lrusls are passively managed VEBA I has a largel allocation of 30% U S equilies. 
45% fixed income securities and 25% cash VEBA II has a largel allocation of 50% U.S equilies and 50% fixed income securities 

Assumed Health Care Cost Trend Rates a 

Duke Energy U.S. 

Medical Trend Rate 

Not Medicare Medicare Prescription Drug Trend 
Eligible Eligible Rate Westcoast 

2006 2005 2006 2006 2005 

Health care cost trend rate assumed for next year 8 50% 8 50% 11 50% 13.00% 8.0% 700% 
Rate to which the cost trend is assumed to decline (the ullimale trend rale) 4 75% 5 50% 5 50% 475% 500% 500% 
Year that the rate reaches the ultimate trend mte 2013 2009 201 2 2022 2009 2008 

(a) Health care cos1 lrend rales for 2006 include prescriplion drug trend rales due lo Ihe elfecl of Ihe Medemiralion Acl 
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Sensitivity t o  Changes in Assumed Health Care Cost Trend Rates Duke Energy US. Plans (millions) 

1 -Percentage- 1 -Percentage- 

Point Increase Point Decrease 

Effect on total service and inlerest cosls (5 1 
Effect on post-reliremenl benefil obligalion 86 (75) 

I-Percentage- I-Percentage- 

Point Increase Point Decrease 

Effect on total service and interesl cosls $ (1 ) 
Effect on post-retirement benefit obligalion 6 (5 ) 

Duke Energy and Westcoasl expect to make Ihe future benefil paymenls, which refled expected fulure service. as appropriate Duke Energy expecls to receive future 
subsidies under Medicare Par1 D The following benefil payriierils and subsidies are expecled lo be paid (or received) over each of Ihe nexl five years and lhereafler 

Other Post-Retirement Plan-Expected Benefit Payments and Subsidies (in millions) 

U.S. Plan Payments 

1 1 5  Plan Expected 

Subsidles Westcoast Plans 

(in millions) 
2007 $ 77 
2008 81 7 4 
2009 84 4 

88 8 4 
92 4 
491 48 23 

23. Variable Interest Entities 

Power Safe SpecialPurpose Entifies (SPES). In accordance wilh FIN 46, Duke Energy consolidates two SPES that have individual power sale agreemenls with Canlral 
Maine Powcr Company (CMP) for approximalcly 45 megawatts (MW) of capacity. ending in 2009, and 35 MW of capacity, ending in 2016 In addilion. lhcse SPES have 
individual power purchase agreements with Cinergy Capital8 Trading, Inc (Caphi  & Trading) to supply the power Capilal & Trading also provides various services, including 
certain credil support facililies As a result of the consolidation of these two SPES, approximalely $171 million of notes receivable (which are included in Receivableson the 
Consolidated Balance Sheets), $160 million of non-recourse debt (which is included in Long-Term Debt on the Consolidated Balance Sheets). and miscellaneous other assets 
and liabilities are included on Duke Energy's Consolidated Balance Sheels The debt was incurred by Ihe SPES to finance the buyout of the existing power conlracls lhat CMP 
held wilh the former suppliers The noles receivable is comprised of Ivm separale noles wilh one counlerparty, whose credil raling is EBB The cash flows from the notes 
receivable are designed lo repay the debt The Rrsl nole receivable, with a December 31. 2006 balance of $62 million, bears an effective interest rate of 7 81 % and matures in 
Aiigust 2009 The second nole receivable, wilh a balance of $109 million as of December 31, 2006, bears an effeclive inleresl rate of 9 23 O h  and matures in December 2016 
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The following table reflects the maturilies of the Noles Receivable as of December 31, 200G: 

Notes Receivable Maturities 

(in millions) 

2007 25 
zoo8 29 
2009 24 
L" 1" " 
201 1 10 
Thereafler 75 

Total 71 -- 
Subsidiary Trust Preferred Secun'fies In 2001, Cinergy issued approximately $316 million notional amounl of 6 9 96 trust preferred securities. due February 2007 The trust 

preferred securilies were issued through a trust whose common stoclc was 100 O h  owned by Cinergy The trusl loaned the proceeds from Ihe issuance of Ihe securilies lo 
Cinergy in exchange for a nole payable to the trusl Each Unit receives quarterly cash payments of 6 9 % per annum of the nolional amount. which represents a trusl preferred 
security dividend The trust's ability lo pay dividends on the trusl preferred securilies is solely dependenl on its receipt of interest payments from Cinergy on the note payable. 
Hovever. Cinergy has fully and unconditionally guaranteed Ihe lrust preferred securilies The lrusl preferred securilies are not included in Duke Energy's Balance Sheets In 
addilion. the nole payable owed lo the Irusl, which arnounls Io approxiinalely $326 million al December 31, 2006, is included in Current Malurilies of Long-Term Debt on Ihe 
Consolidaled Balance Sheets In February 2007. these trusl preferred securilies were redeemed on their scheduled malurity date and the note payable was settled 

Accounts Receivable Secur/riZation During 2002, Duke Energy Ohio. Duke Energy Indiana and Duke Energy Kentucky enlered into an agreement to sell certain of their 
accounts receivable and relaled colleclions through Cinergy Receivables, a bankruptcy remole, special purpose entity Cinergy Receivables is a wholly owned limiled liability 
company of Cinergy As a result of Ihe securitization. Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky sell, on a revolving basis, nearly all oftheir retail 
accounts receivable and related colleclions The securilizalion transaction was struclured lo meel the criteria for sale treatment under SFAS No 140, "Accounting for Transfers 
and Servicing of Financial Assets and Extinguishments of Liabilities," (SFAS No 140) and accordingly Duke Energy does not mnsolidate Cinergy Receivables and the transfers 
of receivables are accounted for as sales 

The proceeds oblained from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the purchase price 
(lypically approximales 25 % of the total proceeds). The nole, which amounts lo approximately $210 million at December 31, 2006, is subordinate to senior loans that Cinergy 
Receivables oblains from commercial paper conduils conlrolled by unrelated financial inslilulions Cinergy Receivables provides credil enhancement relaled to senior loans in 
the form of over-collateraliralion of the purchased receivables However, the over-collateraluation is calculated monthly and does not exlend lo the entire pool of receivables 
held by Cinergy Receivables at any point in time As such, lhese senior loans do not have recourse to all assets of Cinergy Receivables These loans provide the cash portion 
of the proceeds paid lo Duke Energy Ohio. Duke Energy Indiana and Duke Energy Kenlucky 

This subordinaled nole is a retained inleresl (righl lo ieceive a specified portion of cash flows from Ihe sold assels) under SFAS No 140 and is classified wilhin 
Receivables in Ihe accompanying Consolidaled Balance Sheets at December 31, 2006 In addition, Duke Energy's investmenl in Cinergy Receivables constilutes a purchased 
beneficial inleresl (purchased right to receive specified cash flows, in o w  case residual cash flows). which issubordinate to the retained interests held hy Duke Energy Ohio, 
Duke Energy Indiana and Duke Energy Kentucky 

The carrying values of Ihe retained interesls are delermined by allocating the carrying value of the receivables between lhe assets sold and the interests relained based 
on relalive fair value The key assumptions used in estimating Ihe fair value for 2006 were an anticipated credit loss ratio of 0.7% a discount rate of 7.4% and a receivable 
turnover rate of 12 0% Because (a) the receivables generally lurnover in less than two months, (b) credit losses are reasonably predictable due to the broad cudomer base 
and lack of significant concentralion, and (c) the purchased beneficial interest is subordinate lo all retained interests and lhus would absorb losses firsl, the allocated bases of 
the subordinated notes 3re not materially diflerenl lhan their face value The hypothetical eflecl on the fair value of the 
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relained inleresls assuming bolh a 10% and a 20% unfavorable variation in credrt losses or discount rates is no1 material due lo  the shorl turnover of receivables and hislorically 
low credit loss hislory lnleresl accrues lo Duke Enegy Ohio, Duke Energy Indiana and Duke Energy Kenlucky on Ihe relained inleresls using the accrelable yield method. 
which gerierally approximates Ihe slaled rdle on Ihe iiules since ltie allocaled basis and Ihe lace value are nearly equivdleril Duke Energy records income from Cinergy 
Recervables in a similar manner An impairmenl charge is recorded against the carrying value of bolh Ihe relatned tnleresls and purchased beneficial lnleresl whenever 11 is 
delermtned lhal an other-than-temporary impairmenl has occurred (which is unlikely unless credit losses on the receivables lar exceed Ihe anlicipaled level) 

Duke Energy Ohio retains servicing responsibilities for ils role as a mlleclion agent on the amounts due on the sold receivables However, Cinergy Recervables assumes 
the risk of colleclion on the purchased receivables wilhout recourse lo Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kenlucky in the event of a loss While no 
direcl remurse l o  Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kenlucky exists, these enlilies risk loss in Ihe event collections are no1 sufficient lo allow for lull 
recovery of their relained interests No servicing asset or liability is recorded since the servicing fee paid lo Duke Energy Ohio approximates a market rale 

The following lable shows lhe gross and ne1 receivables sold, relained interesls, purchased beneficial interest. sales, and cash flows during the period from lhe dale of 
acquislion (April 1,2006) lhrough December 31,2006 

Receivables sold as of December 31,2006 
Less: Relained inleresls 

(in millions) 
$ 573 

210 

Net recewables sold as of December 31,2006 
Purchased beneficial interesl 
Sales from April 1, 2006 through December 31, 2006 
Receivables sold 
Loss recognized on sale 
Cash flows from April 1,2006 throu 
Cash proceeds from sold receivables 
Colleclion fces received 2 
Return received on relained inleresls 23 

Cash flows from Ihe sale of receivables for the period from the dale of acquisition lhrough December 31, 2006 are reflecled within Operaling Aclivities on the Consolidated 
Statements of Cash Flows 

24. Other Income and Expenses, net 

The componenls of Olher Income and Expenses, net on Ihe Consolidated Stalements of Operations for Ihe years ended Demmber 31,2006,2005 and 2004 are as 
follows: 

For the years ended December 31, 

2006 2005 

(in millions) 
Income/(Expense) 

lnleresl income 0 
Foreign exchange gains (losses) 
Deferred relurns and AFlJDC 
Realued and unrealized mark-lo-maikel impad on dimnliriued hedges 
Income relaled lo a distnbulion from an inveslmenl a1 Crescent 
Olher 

190 $ 7s 

59 41 

Total 1 os 

2004 

$ 71 
22 
16 - 

$ 147 

25. Subsequent Events 

The spin-off of the nalural gas businesses was effective January 2 ,  2007 The new nalural gas company, which is named Speclra Energy, principally consists of Duke 
Energy's Natural Gas Transmission business segmenl, which includes Union Gas, and also includes 
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Duke Energy's 50% ownership inleresl in DEFS. Approximately $20 billion of assets, $13 billion of liabilities (which includes approximately $8 6 billion of debl issued by Speclra 
Energy Capital and its consolidated subsidiaries), and $7 billion of common slockholders' equily were dislributed from Duke Energy as of the date of the spin-off Assets and 
liabililies of entilies included iri Ihe spin-off of Speclra Energy were liansferred from Duke Energy on a hislorical cos1 basis or1 the dale of Ihe spin-off transaclion As a resull of 
the spin-off Iransaclion. on January 2, 2007, in lieu of adjusting the conversion ratio of the convertible debt. Duke Energy issued approximately 2 4 million shares of Spectra 
Energy common stock l o  holders of Duke Energy's converlible senior notes due 2023, consislent with the terms of the debt agreemenls The isuance of Speclra Energy 
shares to the converlible debl holders is expected lo resull in a pretax charge in Ihe range of $20 million to $30 million in Duke Energy's 2007 consolidaled slalemenl of 
operations The historical resulls of the natural gas businesses are expected lo be Irealed as disconlinued operalions at Duke Energy in future periods beginning wilh Ihe first 
quarter of 2007 The primary businesses remaining in Duke Energy posl-spin are Ihe U S Franchised Eleclric and Gas business segmenl. Ihe Commercial Power business 
segmenl, the International Energy business segrnenl and Duke Energy's effective 50% interesl in the Crescenl JV 

For information on other subsequent evenls, see Noles 1, 2.3,4,12, 17, 18 and 23 

First Second 
Third Fourth 

Quarter Quarter Quarter Quarter Total 
- - - _ _ _ _ -  

(In millions, except per share data) 
2006(a) 
Operating rcvenucs $3,106 $ 3,865 $ 4,143 $ 4,070 $15,184 

Ne1 incume 
Earninqs available for common stockholders 
E iarnings er share. 

Basic(!) $ 0 3 9  $ 029  $ 0 6 1  $ 0 3 1  $I 

717 775 1520 591 
868 309 41  606 1,824 

Earnings or common stockholders 866 307 
Earnings 

Basic( $ 091 $ 0.33 $ 0.04 $ 0.65 
$ 0 8 8  $ 032 $ 004 $ 063  $ 188  

(a) Operating revenues and operating income for quarterly periods in 2006 and 2005 have changed from prior filings as a resull of the classificalion of DEM from conlinuing 
operalions lo disconlinued operations for all periods presented 

Quarterly EPS amounts are meant to be sland-alone calculations and are no1 always additive lo full-year amount due lo rounding 

During Ihe first quarter of 2006, Duke Energy remrded the following unusual or infrequently occurring ilem: an approximale $24 million pre-tax gain on Ihe selllemenl of a 

(b) 

customet's transportation contract (see Nole 2) 

During Ihe second quarler of 2006, Duke Energy recorded ltie followirig unusual or infrequently occurririg ilerns: approximalely $55 million pre-lax charge relaled lo 
voluntaty and involuntary severance as a result of the merger wilh Cinergy (see Nole 12); an approximate $55 million pre-tax other-than-temporary impairment charge relaled 
to lnlemational Energy's investment in Campeche (see Nole 12) and Ihe i.ssuance of approximalely 373 million shares of common stock in iwnwclicx, wilh !he merger wilh 
Cinergy (see Note 1) 

During the lhird quarter of 2006, Duke Energy recorded Ihe following unusual or infrequenlly occurring ilems: an approximale $246 million pre-tax gain on the sale of an 
effective 50% interesl in Ihe Crescenl JV (set? Nole 2); and an approximate $40 million addilional gain on the sale of DENAs assets lo LS Power as a resull of LS Power 
obtaining certain regulalory approvals (see Note 13) 

During Ihe fourth quarter of 2006, Duke Energy recorded the following unusual or infrequently occurring items: an approximale $65 million pre-lax conlracl setllemenl 
negolialion reserve (see Note 17); an approximate $100 million pre-tax charge lo  eslablish a setllemenl reserve relaled lo the Cilrus liligalion (see Nole 17); approximately $75 
million of lax benefits (see Note 6); an approximale $25 million pre-lax gain on Ihe Sale of CMT (see Note 13); end an approximale $28 million pre-lax impairmenl charge a1 
International Energy as a resull of the pending sale of operalions in Bolivia (see Nole 12) 
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During the first quarter of 2005, Duke Energy recorded the following unusual or infrequently occurring items an approximate $0 9 billion (net of minonty interest of 
approximately $0 3 billion) pre-lax gain on sale of DEFS' wholly-owned subsidiary Texas Eastern Products Pipeline Company, LLC (see Note 2) an approximale $100 million 
pre-tax gain on sale of Duke Energy's limited partner interest in TEPPCO Partners. L P (see Note 2), an approximale $21 million pre-tax gain on sale of DENA's parttally 
completed Grays Harbor power plant in Washington State (see Note 2). an approximate $230 million of unrealfzed pre-tax losses on certain 2005 and 2006 derivative contracts 
hedging Field Services commodity pnce risk which were discontinued as cash flow hedges as a result of the anticipated deconsolidation of DEFS by Duke Energy (see Note 2), 
and an approximate $30 million mutual liability adjustment related to Bison which was an immaterial correction of an accounting error related to prior penods 

During the third quarter of 2005, Duke Energy recorded the following unusual or infrequently occurring items an approximate $ 1  3 billion pre-tax charge for the 
impairment of assets and the discontinuance of hedge accounting for certain positions at DENA, as a result of the decision lo exit substantially all 01 RENAs remaining assets 
and contracts outside the Midwsstern United Stales and certain contractual positions related to the Midwestern Asseis (see Note 13), an approximate $575 million pre-lax gain 
associated with Ihe transfer of 19 7% of Duke Energy's inlerest in DEFS to ConocoPhillips, Duke Energy's co-equity owner in DEFS, which reduced Duke Energy's ownership 
interest in DEFS from 69 7% to 50% (see Note 2). an approximate $105 million of unrealized and realized pre-tax losses on certain 2005 and 2006 derivative conlracts hedging 
Field Services commodity price nsk which were discontinued as cash flow hedges as a result of the deconsolidalion of DEFS by Duke Energy (see Note 2), and approximately 
$90 million of gains at Crescent due primarily to income related to a dislnbulion from an interest in a portfolio of office buildings and a large land sale 

a porkon of ,':e ;hirf&A: DEk%:kp:r:ei, attnbutabledtod~he ~ l ~ n ~  
including severance, retention and other transaction cosis al DENA (see Note 13) 

uring e ou qua e ro  ' , u e nergy recor e e o o i 
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SCHEDULE II-VALUATION AND QUALIFYING ACCOUNTS AND RESERVES 

Additions ('): 

Balance at 

Beginning 
Charged to 

Charged to Other 

Balance at 

End of 

of 
Period Expense Accounts Deductions(a) Period - - -  

(In millions) 

673 S 2,397 

December 31,2005 
Injunes and damages 
Allowance for doubtful amounts 
Other( b, 905 336 77 422 896 

1,162 245 96 598 905 

(a) 

(b) 

Principally cash payments and reserve reversals 

Principally insurance related reserves at Bison, uncertain tax provisions, litigation and other reserves, included in Olher Current Liabilities, or Deferred Credits and Other 
Liabilities on the Consolidated Balance Sheets. 

2006 balances include balances and activity related to Duke Energy's rnergerwilh Cinergy in April 2006 (c) 
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Item 9. Changes in and Disagreements with Accountants on  Accounting and Financial Disclosure. 

None 

Item 9A. Controls and Procedures. 

Disclosure Controls and Procedures 

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

Chsclosure controls and procedures include, without limitation, controls and procedures deslgned to provide reasonable assurance that information required to be 
disclosed bv Duke Enerov in the reoorts it files or submits under the Exchanae Act is accumulated and communicated to manaaemenl. lnctudina the Ghiet txeculive uiiicer 
and Chief gnancial Officer, as appiopriate to allow timely decisions regarding required disclosure. 

Under the supervision and with the participation 01 management. including the Chief Executive Officer and Chief Financial Officer, Duke Energy has evaluated the 
effectiveness of its disclosure amlrols and procedures (as such term is defined in Rule 13a-l5(e) and 15d-15(e) under the Exchange Acl) as of December 31, 2006. 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 lhal information requiring disclosure is recorded, processed, summarized, and reported wilhin Ihe limeframe specified by the SEC's rules and forms 

Changes In Internal Control over Financial Reportlng 

Under the supervision and with the participation of management, including the Chief Executive Offioer and Chief Financial Officer, Duke Energy has evaluated changes in 
inlemal conlrol over financial reporting (as such term is defined in Rules 13a-l5(f) and 15d-l5(f) under the Exchange Act) that occurred during the fiscal quarter ended 
December 31,2006 and, other than the Duke Energy and Cinergy merger discussed below, found no change that has materially affected, or is reasonably likely to materialty 
affect, internal control over financial reporting 

On April 3,2006, the previously announccd mcrgcr behcen Duke Energy and Cinergy was consummated Duke Encrgy is in proccss of integrating Cincrgy's operations 
and has included Cinergy's activity in its evaluation of internal control over financial reporling pursuant to Section 404 of the Sarbanes-Oxley Act of 2002 See Notes 1, 2 and 3 
to the Consolidated Financial Statements for additional information relating to the merger 

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 conlrol over financial reporting, as such ferm is defined in 
Exchange Act Rules 13a-I5(f) and 15d-15(0 Oui internal control system was designed lo provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes. in accordance with generally accepted accounting principles Because of inherent limitations. internal control over 
financial reporting may not prevent or detect misstatements Also projections of any evalualion of effectiveness to fulure periods are subiecl lo the risk lhal controls rnav 
become inadequale because of changes in conditions. or that the degree of compliance with policies and procedures may deleriorate 

Duke Energy's management, including our Chief Executive Officer and Chief Financial Officer, has conducted an evaluation of the effecliveness of our internal control over 
financial reporting as of December 31,2006 based on the framework in Internal Control-Inlegrated Framework issued by the Commitlee of Sponsoring Organizalions of the 
Treadway Commission Based on that evaluation, management concluded lhat our internal control over financial reporting was effective as of December 31, 2006 

Daloilte & Touche LLP, our independent registered public accounling firm, has issued an attestation report on management's assessment of our internal control ovei 
financial reporting. That rcport immediatcly fo l low 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Stockholders of Duke Energy Corporalion 

We have audited management's assessment, included in the accompanying Management's Annual Report on Internal Control Over Financial Reporting, that Duke Energy 
Corporation and subsidiaries (Ihe "Company") maintained effective internal control over financial reporting as of December 31,2006, based on criteria established in lnfernal 
Control--lnfegrafed Framework issued 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 conlrol over financial reporting Our responsibility is lo 
express an opinion on management's assessment and an opinion on the effecliveness of the Company's internal control over financial reporting based on our audil 

We conducled our audit in accordance wilh Ihe standards of the Public Company Accounting Oversight Board (United Stales) Those standards require that we plan and 
j v e  inlernal control over financial reporting was maintained in all material respects. Our audil included 

gbtaining an understanding of inlernal control over financial reporting, evalualing managernenl's assessment, testing and evaluatlng me design an-ss ui  
inlernal conlrol. and performing such other procedures as we considered necessary' in the circumstances We believe that our audit provides a reasonable basis for oiir 
opinions 

A company's inlernal conlrol over financial reporting is a process designed by, or under the supervision of, the company's principal executive and principal financial 
officers, or persons performing similar functions, and effected by Ihe company's board of directors, management, and other personnel to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial stalemants 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 
end fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary lo permil 
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 wilh authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized 
acquisilion, use. or disposition of the company's assets that could have a material effect on the financial statements 

Because of the inherenl limilations of internal control over financial reporting. including the possibility of collusion or improper managemenl override of controls. material 
missfalements due to error or fraud may not be prevented or delected on a limely basis Also, projections of any evaluation of t he  effecliveness of the inlemal control over 
financial reporting lo fulure periods are subjecl lo the risk that the controls may become inadequate because of changes in conditions, or lhat the degree of compliance wilh Ihe 
policies or procedures may deteriorate 

In our opinion, management's assessment that Ihe Company mainiained effective internal control over financial reporting as of December 31, 2006, is fairly stated. in all 
material respects, based on Ihe criteria established in lntemal Control-lnfegraled Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission. Also in our opinion, the Company maintained, in all material respects, effective internal conlrol over financial reporting as of December 31, 2006, based on the 
criteria established in lntornal Control-lntegrafcdFnrncworlc issued by the Committee of Sponsoring Organizations of the Treadway Cornmission 

We have also audited. in accordance wilh Ihe standards of the Public Company Accounting Oversight Board (United States). the consolidated financial statements and 
financial statement schedule as of and for the year ended December 31,2006 of the Company and our report dated March 1,2007 expressed an unqualified opinion on those 
financial statements and financial slatement schedule and included explanatory paragmphs regarding the Company's adoption of a new accounting standard and the January 
2,2007 spin-off of the company's natural gas businesses 

/s/ DELOITTE & TOUCHE LLP 

Charlolte. North Carolina 

March 1,2007 
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Item I O .  Directors, Executive Officers and Corporate Governance. 

Reference to "Executive O f f i i r s  of Duke Energy" is included in "Item 1 Busines" of this reporl Information in response lo this item is incorporated by reference to Duke 
Energy's Proxy Statement relating to Duke Energy's 2007 annual meeting of shareholders 

Item 11. Executive Compensation. 

Information in response to this Item is incorporaled by reference to Duke Energy's Proxy Statement relaling to Duke Energy's 2007 annual meeting of shareholders 

item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters. 

9 Pcoxv Sahmdx&t ing to Duke Enerqv's 2007 annual meeting of shareholders. 

This lable shows information about securities to be issued upon exercise of oulslanding oplions, warrants and rights under Duke Energy's equily compensation plans, 
along w l h  the wcightcd-average cxcrcisc pricc of thc outstanding options, warrants and rights and thc number of securitics remaining availablo for future issuance under the 
plans 

Number of securities 
remaining available 

Number of securities t o  be exercise price compensation plans 
Weighted-average under equity 

issued upon exercise of of (excluding 
outstandlng options, outstandlng optlons, securltles 
warrants and rtghtsl warrants and rights1 reflected In column la11 

Plan Category (a) (b) (c) 

Equity wmpensation plans approved by security holders 
Equity wmpcnsation plans not approved by sccurily hold None 

Total 59,978,000 

59,978,0003 

1 Duke Energy has not granted any warrants or rights under any equity compensation plans Amounts do not include 5,409,873 outstanding options with a weighted 
average exercise price of $24 27 assumed in connection with various mergers and acquisitions. 

Does no1 include 6,222,165 shares of Duke Energy Common Stock to be issued upon vesting of phantom stock and performance share awards outstanding as of 
December 31,2006 

Includes 14,978,000 shares remaining available for issuance for awards of restricted slock, performance shares or phantom stock under the Duke Energy Corporation 
2006 Long-Term lncentke Plan 

Does not include 516,435 sharcs of Dukc Energy Common Stock to be issued upon vesting of phantom stock and pcrformance share awards outstanding as of 
December 31,2006 

2 

3 

4 

Item 13. Certain Relatlonships and Related Transactions, and Director independence 

Information in response to this item is incorporaled by reference to Duke Energy's Proxy Statement relating to Duke Energy's 2007 annual meeting of shareholders 

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 2007 annual meeting of shareholders 
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PART IV 

Item 15. Exhibits, Financial Statement Schedules. 

(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 Stalemenls 

Consolidated Slalements of Operations for Ihe Years Ended December 31, 2006, 2005 and 2004 

Consolidated Statements of Cash Flows for the Years Ended December 31,2006.2005 and 2004 

Consolidaled Slatements of Common Stockholders’ Equily and Comprehensive Income for the Years ended December 31, 2006,2005 and 2004 

Notes l o  lhe Consolidaled Financial Statements 

Quarterly Financial Dafa, as revised (unaudited, included in Nole 26 to ihe Consolidated Financial Slatemenls) 

Consolidated Financial Slalemenl Schedule Il-Valuation and Qualifying Accounls and Reserves for the Years Ended December 31, 2006. 2005 and 2004 

Report of Independent Registered Public Accounting Firm 

Seperale Financial Slatements of Subsidiaries no1 Consolidated Pursuant lo Rule 3-09 of Regulation S-X: 

TEPPCQ Partners. L.P : 

Report of Independent Registered Public Accounting Firm 

Consolidated Balance Sheels as of December 31,2005 and 2004 

Consolidated Statements of Income for Ihe Years Ended December 31,2005,2004 and 2003 

Consolidated Statemenls of Cash Flows for the Years Ended December 31,2005,2004 and 2003 

Consolldated Slatemenls of Partners’ Capital for the Years Ended December 31,2005,2004 and 2003 

Consol~daled Statements of Comprehensive Income for lhe Years Ended December 3 1,2005.2004 and 2003 

Notes to Consolidaled Financial Statements 

All other schedules are ornilled because lhey are no1 required, or because lhe required informalion is included in the Consolidated Financial Slalemenls 01 Noles 

The consolidaled financial slatemenls of DCP Midstream. LLC (forrneriy Duke Energy Field Services, LLC). Duke Energy’s 50150 joint venture wilh ConocoPhillips. 
required lo he included in this report ptlrsuanl lo Rule 3-09 of Regulation S-X are to be filed by amendment no laler than March 31, 2007 

(c) Exhibi lsSee Exhibit Index immedialely following the signature page 
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SlGNATlJRES 

Pursuant to the requlrernents of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its 
behalf by the undersigned, thereunto dulyatithorized 

Dale: March 1,2007 

DUKE ENERGY CORPORATION 

(Registrant) 

By: IS/  JAMESE ROGERS 

JarrtesE Rogers 

Chairman, Presidenl ana 

Chief Executive Officer 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on  behalf of the registrant 
and in the capacities and on the date indicated. 

(i) James E Rogers' 

Chairman, Presidenl and Chief Exectilive Officer (Principal Executive Officer and Direclor) 

(ii) /s/ David L Hauser 

Group Execulive and Chief Financial Officer (Principal Financial Officer) 

(iii) Sleven K Young' 

Senior Vice President and Controller (Principal Affiounting Officer) 

(iv) William Earnel, 111. 

Direclor 

G Alex Eernhardl. Sr * 

Director 

Michael G Browning' 

Director 

Phillip R Cox' 

Director 

Ann Maynard Gray* 

Director 

James H Hance. Jr 

Direclor 

James T Rhodes' 

Direclor 

Mary L Schapiro' 

Director 

Dudley S lafl' 

Direclor 
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Date: March 1.2007 

David L Hauser, by signing his name herelo, does hereby sign this document on behalf of the regislrant and on behalf of each of the above-named persons previously 
indicated by asterisk pursuant to a power of attorney duly executed by Ihe registrani and such persons, filed wilh the Securities and Exchange Commission as an exhibil hereto 

By: /sf DAVID L HAIJSER 

Attorney-In-Fact 
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CONSOLIDATED FINANCIAL STATEMENTS OF 

TEPPCO PARTNERS, L P 

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS 

- 
Consolidaled Financial Slalemenls: 

pei’ort of Iiirlem?ndenl Reqislererl Public Accoirnlinci F i r q  
Consolidaled Balance Sheels as 01 December 31, 2005 and 2004 (3s reslaledL 
Consolidaled Statements of liicoine for Ihe vears ended December 31, 2005, 2004 (as reslated) and 2003 (as leslaled) 
Consolidaled Slalemenls of Cash Floiws for llie years ended December 31, 2005. 2004 (as reslaled) and 2003 (as reslaled) 
Consolidaled Statements of Parliiers’ Capltal for the veais ended December 31, 2005, 2004 (as reslaled) and 2003 (as restated) 
Consolidated Statetnenls of Cornwehensive iiicorne for Ihe years ended December 31, 2005, 2004 (as reslaled) and 2003 (as reslaletlL 
Notes lo Coiisolidaled Financial Slalernenls 

F-1 

F-2 
F-3 
F-4 
F-5 
F-6 
F- 7 
F-8 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Partners 01 TEPPCO Partners, L P : 

We have audlted the accompanying consolidated balance sheets of TEPPCO Partners, L P and subsidiaries as of December 31,2005 and 2004, and the related 
consolidated statements of income, parlners' capital and comprehensive income, and cash flows lor each of the years in the three-year period ended December 31,2005 
These consolidaled financial slalemenls are Ihe responsibility of the Partnership's management Our responsibility is lo express an opinion on these consolidated financial 
statements based on our audils 

We conductcd our audits in accordance with tho slandards of the Public Company Accounting Oversight Board (United Slatcs) Thosc standards require lhal we plan and 
perform the audil to obtain reasonable assurance about whether lhe financial statements ere free of material misstatement An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements An audil also includes assessing Ihe accounting principles used and significant estimales made 
by management, as well as evaluating Ihe overall linancial statement presentation We believe that our audits provide a reasonable basis for our opinion 

In our opinion, the consolidated financial statements referred lo above present fairly, in all material raspecls. the linancial position of TEPPCO Partners. L P and 
subsidiaries as of December 31, 2005 arid 2004. and Ihe results of their operations and their cash llows for each of Itie years in the three-year period ended December 31. 
2005, in corilormily wilt1 U S generally accepled accounting principles 

As discussed in Note 20 to the consolidated financial statements, the Partnership has restated ils consolidated bafance sheet as of December 3 1 ,  2004, and the related 
consolidated stalemenls of income, partners' capilal and comprehensive income. and cash flows lor the years ended December 31, 2004 and 2W3 

KPMG LLP 

Houslon, Texas 

February 28,2006. excepl lor the elfecls of discontinued operations, 

as discussed in Note 5, which is as of June 1, 2006 
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Consolidated Balance Sheets 

(in thousands) 

December  31, 

n c e  for doublful accounls  of S250 and $1 12) 

and accrued  habilllies 

Scc accompanying Nolcs lo Consolidatcd Financial S l a l c m c n l s  
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Consolidated Statements of Income 

(in thousands, except per Unit amounts) 

Years Ended December 31, 

(as  restated) (as  reslaled) 
2005 zoo4 zoo3 

Transpoitalion-ReRned products 
Transporlaliorr-CPGs 
Transpoi ta l ion4wde oil 

--.--__.-- 

See accompanying Notes lo Consolidaled Financial Statements 
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TEPPCO PARTNERS, L P 
- 

Consolidated Statements of Cash Flows 

(in thousands) 

Years Ended December 31. 

2005 2004 2003 
(as restaled) (as restated) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income $ 162.551 $ 138,548 $ 

See accompanying Notes lo Consolidated Financial Statemenls 

F-5 

Source. Duke Energy Holding, 10-K, March 01, 2007 



TEPPCO PARTNERS, L P 

Consolidated Statements of Partners' Capital 

(in thousands, except Unit amounts) 

Accumulated 
Outstanding General Limited Other 

Partner Units Interest Interests (Loss) Income Total 
Limited Partners Partners' Comprehensive 

889.449 
Issuance of Limited Partner Units, net 9,101,650 - 285,461 __ 285,461 
Retirement of Class B units (1 1,175) - (1 1,175) 
Net income on cash flow hedge 16,164 16,164 
Reclassification due to disconiinued portion 01 cash flow hedge 
2003 net income allocation 
2003 cash dishbutions 
Issuance of Limited Partner Units w o n  cxcrcisc of options 87,307 2 2.045 __ 2,047 

62.998.554 18.9501 1.114.661 12.9021 1.102.809 Partners' capital at December 31. 2003 las  restatedl 

Changes in fair values of crude oil hedges __ - - 1 1  11 
2005 net income allocation 7,579 14.972 162,551 
2005 cash distributions - (73.185) ( 1  77,916) - (251.101) 

Partners' capital at December 31.2005 69.963.554 $/61.407) $ 1,262,846 5 11 $1.201.370 

See accompanying Notes to Consolidated Financial Statements 

F-6 

Source. Duke Energy Holding, 10-K, March 01,2007 



Consolidated Statements of Comprehensive Income 

(in thousands) 

Years Ended December 31, 

2005 2004 2003 
(as reslated) (as restaled) 

Net inwme 
Ne1 tii[x)riie UII  c a w  Iluvi tiedcies 1 1  - 16,164 

Comprehensive income $162,562 $ 138,548 $ 137.944 

See accompanying Notes to Consolidated Financial Statements 
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TEPPCO PARTNERS, L P 

Notes To Consolidated Financial Statements 

Note 1. Partnership Organization 

TEPPCO Partners. L.P (the "Partnership"), a Delaware limited partnership. is a master limiled partnership formed in March 1990 We operate lhrough TE Producls 
Pipeline Company, Limiled Partnership CTE Products"), TCTM. L P ("TCTM") and TEPPCO Midstream Companies, L P ('TEPPCO Midstream'? Collectively, TE Producls, 
TCTM and TEPPCO Midstream are referred lo as the "Operating Partnerships " Texas Easlern Products Pipeline Company, LLC (the "Company" or"Genera1 Partnet'), a 
Delaware lirniled liabilily company, serves as our general partner and owns a 2% general partner interest in us 

On July 26,2001, the Company restructured ils general partner ownership of Ihe Operaling Parlnerships to cause them lo be indireclty wholly owned by us. TEPPCO GP. 
Inc ('TEPPCO GP"), our subsidiary, succeeded Ihe Company as general partner of lhe Operating Partnerships All remaining parlner inleresls in the Operaling Partnerships 
no1 already owned by us were lransfened to us In exchange for Ihis contribulion. the Company's interest as our general partner was increased lo 2% The increased 
percentage is Ihe economic equivalenl of the aggregate inleresl that the Company had prior lo the restructuring through its combined interests in us and Ihe Operating 
Partnerships As a result, we hold a 99 999% limiled partner inlerest in the Operaling Partnerships and TEPPCO GP holds a 0 001% general partner interest This 
reorganization was undertaken lo simplify required financial reporting by the Operaling Partnerships when the Operating Partnerships issue guarantees of our deb1 

Through February 23, 2005, Ihe General Parlner was an indirecl wholly owned subsidiary of Duke Energy Field Services, LLC CDEFS'?. a joint verilure belweerl Duke 
Energy Corporation ("Duke Energy'? and ConocoPhillips. Duke Energy held an inlerest of approximately 70% in DEFS, and ConocoPhillips held Ihe remaining inlerest of 
approximately 30% On February 24, 2005, Ihe General Partner was acquired by Dfl GP Holdings L P (formerly Enterprise GP Holdings L P ) ("DFI'?, an affiliate of EPCO, Inc 

~ n ~ e ~ h ~ n ~ ~ ~ ~ ~ ~ '  
adminisIralive services agreement. EPCO performs all management, administralive and operaling functions required for us, and we reimburse EPCO for all direct and indirect 
expenses that have been incurred in managing us As a result of the sale of our General Partner, DEFS and Duke Energy continued lo provide some administralive services for 
us for a period of up lo one year afler the sale, at which lime, we assumed these services In conneclion with us assuming Ihe operations of certain of the TEPPCO Midstream 
assets from DEFS, certain DEFS employees became employees of EPCO effective June 1,2005 

. .  " 

AI formation in 1990, we completed an initial public offering of 26,500,000 unils representing Limited Partner Interests ("Limiled Partner Unils") a1 $10.00 per Limited 
Partner Unil In connection wilh our formalion, the Company received 2,500,000 Deferred Participation lnlerests CDPls") Effective April 1, 1994, the DPls were converted to 
Limited Partner Units, bul lhey have no1 been lisled for trading on the New York Slock Exchange These Limiled Partner Units were assigned to Duke Energy when ownership 
of the Company was transferred from Btke Energy lo DEFS in 2000 On February 24, 2005, DFI entered into an LP Unil Purchase and Sale Agreement with Duke Energy and 
purchased these 2,500.000 Limited Partner Units for $104 0 million As of December 31, 2005, none of lhese Limited Partner Unils had been sold by DFI 

AI December 31, 2005. 2004 and 2003, we had oulstanding 69,963,554, 62,998,554 and 62,998,554 Lirniled Partner LJnils, respeclively. At December 31, 2002, yvc: had 
outstanding 3.916.547 Class B Limiled Partner llnits (Class 6 Units"). which were issued lo Duke Energy Transport and Trading Company, LLC CDETTCO) in conneclion 
wilh an acquisition of assets inilially acquired in 1998 On April 2. 2003. we repurchased and relired all of the 3,916,547 previously outslanding Class B Units wilh proceeds 
from Ihe issuance of additional Limiled Partner Unils (see Note 11) Colleclivety. the Limited Partner tJnits and Class B Unils are referred lo as "Units" 

As used in lhis Report. 'he,'' "us,""our," the "Partnership" and "TEPPCO mean TEPPCO Partners, L P and, where Ihe context requires, include our subsidiaries 

We reslated our consolidated financial slalements and related financial information for the years ended December 31, 2004 and 2003. for an accounting coneclion In 
addition. the reslalement adjustment impacted quarterly periods with the fiscal years ended December 31,2005, 2004 and 2003 See Note 20 for a discussion of Ihe 
restatemenl adjustmenl and the impact on previousb issued financial slatemenls 

Note 2. Summary of Significant Accounting Policies 

We edherc to lhc following significant accounting policies in the preparalion of our consolidated financial statemenls 

Basis of Presentation and Principles of Consolidation. Throughout Ihe consolidaled financial slatemenls and accompanying notes, all referenced amounts related to 
prior periods reflect the balances and amounts on a restated basis The financial slalemenls include our accounls on a consolidated basis We have eliminaled all significant 
inlercompany items in consolidation We have reclassified 
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TEPPCO PARTNERS, L P 

Notes To Consolidated Financial Statements-(Continued) 

certain amounts from prior periods to conform to the current presentation Our results for the years ended December 31 ~ 2005 and 2004 reflect the operations and activities of 
Jonah Gas Gathering Company's Pioneer plant as discontinued operations 

l lse of Estimates. The preparalion of financial statements in conformity with generally accepted accounting principles in the United Stales requires our management to 
make eslimales and assumplions lhal affect the reported aniounls of assels arid liabilities and disclosure of conlingenl assels and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the reporting periods Allhough we believe these estimates are reasonable, actual results could differ 
from those estimates 

Buslness Segments We operate and report in three business segments: transportation and storage of refined pruducls. liquefied petroleum gases ("LPGs') and 
petrochemicals ("Downstream Segmenl'?; gathering, transportation, marketing and storage of crude oil and distribution of lubrication oils and specialty chemicals ('Upstream 
Segment"); and gathering of natural gas, fractionation of natural gas liquids ("NGLs") and transportation of NGLs ("Midstream Segment") Our reportable segments offer 
different products and services and are managed separately because each requires different business strategies 

Our interstate transportalion operations, including rates charged to customers, are subject to regulations prescribed by the Federal Energy Regulatory Commission 
("FERC) We refer to refined products, LPGs, pelrochemimls, crude oil, NGLs and nalural gas in this Report, collectively, as "petroleum products" or "products " 

Revenue Recognition. Our Downstream Segment revenues are earned from transportation and storage of refined products and LPGs, intrastate transportation of 
petrochemicals, sale of product inventory and other ancillary services Transportation revenues are recognized as products are delivered lo cuslomeffi storage revenues are 
recognized upon receipl of products into slorage and upon performance of storage services Terminaling revenues are recognized as products are out-loaded. Revenues from 
the sale of product inventory are recognized when the products are sold 

Our Upstream Segment revenues are earned from gathering, transportation. marketing and storage of crude oil, and distribution of lubrication oils and specially chemicals 
principally in Oklahoma, Texas, New Mexico and the Rocky Mourilain regiori Revenues are also generated from trade documentation and pumpover services, primarily a l  
Cushing. Oklahoma, and Midland, Texas Revenues are accrued at the lime title l o  the producl sold transfers Io the purchaser, which typically occurs upon receipt of the 
producl by the purchaser, and purchases are accrued at the time title l o  the product purchased transfers lo our crude oil marketing company, TEPPCO Crude Oil, L P ("TCO), 
which typically occurs upon our receipt of the product Revenues related to trade documentation and pumpover fees are recognhed as services are completed 

Except for crude oil purchased from time to time as inventory, our policy is lo purchase only crude oil for which we have a market to sell and lo slructure sales contracts so 
lhat crude oil price fluclualions do not materially affect the margin received As we purchase crude oil, we eslablish a margin by selling crude oil for physical delivery to third 
party users or by entering into a fulure delivery obligation Through lhese transactions, we seek lo maintain a position that is balanced between crude oil purchases and sales 
and future delivery obligations Howver,  certain basis risks (the risk that price relationships behveen delivery points, classes of products or delivery periods will change) cannot 
be completely hedged 

Our Midstream Segment revenues are earned from the gathering of natural gas, transportation of NGLs and fractionalion of NGLs. Gathering revenues are recognized as 
natural gas is received from Ihe customer Transportalion revenues are recognized as NGLs are delivered to customers Revenues are also earned from lhe sale of condensate 
liquid extracted from the natural gas stream to an Upstream Segment marketing affiliale Fractionalion revenues are recognized ratably over the contract year as products are 
delivered We generally do not take title lo Ihe natural gas gathered, NGLs transported or NGLs fractionated, with the exception of inventory imbalances discussed in "Natural 
Gas Imbalances "Therefore, the results of our Midstream Segmenl are not directly affected by changes in the prices of natural gas or NGLs 

Cash and Cash Equivalents. Cash equivalents are defined as all highly rnarketable securities with malurities of three months or less when purchased. The carrying value 
of cash and cash equivalents approximate fair value because of the short term nalure of these investments 
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TEPPCO PARTNERS, L P 

Notes To Consolidated Financial Statements-(Continued) 

Allowance for Doubtful Accounts. We establish provisions for losses on accounts receivable if we determine that we will not collect all or part of the outstanding 
balance Collectibilily is reviewed regularly and an allowance is established or adjusted, as necessary, using the specific identification method. The following table presents the 
activity of our allowance for doubtful accounts for the years ended December 31, 2005, 2004 and 2003 (in thousands): 

Years Ended December 31. 
2005 2004 2003 - 

Balance at beginning of period 
Charges to expense 
Deduclions and other 

Balance at end of period 

Inventories. Inventories consist primarily of petroleum products and crude oil, which are valued at the lower of cos1 (weighted average cost method) or market. Our 
Downstream Segment acquires and disposes of various products under exchange agreements Receivables and payables arising from these transactions are usually satisfied 
with products rather than cash The net balances of exchange receivables and payables are valued at weighted average cost and included in inventories Inventories of 
materials and supplies, used for ongoing replacements and expansions, are carried at the lower of fair value or cost 

ProDertv. Plant and Equipment. We record mopem/, plant and equipment at Its acquisition cost Additions to property, planl and equipment, including major 
replacements or betterments. are recorded at cost We charge replacements and renewals of minor items of properly thal do not materially increase values or extend usetul 
lives lo mairileriarice expense Depreciation expense ts computed on the straight-line method using rates based upon expected useful lives of various classes of assets 
(ranging lrom 2% to 20% per annum) 

We evaluate impairment of long-lived assets in accordance with Statement of Financial Accounting Standards (“SFAS”) No 144, Accounting for the Impairment or 
Disposal of Long-Lived Assets Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset 
may not be recoverable Recoverability of the carrying amount of assets lo be held and used is measured by a comparison of the carrying amount of the asset to estimated 
future net cash flows expected to be generated by the asset If such assets are considered lo be impaired, the impairment lo be recognized IS measured by the amounl by 
which the carrying amount of the assets exceeds the estimated fair value of the assets Assets lo be disposed of are reported at the lower of the carrying amount or eslimated 
fair value less costs to sell 

Asset Retirement Obligations. In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No 143, Accounting for Asset Retirement Obligations 
SFAS 143 requires us to record the fair value of an asset retirement obligation as a liability in thc period in which we incur a legal obligation for the retirement of tangible 
long-lived assets A corresponding asset is also recorded and depreciated over the life of the asset. After the initial measurement of the asset retirement obligation, Ihe liability 
will be adjusted al the end of each reporting period to reflecl changes in the estimated future cash flows underlying the obligation Determination of any amounts recognized 
upon adoption is based upon numerous eslimates and assumptions, including future relirement costs. future inflation rates and the credit-adjusted risk-free interest rates. 

The Downstream Segment assets consist primarily of an interstate trunk pipeline system and a series of storage facilities that originate along the upper Texas Gulf Coast 
arid extend through Ihe Midwest and northeastern Uniled States We transport refined products. LPGs arid petrochemicals through the pipeline syslern. These products are 
primarily received in the south end of the system and stored andlor transported lo various points along the system per cuslorner norninalions. The Upstream Segment’s 
operations include purchasing crude oil from prOdlJCerS at the wellhead and providing delivery. storage and other services to its customerj The properties in the Upstream 
Segment consist 01 interstate trunk pipelines, pump stations. trucking facilities, storage tanks and various gathering systems primarily in Texas and Oklahoma The Midstream 
Segment gathers natural gas from wells owned by producers and delivers natural gas and NGLs on its pipeline systems, primarily in Texas, Wyoming. New Mexico and 
Colorado The Midstream Segment also owns and operates two NGL fractionator facilities in Colorado 

We have completed our assessment of SFAS 143, and we have determined that we are obligated by contractual or regulatory requirements lo remove certain facilities 01 
perform other remediation upon retirement of our assets However, we are not able to reasonably determine the fair value of the asset retirement obligations for our trunk, 
inlerstate and gathering pipelines and our surface facilities, since future dismantlement and removal dates are indeterminate 

In ordcr to dctenine a rcmoval datc for our gathering lines and rclated surface assets, reserve information regarding the production lifc of the specific field is required As 
a transporter and gatherer of crude oil and natural gas, we are not a producer of the field reserves, and we therefore do not have acceSS to adequate forecasts lhat predict the 
timing of expected production for existing reserves on those fields in which we gather crude oil and natural gas. In the absence of such information. we are not able to make a 
reasonable 
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estimale of when future dismanllement and removal dates of our gathenng assets wII occur With regard to our trunk and interstate pipelines and lheir related surlace assels. it 
is impossible lo predicl when demand for lransporlalion 01 the related products will cease Our righl-of-way agreemenls allow us to maintain the nghl-of-way ralher lhan 
remove the pipe In addilion, we can evaluateour trunk pipelinesfor alternalive uses, which can be and have been found 

We will record such assel ieliieinenl obligalioiis in Ihe period in which more iriformalion becomes available lor us lo reasonably eslirnale Ihe selllement dales of the 
relirement obligations The adoption 01 SFAS 143 did no1 have an effect on our financial position results of operalions or cash flows 

Capitalization 01 Interest We capilalize inleresl on borrowed funds relaled to capital projects only for periods thal activilies are in progress to bring lhese projecls lo their 
inlended use The weighled average rate used lo capilalize interest on borrowed funds was 5 73%. 5 749’0 and 6 50% for the years ended December 31, 2005,2004 and 2003, 
respeclively During the years ended December 31, 2005. 2004 and 2003, the arnounl of interest capitalized vms $6 8 million, $4 2 million and $5 3 million, respectively 

Intangible Assets. Intangible assels on the consolidated balance sheets conssl primarily of galhenng conlrads assumed in the acquisition of Jonah Gas Galhering 
System (“Jonah”) on September 30,2001, and the acquisition of Val Verde Gathering System (“Val Verde”) on June 30, 2002, a fractionation agreemenl and other intangible 
assets (see Note 3) Included in equity inveslments on the consolidated balance sheets are excess inveslments in Cenlennial Pipeline LLC (‘Cenlennial? and Seaway Crude 
Pipeline Company (‘Seaway 3 

In conneclion with the acquisitions of Jonah and Val Verde, we assumed contracts thal dedicate future produclion from natural gas wells in the Green River Basin in 
Wyoming, and we assumed fixed-term mntracls wilh cuslomers thal gather coal bed methane (“CBM”) from the San Juan Basin in New Mexico and Colorado, respectively 
The value assigned lo these inlangible assets relates to contracls wth cuslomers lhat are for either a fixed term or which dedicate tolal future lease production to the galhenng 
system These inlangible assets are amortized on a unit-of-production basis, based upon the actual throughput of the system over the expecled tolal lhroughpul for Ihe lives of 
the contracts Revisions lo l l ie iinil-of-production estimates may occur as additional produclion information is made available lo us (see Nole 3) 

Iri corineclion witti llie purchase o l  Ihe lractionalion facilities in 1998, we entered inlo a fraclionation agreernenl wilh DEFS The fractionalion agreemenl is being amortized 
on a straighl-line basis over a period of 20 years which is lhe term of the agreemenl with DEFS 

In conneclion with the acquisition of crude supply and transportalion assels in November 2003, we acquired inlangible customer contracls for $8 7 million, which are 
amortized on a unil-of-prodticlion basis (see Nole 5) 

In conneclion with !he formation of Centennial. we recorded excess inveslment, Ihe majority of which is amorlized on a unit-of-production basis over a period of 10 years 
In conneclion wilh the acquisition of our interesl in Seaway, we recorded excess investment, which is amortized on a slraight-line basis over a period of 39 years (see Nole 3) 

Goodwill. Goodwill represents the excess of purchase price over fair value of net assels acquired and is presented on Ihe consolidated balance sheets net of 
accumulated amortization We accounl for goodwill under SFAS No 142, Goodwill and Other Intangible Assets, which was issued by Ihe FASB in July 2001 (see Note 3). 
SFAS 142 prohibits amorlizalion of goodwill and inlangible assetswith indefinite useful lives, but instead requires tesling for impairmenl at least annually SFAS 142 requires 
that inlangible assels with definite useful lives be amortized over lheir respective estimated useful lives Beginning January 1 ,  2002, effeclive with the adoption of SFAS 142, we 
no longer record amortization expense related lo goodwill 

Environmental Expenditures. We accrue for environmental cosls that relate to existing condilions caused by past operations. Environmental costs include inilial site 
surveys and environmental studies of polentially conlaminated siles, costs for remedialion and resloralion of sites delemined lo be contaminated and ongoing monitoring 
costs. as well as damages and other costs, when estimable. We monilor Ihe balance of accrued undiscounled environmenlal liabilities on a regular basis. We record liabilities 
for erivironriienlal cosls al  a specific site when our liability for such cosls is probable and a reasonable eslimale 01 Ihe associaled cosls car1 be made Adjuslments lo initial 
estimates are recorded, from lime lo lime, Io reflecl changing circumstances and estimates based upon addilional information developed in subsequent periods Estimales of 
our ultimale liabililies associated with environmental cosls are particularly dilficull to make with cerlainty due to the number of variables involved. including Ihe early slage of 
investigalion al certain siles. the lenglhy lime frames required lo complete remedialion allernalives available and Ihe evolving nature of environmenlal laws and regulalions 
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The following lable presenls the activity of our environmenlal reserve for lhe years ended December 31, 2005, 2004 and 2003 (in Ihousands): 

Years Ended December 31. 
2005 2004 2003 - 

Balance a1 beyinning of period $5,037 639 
Charges to expense 2,530 ,178 
Dediiclions and olher (5.1201 (7.780) 

Balance a1 end of penod $2.447 3 5,037 $ 7.639 - 
Natural Gas Imbalances Gas imbalances occur when gas producers (customers) deliver more or less actual natural gas galhering volumes lo our galhering syslems 

than they originally nominated Actual deliveries are diflerenl from nominated volumes due lo fluctuations in gas produclion at llie wellhead If llie customers supply more 
rialural gas gallieiing volurnes than Ihey nominaled. Val Verde and Jonah record a payable for ltie arnounl due lo cusloniers and also record a receivable for Ihe same amounl 
due from connecting pipeline lransporlers or shippers To the exlenl lhat lhese amounts are not cashed oul mnlhly on Val Verde. i f  the cuslomers supply less nalural gas 
galhering volumes lhan lhey nominated, Val Verde and Jonah record a receivable reflecting Ihe amounl due from customers an 
connecting pipeline transporters or shippers We record natural gas imbalanoes using a mark-io-markel approach 

ayable for the same amount due to 

Income Taxes We are a limiled partnership As such, we are not a taxable enlily for federal and slale income lax purposes and do not direclly pay federal and slate 
income tax Our taxable income or loss, which may vary subslanlially from the net income or ne1 loss we report in our consolidated slatements of income, is includable in Ihe 
federal and stale income tax relurns 01 each unilholder Accordingly, no recognition has been given lo federal and slate income taxes for our operations The aggregate 
difference in the basis of our ne1 assets for financial and lax reporting purposes cannol be readily delermined as we do no1 have access lo information aboul each unilholders' 
tax atlribules in the Partnership 

Use of Derivatives. We account for derivative financial instruments in accordance with SFAS No 133, Accounting for Derivative lnstrumenls and Hedging Activities. and 
SFAS No 138, Accounting for Certain Den'vative lnstruments and Certain w i n g  Activities, an amendment olFASB Statement No 133 These slalernents establish 
accounting and reporling standards requiring lhal derivalive inslrumenls (including certain derivative inslrumenls embedded in olher contmcls) be recorded on Ihe balance 
sheet at fair value as eilher assets or liabilities. The accounting for changes in the fair value of a derivative inslrumenl depends on the inlended use of the derivalive and Ihe 
resulting designation. which is established at the inception of a derivative. 

Our derivalive irislrurnenls corisisl primarily of inleresl rale swaps arid conlracls for Ihe purchase and sale 01 pelroleurn producls in conneclion wilh our crude oil mrkeling 
aclivilies Subslanlially all derivative inslrumenls relaled lo our crude oil marketing aclivilies meel Ihe normal purchases and sales crileria of SFAS 133, as amended, and as 
such, changes in Ihe fair value of pelroleurn producl purchase and sales agreemenls are reporled on Ihe accrual basis of accounting SFAS 133 describes normal purchases 
and sales as conlracls thal provide lor the purchase or sale of something other lhan a financial instrumenl or derivalive instrumenl lhat will be delivered in quanliiies expecled 
i o  be used or sold by the reporling enlily over a reasonable period in the normal course of business. 

For all hedging relationships, we lormally documenl at inception Ihe hedging relationship and ils risk-managemenl objeclive and stralegy lor undertaking the hedge, the 
hedging instrument, the item. Ihe nature of Ihe ri ik being hedged. how the hedging instrument's effectiveness in offsetling Ihe hedged risk will be assessed and a description of 
Ihe method of measuring ineflecliveness This process includes linking all derivalives thal are designaled as fair value or cash flow lo specific assels and liabililies on the 
balance sheet or lo specific firm commilments or forecasted Iransaclions. We also formally assess, bolh at the hedge's inceplion and on an ongoing basis, whether the 
derivalives lhal are used in hedging transactions are highly effeclive in offsetling changes in fair values or cash flows of hcdgcd itcms If it is determined thal a derivalive is no1 
highly elfeclive as a hedge or lhal it has ceased to be a highly effeclive hedge, we discontinue hedge accounting prospectively 

For derivative inslrumenls designated as fair value hedges, gains and losses on the derivative instrumenl are offset against related resulls on the hedged item in the 
stalemenl of income. Changes in the fair value of a derivative that is highly effective and lhal is designaled and qualifies as a fair value hedge. along wilh the loss or gain on Ihe 
hedged assel or liability or unrecognized firm commitment 01 Ihe hedged item lhat is attributable lo the hedged risk, are recorded in earnings Changes in the fair value of a 
derivative Ihal is highly effeclive arid lhal is designaled and qualifies as a cash llow hedge are recorded in olher coniprehensive income Io lhe exlenl lhal Ihe derivalive is 
effective as a hedge, until earnings are affected by Ihe variability in cash flows of the designated hedged item Hedge effecliveness is measured at least quarterly based on Ihe 
relalive curnulalive changes in fair value be lwen Ihe derivalive conlracl and the 
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hedged item over lime The ineffective portion of lhe change in lair value of a derivative instrument lhal qualilies as either a fair value hedge or a cash flow hedge is reported 
immediately in earnings 

According to SFAS 133, as amended, we are required lo discontinue hedge accounling prospeclively when it is determined !ha1 lhe derivalive is no longer effective in 
offsellirig changes in Ihe lair value or cash flows 01 Ihe hedged item. lhe derivative expires or is sold. lerrninaled. or exercised. Ihe derivative is de-designaled as a hedging 
inslrumenl. because it is unlikely lhal a forecasted lransaction will occur, a hedged firm commkmenl no longer meets Ihe definilion of a firm commitment. or management 
determines thal designation of Ihe derivative as a hedging inslrumenl is no longer appropriate 

When hedge accounling is disconlinued because it is determined thal the derivalive no longer qualifies as an effective lair value hedge, we conlinue lo carry the derivative 
on the balance sheet a1 ils fair value and no longer adjust the hedged assel or liability for changes in fair value The adjuslmenl of the carrying amounl of Ihe hedged assel or 
liability is accounted lor in the same manner as other components of t he  carrying amount of that assel or liabilily When hedge accounting is discontinued because Ihe hedged 
ilem no longer meets Ihe definilion of a firm commilment, we continue to carry the derivative on the balance sheel at its fair value, remove any asset or liability lhat was 
recorded pursuant lo recognilion of the firm commitment from the balance sheet. and recognize any gain or loss in earnings. When hedge accounling is discontinued because it 
is probable thal a forecasled transaclion will no1 occur, we conlinue lo carry Ihe derivative on Ihe balance sheel at its fair value with subsequent changes in fair value included 
in earnings, and gains and losses that were accumulated in other comprehensive income are recognized immediately in earnings In all other siluations in which hedge 
accounting is discontinued, we continue lo carry the derivative al ils fair value on the balance sheel and recognize any subsequenl changes in ils fair value in earnings 

r_. 
.AH 

accrued liabililies. olher cumenl liabililies and derivatives approximales their fair value due lo their short-term nalure The fair values of these financial inslrumenls are 
represenled in our consolidated balance sheels 

Net Income Per LJnit. Basic ne1 income per Unil is conipuled by dividing riel income, alter deduclion of Ihe General Patlrier's inleresl. by Ihe weighled average number of 
Unils oulslanding (a lotal of 67 4 million llnils. 63 0 million Unils and 59 8 million Unils for Ihe years ended December 31, 2005, 2004 and 2003, respectively). The General 
Partner's percenlage interest in our ne1 income is based on its percenlage of cash distributions from Available Cash for each year (see Note 11) The General Partner was 
allocated $47 6 million (represenling 29 27%) of ne1 income for the year ended December 31,2005, $40 0 million (representing 28 85%) of net income for the year ended 
December 31,2004, and $33 7 million (represenling 27 65%) of net income for the year ended December 31,2003 The General Partner's percentage inleresl in our ne1 
income increases as cash dislribulions paid per Unil increase, in accordance with our limited partnership agreement 

Diluled net income per Unil is similar to the compulalion of basic net income per Unit discussed above, except thal lhe denominator is increased 10 include Ihe dilulive 
elfecl of outslanding LJnil oplions by application of !he treasury slock melhod For the year ended December 3 1 ,  2003, Ihe denominator was increased by 11,878 Units For the 
years ended December 31, 2005 and 2004, diluted ne1 income per Unil equaled basic ne1 income per Unil as all remaining oulslanding Unit options were exercised during the 
third quarlcr of 2003 (scc Notc 13) 

Unit Option Plan. We have not granted oplions for any periods presenled For options oulslanding under the 1994 Long Term lncenlive Plan (see Nole 13), we followed 
the intrinsic value melhod of accounling lor recognizing slock-based compensalion expense Under this melhod. we record no compensation expense for Unil oplions granted 
when the exercise price of the oplions granled is equal lo, or greater than. Ihe market price of our LJnils on Ihe date of Ihe grant During !he year ended December 31,2003. all 
remaining outstanding llnit options were exercised 

In December 2002, SFAS No 148, Accounting for Sfoch-Based Compensation - Transition and Disclosure was issued SFAS 148 anends SFAS No 123. Accounfing for 
Slcck-Based Comrpensalion, and provides allernalive melhods of transilion for a voluntary change to !he lair value based melhod of awun l ing  lor stock-based employee 
compensalion In addilion. SFAS 148 amends the disclosure requiremenls of SFAS 123 lo require prominenl disclosure in both annual and inlerim financial statements aboul 
the method of accounling for stock-based employee compensalion and Ihe effect of the method used on reported resulls Certain of the disclosure modifications are required 
for fiscal years ending afler December 15, 2002, and are included in Note 13 

Assuming we had used the fair value method of accounling for our Unit oplion plan, pro forma ne1 income would equal reported net income for Ihe years ended 
December 3 1, 2005, 2004 and 2003 Pro forma ne1 income per IJnil would equal reporled net income per Unil for Ihe periods presenled. The adoplion of SFAS 148 did not 
have an effect on our financial posilion, results of operations or cash flows 
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New Accounting Pronouncements. In December 2004, the FASB issued SFAS No 123(R), Share-Base6 Payment SFAS 123(R) requires compensation cosls related 
to share-based payment transaclions lo be recognized in the financial slalemenls Wllh limiled exceptions, the amount of the compensalion cost is lo be measured based on 
the grant-date fair value of the equity or liabilily inslrumenls issued In addilion. liability awards are lo be re-measurwi each reporting period Cornpensalion cost will be 
recognized over lhe period Ihal an employee provides seivice iri exchange lor Ihe award SFAS 123(R) is a tevisiorl 01 SFAS No 123, Accounting /or Stock-Based 
Compensaflon. as amended by SFAS No 148, Accounting /or Stock-Based Compensation - Transltbn and Disclosure and supersedes Accounling Principles Board ("APB) 
Opinion No 25, Aczoufltlng lor  Stock Issue3 to Employees SFAS 123(R) is effeclive for public wmpanies as of the first interim or annual reporting period of the firsl fiscal year 
beginning after June 15, 2005 The Securities and Exchange Commission amended the irnplemenlalion dale of SFAS 123(T?) to begin with the first interim or annual reporting 
period of the company's firs1 fiscal year beginning on or afler June 15,1005 As such, we will adopl SFAS 123(R) in the firsl quarter of 2006 Companies are permitled to adopl 
SFAS 123(R) prior lo the extended dale All public companies Ihal adopled Ihe lair-value-based method 01 accounling mud use Ihe modified prospeclive liansilion method 
and may elecl lo use the modified retrospective lransilion melhod We do not believe lhat the adoption of SFAS 123(R) will have a malerial effecl on our financiai position, 
resulls of operations or cash flows 

In November 2004, the Emerging Issucs Task Forcc ("EITF) reached consensus in ElTF 03-13, Applying the Conditions in Pangraph 42 o/FASB Statement No. 144, 
Accounting /or lmpairment orDisposalolLong-Lived Assets, in Determining Whether to Report Discontinued Operalions, to clarify whether a cornponenl of an enterprise lhal 
is eilher disposed of or classified as held for sale qualifies for income statement presentation as disconlinued operalions. The FASB ralified the consensus on November 30, 
2004 The consensus is to be applied prospectively with regard lo a component of an enterprise lhat is eilher disposed of or classified as held lor sale in reporting periods 
beginning alter December 15, 2004 The consensus may be applied retrospectively for previously reported operaling resulls relaled lo disposal lransaclions initiated within an 
erilerprise's reporling period llial included Ihe dale Ihal lliis consensus was ralilied The adoplion of EITF 03-13 did iiol have an elfecl on oui liriancial posilion. resulls of 
upb- "I b&rfkitn,. 

In March 2005, Ihe FASB issued FASB Interpretation No 47, Accounting lor  Condifional Asset Retirement Ohhgafions, an inlerprefation o/FASB Staterrrenf No 143 ("FIN 
47") FIN 47 clarifies lhat the term. conditional assel retirement obligalion as used in SFAS No 143, Accomtlng for Asset Retirement Ob//QatbnS, refers lo a legal obligalion lo 
perform an asset reliremenl aclivily in which Ihe timing andlor method of setllemenl are condilional upon a lulure event lhal may or may not be within the control oflhe enlily 
Even though uncerlainty about Ihe liming and/or method of setllemenl exisls and may be condilional upon a lulure evenl, the obligation to perform the assel retirement aclivily 
is uncondilional Accordingly, an enlity is required to recognize a liability for the fair value of a conditional assel reliremenl obligation if the lair value of the liability can be 
reasonably eslimated Uncertainty about Ihe timing andlor method of settlemenl of a condilional asset relirement obligation should be faclored info Ihe measurement of the 
liability when sufficienl information exists The fair value of a liability lor Ihe conditional asset retirement obligalion should be recognized when incurred generally upon 
acquisilion, construclion, or devclopmenl or through the normal operation of the asset SFAS 143 acknowledges lhat in somo cascs, suflicicnt information may not be available 
to reasonably estimate the fair value of an asset retirement obligation FIN 47 also clarifies when an entity would have suflicienl information to reasonabty estimale the fair value 
of an assel relirement obligation FIN 47 is effective no later than the end of reporting periods ending after December 15, 2005, and early adoplion of FIN 47 is encouraged We 
adopted FIN 47 in Ihe fourth quarter of 2005 The adoplion of FIN 47 did no1 have a malerial effecl on our financial position, resulls of operalions or cash flows 

In June 2005, the ElTF reached consensus in ElTF 04-5, Determining Whethera Genenenl Partner. orfhe GenenlPartners as a Group, Confmls a LimifedPartnership o r  
Similar €ntity When tl7e Limited Partners Have Certain Rights. lo provide guidance on how general pailners in a lirniled pailriership should delermine whelher Iliey control a 
limited partnership and lherefore should consolidale it The ElTF agreed lhal the presumplion of general partner control would be overcome only when the limiled partners have 
eilher of two lypes of righls The fir9 lype. referred lo as kick-oul righls, is the right lo dissolve or liquidate Ihe partnership or olherwise remove Ihe general partner without 
cause The second lype, referred Io as participating righls. is Ihe right lo effectively participate in significant decisions made in Ihe ordinary murse of the parlneiship's business 
The kick-out righls and the participating rights musl be substanlive in order to overcome Ihe presumption of general partner wnlrol The consensus is effeclive for general 
partners of all new limiled parlnerships formed and for existing limited parlnerships for which the partnership agreemenls are modified subsequenl lo Ihe date of FASB 
ratification (June 29, 2005) For existing limiled partnerships thal have no1 been moditied, the guidance in ElTF 04-5 is elleclive no later than the beginning of the first reporting 
period in fiscal years beginning alter December 15, 2005 We do not believe lhal Ihe adoplion of ElTF 04-5 will have a malerial eflecl on our financial position. results of 
operations or cash flows 

In Decembcr 2004, the FASB issued SFAS No 153, €xchangeso/NonmonetaryAssefs, an amndmcnt o/APB Opinion 29 SFAS 153 amends APB Opinion No 29, 
Accounting for Nonmonetary Exchanges, lo eliminale Ihe exceplion for nonmonetary exchanges of 
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similar produclive assels and replaces i t  with a general exception for exchanges of nonmonelary assets thal do no1 have commercial substance. A nonmonetary exchange has 
commercial substance if the future cash flows of the entity are e x p d e d  lo change significanlly as a resuil of the exchange SFAS 153 is effeclive for nonmonetary asset 
exchanges occurring in fiscal periods beginning afler June 15,2005 We adopled SFAS 153 during the second quarter of 2005 The adoplion of SFAS 153 did no1 have a 
malerial elfect on our financial posilion, resulls of operations or cash flows 

In May 2005, the FASB issued SFAS No 154. Accounting Changes and€mr Corrections SFAS 154 eslablishes new standards on accounting for changes in accounting 
principles All such changes must be accounted for by relrospeclive application lo  Ihe financial slalemenls of prior periods unless i t  is impracticable to do so SFAS 154 
completely replaces APB Opinion No 20, Accoontfng Changes, and SFAS No 3, Reporting Account/ng Changes In lnferim Perlocls However, il carries forward the guidance in 
those pronouncements wilh respect lo accounling for changes in estimates, changes in the reporling enlily, and the correclion of errors SFAS 154 is effeclive for accounting 
changes and error correclions made in fiscal years beginning afler December 15, 2005, wilh early adoplion permilled for changes and corrections made in years beginning afler 
June 1, 2005 The applicalion of SFAS 154 does not affect the transition provisions of any exisling pronouncemenls, including those lhal are in the transilion phase as oflhe 
elleclive date of SFAS 154 We do no1 believe thal the adoplion of SFAS 154 will have a material effecl on our financial position, resulls of operations or cash flows. 

In September 2005, the ElTF reached consensus in E l F  04-13, Accounting iorPourclxises and Sales oflnvenfory with Nis Same Counlerpfly, to define when a 
purchase and a sale of invenlory wilh Ihe same party that operates in Ihe same line of business should be considered a single nonmonetary lransaction subject to APE Opinion 
No. 29, Accounting forNonmonefary Tnnsactions Two or more invenlory Iransaclions with Ihe same party should be combined if they are enlered into in conlemplation of one 
another The EITfalso requires entities to account for exchanges of invenlory in the same line of business a l  fair value or recorded amounls based on invenlory classification 
711- nllldancP in F l F  04-13 IC fi in reporlino periods beqinnina after March 15,2006 We are currently evaluating what 
impact EITF 04-13 wll have on our financial stalemenls but a1 lhis time we do not believe lhat Ihe adoplion of ElTF 04-13 will have a material elfed on our financial posilion, 
resulls of operalions or cash flows 

Note 3 Goodwill and Other lntanglble Assets 

Goodwill. Goodwill represenls Ihe excess of purchase price over fair value of net assets acquired and is presented on the consolidaled balance sheets net of 
accumulated amortization We accOunl for goodwill under SFAS No 142, Goodvllland Ofherfn/ang/b/e Assels, which was issued by Ihe FASB in July 2001 SFAS 142 
prohibils amortization of goodwill and inlangible assets wilh indefinile useful lives. but inslead requires lesling for impairment al leas1 annually We tesl goodwill and intangible 
assets for impairment annually a1 December 31 

To perform an impairmenl lest of goodwill, we have identified our reporling unils and have delermined the carrying value of each reporting unil by assigning Ihe assets and 
liabililies, including the exisling goodwill and intangible assets, lo those reporling units We then determine the lair value of each reporting unit and compare it lo the canying 
value of the reporting unit We will conlinue lo compare the fair value of each reporting unil lo its carrying value on an annual basis to delcrmine if an impairment loss has 
occurred There have been no goodwill impairment losses recorded since the adoption of SFAS 142 

The following lable presenls Ihe carrying amount of goodwill a1 December 31, 2005 and 2004, by business segment (in thousands): 

Downstream Midstream Upstream Segments 
Seqment Seoment Seqrnent Total 

Goodwill $ $ 16,944 
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Other Intangible Assets. The following table reflects the components of inlangible assets, including excess inveslmenls, being amortized at December 31, 2005 and 
2004 (in thousands) 

December 31.2005 December 31,2004 
Gross 

Carrying Gross 
Accumulated Carrying Accumulated 

- -  Amount Amortization Amount Amortization 

SFAS 142 requires that intangible assets wilh finite useful lives be amortized over their respective estimated useful lives If an intangible asset has a finite useful life, but 
the precise length of that life is not known, that intangible asset shall be amortized over the best estimate of its useful life At a minimum, we will assess the useful lives and 
residual values of all intangible assets on an annual basis to determine if adjustments are required Amortuation expense on intangible assets was $30 5 million, $32 2 million 
and $36 2 million for the years ended December 31,2005. 2004 and 2003, respectively Amortization expense on excess investments included in equity earnings was $4 8 
million, $3 8 million and $4 0 million for the years ended December 31,2005,2004 and 2003, respectively 

The values assigned to our inlangiblc asscls for natural gas galhoring contracts on the Jonah and the Val Verde systems arc amortizcd on a unil-of-production basis, 
based upon the actual throughput of the syslems compared to the expected total throughput for the lives of the contracts On a quarterly basis, we may obtain limiled 
production forecasts and updaled throughput eslimates from some of the producers on the systems, and as a result, we evaluate the remaining expected useful lives of the 
contract assets based on Ihe best available information During the fourth quarter of 2004 and the first and second quarters of 2005, certain limited production forecasts were 
obtained from some of the producers on the &nah system related to future expansions of the system. and as a result, we increased our best estimate of future throughput on 
the system. which resulled in extensions in the remaining lives of the intangible assets During the fourth quarter of 2004 and Ihe third quarter of 2005, certain lirniled coal bed 
methane produclion forecasts were obtained from =me ofthe producers on the Val Verde system whose contracts are included in the intangible assets These forecasts 
indimled lower coal bed methane production eslimates over the contract periods, and as a result. we decreased our best estimate of future throughput on Ihe Val Verde 
syslem, which resulted in increases lo amortization expense on the intangible assets Further revisions to these eslimates may occur as addilional prOdlJCliOn informatm is 
made available to us 

The values assigned lo our fractionation agreement and other intangible assets are generally amortized on a straight-line basis Our fractionalion agreement is being 
amortized over its contract period of 20 years The amortization periods for our other intangible assets, which include non-compete and other agreements, range from 3 years 
to 15 years The value of $8 7 million assigned to our crude supply and transportation intangible customer contracts is being amollized on a unit-of-produclion basis (see Note 
5) 

Tho value assigned to our excess invcstment in Ccntenniai was created upon its formation Approximately $30 0 million is rclaled to a contract and is bcing amortized on 
a unit-of-production basis based upon the volumes transported under the conlract compared to the guaranteed total throughput of Ihe contract over a 10-year Me The 
remaining $3 4 million is related to a pipeline and is being amortized on a straight-line basis over the life of the pipeline, which is 35 years The value assigned to our excess 
inveslment in Seaway was created upon acquislion of our 50% ownership inlerest in 2000 We are amortizing the $27 1 million excess investment in Seaway on a straight-line 
basis over a 39-year llfe related primarily lo the life ofthe pipeline 
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The following table sets forth the estimated amortization expense of intangible assets and the estimated amortizatton expense allocated to equity earnings lor the years 
ending December 31 (in thousands) 

lptanaible Assets Excess Investments 
2006 32,561 
2007 33,395 
2008 32,967 
2009 30,719 
2010 27,338 

Note 4. Interest Rate Swaps 

In July 2000, we entered into an interest rate swap agreement lo hedge our exposure lo increases in the benchmark interest rale underlyinq our variable rate revolving 
credit facility This interest rate s w a p  matured in April 2004 We designated this swap agreement, which hedged exposure to variability in expected future cash flows attnbuled 
to r-. The swm aoreemenl was based on a notional amount of $250 0 million Under the swap agreement. we paid a fixed rate of 
inleresl of 6 955% and received a lloaling rate based on a lhree-rnonlh U S Dollar LIBOR rate Because lhis swap was designated as a Lash flow hedge, the changes in fair 
value lo the exlenl the swap was effective, were recognized in other comprehensive Income until the hedged inleresl costs were recognized in earnings During the years 
ended December 31, 2004 and 2003 we recognized an increase in interest expense of $2 9 million and $14 4 million respeclively related In the difference between the fixed 
rale and the floating rate 01 interest on the interest rate swap 

In October 2001, TE Products entered into an inlerest rate swap agreemenl to hedge 11s exposure to changes in the fair value of 11s fixed rate 7 51% Senior Notes due 
2028 We designated this swap agreement as a fair value hedge The swap agreement has a notional amount of $210 0 million and malures in January 2028 lo match the 
principal and matunly of Ihe TE Products Senior Notes Under the swap agreement, TE Products pays a floating rate of interest trtsed on a three-monlh I J  S Dollar LIBOR 
rate, plus a spread, and receives a fixed rate of interest of 7 51% Dunng Ihe years ended December 31, 2005, 2004 and 2003, we recognized redudions in interest expense of 
$5 6 million, $9 6 million and $10 0 million, respeclively, relaled to the difference between the fixed rate and Ihe floating rate of interest on the interest rate swap During the 
years ended Dccembor 31,2005,2004 and 2003, we measurod the hedge ellecliveness of this interest rate swap and nolod thal no gain or loss from inclfectiveness was 
required lo be recognized The fair value 01 this inlerest rate swap was a loss of approximately $0 9 million a1 December 31,2005. and a gain of approximately $3 4 million at 
December 31 2004 

During 2002, we enlered into inlerest rate swap agreements, designated as fair value hedges, to hedge our exposure to changes in the lair value of our fixed rate 7 625% 
Senior Notes due 2012 The swap agreements had a combined notional amount of$500.0 million and matured in 2012 lo  malch the principal and malurity of the Senior Notes 
Under Ihe swap agreements. we paid a floating rate ul inleresl based on a U S  Dollar LIBOR rate. plusa spread. and received a fixed rale 01 iriterest of 7 625% These swap 
agreements were laler terminaled in 2002 resulting in gains of $44.9 million The gains realized from Ihe swap terminalions have been deferred as adjustments lo Ihe carrying 
value of the Senior Notes and are being amortized using Ihe effective interest method as reductions to future interesl expense over the remaining term of the Senior Notes At 
December 31. 2005, the unamortized balance of the deferred gains was$32 4 million In the event of early extinguishment of the Senior Notes, any remaining unamortized 
gains would be recognized in Ihe consolidated statement of income at the time 01 exlinguishment 

During May 2005, we executed a treasury rate lock agreement wilh a notional amount of $200 0 million lo hedge our exposure to increases in the treasury rate that was to 
be used to establish the fixed inlerest rata for a debt offering that was proposed to occur in the second quarter of 2005 During June 2005, Ihe proposed deb1 offering was 
cancelled, and the treasury lock was terminated wifh a realized loss 01 $2.0 million The realized ioss was recorded as a component of interest expense in the consolidated 
statements of income in June 2005. 

Note 5. Acquisitions, Dispositions and Discontinued Operations 

Rancho Pipeline 

In connection with our acquisition of crude oil assels in 2000, we acquired an approximate 23 5% undivided joint interest in the Rancho Pipeline, which was a crude oil 
pipeline system from West Texas to Houston, Texas In March 2003, the Rancho Pipeline ceased operations. and segments of the pipeline were sold to certain of the owners 
thal previously held undivided inlerests in the pipeline We acquired 241 miles of the pipeline in exchange lor cash 01 $5 5 million and our interests in olher portions 01 Ihe 
Rancho Pipeline We sold 183 miles of the segment we acquired to other entilies for cash and assets valued at approximately $8 5 million We recorded a net gain 
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of $3 9 million on the transactions in the second quarter of 2003. During the third quarter of 2004, we sold our remaining interest in the original Rancho Pipeline system for a net 
gain of $0 4 million. These gains are included in the gains on sales of assets in our consolidated statements of income in the 2004 period 

Genesis Pipelrne 

On November 1. 2003, we purchased crude supply and transportation assets along the upper Texas Gulf Coast for $21 0 million from Genesis Crude Oil. L P and 
Genesis Pipeline Texas, L P (“Genesis’? The transaction was funded with proceeds from our August 2003 equity offering (see Note 11) We allocated the purchase price. net 
of liabilities assumed, primarily to properly, plant and equipment and intangible assets The assets acquired included approximately 150 miles of small diameter trunk lines, 
26,000 barrels per day of throughput and 12,000 barrels per day of lease marketing and supply business We have integrated these assets Into our South Texas pipeline 
system. whhch has allowed us to co 
Accordingly. the results of the acqu 

ate gathering and marketing assets in key operating areas in a cost effective manner and will provide future growth opportunities 
are included in the consolidated financial statements from November 1, 2003 

The following table allocates the estimated fair value of the Genesis I s  acquired on November 1,2003 (in thousands) 

Total assets 
Total liabililtes assumed 

Net assets acquired 

21,697 

$21.010 
(687) 

Mexla Pipeline 

On March 31, 2005, we purchased crude oil pipeline assets for $7 1 million from BP Pipelines (North America) Inc (“BP) The assets include approximately 158 miles of 
pipeline, which extend from Mexia, Texas, lo the Houston, Texas, area and two stations in south Houston with conneclionsto a BP pipeline that originates in south Houston 
We funded the purchase through borrowings under our revolving credit facility We allocated the purchase price to properly, plant and equipment, and we accounted for the 
acquisilion of these assets under the purchase method of accounting We have inlegraled these assets into our South Texas pipeline syslem. included in our Upstream 
Scgment, which will allow us lo realize synergics wilhin our existing asset base and will provide future growth opportunities 

Crude Oil Storage and Terminaling Assets 

On April 1, 2005, we purchased crude oil storage and terminaling assets in Cushing, Oklahoma, from Koch Supply 8 Trading, L P for $35 4 million. The assets consist of 
eight storage tanks with 945,000 barrels of slorage capacity, receipt and delivery manifolds, interconnections to several pipelines, crude oil inventory and approximately 70 
acres of land We funded the purchase through borrowings under our revofving credil facility. We allocated the purchase price to property, plant and equipment and inventory, 
arid we accounted for the acquisition of these assets under the purchase method of accounting The storage and lerrninaling assels complement our existing infrastructure in 
Cushing and strengthen our gathering and marketing business in our LJpstream Segment 

Refined Products Termlnal and Truck Rack 

On July 12. 2005, we purchased a refined products terminal and truck loading rack in North Little Rock, Arkansas, for $6 9 million from ExxonMobil Corporation The 
assets include Ihree storage tanks and a two-bay truck loading rack We funded the purchase through borrowings under our revolving credil facility We allocated the purchase 
price to properly, plant and equipmenl and inventory, and we accounted for the acquisition of these assets under the purchase method of accounting The lerminal serves the 
central Arkansas relined products market and complements our existing Downstream Segment infrastructure in Norlh Little Rock, Arkansas 

Genco Assets 

On July 15, 2005, we acquired from Texas Genco, LLC (“Genco? all of its interests in certain companies that own a 90-mile pipcline system and 5 5 million barrels of 
storage capacity for $62.1 million We funded the purchase through borrowings under our revolving credil facility We allocated the purchase price to properly, plant and 
equipment, and we accounted for the acquisition of these assets under the purchase method of accounting The assets of the purchased companies will be integrated into our 
Downstream Segment 
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origin infrastructure in Texas City and Baytom, Texas As a result of this acquisilion, we inilialed the expansion of refined products origin capabilities in the Houston and Texas 
City, Texas, areas The integralion and other system enhancements should be in service by the fourth quarter of 2006, at an estimaled mst  of $45 0 million The strategic 
localion of these assets, wilh refined produds inlerconnections lo rnajor exchange terminals in the Houston area, will provide significant long-term value to our customers and 
our Texas Gulf Coast refining and logislics syslern 

Pioneer Plant 

On January 26, 2006, we announced the execution of a lener of intent to sell our ownership interest in the Pioneer silica gel natural gas processing plant located near 
Opal, Wyoming, together wtth Jonah’s rights to process nalural gas onginating from Ihe Jonah and Ptnedale fields, localed in southwest Wyoming, io an afliliale of Enterprise 
Products Partners L P (“Enterprise’) On March 31,2006, we sold the Pioneer plant to an affiliate of Enterprlse for $38 0 million in cash The Pioneer plant, included in our 
Midstream Segment, was not an integral part of our operations and natural gas processing IS not a core business The Pioneer plant was constructed as part of the Phase 111 
expansion of the Jonah system and was completed dunng the first quarter of 2004 We have no continuing involvement in the operations or resulls of this plant This 
transaction was reviewed and approved by the Audil and Conflicts Committee of the board of directors of our General Partner and of the general partner of Enterprise, and a 
fairness opinion was rendered by an independent third-party 

Condensed slaternents of income for the Pioneer plant, which IS classified as discontinued operations, for the years ended December 31, 2005 and 2004, are presentea 
below (in thousands) 

Years Ended 

December 31. 
2005 2004 - -  

Taxes--other than income taxes 
Total costs and expenses 
Income from discontinued operations - -  

Assets of Ihe discontlriued operalions consisted of Ihe following al December 31.2005 and 2004 (in Ihousands) 

December 31. 
2005 2004 

-- ssets of discontinued operations 

Net cash flows from discontinued operations for the years ended December 31, 2005 and 2004, are presented below (in thousands) 

Years Ended 

December 31, 
2005 2004 2003 --- 

Capital expenditures 
Net cash flows used in discariliriued investing 
Net cash flows from discontinued operalions --- 
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Note 6. Equity Investments 

Through one of our indirecl wholly owned subsidiaries, we own a 50% ownership interest in Seaway The remaining 50% interest is owned by ConocoPhillips We operate 
the Seaway assets Seaway owns a pipeline lhat carries mostly imported crude oil from a marine terminal at Freeport. Texas, to Citshing. Oklahoma, and from a marine 
terminal at Texas Cily. Texas, lo refineries in the Texas Cily and Houston. Texas. areas The Seaway Crude Pipeline Cornpany Partnership Agreement provides for varying 
participation ratios throughout the life of Seaway From June 2002 through May 2006. we receive 60% of revenue and expense of Seaway Therealter, we will receive 40% of 
revenue and expense of Seaway During the years ended December 31,2005,2004 and 2003, we received distributions from Seaway of $24 7 million, $36 9 million and $22 7 
million, respectively 

In August 2000, TE Products entered inlo agreements wilh Panhandle Eastern Pipeline Company ("PEPL), a former subsidiary of CMS Energy Corporation, and 
Marathon Petroleum Company LLC ('Marathon'? to form Cenlennial Cenlennial owns an interstate refined pelroleum producls pipeline extending from Ihe upper Texas Gulf 
Coast lo central Illinois Through February 9. 2003, each participant owned a one-third interest in Cenlennial On February 10, 2003, TE Products and Marathon each acquired 
an additional 16 7% interesl in Centennial from PEPL for $20 0 million each, increasing their ownership percentages in Cenlennial to 50% each. During the year ended 
December 31, 2005, TE Producls did not make any additional investments in Cenlennial TE Products invested an additional $1 5 million and $24.0 million, respeclively, in 
Cenlennial, in 2004 and 2003, which is included in the equity investment balance at December 31, 2005 The 2003 amount includes the $20 0 million paid for Ihe acquisilion of 
the addilional ownership interest in Centennial TE Products has not received any distributions from Centennial since ils formation 

L o u i s " d e ~ x ~ n T d F ~ ~ ~ ~ ~  :aul 
transportation sliutlle system that ties Mont Belvieu, Texas, to Ilie upper Texas Gulf Coast energy markelplace MB Storage is a service-oriented. fee-based venture serving 
the fractionation. refining and pelrochernical industries with substantial capacity and flexibilily lor the transportation. terminaling and storage of NGLs, LPGs and relined 
producls MB Storage has no commodity trading activity TE Products operates the facilities for MB Storage Ellective January 1 ,  2003. TE Products contributed property and 
equipment with a ne1 book value 01 $67 '1 million lo MB Storage Additionally, as of the mnlribulion date, Louis Dreyfus had invested $6 1 million for expansion projecls for MB 
Storage that TE Products was required lo reimburse if the original joint development and marketing agreement was lerminated by either pariy. This deferred liability was also 
conlribuled and credited to the capital accounl of Louis Dreyfus in MB Storage 

*. c s and I, . 

For the year ended December 31,2005, TE Products received the first $1 7 million per quarter (or $6 78 million on an annual basis) of ME Storage's income before 
depreciation expense, as defined in the operating agreement. For the year ended December 31, 2004. TE Products received lhe first $1 8 million per quarter (or $7 15 million 
on an annual basis) of MB Storage's income before depreciation expense TE Products' share of MB Storage's earnings is adjusted annually by the partners of MB Slorage 
Any amount of MB Storage's annual income before depreciation expense in excess of $6 78 million for 2005 and $7 15 million for 2004 was allocated evenly between TE 
Producls and Louis Dreyfus Deprccialion cxpcnse on asscts each pariy originalty conlribuled lo MB Storagc is allocaled between TE Products and Louis Dreyfus based on Ihe 
net book value of Ihe assets contribuled Depreciation expense on assets constructed or acquired by MB Storage subsequent lo formalion is allocated evenly belween TE 
Producls and Louis Dreyfus For the years ended December 31, 2005, 2004 and 2003, TE Producls' sharing ratio in the earnings of MB Storage was 64.2%. 69 4% and 70 4%, 
respeclively During the years ended December 31, 2005, 2004 and 2003, TE Producls received dislributions of $12 4 million, $10 3 million and $5 3 million, respectively. from 
MB Slorage. During Ilie years ended December 31, 2005,2004 and 2003. TE Pruducls contributed $5 6 million, $2 1 4 million and $2 5 million. respeclively. to MB Slorage The 
2005 contribution includes a combination of non-cash asset transfers of $1 4 million and cash contribulions of $4 2 million The 2004 contribution includes $16 5 million for Ihe 
acquisition 01 storage and pipeline assets in April 2004. The remaining contributions have been for capilal expenditures 

We use Ihe equily melhod of accounting to account lor our investments in Seaway, Centennial and MB Slorage Summarized combined financial information lor Seaway, 
Centennial and MB Slorage for the years ended December 31, 2005 and 2004, is presented below (in Ihousands): 

Years Ended 
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Summanzed combined balance sheet informalion for Seaway, Centennial and MB Storage as of December 31,2005 and 2004, is presented below (in thousands). 

December 31, 
2005 2004 -- 

Currenl liabilities 

Noncurrent liabillties 
Partners’ cawlal 494,426 490.887 

Note 7. Related Party Transactions 

EPCO and Affiliates and Duke Energy, DEFS and Affiliates 

The Partnership does not have any employees We are managed by the Company, which, for all periods prior to February 23, 2005, was an indirect wholly owned 
subsidiary of DEFS According to the Partnership Agreemenl, the Company was entitled lo reimbursement of all direct and indirect expenses relaled lo our business aclivities 
As a result of the change in ownership of the General Parlner on February 24, 2005, all of our management, adminisIralive and operaling funclions are performed by 
employees of EPCO, pursuant l o  an administralive setvices agreement We reimburse EPCO for the cosls of its employees who perform operaling functions for us and for 
costs related to its olher management and administralive employees (see Note 1) 

The following table summarizes the relaled party transaclions with EPCO and afiliales and DEFS and affiliales for the periods indicated (in millions) 

Years Ended December 31. 
2004 2003 

Revenues from EPCO and affiliated 

Transportatiorr-LPGs( 

(1) Operating revenues earned and expenses incurred from aclivilies with EPCO and its affiliates are considered relaled party transactions from February 24,2005, through 
December 31, 2005, as a resull of the change in ownership of the General Partner (see Note 1) 

Includes revenues from NGL lransporlation on Ihe Chaparral and Panola NGL pipelines 

Includes revenues from LPG lransporlation on the TE Products pipeline 

Includes olher operating revenues on TE Producls 

Subslanlially all of these cosls were related lo payroll, payroll related expenses and adminisIralive expenses incurred in managing us and our subsidiarks 

Includes TCO purchases of condensate and expenses relaled to LSl’s use of an afiliate of EPCO as a transporter. 

Operating revenues earned and expenses incurred from aclivities with DEFS and its affiliates are considered related party transactions for all periods through February 23, 
2005, as a result ofthe change in ownership ofthe General Partner (see Note 1) 

Includes LSI sales of lubricalion oils and specially chemicals and Jonah NGL sales in conneclion with Jonah’s Pioneer processing plant operalions. which was mndructed 
during the Phase 111 expansion and began operating in 2004 Amounts related lo the Pioneer plant are classified as discontinued operalions in the consolidated statements 
of income 

(9) Includes revenues from NGL lransporlation on Ihe Chaparral, Panola. Dean and Wilcox NGL pipelines 

(10) Includes gas gathering revenueson the Jonah system 

(1 1 )  Effeclive May 2001, we enlered inlo an agreemenl with an affiliale of DEFS to commit lo  il sole ulilizalion of our Providence, Rhode Island, terminal. We operate Ihe 
lerminal and provide propane loading services lo an affiliate of DEFS We recognized revenue from an affiliate of DEFS pursuanl lo this agreemenl 

(12) Includes fraclionalion revenues and other revenues Effective with the purchase of the fractionation facililies on March 31, 1998, TEPPCO Colorado and DEFS entered 
into a 20-year Fractionalion Agreement, under which TEPPCO Colorado receives a variable fee for all fradionaled volumes delivered to DEFS Olher operaling revenues 
a l w  include olher operaling revenues on TE Producls and processing and olher revenues on the Jonah system Arnounls relaled l o  the Pioneer plant are classified as 
discontinued operalions in the consolidaled slatements of income 

(2) 

(3) 

(4) 

( 5 )  

(6)  

(7) 

( 8 )  
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(13) Includes operaling costs and expenses related Io DEFS managing arid operaling Ihe Jonah and Val Verde syslenis arid the Chaparral NGL pipeline on our behalf under a 
contractual agreement established at the time of acquisition of each assel In connection wrth the change in ownershlp of our General Partner. we have assumed these 
activilies 

( 1 4 )  Effective wilh the purchase of the fraclionalion facilities on March 31, 1998, TEPPCO Colorado and DEFS entered into an Operation and Maintenance Agreement. 
whereby DEFS operales and maintains the fractionation facilities for TEPPCO Colorado For these services. TEPPCO Colorado pays DEFS a sel volumetric rate for all 
fractionated volumes delivered lo DEFS 

(15) Includes TCO purchases of condensate 

(16) Includes Jonah purchases of nalural gas in corineclion wilh .Jonah's Pioneer processing plant operalions 

AI December 31, 2005, we had a receivable from EPCO and affiliales of $4 3 million related lo sales and transportallon services provided to EPCO and affiliates At 
December 31, 2005, we had a payable lo EPCO and affiliates of $9 8 million related to direct payroll, payroll related costs and olher operalional related charges 

AI December 31, 2004, we had a receivable from DEFS and affiliates of $10 5 million relaled to sales and transportation services provided to DEFS and affiliates Included 
in this receivable balance from DEFS and affiliates al December 31, 2004, is a gas imbalance receivable of $0 9 million At December 31, 2004, we had a payable to DEFS and 
affiliates of $22 4 million relaled to direct payroll, payroll related costs, management fees, and other operalional related charges, including those for Jonah, Chaparral and Val 
Verde as descnbed above Included in tnis payable Dalance at uecemoer .j1,2009. IS a gas im-iiuii 

From February 24,2005 through December 31,2005, the ma~ority of our insurance coverage, including property, liability, business interruplion, auto and directors and 
officers' liability insurance, was obtained through EPCO From February 24. 2005 through December 31,2005, we incurred insurance expense related to premiums charged by 
EPCO of $9 8 million At December 31, 2005, we had insurance reimbursement receivables due from EPCO of $1 3 million 

Through February 23, 2005, we contracted with Bison Insurance Company Limited ("Bison'>, a wholly owned subsidiary of Duke Energy, for a majority of our insurance 
coverage, including property. liability. auto and directors and officers' liabilily insurance Through February 23. 2005 and for the years ended December 31, 2004 and 2003, we 
incurred insurance expense related to premiums paid to Bison of $1 2 million, $6 5 million and $5 9 million. respectively At December 31, 2004, we had insurance 
reimbursement receivables due from Bison of $5 2 million 

On April 2, 2003, we sold ir i  an uildefwrillen public offering 3 9 million Unils at $30 35 per Unit The proceeds from the offering. net of underwriling discount totaled 
approxirrialely $1 14 5 million. of which approximately $1 13 8 milliori was used lo repurchase and relire all of the 3 9 million previously oulslanding Class B llnits held by 
DETTCO (see Note 11)  

Seaway 

We own a 50% ownership inleresl in Seaway, and the remaining 50% interest is owned by ConowPhillips (see Note 6) We operate the Seaway assels During the years 
ended December 31, 2005,2004 and 2003, we billed Seaway $8 5 million, $7 6 million and $7.4 million, respeclively, for direct payroll and payroll related expenses for 
operaling Seaway Additionally, for each of the years ended December 31, 2005, 2004 and 2003, we billed Seaway $2.1 million for indirect management fees for operating 
Seaway. At December 31,2005 and 2004, we had payable balances lo Seaway of $0 6 million and $0 5 million, respectively. for advances Seaway paid to us as operator for 
operating costs, including payroll and related expenses and management fccs 

Centennial 

TE Producls has a 50% mvnership interest in Centennial (see Note 6) TE Producls has entered into a management agreement with Centennial to operate Centennial's 
terminal at Creal Springs, Illinois, and pipeline connection in Beaumont, Texas. For each of Ihe years ended December 31,2005, 2004 and 2003, we recognized management 
fees of $0 2 million from Centennial. and actual operaling expenses billed lo Centennial were $3 7 million, $6 9 million and $4 4 million, respectively. 

TE Producls also has a join1 tariff wilh Cenlerinial Io deliver products at TE Producls' locations using Centennial's pipeline as part of the delivery route lo mnnecting 
carriers TE Products. as Ihe delivering pipeline, invoices the shippers for the entire delivery rate, records only the ne1 rate anribulable to il as transportation revenues and 
records a liability for the amounts due Io Centennial for its share of the tariff. In addition, TE Products performs ongoing construction services for Centennial and bills Cenlennial 
for labor and other costs lo perform the construction At December 31, 2005 and 2004, we had ne1 payable balances of $ 1  4 million and $1 7 million, respectively. to Centennial 
for its share of Ihe join1 tariff deliveries and other operational related charges, partially offset by the reimbursement due to us for construction services provided lo Centennial 

In January 2003, lE Products entered into a pipeline capacity lease agreement with Centennial for a period of five years that contains a minimum throughput requirement. 
For the years ended December 31, 2005,2004 and 2003, TE Products incurred $5 9 million, $5 3 million and $3 8 million, respectively, of rental charges related Io the lease of 
pipeline capacity on Cenlennial 
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ME Storage 

Effeclive January 1 ,  2003, TE Producls entered inlo agreements with Louis Dreyfus to form MB Storage (see Note 6) TE Products operates lhe facililies for MB Storage 
TE Products and MB Storage have entered inlo a pipeline capaciiy lease agreement, and for each of the years ended December 31,2005.2004 and 2003, TE Products 
recognized $0 1 rnillion in renlal revenue relaled Io lhis lease agreemenl. During Ihe years ended December 31, 2005. 2004 arid 2003. TE Producls also billed MB Storage 
$3.6 million, $3.2 million and $2 5 million, respectively. for direct payroll and payroll relaled expenses for operaling MB Slorage. AI December 31, 2005 and 2004, TE Producls 
had net receivable balances from MB Slorage of $0 9 million and $ 1  3 million, respectively, lor operating costs, including payroll and related expenses for operating MB 
Storage 

Note 8. Inventories 

Inventories are valued at the lower of cost (based on weighled average cost method) or market The costs of inventories did no1 exceed market values at December 31, 
2005 and 2004 The major components of invenlories were as follows (in thousands): 

December 31. 
2005 2004 -- 

Crude oil 

-- Total 

Note 9 Property, Plant and Equipment 

Major categories of properly, plant and equipment for Ihe years ended December 31,2005 and 2004, were as follows (in thousands) 

December 31, 
2005 2004 

Landandrigh 
Line pipe and 
Storage tanks 
Buildings and improvements 
Machinery and equipment 
Construction work in progress 

Total property. plant arid equiprrienl 
ccumulaled depreciation and 
Net property, plani and equip 

Depreciation expense, including impairment charges, on property. plant and equipment was $80 8 million, $80 7 million and $64 5 million for Ihe years ended 
December 31, 2005,2004 and 2003. respeclively During the fourth quarter of 2004, we wrote off approximalely $2 1 million in assels taken out of service to deprecialion 
expense 

In September 2005, our Todhunter facilily, near Middlelown. Ohio, experienced a propane release and fire at a dehydration unit within the storage facilily The facilily is 
included in our Downslream Segmenl The dehydration unit was destroyed due to Ihe propane release and fire, and as a resull. we mote off the remaining book value of the 
asset of $0 8 million to deprecialion and amortizalion expense during the lhird quarler 01 2005 

We evaluale impairment of long-lived assets in accordance with SFAS No 144, Accounting forfhe impaimenf or Disposal of Long-UvedAssets During lhe lhird quarter 
of 2005, our Upstream Segment was notified by a conneding carrier that the flow of its pipeline system would be reversed, which would directly impact the viabiliy of one of our 
pipeline systems This system, localed in Easl Texas, consists of approximately 45 miles of pipeline, sbc tanks of various sizes and other equipment and asset costs As a result 
of changes lo the connecting carrier, we performed an impairment lest of the syslem and recorded a $1 8 million non-cash impairment charge, 
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included in deprecialion and amortization expense in our consolidated slalemenls of income, for Ihe excess carrying value over Ihe eslimaled fair value of Ihe system. 

During Ihe third quarter of 2005, we compleled an evalualion of a crude oil system included in our Upstream Segrnenl The system, l m l e d  in Oklahoma, consists of 
approximately six miles of pipelines, lanks and other equipment and assel costs The usage of the system has declined in recenl monlhs as a result of sliilting crude oil 
produclion into areas riol suppoiled by the syslern, and as such, il has become more economical lo lransport barrels by lruck lo our olher pipeline syslems. As a resull. we 
performed an impairmenl lesl on the system and recorded a $0 8 million non-cash impairmenl charge, included in depreciation and arnorlizalion expense in our consolidaled 
slalemenls of income, for the excess carrying value over the eslimated fair value of the syslem 

During Ihe lhird quarter of 2004, we compleled an evaluation of our marine lerminal facility in the Eeaumonl. Texas, area The facility consists primarily of a barge dock, a 
ship dock, four slorage lanks and various segmenls of connecting pipelines and is included in our Downstream Segment The evaluation indicated lhal the docks and olher 
assets at Ihe facility needed extensive work lo continue to be commercially operalional As a resull, we performed an impairment test on the entire marine facility and recorded 
a $4 4 million non-msh impairment charge, included in deprecialion and amortization expense in our consolidaled stalemenlsof income, for Ihe excess cav ing  value over Ihe 
eslimaled fair value of the facilily 

Senior Notes. On January 27, 1998, TE Products completed Ihe issuance of $180 0 million principal amount of 6 45% Senior Noles due 2008, and $210 0 million 
principal amount of 7 51% Senior Noles due 2028 (collectively the 'TE Products Senior Notes? The 6 45% TE Products Senior Notes were issued at a discount of $0.3 million 
and are being accreled lo their face value over Ihe term of the notes. The 6.45% TE Products Senior Notes due 2008 are not subject to redemption prior lo January 15,2008. 
The 7 51 % TE Products Senior Noles due 2028, issued at par, may be redeemed at any time afler January 15,2008, al Ihe oplion of TE Products. in whole or in part, al our 
eleclion al  lhe following redernplion prices (expressed in percerllages of the principal amounl) if redeemed during llie lwelve mnlhs beginning January 15 of Ihe years 
indicated: 

Redemption Redemptlon 
Year Prlce Year Price 
2008 
2009 
2010 
2011 
2012 

Redemption Redemptlon 
Year Prlce Year Price 
2008 % 
2009 % 
2010 % 

102 629% 2016 
102 253% 2017 

100 751 % 
00.376 % 

and lhereafter al  100% of lhe principal amount, together in each case wilh accrued inlerest al the redemption dale 

The TE Producls Senior Noles do not have sinking fund requiremenls. lnleresl on Ihe TE Producls Senior Noles is payable semiannually in arrears on January 15 and 
July 15 of each year The E Producls Senior Noles are unsecured obligations of TE Products and rank pari passu wilh all olher unsecured and unsubordinated indebledness 
of TE Products The indenlure governing Ihe TE Products Senior Notes contains covenants including, but not limited to, covenants limiling the creation of liens securing 
indebledness and sale and leaseback lransactions However, the indenlure does no1 limil our ahilily lo incur addilional indebledness As of December 31, 2005, TE Producls 
was in compliance wilh the mvenants of the TE Products Senior Notes 

On February 20, 2002, we compleled the issuance of $500 0 million principal amounl of 7 625% Senior Notes due 2012 The 7.625% Senior Notes were issued al a 
discounl of $2 2 million and are being accreted lo their face Value over Ihe term of the notes The Senior Notes may be redeemed at any time at our option wilh the payment of 
accrued inlerest and a mako-whole premium determined by discounting remaining interest and principal payments using a discounl rate equal lo the rale of Ihe United Slates 
Treasury securilies of cornparable remaining maturity plus 35 basis poinls The indenlure governing our 7 625% Senior Notes conlains covenants. including, but not limited lo. 
covenants limiting the creation of liens securing indeblednoss and sale and leaseback transaclions However. the indenlure does not limil our abilily lo incur additional 
indebledness As of December 31, 2005, we were in compliance with the mvenanls of these Senior Noles 

On January 30, 2003, we completed the issuance of $200 0 million principal amounl of 6.125% Senior Noles due 2013 The 6 125% Senior Notes were issued at a 
discounl of $1 4 million and are being accreted to their face value over lhe term of the noles The Senior Notes may be redeemed at any lime al our option with the payment of 
accrued inlerest and a make-whole premium determined by discounling remaining interest and principal payments using a discounl rale equal lo Ihe rate of Ihe Uniled Slates 
Treasury securities of comparable remaining maturity plus 35 basis poinls The indenlure governing our 6.125% Senior Notes conlains covenants, including. but 
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no1 limited to, covenants limiting Ihe crealion of liens securing indebledness and sale and leaseback lransaclions However, Ihe indenlure does no1 limit our ability lo incur 
additional indebtedness As of December 31,2005, we were in compliance with the covenants of these Senior Notes 

The following table summarizes the estimated fair values of the Senior Noles as of December 31, 2005 and 2W4 (in millions) 

Face Fair Value 
December 31, 

value 2005 2004 

6 45% TE Producls Senior Notes, due January 2008 7.1 
7 625% Senior Noles, due February 2012 5000 552 96 
6 125% Senior Noles, due February 201 0.2 
7 51% TE Producls Senior Notes. due January 2028 56 

--- 

We have erilered inlo irileresl rale swap agreernenls lo hedge our exposure lo changes in Ihe lair value on a poiliorl oflhe Senior Noles discussed above (see Nole 4) 

Revolving Credit Facility. On April 6. 2001, we enlered inlo a $500 0 million revolving credil facilily including Ihe issuance of lellers of credil of up lo $20 0 million ("lliree 
ear aci I y e in eres ra e was ase , a our op ion, on ei er e en er s ase 

~ * o , , , , 0 3  :$-a A i i g  
- 

balance of the Three Year Facility with proceeds from the issuance of our 6 125% Senior Notes on January 30, 2003 On June 27, 2003, we repaid the oulslanding balance 
under the Three Year Facility with borrowings under a new credit facility, and canceled Ihe Three Year Facility 

On June 27, 2003, we enlered into a $550 0 million unsecured revolving credit facility wth  a lhree year term, including Ihe issuance of lellers of credit of up lo $20 0 million 
("Revolving Credil Faciltty") The interest rale is based, at our oplion. on either the lender's base rale plus a spread, or LIBOR plus a spread in effect at the time of the 
borrowings The credit agreemenl for the Revolving Credit Facility contains certain restriclive financial covenant ratios Reslriclive covenants in the Revolving Credit Facility limil 
our ability lo, among olher things. incur additional indcblodness, maltc dislributions in cxccss of Available Cash (see Nole 11) and complete mergers, acquisrtions and sales of 
assets We borrowed $263 0 million under the Revolving Credit Faciltty and repaid the outstanding balance of the Three Year Facility On October 21, 2004, we amended our 
Revoking Credit Facilily to (0 increase Ihe facility size l o  $600 0 million. (11) exlend the lerm lo Oclober 21, 2009, (111) remove certain reslriclive covenanls, (iv) increase Ihe 
available amounl for Ihe issuance of lellers of credil up l o  $100 0 million and (v) decrease the LIBOR rate spread charged a1 the lime of each borrowing On February 23, 2005, 
we amended our Revolving Credit Facility lo remove the requirement that DEFS must a1 all limes own, directly or indirectly, 100% of our General Partner, lo allow for 11s 
acquisrtion by DFI (see Nole 1) During Ihe second quarter of 2005, we used a portion of the proceeds from the equity offering in May 2005 to repay a portion of lhe Revolving 
Credil Facility (see Note 11) On December 13, 2005, we again amended our Revolving Credil Facility as follows 

Total bank commilmenls increased from $600 0 mililon to $700 0 million The amendment also provided that Ihe commitments under Ihe credit facilily may be 
increased up to a maximum of $850 0 million upon our request, sub)ect to lender approval and the salisfaclion of certain olher mndilions 

The facility fee and the borrowing rate currently in effect were reduced by 0 275% * 

* The maturity date of the credit facilily was exlended from October 21, 2009, lo December 13. 2010 Also under the terms of the amendment, we may request up l o  two. 
one-year exlensions of the maturily dale These extensions, if requested. will become effective subject lo lender approval and satisfaction of certain olher condilions 

The amendmenl also removed the $100 0 million limil on the total amounl of slandby lellers of credil that can be oulstanding under the credit facility * 

On December 31, 2005, $405 9 million was outstanding under Ihe Revolving Credil Facility a1 a weighted average interest rale of 4 9% AI December 31, 2005, we were in 
compliance with Ihe covenants of this credit agreemenl 
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The following table reflects Ihe allocation of Lola1 dislribulions paid during the years ended December 31, 2005, 2004 and 2003 (in thousands, except per U n l  amounts) 

Years Ended December 31. 
2005 2004 2003 --- 

Limiled Partner Units 
General Partncr Own 

--- 
On February 7, 2006, we paid a cash distribulton of $0 675 per Unit for the quarter ended December 31, 2D05 The fourth quarter 2005 cash distribution lotaled $66 9 

million 

General Partner Interest 

As of December 31,2005 and 2004, we had deficit balances of $61 5 million and $35 9 million, respectively, in our General Partner's equity account These negative 
balances do no1 rcprescnt an asset to us and do not reprcsent an obligation of the Gcneral Parlncr lo conlribule cash or othcr property to us Thc Gcncral Partncr's equity 
account generally consists of its cumulative share of our net income less cash distributions made lo it plus capilal contribulions that it has made to us (see our Consolidated 
Statements of Partners' Capital lor a detail of the General Partner's equity account) For the years ended December 31,2005,2004 and 2003, the General Partner was 
allocated $47 6 million (representing 29 27%), $40 0 million (represenling 28 85"h) and $33 7 million (represenling 27 65%), respectively, of our net income and received $73 2 
million, $66 9 million and $54 7 million, respectively, in cash distributions 

Capital Accounts, as defined under our Partnership Agreement, are mainlained for our General Partner and our limited partners The Capital Account provisions of our 
Partnership Agreemenl incorporate principles eslablislied for U S federal income lax purposes and are riol ccmparable lo Ihe equity accounls reflected under accounting 
principles generally accepted in the United Stales in our financial statements Under our Partnership Agreement. Ihe General Partner is required lo make additional capital 
contribulionsto us upon Ihe issuance of any addilional Units if necessary lo maintain a Capital Accoiinl balance eqilal lo 1 999999% of the tolal Capilal Accounlsof all 
partners At December 31, 2005 and 2004, the General Partner's Capital Account balance substantially exceeded lhis requirement 

Net income is allocated between Ihe General Partner and Ihe lirniled partners in the same proportion as aggregate cash distributions made lo the General Partner and Ihe 
limited partnefs during the period. This is generally consislent with the manner 01 allocating net income under our Partnership Agreement Net income delermined under our 
Partnership Agreement, however, incorporales principles established lor U S federal income tax purposes and is not comparable to ne1 income reflected under accounting 
principles generally accepted in Ihe United Stales in our financial statements 

Cash dislributions thal we make during a period may exceed our ne1 income for the period We make quarterly cash dislributions of a11 of our Available Cash, generally 
defined as consolidated cash receipts less consolidated cash disbursemenls and cash resetves established by Ihe General Partner in ils sole discretion Cash dislributions in 
excess of net income allocations and capital contribulions during the years ended December 31, 2005 and 2004, resulled in a deficit in Ihe General Partner's equily account at 
December 31,2005 and 2004 Future cash disttibulions that exceed net income will resull in an increase in the deficit balance in the General Partner's equily accounl 

According lo Ihe Parlnership Agreemenl, in the even1 of our dissolution, aRer satisfying our liabilities, our remaining assets would be divided among our limited partners 
and the General Partner generally in the same proportion as Available Cash bul calculated on a cumulative basis over the life of the Partnership I1 a deficil balance still remains 
in the General Partner's equity account after all allocations are made betVJeen the partners, the General Partner would no1 be required to make whole any such deficil 

Note 12. Concentrations of Credit Risk 

Our primary markel arcas arc locatcd in the Northeasl, Midwcsl and Soulhwesl rcgions of Ihe Unilcd Stalcs Wc havc a concentration of lradc receivable balances due 
from major integrated oil companies, independent oil companies and other pipelines and wholesalers These concentralions of cuslomers may aflect our overall credit risk in 
that the cuslomers may be similarly aflected by changes 
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in economic, regulatory or other faclors We thoroughly analyze our customers’ historical and future credit positions prior to extending credit We manage our exposure to credit 
risk through credit analysis, credit approvals, credit limits and monitoring procedures, and for certain transactions may utilize letters of credit, prepayments and guarantees 

For each of the years ended December 31, 2005,2004 and 2003, Valero Energy Corp accounted for 14%. 16% and 16% of our total consolidated revenues, respectively 
No other single customer accounted for 10% or more of our lolal corisolidaled revenues for the years ended Decembe 31. 2005. 2004 and 2003 

The carrying amount of cash and cash equivalents, accounts receivable, inventories. other current assets, accounts payable and accrued liabilities. other current liabilities 
and derivatives approximates their fair value due to their short-term nature 

Note 13. Unit-Based Cornpensation 

1994 Long Term Incentive Plan 

During 1994, the Company adopted the Texas Eastem Products Pipeline Company 1994 Long Term Incentive Plan (“1994 LTIP) The 1994 LTlP provides certain key 
employees with an incentive award whereby a participant is granted an option to purchase llnils I nese Same employees are ais0 g 
Untls, the cash value of which may be used to pay for the exercise of the respective Unit options awarded Under the provisions of the 1994 LTIP, no more than one million 
options and two million Performance Units may be granted 

When our calendar year earnings per unit (exclusive of certain special items) exceeds a slated threshold, each participant receives a credit to their respective 
Performance Unit account equal to the earnings per unit excess multiplied by the number of Performance Units awarded The balance in the Performance Unil account may be 
used to offset the cost of exercising Unit options granted in connection with the Performance Units or may be withdrawn Iwo years alter the underlying options expire, usually 
10 years from t h e  date of gmnl Any unused balance previously credited is forfeited upon termination We accrue compensalion expense for the Performance Unils awarded 
annually based upon the terms of the plan discussed above 

Under the agreerneril for such Unil options, the options become exercisable in equal installmerits over periods of one, two. and three years from the date of the grant AI 
December 31.2005, all options have been fully exercised The Performance Unit account has a minimal liability balance which may be withdrawn by the participants after 
December 31,2006 

A summary of Unit options granted under the terms of the 1994 LTlP is presented below 

Options Options 
Ouistandinq Exercisable Exercise Ranae 

Outstanding at December 31,2003 __ __ 

We have not granted options for any periods presented Dunng the year ended December 31, 2003, all remaining outstanding llnrt options were exercised For options 
previously outstanding, we followed the intnnsic value method for recognizing sloclc-based compensation expense The exercise price of all options awarded under the 1994 
LTlP equaled the market pnce of our llnits on the date of grant Accordingly, we recognized no compensation expense at the date of gmnt Had compensation expense been 
determ’ned consislent with SFAS No 123. Accounting for Sfock-Based Compeflsat~m, no compensation expense would have been recognized for the years ended 
December 31,2005,2004 and 2003 

1999 and 2002 Phantom Unit Plans 

Effeclive September 1, 1999, the Company adopted the Texas Eastern Products Pipeline Company, LLC 1999 Phantom Unit Retention Plan (‘1999 PURP) Effeclive 
June 1,2002, the Company adopted the Texas Eastem Products Pipeline Company, LLC 2002 Phanlom llnil Retention Plan (‘2002 PURP) The 1999 PURP and the 2002 
PURP provide key employees with incentive awards whereby a participant is granted phantom units These phantom unils are automatically redeemed for cash based on the 
vested portion of the fair market value of the phantom units at stated redemption dates The fair market value of each phantom unit is equal to the closing price of a Unit as 
reported on the New York Stock Exchange on the redemption date 

Under the agreement for the phantom units, each participant will vest 10% of the number of phantom units inilially granted under his or her award at the end of each of the 
first four years and will vest the final 60% at the end of the fifth year Each participant is required lo 
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redeem their phantom units as they vest. They are also entitled lo quarterly cash distributions equal lo the product of the number of phantom units outstanding for the 
participant and the amount of the cash distribulion that we paid per Unit lo unitholders We accrued compensation expense annually based upon the terms of the 1999 PURP 
and 2002 PURP discussed above At December 31,2004, we had an accrued liability balance of $1 6 million for compensation related to the 1999 PURP and 2002 PURP. Due 
to a change of ownership as a result o l  the sale o l  our General Partner on February 24, 2005 (see Note l), all outslanding units under both the 1999 PURP and the 2002 PURP 
fully vested and were redeemed by participants As such, there were no outstanding unifs al December 3’1, 2005 under either the 1999 PURP or the 2002 PURP 

2000 Long Term lncentlve Plan 

Effective January 1, 2000, the General Partner established the Texas Easlem Products Pipeline Company, LLC 2000 Long Term Incentive Plan (“2000 LTIP’) lo provide 
key employees incenlives lo achieve improvements in our financial performance Generally, upon the close of a three-year performance period, i f  the participant is then still an 
employee of the General Partner, the participant NII receive a cash payment in an amount equal to (1) the applicable performance percentage specified in the award mulliplied 
by (2) the number of phantom units granted under the award multiplied by (3) the average of the closing prices of a Unit over the ten conseculive trading days immediately 
preceding the last day of the performance period Generally, a participant’s performance percentage is based upon the improvement of our Economic Value Added (as defined 
below) dunng a three-year performance period over the Econom 
incurs a separation from service during the performance penod d 

~~e to a 
change of ownership as a result of the sale of our General Partner on February 24,2005, all outslanding units under the 2000 LTlP for plan years 2003 and 2004 were fully 
vested and redeemed by participants As such, Itiere were no oulstanding units at December 31, 2005, lor awards granted for Ihe plan years ended Decernber 31,2004 and 
2003 At December 31, 2005, phantom units outstanding lor awards granted for the plan year ended December 31, 2005, were 23 400 

lue Added dunng the Ihree-year period immediately preceding the performance 
death, disabilrty or retirement (as such terms are defined in the 2000 LTIP), the 

Economic Value Added means our average annual EBITDA for the performance period minus the product of our average asset base and our cost of capilal for the 
performance period For purposes of the 2000 LTlP for plan years 2000 through 2002, EBITDA means our earnings before net interest expense, depreciation and amortization 
and our proportional interest in EBITDA of our joint ventures as presented in our consolidated financial slalemenls prepared in accordance with generally accepted accounting 
pnnciples, except that at his discretion the Chief Executive Officer (“CEO) of the Company may exclude gains or losses from extraordinary, unusual or non-recurring items 
For the years ended December 31,2005,2004 and 2003, EBITDA means, in addition to the above definition of EBITDA. earnings before other income - net Average asset 
base means the quarterly average, during the performance period, of our gross value of property. plant and equipmenl, plus products and crude oil operating oil supply and the 
gross value of intangibles and equity investments Our cost of capital is approved by our CEO at the date of award grant 

In addition to the payment described above, during the performance period, the General Partner will pay to the participant the amount of cash distributions that we would 
have paid lo our unitholden had the participant been the owner of the number of Units equal lo the number of phantom unifs granled to the participant under this award We 
accrue compensation expense annually based upon the terms of the 2000 L I P  discussed above At December 31,2005 and 2004, we had an accrued liability balance of $0 7 
million and $2 4 million, respectively. for compensation related to the 2000 LTlP 

2005 Phantom Unit Plan 

Effective January 1,2005. the Company adopted the Texas Eastern Products Pipeline Company, LLC 2005 Phantom llnil Plan (“2005 PURP) to provide key employees 
incenlives to achieve improvements in our financial performance Generally, upon the close of a fhree-year performance period, if the participant is then stiff an employee of the 
General Partner, the participant will receive a cash payment in an amount equal lo (1) the grantee’s vested percentage mulliplied by (2) the number of phanlom unils granted 
under the award multiplied by (3) the average of the closing prices of a Unit over the ten consecutive trading days immediately preceding the last day of the performance period 
Generally, a participant’s vested percentage is based upon the improvemenl of our EBITDA (as defined below) during a three-year performance period over the target EBITDA 
as defined at the beginning of each year during the three-year performance period. EBITDA means our earnings before minority interest. net interest expense, other income - 
net. income taxes. depreciation and amortization and our proportional interest in EBITDA of our joint ventures as presented in our consolidated financial statements 
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prepared in accordance with generally accepted accounting principles, except that at his discretion, our CEO may exclude gains or losses from extraordinary, unusual or 
non-recurring items At December 31,2005, phantom units outstanding for awards granted for the plan year ended December 31,2005, were 53,600 

In addition to Ihe paymenl described above, during the performance period. the General Partner will pay to the participant the amount of cash distributions that we would 
have paid lo our unilholders had the parlicipanl been Ihe owner of the number of Units equal lo the number of phanloni unils grariled lo the pailicipant under this award We 
accrue compensalion expense annually based upon Ihe terms of the 2005 PURP discussed above. At December 31,2005, we had an accrued liability balance of $0 7 million 
for compensation related to the 2005 PlJRP 

Note 14 Operating Leases 

We use leased assets in several areas of our operations Total renlal expense for the years ended December 31, 2005, 2004 and 2003, was $24 0 million, $22 1 million 
and $18 8 million, respectlvely The following table sets forth our mtnimum rental payments under our various operating leases for the years ending December 31 (in 
thousands) 

Note 15. Employee Benefits 

Retirement Plans 

The TEPPCO Retirement Cash Balance Plan ('TEPPCO RCBP') was a non-contributory, trustee-administered pension plan In addition, the TEPPCO Supplemental 
Benefit Plan ('TEPPCO SBP) was a non-contributory. nonqualified, defined benefit retirement plan, in which certain executive officers participated The TEPPCO SBP was 
established to restore benefit reductions caused by the maximum benefil limitations that apply to qualified plans. The benefit formula for all eligible employees was a cash 
balance formula Under a cash balance formula, a plan participant accumulated a retirement benefit based upon pay credits and current inlerest credits The pay credits were 
based on a participant's salary. age and service We used a December 31 measurement date for these plans 

On May 27. 2005, Ihe TEPPCO RCBP and the TEPPCO SBP were amended Effective May 31,2005, participation in the TEPPCO RCBP was frozen, and no new 
participants were eligible to be covered by the plan after that date Effective December 31,2005, all plan benefits accrued were frozen. pallicipants will not receive additional 
pay credits after that date, and all plan participants were 1009'0 vested regardless of their years of service. The TEPPCO RCBP plan was terminated effective December 31, 
2005, subject lo IRS approval of plan terminalion, and plan participants will have the option to receive their benefits either through a lump sum payment in 2006 or through an 
annuity For those plan participants who elect to receive an annuity, we will purchase an annuity contract from an insurance company in which the plan participant owns the 
annuity, absolving us of any future obligation lo the participant Participanls in the TEPPCO SBP received pay credits through November 30, 2005, and received lump sum 
benefit payments in December 2005. Both the RCBP and SBP benefit payments are discussed below 

In June 2005, we recorded a curtailment charge of $0 I million in accordance with SFAS No. 88, Employed Accounting forSefNernents and Co/fai/ments ofDefined 
Benefit Pension Plansand for Termination Benefits, as a result of the TEPPCO RCBP and TEPPCO SBP amendments As of May 31,2005, the following assumptions were 
changed for purposes of determining the net periodic benefd costs for the remainder of 2005: the discount rate, the long-term rate of return on plan assets, and the assumed 
mortality table The discount rate was decreased from 5.75% lo 5.00% to reflect rates of returns on bonds currently available lo settle the liability The expected long-term rate 
of return on plan assets was changed from 8% to 2% due lo the movemenl of plan funds from equily investments into short-term money market funds The mortality lable was 
changed lo reflect oveiali improvemenls in rnortalily experienced by the general population The curtailment charge arose due to the accelerated recognitior~ of Ihe 
unrecognized prior service costs. We recorded additional settlemenl charges of approximately $0 2 million in the fourth quarter of 2005 relating to the TEPPCO SBP. We expect 
to record additional settlement charges of approximately $4 0 million in 2006 relating to the TEPPCO RCBP for any existing unrecognized losses upon the plan termination and 
final diStribtJtiOn of the assels to the plan participants 
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The components of net pension benefits cosls for Ihe TEPPCQ RCBP and the TEPPCO SBP for the years ended December 31,2005,2004 and 2003, were as follows (in 
thousands) 

Year Ended December 31. 
2005 2004 2003 - 

Service cost benefd cemed 
Interest cost on projecled bene 
Expected return on plan assel 
Amortization of pnor service c 
Recognized net actuarial loss 
SFAS 88 curtailmenl charge 
SFAS 88 settlement charge 

$5,034 3 3,558 3 3,110 - Net pension benefits costs 

Other Postretirement Benefits 

We provided certain heallh care and l fe  insurance benefits for retired employees on a contributory and non-contribulory basis (“TEPPCO OPE) Employees became 
eligible lor lhese benefils if lltey me1 cerlain age and service requiiernenls at reliremenl. as defined in Ihe plans We provided a fixed dollar conlrfiulion. which did not increase 
from year to year, towards retired employee medical costs The retiree paid all heallh care cost increases due to medical inflation We used a December 31 measuremenl date 
for this plan 

In May 2005, benefds provided to employees under the TEPPCQ OPB were changed Employees eligible for these benefits received them through December 31, 2005, 
however, effective December31,2005, these benefits were terminaled As a result of this change in benefils and in accordance wilh SFAS No 106, Employers’ Accounflng for 
Postretrement Eenelrfs Other Jhan Pensions, we recorded a curtailmenl credd of approximalely $1 7 million in our accumulaled poslrelirement obligalion which reduced our 
accumulated postretirement obligation to the lotal of the expected remaining 2005 payments under the TEPPCO OPE The current employees participating in this plan were 
transferred lo DEFS, who will conlinue lo provide postretirement benefits lo these retirees We recorded a one-time settlement to DEFS in the third quarter of 2005 of $0 4 
million for the remaining postretirement benefits 

The componcnls of net postrcliremcnl benefils cost for Ihe TEPPCO OPB for the years ended Deccmber 31,2005,2004 and 2003, were as follows (in Ihousands) 

Year Ended December 31. 
2005 2004 2003 

Service cost benefi earned during the year 

Net postreliremenl benefits costs 

Effective June 1,2005, the payroll funclions performed by DEFS for our General Partner were transferred from DEFS to EPCO For those employees “ I o  were receiving 
certain other postretirement benefils at the lime of the acquisition of our General Partner by DFI, DEFS will continue to provide these benefits to those employees Effective 
June 1 ,  2005, EPCO began providing certain other poslrclirement benefits to those employees who became eligible for the benefits aAor June 1,2005, and WIII charge those 
benefit related costs to us As a result of these changes, we recorded a $1 2 million reduction in our other postretirement obligation in June 2005 

We employed a building block approach in determining Ihe long-term rate of return for plan assets Historical markets were studied and long-term historical relationships 
between equities and fixed-income were preserved consistent with a widely accepted capital market principle thal assets wilh higher volatility generate a greater return over the 
long run Current market factors such as inflation and interest rates were evaluated before long-term capital market assumptions were determined The long-term portfolio 
relurn was established via a building block approach wilh proper consideralion 01 diversificalion and rebalancing Peer dala and historical relurns were reviewed lo check lor 
reasonability and appropriateness 
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The weighted average assumptions used to determine benefit obligations for the retirement plans and other postretirement benefit plans at December 31, 2005 and 2004, 
were as follows: 

Other 

Postretirement 

Pension Benefits Benefits 
2005 2004 2005 2004 

59 % 5.75% 5.75 % 5.75 % 
- Discount rate 

Increase in compensation levels __ 5 00% __ 

The weighted average assumplions used to determine net penodic benefit cost for the retirement plans and other postretirement benefit plans for the years ended 
December 31 ,2005  and 2004, were as follows 

Other 

Postretirement 

Pension Benefits Benefits 
2005 2004 2005 2004 

6 25% 
5 00% 

f return on pian assets(?) a 00% 

(11 Expense was remeasured on May 31,2005,  as a resull of TEPPCO RCBP and TEPPCO SBP amendments The discount rate was decreased from 5.75% to 5 %  effective 
June 1 ,  2005, to reflect rates of returns on bonds currently available to settle the liability 

As a result of TEPPCO RCBP and TEPPCO SBP amendments, the expected return on assets was changed from 8% to 2% due to the movement of plan funds from 
equity investments into short-term money market funds, effective June 1, 2005 

The following table sets forth our pension and other postretirement benefits changes in benefit obligation, fair value of plan assets and funded status as of December 31, 

(2) 

2005 and 2004 (in thousands): 

Other 
Postretirement 

Pension Benefits Benefits 
2005 2CW 2005 2004 ---- 

Change in benefit obligation 

an assets al  end of year 
funded status 

Funded status 
Unrecognized prior servic 
Unrecognized actuarial lo 
Net amount recognized 3 5,061 $ 1,068 $ - $0 ---- 

We estimate the following benefit payments, which reflect expected future sewice. as appropriate, will be paid (in thousands): 

Other 

2006 

_. - 
Pension Postretirement 
Benefits Benefits 
$22,360 
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Plan Assets 

We employed a total return investment approach whereby a mix of equities and fixed income investments were used to maximize lhe long-term relum of plan assets for a 
prudent level of risk Risk tolerance was established thruugh careful consideration of plan liabilities, plan funded status and corporate financial condition. The investmenl 
portlolio conlairied a diversified blend of equity arid fixed-income inveslments Furthermore. equily investments were diversified across U S .  and non-U S stocks. bolh growlh 
and value equity style, and small, mid and large capilalizalions Investment risk and return paramelerr were reviewed and evaluated periodically to ensure compliance with 
stated investment objectives and guidelines This comprehensive review incorporated investmenl portfolio performance. annual liabiltly measurements and periodic 
assellliability studies 

The following table sets forth the weighted average asset allocations for the retirement plans and other postretirement benefit plans as of December 31, 2005 and 2004, 
by asset calegory (in thousands): 

December 31, 
Asset Category 2005 2004 

We do not expect lo make further contributions to our retirement plans and other postretirement benefit plans in 2006 

Other Plans 

DEFS also sponsored an employee savings plan, which covered substantially all employees Effect'Ne February 24,2005, in conjunction with the change in ownership of 
our General Parlner, our participation in this plan ended Plan conlributions on behall of the Company of $0.9 million, $3 5 million and $3 2 million were recognized for the 
period January 1.2005 through February 23,2M35, and during the years ended December 31,2004 and 2003, respeclivcly 

Note 16. Commitments and Contingencies 

Litigation 

In the fall of 1999 and on December 1,2000, the General Partner and the partnership were named as defendants in two separate lawsuits in Jackson County Circuit 
Court. Jackson County, Indiana, styled /?Van E McC/ee/y'andMania S McCleery, et a/. v. Texas Easfern Corporation, et a/ (including the General Parlner and Partnership) 
and Gilbert Richards andJean Richards v. Texas Eastern Corpontion. et a/. (including the General Parlner and Partnership) In bolh cases, lhe plaintills contend. among olher 
things. that we and other defendants stored and disposed of toxic and hazardous substances and hazardous wades in a manner that caused Ihe materials to be released into 
the air, soil and waler They further contend that Ihe release caused damages lo the plainliffs In lheir comptainls. the plaintiffs allege strict liability for both personal injury and 
properly damage together with gross negligence, conlinuing nuisance, Irespass. criminal mischief and loss of consorlium The plaintiffs are seeking compensatory, punitive and 
treble damages On January 27, 2005, we entered into Release and Settlement Agreements with the McCIeery plainliffs and the Richards plaintiffs dismissing all of these 
plaintiffs' claims on terms that did not have a material adverse effect on our financial posilion, results of operations or cash flows Although we did not settle with all plaintiffs and 
we therefore remain named parlies in lhe Ryan E McC/eery and Mach  S. McClesry, e l  a/. v Texas Eastern Corporation, el a/. action, a co-defendant has agreed to indemnify 
us for all remaining claims asserted against us Consequently, we do not believe that Ihe outcome of these remaining claims will have a material adverse effect on our financial 
posilion, rcsulls of operalions or cash flows 

On December 21. 2001, TE Products was namcd as a defcndanl in a lawsuil in thc 10th Judicial District. Natchiloches Parish, Louisiana, stylcd Rebecca L. Grisharn et  a/ 
v TE Products Pipeline Company, Lirnifed Partnership In this case, the plaintills contend lhat our pipeline, which crosses the plaintiffs' property, leaked toxic products onto 
their property and, conseqitentiy caused damages to them We have filed an answer to the plaintiffs' pelition denying the allegations, and we are defending ourselves 
vigorously against the lawsuit The plaintiffs have not stipulaled the amount of damages they are seeking in the suit: however, this case is covered by insurance W? do not 
believe that the outcome of this lawsuit will have a material adverse effect on our financial position, tesults of operations or cash flows. 

On April 2. 2003. Centennial was served with a petition in a rnalter slyled Adams, eta/  v CenfennialPipdine Company LLC, et a/ This malter involves approximately 
2,000 plainliffs who allege that over 200 defendants. including Centennial. generated. transported. andor disposed of hazardous and toxic waste al two sites in Bayou Sorrell, 
Louisiana, an underground injection well and a landfill The 
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plaintiffs allege personal injuries, allergies, birth defects, cancer and dealh The underground injeclion well has been in operalion since May 1976 Based upon current 
information. Centennial appears lo be a de minimis conlribulor, having used the disposal site during the tvm month time period of December 2001 to January 2002. Marathon 
has been handling this maller for Cenlennial under its operating agreement wilh Centennial lE Producfs has a 50% ownership interest in Centennial On November 30, 2004, 
ltie courl approved a class selllemenl The lime period for parlies to appeal lhis selllemenl expired in March 2005. and Ihe class selllemeiil became firial The lerms of Ihe 
setllemenl did not have a malerial adverse effect on our financial position. results of operalions or cash flows 

In May 2003, the General Partner was named as a defendant in a lawsuil slyled John R James, e l  a l  v J Graves fnsufation Company, e l  af as filed in the first Judicial 
Dislricl Court, Caddo Parish, Louisiana There are numerous plainliffs idenlined in Ihe aclion thal are alleged lo have suffered damages as a resull of alleged exposure lo 
asbeslos-containing producls and malerials According lo the pelilion and as a result of a preliminary invesligalion, Ihe General Partner believes lhal the only claim asserted 
against it results from one individual for Ihe period from July 1971 lhrough June 1972, who isalleged lo have worked on a facility owned by the General Partner's predecessor 
This period represents a small portion of the lotal alleged exposure period from January 1964 lhrough December 2001 for this individual. The individual's claims involve 
numerous employers and alleged job siles The General Partner has been unable to confirm involvement by the General Partner or ils predecessors wilh Ihe alleged location, 
and it is uncertain at this lime whclher this case is covered by insurance Discovery is planned, and the Gcncral Partner intends to defend itself vigorously against this lawsuit 
The plainliffs have not stipulated the amount of damages that they are seeking in lhis sui1 We are obligated lo reimburse Ihe General Partner for any costs il incurs related to 
this lawsuil. We cannol eslimate Ihe loss, if any, associaled wilh this pending lawsuil We do not believe Ihal the outcome of this lawsuil will have a malerial adverse effect on 
our financial position, resulls of operations or cash flows 

, On Augusl5, 2005, we were named as a third-party defendant in a maller styled ConocoPbihps, e l  a/ v B P A r n m  Seaway Products Pipepehe Company as filed in the 
55"'Judicial Uislrid 01 Harris County. lexas Conocol nillips alleges a rigti1 10 inaemnily iron1 fit- Hmoco s e a w a p - l i i i y  
iricurred bv ConocoPliillios as a resull of llie reverse meiaer of Seawav Piaeline Comoanv (Ilie "Onoinal Seawav Parlneishio') The reverse meraer ol  Ihe Oriainal Seawav 
Partnership was undertaken in preparation for our purchgse of ARC0 Pipe Line Company pursuanlio Ihe Ameided and Restaled Purchase Agreement (the ';Purchase 
Agreemenl') dated May 10, 2000, between us and Allantic Richfield Company BP Amoco has claimed a righl lo indemnity from us llnder the Purchase Agreemenl should BP 
Amoco have any indemnity liability Io ConocoPhillips ConocoPhillips alleges the income lax liability to be approximalely $4 0 million On January 20, 2006, we entered into a 
seltlement agreement wilh BP Amoco dismissing and resolving all of BP Amoco's claims The lerms of the settlement did no1 have a malerial adverse effect on our financial 
position, resulls of operalions or cash flows 

' 

In 1991, we were named as a defendant in a matter styled JimmyR Green, et a/ v Cities Service Reflnery, e l  a/ as filed in the 26 th Judicial District Courl of Bossier 
Parish, Louisiana. The plaintiffs in lhis matter reside or formerly resided on land that was once Ihe sile of a refinery owned by one of our co-defendanls The former refinery is 
located near our Bossier Cily facilily Plaintiffs have claimod personal injuries and proporty damage arising from alleged conlaminalion of Ihe refinery property. The plaintiffs 
have recently pursued cerlificalion as a class and have significanlly increased their demand to approximately $1 75 0 million This revised demand includes amounls for 
environmental resloration no1 previously claimed by Ihe plainlills We have never owned any interest in Ihe refinery property made the basis of this aclion, and we do not 
believe lhal we contribuled lo any alleged conlaminalion of lhis properly While we cannol predict the ultimate outcome, we do not believe lhal the oulcome of this lawsuil will 
have a material adverse effect on our financial position, results of operations or cash flows 

In addilion to Ihe litigation discussed above. we have been, in the ordinary couise of business, a delendanl in various lawsuits and a party lo various other legal 
proceedings. some of which are covered in whole or in part by insurance We believe thal Ihe oulcome of lhese lawsuits and olher proceedings will not individually or in the 
aggregate have a fulure material adverse effect on our consolidated financial position, resulls of operations or cash flows 

Regulatory Matters 

Our operalions are subject lo federal, slale and local laws and regulations governing Ihe discharge of materials inlo the environment and various safety matters. Failure lo 
comply wilh these laws and regulalions may result in the assessment of adminislralive, civil and criminal penalties. imposition of injunctions delaying or prohibiting certain 
activities and Ihe need to perform invesligalory and remedial aclivilies We believe our operalions have been and are in material compliance with applicable environmental and 
safely laws and regulations. and lhat compliance wilh existing environmenlal laws and regulations are no1 expeded to have a material adverse effect on our competitive 
position, financial positions. results of operations or cash flows However, risks of significant costs and liabilities are inherent in pipeline operalions, and we cannot assure that 
significant costs and liabilities will not be incurred Moreover, it is possible that other developments, such as increasingly stricl environmental and safely laws and regulations 
and enforcement policies Ihereunder, and claims 
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for damages lo property or persons resulling lrom our operations, could r e d  in substantial costs and liabililiesto us AI December 31, 2005 and 2004, we have an accrued 
liability of $2 4 million and $5 0 million, respectively, relaled to sites requiring environmental remedialion activities 

On March 26, 2004, a decision in ARC0 Produck Co , et a/. v SFPP, Docket OR96-2-000, was issued by the E R C .  which made several significanl delerminations with 
respecl lo finding "changed circumslances" under Itie Energy Policy Acl of 1992 ("EP Ac1'3 The decision largely clarifies, but does riol fully quanlify. Itie slandard required for a 
complainant to demonstrate that an oil pipeline's rates are no longer subject to Ihe rale protection of the EP Act by demonstrating that a substantial change in circumstances 
has occurred since 1992 with respecl lo the basis of lhe rates being challenged In the decision, the FERC found that a limited number of rate elemenls will significantly affect 
the economic basis for a pipeline company's rates The elements identified in the decision are volume changes. allowed total return and total cosl-of-service (including major 
cost elemenls such as rate base, tax rales and tax allowances, among others) The FERC did reject, however, the use of changes in tax rales and income tax allowances as 
stand-alone factors Judicial review of lhal decision, which has been sough1 by a number of parties to the case, is currentty pending before the 1J S Court of Appeals for the 
District of Columbia Circuit We have not yet delermined the impact, if any, that the decision, i f  it is ultimalely upheld, would have on our rales if they were reviawed under the 
criteria of this decision 

On July 20, 2004, the District of Columbia Circuit issued an opinion in BP West Coast Pruduck LLC v FERC In reviewing a series of orders involving SFPP, L.P , the 
court held among other things lhat the FERC had no1 adequalely juslified ils policy of providing an oil pipeline limited partnership wilh an income lax allowance equal to Ihe 
proportion of ils income altribulable lo partnership interests owned by corporale partners. Under the FERC's initial ruling, SFPP. L P was permitted an income lax allowance on 
its cost-of-service filing for the percentage of its net operating (pre-lax) income altribulable to partnership units held by corpomlions, and was denied an income tax allowance 
equal to the percentage altribulable to partnership unils held by non-corporate partners. The court remanded the case back to the FEPC for further review As a.result of the 
cou 'sreman ,on ay ; , e 'issue i s  oicy .semen on ncorne a 
p a s ~ - t h r o u g t ~ ~ r i t i l i ~  a:in%:e \!x E k c e  0: I ' h l  iCcoik LtlribuLblL Io any d w ~ e ~ " " - '  
the owner is an individual or corporation If lhere is more than one level of pass-lhrough enlilies, the regulated company income must be traced lo where the ullimate lax 
liability lies The Policy Statement is to be applied in individual cases, and the regulated entily bears the burden of proof to establish the tax status of ils owners On 
December 16, 2005, Ihe FERC issued the first of those decisions, in an order involving SFPP (the "SFPP Order") The SFPP Order confirmed that an MLP is entitled to a tax 
allowance wilh respect to partnership income for which there is an "actual or potential income tax liability" and determined that a unitholder thal is required to file a Form 1040 or 
Form 1120 tax return lhal includes partnership income or loss is presumed lo have an actual or polential income lax liability sutficient to support a tax allowance on that 
partnership income The FERC alsn eslablished certain other presumplions, including Ihat corporale unitholders are presumed to be taxed at the maximum corporate tax rate of 
35% while individual unitholders (and certain olher types of unitholders laxed like individuals) are presumed lo be taxed at a 28% lax rale The SFPP Order remains subjecl lo 
further adminislrative procccdings (including compliance filings by SFPP and possible rehearing rcquesls), as well as potential judicial review The ultimale oulcomc of the 
FERC's inquiry on income lax allowance should not affect our current rates and rate structure because our rates are not based on cosl-ol-service methodology However, the 
outcome of Ihe income lax allowance would become relevant to us should we (i) elecl in the fulure lo use cost-of-service to support our rales, or (ii) be required to use such 
methodology to delend our indexed rates 

. . . .. 

In 1994. Ihe Louisiana Dsparfrnenl of Environmental Quality ("LDE4') issued a compliance order for environmental contamination at our Arcadia. Louisiana, facility In 
1999, our Arcadia lacility arid adjacenl lerminals were direcled by Ihe Remediation Services Division of lhe LDEQ lo pursue rerriedialiori 01 lhis conlamirialion. Elfeclive March 
2004, we executed an access agreement with an adjacenl induslrial landowner who is located upgradient of the Arcadia facility This agreemenl enables the landowner lo 
proceed wilh remediation activilies at our Arcadia facility for which it has accepted shared respnnsibilily AI December 31, 2005, we have an accrued liabilily of $0 2 million for 
remediation cosls at our Arcadia facility We do not expecl lhat the completion of the remediation program proposed lo the LDEQ will have a future material adverse effect on 
our financial position, results of operations or cash flows 

On March 17, 2003, we experienced a release of 51 1 barrels of jet fuel lrom a storage tank at our Blue Island terminal localed in Cook County, Illinois As a result of the 
release, we have entered into an Agreed Order wilh Ihe Slate 01 Illinois. which required us to conduct an environmental invesligalion At lhis time, we have complied with the 
terms of the Agreed Order, and Ihe results of Ihe environmental investigalion indicated there were no soil or groundwaler impacls from the release On August 30, 2005, a final 
settlement was reached wilh the State of Illinois Tha selllemenl included the payment of a civil penally of $0.1 million and the requirement thal we make certain modifications 
to the equipment of Ihe facility, none of which arc expected lo have a matorial adverse effect on our financial position, results of operalions or cash flows 
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On July 22, 2004, we experienced a release of approximately 12 barrels of jet fuel from a sump a1 our Lebanon, Ohio, terminal She released jel fuel wasconlained wilhin 
a dorm waler retention pond located on the terminal properly Six migratory waterfowl were affected by the jel fuel and were subsequenlly eulhanized by or a1 the request of 
the Uniled Slates Fish and Wildlife Service ( "USFW)  On October 1 ,  2004. llie USFWS served us wilh a Notice of Violalion. alleging Ilia1 we violated 16 USC 703 of the 
Migralory Bird Trealy Acl lor llie "lake[ing] of rnigralory birds by illegal rrielhods."On February 7, 2005. we entered inlo a Memorandum of llnderslanding wilh Ihe USFWS, 
setlling ail aspects of this matter The lerms of lhis setllemenl did no1 have a material efled on our financial posilion. resulls of operalions or cash flows 

On July 27, 2004, we received nolice from the United States Department of Justice ("DOJ) of its intent lo seek a civil penalty against us related lo our November 21, 
2001, release of approximately 2,575 barrels of jet fuel from our 14-inch diameler pipeline localed in Orange County, Texas The DOJ, a1 the requesl of the Environmental 
Proleclion Agency, is seeking a civil penalty against us for alleged violalions of the Clean Water Act ("CWA") arising out of this release We are in discussions with Ihe DOJ 
regarding Ihis maller and have responded lo its request for addilional informalion The maximum slalulory penally proposed by Ihe DOJ for lhis alleged violalion of the CWA is 
$2 1 million We do not expect any civil penally lo have a malerial adverse effect on our financial posilion, resulls of operations or cash flows 

On September 18,2005, a propane release and fire occurred al our Todhunler facilily, near Middlelown, Ohio The incident resulled in the dealh of one of our employees 
There were no olher injuries On or aboul February 22.2006, we received verbal notification from a represenlalive of the Occupalional Safely and Health AdminisIralion that 
they inlend lo Serve us with a cilalion arising out of lhis incident AI lhis lime, we have no1 received any citation, and we cannot predict wilh certainly Ihe amount of any fine or 
penally associated with any such citation; however, we do not expect any fine or penalty lo have a material adverse effect on our financial posilion, resulls of opemlions or cash 

Rates of inlerslale petroleum producls and crude oil pipeline companies. like us. are currently regulaled by the FERC primarily lhrough an index melhodology, which 
allows a pipeline lo change its rates based on Ihe change from year to year in llie Producer Price Index for finished goods ("PPI Index") Effective as of February 24,2003, 
FERC Order on Rerndrid modified Ihe PPI Index from PPI - 1% lo PPI On April 22. 2003. several shippers filed a petilion in Ihe Uniled Slales Court of Appeals for Ihe Dislricl 
of Columbia Circuil (the "Court"). Flyinv ./ lric, Lion Oil Company, Sinclair Oil Corporalion and Tesom Refining andMarkeling Company ys Federal Energy Regulalofy 
Commission; Dockel No 03-1 107, seeking a review of whelher the FERC's adoption of the PPI Index was reasonable and supported by Ihe evidence On April 9, 2004, Ihe 
Court handed down a decision denying Ihe shippers' petition for review, slating the shippers failed Io establish that any of Ihe FERC's melhodological choices (or combinalion 
of choices) were both erroneous and harmful 

As an allernalive to using the PPI Index, inlerstate petroleum producls and crude oil pipeline companies may elect lo supporl rale filings by using a cosl-of-service 
methodology, competitive market showings ("Market- Based Rates") or agreements between shippers and petroleum products and crude oil pipeline companies lhal the rale is 
acceptable 

Other 

Cenlennial entered into credit facilities totaling $150 0 million, and as of December 31, 2005, $150 0 million was outslanding under those credit facilities TE Products and 
Maralhon have each guaranleed one-half of the repaymenl of Centennial's oulslanding deb1 balance (plus inleresl) under a long-term credil agreemenl. which expires in 2024, 
and a short-term credit agreement, which expires in 2007 The guaranlees arose in order for Centennial lo obtain adequale financing, and Ihe proceeds of the credil 
agreements were used to fund conslruclion and conversion costs of ils pipeline system Prior lo the expiration of the long-lerm credit agreement. TE Produds could be 
relinquished from responsibilily under llie guaranlee should Cerilenriial meel cerlain financial lesls If Cenlennial defaulls on ils outslanding balance, Ihe eslimaled maximum 
polenlial amounl of future paymenls for TE Products and Marathon is $75 0 million each a1 December 31, 2005 

TE Products, Maralhon and Cenlennial have entered into a limiled cash call agreement. which allows each member to contribute cash in lieu of Centennial procuring 
separate insurance in the evenl of a third-party liability arising from a calastrophic event There is an indefinile term for the agreemenl and each member is lo conlribule cash 
in proportion to ils ownership inleresl, up lo a maximum of $50 0 million each. As a resuil of the cataslrophic evenl guaranlee, TE Products has recorded a $4 6 million 
obligalion. which represents Ihe presenl value of the estimated amounl lhat we would have lo pay under the guaranlee. If a calastrophic evenl were lo occur and we were 
required lo conlribule cash lo Cenlennial, mnlribulions exceeding our deductible might be covered by our insurance. 

One of our subsidiaries, TCO, has entered into master equipment lease agreements with finance companies lor Ihe use of various equipmanl We have guaranteed the 
full and limely paymenl and performance of TCOs obligations under the agreements Generally, events of default would trigger our performance under the guarantee. The 
maximum potential amounl of fulure payments undcr the 
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guarantee is not estimable, but would include base renlal paymenls for both current and future equipment, stipulated loss paymenls in the event any equipment is stolen, 
damaged, or destroyed and any future indemnity paymenls We carry insurance coverage thal may offset any payments required under the guarantees 

On February 24 2005, the General Partner was acquired from DEFS by DFI The General Partner owns a 2% general partner interest in us and is the general partner of 
the Parlriership On March 11, 2005, lhe Bureau of Competition of Ihe Federal Trade Commission f FTC") delivered wrilten notice Io DFl's legal advisor lhat it was conducling a 
non-public investigation to delermine whether DFI s acquisition of the General Partner may substanlially lessen mmpetition The General Partner is cooperating fully wilh this 
invesligation 

Substantially all of the petroleum producls lhat we transport and slore are owned by our customers At December 31,2005, TCTM and TE Products had approximately 
4 0 million barrels and 22 5 million barrels, respectively, of producls in their custody lhat was owned by customers We are obligated for the transportation, storage and delivery 
of such products on behalf of our cuslomers We maintain insurance adequale lo cover product losses through circumstances beyond our control 

We carry insurance coverage consistent with the exposuresassocialed with the nalure and scope of our operations Our current insurance coverage includes 
(1) commercial general liability insurance for liabilities lo third parties for bodily injury and property damage resulting from our operalions. (2) workers' compensation average 
to required slatutory limits (3) automobile liability insurance for all owned, non-owned and hired vehicles covering liabilities lo third parties for bodily injury and property 
damage, and (4) property insurance covenng the replacement value of all real and personal properly damage, including damages arising from earthquake, flood damage and 
business inlerruptionlextra expense For select assets, we also carry pollution liabilily insurance that provides coverage for historical and gradual pollution events All coverages 
a r p  

We also maintain excess liabildy insurance coverage above the established primary limits for commercial general liability and automobile liabilily insurance Limits, terms, 
condilions and deduclibles are commensurate with tlie nalure and scope of our operations The cost of our general insurance coverages has increased over tlie pas1 year 
reflecling Ilie Lhanging condrlions of the insurance markets These insurance policies excepl for lhe pollulion liabilily policies. are through EPCO (see Note 7) 

Note 17. Segment Information 

We have three reporting segments: 

* Our Downdream Segment, which is engaged in Ihe transportation and storage of refined products, LPGs and pelrochemicals; 

* Our Upstream Segment, which is engaged in the gathering, transportation. marketing and storage of crude oil and dislribution of lubrication oils and specially 
chemicals: and 

Our Midstream Segment, which is engaged in the gathering 01 nalural gas, fraclionation of NGLs and transportalion ot NGLs 

The amounts lndicaled below as "Partnership and Other" relate primarily to intersegment eliminations and assets thal we hold lhat have no1 been allocated lo any of our 
reporting segments 

Our Downstream Segment revenues are earned from transportation and slorage of refined producls and LPGs. intraslate transportation of petrochemicals, sale of product 
inventory and other ancillary services The two largest operating expense ilems of the Downstream Segment are labor and electric power We generally realize higher revenues 
during Ihe first and fourth quarters of each year since our operalions are somewhat seasonal Refined producls volumes are generally higher during Ihe second and third 
quarters because of greater demand for gasolines during the spring and summer driving seasons. LPGs volumes are generally higher from November through March due to 
higher demand for propane, a major fuel for residential heating Our Downstream Segment also includes the results of operalions of the northern portion of Ihe Dean Pipeline, 
which transports, refinery grade propylene from Monl Betvieu lo Point Comfort. Texas Our Downstream Segment also includes our equity inveslments in Cenlennial and MB 
Storage (see Note 6) 

Our Upslream Segmenl revenues are Cdrned from galhering. lransporlalion. markeling and slorage of crude oil and dislribulion of lubricalion oils and specialty chemicals. 
principally in Oklahoma, Texas, New Mexim arid the Rocky Mourilairi region Marketing operalioris consist primarily of aggregaling purchased crude oil along our pipeline 
systems, or from third party pipeline systems, and arranging ihe necessary lransporlalion logistics for the ultimate sale of the crude oil io local refineries. marketen or other end 
users Our Upstream Segment also includes our equity investmenl in Seaway Seaway consisis of large diameler pipelines Ihat transporl crude oil from Seaway's marine 
terminals on the U S  Gulf Coast to Cushing, Oklahoma, a crude oil dislribution point for the central United Slates, and to refineries in the Texas City and Houston areas 

Our Midstream Segment revenues are earned from the iractionation of NGLs in Colorado, transportation of NGLs from two trunkline NGL pipelines in Soulh Texas, two 
NGL pipelines in Easl Texas and a pipeline system (Chaparral) from West Texas and New Mexico to Mont Belvieu; Ihe gathering of natural gas in the Green River Basin in 
southwestern Wyoming, through Jonah, and the gathering of CBM 
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and convenlional nalural gas in Ihe San Juan Basin in New Mexico and Colorado, through Val Verde. On March 31, 2006, we sold our ownership interest in the Jonah Pioneer 
silica gel natural gas processing plant located near Opal, Wyoming lo an affiliate of Enlerprise for $38 0 million in cash (see Nole 5 in the Notesto the Consolidaled Financial 
Statements). Operating results of the Pioneer plant for the years ended December 31, 2005 and 2004 are shown as discontinued operations 

The lables below include fiiiaricial informalion by reporting segmeril for Ihe years ended Decernber 31, 2005, 2004 and 2003 (111 Ihousands) 

Year Ended December 31.2005 
Downstream Upstream Midstream Segments Partnership 

Consolidated 
Sales of petroleurn products 

$ 85,914 $ 56,408 $ 102,090 $ 244412 $ __ $ 244,412 ---- Earnings before interest 

Sales of petroleum products 
Operating revenues 
Purchases of petroleum produ 
Operating expenses, including 
Depreciation and amorllzation 
Gains on sales of assets 

Earnings before interest 

Downstream 
Seqment 
(as restated) 

$279,400 
- 

165 528 
43,135 

(5261 
7 1,263 
(6.544) 

787 
65,506 

9 65,506 
I 

Year Ended December 31.2004 
Upstream Midstream Segments Partnership 
Seament Seqment Total and Other Consolidated 

~ 

(as restated) (as restated) (as restated) 
$ 5,426,832 $ 5,426,832 5,426 

49 163 195 902 524 465 (3.207) 521.258 

$ 61.363 3 83732 , S 210.601 $ __ 3 2 10.60 1 
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Sales of petroleum products 
Operating revenues 
Purchases of petroleum produ 
Operating expenses, including 

sale of assets 

Earnings before interest 

Downstream 
Seqment 

(as restated) 
P -  
T 

266,427 

151.103 
- 

31,620 

83.704 
(7 384) 
' '226' 

$ 76,546 

Upstream 
seqment 

(as restated) 
$ 3,766,651 

39,564 
3,713,122 

57.314 
11,311 
(3.948 ) 
28,416 

306 
3 48.980 

20,258 

Year Ended December 31,2003 
Midstream Segments 
Seqment Total 

$ - -  
(as restated) 
S 3,766,651 

185 105 491 096 

Partnershlp 
and Othei  Consolidated 

(as restated) 
$ -  $ 3,766,651 

(1 915) 489 181 
{i:gisj 3,711,207 
- 255,437 
- 100,728 
- (3.948) 

- 12.874 
- 192,408 

a2 I 
3 80.577 S 206.103 3 (73) 3 206,030 

The following table provides the total assets, capital expenditures and significant non-cash invesling activities for each segment as of and for the years ended 
December 31,2005,2004 and 2003 (in thousands) 

Downstream 
Seqment 

December 31,2005 
Total assets 
Capital expenditu 
Non-cash invest 

December 31,2004 
Total assets 
Capital expenditures 
Capilal expenditures for 

Upstream Midstream Segments Partnership 
Seqment Seqment Total and Other Consolidated 

53,492 $ 
40,954 

- 

$ 1,069,007 $ 1,184,184 $ 3,212,233 $ (25,949) $ 3,186,284 
37,448 37,677 156,055 694 156,749 

discontinued operations - __ 7,398 7,398 - 7,398 

Total assels $ 911,184 $ 833,723 $ 1,194,844 $ 2,939,751 $ (5,271) $ 2,934,480 
Capital expe 59,061 13.427 54.072 126,560 147 126,707 
Capital expenditures for 

December 31,2 

discontinued operalions __ - 13,810 13,810 __ 
61,042 - __ 61,042 __ 

i3,aio 
61,042 

The following table reconciles the segments total earnings before interest to consolidated net income for the three years ended December 31, 2005, 2004 and 2003 (in 
thousands). 

Years Ended December 31, 
2005 2004 2003 

(as restated) (as restated) 
Earnings before interesl $244,412 $ 206,030 

(81,861) (84,250) 
$162.551 $ 138.548 $ 121,780 

Note 18 Comprehensive Income 

SFAS No 130, Repoflhg Cornpfehenslve lncome requires certain items such as foreign currency translation adjustmenls, minimum pension liability adjustments and 
unrealized gains and losses on certain investments to be reported in a financial statement As of and for the year ended December 31, 2005, the components of comprehensive 
income were due to crude oil hedges The crude oil hedges mature in December 2006 While the crude oil hedges are in eflect, changes in the fair values of the crude oil 
hedges, to the extent the hedges are effective. are recognized in other comprehensive income until they are recognized in net income in future periods As of and for the year 
ended December 31, 2004, the components of Comprehensive income were due to the interest rate swap related to our variable rate revolving credit facility. which was 
designated as a cash flow hedgc The interest rate swap matured in April 2004 Whilc Ihc 
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inlerest rate swap was in effect, changes in the fatr value of the cash flow hedge, to the exlent the hedge waseffecltve, were recognized in other comprehensive income unlil 
the hedge interest cosls were recognized in net income 

The accumulated balance of other comprehensive Income related to our cash flow hedges is as follows (in Il~ousands) 

ber 31, 2004 (as restated) 
values of crude 011 cash flow hedg 

Balance at December 31,2005 

s -  
11 
u 

Note 19. Supplemental Condensed Consolidating Financial Information 

Our significant Operating subsidiaries, lE Products Pipeline Company, Limited Partnership, TCTM. L P , TEPPCO Midstream Companies, L P , Jonah Gas Galhering 
Company and Val Verde Gas Gathering Company, L.P , have issued unconditional guarantees of our debt securities The guarantees are full, unconditional, and joint and 
several TE Products Pipeline Company, Limited Partnership, TCTM, L P , TEPPCO Midstream Companies, L P , Jonah Gas Gathering Company and Val Verde Gas 
Galhering Company, L.P. are collectiveiy referred to as the 'Guarantor Subsidiaries " 

The following Supplemental condensed consolidaling financial information reflects our separate accounts, the combined accounts of the Guarantor Subsidiaries, the 
combined accounts of our other non-guarantor subsidiaries, the combined consolidating adjustments and eliminations and our consolidated accounts for the dates and periods 
indicated For purposes of Ihe following consolidaling information, our inveslmenls in our subsidiaries and the Guarantor Subsidiaries' investments in their subsidiaries are 
accounted for under the equity method of accounting 

- December 31,2005 
TEPPCO 

TEPPCO Guarantor Non-Guarantor Consolidating Partners, L.P. 
Partners, L.P Subsldlaries Subsidiaries Adlustments Consolidated 

(in thousands) 

olal liabilities and partners' capital 
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December 31,2004 (as restated) I_ 

TEPPCO 
TEPPCO Guarantor Non-Guarantor Consolldating 

Partners. L.P. Subsidiaries Subsidiaries Adlustmenls 
(in thousands) 

Partners, L P 
Consolidated 

5 643554 

1,480,226 

$ 3,186,284 

TEPPCO Guarantor Non-Guarantor 
Partners. L P. J U U ~ I U I ~ I  

Operating income 
inleresi expense-net 

Net income $162.551 3 162.551 60.072 

Consolidating 
Adiustments 

__ 
- 

(222,623) 

(222.623) 
- 

- 
$ (222.623) 

Partners, L.P. 
Consolidated 

$ 8,605,034 
8.385.669 

(668) 
220,033 
(81,861) 
20,094 

1.135 
159,401 

3,150 
$ 162.551 

Year Ended December 31,2004 (as restated) 
TFPPCO 

TEPPCO Guarantor Non-Guarantor 
Partners. L.P Subsidiaries Subsidiaries 

Operating reveni 

Operating income 
leresl expense-net 

Net income $138.548 $ 138.548 63,998 

Consolidating 
Adiustments 

(202.546) 

(202,546) 

(202.546) 

- 
- 

. __._ 
Partners, L.P. 
Consolidated 

$ 5,948,090 
5.764.699 

(1,053) 
184.444 
(72,053) 
22,148 

1,320 
135,859 

2,689 
3 138.548 
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Year Ended December 31,2003 (as restated) 

TEPPCO Guarantor Non-Guarantor Consolidating Partners, L P 
Partners, L P Subsidiaries Subsidiaries Adiustments Consolidated 

(in thousands) 

TEPPCO 

Net income $121,780 $ 121.780 $ 45.073 9; (166.853) 3 121,780 

Year Ended December 31.2005 

TEPPCO Guarantor Non-Guarantor Consolidating Partners, L P. 
Partners, L.P. Subsidiaries Subsidiaries Adiustments Consolidated 

I trrtiu 

Cash flows from investing a 
Cash flows lrom financing a 
Ne1 increase in cash and ca 
Cash and cash equivalents 
Cash and cash equivalents at end of period 9 1,978 9 62 45 9 (1.966) 9 119 
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Year Ended December 31.2004 (as restated) 

TEPPCO Guarantor Non-Guarantor Consolidating Partners, L P 
Partners, L P  Subsidiaries Subsidiaries Adlustments Consolidated 

(in thousands) 

TEPPCO 

continuing operating aclivilies 

Changes in assets and Ii 

Cash flows from invesling aclivities 
Cash flows from financing activities 
Ne1 decrease in cash and cash equivalents 
Cash and cash equivalents al  beginning of period 
Cash and cash equivalents at end of period $ 4.116 5 13.596 B 2.826 B (4.116) 3 16,422 

Year Ended December 31,2003 (as restated) 

TEPPCO TEPPCO 

Guarantor Non-Guarantor Consolidating Partners, L P. 
Partners, L P  Subsidiaries Subsidiaries Adiustments Consolidated 

Cash flows from operaling activities 

Cash and cash equivalents at beginning 
Cash and cash equivalents at end of per 
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Note 20 Restatement OF Consolidated Financial Statements 

We are restating our previously reported consolidated financial statements for the fiscal years ended December 31, 2003 and 2004 For the impact of the restaled 
consolidated financial resulk for the quarterly penods during the years ended December 31. 2005 and 2004, see Note 21 We have determined that our method of accounting 
for the $33 4 million excess investment in Centennial, previously described as an inlarigible assel wilh an indefinite life. and Ihe $27 1 million excess investment in Seaway, 
previously described as equity method goodwill. was incorrecl Through our accounting for these excess investments in Centennial and Seaway as intangible assets wth  
indefinite lives and equily method goodwill, respectively, we have been testing Ihe amounts for impairment on an annual basis as opposed to amortizing them over a 
determinable life We determined that it would be more appropriate to account for these excess investments as intangible assets wilh determinable lives As a result, we made 
non-cash adjustments that reduced the ne1 value of the excess investments in Centennial and Seaway, and increased amortization expense allocated to our equity earnings 
The effect of this restatemenl caused a $3 8 million and $4 0 million reduction to net income as previously reported tor the fiscal years ended December 31, 2004 and 2003, 
respectively A s  a result of (he accounting correction, net inmme for the fiscal year ended December 31, 2005, includes a charge of $4 8 million, of which $3 8 million relates to 
the first nine months Additionally, partners’ capital at December 31 2002, reflects a $2 5 million reduction representing the cumulative effect of this correction for fiscal years 
cnded Deccmber 31,2000 through 2002 

While we believe the impacts of these non-cash adjustments are not matenal lo any previously issued financial statements, we determined that the cumulative adjustment 
for these non-cash items was too material to record in the fourth quarter of 2005, and therefore It was most appropnate to restate pnor periods’ results These non-cash 
adjustmenls had no effect on our operating income, compensation expense, debt balances or ability to meet all requirements related to our debt facilities The reslatement had 
no impacl on total cash flows from operating activilies, investing activities or financing activities All amounts in the ammpanying consolidated financial statements have been 
aoius!eu lor !tiis restatement 

We will wnlinue lo amorlue the $30 0 million excess investment in Cenlennial relaled lo a contract using unils-of-produclion methodology over a lO-year life. The 
remaining $3 4 million related to a pipeline will continue to be amortized on a straight-line basis over 35 years We will continue to amortize Ihe $27 1 million excess investment 
in Seaway on a straight-line hasis over a 39-year life related primarily to a pipeline 

The following tables summarize the impact of the restatement adjustment on previously reporled balance sheet amounts for the year ended December 31, 2004, and 
income statement amounts and cash flow amounts for the years ended December 31 ~ 2004 and 2003 (in thousands): 

Balance Sheet Amounts; 

December 31,2004 
As 

Previously As 
Reported Adiustment Restated 

Equity investments 

es and partners’ capilal 
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Income Statement Amounts: 

Years Ended 
December 31. 

2004 2003 -- 

ess investments 
Net income as 

m m  -- Basic and dilulcd ncl income per Limited Partner and Class B Unil as reslated 

Year Ended December 31,2004 
As 

Previouslv As 
Reported' Adiustment Restated 

Cash flows Itoin opelaling aclivilie 
Net income 
Earnings in equity inveslrne 

Year Ended December 31.2003 
As 

Previously As 
Reported Adiustment Restated 

Cash fbws from operaling aclivili 
Net income 
Earnings in equity inveslments, net of dislrib 
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Partners’ Caoital Amounts: 

Outstanding Accumulated 
Limited General Limited Other 
Partner Partner’s Partners’ Cornorehenslve 

Note 21 Quarterly Financial lnformatlon (Unaudlted) 

First Second Third Fourth 
Quarter Quarter Quarter Quarter 

(as restated) (as restated) (as restated) (as restated) 
(in thousands, except per l lni t  amounts) 

Restalement a 

Basic and diluted net income per Limited Partner Unit from coqtinuing operalions WI3) 
As previously reported 
Restatement adjustment 
As restated 

Basic and diluted net income per Limited Partner Unit from disconlinued operations (3) 
Basic and diluted ne1 income per Limited 

As previously reported 
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First Second Third Fourth 
Quarter -~ Quarter Quarter Quarter - -- 

(as restated) (as restated) (as restated) (as restated) 
(In thousands, except per Unit amounts) - 2004: ( I )  

Operating revenue 
Operating income 

me per Limited Partner Unit from continuing operations 

ed net income per Limited Partner Unil from discontinued operations 

(1) 

(2) 

(3) 

The quarterly financial information for 2004 and the firs1 three quarters of 2005 reflect the impact of the restatement 

The sum of the lour quarters does not equal the tolal year due lo rounding 

Per Unit calculation includes 6,965,flOO Units issued in May and June 2005 

Note 22. Subsequent Events 

In January 2006, we entered into inlerest rate swaps with a tolal notional amount of $200 0 million, whereby we will receive a floating rate of interest and will pay a fixed 
rate of interest for a two-year term These interest rate swaps were executed to decrease the exposure to potential increases in floating interest rates Using the balances of 
outstanding debt at December 31, 2005, these interest rate swaps decrease the level of floating interest rate debt from 41% lo 29"h of total outstanding debt. 

On February 13, 2006. we and an affiliate of Enterprise entered into a letler agreement related lo an additional expansion (Ihe "Jonah Expansion") of the Jonah system 
(the "Letter Agreement") The Jonah Expansion will consist of tlie installation of approximately 90,flflO horsepower of gas turbine compression at a new compression station. 
related new piping and certain related facilities, which is expected lo increase capacity of tlie Jonah syslem from 1 5 billion cubic feet per day to 2.0 billion cubic feet per day 
We expect lo enter into a joint venture ("Joint Venture') agreement with Enterprise relating to the construclion and financing of the Jonah Expansion Enterprise will be 
responsible for all activilies relating to Ihe mnslrudion of Ihe Jonah Expansion and will advance all amounts necessary to plan, engineer, construct or complete the Jonah 
Expansion (anticipated to be approximately $200 0 million) Such advance will constitute a subscription fer an equity Interest in the proposed Joint Venture (the "Subscription") 
We expect the Jonah Expansion to be put into service in late 2006 We have the option to return to Enterprise up to 100% of the amount of the Subscription If we return a 
portion of the Subscription to Enterprise. our relative interests in the proposed Joint Venture will be adjusted accordingly The proposed Joint Venture will terminate without 
liability to either party if we return 100% of the Subscription 
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Part IV, Exhibits and Financial Statement Schedule, Exhibit No 12 

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 

The ralio of earnings to fixed charges is calculated using lhe Securilies and Exchange Commission guidelines(a) 

Year Ended December 31, ----- 2005 2004 2003 2002 2001 
(dollars In mllllons) 

Earnings as defined for fixed charges calculation 
Add 

retax income (loss) from continuing operations ('')(e) 

ngs Io fixed charges(e) 

(a) 

(b) 

(c) 

Income Statement amounts have been adjuslcd for discontinued operalions 

Excludes minority interest expenses and income or loss from equily inveslees 

Excludes equily costs related lo Allowance for Funds Used During Construction lhat are included in Olher Income and Expenses in the Consolidsled Statements of 
Operations 

Earnings were inadequate lo cover Vied charges by $724 million for the year ended December 31, 2003 

Includes pre-lax gains on the sale of TEPPCO GP and LP of approximalely $0 9 billion, ne1 of minority inlerest. in 2005 

(d) 

(e) 
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EXHIBIT INDEX 

Exhibils filed herewith are designated by an asterisk (') All exhibils not so designaled are incorporated by reference to a prior filing, as indicated Items consliluting 
managemenl conlracts or compensaloty plans or arrangements are designaled 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 punuanl lo a request for confidenlial lrealmenl pursuant to Rule 24b-2 under the Securilies and 
Exchange Acl of 1934 

Exhibit 
Number 

2 1  

2 3  

3 1  

3 2  

4 

4 1  

10 1 

10 2 

10 3 

103 1 

1032  

i o  4 

Agreemenl and Plan of Merger, dated as of May 8, 2005, as amended as of July 1 1, 2005, as of October 3,2005 and as of March 30, 2006, by and among 
Ihe registranl, Duke Energy Corporalion, Cinergy Corp , Deer Acquisition Corp , and Cougar Acquisition Corp (filed wilh Form 8-K of Duke Energy 
Corporalion, File No 1-32853, April 4, 2006, as Exhibil 2-1) 

~ e ~ i i e  No 
1-4928. as Exhibit 10-7) 

Separation and Dislribulion Agreemenl, daled s of December 13, 2006, by and between Duke Energy Corporalion and Speclra Energy Corp (filed wilh the 
Form 8-K of Duke Energy Corporalion, File No 1-32853, December 15. 2006, as Exhibit 2 1) 

Amended and reslated Certificate of Incorporation (filed with the Form 8-K of Duke Energy Corporalion, File No 1-32853, April 4, 2006, as Exhibit 3-1) 

Amended and Restated By-Laws of registrant (filed with the Form 8-K of Duke Energy Corporation, File No 1-32853. April 4, 2006, as Exhibil 3 2) 

Rights Agreement, dated as 01 Demmbei 17. 1998, belweeri Ihe regislranl and The Bank of New York. as Rights Agenl (filed wilt1 the Forin 8-K of Duke 
Energy Carolinas. LLC dated February 11, 1999. File No 1-4928, as Exhibit 4-1) 

Amendrnenl No 1, daled as of May 8.2005. lo ltie Riyhls Agreement, ddled as of December 17, 1998. belweeri the regislranl and The Bank or New York. as 
rights agent (filed mlh Ihe Form 8-K 01 Duke Energy Carolinas. LLC. May 12. 2005, File No 1-4928. as Exhibil 4-1) 

Purchase and Sale Agreemenl daled as 01 February 24. 2005, by and belween Enlerprise GP Holdings LP and Duke Energy Field Services. LLC (filed wilh 
Form 10-K of Duke Energy Carolinas, LLC for lhe year ended December 31.2004, File No 1-4928, as Exhibd 10-25) 

Term Sheel Regarding Ihe Reslrucluring of Duke Energy Field Services LLC daled as 01 February 23.2005, belween Duke Energy Corporalion and 
CoriocoPhillips (filed will1 Form 10-K of Duke Eriergy Carolinas. LLC for Ihe year ended December 31, 2004, File No 1-4928, as Exhibil 10-26) 

Reoganizalion Agreement by and among ConocoPhillips. Duke Capital LLC and Duke Energy Field Services, LLC dated as of May 26.2005 (Iiled v d h  Form 
10-Q of Duke Energy Carolinas, LLC for Ihe quarler erided June 30, 2005, File No 1-4928. as Exhibil 10-4) 

First Amendmenl lo Reorganization Agreement by and among ConocoPhillips, Duke Capltal LLC and Duke Energy Field Services, LLC dated as of June 30 
2005 (filed wilh Form 10-0 of Duke Eriergy Carolinas, LLC for Ihe quarler ended June 30, 2005, File No 1-4928. as Exhibit 10-4 1) 

Second Amendment to Reorganuaiion Agreement by and among ConocoPhillips. Duke Capital LLC and Duke Energy Field Services. LLC daled as of July 
11,2005 (filed wilh Fonn 10-Q of Duke Energy Carolinas. LLC for the quarter ended June 30,2005, File No 1-4928. as Exhibit 10-4 2) 

Purchase and Sale Agreement daled as of January 8.2006, by and among Duke Energy Americas, LLC, and LSP Bay II Harbor Holding, LLC (filed with the 
Form 10-Q of the registranl for llie quarter erided Mardl 31, 2006, File No 1-32853, as Exhibil 10 2) 
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Source. Duke Energy Holding, IO-K, March 01, 2007 



- 
PART IV 

Exhibit 
Number 

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 II Harbor Holding, LLC), LSP Gen Finance Co. LLC. LSP South Bay Holdings, LLC, LSP Oakland Holdings, LLC, and LSP Molro Bay 
Holdings, LLC ((filed with the Form 10-Q of the registrant for the quarter ended March 31, 2006, File No 1-32853, as Exhibil 10 2 1) 

Second Amended and Rcstalcd Limilcd Liability Company Agrccmcnt of Duke Encrgy Field Scrviccs, LLC by and bclwccn ConocoPhillips Gas Company 
and Duke Energy Enterprises Corporalion, dated as of July 5,2005 (filed with the Form 10-K of Duke Energy Carolinas, LLC for the year ended 
December 31,2005, File No 1-4928, as Exhibit 10 5) 

Limited Liability Company Agrcemcnt of Gulfstream Managemcnt 8 Operating Scrviccs. LLC dated as of February 1, 2001 belwccn Duke Encrgy Gas 
Transmission Corporation and Williams Gas Pipeline Company (filed wrlh Form 10-K of Duke Energy Carolinas, LLC for Ihe year ended December 31, 
2002, File No 1-4928, asExhibil 10-18) 

Formation Agreement between PanEnergy Trading and Market Services, Inc and Mobil Natural Gas, Inc dated May 29, 1996 (filed with Form 10-Q of 
PanEnergy Corp forthe quarter ended June 30, 1996, File No 1-8157, as Exhibit 2) 

Master Transaction Agreement by and among Duke Energy Marketing America. LLC, Duke Energy North Amenca. LLC, Duke Energy Trading and 
Marketing, L L C , Duke Energy Marketing Limited Partnership, Engage Energy Canada, L P and Barclay Bank PLC, dated as of November 17,2005 
(filed with the Form 10-K of Duke Energy Carolinas, LLC for the year ended December 31,2005, File No 1-4928. as Exhibit 10 8) 

104 1 

105 

10 6 

10 7 

10 8" 

i o  9 

10 10 

l o l l  

10 12 

10 13 

10 14* 

10 14 1" 

10 14 2" 

10 14 3" 

10 15" 

10 16" 

$800,000,000 364-Day Credit Agreement dated as of June 29, 2005, among Duke Capital LLC, the banks listed therein, JPMorgan Chase Bank, N A , as 
Administrative Agent. and Barclays Bank, PLC, as Syndicalion Agent (filed with Form 10-Q of Duke Energy Carolinas, LLC for the quarter ended June 30, 
2005, File No 1-4928, as Exhibit 10-3) 

$600,000,000 Amended and Restated Credit Agreement dated a s  of June 30, 2005, among Duke Capital LLC. the banks listed therein, JPMorgan Chase 
Bank, N.A , as Administrative Agent. and Wachovia Bank, National Association. as Syndicalion Agent (filed with Form 10-Q of Duke Energy Carolinas, 
LLCfor the quarter ended June 30. 2005, File No 1-4928. as Exhibit 10-2) 

$500,000,000 Amended and Restated Credit Agreement dated as of June 30, 2005, among the registrant, the banks listed therein, Citibank N A , as 
Administrative Agent, and Bank of America, N A , as Syndication Agent (filed with Form 10-Q of Duke Energy Carolinas, LLCfor the quarter ended June 
30, 2005, File No 1-4928, as Exhibit 10-1) 

Loan Agreemenl dated as of February 25,2005 between Duke Energy Field Services, LLC and Duke Capilal LLC (filed with Form 10-Q of Duke Energy 
Carolinas. LLCfor the quarter ended March 31. 2005. File No 1-4928. as Exhibit 10-3) 

Accelerated Share Acquisition Plan, dated March 18, 2005, between registrant and Merrill Lynch lnlemalional (liled with Form 10-Q of Duke Energy 
Carolinas, LLCfor the quarter ended March 31, 2005, File No 1-4928. as Exhibit 10-4) 

Diredors' Charitable Giving Program (filed with Form 10-K of Duke Energy Carolinas, LLCfor llie year ended December 31, 1992, File No 1-4928, as 
Exhibit 10-P) 

Amendment to Directors' Charitable Giving Program daled June 18, 1997 (filed with Form 10-K of Duke Energy Carolinas, LLCfor llie year ended 
December 31, 2003, File No 1-4928, as Exhibit 10-1 1) 

Amendment to Directors' Charitable Giving Program daled July 28. 1997 (filed with Form 10-K of Duke Energy Carolinas, LLC for the year ended 
December31, 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, LLCfor the year ended 
December 31, 2003, File No. 1-4928, as Exhibit 10-1 3) 

Duke Energy Corporation 1998 Long-Term Incentive Plan, as amended (filed as Exhibit 1 lo Schedule 14A of Duke Energy Carolinas, LLC, March 28, 
2003, File No. 1-4928) 

Duke Energy Corporation Executive Short-Term Incentive Plan (filed as Exhibit2 to Schedule 14A of Duke Energy Carolinas, LLC, March 28, 2003, File 
NO 1-4928) 
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Exhibit 
Number 

10 17" 

10 17 1 ** 

* I O  17 2"* 

*10 173" 

10 18- 

10 18 1- 

10 18 2** 

Duke Energy Corporalton Execulive Savings Plan, as amended and reslaled (filed with Form 10-K of Duke Energy Carolinas, LLCfor !he year ended 
December 3 1 , 2 0 0 3 ,  File No 1-4928. as  Exhibit 10-6) 

Amendment No 1 lo !he Duke Energy Corporation Execulive Savings Plan, daled Oclober 27 ,  2004, effeclive December 31,  2004 (filed with Form 10-K 
of Duke Energy Carolinas, LLCfor Ihe year ended December 31, 2004, File No 1-4928, as Exhibil 10-5 1) 

Amendmenl lo the Duke Energy Corporation Execulive Savings Plan, effective December 18 2005 

Amendmenl lo the Duke Energy Corporation EXectJliVe Savings Plan I 8.11, effeclive December 1 9 . 2 0 0 6  

Duke Energy Corporation Execulive Cash Balance Plan (filed with Form 10-K of TEPPCO Partners, LP File No 1-10403,  for !he year ended December 
31, 1999. as Exhibit 10-8) 

Amendment No 1 lo the Duke Energy Corporalion Execulive Cash Balance Plan, daled Augusl26 1999  (filed with Form 10-K of Duke Energy Carolinas, 
LLCforlheyearended December 3 1 , 2 0 0 4 ,  File No 1-4928. as Exhibit 10-7 I) 

Amendment No 2 lo the Duke Energy Corporation Execulive Cash Balance Plan. dated March 6. 2000 (filed with Form 10-K of Duke Energy Carolinas. 
LLCforlhe year ended December 3 1 , 2 0 0 4 ,  File No 1-4928. as Exhibil 10-7 2) 

10 183" 

10184* 

*IO 18 5- 

*10 18 6" 

10 19" 

*IO 19 1 

10 20" 

1021" 

10 22" 

10 23" 

1023 1" 

10 23 2" 

Amendment No 3 lo !he Duke Energy Corporation Execulive Cash Balance Plan, daled December 21 2000  (filed wilh Form 10-K of Duke Energy 
Carolinas, LLCfor Ihe year ended December 3 1 , 2 0 0 4 ,  File No 1-4928. as Exhibit 10-7 3) 

Amendrnenl No 4 lo Ihe Duke Energy Corporation Execulive Cash Balance Plan, dated Oclober 27. 2004,  effeclive December 31, 2004 (filed wilh Form 
10-K of Duke Energy Carolinas, LLCfor Ihe year ended December 31,  2004. File No 1-4928,  as Exhibit 1 0 - 7  4).  

Amendment lo lhe Duke Energy Corporalion Execulive Cash Balance Plan, effective December 1 I 2006 

Amendment lo Ihe Duke Energy Corporation Execulive Cash Balance Plan I & 11, eHeclive December 3 1 , 2 0 0 6  

Duke Energy Corporation Relirement Benefil Equalizalion Plan (filed wiih Form 10-K of TEPPCO Partners, LP, File No 1-10403,  for the year ended 
December 31, 1999, as Exhibit 10 9)  

Amendment lo Ihe Duke Energy Corporalion Relirement Benefil Equalizalion Plan, effective Decenlber 21, 2006 

Form of Key Employee Severance Agreemenl and Release between Duke Energy Corporation and certain key execulives (filed with Form 10-K of Duke 
Energy Carolinas. LLCfor the year ended December 3 1 , 1 9 9 9 .  File No 1-4928,  as Exhibil 10-BB) 

Form of Change in Control Agreement between Duke Energy Corporalion and certain key execulives (filed with Form 10-K of Duke Energy Carolinas, 
LLCforlheyearended December 3 1 , 1 9 9 9 ,  File No 1-4928, as Exhibit IO-CC) 

Form of Change in Control Agreement between Duke Energy Corporation and certain key execulives daled as of July I .  2005  (filed wilh Form 8-K of 
Duke Energy Carolinas. LLC daled August 24,  2005,  File No 1-4928,  as Exhibil 10-1) 

Employmenl Agreemenl daled November 2003  between Paul M Anderson and Duke Energy Corporalion (filed with Form 10-K of Duke Energy 
Carolinas, LLCfor the year ended December 3 1 . 2 0 0 3 ,  File No 1-4928,  as Exhibil 10-18) 

Firs1 Amendment lo Employment Agreement dated March 9 . 2 0 0 4  belween Paul M Anderson and Duke Energy Corporalion (filed with Form 10-K of 
Duke Energy Carolinas, LLCfor Ihe year ended December 3 1 , 2 0 0 3 ,  File No 1-4928. as Exhibil 10-18 1) 

Performance Award Agreement daled November 1 7 , 2 0 0 3 ,  pursuant lo Duke Energy Corporation 1998  Long-Term lncenlive Plan, by and between Duke 
Energy Corporation and Paul M Anderson (filed with Form 10-K of Duke Energy Carolinas, LLCfor the year ended December 3 1 ,  2004,  File No 1-4928, 
as Exhibil 10-18 2). 
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Exhibit 
Numbei 

10 23 3" 

10 23 4" 

10 23 5" 

10 24" 

1024 1" 

I U  242̂  ̂

10 25" 

10 26" 

10 27" 

10 28" 

10 29" 

10 30" 

1031" 

10 32" 

Phantom Stock Agreement dated November 17,2003, pursuant to Duke Energy Corporalion 1998 Long-Term Incentive Plan, by and belwean Duke 
Energy Corporation and Paul M Anderson (filed with Form 10-K of Duke Encrgy Carolinas, LLCfor the ycar ended December 31,2004. File No 1-4928. 
as Exhibil 10-18 3) 

Non-Qualified Oplion Agrcement dated as of November 17, 2003 pursuanl lo Duke Encrgy Corporation 1998 Long-Term lnccntivc Plan, by and bctween 
Duke Energy Corporation and Paul M Anderson (filed with Form IC-K of Duke Energy Carolinas. LLCfor the year ended December 31, 2004, File No 
1-4928, as Exhibil 10-18 4) 

Second Amendment to Employment Agrcemcnt, daled as of April 4, 2006, by and among Paul M Anderson, Duke Energy Holding Corp (subscquently 
renamed Duke Energy Corporation) and Duke Energy Corporation (subsequently renamed Duke Energy Carolinas, LLC) (filed with Form 8-K of Duke 
Energy Corporalion, File No 1-32853, April 6, 2006. as Exhibit 10 5) 

Supplemental Compensation Agreement dated June 17, 1997 between Duke Power Company and Dr Rulh G Shaw (filed with Form 10-K of Duke 
Energy Carolinas, LLCfor the year ended December 31,2003, File No 1-4928. as Exhibit 10-19) 

Severance and Retention Agreement between Duke Energy Corporation and Rulh Shaw, dated April 4, 2006 (filed with Form &K 01 Duke Energy 
Corporation, File No 1-32853, April 6,2006, as Exhibit 10 7) 

Corporation, File No 1-32853, October 27,2006, as Exhibit 10 2) 

Resolution of Board of Dircctors, Fcbruary 22, 2005, Approving Award 01 Phantom Stock to Nonemployce Directors (filed with Form 10-Q 01 Duke Encrgy 
Carolinas, LLCfor the quarter ended Maroh 31, 2005, File No 1-4928, as Exhibil 10-9) 

Resolution of Board of Dircctors, May 12, 2005, Approving Changc to Retainer and Attendance Fees for Non-Employee Dircclors (filed with Form 10-Q 
of Duke Energy Carolinas, LLCfor the quarter ended June 30, 2005, File No 1-4928. as Exhibit 10-5) 

Form of Pcrfonnanoe Award Agreemcnt dated February 28.2005, pursuant lo Duke Encgy Corporation 1998 Long-Term lnccntive Plan by and between 
Duke Energy Corporation and each of Fred J Fowier. David L Hauser, Jimmy W Mogg and Ruth G Shaw (filed with Ihe Form 8-K of Duke Energy 
Carolinas, LLC, File No 1-4928, February 28, 2006, as Exhibil 10-1) 

Form of Phantom Stock Award Agreement dated February 28, 2005, pursuant to Duke Encrgy Corporation 1998 Long-Tcrm 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, February 28, 2005, as Exhibit 10-2) 

Form of Phantom Stock Award Agreement dated as 01 May 11,2005, pursuanl lo Duke Energy Corporation 1998 Long-Term Incentive Plan by and 
between Duke Energy Corporation and Jimmy W Mogg (filed with Form 1 0 4  of Duke Energy Carolinas. LLC lor the quarter ended June 30, 2005, File 
No 1-4928, as Exhibit 10-6) 

Form of Phanlom Stock Award Agreement dated as of May 12,2005, pursuanl lo Duke Energy Corporation 1998 Long-Term Incentive Plan by and 
between Duke Energy Corporalion and nonemployee direclors (filed in Form 8-K of Duke Energy Carolinas, LLC, May 17 2005. File No 1-4928, as 
Exhibil 10-1) 

Agreement between Duke Energy Corporation and Jimmy W Mogg relaling to certain retirement benefits. consisting of letter agreements daled May 25, 
1995, August 4,2001 and March 29,2004 (filed with Form IO-K of Duke Energy Carolinas. LLCfor the year ended December 31,2004, File No 1-4928, 
as Exhibit 10-23) 

First Amendment to Key Employee Severance Agreement and General Release between Duke Energy Corporation and Richard J Osborne. daled August 
21.2004 (filed with Form 10-Q of Duke Energy Carolinas. LLCforthe quarter ended October 31,2004, File No 1-4928 as Exhibit 10-2) 
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Number 

10 33" 

10 34" 

10 35" 

10351" 

10 36" 

10 37" 

Certificalion of Chairman and Chief Executive Officer 2004 Performance Goals (filed in Form 8-K of Duke Energy Carolinas, LLC February 28, 2005,  File 
No 1-4928,  as item 1 of Item 1 01)  

Approval of Paymenl of 2004 Execulive Officer Short-Term Incentives (filed in Form 8-K of Duke Energy Carolinas. LLC, February 2 8 , 2 0 0 5 ,  File No 
1-4928, as item 2 of ltcm 1 01) 

Establishment of Chairman and Chief Executive Officar 2005 Performance Goals (filed in Form 8-K of Duke Energy Carolinas, LLC, February 28,  2005,  
File No 1-4928, as item 3 of Item 1 01) 

Certification of Chairman and Chief Executive Officer 2005 Performance Goals (filed with Form 8-K of Duke Energy Carolinas, LLC, File No 1-4928, 
March 3, 2006. as item 1 of Item 1 01) 

Establishmenl of Financial Measure Porlion of Chairman and Chief Executwe Officer 2006 Performance Goals (filed in Form 8-K of Duke Energy 
Carolinas, LLC, December 22, 2005, File No 1-4928. as item 2 of llem 1 01) 

2005 Execulive Officer Base Salaries, Short-Term lncentwe Opportunilies and Long-Term Incentive Opportunfiies (filed in Form 8-K of Duke Energy 
Carolinas, LLC, February 28,  2005,  File No 1-4928, as item 4 of Item 1 01) 

No 1-4928, as item 1 of llem 1 01) 

10 38 1" 

10 39 

1040 

1041 

10 42" 

1042 1" 

10 42 2" 

10 42 3" 

10 43** 

10 44" 

10 45" 

1046 

Final Approval of 2006 Executive Officer Financial Performance Target for Shod-Term Incentive Opportunity (filed with Form 8-K of Duke Energy 
Carolinas, LLC, File No 1-4928,  March 3, 2006,  as ilem 3 of Item 1 01) 

Approval of Payment of 2005 Executive Officer Short-Term Incentives (tiled with Form 8-K of Duke Energy Carolinas, LLC, File No 1-4928. March 3, 
2006,  as item 2 of llem 1 01) 

Form of Phantom Slock Award Agreement (filed wilh 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. Apnl4, 2006,  as Exhibit 10 2) 

Employmenl Agreemenl between Duke Energy Corporation and 
File No 1-32853. April 6 , 2 0 0 6 ,  as Exhibil 10  1) 

James E Rogers, daled April 4 ,  2006 (filed with Form 8-K of Duke Energy Corporation, 

Performance Award Agreement between Duke Energy Corporalion and James E. Rogers, daled April 4 ,  2006 (filed with Form 8-K of Duke Energy 
Corporation. File No 1-32853, April 6 , 2 0 0 6 ,  a s  Exhibil 10 2) 

Phantom Stock Grant Agreemenl between Duke Energy Corporation and James E Rogers, daled April 4 , 2 0 0 6  (filed with Form 8-K of Duke Energy 
Corporation, File No 1-32853. April 6. 2006,  as Exhibit 10.3) 

Stock Option Granl Agreement belween Duke Energy Corporation and James E Rogers, dated April 4 , 2 0 0 6  (filed with Form 8-K of Duke Energy 
Corporation, File No 1-32853,  April 6 .  2006,  as Exhibit 10.4) 

Retention Award Agreement between Duke Energy Corporation and David L Hauser, dated April 4 , 2 0 0 6  (filed with Form 8-K of Duke Energy 
Corporation, File No 1-32853. April 6 , 2 0 0 6 ,  as Exhibil 10 6) 

Summary of Diredor Compensation (filed with lhe Form 10-Q of Duke Energy Corporation for the quarter ended June 3 0 . 2 0 0 6 .  File No 1-32853,  as 
Exhibit 10 13) 

Form Phantom Stock Award Agreement and Eleclion lo Defer (filed with Form 8-K of Duke Energy Corporation. File No 1-32853. May 16. 2006 ,  as 
Exhibit 10 1) 

Agreemenls with Piedmonl Electric Membership Corporation, Rutherford Electric Membership Corporation and Blue Ridge Eleclric Membership 
Corporation to provide wholesale eledricily and related power scheduling services from September 1 ,  2006 through December 31, 2021 (filed with the 
Form 10-Q of Duke Energy Corporalion for Ihe quarter ended June 30. 2006,  File No 1-32853,  as Exhibit 10 15) 
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Number 

10 47 

10 48 

10 49 

10 50 

10 51 

10 53" 

1054 

10 55 

10 56 

1057 

la 58" 

10 59 

10 60 

Agreement with Dynegy Inc and Rockingham Power, L L C to acquire an approximately 825 megawatt power plant located in Rockingham County, N C for 
approximalely $195 million (filed with Form 8-K of Duke Energy Corporation, File No 1-32853. May 25, 2006, as Exhibit 10 1) 

Purchase and Sale Agreement by and among Cinergy Capital & Trading. Inc , as Seller, and Fortis Bank, S A /N V , as Buyer, dated as of June 26. 2006 
(filed wth Form 8-K of Duke Energy Corporation, File No 1-32853, June 30,2006 as Exhtbil 10 1) 

Amended and Restated Credit Agreement, dated June 29, 2006, among Cinergy Corp , CGBE, PSI, ULH&P, The Banks Listed Herein, Barclays Bank PLC, 
as Administrative Agent. and JPMorgan Chase Bank, N A ,  as Syndication Agent (filed with the Form 1 0 4  of Duke Energy Corporation for the quarter 
ended June 30,2006, File No 1-32853, as Exhibil 10 18) 

Amended and Restaled Credit Agreement, dated June 29, 2006, among Duke Capital LLC, The Banks Listed Herein, JPMorgan Chase Bank N A , as 
Administrative Agent. and Wachovia Bank, National Association, as Syndication Agent (filed with the Form 10-Q of Duke Energy Corporation for the quarter 
ended June 30,2006, File No 1-32853, as Exhibit 10 19) 

Amended and Restated Credit Agreement, dated June 29, 2006, among Duke Energy Carolinas, LLC, The Banks Listed Hcrcin, Citibank N A ,  as 
Administrative Agent, and Banc of America, N A , as Syndication Agent (filed with the Form 10-Q of Duke Energy Corporation for the quarter ended June 
30,2006, File No 1-32853, as Exhibit 10 20) 
,. ruITl 
1-32853, August 24,2006, as Exhibit 10 1) 

Form of Amendmenl lo Phantom Stock Award Agrcemcnt (filed with Form 8-K of Duke Energy Corporation, File No. 1-32853, August 24, 2006, as Exhibit 

Formation and Sale Agreement by and among Duke Ventures, LLC, Crescent Resources, LLC. Morgan Stanley Real Estate Fund V US.  L P , Morgan 
Stanley Real Estate Fund V Special US., L P , Morgan Stanley Real Estate Investors V U S , L P , MSP Real Estate Fund V, L P , and Morgan Stanley 
Strategic Investments, Inc ,dated as uf September 7 ,  2006 (filed with the Form IO-Qof Duke Energy Corporation for the quarter ended September 30, 
2006, File No 1-32853. as Exhibit 10.3). 

Amendment No 1 lo  Credit Agreement TAmendment'? dated as of Februafy 28,2006, by and among Duke Energy Carolinas, LLC (formerly known as Duke 
Energy Corporation), the banks listed therein, Cilibank N A , as Administrative Agent, and Bank of America, N A., as Syndication Agent (filed with Form 8-K 
of Duke Energy Carolinas, LLC, File No 1-4928, March 30, 2006, as Exhibit 10 1). 

Fifteenth Supplementel Indenture, dated as of April 3,2006, among the registrant. Duke Energy and JPMorgan Chase Bank, N A (as successor to Guaranty 
Trust Company of New York), as trustee (the "Trustee?, supplementing the Senior Indenture, dated as of September 1, 1998. bebeen Duke Energy 
Carolinas, LLC (formerly Duke Energy Corporation) and the Trustee (filed with the Form 10-Q of Duke Energy Corporation for the quarter ended June 30, 
2006, File No 1-32853, as Exhibit 10 1) 

Amendment No 1 to the Twelfth Supplemental Indenture. dated as of April I ,  2006 ('Amendment No l"), among the registrant. Duke Energy and the 
Trustee. which amends the Twelfth Supplemental Indenture, dated as of May 7, 2003, between the registrant and the Trustee. pursuant lo which the 
Convertible Notes were issued (filed with the Form 10-Q of Duke Energy Corporation fur the quarter ended June 30, 2006, File No 1-32853. as Exhibit 
10 3)" 

Duke Energy Corporation 2006 Long-Term Incentive Plan (filed with Forrn 8-K of Duke Energy Corporation, File No 1-32853, October 27,2006, as Exhibil 
10.1) 

Tax Matters Agreement. daled asof December 13, 2006, by and between Duke Energy Corporation and Spectra Energy Corp (filed with Form 8-K of Duke 
Energy Corporation. File Nu 1-32853, December 15, 2006, as Exhibil 10 1) 

Transiliori Services Agreement, dated as 01 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 Exhibil 10 2) 

10 2) 
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Exhibit 
Number 

10 61 

10 62" 

*I 0 63" 

"1 0 64" 

*I 0 65* 

*10 66* 

*lo 67" 

Employee Matters Agreement, dated as of December 13, 2006, by and between Duke Energy Corporalion and Spectra Energy Corp (filed with Form 8-K of 
Duke Energy Corporation, File No 1-32853. December 15, 2006, as Exhibit 10 3) 

Agreement between Duke Energy Corporation and Fred J Fowler, dated December 19,2006 (filed with Form 8-K of Duke Energy Corporation. File No 
1-32853, December 22,2006, as Exhibit 10 1) 

Amendment to the Duke Energy Corporation Directors' Savings Plan I & 11, effective December 19,2006 

Amendment to the Cinergy Corp Excess Pension Plan. effeclive January 1. 2007 

Amendment to the Cinergy Corp 40l(k) Excess Plan, effective December 18.2006 

Amendment to the Cinergy Corp Excess Profit Sharing Plan, effective December 19.2006 

Amendment Io the Cinergy Corp 401(k) Excess Plan, ellective December 19,2006 

Cnm nardn=* n p P m d  Pampenc-.finn Plan ~ffeclL\Leaecemher39, 7flflfi 

*12 

*2 1 List of Subsidiaries 

*23 1 

*23 2 

r4 1 

T4 2 

*31 1 

"31 2 

3 2  1 

3 2  2 

Computation of Ratio of Earnings to Fixed Charges 

Consent of Independent Registered Public Accounting Firm 

Consent of Independent Registered Public Accounting Firm 

Power of attorney authonzing David L Hauser and others to sign the annual report on behalf of the registrant and certain of its directors and officers 

Certified copy of resolution of the Board of Directors of Ihe registrant authorizing power of attorney 

Certrfication of the Chief Executive Officer Pursuant to Section 302 of the Sarbanos-Oxley Act of 2002 

Certification of the Chief Financial Officer Pursuant to Sedion 302 of the Sarbanes-Oxley A d  of 2002 

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

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

The total amount of sccurities of the registrant or its subsidiarics authorized under any instrument with resped to long-term debt not filed as an exhibit does not exceed 
10% of the total assets of the registrant and its subsidiaries on a consolidated basis The registrant agrees, upon request of the Securities and Exchange Commission, to 
furnish copies of any or all of such instruments to i t  
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Exhibit 10.17.2 

AMENDMENT TO 

DUKE ENERGY CORPORATION EXECUTIVE SAVINGS PLAN 

The Duke Energy Corporation Executive Savings Plan (the 'Plan") IS amended. effective as of December 18, 2006, as follows 

1 Article /I of the Duke Energy Corporation Executive Savings Plan I is hereby amended by adding a new subsection 2 30 al the end thereof as follows 

'2  30"Duke Energy Relirement Cash Balance Plan' means Ihe Duke Energy Retirement Cash Balance Plan as in effect ori October 3,2004. withoul giving effecl to 
arnendmenis adopted tliereaner " 

Article II of the Duke Energy Corporation Executive Savings Plan IS hereby amended by deleting the reference to the 'Duke Energy Corporation 1998 Long-Term 
incentwe Plan" and substituting therefore the 'Duke Energy Corporation 2006 Long-Term Incentive Plan" 

Section 4 3 of the Duke Energy Corporation Executive Savings Plan II is hereby superseded and replaced in its enlirety as set forth below 

Long-Term lflcenfive Plan Award Deferrals Each eligible Participant may irrevocably elect to defer, in accordance with the terms of this Plan, the entire amount of 
any nonvested Award granted under a long-term incentive plan maintained by the Company (including the Company's 2006 Long-Term Incentive Plan), subjecl lo 

2 

3 

"4 3 

kenc: 

4 

"4 4 

5 

6 

(1) Excepl as otherwise provided in lhis Secfion. the deferral election shall be made by, and shall become irrevocable as of, December 31 (or such earlier dale 
as specified by the Company) of the calendar year nexl preceding the calendar year for which such Award is granted. or at such later lime as is permitted by 
the Company, consistent with Section 409A of the Code, during the calendar year in which a Participanl initially becomes eligible for the Plan 

To the extent permitted by the Company, and except as otherwise provided in Section 4 3(3), wilh respect to an Award that is subject lo a forfeilure condition 
requiring the Participant's continued sewices for a period of at least thirteen (13) months from the date that the service provider obtains a "legally binding 
righl" to such Award (within the meaning of Seclion 409A of the Code), the deferral election shall be made by, and shall become irrevocable as of, the 
thirtieth (30111) day following the date that the Participant obtains the legally binding righl to such Award 

To the extent permitled by the Company, with respect to an Award lhat constitutes "performance-based compensation" (within Ihe meaning of Seclion 409A 
of the Code), the deferral election shall be made by. and shall become irrevocable as of, the date that is 6 months before the end of the applicable 
peiformance period (or such earlier date as specified by Ihe Company), provided that in no event may such deferral election be made after such Award has 
become both subslantially certain to be paid and readily ascertainable (within the meaning of Section 409A of the Code) 

Upon the date that an Award lhal the Participant has elected lo defer would olherwise have been payable, the number of shares of stock or the cash 
payment lhal would have become so payable but lor the deferral election shall be converted inlo an equal number of unils in the Duke Energy Common 
Stock-Stock Deferrals Subaccount 

Dividend Equivalents, to the extent deferred, shall also be deferred and credited to the Participant's Duke Energy Common Stock-Stock Deferrals 
Subaccounl commencing on the payment date of the first cash dividend of Duke Energy Common Slock that is declared after the date on which the deferred 
Award vesls 

No deferral of a stock option or restricted stock award shall be permissible " 

(2) 

(3) 

(4) 

(5) 

(6) 

Section 4 4 of the Duke Energy Corporation Executive Savings Plan II is hereby superseded and replaced in its entirety as set forth below: 

DividendEquivalents Deferals. Each eligible Participant may irrevocably elect to defer, in accordance with the terms of this Plan, 100% of the amounls lhat would 
otherwise become payable as Dividend Equivalents, with respect to (i) an Award that is designated in the Award Agreement as a 'Chairman's Award," or (ii) an 
Award with respect IO which lhe Award Agreemenl specifically provides for the deferral 01 Dividend Equivalents Such eleclion must be made by the Participant al  
the time Ihe Participant elects to defer receipt of the related Award pursuant to Ihe terms of Section 4 3 Dividend Equivalents lhat have been deferred pursuant 10 
the first sentence of this Section and crediled to Ihe Participant's Account shall be crediled Io lhe Participant's Duke Energy Common Stock-Stock bferrals 
Subaccount as of the dates such amounts would otherwise become payable purslianl to such award " 

Section 4 5 of the Duke Energy Corporation Executive Savings Plan II is hereby amended by replacing the words "Eligible Pay" with Ihe words "Eligible Earnings" 
and by replacing the words "Before Tax Savings" wilh the words "BeloreTax Elective Deferrals" 

The last sentence of Section 7 1 of the Duke Energy Corporation Executive Savings Plan II is hereby deleted in its entirety 

Source, Duke Energy Holding, 10-K, March 01, 2007 
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This amendment has been approved and signed by an authorized officer of Duke Energy Corporation as of the date specified above 

Except as explicitly set forth herein, the Plan will remain in full force and effect 

DlJKE ENERGY CORPORATION 

By: Is/  CHRISTOPHER C. ROLFE 
Christopher C Rolfe 

Group Executive and Chief 
Adrninislrative Officer 

Source. Duke Energy Holding , 10-K, March 01,2007 



Exhibit 10.17.3 

AMENDMENT TO 

DUKE ENERGY CORPORATION EXECUTIVE SAVINGS PLAN I 8  I1 

(as Amended and Restated effective January 1,2003) 

The Duke Energy Corporalion Executive Savings Plan I & II (as Amended and Restaled effeclive January 1 ,  2003) (the "Plan") is amended, effeclive as of December 19, 
2006. as follows: 

1 Arlicle VI of the Plan is hereby amended by adding the followng new Section 6 8 at the end lhereof 

"6 8 Adpstments lo Duke Energy Common Stock-Stock Defenals SubaccountandDuke Energy Common Stock Fund Each phanlom und of Duke Energy 
Corporalion common stock crcditcd lo tho Duke Energy Common Slock-Stock Deferrals Subaccount and Duke Encrgy Common Slock Fund on behalf of a Parlicipanl 
on the Dislribution Dale shall be converted, as of the Distribution Date, into phantom units of Speclra Energy C o p  common stock and phantom units of Duke Energy 
Corporation common stock and reallocated as follows 

(a) The number of phantom units of Spectra Energy Corp common stock shall be equal to the number of shares of Spedra Energy Corp common stock lo which 
the Participant would have been enlitled on Ihe Distnbution had the phantom units of Duke Energy Corporation common stock represented actual shares of 
nl lke F to the 
nearesl whole unit 

(b) The resulting number of phantom units of Spectra Energy Corp common slock shall automalically be transferred from the Duke Energy Common 
Slock-Stock Deferrals Subaccount and Duke Energy Common Slock Fund and credited lo Ihe RSP Investment Option lhat invests primarily in Speclra 
Energy Corp common stock (Ihe "Speclra Common Stock Fund?, effective as of the Distribution Dale 

A Parlicipanl may elect, pursuant lo rules and procedures prescribed by the Company, to reallocate amounls deemed invested in Ihe Spectra Common 
Stock Fund into any olher open investment option The Spectra Common Slock Fund shall be closed to additional deferrals and to transfers from any other 
investment option 

Capitalized terms used in lhis Section 6 8 that are not defined in this Plan shall have the meaning set forth in the Employee Matlers Agreement by and 
between Duke Energy Corporalion and Spectra Energy Corp " 

(c) 

(d) 

2 Article XIV of Ihe Plan is hereby amended by adding the following new Seclion 14 5 al the end thereof: 

"14 5 TranslerofAccounts The Account of each Spectra Energy Participant maintained under the Plan immediately prior to the Distribution Date shall be 
transferred to the Spectra Energy Corp Execulive Savings Plan and assumed by Spectra Energy Corp as of the Dislribulion Date (the "Assumed Amounts") For 
purposes of this Plan, the term "Assumed Amounts" shall include any amounls of Base Pay or Incentive Plan awards of a Spectra Energy Participant that are 
earned bul not yet paid as of the Distribution Date or equily awards granted to a Spectra Energy Participant under the Duke Energy Corporation 1998 Long-Term 
lricenlive Plan, lhal were properly deferred by the Speclra Energy Participanl under the Plan but that had not yet been crediled lo tiis or her Account under Ihe Plan 
as of the Distribution Date. Each such Speclra Energy Participant shall have no further rights under the Plan immediately after his or her Account is transferred to 
Ihe Speclra Energy Corp Executive Savings Plan and assumed by Spectra Energy Corp in accordance with the terms and conditions of the Employee Manes 
Agreement by and between Duke Energy Corporation and Spectra Energy Corp (the "Employee Matterr Agreement"') Capilalized terms used in this Section '14 5 
lhal are not defined in this Plan shall have the meaning set forlh in the Employee Matlers Agreement " 

Except as explicitly set forth herein, the Plan will remain in full force and effecl 3 

This amendment has been executed by an authorized officer of Duke Energy Corporation on December 19.2006 

DUKE ENERGY CORPORATION 

By: Id CHRISTOPI IER C ROLE 
Cliristoplier C Rolfe 
Group Executive and 

Chief Admlnislralive Officer 

Source. Duke Energy Holding, 10-K, March 01, 2007 



Exhibit 10.18.5 

AMENDMENT TO 

DUKE ENERGY CORPORATION 

EXECUTIVE CASH BALANCE PLAN 

The Duke Energy Corporation Executive Cash Balance Plan (Ihe 'Plan") is amended, effective as of December 1.2006, as follows 

1 Seclion 2 16 of the Duke Energy Corporalion Execulive Cash Balance Plan I IS hereby superseded and replaced in its enlirety as sel lorlh below 

'2  16 "Retirement Cash Balance Plan" means the Duke Energy Reliremenl Cash Balance Plan as in effect on October 3, 2004, wilhoul giving effecl to amendments 
adopted thereafler " 

The last scnlcnce of Section 4 4 of Ihc Dultc Energy Corporation Execulive Cash Balance Plan /I is hercby dclcled in its cnlircty 

The first two sentences of Section 6 1 of the Duke Energy Corporation Executive Cash Balance Plan II are hereby deleted and replaced in their entirely w lh  the 
following 

'R  Participant whose Company employment terminales on or after December 31,2006 will receive, or will begin to receive. paymcnl of his veded Make Whole 
Accounl and his vested Supplemental Accounl, i f  any, as soon as adminislralively feasible following the monlh in which Ihe Participanl's employment terminates " 

Excepl as explicilly sel forth herein. the Plan will remain in full force and effect 

2 

3 

4 

This amendment has been approved and signed by an authorized officer of Duke Energy Corporation as of Ihe date specified above 

DUKE ENERGY CORPORATION 

By: Id CHRISTOPHER C ROLFE 
Christopher C Rolfe 

Group Execulive and Chief 
Administrative Officer 

Source: Duke Energy Holding , IO-K, March 01, 2007 



Exhibit 10.18.6 

AMENDMENT TO 

DUKE ENERGY CORPORATION EXECUTIVE CASH BALANCE PLAN I & II 

(As Amended and Restated effective January 1,1999) 

The Duke Energy Corporalion Execolive Cash Balance Plan I 8 II (As Amended and Restaled effective January 1, 1999) (Ihe "Plan") is amended, elfeclive as of 
December 31,2006. as follows 

1 Article 12 of Ihe Plan is hereby amended by adding the following new Section 12 5 at the end lhereof 

"12 5 TranslerofAccounls The Make-Whole Accounl and Supplemental Account, if any, of each Spectra Energy Participant mainlained under the Plan 
immediately prior lo Ihe Distribution Dale shall be lnnslerrcd lo the Spcclra Energy Corp Executive Cash Balance Plan and assumed by Speclra Energy Corp as 
of the Distribution Dale Each such Spectra Energy Participant shall have no further rghls under the Plan immediately afler h a  or her Make-Whole Accounl and 
Supplemental Accounl, i f  any, are transferred lo Ihe Spectra Energy Corp Execultve Cash Balance Plan and assumed by Spectra Energy Corp in accordance wilh 
the terms and condilions of the Employee Mallers Agreement by and between Duke Energy Corporalion and Spectra Energy Corp (Ihe "Employee Mallers 
Agreement") Capitalued lerms used in this Section 12 5 that are no1 defined in lhis Plan shall have !he meaning set forth in the Employee Mallers Agreemenl " 

7 F V  5-1 fnrlh hprmin, the Plan will rm-1 PffPnt 

This amendmenl has been execuled by an aultiorized officer of Duke Energy Corporalion on December 19,2006 

DUKE ENERGY CORPORATION 

By: /d CHRISTOPHER C ROLFE 
Chridopher C Rolfe 
Group Executive and 

Chief Administrative OlTicer 

Source. Duke Energy Holding , 10-K, March 01,2007 



Exhibit 10.19.1 

AMENDMENT TO 

DUKE ENERGY CORPORATION RETIREMENT BENEFIT EQUALIZATION PLAN 

(effective January 1,1999) 

The Duke Energy Corporation Retirement Benefit Equalization Plan (elfective January 1, 1999) (the "Plan') is amended, effective as of December 21,2006, asfollows: 

1 The Plan is hereby amended by adding Ihe following new Section 13 at Ihe end Ihereol: 

"13 Ternination ofplan Effective as of December 31, 2006, the Plan is hereby frozen such that no further benefits or entitlements shall accrue thereunder" 

This amendment has been approved and signed by an authorized officer of Duke Energy Corporation as of the dale specified above 

By: Is/ CHRISTOPHER C ROLFE 
Christopher C Rolfe 
Group Executive and 

Chief Administrative Officer 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Exhibit 10.63 

AMENDMENT TO 

DUKE ENERGY CORPORATION DIRECTORS' SAVINGS PLAN I 8. II 

(as Amended and Restated effective February 24,2004) 

The Duke Energy Corporation Directors' Savings Plan I 8 II (as Amended and Restated elfeclive Februav 24,2004) (Ihe "Plan") is amended, effective as of 
December 19,2006, as follows: 

1 Article IV of Ihe Plan is hereby amended by adding the following new Section 4 5 at lhe end Ihereof: 

"4 5 Each phantom unil of Company common stock crediled to Ihe DECS lnveslment Option and Ihe Stock Defenal Investment Oplion on behalf of a Participant on 
the Dislribulion Dale shall be converted, as of the Dislribulion Dale, into phanlom units of Company common stock and phantom unils of Spedra Energy Corp 
common slock and reallocaled as follows: 

( i )  The number of phantom units of SpecIra Energy Corp common stock shall be equal lo the number of shares of Speclra Energy Corp common stock lo which 
the Participant would have been enlilled on Ihe Dislribulion had Ihe phanlom units 01 Company common slock represented actual shares of Ihe Company as 
of the Record Dale, the resulting number of phanloin units of Spectra Energy Corp common stock being rounded down lo the nearest whole unit 

(ii) The resuiling number of phantom units of Spectra Energy Corp common stock shall automatically be lransferred from Ihe DECS lnveslmenl Option and the 
Slock Deferral lnveslrnenl Oplion and crediled lo lhe Plan's inveslrnenl oplion Ihal corresponds to the RSP's Spectra Energy Corp Cominon Slock Fund 
(lhe "SECS lnveslment Option") 

A Participant (or, if Ihe Participant is dead. the Participant's beneficiary) may elect, pursuant lo rules and procedures prescribed by the Company, to 
reallocate amounls deemed invested in Speclra Energy Cow common slock under the SECS lnveslmenl Oplion to any olher open inveslment option The 
SECS Investment Oplion shall be closed to additional deferrals and to transfers from any olher inveslmenl option 

Capitalized terms used in lhis Section 4.5 that are not defined in lhis Plan shall have the meaning set forth in the Employee Mallers Agreemenl by and 
between Duke Energy Corporalion and Speclra Energy Corp " 

(iii) 

(iv) 

2. Article XI of the Plan is hereby amended by adding the following new Seclion 11 5 a1 lhe end Ihereof: 

"1 1 5 The Account of each member of the Board of Directors of Spectra Energy Corp or ils predecessor companies (a "Spectra Energy Participanl') maintained 
under the Plan immediately prior lo the Dislribution Date shall be lransferred to the Speclra Energy Corp Direclors' Savings Plan and assumed by Speclra Energy 
Corp as of the Dislribution Dale (Ihe "Assumed Amounls') For purposes of this Plan, the term "Assumed Amoun1s"shall include any amount of Compensation of a 
Speclra Energy Participant that is earned but not yet paid as of the Dislribulion Dale and Phantom Stock Units granled to a Spectra Energy Participant under Ihe 
Duke Energy Corporation 1998 Long-Term Incentive Plan, that were properly deferred by a Speclra Energy Participant under Ihe Plan bul lhal had not ye1 been 
credited to iiis or her Account under Ihe Plan as of llie Dislribution Date Each such Spectra Energy Participanl shall have no further rights under the Plan 
immedialely afler his or her Account is transferred lo Ihe Spectra Energy Coip Direclors' Savings Plan and assumed by Spectra Eneryy Corp iri accordance wilh 
the lerms and conditions of the Employee Matters Agreemenl by and belween Duke Energy Corporation and Spectra Energy Corp (the "Employee Matters 
Agreement") Capitalized lerms used in lhis Seclion 11 5 that are no1 defined in lhis Plan shall have the meaning sel forth in the Employee Mallers Agreement " 

Except as explicitly sel forth herein. Ihe Plan Will remain in full force and effecl 3 

This amendment has been executed by an authorized officer of Duke Energy Corporation on December 19,2006 

DUKE ENERGY CORPORATION 

By : /s /  CHRISTOPHER C ROLFE 
Christopher C Rolfe 
Group Execulive and 

Chief Adniinislralive Ollicer 

Source. Duke Energy Holding, 10-K, March 01, 2007 



EXHIBIT 10.64 

AMENDMENT TO THE 

CINERGY CORP. EXCESS PENSION PLAN 

The Cinergy Corp. Excess Pension Plan, as amended and restated effective as of January 1, 1998, and as amended from time to time (the "Plan'), is hereby amended 
effective as of January 1 2007 

(1) Explanation of Amendment 

The Plan is amended to clarify the relationship between the Plan and the Cinergy Corp Non-Union Employees' Pension Plan ("Cinergy's Pension Plan") in light of the 
adoption of the Duke Energy cash balance formula under Cinegy's Pension Plan 

(2) Amendment 

Seclion 5 3 01 the Plan is hereby amended in its entirety lo read as iollows 

"5 3 

The following rules shall apply upon the death of a Participant who is classified as a "Cash Balance Parlicipant" or "Duke Account Participant" under Cinergy's 
Pension Plan 

Cash Balance Death Benefit 

(a) Spouse Beneficiary If a death benefil is payable under Article 6 of Cinergy's Pension Plan or Article GV of Addendum G of Cinergy's Pension Plan on 
account of the Participant's death and the Parlicipant's Beneficiary (as defined in Cinergy's Pension Plan) at the date of the Participant's death is his 
Spouse, such Spouse shall receive a death benefit in an amount equal to the Actuarial Equivalent (as defined in Cinergy's Pension Plan) of the benefits that 
would othemise have been payable to the Participant under the Plan. The form of the death benefit payable to Ihe Spouse under the Plan shall be the same 
form in which the Spouse's benefit is payable under Cinergy's Pension Plan The payment of the Spouse's death benefit under the Plan shall be made. or 
shalt commence, as of the same dale as the Spouse's benefit under Cinergy's Pension Plan is made or commences 

Non-Spouse Benemiary. If a dealh benefit is payable under Arlicle 6 of Cinergy's Pension Plan or under Article GV of Addendum G of Cinergy's Pension 
Plan on account of the Participant's death and the Participant's Beneficiary (as defined in Cinergy's Pension Plan) at the date of the Participanl's death is 
any person other than the Participant's Spouse, such Beneficiary shall receive a death benefit in an amount equal to the Actuarial Equivalent (as defined in 
Cinergy's Pension Plan) of the benefits that would otherwise have been payable to the Participanl under the Plan The death benefit shall be payable in the 
form of a single lump sum cash payment and shalt be made as soon as administratively practicable following the Participant's death " 

(b) 

IN WITNESS WHEREOF, Cinergy Corp has caused this Amendment lo be executed effective as of the dale set forth herein 

By: lsl CHRISTOPHER C ROLFE 
Christopher C Rolfe 
Group Executive and 

Chief Administrative Officer 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Exhibit 10.65 

AMENDMENT TO 

CINERGY CORP. 401(K) EXCESS PLAN 

The Cinergy Corp 401 (k) Excess Plan (the "Plan') is amended, effective as of December 18. 2006, as follows: 

1 Section 2 1 of the Plan is hereby amended by adding the following at the end Ihereof: 

"(ff) "Duke Energy Corrimon SIockSlock Deferrals Accounl" means. with respect to a Participant. the bookkeeping account eslablished and mainlained 
pursuant lo Section 3.2(e)(iv) 

"Duke Formula Employee" has the meaning given to such term in the 40l(k) Plan (gg) 

Capitalized terms that are not defined in Article II shall have Ihe meaning set forth in Ihe Company's 2006 Long-Term Incentive Plan " 

Section 3 2 oflhe Plan is hereby amended by adding the following new subseclions (e) and (9 at the end thereof: 2 

"(e) DererfalsolStock Awards Each eligible Participant may irrevocably elect lo defer, in accordance with the terms of this Plan, the entire amounl of any 
nonvested Award granted under a long-term incentive plan sponsored by Ihe Company (including the Company's 2006 Long-lerm Incentive Plan), subject 
to the following conditions 

Except as otherwise provided in this Section, the deferral election shall he made by, and shall become irrevocable as of, December 31 (or such earlier 
date as specified by the Committee) of the calendar year next preceding the calendar year for which such Award is granted, or at such later time as is 
permitted by the Commitlee, consistent with Section 409A of the Code, during the calendar year in which a Participant initially becomes eligible for the 
Plan 

To the extent permitted by the Comrnltee, and except as otherwise provided in Section 32(e)(iii), with respect to an Award that is suhjecl to a forfeiture 
condition requiring the Parlicipant's continued services for a period of at least thirleen (13) months from the date that the service provider obtains a 
"legally hinding righl"to such Award (within the meaning of Section 409A of the Code), the deferral election shall he made by. and shall become 
irrevocable asof, the Itiirlieth (301h) day following the date that Ihe Participant obtains the legally binding right lo such Award 

To the extent permitted by the Committee, with respect lo an Award that constilules"performance-based compensation" (within the meaning of 
Seclion 409A of the Code), the delerral election shall be made by, and shall become irrevocable as of, Ihe date lhat is 6 months before the end of the 
applicable performance period (or such earlierdate as specified by the Cornmillee), provided thal in no event may such deferral election be made afler 
such Award has become both substantially certain to be paid and readily ascertainable (within the meaning of Section 409A of the Code) 

Upon the date thal an Award that the Participant has elected to defer would otherwise have been payable, the number of shares of stock or the cash 
payment that would have become so payable but for the deferral election shall he converted into an equal number of unils in the Duke Energy 
Common StockSlock Deferrals Account 

Dividend Equivalents, to the extent deferred, shall also be credited to the Participant's Duke Energy Common Stock-Stock Deferrals Accounl 
commencing on the payment date of the first cash dividend of Company Stock that is declared aftcrthe dale on which the deferred Award vests 

No deferral of a stock option or restricled stock award shall be permissible 

(0 DividendEquivalenfsDefe'enals Each eligible Participant may irrevocably elecl lo defer, in accordance with the terms of this Plan, 100% of the amounts that would 
otherwise become payable as Dividend Equivalents, wilh respect to (i) an Award that is designated in the Award Agreement as a 'Chairman's Award," or (ii) an 
Award w lh  respect to which the Award Agreement specifically provides for Ihe deferral of Dividend Equivalents Such election must he made by lhe Participant at 
lhe time Ihe Parlicipant elects lo defer receipt of the related Award pursuanl lo the ternis or Seclion 3 2(e) Dividend Equivalents lhat have been defeired puisuaril 
lo the first sentence of this Section and credited to the Participant's Account shall he credited to thy Participant's Duke Energy Common Stock-Stock Deferrals 
Account as of Ihe dales such amounts would otherwise become payable pursuant to such award 

Section 3 3 of the Plan is hereby superseded and replaced in its entirely as set forth below: 

Employer Base Malchlng Conrributions 

(a) 

3 

"3 3 

If an Eligible Employee other than a Duke Formula Employee is entitled lo a "Base Matching Conlribulion" under his or her 401(k) Plan, the Employer shall 
make an Employer Base Matching Contribution to the Participant's Matching Account equal to the amount of Ihe Participant's "Base Matching Conlribulion" 
computed in accordance with the 401(lo Plan (prior to the limitation of Code Paragraph 401 (m)(2)), hul using the Participant's Compensation as defined in 
this Plan. 

Source. Duke Energy Holding , IO-K, March 01, 2007 



(b) If an Eligible Employee that is also a Duke Formula Employee is entitled to a "Base Matching Conlribulion" under his or her 401(k) Plan, the Employer shall 
make an Employer Base Matching Contribution lo the Participant's Matching Account equal lo the amount, if any, by which the lesser of Ihe amounts in 
subparagraph (i) or (ii) below, exceeds the amounl in subparagraph (iii) below: 
(i) ;?le maximum matching contribution the Parlicipanl was eligible lo receive for the Plan Year under the 401(k) Plan based upon the Participant's 

Compensa1ion"as defined in the 40l(k) Plan for Ihe Plan Year, but determined without regard lo !he limilalions of Code Paragraph 40l(d)(l7) and any 
deferral of Compensation pursuant to Seclion 3 2 of this Plan or bonuses pursuant lo the Cinergy Corp Nonqualified Deferred Incentive Compensation 
Plan 
The Participant's "Deferred Compensation Contribution" as defined under the 401(k) Plan for the Plan Year, plus the Participant's deferral of 
Compensation pursuant lo Section 3 2 of this Pian or deferral of bonus pursuant to the Cinergy Corp Nonqualified Deferred Incentive Compensation 
Plan during the Plan Year 

(iii) The "Base Matching Contribution" credited to the Participant's account under the 401(k) Plan for the Plan Year. 
If the Participant becomes a Duke Formula Employee during a Plan Year, the Committee shall prorate the amount of his or her Base Matching Contribution 
for the Plan Year based on the preceding provisions of this Soclion '' 

(ii) 

(c) 

Section 3 5 of the Plan is hereby amended by inserting the words "a Duke Energy Common Stock-Stock Deferrals Account." immediately after the phrase "a 
Deferral Account,". 
Section 4 1 of the Plan is hereby amended by inserting the words "Duke Energy Common Stock-Stock Deferrals Account," immediately after the phrase "Deferral 
Account," 
Section 4 2(a) of the Plan is hereby amended by adding the following sentence at the end thereof 

'The amounts in the Duke Energy Common Stock-Stock Deferrals Account shall be credited and maintained as units of a phantom investment that mirror 
the performance of Company Stock (wilh cash dividends reinvested) I' 

4 

5 

6 

7 Seclion 4 2(b) of the Plan is hereby amended by adding the following sentence at the end thereof: 

"Notwilhslanding anything contained herein to the contrary. no transfers may be made into or nut of the Duke Energy Common Stock-Stock Deferrals 
Account " 

"(d) I f  there shall occur any merger, consolidation, liquidation, issuance of rights or warrants lo purchase securities, recapitalization, reclassification, stock 
dividend, spin-off, split-off, stock split, reverse stock split or other distribution with respect to the shares of Company Stock. or any similar corporate 
transaction or evcnl in respecl of such shares, then the Committee shall, in the manner and lo the extent that it dcems appropriate and equitable to the 
Participants and consistent with the terms of this Plan, cause a proportionate adjustment to be made in number and kind of phantom investment units of 
shares of Company Stock deemed held under the Plan Moreover, in the event of any such transaction or event, the Committee, in its discretion, may 
provide in substilulion for any or all phantom investment units of shares of Company Stock such alternative consideration as it, in good faith, may determine 
lo be equitable under the circumstances " 

9 Section 4 3(b) of the Plan is hereby superseded and replaced in its entirely as set forlh below: 

"(b) The Employer Base Matching Contribution under Secliori 3 3 of this Plan shall be credited lo a Participant's Malching Accounl in terms of cash as of the lasl 
day of each Plan Year An Eligible Employee does not need to make deferrals pursuant to Section 3 2 (Election lo Defer) of this Plan to receive Employer 
Base Matching Conlributions " 

10 Section 4 3(e) of the Plan is hereby amended by inserting the words"Duke Energy Common S lockStock  Deferrals Account," immediately after the phrase 
"Deferral Account," 

The second sentence of Section 4 4(a) of the Plan is hereby amended by inserling the words "Duke Energy Common Stock-Slock Deferrals Accounts," 
immediately after the phrase "Delerral Accounts," 

Section 5 I(d) of the Plan is hereby amended by adding the following new subparagraph (4) at the end thereof: 

11 

12 

"(4) Amounts credited as units to each Participant's Duke Energy Common Stock-Stock Deferrals Account shall be converted lo and distributed in the 
form of whole sharcs of Company Stock and cash for any fractional share. To the extent that the delivery of any shares of Company Stock to a 
Participant under this Section 5 l(d)(4) othenvise would cause all or any portion of the Plan lo be considered an "equity compensation plan" as such 
term is defined in Section 303A(8) of lhe New York Stock Exchange Listed Company Manual or any successor rule ('Listed Company Manual'). then 
such shares shall be paid from, and shall count against the share reserve of, a Company-sponsored "equity compensation plan" designaled by the 
Committee that complies wilh the shareholder approval requirements contained in the Listed Company Manual " 

2 

Source. Duke Energy Holding , IO-K, March 01, 2007 



13 
This amendment has been approved and signed by an aulhorized officer of Duke Energy Corporation as of the dale specified above 

Excepl as explicitly set forth herein, the Plan will remain in full force and effect 

DUKE ENERGY CORPORATION 

By : lsl CHRISTOPHER C ROLFE 
Christopher C Rote 

Group Execulive and Chief 
Adrninislralive Gfficer 

3 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Exhibit 10.66 

AMENDMENT TO 

CINERGY CORP. EXCESS PROFIT SHARING PLAN 

The Cinergy Corp Excess Profil Sharing Plan (the 'Plan') is amended effective as of December 19,2006, as follows 

1 Section 4 2 of the Plan is hereby amended by adding llie followng new paragraph (d) at the end thereof 

'(d) Nolwilhslanding anylliing conlained herein lo Ihe Lonlrary. each phanlom unil of Duke Energy Corporalion common sloLk (held in llie accounl formerly 
known as lhe Cinergy Corp Common Slock Fund. which has been renamed the Duke Energy Common SloLk Fund) crediled Io a Parlicipanl's Accounl on 
the Distribution Date shall be converted. as of Ihe Distribution Dale, tnlo phantom units of Spectra Energy Corp common slock and phanlom unils of Duke 
Energy Corporation cnmmon stock and reallocaled as follows 

(1) The number of phantom unils of Spectra Energy Corp common stock shall be equal to the number of shares of Spectra Energy Corp common stock to 
which the Participant would have been entitled on the Distribulion had the phantom units of Duke Energy Corporation common stock represented 
actual shares of Duke Energy Corporation common stock as of Ihe Record Date, Ihe resulling number of phantom units of Spectra Energy Corp 
common stock being rounded down lo Ihe nearest whole unil 

The r v  units of Soeclra Enerov CorD common stock shall automalicak be transferred from the Duke Enerqv Corooralion 
Common Stock Fund and credited lo a separate Invoslmenl Option that corresponds to the performance of SpecIra Energy Corp common stock (the 
"Speclra lnveslmenl Option') effeclive as of lhe Dislnbulion Date 

A Parlicipanl may elect, pursuant to rules and procedures prescribed by Ihe Commillee, lo reallocale amounts deemed invesled in the Speclra 
lnveslment Option into any other open Investment Oplion The Speclra Investment Option shall be closed lo additional deferrals and lo transfers from 
any other Investment Option 

Capilalized lerms used in Ihis Seclion 4 2(d) Ihal are no1 defined in lhis Plan shall have the mearling sel forth in Ihe Employee Matlers Agreemenl by 
and belween Duke Energy Corporation arid Speclra Energy Corp " 

(2) 

(3) 

(4) 

2 

IN WTNESS WHEREOF Cinergy Corp has raused this Amendment lo be execuled and approved effeclive as of the date sel forth herein 

Excepl as explicitly set forth herein. the Plan wll remain in full force and effect 

By: /s/ CHRISTOPHER C ROLFE 
Christopher C R o k  

Group Execulive and Chief 
Ad min is1 rat ive Officer 

Date: 12/19/06 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Exhibit 10.67 

AMENDMENT TO 

CINERGY CORP. 401(K) EXCESS PLAN 

The Cinergy Corp 40i(k) Excess Plan (Ihe "Plan') is amended. effeclive as of December 19, 2006, as follows: 

1 Section 4 2 of the Plan is hereby amended by adding Ihe following new paragraph (c) a1 the end thereof: 

"(c) Nolwilhslanding anything conlained herein to Ihe contrary. each phanlom unit of Company Slock crediled lo a Parlicipanl's ACCOUII~ on Ihe Distribuliorl Dale 
shall be converted. as of the Disliibulion Dale, inlo pharilorn unils of Speclra Energy Corp conimori slock and phanlom unils 01 Company Slock and 
reallocaled as follows: 

(1) The number of phanlom units of Spectra Energy Corp common stock shall be equal lo Ihe number of shares of Spectra Energy Corp common stock lo 
which the Participant would have been enlilled on the Dislribulion had the phantom units of Company Slock represented aclual shares of the Company 
as of the Record Date, Ihe resulting number of phanlom unilsof Spectra Energy Corp common stock being rounded down to the nearest whole unil 

The resulting number of phanlom units of Speclra Energy Corp common stock shall aulomalically be transferred from the Company Slock lnveslmenl 
Option and credited lo a separate lnvestmenl Option that corresponds to the performance of Speclra Energy Corp common stock (the "Spectra 

(2) 

R 

(3) A Parlicipanl may clccl, pursuanl to rules and proccdures prcscribcd by Ihc Company, lo reallocate amounts deemed invcsled in !he Spoclra 
Investment Option inlo any other open lnveslmenl Option The Spectra lnveslment Oplion shall be closed lo additional deferrals and lo lransfers from 
any other lnveslmenl Option 

Capilalized terms used in this Section 4 2(c) that are no1 defined I; this Plan shall have the meaning set forth in the Employee Malters Agreement by 
and between Duke Energy Corporation and Spectra Energy Corp 

(4) 

2 Section 5 i (d)  of the Plan is hereby amended by adding the followng new sub-paragraph (3) a1 Ihe end lhereof 

"(3) Spectra Energy C o p  Common Sfoch The portion of a Parlicipanl's Accounl lhat is deemed invested i r i  Speclra Energy Corp common slock at Ihe lime 
ofdislribulion will be dislribuled in Ihe form of cash in accordance wilh rules and procedures prescribed by the Company " 

3 

IN WTNESS WHEREOF. Cinergy Corp has caused this Amendment lo be execuled and approved effective as of the dale sel forth herein 

Except as explicitly set forth herein. Ihe Plan will remain in full force and elfecl 

By: IS/ CtiRlSTOPliER c ROLE 
Christopher C Rolfe 

Group Execulive and Chief 
Administrative Officer 

Dale: 12/19/06 

Source. Duke Energy Holding , IO-K, March 01, 2007 



Exhibit 10.68 

AMENDMENT TO 

CINERGY CORP. DIRECTORS' DEFERRED COMPENSATION PLAN 

The Cinergy Corp Directors' Deferred Compensalion Plan (the "Plan") is amended, effective as of December 19,2006, as follows: 

1 Section 4 3 of Ihe Plan is hereby amended by adding llie following new paragraph at the end thereof: 

"Nolwilhslariding anything corilained herein lo Ihe contraiy. each pharitom unil of Common Slock crediled Io a Parlicipanl's Unil Accounl on lhe Dislribulion 
Dale shall be converted, as of the Dislribulion Dale, into phanlorri units of Spectra Energy Corp common dock arid phantom units of Cornmon Slock and 
reallocated as follows: 

(a) The number of phanlom unils of Speclra Energy Gorp common stock shall be equal to the number of shares of Speclra Energy Corp common stock to which 
the Parlicipant would have been entitled on Ihe Distribution had the phantom units of Common Slock represenled aclual shares of Duke Energy Corporalion 
as of the Record Date, Ihe resulting number of phantom units of Speclra Energy Corp common stock being rounded down lo the nearesl d o l e  unit. 

The resulting number of phantom units of Spectra Energy C o p  common stock shall automatically be lransferred from the Unit Account and credited to a 
separate individual account established and maintained for the exclusive purpose of accounting for Ihe Participant's deferred amounts which is accrued in 
terms of a theoretical number of mi ls  of SDeclra Enertlv C D ~  common stock (the "SDectra Unit Account'). effective as of Ihe Distribution Date. The SDeclra 
Unil Account shall lhercafler be subject to the same adjustment provisions rclatcd lo cash dividends and changcs in Spectra Energy Corp common stock as 
apply to the Unit Accounl in Section 4 3 hereof 

A Participant may elect, pursuanl to rules and procedures prescribed by Duke Energy Corporation, lo reallocate amounls deemed invested in Ihe Spectra 
Unit Account inlo the Unit Account or the Deferred Compensalion Account The Spectra l lnil Account shall be closed lo additional deferrals and to transfers 
from any other deemed investment option 

Capitalized terms used in this Section 4.3 lhat are no1 defined,,iri this Plan shall Irave Ihe meaning sel forth in Ihe Employee Mal len Agreemenl by and 
between Duke Energy Corporalion arid Speclra Energy Corp 

(b) 

(c) 

(d) 

2 Article 6 of the Plan is hereby amended by adding Ihe following new Section 6 4 at the end lhereof: 

"6 4 Payment o(DeferreUFees Cred/fed/o /he Spectra UnS Account Notwilhstanding anything conlained in this Arlicle 6 or Article 8 lo the conlrary. the amounts 
credited to a Participant's Speclra Unil Accounl will be distributed in the form of cash " 

3 

IN WTNESS WHEREOF. Cinergy Corp has caused this Amendmenl lo be executed and approved effeclive as of the dale set forth herein 

Except as explicitly set forth herein, the Plan will remain in full force and effecl 

By : lsl CHRISTOPHER C ROLFE 
Christopher C Rolfe 

Group Execulive and Chief 
Adminislrative Officer 

Dale: 12/19/06 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Exhibit 12 

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 

The ratio 01 earnings to fixed charges is calculated using the Securities and Exchange Commission guidelines (a). 

Year Ended December 31, 

2006 2005 2004 2003 2002 

(dollars in millions) 

- - - - -  

Earnings as defined for fixed charges calculation 
Add 

Total earnings (as defined for the Fixed Charges calculation) - - -- - -- 
31 139 

- - - _ _ _ I -  

$1 ,I 59 $1,433 $1,620 Total fixed charges - - - - - -  
Ralio of earnings to fixed charges@) 2 3  2.0 

(a) 

(b) 

(c) 

Cerlain prior year Income Statement amounts above have been adjusted for businesses reclassified lo discontinued operations during 2006 

Excludes minority interest expenses and income or loss from equity investees 

Excludes equity costs related to Allowance lor Funds Used During Construction lhat are included in Olher Income and Expenses in the Consolidated Statements of 
Operations 

Earnings wero inadequate lo cover I i x d  charges by $241 million lor the year ended December 31,2003 

Includes pre-lax gains on the sale 01 EPPCO GP and LP 01 approximately $0 9 billion. net of minority interest. in 2005 

(d) 

(e) 

Source. Duke Energy Holding , 10-K, March 01, 2007 



EXHIBIT 21 

LIST OF SUBSIDIARIES 

The following is a lis1 of certain subsidiaries (greater lhan 50% owned) of Ihe regislranl and their respective states or countries of incorporalion: 

1388368 Ontario Inc (Onlario) 

3036243 Nova Scotia Company (Canada-Nova Scolia) 

Advance SC LLC (Soulh Carolina) 

Agudylia Eriergy del Peru S R LIda (Peru) 

Aguaytia Energy, LLC 

Antelope Ridge Gas Processing Plant 

Alliki Denmark ApS (Denmark) 

Bison Insurance Company Limited (Bermuda) 

Brown Counly Landfill Gas Associales. L P (Delaware) 

Brownsville Power I ,  LLC (Delaware) 

BSPE General, LLC (Texas) 

BSPE Holdings, LLC (Delaware) 

BSPE Limiled. LLC (Delaware) 

BSPE, L P (Delaware) 

Cadence Network, Inc (Delaware) 

Caldwell Power Company (Norlh Carolina) 

Calawba Manufacturing and Electric Power Company (Nod11 Carolina) 

Cenlra Gas Toluca S De R L De D V (Mexico) 

CGP Global Greece Holdings SA (Greece) 

Cinergy Caprtal 8 Trading Inc (Indiana) 

Cinergy Climale Change Investments, LLC (Delaware) 

Cinergy Corp (Delaware) 

Cinergy General Holdings LLC (Delaware) 

Cinergy Global (Cayman) Holdings, Inc (Cayman Islands) 

Cinergy Global Ely, Inc (Delaware) 

Cinergy Global Hellas S A (Greece) 

Cinergy Global Holdings. Inc (Delaware) 

Cinergy Global Power (Up Limited (England) 

Cinergy Global Power Africa (Proprietary) Limited (Soulh Africa) 

Cinergy Global Power Iberia, S A (Spain) 

Cinergy Global Power Services Limtted (London, England) 

Cinergy Global Power, Inc (Delaware) 

Cinergy Global Resources, Inc (Delaware) 

Cinergy Global Tmding Limited (England) 

Cinergy Global Tsavo Power (Cayman Islands) 

Cinergy Hokhngs BV (Netherlands) 

Cinergy Inveslmenls. Inc (Delaware) 

Cinergy Limiled Holdings, LLC (Delaware) 

Cinergy Mexico General, LLC (Delaware) 

Cinergy Mexico Holdings, LP (Delaware) 

Cinergy Mexico Ltmiled LLC (Delaware) 

Cinergy Mexico Marketing 8 Trading, LLC (Delaware) 

Cinergy Origination 8 Trade, LLC (Delaware) 

Cinergy Power Generation Services, LLC (Delaware) 

Cinergy Power Inveslmenls. Inc (Ohio) 

Cinergy Receivables Company LLC (Delaware) 

Cinergy Retail Power General, Inc (Texas) 

Cinergy Retail Power Limiled, Inc (Delaware) 

Cinergy Relail Power, L P (Delaware) 

Cinergy Risk Solulions Ltd (Vermont) 

Cinergy Solutions-Ulilrty, Inc (Delaware) 

Cinergy Solutions Limited Partnership (Onlario) 

Cinergy Solutions Parlners, LLC (Delaware) 

Cinergy Technology. lnc (Indiana) 

Cinergy Two. lnc (Delaware) 

Cinergy IJK. Inc (Delaware) 

Cinergy Wholesale Energy, Inc (Ohio) 

Cinergy-Cenlrus Comrnunicalions. Inc (Delaware) 

Cinergy-Centrus. Inc (Delaware) 

CinFuel Resources, Inc (Delaware) 

CinPowar I, LLC (Delaware) 

Claiborne Enerqy Services, Inc (Louisiana) 

Cornercializadora Duke Energy de Centro America. Lirnilada (Gualemala) 

Commercral Electricily Supplies Limited (England) 

Compania de Servicios de Compresion de Campeche. S A de C V (Mexico) 

Countryside Landfill Gasco, LLC (Delaware) 

CRE, LLC (Delaware) 

CSCC Holdings Limiled Partnership (Canada-British Columbia) 

CSGP General, LLC (Texas) 

CSGP Limiled, LLC (Delaware) 

CSGP of Soulheasl Texas, LLC (Delauere) 

CSGP Services, L P (Delaware) 

CST General, LLC (Texas) 

CST Green Power, L P (Delaware) 

CST Ltmlted, LLC (Delaware) 

CTE Petrochemicals Company (Cayman Islands) 

DlFD Foreign Sales Corporation (Barbados) 

DlFD Holdings. LLC (Delaware) 

DlFD International Services Brasil Ltda (Brazil) 

DlFD Operating Services LLC (Delaware) 

DE Fossil-Hydro Engineering. Inc (North Carolina) 

DE Markeling Canada Lld (Canadian Federal) 

Source. Duke Energy Holding , IO-K, March 01, 2007 
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DE Nuclear Engineering. Inc (North Carolina) 

DE Operating Services, LLC (Delaware) 

DE Power Generating, LLC (Delaware) 

DEGS Biogas, Inc (Delaware) 

DEGS EPCOM College Park, LLC (Delaware) 

DEGS GASCO, LLC (Delaware) 

DEGS Q8M. LLC (Delaware) 

DEGS of Born Ralon. LLC (Delaware) 

DEGS of Cincinnali, LLC (Ohio) 

DEGS of Della Township, LLC (Delaware) 

DEGS of Lansing, LLC (Delaware) 

DEGS of Monaca, LLC (Delaware) 

DEGS of Narrows, LLC (Delaware) 

DEGS of Oklahoma, LLC (Delaware) 

DEGS of Parlin. LLC (Delaware) 

DEGS of Philadelphia, LLC (Delaware) 

dlb) 

DEGS of San Diego, Inc (Delaware) 

DEGS of Shreveport, LLC (Delaware) 

DEGS of South Charleston, LLC (Delaware) 

DEGS of SI Bernard, LLC (Delaware) 

DEGS of SI Paul LLC (Delaware) 

DEGS of luscola, Inc (Delaware) 

Della Township Ulililies, LLC (DelaVJare) 

DENA Asset Partners. L P (Delaware) 

DENA Partnerr Holding, LLC (Delaware) 

DETM Marketing Northeast. LLC (Delaware) 

DETMI Managemenl, Inc (Colorado) 

Dixilyn-Field (Nigeria) Limited (Nigeria) 

Dixilyn-Field Drilling Campany (Delaware) 

Dixilyn-Field International Dnlling Company, S A (Panama) 

DTMSI Managemenl Lld (Alberla, Canada) 

Duke Broadband, LLC (Delaware) 

Duke Canada Lld (Alberta. Canada) 

Duke Capilal Partners, LLC (Delaware) 

Duke Communication Services Caribbean Lld (Bermuda) 

Duke Communication Services, Inc (North Carolina) 

Duke Communications Holdings, Inc (Delaware) 

Duke Energy Allowance Management, LLC (Debware) 

Duke Energy Americas, LLC (Delaware) 

Duke Energy Business Services LLC (Dclawarc) 

Duke Energy Carolinas Plant Operalions, LLC (Delaware) 

--.IUI- L___ - 
Duke Energy Carolinas LLC (North Carolina) 

Duke Energy Development Ply Ltd (Australia) 

Duke Energy Egenor S en C por A (Peru) 

Duke Energy Eleclroquil Partners (Delaware) 

Duke Energy Engineering Inc (Ohio) 

Duke Energy Finance Canada Limiled Partnership (Canada-Alberta) 

Duke Energy Fossil-Hydro California, Inc (Delaware) 

Duke Energy Fossil-Hydro, LLC (Delaware) 

Duke Energy Generaling S A (Argentina) 

Duke Energy Generalion Services Holding Company, Inc (Delaware) 

Duke Energy Generation Services, lnc (Delaware) 

Duke Energy Global Markels. Inc (Nevada) 

Duke Energy Greenleaf, LLC (Delaware) 

Duke Energy Group Holdings LLC (Delaware) 

Duke Energy Group, LLC (Delaware) 

Duke Energy Hydrocarbons Canada Limiled Partnership (Canada) 

Duke Energy Indiana, Inc (Indiana) 

Duke Energy Industrial Sales, LLC (Delaware) 

Duke Energy lnleramerican Holding Company LDC (Cayman Islands) 

Duke Energy International (Europe) Holdings ApS (Denmark) 

Duke Energy lnlernational (Europe) Limited (Uniled Kingdom) 

Duke Energy lnlcrnalional Argentina Holdings (Cayman Islands) 

Duke Energy Inlernalional Argentina Markelingmrading (Bermuda) Lld (Bermuda) 

Duke Energy Inlernalional Asia Pacific Ltd (Bermuda) 

Duke Energy InlPrnalional Bolivia Holdings No 1 .  LLC (Delaware) 

Duke Energy lnternalional Bolivia lnvestmenls No 1 Lirniled (Cayman Islands) 

Duke Energy lnternalional Bolivia Investments No 2 Limiled (Cayman Islands) 

Duke Energy lnlernalional Brasil Commercial, Llda (Brazil) 

Duke Energy lnlernalional Brasil Holdings, LLC (Delaware) 

Duke Energy International Brazil Holdings Lld (Bermuda) 

Duke Energy lnlernalional del Ecuador Cia Llda (Ecuador) 

Duke Energy Inlernalional El Salvador Comercialiradora de El Salvador, S A de 

Duke Energy lnlernalional El Salvador Investments No 1 Lld (Bermuda) 

Duke Energy Internalional El Salvador Inveslmenls No 1 y 

Duke Energy International El Salvador S en C de CV (El Salvador) 

Duke Energy Internalional Electroquil Holdings, LLC (Delaware) 

Duke Energy lnlernalional Espana Holdings S L (Spain) 

Duke Energy Internalional Finance (UK) Limited (United Kingdom) 

Duke Energy Inlprnalional Gualrmala Holdings No 1, Ltd (Bermuda) 

Duke Energy Inlernalional Guatemala Holdings No 2, Lld (Bermuda) 

Duke Energy Inlprnalional Gualrmala Holdings No 3 (Cayman Islands) 

C V (El Salvador) 

Cia S enC de C V (El Salvador) 

Source. Duke Energy Holding , IO-K, March 01, 2007 



Duke Energy International Gualemala Limilada (Gualemala) 

Duke Energy International Gualemala y Compania Sociedad en Comandita par 

Duke Energy lnternalional lnveslmenls No 2 Ltd (Bermuda) 

Duke Energy International Latin America, Lld (Bermuda) 

Duke Energy International Mexico. S A  de C V (Mexico) 

Duke Energy International Netherlands Financwl Services B V (Netherlands) 

Duke Energy International Operaciones Guatemala Limilada (Guatemala) 

Duke Energy lnlernalional Peru lnversiones No 1, S R L (Peru) 

Duke Energy lnternalional Peru lnvesfments No 1, Lld (Bermuda) 

Duke Energy International PJP Holdings (Maurilius) Lld (Republic of Maunlius) 

Duke Energy International PJP Holdings. Ltd (Bermuda) 

Duke Energy lnternalional Ply Lld (Auslralia) 

Duke Energy lnlernalional Services (UK) Limited (Uniled Kingdom) 

Duke Energy International Soulhern Cone SRL (Argentina) 

Duke Energy International Trading and Marketing (UK) Limiled (Uniled Kingdom) 

niikp F P  I imitada (Guatemala) 

Duke Energy International Uruguay Holdings. LLC (Delaware) 

Duke Energy lnternalional Uruguay Investmenls, S R L (Uruguay) 

Duke Energy International. Brasil Llda (Brazil) 

Duke Energy International. Geracao Paranapanema S A (Brazil) 

Duke Energy International, LLC (Delaware) 

Duke Energy Kenlucky, Inc (Kenlucky) 

Duke Energy Lantana, LLC (Delaware) 

Duke Energy Marketing America. LLC (Delaware) 

Duke Energy Marketing Canada Corp (Delaware) 

Duke Energy Marketing Corp (Nevada) 

Duke Energy Marketing Limited Partnership (Alberta. Canada) 

Duke Energy Merchant Finance, LLC (Delaware) 

Duke Energy Merchants Investments (UK) Limiled (England and Wales) 

Duke Energy Merchants Trading and Markeling (IJK) Limiled (England) 

Duke Energy Merchants UK LLP (England and Wales) 

Duke Energy Merchanls. LLC (Delaware) 

Duke Energy Moapa, LLC (Delaware) 

Duke Energy Murray Operating, LLC (Delaware) 

Duke Encrgy North Amenca, LLC (Delawarc) 

Duke Energy Ohio, Inc (Ohio) 

Duke Energy One, Inc (Delaware) 

Duke Energy Peru Holdings S R L (Peru) 

Duke Energy Power Assels Holding, Inc (Colorado) 

Duke Energy Providence, LLC (Delaware) 

Duke Energy Receivables Finance Company, LLC (Delaware) 

Duke Energy Registration Services. Inc (Delaware) 

Acciones (Gualemala) 

Duke Energy Relail Sales LLC (Delaware) 

Duke Energy Royal, LLC (Delaware) 

Duke Energy Services Canada Lld (Alberta4anada) 

Duke Energy Services Ireland Limited (Republic of Ireland) 

Duke Energy Services. Inc (Delaware) 

Duke Energy Shared Services, Inc (Delaware) 

Duke Energy SI Francis LLC (Delaware) 

Duke Energy Supply Chain Senfices, LLC (Delaware) 

Duke Energy Trading and Markeling. LLC (Delaware) 

Duke Energy Trading Exchange, LLC (Delaware) 

Duke Engineenng 8 Services (Europe) Inc (Delaware) 

Duke Engineenng 8 Services Inlernalional, Inc (Cayman Islands) 

Duke Investmenls, LLC (Delaware) 

Duke Java, Inc (Nevada) 

Duke Projecl Services Australia Ply Lld (Australia) 

Duke Proiecl Services, Inc (North Carolina) 

Duke Supply Nelwork, LLC (Delaware) 

Duke Technologies, Inc (Delaware) 

Duke Trading Do Brasil Ltda (Brazil) 

Duke Venlures 11, LLC (Delaware) 

Duke Venlures, LLC (Nevada) 

DukelFluor Daniel (North Carolina) 

DukelFluor Daniel Canbbean. S E (Puerto Rico) 

DukelFluor Daniel El Salvador S A de C V (El Salvador) 

DukelFluor Daniel International (Nevada) 

DukelFluor Daniel lnlernalional Services (Nevada) 

DukelFluor Daniel lnlernational Services (Trinidad) Lld (Tnnidad and Tobago) 

DukelLouis Dreyfus LLC (Nevada) 

Duke-Cadence, Inc (Indiana) 

DitkeNet Commiinicalion Services. LLC (Delaware) 

DukeNel Communications. LLC (Delaware) 

Duke-Relianl Resources. Inc (Delaware) 

DukeTec I, LLC (Delaware) 

DukeTec II. LLC (Delaware) 

DukcTcc, LLC (Dclaware) 

Easlman Whipslock do Brasil Llda (Brazil) 

Easlman Whipslock, S A (Argcnlina) 

Easlover Land Company (Kentucky) 

Easlover Mining Company (Kenlucky) 

Electroguayas. Inc (Cayman Islands) 

Eleclroquil, S A (Guayaquil, Ecuador) 

Empresa Eleclrica Corani. S A (Bolivia) 

Source. Duke Energy Holding, IO-K, March 01, 2007 



Energy Pipelines International Company (Delaware) 

EnerVesl Olanla. LCC (Texas) 

Environmental Wood Supply, LLC (Minnesota) 

Eteselva S R L (Peru) 

eVenl Resources Holdings LLC (Delaware) 

eVenl Resources I LLC (Delaware) 

Fiber Link, LLC (Indiana) 

Fort Drum Cogenco, Inc (New York) 

Gas Integral S R L (Peru) 

Oak Mounlain Producls, LLC (Delaware) 

Ohio River Valley Propane. LLC (Delaware) 

P I  D C Aguaylia, LLC (Delaware) 

Pan Service Company (Delaware) 

PanEnergy Corp (Delaware) 

Peiu Energy Holdings, LLC (Delaware) 

Power Conslruclion Services Ply Ltd (Western Australia) 

Relianl Services, LLC (Indiana) 

Seahorse do Brasii Servicos Marilimos Llda (Brazif) 

Generadora La Laguna Duke Energy International Guatemala y Cia , S C A 

GNE Holdings, LLC (Delaware) 

Green Power G P , LLC (Delaware) 

Green Power Holdings, LLC (Delaware) 

Green Power Llmited, LLC (Delaware) 

Greenville Gas and Electric Light and Power Company (Soulh Carolina) 

Hidroelectrica Cerros Colorados, S A. (Argenlina) 

IGC Aguaytia Partners, LLC (Cayman Islands) 

II Tryon Investment Trading Society (North Carolina) 

lnversiones Duke Bolivia S A  (Eolivia) 

KO Transmission Company (Kentucky) 

Lansing Grand River IJlilities, LLC (Delaware) 

LH l  , LLC (Delaware) 

Luacorp S A  (Ecuador) 

MCP, LLC (Soulh Carolina) 

South Construclion Company, Inc (Indiana) 

South Houston Green Power, L P (Delaware) 

Southeastern Energy Services, Inc (Delaware) 

Southern Power Company (North Carolina) 

Spruce Mountain Investmenls, LLC (Delaware) 

Spruce Mountain Producls, LLC (Delaware) 

SI Paul Cogenerabon, LLC (Minnesola) 

SUEZNWNAIDEGS of Lansing, LLC (Delaware) 

SUEZ-DEGS of Lansing, LLC (Delaware) 

SUEZ-DEGS of Orlando, LLC (Delaware) 

SUEZ-DEGS. LLC (Delaware) 

SYNCAP II, LLC (Delaware) 

TEC Aguaylia. Ltd (Bermuda) 

TermoselvaS R L (Peru) 

Texas Eastern (Bermuda) Lld (Bermuda) 

(Guatemala) 

Miami Power Corporation (Indiana) 

Midlands Hydrocarbons (Bangladesh) Limited (England) 

Morris Gasco. LLC (Delaware) 

MP Supply, Inc (North Carolina) 

Nalional Methanol Company OBN SINA) (Saudi Arabia) 

NorthSouth Insurance Company Limiled (Bermuda) 

Texas Eastern Arabian Ltd (Bermuda) 

Tri-State lmprovemenl Company (Ohio) 

UK Electric Power Limited (England) 

Wateree Power Company (Soulh Carolina) 

Western Carolina Power Company (North Carolina) 

Source. Duke Energy Holding , 10-K, March 01, 2007 



EXHIBIT 23.1 

CONSENT OF INDEPENDENT REGISTERED PlJBLIC ACCOUNTING FIRM 

We consent to the incorporation by reference ir i  Regislralion Stalements No 333-132996 and 333-132992 on Form S-3 and Regislration Sialerrienls No 333- 134080 
and 333-132933 on Form S-8 of Duke Energy Corporation of our reports daled March 1,2007, relating to the financial statements and financial slalemenl schedule of Duke 
Energy Corporation (which report expresses an unqualified opinion and includes explanatory paragraphs regarding the adoption of a new accounting slandard and the January 
2. 2007 spin-off of Ihe Company's natural gas businesses) and management's report on the effectiveness of internal control over financial reporting, appearing in this Annual 
Report on Form ID-K of Duke Energy Corporation for the year ended December 31,2006 

Id DELOllTE & TOUCHE LLP 

Charlotte, North Carolina 

March 1,2007 

Source. Duke Energy Holding, 10-K, March 01, 2007 



EXHIBIT 23.2 

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Partners of TEPPCO Partners, L P : 

We consent to the incorporation by reference in the registration statements Nos. 333-132996 and 333-132992 on Form S-3 and Nos. 333-134080 and 333-132933 on 
Form S-8 of Duke Energy Corporation of our report dated February 28, 2006, except for the effects of discontinued operations, as discussed in Note 5, which is as of June 1, 
2006, with respect to the consolidated balance sheets of TEPPCO Partners, L P and subsidiaries as of December 31, 2005 and 2004, and the related consolidated statements 
01 income, partners' capilal and comprehensive income, and cash flows for each of the years in the three-year period ended Decembcr 31,2005, which reporl appears herein 

Our report dated February 28, 2006, except for the effects of discontinued operations, as discussed in Note 5, which is as of June 1, 2006, with respect to the consolidated 
balance sheets of TEPPCO Partners, L P and subsidiaries as of December 31, 2005 and 2004 and the related consolidated statements of income, partners' capital and 
comprehensive income, and cash llows for each of the years in the three-year period ended December 31,2005, contains a separate paragraph that states that as discussed 
in Note 20 to the consolidated financial statements. the Partnership has restated its consolidated balance sheet as of December 31, 2004, and the related consolidated 
stalernenls of income. partners' capital and comprehensive income, and cash flows for the years ended December 31,2004 and 2003 

Id KPMG LLP 

Houston, Texas 

March 1 2007 

Source: Duke Energy Holding , 10-K, March 01, 2007 



Exhibit 24.1 

DUKE ENERGY CORPORATION 

Power of Attorney 

FORM IO-K 

Annual Report Pursuant to Section 13 or 15(d) 

of the Securities Exchange Act of 1934 

For the fiscal year ended December 31,2006 

I \-v \ 

The undersigned Duke Energy Corporation, a Delaware corporation and certain of its officers andlor directors, do each hereby constitute and appoint David L Hauser. 
David S Mallz and Steven K. Young, and each of them, to act as attorneys-in-fact for and in the respective names, places and stead of the undersigned, lo execute, seal, sign 
and file with the Securities and Exchange Commission the Annual Report of said Duke Energy Corporation on Form 10-K and any and all amendments thereto. hereby 
granting to said attorneys-in-fact, and each of them, full power and authority to do and perform all and every act and thing whatsoever requisite, necessary or proper to be 
done in and about the premises, as fully to all intents and purposes as the undersigned, or any of them, might or could do if personally present, hereby ratifying and approving 
the acls of said atlorneys-in-fact 

Executed as of the 27Ih day of February, 2007. 

DUKE ENERGY CORPORATION 

By: Id JAMESE ROGERS 

Chairman, President and 

Chief Executive Office1 

(Corporate Seal) 

ATEST: 

/SI  SUE C HARRINGTON 

Assislant Secretary 

/SI  JAMES E ROGERS 

JamesE Rogers 

/ S /  DAVID L HAUSER 

David L Hauser 

F/  STEVEN K YOUNG 

Steven K Young 

Source. Duke Energy Holding , 1 0-K, March 01, 2007 

Chairman, President and 

Chief Execulive Officer 

(Principal Executive Officer and Director) 

Group Executive and 

Chief Financial Officer 

(Principal Financial Offiwr) 

Senior Vice President and 

Controller 



(Principal Accounting OITicer) 

(Director) 

Wllliam Barnet. 111 

/SI G ALEX BERNliARO1 (Direclor) 

G Alcx Bcrnhardt 

I S /  MICHAEL G BRWVNING (Direclor) 

Michael G Browning 

/ S I  PHILLIP R C O X  (Director) 

PhillipR Cox 

Is/ ANN M GRAY (Director) 

AnnM Gray 

Source. Duke Energy Holding , IO-K, March 01, 2007 



/S/  JAMES H HANCE, JR (Director) 

James H Hance, Jr 

F/ J A M E S T  RIHODES (Direclor) 

Jarnos T Rhodes 

/ S /  MARY L SCHAPIRO (Director) 

Mary L Schapiro 

/SI DUDLEY S TAFT (Director) 

Dudley S Tan 

Source. Duke Energy Holding , 10-K, March 01, 2007 



Exhibit 24.2 

DUKE ENERGY CORPORATION 

CERTIFIED RESOLUTIONS 

Form 10-K Annual Report Resolutions 

FURTHER RESOLVED, That each officer and director who may be required to execute such 2006 Form 10-K or any 
amendments thereto (whether on behalf of the Corporabon or as an officer or director thereof or by attesbng the seal of the 
Corporation or otherwise) be and hereby is authonred to execute a Power of Attorney appointing David L Hauser, David S Maltz and 
Steven K Young, and each of them, as true and lawful attorneys and agents to execute in his or her name, place and stead (in any 
such capacity) such 2006 Form 10-K, as may be deemed necessary and proper by such officers, and any and all amendments thereto 
and all instruments necessary or advisable in connection therewith, to attest the seal of the Corporation thereon and to file the same 
with the Secunbes and Exchange Commission, each of said attorneys and agents to have power to act with or without the others and 
to have full power and authority to do and perform in the name and on behalf of each of such officers and directors, or both, as the 

I, JULIA S JANSON, Senior Vice President, Ethics and Compliance and Corporate Secretary of Duke Energy Corporalion, do hereby certify thal the foregoing is a full, 
true and complete extract from Ihe Minutes of the regular meeting of the Board of Directors of said Corporallon held on February 27, 2007, at which meeting a quorum was 
present 

IN WITNESS WHEREOF, I hove hereunto set my hand and affixed Ihe Corporate Seal of said Duke Energy Corponlion, this the 27 th day of February, 2007 

Id JULIA S .  JANSON" 

Julia S Janson, Senior Vice President. Ethics and Compliance 
and Corporate Secrelaiy 

Source. Duke Energy Holding , 1 0-K, March 01, 2007 



EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, James E Rogers, certify lhat: 

1) 

2 )  

I have reviewed this annual report on Form IO-K of Duke Energy Corporalion; 

Based on m y  knowledge, litis report does no1 cortlairt arty untrue slalemenl of a malerial facl or ornil Io slale a nlalerial facl necessary lo make lhe slalernenls made, in 
light o l  Ihe circurnslances under which such slalernenls were made. rtol misleading wilh respect lo Ihe period covered by lhis reporl; 

Based on my knowledge, the financial slalernenls. and other financial inforrnalion included in lhis reporl. fairly presenl in all material respects the financial condilion. 
resulls of operations and cash flows of Ihe registrant as of, and for, the periods presenled in lhis report; 

The regislranl's other certifying officeffi and I are responsible for establishing and mainlainlng disclosure conlrols and procedures (as defined in Exchange Act Rules 
13a-l5(e) and 15d-I5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 13a - 1 5 0  and 15d - 15(f)) for the regislranl and have: 

a) Designed such disclosure conlrols and procedures, or caused such disclosure conlrols and procedures to be designed under our supervision, to ensure thal 

period in which lhis report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting lo be designed under our supetvision, l o  provide 
reasonable assurance regarding Ihe reliability of financial reporling and the preparation of financial statements for external purposes in accordance with generally 
accepted accounling principles; 

Evaluated Ihe effectiveness of Ihe regislranl's disclosure controls and procedures and presenled in this report our conclusions aboul the effectiveness of the 
disclosure conlrols and procedures, as of Ihe end of the period covered by this report based on such evaluation; and 

Disclosed in lhis report any change in the registrant's inlernal control over financial reporling that occurred during the registranl's most recent fiscal quarter (the 
regislranl's fourlli fiscal quarler in Ihe case of ari anriual reporl) Ilia1 has rnalerially affecled. or is reasonably likely lo malerialiy affecl, llie regislranl's inlernal 
conlrol over financial reporting; and 

3) 

4) 

b) 

c) 

d) 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of inlernal control over financial reporting, to the regislranl's auditors 
and the audil commiltee of the regislranl's board of directors (or persons performing the equivalenl funclions): 

a) All significanl deficiencies and material weaknesses in Ihe design or operation of internal control over financial reporting which are reasonably likely lo adversely 
atfect the registrant's abilily lo record, process, summarize and report financial informalion; and 

b) Any fraud, whether or no1 malerial, lhal involves management or other employees who have a significant role in the regislranl's internal control over financial 
reporting 

Dale: March 1,2007 

James E. Rogers 

Chairman. President and 

Chief Execulive Officer 

Source. Duke Energy Holding , 10-K, March 01, 2007 



EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L Hauser. certify that: 

1) 

2) 

I have reviewed this annual report on Form 10-K of Duke Energy Corporation; 

Based on my knowledge, ltiis reporl does no1 corilain ariy unlrue staterrierit of a malerial facl or omit lo slale a malerial lac1 necessary lo make Ihe slalernenls made, in 
lighl 01 Ihe circumslances urider wtiich such slalenierils were made, not misleading wilh respecl lo ltie period covered by Itiis report; 

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

The regislranl's other certifying olficen and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-l5(e) and 15d-l5(e)) and inlernal conlrol over financial reporting (as defined in Exchange Acts Rules 1% - 150  and 15d - 15(f)) for the registrant and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure conlrols and procedures to be designed under our supervision, to ensure that 

period in which this report is being prepared; 

Designed such inlernal control over financial reporting, or caused such internal control over financial reporting lo be designed under our supervision, to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial slatemenls lor external purposes in accordance wilh genemlly 
accepted accounting principles; 

Evaluated the effectiveness of the regislranl's disclosure controls and procedures and presenled in this report our conclusions about the elfecliveness of the 
disclosure controls and procedures, as of the end of Ihe period covered by this report based on such evalualion; and 

Disclosed in lhis report any change in the regislranl's inlernal conlrol over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
regislranl's lourlh liscal quarter in Itie case of an anriual report) l l ial has materially alfecled. or is reasonably likely Io malerialiy alfecl, llie registrant's inlernal 
control over financial reporting; and 

3) 

4) 

b) 

c) 

d) 

5)  The regislranl's other cerlilying officer(s) and I have disclosed, based on our most recenl evaluation of internal control over financial reporting. to Ihe regislranl's auditors 
and the audil committee of the registranl's board of directors (or persons performing the equivalenl lunctions): 

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

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

Dale: March 1, 21307 

/s/ DAVlDL HAlJSER 

David L Hauser 

Group Executive and 

Chief Financial Officer 

Source. Duke Energy Holding , 10-K, March  01, 2007 



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 

18 1J.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with Ihe Annual Report of Duke Energy Corpomlion ("Duke Energy') on Form 10-K for the period ending December 31,2006 as filed with Ihe Secunties and 
Exchange Commission on the dale hereof (the "Report?, I, James E Rogers, Chairman. President and Chief Executive Gflicer of Duke Energy, certify. pursuant to 18 U S C 
section 1350. as adopted pursuant to seclion 906 of the Sarbanes-Oxley Act of 2002, that 

(1) 

(2)  

The Report fully complies wilh Ihe requiremenls of section 13(a) or 15(d) of the Securities Exchange Acl of 1934. and 

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

Is/ JAMESE RCGERS 

James E Rogers 

Chairman, President and Chief Executive Officer 

March 1,2007 

Source. Duke Energy Holding, 10-K, March 01, 2007 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 

18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Annual Report o l  Duke Energy Corporation (“Duke Energy’) on Form 10-K for the period ending December 31, 2006 as filed with the Securities and 
Exchange Commission on the dale hereof (the”Report”), I, David L Hauser. Group Executlve and Chief Financial Officer or Duke Energy cerlify. pursuant lo 18 U S  C section 
1350, as adopted pursuant to section 906 of the Sarbanes-Oxley A d  of 2002, that 

(1) 

(2) 

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

The information contained in the Report fairly presents. in all matertal respects. the financtal condition and results of operations of Duke Energy 

/s/ DAVIOL HAUSER 

David L Hausei 

Group Executive and Chief Financial Officer 

March 1,2007 

Source. Duke Energy Holding , 10-K, March 01, 2007 
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CAUllONARY STA EEVENT REGARDING FORWARD-LOOKING 1NFORII.lArION 

This document includes fonvnrd-looking statements within the meaning of Section 77A oftl ie Securities Act of 19.;; iind Section Z 1E o i t h e  Sccurilies Exchange Act of 1934 Fonvard- 
looking statements are based on management's beliek and assumplions Thesc forward-looking stiitements are identified by tams and phrases such as 'anticipate," "beliwe." "intend.' 
"estimate," "expect," "continue," "should," "could," "may " "plan," "projecb," "predict,' "will." "potential, 
uncertainties that may cause actual rcsults to be  matcrially diirermt iiom the results pretlicted Factors that could causc actual results 10 diiier rnateridlly l iom those indicatcrl in any forward- 
looking statement include, but are not limited to 

reciist." and similar espresii ins For\~ard-looking statements involve risks and 

State. federiil and foreign legislative and regulatory initiatives, including costs i)fcompli;ince with existing iind futurz cnviri?nmcnliil rcquiremcnts, 
Costs and effects of legal and administrative proceedings. settlements, investigations iind cliiims. 
Industrial, commercinl and rsidentinl  growth in Duke Energy's senwe territories; 
Additional competition in electric markets and continued inc1usU-y consolidation, 
Political and rqulalory uncertainty in other countries in which Duke Encrgy conducts business. 
The influence of weather and other natural phenomena on Duke E,nergy operations. including the economic. operatinniil and other efTccLs of liurricones and ice stnrms, 

n e  timing and extent of changes in commodity prices, interest rates and lbreign currency exchange rates, 
Unscheduled generation outagcs, unusual maintcnance or repairs and electric transmission system constrainls. 
n e  results of financing eflorts, including Duke Energy's ability to obtain financing on fnvorable t e r m ,  which cnn be iilfected by various lactors. including Duke Energy's credit 
ratmgs and general economic condltions; 
&clines in the market prices of equity securities and resuhant cash funding requirements Tor Duke Energy's delined benefit pension plans: 
Thc l ~ w e l  of credit worthiness of counterparties to Duke Encr&s transactions: 
Employee workforce factors, including the potential inability to atlmcl and retain key personnel, 
Growth in opportunities lor Duke Energy's business units, including Ihe liming and success of elforts to develop domestic and internalionnl power and odier projccts. 



- 
* 

. 
* 

h e  perforrniincc ofelcctric generation and V ~ ~ I O J ~ C ~ S  undcrtiiken 11). Duke Energy's non-reguliitcd businesses. 
The extent of success in connecting and expanding electric miirkeis; 
Thc ell'ict oTaccouiiting pronounccmcnts issucd periodically by accounting s tandadse t t ing  bodies. 
l h c  ability to successfully complete mogcr .  acquisition or divestiture plans. includinz tho prices a t  which Dul;e Energ] 
imposed iis a result of a merger 

ble t o  sol1 assets. tint1 rcgul;rloy or other limitations 

In light ortlicse risks, uncertainties and assumptions, the events dcscribcrl in h e  forward-lwking stiitements might nut occur or might nccur to ii ilitl-ercni extent or iit a different time thiin 
Duke Encrgy has dcscribcd Duke Energy undcrtakei no  obligation to publicly updiitc or rcvise any iorwnrd-looking statements, whcthcr as ii result nl ncw information. future events or 
otlier\r.ise 



P A R I  I 

Itcm 1.  Business. 

G ICNEIUL 
Duke Energy Corporation (collectively wilh its subsirlinries, Duke Energy) is an energy company located in the Americas Duke Energy provides its sen ices  tlimugh the business units 

In May 21)11S, Duke Energy antl Cinergy Corp (Cinergyj announced they entered into a definitive merger agreement Closing ol-the transaction vccurred in the second quarter of ?(ill6 

The merger combined Uie Dukc Energy and Cinergy regulated Irancliises as well as deregulaled generation in the Midwest [Jnrted States 
Duke Lncrgy Nolding Corp (Duke Energy I-IC) \vas incorporatcd in Delaware on May 3,2005 as Deer Holding Corp , a wholly-owned subsidiary nl  Dukc I k r g y  (3orporation (Old 

Duke E,nergy j On April 3, 2rXl6, in accordance w i t h  their previously announced merger agreement, Old Duke Energy and Cinergy merged into wholly-owned subsidiaries of Duke Energy I-IC, 
resulting in Duke Energy [-IC becoming the parent entity In connection with the closing OS the merger tmnsiclions, Duke Energy IHC changed iL% niime IC) D i k e  Energy Corporation (New Duke 
Energy or Duke Energy) and  Old Duke Energy converted into a limited liability company named Duke Power Company 1.I.C (subsequently renamed Duke E,nergy ( h o l i n a s .  LLC (Duke 
Energy Carolinas) elfective October 1, X K 6 )  As a result of the merger transactions, ench outstanding shiire of Cinergy cvmmon stock WIIS converted into I 56 shores of common stock of Duke 

dcscribcd bclow 

Financial Statements reflect h e  results of operations of Old Duke EncrOy for the three months ended March 3 1 , l O U G  and the years ended December 3 I ,  2005 antl ZilCl4 and the financial 
position of Old Duke Energy as of December 31, 2005 New Du1;e Energy had separate operations for the period beginning with the effective dote o f t h e  Cinergy merger, and references to 

amounts for periods aflcr the closing of the merger relate lo New Duke Energy Cinergy's results have been included in Uie accompanying Consolidzited Statements vi Operations lrvm t l ie 

clTective date of acquisition and tliereaiicr (see "Cincrgy Ivlcrger" in Note 2 to the Consolidated Financial Statements. "Acquisitions and Dispositioris') Bnth Old Dukc Encrgy and Ncw Duke 
Energy we referred to as  Duke Energy hereinafter 

properly align the various operations of Duke Energy with how the chiei operating decision maker views the business Duke Energy operates the following husincss units 7J S Franchised 
Electric and Gas, Natural Gas 'Iransmission, Field Services, Commercial Power, International Enugy and Duke Energy's 5046 interest in the Crcsccnt J V  (Crescent) Prim to Duke Energy's 
sale o i  a n  cflbctive 5096 ownership interest in Crescent in September 2006 (see below), this segment represented Duke Energy's l 0 0 9 b  ownersliip of Crescent Resources. ILLC Duke Energy's 
chief operating decision maker regularly reviews linancial information aboiil wch of these business unib in deciding how to allocatc resources and evaluate ~icrlormance All of Uic Duke 
Energy business uniLs are considered reportable segments under Statement of l'inancial Accounting Standards (SFAS) No 151, "Disclosures about Segments of an  Enlerprise and Related 
Information " (Sce Note 3 to the Consolidntcd Financial Statements, "Business Segments,'' for ndditionnl information, including linanciiil idormat inn nbnut each business unit iind geographic 
areas ) 

Prior to the September 7005 announcement o f t h e  esilmg of the majority 01 former Duke Energy North America's (DENA) businesszs, Inrmer DENA's opcrations were cvnsitleretl a 
separate rcportablc segment 1 lic term DENA, as uscd throughout tlic Notes to Consolidntcd Financial StatcmenLr, refers to tlie former nicrchaiit generatinn opcrations i i i  thc Western and 
Eastern U S , as  !vel/ as  operations in the hlidwcst iind Southeast IJnder Duke Energy's new segment structure, the merchant gencration operations of'Uie h h l w e s t  and Southeast tire presented 
in continuing operations as a component ol the Commercial Power segnent for all periods presented and the IVestern and Extern  operations are prtzscnted :is a compnnent V I  discontinued 
operations widiin Oilier lor a11 periods presented Prior to the change in business segments, Cornier DENA's continuing operations, which primarily include the merchiint generation operations 
in the Midwest and Southeast. were included in Other in 2005 and as a component of the DENA segment in n l l  prior periods, and discontinued operations were included in the limner DENA 
segment for all periods 

southern Indiana, and northern Kcntuch- U S Fnnchiscd Electric and Gas also bansports and sells natural gas in southwestern Ohio and northern Kentucky It conducts operations primarily 
through Duke E.nergy Carolinns, Duke  Energy Ohio, Inc (Duke Energy Ohio), Duke E.nergy Indiana. Inc (Duke Energy Indiana) and Duke Energy Kentucky. Inc (Dulic Energy KentucL>~') 
These elecwic and giis openlions are subject to Lhe rules and regulations 01 the Federal Energy Rugiiiatory Commission (FERC). the North Carolina Utilities Commission (NCUC), Uie Public 
Scrvicc Commission of South Carolina WSCSC), the Public Utilities Commission of Ohio (PIJCO). the Indiana Utility Rcgulatory Commission (IURC! nnd thc Kentucky Public Scrvicc 
Commission K P S C )  

In conjunction with Duke Energyk merger with Cinergy, eEective with the second quarter ended June 30, 2006, Duke Energy iidoptecl new business segments that management believes 

U S Franchised Eleclric and Gas generates, transmits, disuibutes and sells electricity in central and western Nonh Carolina. western South (Inrolina. south\vCstern Oliio. central and 



PAR 1 1 

Natural Gas Transmission provides transportatinn and storage i o i  naturiil gas Tor customers in various regions 01 the Eastern and Southeastern Unilcrl States, tlic h~lariliincs I'rovinccs and 
the Ricific Northwest in the IJnited States and Canada ond in the province o i  Ontario in Canada Natural Cas Transmission also provides natural gas sales and distribution service to ret i i i l  

customers in Ont;irio, and natiiral gas gathering and  processing seivictis to cusloniers in Western Canada Natural Gas Transmission does business primarily through Duke Energy Gas 
Transmission, 1.J.C (DEGTj DEGT's natural gas transmission and storage operations in the U S are primarily subject to die FERC's and the U S Department o i  Transponation's ioO-l'sj rules 
ond regulations, while natural gas gothcring. processing. ~ransmission, distribution ond storngc operations in Canada arc primarily subject to the rules iind reguliitions o i  the National Energy 
Board (NEB) and the Ontario Energy Board (OER) As discussed below, efl>ctive January 2 .  2007, Duke Energy consummated iLs spin-off ofthe naturiil gas husinesses (Spectra Energy Corp 
(Spectra Energy)). wlucli includes tlie Natural Gas Transmission business segrnenL to shareholdcrs 

ond mar1;ets. and stores nntu:al p i s  DEFS iilso iroctionates, transpork, gaUiers. treats, processes, lradcs and markels, and stores natural gas liquids (NGLs) DEFS is 5046 orvned by 
ConocoPhillips and 50% owned by Duke Energy D 
l-esos-North Louisiana. South, Central. Rocky hlountain. and  Gulf Coast 14s discusscd below e l k l i v e  January 2. 7007. Duke Energy consummated its spin-off of Spectra Energy. which 
includes Duke Energy's 5096 onnership interest in DEFS, to sli~ireholriers 

50% (the DEFS disposition uansaction), which resulted in I M c  Energy and ConocoPlirll~ps becoming equal 509'6 owners in DEFS As a resull of the DEFS disposition transaction. Duke 
Energy dmonsoiidated :IS investment in DEFS and subscquentlp has accounted for it as an inveslment utiliz.ing the eqiiity method of accounting 

Field Scrviccs includcs Duke Energy's investment in DCP h4idstrcam. I. L,C (loniicrly Duke Energy Field Scrviccs. 1.1 C (DEFS)), which gathers, compresses, proccssa, transpnrts, trades 

gathers raw natural gas through gaffiering system located in major natural gas producing regions I'ermim, bIid-Continent, Enst 

In Julv 2005. Duke Energy completed the agreement with ConocoPhillips, Duke Energy's co-equity owner in DEFS, lo reduce Duke Energy's ownership interest in DEFS from 69 7% to 

In June 20116, the Board oiDirectors oi Duke Energy nuthorizetl miinagernent to pursue a plan lo create two scpamte publicly traded companies by spinning ofTDuke Energy's niilural gas 
businesses lo Duke Energy s1i:ircholders On January 2 ,  2007. Duke Energy completed die spin-off of its natural gas business=, including Duke Encrgy's 509'0 interest in DEFS, lo sharehokkrs 
The new naturiil pas business. which is named Spectra Encrb?. consists prmcipiilly of the opcrations oI Spcctrn Energy Capital L.LC (Spectra Encrgy Ciipitnl, foimcrly Dukc Capital LLC). 
excluding certain operations which were unnsiened from Spectru Energy Capitol to Duke Energy in December 2006, primarily lntemational Energy nnd Duke Energy's eliective 5046 interest 
in tlie Crescent J V  I h e  use of the term Spectra Energy Capital relates to operations o i  the former Duke Capital L1.C or the posl-spin Spectra Energy Capital, as the contest requires 
Approsimately %?CI billion of assets. 513 billion oi liabilities (which includcs approximately S8 6 billion of debt issued by Spectra Energy Capital and its consolidated subsidiaries). and $7 
billion of common stockholders'equity \vcrc distnibutcd from Duke Energy as oi the datc of the spin-off Assets and liabilities of entities included in thc spin-olTof Spectra Energy were 
triinsierred irom Duke Energy on a historical cost basis on the date 01 the spin-ofT transaction 

discontinud operations at  Duke Energy in  liiture p e r i d s  beginning with the first quarter of 2007 The prim;iry businesses remaining in Duke Energy posr-spin are principally the I? S 
Franchised Electric and Gas business segment, the Comrncrcinl Power busincss segment, llie lntemotionol Energy business segment and Duke Energy's 5OOb interest in the Crescent JV (scc 
below) 

Commercial Power owns, operates and manages non-regulated merchant power plants and engages in die wholesale marketing and procurement of electric power, Sue1 nnd emission 
allowances related to these planLs as i ve l l  as othcr contriictual positions Commcrcinl Power also develops and implcments customized energy solutions Commercial Power's generation assd 
lleet consists of Duke Energy Ohio's nnn-regulated generation in Ohio, ncquired from Cinergy in April 20OG, and the live h,lidwcstern gas-lired merchant generation :issets that were a portion 
o i  former DENA Commcrcial Power's assets comprise approvmatelp 8, I OD megamalls of power generation primarily located in the Evlidwestem United States The asset porlfolio Iias ii 
diversified fuel mis  with base-load and mid-men! coal-fired units as \vel1 :is combined cycle and  peaking natural gas-fired units Most ol the generation : m e t  output in Ohm has been contracted 
through the Rate Stabilizntion Plan (RSP) For more inionnation on the RSI', see "Commercial Power" section below 

operations primarily through Duke Enwgy International. L L C (DEI )  and ILS ilctivities target power generation in Latin America Additionally, International E.nergy owns equity investments in 
Saudi Arabia, Ivlexico, and Greece 

The decision to spin off Uie natural gas businesses is expected lo deliver long-term value to shareholders R e  historical results o f t h e  nalural gas businesses are espcctcrl to be treated as 

International E,negy operates and m;in:iger porverpener;it:on facilitics. and engages in sales and marketing of electric power and niitural gas outside tlie U S and Canada I1 conduclr 

Crescont develops and manuges high-quality commercial, residential and mtilti.family real estate projects primarily in the Southeastern and Southwestern United States Some of these 
projects are developed and maniigPd thiough joint venttires Crescent also manages "legacy" land holdings in North and South Carolina 



PART I 

On Septcmbcr 7, 2006, an  indirect wholly twneil subsidiary of Duke I i n e x y  closed an  agreLmcnt to  create a joint venture of Crcscmt ilk Crcsccnt J V )  \vitli Morgan Stanley Real Estate 
Fund V U S , L. P &ISREF) and other affiliated funds controlled by Morgan Stanley (collectively the A*fS hfcmbcrsj Undcr the agreement. the Duke I?nergy subsidiary contributed all  of the 
membership interests in Crescent Lo a newly-formed joint venture. which was sscribcd an  enterprise value of approsim;itely $2 1 billion as of December 31.2005 In conjunction with the 
formation of the Crescent JV, the joint venture, Crescent and Crescent's subsidiaries entered into a credit agreement with third party lendcrs under whicli Crescent borrowed approsimately 
$ 1  21 billion, net of transaction costs, ol which approsimatcly $1 19 billion wins immcdiotcly distributed to Duke Energy Immedintcly following the debt transoction. the M S  Members 
collectively acquired a 49% membership interest in tlie Crescent J V  from Duke Energy Tor a purchase price of approsimately SI 5 million A 2% interest in the Crescent 1V \vas also issued by 
the joint venture t o  tlie President and Chief Executive Ollicer of Crescent which is subject to forfeiture ii the executive voluntnrily leaves the employment ol the Crescent J V  within a three year 
period Additionally, th is  246 intcrcst can be put back to the Crcscent JV alter tlirce years or possibly carlicr upon the occurrcncc o l  certain w e n t s  at an amount equal to 2% ofthe fair vnlue of 
the Crescent JV's equity as oi the put date Therel'nre. the Crescent JV wil l  accrue the obligation related t o t h e  put as ii liability over the three year forleilure period Accordingly, Duke Energy 
has an efl2ctive 50% ownership in the equity of Crescent JV Sor Sinancial reporting lpurposes Duke Energy's investment in the Crescent JV has been accounted Soras an equity method 
investment lor periods after Seplember 7, lljixj 

?he remnindrr of Duke Encrgy's operntions is presented ns "Otlicf' IVIiile 11 is not considered il busines:; segment, O h  primnrily includm the following, 

Energy During the third quarter of Ztli l5, Duke Energy's Board of Directors authorized and directed management to esecute the sale or disposition of subslantially all offormer 
DENA's remaining  iss sets and contracts outside the blidwestern United S M e s  and certain contractual positions related to (he Midwestern assets The csit plan was completed in the 
second quarter of 2CKJB (scc Nolc 13 to the Consolidated Financial Stalcmenls, "Uisconiinued 0pcr;ilions iind ASSCIS Held lor Sale') In addition. management wi l l  continue to wind 
down the limitcd remnining oixrations of DETbl. The results of operations for most of former DENA's businesses w h i c h  l h k e  Energy hns esited have been reflected as discontinued 
operations in tlie accompanying Consolidated Statements of Operations for all years presented 
Certain unallocated corporate costs, certain discontinued hedges. DukeNet Communications. 1L.C (DukeNct), Bison 1nsur;ince Company Limited (Bison), Duke Energy's wholly 
owned, captive insurance subsidiary, Cinergy's equity linancing business and Duke Encrgy's 5096 interest in DukeiFluor Daniel (DIFDj DukcNet devclops, owns and o p e r a t a  a fiber 
optic communications network, primnrily in the Carolinas, s e n m g  wireless, local and long-distance c o m m u n i c a i ~ o n ~  companies, internet sen'icc providers and other businesses and 
organizations Bison's principal activities. as a captive insurance entity, includc the insurance and reinsurance orvarious business risks and losses, such as workers compensation, 
property. business interniption and general liability 01 subsidiaries and all~iliates of Duke Energy Bison also participates in reinsurance activities with certain third parties, on a limitcd 
basis Cinergy has n business which invests in start up businesses utilizing new cncrsy technologies as ivcll ins technologies utilizing energy inrrastructurc, such os brondband over 
power line services DFD is :I 5C1150 partnership between subsidiaries of Duke E.nergy and Fluor Corporation (Pluorj  During 2003, Duke Energy and Fluor announced that they 
v.fould dissolve D/FD and edopted ii plan lor an  orderly wind-dawn ol DFDs business The wind-down lias been substantially completed as 01 December 31. 2006 Previously, DiFD 
prwided comprehcnsivc cngincering, procurement, construction, commissioning and operating plan1 sewices for fossil-fucled electric power gencrating facilities worldwide 

7ii.i.50.1-6200 Duke Energy electronically liles reports with the Securities and Exchange Commission (SEC), including annual reports on Form 10-F, quarterly reports on  Form IO-Q, current 
reports o n  Form 8-M, proxies and amendmenls to such reports 1 he puhlic may re;id and copy any materials that Duke Energy files with the SEC a t  the SEC's Public Relerence R w m  at 100 F 
Street. N E .  \Vasliington. D C 205-19 The public may obtain int'ormation on the operation of the Public Reference Room by calling the SEC at I -800-SEC-0330 The SEC also mainlains an 
internet site that contains reports, prosy and informotion statements, and other information regarding issuers tliot f i le electronicnlly with tlie SEC at htrp //w 

rniormation about Duke Energy, including its reports f i l ed  with the SEC. i s  available throudi Duke Energy's web s i te  at hIfp~//ivuw dilrkc-omrs' coni Such reports are accessible a t  no  charge 
through Duke Energy's web site and are made available as soon as rcasiinably procticable after such material is filed with or furnished to the SEC 

Duke Energy is a Delaware corporation Its principal csccutivc olficcs arc Iixatcd a t  526 South Church Street, Charlotte. North Carolina 28202-1803 The tcleplione number is 
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PART I 

Terms used to describe Duke Encrgy's business arc cletincd bclorv 
,\cci~u:il Moclel ol Accouiiting (Accru:il Model) An accounting term used by Duke Energy t o  reier to contracts lor which there is gencnlly no  recognition in the Consolidated 

Statements of0pera t ions  Cor any changcs in lair value until the service is provided. the associated deliver), period occurs or there is hedge ineffectiveness As discussed furlher in Note 1 to Ihe 
Consolidated Financial Statements. " S u m m ; q  of Significant Accounting Policies." this term is applied to derivative contmcts Ihnt are accounted lor a s  cash flow hedges. lair  value hedges. and 
normal purchnscs or salzs. as wel l  a s  to non-derivative contracts used lor commodity risk management purposes As this term is not cxplicitly dcfineil witliin U S Genernlly Accepted 
Accounting Principles (G.IWP), Duke Energy's application of th is  term could differ irom that  o lo ther  companies 

f i ~ n d s  used to linance construction l l ic  allowance is capitalized in t hc  property account5 and included in income 
Allowiice for Funds Used DuIiiig Constructioii (AFUDC) An accounting convention 13i rcgul;ttors that represents the estimated composite interest costs of debt and a return o n  equity 

13ritisli Tlieriiinl Unit @tu). A standard iinit for measuring thermal energy or hetit commonly used as a gnuge for the energy content of natural gas and other luels 
Cubic Foot (cr) The most common unit 01 measurement 01 gas volume, the amount of natural gas required to !ill a viilume of one cubic foot under stated conditions of temperature, 

Deconiniis~ioning.~ The process of closing down ii nuclear lacility and reducing the rdiduiil radioactivity to a l eve l  that permits the release of the property and terminntion of the license 

Det'1u:ilive. .4 iinancial instrument or contract in which 11s price is based on the w l u e  of underlying securities, equity indices. debt instruments. commodities or othcr benchmarks or 
variables Oncn used lo liedgc risk, rlerivalwcs involvc the trading of rights or obligations, but not the direct lnnsfcr of property Gains or losscs on derivatives are oftcn settled on a net basis 

Distr ibution The system of lines, translormers, swiiches and  mains that connect electric and naiural gas transmission systems to customers 
Lncrgy I\;l;ii~ketiiig Ident ih i t ion  and execution 01 physical energy related trnnsnctions, generally with customized provisions 10 meet the needs oi Uie customer or supplier, throughout 

Enriroliiiiciilsl I'roteclion Agciicy (EPA) The U S agency that i:; responsible Ibr researching and setting nntionnl standards for n variety of environmentill progrnms, nnd dekgntes to 

Peclcrnl Energy RegolntoIy Coniiiiissioii (FERC) The U S agency that rcgulates the transpanation of electricity and  natural gas in interstnte commerce and authorizes the buying and 

Forward C o n t i a c t  A contract in which the buyer is obligntcrd to toke delivery, and the seller is obligated to deliver a specified amount o i  a commodity with a predetermined price 

l:i':ictionalionlFr;iclioiiiile. The process 01 separating liquid hydrocarhns  irom natural gas into propone. bulane, elhane and  other related products 
Fiilures Contrnc l  A contract, usually exchange trorlcd, in which the buyer is obligiilcd tn tokc deliver). and the seller is obligated to deliver n fixed amount01 a commodity at n 

G:itlieriog System Pipeline. proccwng and related iscilities that access production and other sources of natural gas sui;pIies for delivery to matnline transmission systems 
Gcnerntion The procms 01-transforming olher forms ofcncrsy,  such as nuclcar or fnssil iucls. into clectricily Also, the amount oi electric encrgy produced, expressed in gigawatt-hours 
Iiidepciiclent Sgstcni Oper:itor (ISO) An entity that acts tis the transmission provider Ibr a regional transmission system, providing cmtomers access to the system and clearing all bi- 

Iiitegriitecl Resource Pi:iiiiiiiig, The process ryptcnlly utilized by regulated utilities in  conjunction with slate reguloiory bodies for forecasting and planning the need for generation and 

Liglit-off Bael. Fuel oil used lo light the coal prior to generating electricity 
Uquelied N:itumI Gas (LNG) Natural gas that has been convened to8 liquid by cooling it tu minus 260 degrees Fahrenheit 

pressure and water vapor 

I .  ' .  1 ' ri tn set aside funds Tor their decommission in^ costs: during operation 

the supply chain 

states the responsibility for issuing permits and lor monitoring and enforcing compliance 

selling of cncrgy commoditics at markct-based ralcs 

formula on a specified fiiturc dale. at which time payment is due in full 

predetermined price o n  a specified futuro dale 

lateral conlracl requests for use 01 Uie eleclric transmission system A n  IS0 also shares responsibility Ibr maintaining bulk electric system reliability 

trnnsmission facilities 
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PARI I 

Liquidity. 1 he case with which asseLs or producls can be traded without rlramatically altering the current market price 
L o c d  Disli.ibulion Coiiipoiiy (LDC) A company that obtains tlie m a p  /portion 01 i t s  revenues lrom tho operations of a retail distribution system lor the delivery of electricity or gas for 

Marl;-lo-hl;irkel hlodrl o l  Accounliiig (hlTM hlotlel) An accounting term used by Duke Energy to refer to d e r i v a t m  contriicts for Ivliich an  asset or liability is recognized a1 fair 
ultimate consumption 

vduc and the change in thc lair va lue  01 that iissct or liability is recognizer1 in the Consolidated Statements of Operations A s  discussed further in Note I to the Consolidated Finiincinl 
Statements, "Summary of  Significant Accountmg Policies," this term IS applied to trading and undesignated non-trading derivative contracls As this term is not csplicitly defined within 
GAAP. Duke Energy's application oi this term could differ lrom that of other companies 

N;iliir;ll Gas A naturally occurring niixture oi  hydrocarbon and non-hydrocarbon gases found in pnrous geological formations beneath the wrtli's surface, often in association with 
petroleum nie principii1 constituent is methane 

Na1ur:iI G ~ F  Liquid.; (NGIx) Liquid hydrocarbons extracted during the processing of natural gas  Principal commercial NGL s include butancs, propane, natural gasoline and ethane 
No-notice Buiidlrd Scivice A pipeline delivery service which allows customers to receive or deliver gas on demand without making prior nominations lo meet service needs and without 

3 . . . .  I ,  , hy the mutual aureement of  all parties cnncerned 
Nuclwr Regul;itory Coiniiiissioii (NRC). The U S agency responsible for regulating the Nation's civilitin use of byproduct, source. and special nuclear materials to ensure adequate 

protection o i  public health and safety, to promote the common delcnsc and sccurity, and to protccl the cnvironmcnt 1 7 1 ~  NnC's  scope of rcsponsibility includm regulation 01: commercial 
nucleor pmver rc:ictrirs. including nonpoiver research, test and training reactors, iuel cycle I:?cilities. including medical, acatlcmic and inilustrial uses 01 nuclear materials; and the transport, 
storage ;md disposal oi nuclear materials and waste 

01 igiii:itioii Idcntiiication ;ind execution ai physical energy rclatcd tramiictions. generally wih customized provisions 113 mcet thc needs ol the customcr or supplier. throughout the 
sqiply chain 

Oplioii A contract that gives the buyer a right but not the Obligation to p u r c h x e  or sell an underlying asset a t  a specified price a t  a specified time 
Peak 1,oncl The amount01 electricity required during periods of highest demand Peak periods Iluctuate by season. generally occurring in the morning hours in winter and in late 

1'oi.tl'olio A cnllection nl assets, liabilities, transactions, or tradcs 
Regieii:i1 Tr:iiismission 0ig:iniz:itioii (RIO) An independent cntity which is established to have "Tunctional conlrol" over utilities' lransmission systems. in order to expedite 

Reli;ibilily h.IustRuii Generation that an IS0 determines is required to be on-line to mcet npplicrihle relisbility critcrin requirements 
Residue G i s .  Gas remaining after the processing oinatural  gas 
Sp:irl; Spread me difference between the value of electricity and the viilue o i  the gas required to generate the electricity at a specified hent rate 
Sinp. A contract t o  cschangc cash floivs u1 tlie future according to a prmrranged formula 
Tlirouglipul The amount of natural gas or NGLs transported through a pipeline system 
I olliiig Arrangement whereby a buyer provides fuel to a power gener;ltor and receives generater1 power in retum lor a rpccilied fee 

Tl.;insiiiissIon Systciii [Elecli ic). An  interconnected group of electric transmission lines and related equipmcnt for moving or transferring electric energy in bulk between points of 

'Trniismirsion Syslcin (N:ilur:il Gas). An interconnected group of  natural gas pilxlmcs and associatcd facilities for transporting natural gas in bulk between points or supply and delivery 

Volatility. An annualized measure of the lluctuation in the price of an cnergy contract 
\\';lit A measure of power production or uwgc cqu:iI to one joule per second 

pnying doily hi1;inctng and scheduling penal t ia  

aticmonn during the summer 

transmission of electricity RTO's typicnlly operate markets within their territories 

suplily ;id points (it which i t  is triinsformed for delivery over o distribution system to customers. or for delivery to other electric transmission systems 

points to industrial customers. LDCs, or for delivery to other natural gas transmission systems 
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I3c  Jollorsing sections dcscrilx: tlie b i i s i n ~ ~ s  and opcrations (11 each of Duke Energy's business segments F o r  more information on the operating outlook of Duke E,nergy and its 
scgments. see "l\*lanagemcnt's Discussinn and Analysis of Financial Condition and Results of Operations, Introtluctinn-Eseculi\,e OVeNie\V and E.conomic Factors for Duke Energy's 
Business" For finonci;il information on 1l)oke Energy's biisiness segments, see Note 3 to the Consolidaterl Financial Slatemenls. "Business Segments ") 

Ser\'kC h 1 C ; l  ~1111~ ~ I l ~ ~ O l I l C l ' S  

U S Franchised E,lectric and Gas generates, transmits, distributes and sells electricity U S  Francliiscrl Electric and Gas also transports and sells natural gas I t  conducts operations 
primarily tlimugh Duke Energy Carolinas, Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky (Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky 
cnllectivcly referred to as Duke E,ncrgy Midwest) I t s  service area covers about 47,000 square miles with an estimated population of 10 million in central and Western North Carolina, westem 

South C;irnlinn. soutliwcstcrn Ohio. central and southern Indiona. and northern Kentucky U S  Franchised E.lectric ant1 Gas supplics electric senzicc to approximately 5 9 million resiclential. 
commercliil nnd industrial customers over 146,700 miles oi distribution lines and a ?0,7CH)-mile transmission system U S Franchised Electric and Gas  provides domestic regulated 

supply lor more tliiin one service line) and S C M C ~  lines Electricity is also sold wholes;ile to incorporated municipalities and to piiblic and pnvtite utilities In addition. municipal and 
conpcrativlt cus tvmcr~ d i n  purchased portions of the Catawba Nuclcar Station may also buy power from a variety of suppliers including Duke E,nergy Carolinas, tiirough controclual 
agreements (For more infnrniation on tlic Cat;iwba Nuclanr Station jomt owncrsliip. see Note 5 to the Consolidated Financial Statements, "Joint Oivnership of Generating and Trmsmission 
I';ictlltles ") 

such tis informiitinn. financiiil and renl estate se 
rile textile industry, Nbber and plastic pr 

inclustrial sales revenue lor Z0i)Ci Motor vehicle p x s .  building materials and electrical B electronic equipment rnanuiacturtng also have a strong impact in the area's economic growth and the 
rcginn's industrial sales Tlic tcstile industry, while in decline, is the largest industry sewed in the Carolinas 

Duke Energy Cordinns hiis business development strategies lo leverage the competitive :idvantages of North Carolina and South Carolina to attract and espand advanced manufacturing 
business in tlie region's servicc territory nlesc competitive advantages. including a qualit). wnrkforce, strong educational institutions and superior transportanon infrastructure. were key  factors 
in bringing in new customers in tlie plastics, phiirmiiceuticals. building materials and dota processing industries lhe success in attracting new companies as well as espnnding the opzrations of 
existing customcrs substantitilly ollsets tiic sales dcclincs in tlle testile and furniture industries in XI06 

area include stone. clay and glass. lond products. paper. nnd other manulacturing Key sectors among commercial c w o m c r s  include educntion iind rerail trodc 

1" q m x m w c l v  W) 1100 customers viii approsimatelv 8,90(~ miles ofgas mains (gas distribulion lines that S C N ~  as a common source of 

Duke Encigy Carolinas' scn'icc area has a diversilicd commercial and industrial presence blanufacturing continues to be the largest contributor to the Carolinas' economy Other sectors 

nd computer products are the most significant contributors to the arm's manufacturing o u t p ~ t  .and Duke Energy Carolinas' 

Industries of major economic significance in Duke Energy Indiana's s e n w e  territory include cliemicals, primary metals, and transportation Other significant industries operating in the 

Duke Eiicrrv Indiana's business dwclopmcnt s1r;itegics I n w a g e d  t6c competitive advnntagcs of Indiana to attract ncw advanced manufkturing, logistics, lire sciences and data center 
nergy Indiana's sen'ice territory These advantages, including competitive elcctric rates, a strong  ans sport at ion network, escellcnt institutions oT higher learning, and a 

quality ~vnrkl'orcc, were key in attracting n e w  custnmcrs and encouraging existing customer exlxinsions This ability to attract business investment in the service territory helped bnlnncc 
the slight decline in sales in the chemiciil. food and uansportntion equipment sector 

Duke Energy Ohio nnd Duke Energy Kentucl$s senrice ureii has n diversified commercial and industrial presence Mi jor  components of the economy include manufacturing, renl 
estate .3 rental leasing. wI1oIes:iIe trade, financial and insurance services, retail trade, education, healthcare and professionalhusmess services Cincinnali is ipositioned to become a healthcare 
hub and the presence of non-durable manufacturing m:ikes the area less vulnerable to ecnnoinic fluctuations than other areas 

The primary metals industry, trtinsportation cquipment, chcmicals, and paper and plastics arc the most significant contributors 11) the area's manuliicturing output m d  Duke Energy Ohio 
;nid Duke Fncrgy Kentucky's industrial sales revenue for 2006 Food, beverage and tnbacco, iibricated metals, and electronics QISO have a strong impact on tlie area's economic growth and the 
reginn's industrid sales 
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L h k e  Energy Ohio and Dike Fnergy Kentucky have business dc\,clopment strotcgics to levcrage the compctitivc nilvantages o i  the Greater Cincinnati Region to attract and expand 
;d \snced  miinuiacturing businesses ?he availobilily of a highly skiiled workloice. superior highway acces:;, low cost o i  living, and proximity io markcLs nnd raw materials\vere key faclors in 
iitlractinp new customers in thc Uiinsjmrtation. iood mnnuiacturing, chcmical manuiaciuring. plastics and data processing industries 

thc growth in Ihcsc sectors As s n l c ~  to residential and cnmnicrciiil customers increilsc. the consistent lc\,cI of sales to induslrial custom~rs bccomcs D smaller, yet still signiiicant, portion ol 
U S Franchised Electric ;in'! Gas sales 

IJ S Franchised Eleclric ;and G;is' cosls ;in11 revenues are influenced hg seasonal patterns Peak sales occur during the summer and winter monrl>.s icsulting in higher revenue and cash 

The lollowing maps show the U S Franchiseil Electric and G 

Ilie number 01 residential and commercial CusLnrners within the U S Franchised Electric and Gas' s e n w e  territory contintics to increase Sales to these custnrner~ arc increasing due to 

!lows during those pcriods By contrast, iewcr sales ~ x c u r  cluring the spring iind fall  allowing lor schcrluled plant maintenance during those pcriods 
ICZ tcrriioric>; and operniing lacilitics 

Duke Energy - Carolinas 
Power Generation Renulated Fac 



Duko Enorgy - Midwest Power Generation 
Resulated Facilitices 

E n c r p  Cnpiicity ond Iicsourccs 

Energy's I 2 5% ownership in the Catnwba Nuclenr St;ition), Iiiteen coal-!ired stiitions \vitli a combincrl net cap;icity of 13.552 MCV. thirty-one hydroelectrtc stations (including two pumped- 
stonige iacilitics) with o combinctl net cqxicity 01 3,213 bRV, fifteen combustion twhinc (CT) .stiition.s burning niituriil gas. oil or other hicls with a combined nct ciipocity of 5,245 MW and 

two combined cycle ( C C )  stations burning natural gas or synthetic gas with :I combined net capacity nI-561! h4W 1 he C1 stations include the 7006 acquisition o f t h e  Rockingham CT facility 
(825  h,l\V) froin Dynegy Power M;irketing. Inc Xis iicquisiiion was completed November I O .  Zl l l ic i  and w i s  the most recent addillon to U S Franchised Eleclric and Gas' resource capability 
Energy nnd capci ty  arc also supplicd through contracts with other generators and purcliiiscil on dic open niiirkct Factors tliat could ciiuse IJ S Franchised Electric and Gas to purchasc powcr 
fix its customers include generating plant outages. estreme weather conditinns, summer reliability, growth. ond pricc U S Franchised Electric and Gas has interconnections and arrangements 
with its neighboring utilities to iacilitate planning. emergency assistance. sile and purchase o! c:ip:xity and energy, and relinbilily o ipower  supply 

In B c e m k r  3N!6. Duke Energy announced an ageemcnt to purchasc a 1wxlion ol Saluda Rn er Electric Cooperative. Inc 's ownership interest in the Cntawba Nuclear Station Under the 
terms o i  the ageement,  Duke Energy will pay iipprosimntely %I 5 s  million ior the iidditionnl oxvnership intcrest ol the Catawbn Nuclear Station Following the closing of the tionsaclion, Duke 
Energy will nwn ;ipprnxim:itsly 19 percent o i  Catnwba Nuclear Station This tr;insoction. uh ich  is espected to close prior to September 30, 2008, is suhject lo approval by various slate and 

iedeml agencies 
U S Fr;inchised E.Icctric and Gas' generation Imrtlblio is a halanced mix olenergy resources having diifermt operating chsmctcristics and Iiicl sourccs dcsigned to pros id^ energy at  the 

lowest possible cost t n  mcet i t s  obligation to serve native-load customers All options including owned gcnemtinn rc:iourccs and purchased power opportunities ore continually evaluated on a 

real-time hasis to select and dispatch the lowest-cost resourcsi available t n  mcet s 

production-cost nuclear and coal-fired generating units that operate almost continuoiisl? (or ai hasel iml Icsels) In ?tJii(i. apprnsimotely 98 S?'O oi the total generated energy came from U S 
Friinchised Electric ani1 Gas' lo\v-cnQ enicicnt nuclcnr and cnal 

Electric energv for IJ S Franchised Eleclric and Gas' customers is gener:ited by three nuclear generating st: i t io~is wiih :I combined net capacity of5,020 megawatts ( W V )  (including Dllke 

m Innd retluirements The vast majority of customer energy needs are met by large, low-energy- 
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PART I 

units (51 940 coal and 46 9 ? b  nuclcarj Ihc remaining cnmgy nccds ivcre supplicd by hydroelectric. C1 and CC gcncration or econnmical purchases from the wholesale market 

Ipcriods (at peaking levels) when customer loads are r a p i d l y  clianglng C T's and CC's prodi~ce energ), at higher proiluciion costs rhnn either nuclear or coal. but are leu. espcnsive lo build and 
maintain. and can he rapidly staned iir stopped as needed to meet changtng customer loads I-lydrtxlectric units produce low-cost energy. hut their operations are limited by the availability of 
\voter llow 

generation use during times of higher-cos1 innpeak generation periods These facilittes allo\v 11 S Franchised Electric and Gas l o  mitsiml%e the value spreads betrvi.cn diKeren1 high- and l o w  
cost generatioil periotls 

U S Franchised Electric ;and Gas is engaged in planning elloris to meet prolected load growth in its service terrilow Long-term projections indicate ii need for significant capacity 
additions, which may include new nuclear. coal and integrated gasilkation combined cycle (IGCC) facilities Because ol the long lead tinier rqu i red  to devclop such a w l s ,  U S Franchised 
Electric and Gas is taking steps now to ensure those options are available For example. Duke Encrgy Carolin;is filed an application wid1 lhe NCIJC for a Certificate ofl'uhlic Convenience and 
Necessity (CPCN) on June 2, 3W6 ibr regulatory qiprovol to build the ClillBide I-'roject consisting of two SIX1 blIVsupercriticsl con1 units at llie existing Cliffside Stcom Slotion, located in 
I<uthertord and tileveland c-ounties oil<<< . .  &I.& i m t e c t  on-line as rarly as 201 1 .  On February 28, 2007, the NCllC 
issued a notice of decision approving the construction of one unit at the Clilliside Steam Station I he NCUC staled tliat i t  w i l l  issue a iull order in the near ftiture Duke Energy ivill resiew the 
NCUC's order, oncc issued, and dctcrminc n l l e t h n  to procccd with the Cl fk idc  Project or cmsidcr other alternatives, including additional p s  fired generation in  September 2006, Duke 
Energy lndinna and Vcctren Energy Delivery o i  Indian;i, Inc filed i i  joint petition will the IURC seeking a CPCN lo r  cnnstructing a 630 h4lV IGCC power plant a1 Duke Energ,y Inrliana's 

Bdwardsport Generating Station in Iinox County, Jndinnn In addition. Duke EiwrSy C;irnlin;ts is preparing an ;ipplicatinn lor if Comhined Constniction and Operating License from the NRC, 
with the objectiveoipotcntially biinging ii new nuclear facility on line by 3016 Although Ll S Frnnchised Electric and Gas is progressing with thcsc cITorts, final decisions regarding the 
development of new power facilities will be driven by renlized demand, market cimdi~ions nnd oilier striltcgic con:;iderntions 

estimnted cos& of these projects driven by srrong domestic and internatiimal clemiind for the marerial, equipment and labor necessary ID construct these facilities In October 20M. Duke 
E,nergy madc a filing with !he NCUC rclatcd to the Duke Encrgy Carolinas' request for a CPCN for thc Cli l ls ir lc projcct In this filing, Duke Energy stated that due to thc rising costs described 
above, tlie cost ofbuilding the Cliffside iinits could be approsimotely $3 billion, escluding allowance for lunds used during construction (AFUDC) The costs describod nbovc are expected lo 

continue Io increase causing Ihe overall cost of the Clitlside project to increase. until such time as the NCUC issues ii C K N  and Duke Energy is able to enter into definitive agreements wilh 
necessary material and service providers in November 2006. Duke Energy reccivcd appmval for ne.arly $2611 millinn [if iulure itdernl lils credits related to cnsts to be rncurred lor the 
modernization of Ihr: Cldl'siJc fiicility os r \ d l  iis thc IGCC plant in Inrlian;i 

Duke Energy Indiana's estimated costs associated with tlie potential coiistructii>n ol;in IGCC plant in Indiana  ha\^ BISO increased Duke E n q y  Iniliana's publicly filed testimony with the 
IURC on October 24. 2ClO6 indicates tiiat industry (Electric I'ower Research Insrirute) cstimnra o i  total capital requircment lo r  a facility o i th i s  type and size are now in the range of $1 6 billion 
to $2 I billion (includiny escalation to 201 1 nnil owncis  specific sitc costs) 

I-iydroelectric (both conuentioniil ;md pumped storage) i n  the Carolinas ani1 g;is/oil (? I and CC st;itinns in both the Czirolinas mil  h,hdwest operate primarily during t l ie peak-hour load 

U S  Frmchiscd Electric ;and Gas' major pumped-storage liyilroelectric iac i l i t ies i41er the :idded flesihilit), or using Iniv-cost off-peak energy to pump witer that wil l  be  stored for later 

' 

In evaluating the construction of several large, new electric gener;iting plants in N o d i  Carnlinn. South Carolin:i. ;and Indiana. Duke Energy h a s  hegun to see significant increases in the 

Fur1 supply 
U S Franchised Electric and Gas relies principally on coal ;and nuclear lbel fbr ILS generation oi electric e n e r g  Thc hl lowmg tahle Itsts Li S Franchised Electric and Gas'sources of 

power and rue1 costs for the three years ended December 31, 3006 
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I ;ihk of Contmts 

(a) 

(bj 

(c) 
(rl) E,xcludes the Midwest 

Statistics related t i i  nuclear generation and ;ill fuels reflect U S Franchised Electric ;rind Gas' 12 5 0 .  ownership interest in the Catciwba Nuclear Station 
Cost slotistics include amounts lor light-off fuel at  U S Franchised Electric mil Gas' coal-lireil s1:ilions 

Generating figures are net ol output reqeired to replenish pumped storage iacilitics during off-pc;~k pcrinds 

Cool. U S Franchised Electric and Gas meets its cool demand in tlie Carolinas and hzlidwest through :I portfolin nfpurchase supply contracts and spot agreements Large amounLs of coal 
are purchased under supply contracts with mining operators who mine kith underground and a t  the surl;ice U S Fr;rncltrsed Elecuic and Gas oscs spot-market purchases to meet coal 
requirements not met by supply contracts Expiration dates for its supply conlracLs, ivhicli ha\% various pricc odjustniciit provisions and market re-openers. range from 2007 to 2016 U S 
Franchised Electric and Gas especls lo renew these contracts or enter into similar contracts with oilier suppliers lo r  the quantities and  cluiility ofcoal required as existing conbncts expire. 
Uiough prices will fluctunte over time 3s coal markets change The coal purchased Ibr tlie Carolinas is ir imsrily produced from mines in eastern Kentucky, West Virginia and southwestern 
Virginia Tlie coal purchased for the Midwest is primarily produced in Indiana. Illinois. and Kcnnici;v ti S Franchlscd Eleclric and Gas has ;in adequate supply ol coal to fuel its current and 
projected operations 

scrubbers over the next scveml years the sulfur content of cool purchased could increase ;is higher sulfur coal aptions are conslderzd The current average siillur content of coal purchased by 
1J S Franchised E.lcctric a n 3  Gas for (lie Midwest is approximately 218 Couplcd with tlie use of avai lablc sulfur dinside cmission allowances on the open markct, this satisfies the current 
emission limititions for sulfur dioxide for csisting iacilitizs in tlie Carolinas and Alidivest 

Giis U S Franchised Eleciric and Gas is responsible for tlie purchase and the subsequent delivery 01 n:itiiral gas t n  nitlive load customers in tlie Midwest U S Franchised Electric and 

Gas' nitural gas procurcmenl stratcgy is to buy firm niituml gas supplies inaruriil gas intcndcd to b 
season (November through h4arch) and during the non-heating season (April through October) through ii combination of firm supply and transporlntioii cnpiicily along with spot supply and 

interruptible transportation capscity This strategy nllows U S Franchised Electric and Gas to assure reliable natural gas supply fix its high priority (non-curtailable) firm customers during peak 
winter conditions and provicla U S Franchised Electric and Gas the flesibility to reduce its crintract commitments i l  i inn customers choose nlternate gas suppliers under 1.1 S Franchised 
Electric and Gas' customer choicdgas transportation programs In 2006, firm supply purchase commitment agreemcnLs provided approximalely 91 " 0  of Llic natural gas supply, with the 
remaining gas purchased on the spot market These firm supply agreements fe;iture two levels ol cis :iupply. specifically (I) baseload. which is a continuous supply to meet normal demand 
requiremenls. and (7) swing load, which is gas available on a doily basis to accommodate changes in demand due priniarily to changing weather conditions 

?he current average suitur content 01 coai i p u r c i i a j  _ , .  .yn;lt,,,",a.:~,i w. as several Carolinas coal p l m s  brins on - - . . .  I 

iilable at all times) ;ind firm interstate pipcline bansportation capacity during the winter 

U S  Franchised Electric and Gas manages natural gas procurement-price v 
between 25-7546 of winter heating season bnscload gas requirements and up to 2 
Energy Ohio and D k e  Energy Kentucky use primarily fised-price forwxd conlracLs iind cnntrilct~ w ~ t h  a ceiling and floor on  the price A s  ofDecember 31, 2006. Duke Energy Ohio and Duke 
Energy Kentucky. combined. had hedged approsimately 7396 ol their winter 7V06121X17 base load requiremenis 

Nuclcnr. Developing nuclear generating fuel generally involves tlic mining tind milling ofuraniuni nre to producc uranium concentrates. tlic conversion of urnnium concentralcs to 
uranium hexafluoride gas, enrichment ol that gas, and then the iabrication 01 tlie enriched uranium hesollunride into usable fuel assemblies 

ti S Franchised Electric and Gas has contracted lor uranium materials and services required to fuel the Ocrmec. h i c G u i r e m d  Comrvba Nuclear Stations in the Carolinas Uranium 
concentrates. conversion services and enrichment services are primarily met Oiroogh a diversilied portfolio i-Jlong-tcrm supply contracts The conuacis are diversified by supplier, country of 
origin and pricing IJ S Franchised Electric and Gas  stoggen its contracting so thnt its portfnlio of long-term cmtriicis coyers the m~ijority of its Iuel requiremciits at Oconre, hlcGuire and 
Calawba in the near term, but so that its level of coverage decreases over time intn the future h e  i o  tlie technical cnmplesities nich;inging suppliers of fuel fabrication services. U S 
Franchised Electric and Gas generally sole sources these services to a single domestic supplier on a plant-by-plant basis using multi-year contracts 

following years' 

mitigation priigrarns l o r  Duke Energy Ohio and  Dukc Energy Kentucky These programs pre-arrange 
f summer setison biiseloiiJ rquiremcnls up lo thrcc years in ndvtincc of Uic deliver). month Dukc 

Based on current projections, IJ S Franchised Electric and Gas' csisting pnrtlolin of contracts wll meet tlic requirements ol Oconcc, McGuirc and Catawba Nuclear Stations through the 

Nuclcnr Stilion Uroniuiii hfatci in1 
Oconee 201 I 

McGuire 201 1 
Catawba '(I1 I 

Coiivrrrinii Sci-vicc 
2011 
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PART 1 

M e r  the years indicated above, a portion ol the iucl requirements at Oconec, McGuirc and Catawba iirc covered by long-term cnntriicts For requirements not covered under long-tcrm 

conlracts, Duke Energy believes i t  wil l  be able to renew contracts as they expire, or enter into similar contractual nrr;iitgcmenLs with other suppliers of nuclear ILel miitcrials and  senwes Near- 
term requirements not met by long-term supply contracts havc k e n  and are expected to be fulfilled with uranium spot mxket  purchsscs 

Energy Carolinas lins agreed to prepiire the McGuire and Ciitawbn nuclear reactors Sir use of mixcd-oxide iuel and 10 purclinsc mixed-nside Sucl for usc in such rcnctors Mixed-oxide fuel will 
be fabricated by MOX Services kom the U S  government's eycess plutonium from its nuclear weapons programs and IS similar to conventional uranium luel Before using the fuel, Duke 
Energy Carolinas must apply for and obtain amendments to t i i t  iacilities' operating licenscs from tlie N R C  On hlilrch 3. LilO5. the NltC issued amendments to Cat:iwba Nuclear Station's 
operating licenscs to allow the receipt and use offour mixed oxidc iucl lead nsscmhlics ntcse iour lead assemblies coniplctcd their first cycle 01 i rral l tat~oi i  on November 11. LCK16 and have 
been inserted lor a second cycle o l  irradiation in Unit I of the Cntatvba Nuclear Station 

Diike Energy Cardin;is has entered into a conlract with Shaw AREVA MOX Services (MOX Scwicesj (formerly Duke (:OCiEI\*IA Stone S \Vebster. LLC (DCS)j under ivhich Duke 

lovenlory 
Generation of electricity IS ciipilnl-intensive U S Franchised Electric and  Cas must mnintim a n  :idequate stock ni iucl, miitcrinls and supplies in order to ensure continuous opcrcition of 

generating facilities and reii;ible deliveiy to customers AS 01 X T I  . .  . ,*,. t Tl,. .( . n , I G. .). ~1 L vmmrnximatclv , , $195 million. (See Note 1 to 

the Consolidated Financial Statements. "Summary oi Signiiicont Accounling Policies," for additional information ) 

. . , ._ 

1iisur:ince niid Dccoiiiinissioiiing 
Duke Energy owns and operates the McCuire and Oconee Nuclear Stations and operates and l i i is a piirtiiil ownership interest in the Cntawbn Nuclear Statim The hlcGuire and the 

Catawba Nuclcar Stations havc two nuclcnr reactors each and Oconce t ins three Nuclcar insurance i n d u d s  li;ibility coverage, propcrty. decontamination and premnture dccomrnissioning 
coverage, and business interruption andlor eslm ehpmse coverage The other joint owners of the Ciitawba Nuclear Station reimbur:ie Duke Energy lor certain expcnses associated with nucleiir 
insurance premiums The Price-Anderson Act requires Duke Energy io insure against public li;ibiliy claims resulting from nuclear inciJcnts to the f u l l  limit o i  liability. approximately $10 8 
billion (See Note 17 to lhe Consolidated Financial Statements, "Commitments and Contingencies-Nuclear Insurance." for more iniilrmation ) 

in 2005, the NCIIC and PSCSC approved a WS million annual amount for contributions and expense lcvels for dccomntissioning During 2006, Duke Energy exlxnsed approsimately 
$48 million and conlributcd approsim:ltely $4 million olcash to tlie Nuclear Decommissioning Trust Funds (NDIF) l'or clecommissioning co'W thcse amounts are prcsenled in the 
Consolidated Statements of Cash Plows in Purchases of available-for.salc securities within Cash Pioivs Iiorn lnvestlng Activilies The $18 million n n s  contributed entirely lo the Sun& reserved 
for contaminated costs Conuibutions were discontinued to the funds reserved for non-contaminated COSLS since ilie current eslimiltes intlicille existing funds 11) be sullkient 10 cover projected 
future costs The btiloncc of the cxternol funds was $1,775 million tis olDccember 31, Xiit6 and $1,5l:Ll million as ol~Deccnibcr 3 I .  21105 lltesc: iimounLs are rellcctcd in the Consolidated 
Balance Sheels as Nuclear Decommiss~oning Trust Funds (asset) 

Estimated site-specific nuclear decommissioning costs, including the cost 01 decommissioning plant components not sul>.iecl Io rildioact~ve contaminallon. total approximately $2 3 billion 
in Zcx)3 dollars, based on a decommissioning study completed in 2004 This includes costs related to Duke Energy's 12 5°bownership in Cahwba Nuclear Statlon l b e  other joint owners of 
Catawh  Nuclear Station are risponsible for decommissioning costs related to their ownership interests in the sttition Ihe previous study, conduckd in 1999, estimated a decommissioning cost 
of $1 9 billion (SZ 2 billion in 2003 dollars at 3% idlalion) The estimated increase is due primarily to in17:ition and cost incre:ises lor the size 01 lhe organizntion n e d e d  to manage the 
decommissioning project (based on current industry wperience at facililies undergoing decommissioning) Both the NCUC and the PSCSC have sllowed Duke Energy to recover estimated 
decommissioning costs through retail r a t s  over the expected remaining sen ice  periods of Duke Energy's nuclear slaticons hlanogement b l revc : i  tli i it the ilecammissioning costs being 
recovered through rates, when coupled with espected fund earnmgs. are sufficient to provide for the cost of decommissioning 

contracted with the U S Dcpnrlmcnt of Encrgy (DOE) for t l ie disposal of spent nuclear fuel The DOE Iailcd 10 btq,in acccptins spent nuclear Iuel on lnnualy 3 1. 1998, the dale specified by thc 

Nuclear \Vasle Policy Act and in Duke Energy's contract with the DOE In 1998, Duke Energy liled a cliiim 1vitl1 the U S Court 0 1  Fctleral Claims agoinsl the DOE related Io  the DOE'S l a lu re  
to iicccpt commercial spent nuclear fuel by the required date Damages claimed in Ute l a ~ s u i l  are based llpoil Duke 

Mer spent iuel is removed from a nuclear reactor. it is cooled in a spent-fuel pool at die nuclear station Under provisions (71 the Nuclear \Vaste Policy Act of 19S?, Duke Energy 
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Energy's costs incurred as a result o i h e  DOE'S partial m;itcrial breach of its contract, including the cost 01 securing additional spent fuel storage capacity 1 % ~  matter has bcen stayctl pending 
tlie result of ongoing settleinent negotiations between Duke Energ and the DOE Duke Energy will continue to safely mmoge ILS spent nuclear I'uel until the DOE. accepts it Payments made to 
the DOE lor expected future disposal costs arc based on nuclear oulput and are included in the Consolidated St;itements of Operations as Fuel used in eIccIric generation and purchased power 
Duke Energy espects resolution o l th i s  matter in the first quarter of 2007 

maintenance activities conducted by Duke Energy Carolinas on its electric generation plnnls during tlie 19611s and 1970s Duke Energy has thircl-party insurance to cover losses related to these 
asbestos-related injuries and damaps abovc a certain aggregate deductible The  insurance policy. inclucl~ng the policy ileductible and reserves. providcd Ibr covcr;tgc ti) Duke Energy up 113 an 
aggregate of $1 6 billion when purchased in Z(00 Probable insurance recoveries rclatcd to th is policy arc classified in the Consolidated Balance Sheets as Other widiin Invcstmcnts arid Othcr 
Assets Amounts recognized a s  reserves in the Consolidaled Balance Sheets, which are not anticipated Io exceed the covcr;ige, are classified in Other Deferred Credils and Other L iabilities and 
Other Current L iabiiities and are based upon Duke Energy's best estimate of the probable liability for future asba lns  claims I hcse rcsenes  are based upon current estimates and are subject to 

uncertainty Factors such as the irequency and magnitude o l lu ture  claims could change tlie current eslimates of the related rcserves and claims tor recoveries rellectcd in die accompanying 
Consolidated Financial Statements I-lowever, maniigenient of Duke Energy cloes not currently anticipate that any changes to these estimales will liave any miitcrisl iidverse effect on Duke 
h e r g y ' s  comolidatect resuits 01 oper;wi-. 

Duke Energy has experienced numcrous claims relating to damages lor pcrsonal injuries alleged to have arisen trom thc cqmsurc  to or use 01 ilshcstos in cnnnection with construction and 

Conipctitiori 

utilities By statute, the NCUC and Uie PSCSC nssisn senrice areas outside municipalities in Norlh Carolinn and South Clrolina to regulated electric utilities and ruriii clcctric cooperatives 
Substantially all of the tcnitory comprising Duke Energy Carolinas' service area has bceri assigned in this manner In unassigncd iircas. Duke Energy Carolinas' business remains sub~ect to 
competition A decision of the North Carolina Supreme Court limits, in some instances, the right of North Carnlinii municipalities In sewe customers outside their cor]ioriitc limits I n  Soutli 

Carolina, competition continues between municipnlities and other electric suppliers outside the municipalities' corporate limits. subject to the regulation nf the PSCSC In I;enlucLy, t l ie  right or 

municipalities to serve customers outside corporate limits is subject l o  court approval In Indiana. the state is divided into certified electric service areas for municipal utilities. rural 
cooperatives and investor owned utilities llicre are limited circumstances where tlie certified electric service areas can be  modilicd, with approval o i  the IURC U S Franchised Electric and 
Gas also competes with other utilities and marketers in the wholesale electric business In addition, U S Franchised Electric and Gas continues to compete with natural gas providers 

through December 51. 2008 In March 21105. the Onice oI the Ohio Consumers' Counsel (OCC) appealed the PUCO's approval of the MBSSO and in November ?005. the Ohio Supreme Collrl 
remilndcd the PIJCOs ortlcr approving the lVlBSS0 for further evidentiary supporl and explanation, and lo require Duke Energy Ohio to disclose certain confidcntial comm 
between Duke Energy Ohio and other parties previously requested by the OCC Hearings on remand are expected to occur in March ?iK)7 A major feature ofthe L413SSO IS  tlie Prnvider of 
1 ast Resort (P0L.R) Charge Duke Energy Ohio lias been collecting n POLR charge from non-residential customers since January I. 2iiii5. and from residenttal customers since January 1 
?i:l06 The  POLR charge consists of the following discrete charges: 

LJ S Franchised E.lectric and Gas competes in some areas with government-owned power systems, municipally owned electric systems, rural electric cnnperiitives and odier pr iwte  

Duke Energy Ohio operates under the RSP Market Based Standard Service Offer (MRSSO) which was approved by the IWCO in November 2004. ani1 which provides price certainty 

Annually Adjusted Comimnent - intended to provide cost recovery primarily for environmental compliance expenditures I his cnmponcnt IS  avoidable ior by-p;iss;iblej lor the iirst 
25% of residential load and 5(1% of non-residential load to switch to an alternative electric service provider 
Infrsstructure blnintcnance Fund Charzc ~ intended to compensate Duke Energy Ohio for committing its physicill c a p c i t y  This charge IS unavoidi~ble (or non-by-pilsseble) 
System Reliability Tracker - intended to provide actual cost recovery for capncity purchases, purchased power, reserve capacity, :and related market costs for ]purchases to  meet 

capacity ne& rhis charge is non-by-passable for residential load and by-passable Ibr non-residential lnntl under certain circumstances 
Rate Stabilization Charge - intended to compensate Duke Energy Ohio for maintaining a fixed price through ?0IN 1 his charge is by-passable by the first 2 5 9 0  ol residential load and 
509% of non-residential load to switch 

* 

. 
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PAR1 I 

Generation Prices and Fuel Recovery. A market price has been established for generation service A component of the market price is a fuel cost recovery mechanism that IS adjusted 
quarterly for fuel, emission allowances. and certain purchased power costs. that escced the amount originally included in Ure rales frozen in the Duke Energy Ohio transition plan 

'Tliese new pricis were applied to non-residential customers beginning January 1. 2005 and to residential customers beginning January I, 2006 
Transmission Cost Recovcry: 14 transmission cost rccovcry mcchnnism was established beginning January I ,  2005 for non-residcntiiil customers and beginning Jnnuiiry I ,  ?Oil6 for 
rcsidentinl customers The transmission cost recovery mechanism is designed to permit Duke Energy Ohio to recover certain bfidtvest I S 0  cliarges, all FERC npproverl transmi.ssion 
costs. and all congestion costs allocable to retail ratepayers ihat are provided service by Duke E,nergy Ohio. 

* 

Stole 

The I'ICUC, the PSCSC. the PUCO, the IURC and the KPSC (collectively. the State LJtility Commissions) approve rates for retail elecrric service within their resjxclive states In 
addition, the PLJCO and the KPSC npprovc intcs for rctnil gas distribution service within their rcspectivz states The FERC npprovcs U S Franchised Elcctric and Gas' cost bascd ratcs for 

Gas ') The FERC and the Stale Utility Commissions, except far lhe PUCQ. also have aulhority over die construction and operation of U S Franchised Electric and Gas' facilities Cenif icnls 

of public convenience and ncccaity issucd by the FERC and the Statc Litility Commissions, as applicable, authorize U S Franchiscd Electric and Gas to construct and opcrate its clcctric 
facilities, and  to sell electricity to retiiil and wholesale customers Prior npprovul from the releviint Stute Utility Commission is required for Duke Energy's regulated operating compsnies io 

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

. , . a t  - I r  ., . I . .  
c~ectric sales to certain whoiesaie cusi~iiners k j * u U t - r -  , , ,  1 I S r- and 

rctnil electric S C N I C ~  market in the state of Ohio Undcr applicable legislotion governing the deregulation of generation, Duke Encrgy Ohio hns implemcnted a RSP including a m S S O  
approved by the PUCO lhe RSP, among other things. allows Duke Energy Ohio to recover incrcascd costs associated with environmental espenditures on its deregulated gcnerating fleet. 
capacity reserves. and provides for a fuel and emission allowance cost recovery mechanism through 2008 (see Note 4 to !he Consolidated Financial Statements, "Regulatoiy Matters-U S 
Franchised Elcctric and Gas Rate Related Information" for additional information ) 

Federal 
Regulations of FE.IZC and ihe State lltility Commissions govern access to regulated electric and gas customer and other daln by non-regulated entities, and  services provided between 

The Energy Policy Act of 2005 was signed into l a w  in August 2005 The lqislation directs specified agencies to conduct a significant number of studies on various aspects of the energy 
regulated and non-rcgulatcd energy af l i l intes These regulations nfrect tlic activities of non-regulatcd a f f i l i a r a  with l J  S Franchised Elcctric and Gas 

industry and to implement other provisions through rulemakings Among the k y  provisions, the Energy Policy Act 01 2005 repeals the Public Utility Holding Company Act CPU-ICA) of 1935, 
directs FERC to establish a sell-regulating electric rcliabili?y organimtion governed by an independent board with FERC oversight. extends the Price Anderson Act lor 20 years (until 207) .  
provides loan guarantees, standby :;upport and production tax credits for nevi nuclear reactors, gives FERC enhanced merger approval authority, provide 
siting of certain electric transmission projeck, streamlines the processes for approval and permitting of interstate pipelines, and reforms hydropower relicensing in 2n05 and 2OM. E R C  
initiated several rulemakings as directed by the Energy Policy Act o i  2005 These rule makings have now been completed. subject to cenain appeals Duke Energy does not believe that the 
o p p i l s  of these rulemakings will hnve a motcrial adverse effect on its consolidotcd rewlts of operations, cash flows or Iinanciiil position 

The E n e g y  Policy Act of I992 and subsequent rulemakings and events initiated the opening of wholesale energy markets to competition Open access transmission for wholcsale 
transmission provides energy suppliers and load serving entities, i n c l u d h  U S Fnnchised Elecvic and Gas and wholesale customers locared in the U S Franchised Electric and Gas service 
arca, with opportunities to purchasc, scll and dcliver capacity and energy at markct based prices, which can lower overall costs to retail customers 

System Operator, Inc (Midwest ISO). a non-profit organizalion which maintains functional control over the combined transmission systems of ils members In 2005, the Midwest I S 0  began 
administering an energy market within its footprint 

R C  new bsckstop authority ior (he 

Duke Energy Ohio. Duke h e r g y  Kcntuclq and Duke Energy Indiana are transmission owners i n n  regional trnnsmission organiailion opernted by the lvlidwest Independent Transmlssion 



PART 1 

As a result ol previous FERC rulLmakings related to RTOs, Duke Energy Carolinas and the fmnchisetl electric units of Carolina Power L% Light Company (now Progress Energy 
Carolinas) and South Carolina Electric 9 Gas Company. planned to establish GridSouth Transco, L1.C (GridSouth), as an R 1.0 responsible for the functional control of the companies' 
combined transmission systems As 01 December 2l.2006 Duke Energy Carolinas had a net investment of Wl  million in GridSoulh, including carrying costs calculated through Decembcr 31, 
2Otr2 This amount is included in Other Regukitory Assets and Deferred Debits on the Consolidated Baltcnce Sheets Due to rcgulalory uncenainty, development 01 the GridSouth 
implementation project was suspendctl in l W 2  In 2005, the companies notified lhc FERC that tiicy had discnntinucd the GridSouth project Miinngemcnt cxpects i t  will rccover iLs iiivcstmcnt 
in GridSouth 

On December 17, 20111 the IURC approved tlie transfer of functional control of the operation of the Duke Energy Indiana transmission system to the klidwest ISO, an R l - 0  established in 
1998 On June I .  21105, tlic IURC autliorixd Duke Energy Intliana to transfer control area operations Lisks and responsibilities and transfcr dispatch and Day 2 cnergy markets tasks and 
responsibilities to the klidwest IS0  

and ihc regional planning of new transmission facilities The Midwest I S 0  administers cnergy markets utilizing L.ocational Marginal Pricing N M P )  (i e ,  the energy price for the next M'vV niay 
vory throudiout the Midwest IS0 miirket based on transmission congestion and energy losscs) as h e  methodology Tor relieving congestion on the transmission Iacilitics under its functional 
c u n t r o I 

On December 19, 20115. the I'ERC approved a plan liled by Duke Energy Carolinas to establish an "Independent Entity" (IE) to serve as a coordinator ol certain transmission functions 

The Midwest IS0 is the provider ol transmission service requeskd on the transmission facilities under iLs tariff I t  IS responsible for lhe reliable operation oftfhose transmission facilities 

and an "Independent Monitor" (IM) to monilor the transparency antl fairness oT the operation of Duke Energy Carolinas' transmission system Under the proposal, Duke E,ncrgy Carolinas will 
remain tlie owner and operator of the transmission system with responsibility lor the provision of trilnsmissi(in service under Duke Energy Carolinas' Open Access Transmission Tarill' Duke 
Energy Carolinas has retained the blidwest IS0 to act as the IE and Potomac Economics, Ltd to act as the Ih i  nie IE and livl began operalions on November I ,  2006 Duke Energy Caro1in:is 
is not at this time sceking adjustments to its transmission ratcs to reflcct the incremental cost of the propowl. which is not projected to have a material adverse effect on Duke Energy's future 
consolidated results of operations, cash flows or financial position 

0l)JO. 

I1 S Franchised Eleclric and Gas is subject to the NRC jurisdiction for the design, construction and operation of its nuclear generating facilities In 2000, the NRC renewcd the operating 
license lor D u l ~  Energy's three Oconee nuclear units through 2033 and 2034 In 2002, the NRC renewed the operating licenses for all units at Duke Energy's McGuire and Catawba stations 
The two McGuire units are licensed through 2041 and 2W3, while the two Catawha uriits arc licensed through 2043 All but one o fU S Franchised Eleclric antl Gas'hydroelectric generating 
facilities are licensed by the FERC under Part 1 01 tlie Federal Power Act, wid) license terms expiring from 2005 to 2036 The FERC has authority to issue new hydroelectric generating 
licenscs I-Jydroelectric fncilitics whose licenses have expired in 2005 are operating under annual cstensions of the current license until FERC issues a new license Other hydroelectric facilities 
whose licenses espire between 2CO8 and 2016 are in various stages of relicensing Duke Energy espects to receive new licenses for all hydroelectric f:icilities with the exception of the 
Dillsboro Project, for which Duke E,nergy has filed :in application to surrender the license Duke Energy expects to remove this project's dam and powerhouse. as pan ol the multi-stakeholder 
licensing ag remen t  

U S Franchised Electric and Gas is subject to tlir jurisdiction of tlie EPA and state and local environmental agencies (For a discussion of environmental regulation, see "Environmental 
ACtlcrs" in this section j 

NATURAL GAS TRANSMISSION 
As previously discussed, eriective January 2, !007, Duke Energy consummated its spm-off of the natural gas transmmion businesses (Spectra Energy). which mcludes the Natural Gas 

Transmission segment, to shareholders The folloiving business description of Natural Gas Transmission rcliitcs to 2006 and is not intended to describe the business subsequent to the spin-off 
on Januav 2, ?Oil7 

Natural Gas Transmission provides transportation and  storage of natural gas for customers in various regions of the Eastern and Southeastern IJnited States, the Maritimes Provinces and 
the Pacilic Northwest in the United States and Canada and in the province of OnLlrio in Canada Natural Gas Transmission also provides natural gas sales and distribution service to retail 
customers in Ontario. and natural gas gathering and processing services to customers in Westem Canada Natural Gus Transmission docs business primarily through DEFT 

Nnturiil Gns Transmission's pipeline systems consist of more than 17,500 miles of transmission pipelines The pipeline systems receive natural gas from major North American producing 
regions f ix  delivery to our markets For 2il06, Natural Gas Transmission's 
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PART I 

proportional throughput for its p ipc l ina  totaled 3,148 trillion British thermal units (TBtu), compared to 3,410 TBtu in 2005 'Ihis includes throughput on Natural Gas Transmission's wholly 
owned U S and Cmadian pipelines and its proportional share of throughput on Ipipelines that  are not wholly owned A majority of Nntural G:is Transmission's contracted transportation 
volumes are under long-term firm service agreements with LDC customers in the pipelines' market areas Firm Lransporlalion services are also provided to gas marketers, producers, other 
pipelines. electric power generators and a variety of end-users. and both firm and interruptible transponation services are provided to various customers on  a short-term or seasonal basis In the 
course of providing transponntion services, Natural Gss 1 rnnsmission olso processes natural gas on  its Ll S system Demand on Notural Gas Transmission's pipcline systems is seasonal, with 
the highest throughput occurring during colder p e r i d s  in the first and fourth calendar quarters (For detailed descriptions of Natural Gas Iransmission's pipeline systems, see "Properties- 
Natural Gas Transmission" ) 

Natural Gas Transmission, through h.larkct Flub Partners (h@IP), wholly owns natural gas salt cavern storage facilities in Southeast Texas and Louisiana M€IP markets natural gas 
storage services to pipelines, ILDCs, producers, end users and natural gas marketers Texas Eastem Transmission, L P (Texas Eastern) and East Tennessee Natural Gas, LLC (ETNG), 
subsidiaries of Natural Gas Trnnsmission. also provide lirm and interruptible open-access storage services Storage is offered as a stand-alonc unbundled service or as part of a no-notice 
bundled service rviih uansportation ETNG also connects to Saltvillc Gas Storage Company L. I. C and Early Grove Storage Company. subsidiaries of Natural Gas Transmission These 
undcrground reservoir and salt cavern storage fiicilities are located in Virginia and provide storogc services to customers in the Southeastern United States 

and storage tactlilies in Ontario. Union Gas distributes natural pas Lo approsirmiclv 1.3 
and provides storage. transportation and related services to utilities and otlicr industry pr t ic ipanb  in thc gas markcts of Ontario, Quebec and the Cential and Eastem IJnited States 

provides services primarily to natural gas producers to remove impurities from the raiv gas stream including water, carbon dioxide, hydrogen sulphide ;and other suhtnnces  Where required, 
these facilities remove various NGL.s Natural Gas Transmission's Emprcss system assets located in W a t c r n  Canada provide extraction, storagc. transportation, distribution and marketing of 
NGL.s in Canada and the U S  Natural Gas Transmission also provides gathering and processing services through its 4G% interest in the Canndinn Midstream operations in Western Canada that 
are owned by Spectra lincrgy Income Fund (Income Fund), formerly Duke Energy Income Fund Natural Gns Transmission continues to operate and manage this business 

Natural Gas 7r;insmission provides retail distribution services through its subsidiary, Union Gas Limited (Union Gas) Union Gas owis and operates natural gas transmission, distribution 
1 SfOrni.,S t" 

. .  

Natural Gas Transmission owns and operates gathering pipelines and gas processing p lank  in Western Canada through its British Columbia Pipeline System (BC Pipeline) operations and 
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I ;:l)Ic of (.ontents 

P A R I  I 

Cunipeii i iun 

storage. gathering and processirig of natural gas Thc principal elcmcnb of competition arc rates, terms ol service, flexibility and rcliability o i s c w i c e  

influence the demand for natural gas including price changes. thc a\~ailability ofnatur;il gas  and other forms of energy. the level of business activity, conservation, legislation, governmental 
regulations, the ability to convert to alternative fuels, \veather and other iactors 

Natural Gas Transmission's uampor1;ition. stornee a n d  gas gathering and processing businesses compete wirii similar facilities dial  serve ils supply and market areas in the mnsportation 

Noturiil gns competes with other lorms of energy available to Natural Gas Ironsmission's customers nnd end-user;, including electricity. coal, propane and fuel oils Sevcrnl fnctors 

Rrgul:ilion 
lvlost of Natural Gas Transmission's pipeline and storage operations in h e  U S are regulated by the FERC ?he FERC rzgulates natural gas transportation in U S interstate commerce 

including the establishment oirates lor scrvices (For morc infomiation on rate matters. see Note 4 lo thc Consolidated Financial Statements. "Regulatory Xilatters-Natural Gas 
Transmission ") f i e  FERC also reguliiter the construction of11 S inter:;tate pipelines and storage facilities, including estension, enlargement or abandonment of such facilities In addition, 
certain operations are subject to oversight by state regulatory commissions 

indcpcndently of their cncrgy affiliates These regulations affect the activities ol non-regulnted afiilii~tes with Natural Gas Transmission 

initiatives may also affect certain transportalion ofgas by intrastate pipeliner 

"Environmental Matters" in this section ) Nnturiil Gas Triinsmission's interstate natural gas pipelines iire also subject to the regulntions of the DOT concerning pipeline safety 

FERC regulations restrict U S interstate pipelines from slxiring transmission or customer information with energy alfiliates and require that U S interstate p ipe l ins  function 

The E R C  may propose and implement new rules and regulations affecting interskite natural gas transmission compiinies, which reiniiin subject to the FERC's jurisdiction These 

Natural Gas Transmission's 1.J S operatiom are subject to the jurisdiction of the EPA and stale and local cnvironmcntal agencies (For a discussion of environmental regulation, see 

IS 



The natural gas transmission. storage and distribution operations in Canada arc subject to regulation by the NEB and provincial agencies in Cnn;ida. such as  the OEB These agencies have 
RC for regulating rates. regulating the operations ol facilities and construction of tiny sdditional lacilitics Natural Gas Transmission’s federally regulated y ther ing  

and processing l~acilities and business in \Vestem Canada is regiilatcd by the NEB pursuant to a friimework I-or light-handed regulation under which the NEB acts on a complaints basis for rates 

associated w i h  that business Simikirly, the rates charged by the hdidstretim operation for gathering iind processing services in Westem Caniida a r t  regulated on a compl;iints basis by 
appliciible pmvinciiil rcgulatnrs The Empress NGL husinesscs iirc not under tiny iorm of riitc rcgulaiion 

IilELD SERVICES 
As prwiously discussed, clCcctivc .January 2. 2007, Duke Energy consummated the spin-olT ol the natural gas !ransini.ssion busincsscs (Spectra E,ncrgy), including Duke Energy’s 

investment in DEFS. to shareholders ihc  lollowing business description < o i  Field Sen,ices relates io 2006 nncl is not intender1 to describe tlie business subsequent to the spin-off on January 2, 
2007 

Field Services includes Duke Energy’s investment in DEFS, which gathers. compresses, processes, transporls. trades and markets. and stores natural gas, and fractionates. transports, 
giithers, treoLs, processes, trades and markets. and stores NGLs In July 3005, Duke Energy completed the disposition of its I9 746 interest in DEFS. which resulted in Duke Energy nnd 
ConocoPhillips becomlng equal 5096 owners in DEFS The DEFS disposition transaction includcd the transfer Lo Duke Energy ofDEFS’ Canadian hbdstream business Additionally, the 
tlisposition transaction included the acquisition oi ConocoPliillips’ inkerca in [he Empress System. Subsequent to the closinrr oi the DEFS disuosition transaction. eRtciive on July I. 2005. 
DliFS w a s  no longer consolidated into Duke Energy’s consolidated financial statemcnts and is accounted for by Duke Energy as an equity method investmcnt The Canadian Midstream 
business and the Empress System have been transferred to the Natuml Gas Transmission segment Additionally, in February 2005, DEFS sold its wholly-owned subsidiary, Texas Eastern 
Prndiicts Pipeline Company, I. 1.C [IEPPCO GP), Uie general pxtner of TEPPCO Partners L P ( E P P C O  LP), and Duke Energy sold its limited partner interest in I‘EPPCO LP . in each case 
to Enterprise GP  Holdings L P(EPCO). an  unrclatcd third party 

In 7005, DEFS lbrmed DCP lvlidstream Partners. LP (ti master limited partnership) DCP Midstream Partners, 1.P (DCPLP) completed tin 11’0 triinxiction in December 3005 As a result, 
DEFS has n 42 percent ownership interest in DCPL P. consisting 01 a 40 percent limited partner ownership interest and a 2 percent general partner ownership interest DEFS owns 100 percent 
o i t h e  general partner of DCPLP 

DEFS optrates in sixteen states in the United States (Alabama. Arkansas, Colorado, Kansas, L ouisianii Maine, Massachusetts, h,Iississippi, New Mexico, New York, Oklahoma, 
Pennsylvania. 1 exas. Rhodc Island. Vermont and Wyoming) D 
natural gas storage Cacility DEFS gathers raiv natural gas through galliering systems located in seven major ntitural gas producing regions Permian. ivlid-Continent, East Texas-North 
Louisiana. South, Central. Rocky Mountain and Gul i  Co;ist DE,FS owns or operates approximately 56,OiJO miles of gathering and transmission pipe. with approsimately 34,000 active receipt 
points 

DEFY natural gas  processing operations separate raw natural gas that has been gathered on  its own bystems and third-party systems into condens.ite, NGLs and residue gas DEFS 
processes the raiv niitural gas at 5.3 natural gas processing iacilities 

n i c  NiiLs separated lrorn tlic raw natural gas are either sold and transported as NGL raw mix, or further separated through a fractionation process iiiio tlicir individual components 
(ethiine. prolime. butane and natural gasoline) and then sold a s  components DEFS fractionates NGL. rnw mis iit six processing incilities that i t  owns and operates and :it liiur third-pariy- 
operated facilities in  which it liar an ownership lnterest In addition. DEFS operates a propane wholesale marketing business DEPS sells NGLs tu a variety of customers ranging f rom large, 
multi-national petrochemical and  relining companies to small. regional retail propane distributors Subsinntially all of its NGL sales are ai  nitirket-based price; 

serving individual consumers DEFS markeLs residue gas directly or through its wholly oivned gas marketing company tind its aff i l iates DEFS also stores residue gas a t  its 8 billion-cubic-foot 
(Bcf) natural gas storage iaci l i ty 

DEFS uses NGL trading and storage at the Mnnt Belvicu Texas and Conway, Kansas NGL market centers to manage its price risk and to provide additional services to its customers 
Asset-based gos trading and mnrketing activities arc supported by ownership of the Spindletop storage facility and various intrastate pipelines which prowdo access to market centershubs such 
as Kat),. Trsas, and the Houston Ship Channel DEFS undert:ikes there NGL and gas  trading activities through Uie use of fixed forward sales, basis and s1or”ad trades, storage opportunities, put/ 
call options, term contracts and spot market tr;iding DEFS believes there are additional opportunitics to grow iL-, scrviccs with its customer base 

gathering systems include connections to several interstate and intrastate natural gas and NGL. pipeline systems and one 

nie residue gas sepnrnted Srom tlie r a w  natural gas is sold at rntirket-based prices to miirketers and end-users, including lorge industrinl customers ond nnturiil gas and electric utilities 
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PART I 

Ihc following map includes DEFS' natural gas galhering systcms, intrastate pipelines. regional oiiiccs and supply areas 

Off IC0 
Procassing Plant 
DEFS-Natural Gas Gathering Plpeline 
Propane Terminal 

DEFS' operating results are significantly impacted by changes in average NGL., natural gas and crude oil prices, which increased approximately IOo', decre;ised approximately 1596 and 
increased approximately IS0%, respectively, in 7OOG compxed to 7005 DEFS closely monitors the risks associated with these price changes, using NGL and crude fonvard contracts to mitigate 

tlic cifcct of such fluctuations on opwiting rcsults (Scc "hlanagcment's Discussion and Analysis of Financial Condition and  Results o iopera t iom.  Quantitative and Qualitativc Disclosures 
About Market Risk" for a discussion of DEFS' exposurc to changes in cominodiy prices ) 

Conipeil l lon 
In gathering and processing natural gas and in marketing and transporting natural gas and NGL.s, DEFS comixlcs with major integrated oil companies, major intcrstatc and inlrastatc 

pipelines. niitional and local natural gas gatherers, and brokers. marketers and distributors of natural gas supplies Competition lor natural gas supplies is h a s 4  primarily on the reputalion. 
sificizncy and reliability ol operations, the availability ol gatheriiiz, and  lransponation to high-demand markets, the pricing arrangement oDered by the gathererlprocessor and the ability ofthe 
gathcrcriprocessor to obtain a satisfactory price for the producer's residue gas and extracted NGL.s Compctition for mics to customers is based primarily upon reliability, sewices offered, and 
price of delivered niitural gas and NGL.s 

Rcgul;ilioa 
Thc intrastate niitural gas and NGL pipclines owned by DEFS arc s u h j a t  to slate rcgulation To the cxtcnt tlint thc natural gas intrastate pipelines provide scwiccs undcr Section 31 I of 

the Natur;il Gas Policy Act ol 197s. they are also subject to FERC regulation The interstiite natural gas pipeline owned and operated by DE,FS is subject to FERC regulation, but its natural gas 
gathering and processing i icti~it ies are not subject to FFRC regulahon 

transmission pipelines and some gothering pipelines are iilso suliject to the regulations d the DOT. nnd in some cases. state agencies, concerning pipeline safety 
DEFS IS sub-iect to the jurisdiction of the EPA and state and local environmental agencies (For more inlhrmntion. see "Environmental Matters" in this section ) DEFS natural gas 
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COhlT\iERCI;\L I'O\VICR 
(2ommercial Power owns, operates and manages non-regulated merchmt power plants and engases in the who1es;ile niar1;eting and procurement oi electric ]power, fuel and emission 

allo\v:inces related to these plants as wel l  as otber contriictual positions Commercial Power i i l so clevelops nnd implements customized energy solulions Commercial Power's generation asset 
fleet consists of Duke Energy Ohio's non-regulated generation in Ohio. acquired iroin Cinergy in April ?(IC16 and tlie 1-ive fvficliwstern g w l i r e d  merchant generation assets that were a portion at' 
former DE.NA Commcrcial Power's osscL5 (ire compriscrl oispprnximatcly 8. I O U  net inegnwatts o i  power generation primarily Incntcd in the h,lidwcstcrn United Stoles The asset portfolio hns 
a rli\~ersified iuel mix wit11 base-load and mid-merit coal-fired units iis wel l  iis combined cycle and peahng natural gas-fired units lvlost of the generation asset output in Oliio has heen 

contracted through the l iSP described below See Item 2 "l'roperties" Ibr l i a l l w  discussion oithe generating Iacilities 

Duke Energy - Midwcst Power Goneration 
Non-Rewfaied Facilities 

I 
Commercial Power, through Duke Energy Generation Services (DEGS). is ;in on-site energy solutions and utility services provider Primarily through jomt ventures, DEGS engages in 

utility systems conrlruc1ii)n. operation and maintenance 01 utility facilities. as well iis cogeneration Cogeneration is the simultaneoii~ production 01 two or more forms nf usnhle energy from a 
single source DEGS also owns coal-based synthetic IueI productiiin facilities wliich convert coal iectlstock into synthetic fuel for sale to third panies The synthetic fuel produced in these 
lhcilities qunlifies for tax credils through 2007 in occordance with lnterniil I7e\enuc code Section 29145K ii certain requirements are satisfied 

20i16. Duke Energy completed the sale ofCaledonia Power 1 ,  ii C. which is the project company that operated and managed tlie Caledonia peaking generation facility in Mississippi 
In October 2006, Duke Energy completed the sale 01 Commerciol Powsr's energy markcting and trading activities, which were acquired in thc Cinergy merger Additionally, in December 

Conipetilioii 

serviccs. along with tlie quality and re1i;ibility ol services provicled. drive 
Commercial Power primarily competes for w1iolel;lle conwicts ior the purchase ;and sale of electricity, coal. natural gas and emission allowances The mnrket price of commodities and 



PART 1 

competition in the energy miirkcting business Commercial Power's iniiin cnmpctitors include puhlic utilitics, wholesale power, coal and natural gas marketers and other merchant generation 
compmies in the hhdivestern United States. finencia1 institutinns and hedge lunds engaged in energy commodity marketing and trading 

2005, the OCC apptaled the PI.ICO's ,ipproval oI the MBSSO ;and in November 2Iiii6, the Ohio Supreme Coun remanded the PUCO's order approving the MBSSO lor funlier evidentiary 
suppon and esploniition, and to require Dukc Energy C)liio to ~1isclnse ccrttim confidentid commercial agreements between Dukc Energy Ohio and other panics prcviously requested by the 

OCC I-iearings on remand are cspectetl to occur in blarch 2007 A major feaiure ni the bmSSO is the POLR Charge Duke Energy Ohio has been collecting a POLR charge from non- 
residential customers since 1anu;iry I, 20115. and from residen!i;il customers since January 1. 2006 The P0L.R chnrge consisLs o i  the iollowing discrete charges. 

Duke Energy Ohio operates under the RSP M3SSCI which ivas apprii\'ed by Uie PUCO in November 2004. and which provides price ccrlainty tiirougli December 31 2008 In March 

Annually Adjusted Component - intended to provide C I X I  recovery priniarily Cor environmental compliance expenditures This component is avoidable (or by-passable) lor the lust 
2546 0 1  residential losd and 3 1 9 b  oI'nnn-resiiIential loxl t n  s\\,itch to ;in altcrniitive electric S C N I C ~  provider 
Infrastructure Maintenance Fund Charge - intended ti) compensate Duke Energy Ohio for committing ils physical c;~pacitp This charge IS unavoidable (or non-by-passable) 
System Reliability Irncker - intended to Iirn\,ide actual cost recovery I'm capacity purchiises, purchased power, reserve cspncity, and related miiiket costs for purchnses to meet 

capacity ne& This charge i s  nnn-by-pass;ible liir residential load ;and by-p~issahle for non-residential load under c e r l m  circumstances 
Rats Slabilization Charge - intended to compensate Duke Energy Ohio lor niaintaining n lised price through 200s This charge is by-passable by t l ie iirst 2540 of residcntial load and 

oad to switch 50% of non-residential I 
Generation Prices and Fuel Recovery A m d e t  price has been established for grneration service A component of the market price is a lhel cost recovery mechanism that is adjusted 
quarierly lor fuel, emission :iIlo\vanccs. and certiiin purchased power cnsts. that esceed the amount originally included in Uie mtes frozen in Ule Duke Energy Ohio transition plan 
These new prices were applicd to non-residential cus!omcis beginning 1nnu;iry I ,  2005 and to residential customTIsrs beginning January 1. ?00B 
Transmission Cost Recovery: A transmission cost recovery mechanism \vas established beginning January I ,  3005 for non-rcsidcnti;il customcrs and beginning J~inunry I ,  2006 for 
residential customers The transmission cost rcco\vry mechanism is designed to permit Duke Energy Ohio to recover certain Midwest I S 0  charges, all FERC approved transmission 
costs. and all congestion costs allocable to retail ratepayers that arc provided service by Duke Energy Ohio 
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Rrguhition 
Commercial Power is subject to regulation at  the state level, primarily from I'UCO iind at the ledcml Icvel. primiirily from FERC The PUCO approves Ipriccs for ni l  retnil electric 

Regulations oi FE,RC and the PUCO govern access tn rcgulaled electric custonier and other (lata by non-regulated entities. and services provided bctween regulated antl non-regulated 

Other ongoing regulatory initiatives at both state ;and iederd  levels addressing market design, such as the development o i  cqx~ci ty  markets and real-time clectricity markets, impact 

Cominuicial Power is subject lo the jurisdiction of the EPf\ and stale and local cn\*nonmcn!al agencies (For a discussion Of cnvirnnmenlal regulation. scc "Environmental blattcrs" in !his 

generation sales by Duke Energy Ohio for its native retnil service territory 

e n a g y  aff i l iates These regulations all-cct the activities nl Commercial Power 

linanci;il results Crom Commercial Power's marketing and gcnerotion iic!i\~ities 

section i 

INTEIZNWATIONAL ENERGY 
International Energy opcrntes and manages ]power generatinn f i ic i l i t ics and engiiges in sales and marketing o1 clcctric power iind niitural gas outside the IJ S and Conado I t  conducts 

operations prim;irily through DEI and its activities target power geneiation in ILcitin America Additionally, htern;rtional Energy owns equity investments in. National Methanol Company 
(NIvlC), located in Saudi Arabia, which is a leading regional producer of methanol antl mcLhyl tertiary butyl ether CivIlBE), Compania (le Servicios de Compresion de Campeche. S A  
(Campeche), located in the Cantarcll oil field in the Bay of Campcchc. A~Iesico, which cninprcsscs and dc1iydr;ites natural gas and estracts NGL's. and Atliki Gas Supply S A (Attiki), Iocalcd 

in Atlien:;, Greece, which is n niiturol gas distributor and w a s  acquired in cnnnectinn with the Cinergy merger 



PART 1 

lntcrnationnl Energy's customers includc retail distributors. cIcctric utilities, indcpmdent p m w r  producers, markctcrs and large industrial companies Intemational Energy's current 

International Energy owns. operates or has substantial interests i n  approximately 3.99G net blW oi generation l~~ci l i t i es  The rolloiving map shows the locations of Internalionol Energy's 
strategy is focused on optimidng the value of its current Latin American porilolin 

1;Ocilities. including non-generation facilities in Siiuclt Arabia, blesico and Greece 

In D z c e m k r  2006. Duke Energy engaged in discussions with a potential buyer of International E,nergy's assets in Bolivia Such discussions to sell the assets were subject to a binding 
agrecmcnt hctwem the parties, wliicli w a s  linalizcd in February ?(1117, and resultcd in tlic sale or lnteriiatioiial Energy's 50 percent ownership interest in t\vo Iyclroelectric power plants near 
Cochnbombo, Bolivia to Econergy International 

Conipelitlon niid Regiilnliari 

region-specific but include govemmcnt owned electric generating companies, L DCs with self-generation cap;ibtlity and other priviitely owned electric generating companies The principd 
elements oicornpetition are price and availability. terms of service. llesibility and reliabiliIy o isen ' ice  

A high pcrcentagc of International Energy's portfolio consists ai basc-load hydro clectric generation facilitics which compctc with otlier forms nf clcclric g e n e r d o n  available to 
International Energy's customers and end-users, including nnturnl go!:' ;ind luel o i ls  Economic aclivit)'. conservation. legisl;ition. go\~emmentnl regulalions, we;ilhier and other lnctors &ect the 
supply and demand for electricity in the regions sencil by 1ntemntion:il Energy 

lntcrnationnl Encrgy's sales and marketing of elcctric power and natural gns compctcs directly \vilh otlier generators and miirketcr. ing its markc1 ilreas Com1xtitors are country and 

International Energy's operations are SubJeCt to both counrtyspecilic ;and in1cm;itioniiI Iaws ;inti rcgulnlions (See "Environmental l\latlers" in this Section ) 

CIUNCENT 
As previously discussed effective September 7. 201)G. Duke Energy completed the Crzscent J V  trmsaclion wlicreby Duke Energy sold an eliective 51196 intcres~ in Crescent 
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Crescent develops and managls high-quality commercial. residential and multi-family real estate projects, and m a n a g a  land holdings. primarily in the Souheastern and Southwestern 
U S As of December 31. 2006, Crescent owned 1 1 million square feet of commercial. industrial and retail spxe ,  with an ;tddition:il 0 3 million square feet under cnnstmction This porublio 
included 0 5 million square feet of otTice space, 0 5 million square feet of warehouse space and 0 4  million squwe fket ol retail space Cracent ' s  residential developments include high-end 
country club and golf course communities. with individual lots sold to custom builders and tract developments sold to nationiil builders Crescent had three multi-family communities at  

December 3 I, 3006, including two operating properties and one prnperty under development A s  (31 December .%I ,  N 0 6 ,  (3resccnt d s o  niiinogd apprnximiitcly 6.71 7 iicrcs of land 

Conipetition and Rrgul;itlon 

sells developed lots to regional and national home builders and retiiil buyers, compcitng with other developers and home builders ivho have inventories of developed lots Cresccnt's 
commercial division leas- ollice, industrial and retail space, competing rviih other public and lpriviite developers and owners o i  commercial properly, including national reiil estate investment 
trusts (REITs) Similarly, Crescent's multi-family division leases iipiirtmcnt units primarily t o  ~ n d i \ h a l s .  cnmpeting with other private developers and multi-family REITS 

Crescent competes with multiple regional and national rcitl estate dcwlopcrs .icross its \,orinus business l i n e s  i n  the Southeastern and Southwestcrn U S Cresccnt's rcsirlcntial division 

OTHER 
The remainder of Duke Energy's operations is presented as "Other I' IVhiie i t  I!; not considered a business segment. Other lprinisrily includes the operatinns discussed Lxlow 

Other includes the remaining portion ol Duke Energy's busincss formerly known i is DENA. including its 100?$ owned afliliiitcs Duke Energy Ivlarkcrting Arncrica, ILLC and Duke E,neigy 
-onhlobil Corporation iind 6046 owned by Duke Energy During the third quarter of 2(305, Duke 
ion oi substantially ;ill o i  former DENA's remaining assets and contriicts outside tlie Adidwestem 

Marketing Canada Corp Duke Energy also porticipatcs in DETM DEI'hl is 4 0 4 b  owned b 
Energy's Board of Directors authorized and directed management to execute the sale or dis 
United States and certain contractual positions related to the Midwestern assets A~lanagement retained fiirmer DI'NA's Mid\vestern generation assets (which are included in the Commercial 
Power scgmcnt), consisting of approximately 3,600 mc@iw;itts of power generation, and certaiii contracts related to (he A~lidwestcrn generating facilities. as the merger wilh Cincrgy provided a 

sustainable business model for those assets 'lho exit plan \vas completed in the second quarter 01 2006 
The results of operations of former DENA's Western and Eastern United States generation assets, including related commodity contracts, the divested Ft Frnnces gener;ition asselz. 

contracts related to former DENA's energy marketing and management activities and certain general ant1 administrative cosl!!. are required !o be presented as discontinued operations 
classification for current and prior periods in tlie accompanying Consoliiliiterl StatcmcnLs 01 Opcrntlons In additirrn the rcsults for DE1 kl will continue to he reported in continuing operations 
until the wind down of these operations is complete 

and Bison. Duke Energy had esitcd the merchant finaiicc business at Dukc Capital P,irtners 1.1 C pC1') as of tlie end of 2005 niid id/ ol thc r a u l t s  oi operations lor DCP for t h  

December 3 1, 2005 and 2004 have been classified as discontinued nperations 

service providers and other businesses and organizations 

completed the exit of its buqiness DE.M previously engaged in commixlity buying and selling. ;ind risk m;tniigement and financial senrices in non-regulated energy commodity markets other 
than physical natural gas  and power (such as petroleum products) lhe results of operations lnr DEM have been cliissified as discontinued operations ior a l l  periods presented 

orderly wind-down ofDfiD's business The wind-down has been substantially completed as 01 December 31. 2l.106 l'reviously. DfiD provided comprelicnsive engineering, prncuremenl. 
cowtruction, commissioning and operating plant services for fossil-lueled electric j x w e r  generating iacilities worldwide 

During 2006, Other also included certain unallocaled corporate costs. cenain discontinued hedges. DukeNet. Duke Energy's Xi% interest in D E D .  Ctncrgy's cquity financing b u s i n s s  

DukeNet develops, owns ond operates a fiber optic communications network. primarily in the Carolinas, serving wireless, local and long-distance communiciitions companies. internet 

During 20103, Duke Energy determined that it would exit the refined products business at  Duke Energy hlerchnnts. L1.C (DEAI) in an orderly manner As of Deccmlxr 31, ?Oli6. DE,M has 

D E D  is a 50/50 partnership bctween subsidiarics of Duke Energy and Fluor During 3lli13. Dukc Energy and Fluor aiinounccd that they \ ~ o u l d  dissnlve DIFD. mil adopted a plan for an 
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Cincrgy has a business which invests in start up businesses utilizing ncw energy technologies as wcll as technologies utilizing energy infrnst~uc~urc.  such :is brnadbantl over power line 
services 

in~crruption. and general liability of subsidiaries and affiliates of Duke E,nergy Bison also pnrticipates in reinsurance activities wi!h cenain third panics. o n  a limited bnsis 
Bison's principal activities, as a captive insurance entity, include the insurance and reinsurance of various business risks and losses. such as ivorkers compensation. properly. business 

Conipetition and Regulntioti 

in this section ) 
The entities within Other are subject to !he jurisdiction of the EPA and state and Inca l  environmental agencies (For a discussion of envirnnmcntal rcgulotion. see 'Envirnnmrnlal Ivlatlers" 

1~NVIRONMENTAL MATTERS 
Duke Energy is subject to international. federal, state and local laws and regulations \villi regard to nir and water quality. hazudous and solid waste dispiml and othcr environmental 

The Clean Air Act, as well as state laws and regulations impacting air emissions, including State Implenientation Plans rel:ited to existing and new nnlional ambient air  qu;ilily 

nie Clean LVater Act which requires pennits for facilities that discharge tvaslewalers into the environment 
nie Comprehensive Environmental Response, Compensation and L inhilily Act, which can require any individual or entity that currently owns or in the p:ls1 m y  have owned or 
operated a disposal site, as  well as transporters or generators of h;iwrdous substances sent to ii disposal site. to share i n  rcinrdiation costs 
nie Solid Woste Disposnl Act, as amended by the Resource Conservation nnd Recovery Act. which requires certnin solid wastes. including h;iz;lrdous wnstex. to lx manriged pursuiint 

ton compreliensive regulatory regime 
The National Environmental Policy Act. which requires federal agencies lo consider potential environmental impacts in their decisions. including siting approvals 

matters Environmentol lows and regulations offecting Duke Energy include, but are not limiled to. 

SI p r .  Owners andlor owrators of air emission sources arc rcsoonsiblc for obtainine ocrmits anrl for annual compliance and rcporting. 
9 
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The North Carolina, clean air le irlation that freezes electric utility rates from June 20. 2003 to December 31, 2007 (rate freeze period> subject to certain conditions. in order Sor North 
Carolina electric utililics, inclu&g Duke Energy, LO significantly reduce emissions of sulSur dioxide (SO? j anrl nitrogen oxides (NO,j'Trom coal-fired po\\'cr pliinls in thc state The 
legislation nllows electric utilities, including Duke Energy, to nccelernle !he recovery or compliance cosls by amortizing them over sevcn),ears (3003-2009) 

(For more information on environmental matters involving Duke Encrgy, including possible liability and capital costs, scc Notes 4 and I 7  to the Consolidaled Financial Slalcmcnls, 

Except to the erlenl discussed in Note4 to the Consolidsled Financial Slalcmenls, "Regulatory Atlatlers," and  Note 17 lo Uic Consalidated Financial Slnleinenls. "Commitmenls anrl 
"Regulatory Matters," and 'Commitments and Contingencies-Environmental," respectively ) 

Contingencies," compliance with international, federal. state and local provisions regulating the discharge of materials into the cnvuonmcnl, or orhenvise protectmg Ole en!'irt)nment. is 
incorporated into the routine cost structure of our various business unit. and is not expected to have n mnterial adverse elfect o n  thc competitive position. cnnsolidated r au l t s  of operillitins. 
cash !lows or Ciancial position of Duke Energy 

GEOGRAPHIC REGIONS 
For a discussion of Duke Energy's foreign operations and the risks associated with them, see "hfnnagement's Discussion anrl Analysis of Results of Opwntrons and Financial Condilinn. 

Quantitative and Qualitative Disclosures About Market Risk-Foreign Currency Risk," and Noles 3 and 8 lo lhe Consolidated Financi:il Stalements, "Business Segments" snd "Risk 
lvlanagement and [Hedging Activities, Crcdil Risk, and Financial In s tmen l s . "  respectively 

EMPLOYEES 
On December 5l.2006. Duke Energy had approximately 25.600 employees A total of approximately 6.600 operating and mainlsn;ince employees were represented by uninns 
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ESECUTlVll OFFICERS OF DUKE ENERGY 
IIENRY B BARRON JR , 56, Group Gsecutive and Chie l  Nuclear Officer hlr Barron assumed his current position in Novemher 21106 Prior to that. lie served as Grnup Vice President. 

Nuclear Generation antl Chief Nuclmr Oilicer since April 2006. upon the merger of Duke Energy and Cinergy Until the merger of nuke Energy antl Cincigy. ?vlr Barron senwl as Group 
Vice President. Nuclear Generation and Chief Nuclear Officer 01 Duke Energy since ivlarcli 2004 Prior to thiit,  he served ;is Executive Vice President. Nucleiir Gener;itinn n i  Duke Energy 
from Jununry 2004 to klnrch 2004, Senior Vice Prcsidcnt, Nuclear Olxrotiuns oi Duke llncrgy lrom September 3D0Z to January 31004 and Vice President, McGuire Nuclear Staiion nl Duke 
Energy from hilarch 1999 to September 21102 

2iiC16, upon tlie mcrgcr nl Duke Enc3y and Cinergy Until the merger of Duke Energy and Cincrgy, h4s Good scwcd as Executive Vice Prcsidenl and Chic i  Fiiiancinl Oiliccr ofCincrgy irom 
August 2005, Vice Sresident, Finance and Controller of Cinergy from November 200.3 lo August 2005 and Vice Resident, Financial Project Strategy of Cinergy lrom M a y  2i)iG I o  November 
2003 Prior to that, M s  Gnod was a partner with the international accounting lirm Deloitle .E Touche 1.LP in Cincinnati. Ohio from blay 2002 to May XI03 ,And. prior to that ,  she \vas a 

partner with the intemotion;il accounting iirm Arthur Anderson L.LP lrom I992 to M a y  3002 

merger ofDuke Energy nnd Cinerby, blr l-lauscr served as Group Vice President and ChiefFin:~ncial Officer of Duke Energy since March 2Ol.U and as Acting ChiefFinancial Officer oTDuke 
Fnrrav  -Pmh,.r mn; in h a  . , mru prtnr tn 1 ,  . .  2 . 1  . .?nn.? 

LYNN 1 GOOD. 47, Senior Vice President and Treasurer M s  Good assumed her current position in December 2006 Prior to that. she served as Vice President and rreiisurer since April 

DA\'ID L I-IAUSER, 5 5 .  Group Esecutive and Chief Finoncinl Officer lvlr 1-lnuser assumed l i i s  current position in  April 2066, upon the merger of Duke Energy snd Cineigy Until the 

b.L\lIC E EVlANL Y ,  54, Group Esccutivc and Chief Legal Officer bfr Manly assumed l i is  currcnt position in April 2006, upon thc mcrgcr oi Duke Energy and Cincrgy Until tlie merger 
01 Duke E.nergy and Cinergy, h4r blanly s e n d  as Executive Vice President and  Chiei Legal Officer of Cinergy since November 2O(r? Prior to that. bh h4anl)' s e n d  as  hbnaging Director, 
Law and Govcmmcnlal N'fairs, General Counsel and Corporate Secretary of NewPower 1-loldings, Inc from April 2001J lo August 2002 On June I I .  2001, New Power I-loldings. lnc and ils 

iiifiliiitcs. TNPC 1-lolrlings, Inc and thc NewPower Company. filed a petition for relic1 under Cliapter 1 1  of Thc United States Bankruptcy Code 
\VILL.L4M R LIcCOLLUbl JR, 55, Grnup Executive nnd Chief Regulnted Generation Oiricer hlr  bIcCollum assumed his current /position in November 3006 Prior 10 thiit. he senwl ns 

Group Vice Sresident, Regulated FossilRlydro Generation since April 2006, upon the merger ol Duke Energy and Cinergy Until the merger 01 Duke Energy and Cinergy. h4r hlcCollum 
served as Vice President. Strategy and Business Development for Duke Energy Carolinas since January 2005 Prior to that, Mr McCollum scrved as Senior Vice Presiileni. Nuclear Support of 
Duke E,ncrgy from September 2002 to January 2005 and Vice Prcsdicnt, Oconcc Nuclear Station ofDukc Encrgy from hlarch 1999 to Scptcrnbcr ?002 

Executive and Chiel Olxraling Oflicer. Ll S Franchised Elcctric and Gas since April 2006, upon the merger 01 Duke Encrgy and Cinergy Until the merger 01 Duke Energy and Cinergy 
Mr O'Connor served as President and Chief Executive Oflicer of Duke Energy Gas Transmission since December 2002 He lias also served in leadership positions witli Duke Energy's pipeline 
opcrutions since 1994 

1AhE.S E ROGERS, 59, Chairman, President and Chief Executive Officer hfh Rogers assumed the role ofChiefEsecut ive Olficer mil President in April ?i!Cfi. upon the merger nf 
Duke Energy antl Cinergy and assumed the role of Chairman on January 2, 2007 Until the merger o f  Duke Energy and Cinergy. blr Rngers served as Chairman of the Board infchergy since 
2000 and as Chic1 Esccutive Ofliccr of Cincrgy since 1995 

Ci4RISTOPtlE.R C ROLFE, 56, Group Executive and Chief Administrative Officer hlr Rolfe assumed his current position in November ?01:16 Prior to thac  he senml :IS Group 
Executive and ChielHuman Resources OKicer since April ?006, upon b e  merger 01 Duke Energy and Cinergy Until Uie merger oflJuke Energy and Cinergy. Mr Rolle served as Vice 
President. Human Resources of Duke Energy since January 2005 Prior to that. blr Rolfe served as Senior Vice President. Slntegy,  l'lanning 9r I-iuman Resources of Duke Energy from h4;irch 
3003 to Jnnuary 3005 and Senior Vice President. Human Resources of Duke Energy from Janunry 3001 to March 3003 

RUTH G SHAW. SS, Executive Advisor to the Chairman, President and ChierExecutive Orficer Dr Shiiw assumed her current position in C)ctober 21106 Prior to that she served as 

Group Executive, Public Policy and President, Duke Nuclear since April 2006. upon the merger ol Dukc Energy and Cinergy Until the merger of Duke Energy and Cinergy, Dr Shaw served 
as President and Chief Executive Officer, Duke Energy Carolinas sincc February 3003 Prior to that  Dr Shaw served as Executive Vice Prcsirlent and Cliiei Administrative OUiccr ol L h k c  
Lnergy Can~linas  from 1997 to February 2003 

ITlOh4AS C O'CONNOR, 51, Group Executive nnd President, Commercial Businesses Ivfr O'Connor assumed his current position in October 2i i lk i  Prior to tliiit he senred cis Group 
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B LEITI-1 IRENT, 47, Group Executive and Chief Strategy and Policy Oflicer hlr Trent assumed his current position in October 7006 Prior to that he served as  Group Esecutive and 
C7liief Development Ollicer since April 2006, upon the merger of Duke Energy and Cinergy Until  tlie merger of Duke Energy and C ine rg ,  Mr Trent sewed as  Executive Vice President, 
General Counsel and Secretary of Duke Energy since March 2005 Prior to lhat  he served as General Counsel, L itigation of Duke Energy from May 2002 to March 2005 Prior lo that Mr Irenl 
served as a partner in the l aw firm Snell, Brannian J1. Trent since October 1991 

Executive and Chief Commercial Officer, U S  Franchised Electric and Gas since April ?COG. upon the merger of Duke Energy and Cinergy Until the merger of Duke Energy and Cinergy, 
Mr Turner served as President of Cinergy since 2005. Executive Vice President and Chief Financial Ofiicer of Cinergy from 2001 to 2W5 and Executive Vice President and Chiel Executive 
Officw, Regulated Business Unit of Cincrgy from 2001 to 2004 

April 2006, upon the merger of Duke Energy and Cinergy Until Uie merger of Duke Energy and Cinergy, Mr Young served as Vice I'resident md Controller of Dike Energy since June 2005 
Prior to h a t  klr Young senwl  as Senior Vice President and C h i d  Financial Officer of Duke Energy Carolinas from March 2003 to lune 7005 sind 11s Vice President. Rates and Regulalory 
A l l i i n  oi L7uke Energy Carolinas fiom Llarch 199s to blnrch 2003 

JAA4XS L TURNER. 47, Group Excculive ond President, U S Franchised Electric and Gas Mr Turner assumed his current position in C)ctobcr 3006 Prior to that he servcd ns Group 

STEVEN L YOUNG. -IS, Senior Vice President and Controller Mr Young assumed his current position in December 2006 Prior to that he sewed as Vice President iiiid Controllcr since 

Executive officws are electcd annually by the Board of Directors They serve until the first meeling ol'thc Board oCDirectors following tlie annual meeling ofshareholden and until their 

There arc no family relationships between any of the executive oflicers, nor any arrangement or understanding between any esccutive officer and any oilier person involvcd in officer 

. . l i s  I P P I  Ptl 

selection 

ItCIll 1A. Risk Fnctors. 

nie risk factors discwsed herein relate specifically to risks associated wi th  Duke Energy subsequcnt to h e  spin-off of its natural gas businesses in January 2007 Accordingly. risks 
associated with the SpecIra Energy businesses are not discussed in this section 

Duke Eiiergv inor be uiinblc to ndiieve sorm or nll oftlie benefits that are rqxcterlto be ncliieiwl iii coirnech'oii witli the spirt-off of its niiturnl gns husitteshes iri 3niiunr.i~ 2007 
Duke Energy may nni be able to achieve the full strategic and financial benefits h a t  are expected to result lrom lhe spin.oIT transaction or such benefits may be delayed or may not occur 

at a l l  

Dulic Ener~~~'sJrrn~diisei1 electric rewmim, earnbigs n ~ i d  rcsiilfs nrc depciide,if on stnte legislnh'oii nnil rqalnbori thnt nffect electric getinlntion, bnitsnussio,t, dutribiitioit nird 

rclnterl ncriiincs, idiicli tnny litnit Puke Energy's nbilih' to r m o w  costs~ 

Duke Energy's franchised electric businesses arc regulated on a cost-of-servicclratc-of-return basis subject to the statutcs and rcgulatory commission mles and procedures of North 
Carolina, Soulh Carolina, Ohio, Indiana and Kentucky If Duke Energy's franchised electric earnings exceed the returns established by the state regulatory commissions, Duke Energy's retail 

electric rates may be subject to review by l he  commissions and possible reduction, which may decrease Duke Energy's future earnings Additionally, if rqulatory bodies do not iillnw recovery 
01 costs incurred in providing service on a timely basis, Duke EneEy's future earnings could be negatively impacted 

Duke Energy m y  i i tc i i r  nibstnntinl costs nit11 linbilibes due toPirlie l3icrgi~'s oiwcrsliip ntid operntion of rtiiclenr g c n ~ m t i r t g  fncilitic5 

Duke Energy's ownership interest in and operation of three nuclear slations subject Duke Energy to various risks including. among other things: the potential harmful eriecls 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 
insunncc commercially available to cover losses tliat might arise in connection with nuclear operations; and uncertainties with respect to the technological and financial aspects 01 
decommissioning nuclear plants at l he  end of their licensed lives 

compliance, the NRC may increiise regulatory oversight, impose fines, oncllor shut down n unit, depending upon its assessment of the severity of lhe situation. Revised security iind safety 
requirements promulgated by the 

Duke Energy's ownership and operation of nuclear generation facilities requires Duke Energy to meet licensing and safety-related requirements imposed by the NRC In the event of non- 
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NRC, which could bc prompted by, among other things, cvcnts within or outside of Dukc Encrgy's control. such as a serious nuclear incident iit a iacility o i v n d  by a third-party, could 
necessitate substantial capital and other espenditures at Duke E,nergy's nuclear plants. as we l l  as assessments against Duke Energy to cover third-party losses In addition, if a serious nuclear 
incident ivere to nccur. i t  could have a material adverse effect on Duke Energy's resuks 01 operations and Iinmcial condition 

Duke Energy's ownershili and operation of nuclear generation facilities also requires Duke Energy 10 maintain fiinded t ruse  that  are intended to pay lor tlie decommissioning costs oi 
Duke Energy's nuclear power plants Poor inve tmcnt  periormnnce oi  these decommissioning ~ N S ~ S '  holdings and nthcr lactors impacting dccommissioning cosLs could uniavorably impact 
Duke Enerby's liquidity and results of operations as Duke Energy could Ix required to signilicantly increase i t s  cash contributions to the decommissioning trusts 

Duke Eriergi*'s plnns forfuture ~ ~ p n n s i o n  nnrl riimlcrni~ntioir of it5 gerieiirfionjleet srilJject it to risk offutureprice iv ir l  bijlnriorinry incremes b r  the cost of such experirlihucs ns well 

During the three-year period from 2007 to 2039, Duke Energy anticipates annual capital expenditures 01 approximately $2 5 billion, lor a total of approximately XI0 billion Duke Energy 
ns the risk of recoiarirtg such costs iri  n Iiirie!ir iitfliiiter iihicii couMirtriIerin//y iirrpncIDulze Etiergy'sJiirnricinI coirr/ifiorr, resulh of operntioiis or cnsli flflii~s. 

has begun to see significant increases in the estimated costs of these capital projects iis a result of strong domestic and international demand for the material. equipment, and labor necessary to 
constwct thcse incilitics Increases in costs related to materials find serviccs requircd to expand and modernize Duke Energy's generation fleet 11s well as Duke Energy's ability to recover these 
costs in t i  timely manner could materially impact Duke Energy's consolidated financial condition, resu l~s  o f o p a l i o n s  or cash flows 

Duke Energifs snles tiin.)' demensc VDuRe L-riergi, is urrnblc Io giiirr nileqirnfe, reliiible nrid i$forrlnble nccess lo  trnrr.srtiissiotr nssets 

Duke Energy clepends on triinsmission and distribution facilities owned iind operated by utilities and other energy companies to deliver the electricity Duke Energy sells to the wholemle 
market FERC's power transmission regulations require wholesale electric transmission services to be otlered on an open-access, non-discrimin;itory basis; however. not all markets are as open 
and accessible as necdcd If transmission is disrupted. or if transmission capacity is inadcquate. Duku Energy's ability to sel l  and dclivcr products may be hindered Such disruptions could also 
hinder Duke Energy irom providing electricity to Duke Energy's retail electric customers and may ninterinllp iidvcrsely nf iect  Duke Energy's business 

The diiferent regional power markets have clianging regulatory structures, which could nll>ct Duke Energy's growth ;ind persormance in these regions In addition, the independent 
system operators who oversee the transmission systems in regional power markel5 have imposed in the pasL and may impose in the future, price limitations and other mechanisms to address 
volatility in tlie power markets Thcse types o i  pricc limitations and other mechanisms may adversely impact the profitability of Dukc Energy's wholesale power marketing and trading 
business 

Dulic Eiiergii t n q ,  be unable Io seciire lotip r e m  poii'er purclrnsc ngremienfs or naiisinisiioti npeoiiorts, idrich corrlrl exposeDulie Energp's soles to brcrcnserl voImili(y 
In the iuture, Duke Energy may not be oble to secure long-term power purchiise agreements lor Duke Enugy ' s  unrcguluted power generation facilities If Duke Energy is unable to secure 

these types nf agreemenls. Duke E.nergy's sales volumes would be esposcd to increased volatility \Vithout the benefit o f  long-term power purchase agreements, Duke Energy cannot assure that 

i t  will be able to sell the power generated by Duke Energy's iacilities or that Duke Energy's iacilities will be able to operate profitably The inabiliry to secure these agreements could materially 
adverscly affect Duke Energy's results and b u s i n a s  

Coritpetifiori in the iiiireguloterl mnrlieis iii ioliidr Diilze Energy aperrites rimfly iidilfrse!ii nffecf the groivtii riitdpoJiInbilitv ofDiilie Etrergi!'~ busittess 
Duke Energy may not be able to respond in a timely or effective manner 10 the many changes designed to increase competition in Ole electricity industry To the extent competitive 

In addition. regulatory changes have been proposed to increase access to electricity transmission grids by utility and nnn-utility purchasers and sellers of electricity These changes could 
pressures increase. the economics of Duke Energy's business moy come under long-term pressure 

continue the disaggregation of many verticnlly-integroted utilities into sep;imle generation. Wansmission, distribution and retail businesses As a result, a significant number of additional 
competitors could bccomc active in the ivholcsalc power generation segment of Duke Energy's industry 
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Duke Energy may alsn face competition from ncw compctitors that have grcatcr iinancial rcsourcci than I h k c  Energy does, scekins attractive opportunitics to acquire or develop encrgy 
asseb or energy tmding operations both in the United Spates and ahroiid These new competitors may include sophisticated lmancial institutions, some of which are already entering the energy 
trading and marketing sector. and internstionnl energy players, which may enter regulateil or unregulated energy Iiii~inesses This competition may adversely nKccl Duke Energy's abilily lo 

make investments or acquisitions 

Duke Eiiergir' tiuut m c d  crcdit qunli@ stntirlnrds If Duke Eiicrgy or ;IS rntcd whbidinrics are uiinhle to tiiniiitnitr on itiiwtiiiciit yrntle creilitrntittg, Dtilic Energi, n~ould he required 
utider credit ngreeimtifs Iopro i ik  collarern1 iii rlie./ortn of Ietrers o/credit or ctuli, which infry iiinreriol(v nilivrsc!v irffcc? D~rlic Fiiergil's Iiquidior DulieEircrgy contiof he sure rlinf it nnd 

its rated sirbsidinries itill innintoin ini'esttnent grorle credit rntings 

unsecured long-term debt oi Duke Energy or its rated sukidiaries wi l l  be rated investment grade 

\vould likely be required to pay a higher intere:;t riite in future financings, and its potential pool of invwtois and runding sources would likely decrease Further. if its short-term debt rating were 
to fall, the entity's access to tlie commercial paper market could be significantly limited Any downgrade or othcr event negativcly affecting the credit ratings of  Duke Energy's subsidiaries 

or loans to such subsidiaries, thus reducing the liquidity and borrowing availability o i t h e  consolidated group 

Ihese events would likely reduce Duke Energy's liquidity and prolit:ibility and couid have a material allverse eflcct on Duke Energy's l i n c i a l  position, results o i  operations or cash flows 

Each o i D u k e  Enersy's and its rated subsidiaries senior unsecured long-term debt IS rated investment grade by various rating agencies Duke Energy cannot be  sure that the senior 

Llthe rating agencies were to rate Duke Energy or its rated subsidiaries below investment grade. tlie entity's borrowing costs would increase. perliaps significantly In addition. the entity 

A downgrade below investmcnt grade could also trigger termination clauses in some interest rate and ioreign exchange derivtitive agreements, which would require cash payments All of 

Dulx Energit relics o t ~  nccesb to s l ~ o r t - t ~ v i i  iiiottq, i i inrkek oi~d lotiger-teriit ciipitnl ttmrkets Io/i i iniic~ Duke Enc~gy'b cwpitd requireriiettts niid support Duke Eiiergi,'~ liqrcidip 

Duke h e r g y ' s  business is iinanccd to a large degree througli debt and the maturity ;ind repayment profile of debt used to linance investments onen does not correlate to cash flows from 
iiec,ls, and Duke Eiiergil's n c c c ~  to tlrose iiinrh'7ts cnii be ndvwxcly affected by n ttrriiibw o/coti~I~t~o~ir, iiiri,iy of whicli nre b~i~oiirlDtrkeEircrg.rg),'s coiitrol 

Duke E,nergy's assets Accordingly, M e  Energy r c l m  on  access to both short-tcm money merkcts and longer-term capital markets as  a source of liquidity for capital requirements not 
sntislied by the cash flow from Duke Energy's operations and to fund investments originally financed through debt instruments with disparate maturities 11 Duke Energy is not able to access 
capital at  competitive rates. Duke Energy's ability to linance Duke Energy's operations and implement Duke Energy's strategy will be  adversely affected 

Market disruptions mop increase Duke Energy's cost 01 Lwrrowing or adversely afl-ect Duke Energy's ability to access one or more financial markets Such disruptions could include. 
economic rlownturns, the bonkruptcy oi tin unrclntcd energy campuny, capital market conditions gcncrnlly: mnrkcl prices for elcclricity and 6"s; terrorist attacks or thrcotened attacks on Duke 
Energy's facilities or unrelated enerby companies; or the overall health of the energy industry Restnctions on Duke Energyk ability to access finnncial markets may also affect Duke Energy's 
ability to execute Duke Energy's business plan as sclieduled An inability to access capital may limit Duke h e r &  ability to pursue improvements or acquisitions that Duke Energy may 
nthcrwisc rely on for iuture growdi 

covenants which limit the ;mount 01 debt that can be outstanding as a percentage of Uic total capital for the speciiic entity Failure to maintitin these covenants at a pariicular entity could 
preclude that  entity 1rom issuing commercial paper or letters of credit or borrowing under tlie revolving credit fiicility and could require othcr of Duke Energy's affiliates to immediately pay 
down any outstanding drawn inmounts under other revolving credit agcements 

Diike Energy maintains revolving credit facilities to provide back-up for coinmercial p p c r  ~irograms andlor letters of credit at various entities These facilities typically include financial 

Duke Etiergv's inve~riiioirs niidprojects locnrcd outside of ~Iie UiiitedStafes mposeDuke Enmgii to risks relnreil to Ioii~s of orlicr cowitrim, fnxm, ecoirotiiic conditions, political 

Duke Energy currently owns and may acquire and/or dispose oi  material energy-related investmenLs and projects outside the United States R e  economic, regdatory, market and political 
corirlitiotis niidpolicies of forcigri goivrnrticrrls Tliese r i s k s  may rlelnj, or reduce Duke E i i e r ~ ~ ' s  rcnlkt ion o/ i~nltre from Duke F ~ e r g ~ r ' s  iriterrintionnlprojc~s 

conditions in some of the countries where Duke Energy has interests or in which 
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Duke Energy may esplorc dcvclopmcnt, acquisition or investment opportunities could present risks related to. among others, Duke Energy's ability to obtain financing on suitable tcrms, Duke 
Energy's customers' ability to honor their obligations with respect to projects and investments, delays m construction. limitations on Duke Energy's ability to enforce legal rights, and 
interruption of business, as well as risks of war, expropriation. nationalization, renegotiation. lrade sanctions or nullification of existing contracts and changes in law, regulations, market rules 
or tax 1mlicy 

Duke Energit's iii~~csf1111?111s niirlprojecfs locnfcd outride of llre UirifedSfnfes apaw Duke E,~c~gtt lo rislis rclnled foflUchlnlio~rs ~ I I  currency rnfes. Thtwe rislis, nndDuke l%eJ'gil's 

nc~ii-itics 10 ndtigntc aiclr risks, mny ntlvcrsc!i~ ojfcaDlclieEnerg~,'s cnslrflows nml  resulis of opcrntio~~s 

to the U S dollar-Duke Energy's principal repolting currency-the value in U S  riollars of Duke Eneraz's assets and liabilities in such loc;ility and the cash flows generated in such locality, 
expressed in U S dollars, alsv c h m g e  

Duke Energy selectively mitigates some risks a s s ~ ~ i a t e t l  with foreign currency lluctuations by, among othcr things. indexing contracu to the l.J S dollar and/or local inflation rates. 
hedging through debt denominuted or issued in the foreign currency iind hedging through foreign currency dcriviitives These efforts, however, may not be  effective i ind in some coses, may 
expose Duke Energy to other risks that could negatively aiTect Duke Energy's cash flows and results ofoper;itions 

currencies would result in an estimated net loss on the translation of local currency earnings 01 approximately $7 million I'hc comolidatcd balance shccts \vould be  nqa t ive ly  impacted by 
such a devaluation by approximately SI 20 million through cumulative currency translation adjustments 

Duke Energy's operations and iiivcstmcnts outside Ilic United States expose Dukc Eiicrgy to risks rclntcd to fluctuations in currency rates As each local currency's value changes relative 

11 nfnk,k,. F ~ ~ ~ ~ ~ , * ~  ,.\goqt,r,. 

Duke Encrgir is c~poserl10 crcrlil risk of c u ~ ~ n t e r p ~ ~ r ~ i c s  ~rit lr  ivlronr Duke L?ncrKir docs lxrsincss 

A~lvcrsc economic conditions iifkcting, or financial diIiiculties of, counterparties with whom Duke Energy does business could impair the nbility of these counterparties to p ~ y  for Duke 
Energy's services or lukill their contractual obligations, or cause them to delay such payments or obligations Duke Energy depends on these counterparties to remit payments on  a timely basis 
Any delay or dcf;iult in payment could ailversely aKect Duke Energy's cash llorvs. financial position or results o i  operations 

Poor iitvesftitetif perfortiinrice ofpcmioii plni t  holdiigs niid otlicr fnctors inr/~ctiirgpeiisioir plnn costs could uirfnvornh[v ii~ipnct Duke Eiicrgv's liguidih nnd rcsulis of opernh'oirs 

Duke Energy's costs of providing non-contributory defined benefit pension plans are dependent upon a number o i  lactors, such as the rilles 01 return on plan assets, discount rates, the 

level  01 interest rates used to measure the requued minimum funding levels o i  the plans. iurure government regulation and Duke E,nergy's required or voluntary contributions made to the plans 
\Vlulc Duke Energy complies with the minimum iunding rcquiremcnts as  of September 30, lOl:16, Duke Encrgy has certiiin qunlified U S pension plans with obligations which cxcecdcd the 
value o f p l m  :assets by approximately SSOiJ million Without sustamed growth in the pension investments over time to mcreesc the value of Duke Energy's plan assets and depending upon the 
other factor; impacting Duke Energy's cos& as listed above. Duke EnerLy could be required Io fund its plans with significant amounls of cash Such cash iunding obligations could have a 
matcriiil impact on Duke E,ncrgy's cash flows, financial position or rcsults of operations 

Dike Encrgr(Ili h sril~ecf lo mutternus o~vironrneirfnl I n i ~  niid regulnlioi~s f lrnf  rcquirc sig,~ificonl cnl7ilnl cy~e~irlitures, cn~i iiicrenrc Du1:eEncrgv's cos1 of opcrntions, nnd adi~clr mny 

Duke Energy is subject to numerous environmental laws and regulations affecting many aspects of Duke Energy's present and future operations, includmg air emissions (such as  reducing 
iiitpnn or liiirir Llukc Eiiwgy's busiirI?ssphn,ts, or a p s e  Duke Energv to i'iiiiro~rme~rrfll linbilitics" 

NO,, SO2 and mercur). emissions in the U S , o r  potential future control oigreenhouse-gas emissions), water quiility. wastewater discharges, solid waste and hazardous waste These IBWS and 
regulations can result in increased capital. operating. and other costs These l a w s  and regulations generally require Duke Energy to obtain and comply witli a wide variety of environmental 
licenses. permits. inspections itnd other approvals Compliance \vith environmental laws and regulations can require signiiicant apenditures.  including expenditures for clean up cvsts and 
damages arising nut ol contaminated properties, and failure to comply will, environmental regulations may result in the imposition of lines, penalties and injunctive measures affecting 
operating assets The steps Duke Energy takes to ensure that its f:icilities are in compliance could be prohibitively espensive As a result, 
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Duke Encrgy may be rcquircd to  shut down or alter the q v m t i o n  a i  its facilities, which may cause Duke Energy to incur losses Further, Duke Energy's regulatory rate structure and Duke 
Energy's contriicts with customers may not necess;irily allow Duke Energy to recover capital costs Duke Energy incurs to comply with new environmental regulations Also, Duke Energy may 

not be able to obtain or maintain from time to umc all required environmental regulatory approvals lor Diike Energy's operating assets or development projects If there I S  a delay in obtaining 
any rcqtiiml environmental regulatory ;ipprnv;ils. i i  Duke Energy iails to obtain and comply ivith them or 11 environmental l a w s  or regulations change and become more stringent, then the 
operation o i  Duke Energy's fxil i t ics or the dcvelnpmcnt of new incilities could be prevented. rlclnycrl or become subject lo additional costs Althouglr i t  is not expected thnt the costs of 
complying with current environmental regulotions wi l l  l i w e  a matenal adverse effect on Duke linergy's cash flows, linancial position or results ofoperations. no assuriince can he made that the 
costs of complying with environmental regulations in the iuture wi l l  not linve such an effect 

n i e r e  is growing consensus that some form oi regulation will be iorthcoming at thc federal level with respect to greenhouse ges emissions (including C O i )  and such regulation could 
rcsult in the crmtion o i  substantial additional costs in the fomi oitaxcs or emission alloil'ances 

In ndilition, Duke Energy is gentwally responsible lor on-site liabilities, and in some cases anlsite linbilitics. associated \vith the environmental condition o f  Duke Energy's power 
gciicration iacilitics and natural gas assets \vIiicIi Duke Energy has acquired or dcvelaped, rq,ardlcss o f  \vhcn the liabilitiu: arose and whether they arc known or unknown In connection with 
:;om? iicquisition:; tind sale:; oi n:;setr;. Duke h e r g y  may obtain, or be required to provide, indemniiicetion ugninst some environmental liabilities If Duke Energy incurs a material liability, or 
t hc  other party to a transaction fails to meet its indemnification obligations to Duke Energy, Duke Energy could suffer material losses 

Dcregulntir~rr or rcstrucrurirrg bi tlrc clcchiu irrilushif tilflji reult  irr irrcrcnscd coiiipchh'orr nrid ui~rccowrcd costs tliat could nrliwse!v nflect Dulic Ertcr&v'sJiiinncinl corrrlitio~:, 

Increased competition resulting from deregulation or restructuring efYorts, including from tlie Encrg?f Policy Act of 211115. could liavr: n significant adverse financial impact on Duke 
r~~.srilts r~fop~rnt ior i .~  or cnsli flnics nrid Drilie Eriqp'i  ritilitic~' burirrc3ses 

Energy ;md Dukc Eiicrgy's utility subsidiaries and consequently on Dukc Encrgy's results of operations, financial position. or cash flows Incrcascd competition could also result in increased 
pressure to  lower costs, including the cost o i  electricity Retail competition nnd the unbundling of regulated energy and gas service could have n significnnt adverse financial impact on Duke 
Energy ;vld Duke Energyk subsidiaries due 10 nn impairment of assets, a loss of retail customers, lower profit margins or increased costs of capital Duke Energy cannot predict the extent and 
timing ai e n q  by ;idditional competitors into the electric markets Duke Energy cannot predict when Duke Energy will he subject to changes in legislotian or regulation, nor can Duke Energy 
predict t l ic  impnct ol tlicsc changes o n  its financial position, results ofoperations or cash flows 

Dulic. Etrergi, i s  irri~oli~erl iii tiuiiicvvus I ~ ~ g n l l ~ ~ ~ ~ ~ c c ~ l i i i ~ s ,  ~ I r c  O I I ~ C ~ I I I L '  o/ri~Iiicli nrc unccrtni~r. niirl rcsolIrtiotr ntlwrsc to Dirlir Etrergij could rrcgntivel)~ n//Xt Duke Eiicrg~~'s cash 
floivs, Jtrnrrci171 conrliriori or results r~/opcrntiinis 

Duke Energy is subject to numcrnus IegtiI proceedings Litigation is subject to mimy uncertointie:; and Duke Energy cannot predict the outcome a i  individual matters with assurance I t  is 
reasonably possible thnt tlie linal resolution of some nfthe matters in which Duke Energy is involved could require Duke Energy lo make additional espenditures, in cscc% of  established 

reserves. over an estcnded period ol time and in ii range ol amounLs that could have a material eKect on  Duke Energy's cash llows and resulls of operations Similarly. i t  IS  reasonably possible 
t h a t  liie terms oircsolution could require Dukc E,nergp to chiingc Duke Energy's business practices and Iprocedurcs, which could also have a material ciicct on Duke Energy's cash flows, 
financial position or results of operations 

Diikc , ? - r ~ c r ~ ~ ~ s  results of opcr ntions r m q ,  bc ncgntiivlj~ n/fccterl by sustnincd rloiintirrns or shggislincss iri the ecnriorti~i, including low Ic~~cIs in the rnnrlrct prices ofcommoditics, nll 

Sustains1 downturns or sluggishness in the economy generiilly affect the markets in which Duke E.nergy operates and negatively influence Duke Energy's energy operations Declines in 
o/wlricli nrc bg'orid Ihrl ic Energy's coirtrol 

demand for electricity iis ii result of economic downturns in Duke E,nergy's franchised electric service territories will reduce owrall  electricity sales and lessen Duke Energy's cash flows. 
espcciallp ,is Duke Energy's industrinl customers reduce production and, therefore, consumption of electricity and gas Alliiough Duke Encrgy's franchised electric business IS subject to 
regulated allorvable rates a i  return and  recover). of fuel costs under a luel adjustment clause, overall declines in electricity sold ns n result o i  economic downturn or recession could reduce 
revenues and cash llows. thus diminishing resulls 01 operations 

Duke Energy alsn sells electricity into tlic spot market or o t h c ~  cumpelitivc power miirkets on a contractual basis With respect to such transactions, Duke Energy is not guarantecd NIY 

riitc of return on Duke Energy's ciipitnl inve:itmcnts through mnndated rates, and Duke Energy's revenues and results of operations are likely ID depend, in large part, upon prevniling market 
prices in Duke Energy's regional m;irkets and other competitive markets Thtse market prices may fluctuate substantially oser relatively short periods of time and could reduce Duke Energy's 
revenues and margins and lhercby diminish Duke Energy's results 01 operations 
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11s and lower prices Inr electricity result Irom multiple iactors that affect the markets where Duke Energy sells electricity including 
* wealher condiiions. incli~ding abnorm;illy mild winter or summer wealher that cailse lower energy usage for healing or cooling purposes, respectively, and periods of low rainfall [hat 

decrease Duke Energy's ahililp to  generate hydroeleclric energy; 
supply O i  and dcmund Tor cncrgy commodities, 
i l l iquid markets including reductions in triiding \,olumes which result in lower revenues :and earnings: 

general ecnnomic conditions. including downturns in the U S or other e c o n o m i e ~  which impact energy consumption particularly in which sales to industrial or large commercial 
customers comprise a signi1ic;int portion 01 total sales. 
tr;insmission or ~mnsport;ition constrainls or inelliciencics \vliicli impact Dukc Enerky's merchant energy operations, 
availability of compc~iti\mly priced alternative energy sources, which are preferred by some customers over electricity produced from coal, niiclcar or gas plants, and 01 energy- 
eiiicient equipment which reduces energy demand. 
niitiiriil gas. crude oil nnd relined proJucts production l e \ ~ l s  and prices. 

* 

1 

* 

* 

* 

. 

* ability to procure salisf;ictory levels 01 inventory. such as coal. 

non-economical to ol,eratc 
capocity and transmission service into. or out nl. Duke Energy's m:irkets; 
natuial disasters. acts 01 t~'rrorisio, \viiis. cmbargoes and n t h a  cat,irtrophic events to the cxtcnt they ailect Duke E n e r g ' s  operations ancl markets, as \vcII as the cost and availability or 
imurance covering such nsks. and  
federnl, state and foreign energy and environmental regulation and legislation 

I&- ~, , ' , . ,..;\r.h,rh cw,.n,,k,. I;nc.iovl.: m,.TT 

* 

. 

* 

These factors h a w  led to industry-wide downturns that have resulled in the slowing down or stopping of construction oi new power plank and announcements by Duke E.nergy and other 
energy suppliers and gas pipeline companies al plans to sell non-strategic assets. subject to regulatory constraints. in order to boost liquidity or strengthen balance sheets Proposed sales by 
other energy suppliers could increase the supply of tho types of assets that Duke Energy is attempting to sell In addition, recent FERC actions addressing power market concerns could 
negatively impact the markst:~bility of Duke Energy's electric generation assets 

I l ir l ie Eiic,rgy's olxwitiiig rcsrrlis rmq~fluctirnrc uii n scnsorrnl nrid qrmrrcrlv bnsis 
Electric power gcncrntinn is gcncr;illy i i  sc:isoniiI business In most paris of the Unilcd States iind olher markets in w h i c h  Duke Energy operates, demand for power peaks during the hot 

summer months, with market prices also 1ie:iking at tliat time In other areas. demand for power peaks during the winter Further, extreme weather conditions such as heat waves or winter 

storms could cause these seasonal fluctuaiions to be more pronounced A s  ii result, in the fulure. the overall operating results oiDukc Energy's businesses may fluctuate substantially on a 
scasonal and quarterly b;isis iiiitl thus makc pcriod comparison Icss rclwant 

Duke Enwgi.'s bvibieszsl is  .wi+vI to crrtc,riivc rcgulntioii tlrnt will nffcct Doke Eiicrgv's opcrntioits nird costs 

Duke Energy i s  subject lo regulatian ti RC and Ihe NRC. by federal. slate and  local authorities under environmenlal laws ancl by state public utility commissions under laws regulating 
Duke Energ-Js husinwies Reguliition iillects iilmiist ever) aspect of Duke Energy's businesses, including. among other things. Duke Energj's ability to: tnke iundnmenlnl business rnnnagement 

actions; determine the terms and rates of Duke Energy's transmission and distribution businesses' services; make actluisitions: issue equity or debt securitics; engage in  ans sac lions between 
Duke Energy's ulilities and other subsiiliiirics :ind affiliates: and pay dividends Changes to llicse regulations are ongoing. and Duke EnerLy cannot predict the future course of changes in this 
regulatory environment or the ultimate ellect that this changing regulatory mvironment will l iavc on Duke Energy's business However. changes in rqylation (including rc-regulating 
previously deregulated msrkets) can c ~ u s e  delays in or alTect business planning and transactions and can substantially increase Duke Energy's costs 

lune 310. Xi05 tho FERC revoked the authnrity lor Duke Energy Carolmas to make wholesiilc power sales within its control iirea at markel-based rates based on the FERC's determination that 
Duke E,nergy C;iroliniis lsilcd one 0 1  the iippliciihlc market screens Under the FERC's order. Duke Energy Carolinas must pay pnrtinl refunds and may prospectively mnke rvholesnle power 
siiles within its control area only a t  cos!-based rates 

FERC has eshblished certain market screens i t  employs lo assess generation market power Cerlain of these screens are diffcull for a franchised utility to pass In an order issued on 
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PART 1 

Certniii cwrils in tlie ciwrgjr ninrlids hqyoridl)ukc Eiierg~~'s control Irnrr increnserl die Iewl ofpublic niid rcgu1ntor.y ~uut iny  i n  tlic c n q y  irtdu~hy ntirl iti the cnpitnl rnnrkets nnd 
coirldr~~-ult iii mat, Inws or rcgulntioiis ~1~11icli coul i lkn i~e  n iiegntive i m p d  oil Dukc Eiierg&*'s results of opcrntions. 

Due to certain events in the energy markets. regulaletl energy companies have been under increased scrutiny by regulatory b d i e s ,  capital markets and credit rating accncies This 
increased scrutiny could lead to substantial changes in l aws  antl regulations ;ilYecting Duke Energy, including new accounting standards that  could change the way Duke Energy is required to 

' c ts  antl linbilitics Thesc types of regulations coulcl have ii ncgetive impact on I)u!ic Energy's finnncinl position, ciisli flows or rcsul~s of openitions or access to 

capital 

es or niilitiny or otlicr nctions could nilverscls nffect Lhdic Eiicrgv's l>iisinr.ss 
The continued threat ol terrorism and the impiict a1 retalialory mililiiry and other action by lhe United States antl its allies may lead lo increased political, economic and financial market 

inskibility and volatility in prices lor naliiral gas and oil wliich m;iy materially adversely afTect Duke Energy in ways Duke Energy cannot predict at this time In addition, future aclr 01- 

terrorism and any possible repiisill. 
gencration facilities such ns Duke Energy's nuclear pliinls could be  potential targets of terrorist nctivities The polcn1i;il for terrorism hns sobJected Duke Energy's opcrntions to incrensed nsks 
and could hnve a material adverse eifecl on Dike Energy's business In pnriicular, Duke Energy may esperience increased cn]iit;ii and operating costs to implement increased security for 11s 

following a terrorist incident 

consequence n f  ilction by the United States and its allies could be directed against companies operating in the United Stales Infrastructure and 

1oi nr-ranahllllv , .  

%e insurance industry h;is iilsn been disrupted hg these e\,ents As n result. the availability of insurance covering risks Duke Energy and Dulie Energy's competitors typically insure 
against may dccre;ise In addition. the insuriince Duke Bncrgy is able to obtain may have higher deductibles, higher premiums and more restrictive policy terms 

Item 1 B. llnresolvecl Staff Coniinmts. 
None 
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P A R I  I 

ltern 2. I’ropertirs. 

u s  IIIZANCI-IISED E L E C ~ I U C  AND GAS 

As ol December 31. 2006, U S Franchised Elcctric and Gas operated three nuclear generating stiflions with a combined net capacity of iC,O.?lj AfiV (including a I 2  590 ownership in the 
Ciitnwbn Nuclear Stntinn). filcen conl-fircd sttitions wi:h n comhincd net cnpacitp oi 13.557 MW. thirty-one hydroelectric stntions (including two pumlxd-storage lncilitics) with a combined 
net cnpacity of 3.213 M W ,  fineen CT stations wiih a combined net cnp:rity o f  5.245 hW nnd t\vo CC stations willi n combined net cqx~cclty of 560 h,nV Tlic stations are located in Noith 
Carolina, South Carolina. Indiana. Oljio and Kenrucl;p The IvnV displayed in the titble below arc based o n  summer cnpacily 

N.1 nic I’ucl 

O\vncrsliip 

Iiilerfzt 
Locotion (pcscentlge) 

c_I_ -.- . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . .  , - . . . . .  I .  -.. .. ~ . . . .  . . . .  - . -  - ..... . . . . . .  - 
C.,rolinli~ 

-- 
Total 30,064 37.590 



PART I 

(A) Duke Energy Indisna owns ;and operates Gibson Station U n i ~ s  1.4 and owns SO IISO,o o1 Unit 5. but is tlie iipernlor 
(B) Includes Cayuga Internal Combustion (IC) 
(C) Includes Wabash River IC 
(D) lncludcd in Asscts I-lcld for Sslc 

In addition, as ol December 31, 7006, U S Friinchised Elcctnc and Gas owned spprnximiitcly 20.7iiO conductor miles ol electric transmission Imcs, including 6iiO miles of 525 kilovolts, 
1,700 miles of345 kilovolts, 3,300 miles o f 2 i O  kilovolts. 8,SlXC miles of litl:l to 161 kilovnlts, and 6.3t:IO miles or 1 5  to 69 kilovolts U S Fmnchised Electric and Gas also owned 
approximately 146.700 conductor miles of electric distribution lines, including 1t1?.9110 miles of nverhead lines iintl J5,BCIO miles of underground lines. as of kcember  31 2006 and 
approximatcly 8,900 miles ol gas mains and scn'icc lints As oi  December 3 I ,  31)06. tlie clectric tr;imniission and diruibution systems Iiad approximately ?.300 substations U S Franchised 
Electric and Gas also ownsthree underground caverns with ii total storage capacity o i  approsimately 7.; million gallons ol liquid propme This liquid propane is used in the three propanelair 
penk shaving plants located in Ohio and Kentucky Propandair peak shaving plants store propane and. when needed. viiporizc the propane and n 7 ~ ~  with natural gas lo supplement U7e mtural 
g a s  supply during penk demand periods and emergencies 

Substantially iill of Duke Energy Cnrolinas' electric plant in s e n w e  is mortgagetl under thc indenture relating to Duke Energy's various series 01 First and  Refunding Mortgage Bonds 
(For a map showing U S Franchised Electric and Gas' ~iroperties. see "Busmess-U S I:ranchised Electric md  Giis" earlier in this section :I 

NATURAL GAS TILINSbDSSION 
As discussed in Item 1 "Business". e(lec1ive lanuar)' 1. 1007, Dukc Encrgy consummated the spin-oil of ILS naturiil gas busincsses. which includes the Niitural  Gas Transmission 

Texas Eastern's giis transmission system cxtcnils approsim;itely 1,7(JtI milzs from iiioducinp fidds iri thc Gull Coast region al lezas iind I..ouisiana Lo Ohio. Pcnnylvaniii, Ncw Jersey and  
segment, to shareholders 

New York It consists of two parollel systems, one with three large-dinmeter parallel pipelin= aiid the ntlier with one to three large-dinmeter pipelines Tesiis Eastern's onshore system consists 
of approximately S,6CO miles of pipeline and 73 compressor stations 

Texas Eastern's pipeline system and has an owncrsliip in te ra t  in a processing plant in Southcrn 1 ouisiaiia 

fields is 75 Bcf 

Texas Fastem also owns and operates two oKshors Louisiana pipeline systems. which cxtentl approximately IlNi miles into t l ie Gull of hlesico and include approxtniately 5(iO miles of 

Texas Eastern has two joint-venturo storage lacilities in I'ennsylvanin and  one wholly nwned and operated storage field in hlaryland I e x x  Eastern's total working capacity i n  these lluee 

Alponquin connects wi th  Testis Eastern's lacilities in New lerscy, and extends approximarely 75iI miles through Nerv Jersey. New York, Connecticut, l ihode Island and Massachusetts 
where it connects to Maritimcs d Northciist Pipeline The system consists of nplmisimutclp 1 , I  00 mi les of pipclme with sis compressor sttitions 

Georgia. North Carolina and Virginia. with I 8  com~iressor stations E I N G  has tin LNG storage facility i n  1ennessL.e with a to1;iI working capacity ni  I 2 BcT East Tenncssee also connecl.  to 
Saltville Gas  Storngc Company and Virginia Gas Storage Company l.i?csc natural gas storage liclils arc located in the state 01 Virginia and h a v e  d working gas capacity of approximatcly 5 
Bcf 

U N G ' s  transmission system crosses 1-exas Enstern' stem :it two points in Tennessee and consists of two mainline systems totoling apprnsimately I ,JOt) miles of pilieline in Tennessee, 

bhrit imes d NorLheast Pipeline. LLC and blaritimes d Northeast Pipeline. 1.1' (collectively, k4nritimer S: Northeast) trii 
extends approximately 900 miles Corn producing lielils in Nova Scotia through New Bmnswick. Ivliline. New I-l;impshue a n d  
Massachusetts It has two compressor stations on the system 

Territory and the Nonhwest Territories. as well as 73 field compressor stations: four gas  processing plants locatetl in British Columbia near Fon Nelson. Taylor. Chettwnd and  in the Sikanni 
arca Northwcst of Fort St lohn, and three elemmtal sulphur recovery plants located a t  Fort Nelson. Taylor and  Chetivyncl 1-otal contractiblc capacity is approximately 2 0 Bci ol rcsidue gas 
per day n i e  pipeline division has approximately 1,7-1ii miles of transmis!;ir)n pipelines in British Columbi:i and Alberta as wel l  iis I S  mainline compressor stations 

sion system iapprosimalely 7891 owned by Duke Energy) 
chusetts. cnnnccting to Algonquin in Beverly. 

The Bntish Columbia I'ipeline System c ~ n s i s t s  of two divisions The field services division operates more than I .SJO miles of gathering p i p l i n e s  in British Columbia, Alberta, the Yukon 



PART I 

The Empress system is a collection oi midstream asscLs involvcd in thc cstraction, storage. trsnsportation, distribution and marketing of NGLs in Canada and the U S Asscls include, 
among other things, an ownership interest in an  NGI. estraction plant on the TransCanada Alk r t a  system, a liquids bansmissinn pipeline, seven terminals d o n g  the pipe, two storage facil i t in,  
a fractionation facility. and an integrated NGL marketing and gas supply business Total procasing capacity of the F m p r n s  system IS  2 4 Bcl 01 gas per d a y  n i e  Empress system is located in 
Western Canada 

The DEGT Midsbcom operations arc Iocatcd in Western Cnnodn and includc thirtccn natural gas processing pliinLs ond over I.000 n i i h  of natural gas gathcring pipelines l o c a t d  in 

Western Canada 
Union Gas owns and opcrntcs natural gas transmjssion. distribution and storage facilities in Ontario Union Gas' distribution system consists of approrimately 72.011fI miles of distribution 

pipclincs Union Gas' underground natural gas storage iaciiitics liave a working capacity of approximately 150 Bcf in 210 undcrground iac i I i t ies located ii? dcplctcd gas fields Its transmission 
system consists of approximately 3,000 miles of pipeline and six mainline compressor stations 

bDIP owns and operates two natural gas storage facilities, Moss Blulf and Egan, with a total storage capacit). ol approsimntely 3 I Bcf Ihe Moss Blull'facilily consists oi  tluee storage 
caverns located in Southeast Texas m d  has access to five pipcline systems The Egan racility consists of tluee storage caverns located in South Central ILouisiana and has access to eight 
pipeline systems 

Natural Gas Transmission also has a 50 percent investment in Gulfstream Natural Gas System, LI C (Gulfstreami a 691-mrle interstate naturnl gas pipeline system owned and operated 

(For a map showing natural gas transmission and storage properties, sce "Business-Natural Gas Transmission" earlier in this section ) 
J- I .  . ' l l l r  . 

. .  

RIELD SERVICES 
(For information and a map showing Field Services' pralmtics,  see "Business-Field Services" carlicr in this scction ) 

COI\.1IIERCIAL POWER 
The following table provides inlormation about Commercial Power's merchant generation portfolio as of k x e m b e r  31,  21:1@6 The hfninv displayed in the table below arc based on summdi 

capacity 

Name 

780 312 Steam 01 I 

-- 
( I )  Commercial Power gencration facilities arc jointly owncd by D u l c  Encrgy Ohio and subsidiaiirs nl American Elcc t i~c  Power l r i ~  arid D,i\ tori Poncr x i d  I ight Inc 

(For a map showing Commcrcinl Power's propertieb, bee "Bu,incss-Comrncrclal Powcr" e a l i c i  in this 5cCtiOn J 
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INTERNATIONAL ENERGY 
The following table provides inlbrmation about International Energy's generation portfolio in continuing olxrations as of December 3 1. 2006 

Name 
Gross Net 
MW m v  Fuel 

Approximate 

Ititerest 
Ol\~ltersltip 

Location (per crnt;ige) 

CRESCENT 
(For information regarding Crescent's projierties, see "Business-Crescent" earlier in this section ) 

OTI-IER 
(For information regording !he properties of'the bus ines  unit now known as Other, see "Busines-Other" earlier in chi!; section ) 

ltcin 3. Lcgai Procrcdings. 

the Consolidated Financial Statements, "Commitments and ContinSencies-Litigation" and "Commiimenls and Contingencies-Environmental " 

For inlormation rcgarding legal proceedings, including regulatory and environmental matters, sce Note 4 to the Consolidated Financial Stiltcments "Rcgulatoi), h~lattms" and Note I 7  to 
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PART I 

Item 4. Subniission oFMntters to n Vote ofSccurity I-Ioltlew. 

Sr  , blichael G Browning, Phillip R Cos. \Villiam T Esrey. Ann h~la).n;ird Gray, James 1-1 I-lance, Jr , Dennls R MendrLx. Miclrael E 1 Phclps. James -I Rlioiles. lames E Rogers, blary L 
Scliapiro and Dudley S Inft to sewc as ilireclors until [lie nest iinnual meeting of shareholders and until such Director's successor is duly electetl and ilualilied Below IS n t;ihuiat~on of votes 

with respect to each nomincc ior ilircctor zit the mecting 

Nomincc For  i\gninst/\~'i'itlihelil 

At the Duke E,ncrgy Corporation Annual Meeting 0 1  S1i:irehoiders on October 2.1, 20135, shareholders elected Roger Agneih, Paul hl Anderson, \ViIliam Domet. 111, G Ales Beinhard6 

In addition. shnrehulders at llie meeting also approved the Duke Energy Corporation 2006 Long-Term Incentive Compensation Plan There were 750,407.21 :I shares voted lor the plan, 

And, shareholders ill !he meeting nlso ratified the selection of Dcloitte & Touche L.LP to act as independent auditors for Duke E.nergy Corporiition lhr 3iJll6 There were i,073.065.3 I3 
88,378.012 shares voted against the plan, and 15.21 1.175 shares abstained 

shares voted fur the proposal, 70.8ZS.427 shares votctl against the proposal and 1 0,218,046 s h a m  nbsl;iined 
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Itcie 5. bkirket for Registrant's Common Equity,  Relaitetl Stocltlioltler Mntters and Issuer Purchases of Equity  Securit ies .  
Duke Energy's common stock is listed for trading on the New York Stock Exchange As 01 Februaiy 23 ,  2007, there were approsimately 175,252 common stockholders o i  record 

Coniiiioii Stock Data hp Quarter 

2006 2005 

Slnck Pricc Slocli Price 
Rang&) Range(:') 

_jjc_".-_I______- .. . 
Ilividcnds Diviclcnds 

First Quarter 

Fourth 0 32 34 50 29 8 2  0 310 29 35 

(ii) 

(b) 

Stock prices reprcscnt the intra-day high and low stock price 
Dividends paid in September 2Wj6 and December 2006 were increased from $0 31 per share to $0 32 per share 

On January 2, 2007, Duke Energy consummated the spin-on'of the natural gas businesses to shareholders In connection with this transaction, Duke Energy distributed all the shares of 

common stock of Spectra Energy to Duke Energy shareholders The distribution ratio approved by Duke Encrgy's Board of Directors was one-half share of Spectra Energy common stock for 
every share of Duke Energy common stock Subsequent to the distribution, the market price of Duke Energy common stock wos significantly less Uinn the 2UU6 triiding ranges above due to the 
fact that a proportionate share of thevalue of Duke Energy stock prior to the spm-off w a s  transferred to Spectra Energy Additionally, future dividends paid on Duke Energy common stock are 
cxpectcd to be less than the 2006 dividend of $1 16 per share ns diviclentls are anticipated to be split proportionately between Duke Energy and Spectra Energy such that the sum of the 
dividends of the two stand-alone companies approximates the lormer total dividend of Duke Energy Duke Energy expects to continue its policy of paying regular cash i l i d c n d s ,  although 
there is no assurance as  to the iimount oi future dividends because they depend on luture earnings, capital requirements, and financial condition Future clivirlends are subject to declaration hy 
the Board of Directors 

lssucr Purch:iws n l  Equity SecurilicJ Tor Fourth Quiir tcr  of 2006 
None 
Duke Energy previously announced plans to execute up to approsimately $2 5 billion in common stock repurchases over a three pear period On hifay 9. ?O(lS. Duke Energy announced 

plans to suspend additional repurchases under the open-market purcliase plan, pending further assessment, primarily due to the merger with Cinergy At the time of suspension, Duke Energy 
had repurchased 32 6 million shares of common stock for approximately $0 9 billion During the first quarter of 2006, Duke Energy announced the commencement oi up to $1 billion of 
additional share repurchaser under the previously announced plan During Uie first six m o n h s  of 20%. Duke Energy repurchased approximately I 7  5 million shares of common stock for 
approximately $0 5 billion In lune 2006. in connection with the plan to spin off Duke Energy's natural gas businesses to Duke Energy shareholders, the share repurchase program \vas 
suspended At the time of suspension, Duke Encrgy had rcpurchosed npproximutely 50 million shares of common stock for approximately $1 4 billion undcr this repurchase plan. In October 
2006, Duke Energy's Board of Directors authorized the reactivation or the share repurchase plan for Duke Energy o f u p  to $500 million of share repurchases after the spin-off of the natural gas 
businesses has been completed As or December 5 1, 2il06, the dollar value oi shares that may yet be purchased under the plan is approximately SI  1 billion 
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PART I1 

Item 6. Sclectrtl Financial Diitii.(") 

Told assets 
I ]cases, less ctirrenl indltirities 

Significant transactions reflected in the results t i b i ~ e  include- XiOG meryer with Cinergy (see Note 2 to the Consolidated Financial Statemenls, 'Acquisitions and Dispositions"), 2006 
Cresceni join1 VenNre transaction and suhscquent deconsolidalion ell'ective September 7. 2006 (see Nole 2 to the Consolidaicd Financial Statements, "Acquisitions nnd Dispositions). 
2005 DENA disposition (see Notc 13 to thc Consolidiited Financial Statemenls, 'Discontinued Opcrations and Assets Held Tor Salc" j. 2005 deconsolidalion o i D E F S  dfec t ive  July I, 
21105 (!;eo Note 2 to the Consolidiited Finnnciiil Stolcmenls, "Acquisitions and Dispositinns"). 2005 LEPS sale 01 TFPPCO (see Note 2 to the Consolidated Finoncinl Statements, 
"Acquisitions and Dispositions"j and z01l.l DEN.4 sale oit l ie Southcast plants (see Note 2 lo Uie Consolidated Financial Statemenls, 'Acquisitions and Dispos~tions") 
Earnings were inadequatc to cover fixed charges by S241 million for flie year ended December 31, IO03 
As of Innunry I ,  2003, Duke Encrgy iidoplcd the remaining provisions oiEmerging lssucs Task Forcc (EITFj 02-03. "Issues Involved in Accoimling fix Der~vat ivc  Contracls I-lcld for 
Trading Purposes and Tor Contracts Involved in Energy Trading and Risk Management Activities" (EITI; 02-03) and SPAS No 142, "Accounting lor Asset Retirement Obligations" 
(SFAS No 133) In accordance with the triinsition guidance for these standards Duke Energy recorded a nel-of-tax and minority interest cilmulalive e l l e a  adjustmeni for change in 
accounting principles (See Note 1 to the Consolidatcd Financial Slatcincnts, "Summary oiSignilicant Accounting Policics.' for lurllier discussion ) 
includes pre-tax gains o i  npprosimiitely Xi0 !)billion. net of minnrity interest, reliitetl to the sale 01 TEPPCO GP and LP in ?O(i5 (see Note 2 to the Consolidated Finiincial Statemenls, 
"Acquisitions and Dispositions") 
2006 increase primarily attributable to issiiiincc of approsimatcly 3 1.3 million shares in conneclion with Duke Energy's merger with Cincrgy (see Note 2 to thc Consolidated Financial 
Slntcmenls. "Acquisitions and Dispositions") 
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Iteiii 7. Mmuigeiiient's Discussion nncl Annlysis of Financial Condition nncl Results of Operations. 

INTRODUCTION 

Ivlanngcment's Discussion and  Analysis should be read in conjunction with the Consolidated 1:innncial Statements and Notes lor tile years ended Dwcmber  31. 2006, Z O U j  and 200-1 

EX ECU r m  OVERVIEW 
2OOG Objectives. Duke E,iicrgy's objcctivcs lor 2006, as outlined in !lie 2ilEffi Charter, consisted of the following: 
* 

* 

. 
* 

* 

Esk3blish an industry-leading electric power platform Uirough successfiil execution of the merger with Cinergy; 
Deliver on the 2006 financial objectives and position Duke Energy for growth in 2007 and beyond: 
Complete the exit of the former DENA business ;and pursue stmtegic portfolio opportunities: 
Build a high-performance culture focused on safety, diversity and inc1usion, employee development, leadership and results; and 

Build crerlibility through leadership on key policy issues, uansparenl communications and excellent cuslomcr scrvice 
rlF ~ 

. .  

profiles, such as the former DENA operations outside the hfidwest and the Cincrgy commercial marketing and trading businesses Diliing 2006, Duke E,nergy crcatcd a busincss model that 
would give both Duke Energy's elmtric and gas businesses stand-alone strength and sdditional scope and scale along with steady and stable earnings growth 

On April 3, 2006, Duke Energy and Cinergy consumm:itd the previously aniiounced merger, which combined the Duke Energy and Cinergy regulated iranchiscs as  well as deregulated 
gcncration in the Midwestern 1.Jnited States The mcrger wlth Cincrgy incr 
numerous synergies, both immediately and over time, in (il l  regions impacted by the merger 

A s  a result of the additional size and scope of the electric utility operations discussed above, in June 2DI6, the Board of Directors of Duke Encrgy authorized management to pursue a plan 
to create two separate publicly traded companies by spinning olT Duke Energy's natural gas  businesses to Duke Energy shareholders, which w;1s completed on January 2. 2007 The new natural 
gas company, Spectra Energy, consisb 01 Dukc Energy's Natural Gas Transmission business segment. including Union Gas, as well as Duke Energy's SO-percent ownership intersst in DEFS 
The spin 011- of the natural gas business is expected to deliver long-term ~ n l u e  to shareholders as the two stand-alone companies are expected to be able to more easily participate in growth 
opportunities iii their own industries as well as the gas and power industry consolidatiuns 

In connection with the effort to reduce the risk prolile ofDuke  E,nergy and to ibcus on businesses lhai can he expected to contribute steady. stable earnings growth, during 2006 Duke 
Energy linnlized the sale of the former DENA power gcncration fleet outside of the Midwest to L S I'owcr iind the d e  of the Cinergy comrncrcinl marketing and troding business to Fortis, a 
Benelux-bsed fin;lncial Services group ~ o r t i s )  

Additionally. the B o x d  of Directors of Duke Energy authorized m;magement to esplore the potential value of bringing in a joint venture partner at Crescent lo expand the business and 
create a platform [or increased growth On Septcmbcr 7, 2006, an indirect wholly owned subsidiary 01 Duke Energy closed an agrecmcnt to c reak  the Crescent JV with MS lv lmbcrs  As a 
result of the Crescent transaction, Duke Energy no longer controls the Crescent IV and on September 7. 2006 rleconsolidnted its investment in Crescent ;ind subsequently accounts for i ts  
investment in the Crescent JV ulilizing the equity method of accounting 

Commcrcial Power business segment, the lntemstional Energy business segment ilnd Duke Energy's en'ective 5096 interest in the Crescent JV, which management currently e x l ~ ~ t s  to continue 
to be  a reportable business segment 

Duke Energy announced an agreement with Southern Company to evaluate the potential construction of a new nuclear power plant at a site jointly owned in Cherokee County, South 
Carolina Additionally, Duke hergy continues to evaluate other opportunities to re-invest in the electric utility opcrations, by modernizing older coal-fired plants in the Carolinas and exploring 
the replacement of an aging coal plant in lndiana with a coal gasification plant Also, during the lourth quarter of 2006, Duke Energy closed on a tmnsaction to acquire from Dynegy a 825 
megawatt power plant located in Rockingham County, North Carolina This peaking plant, which will primarily be used during times of high eleclricily demand, generally in Uie winter and 

summcr months, w i l l  providc customers with compctitively priced peaking capacity and hclps to ensure Duke Energy can meet growing customcr demands for clectricity in lhe foreseeable 
iuture Additionally, in 

d the sizc :ind scope of Duke E,nergy's electric utility operations Duke Energy management expects to achieve 

A l i a  compleiion of the spin-off of the natural gas businesses, the primary businesses remaining in Duke Energy in 2007 are the U S Franchised Electric and Gas business segment, the 



December 2006 Duke E n q y  cntercd into an agreement to increase its ownership interest in the Catnwba Nuclear Station for a purchase price of approximately $158 million Ilie purchase is 
subject to regukitory approvals and other conditions precedent snd is espccted to close prior to September Xi, 21338 

i\dditinnally. during 20C6 Duke Energy repurchased ;ipprn.umaiely 17 J million shares o i  its common stock for approsimntely 851til inillion In connection with the above mentioned plan to 
spin ofi Duke Energy's nalurnl gns busincsscs to Duke Energy sharcholdcrs, thc share repurchase program was suspcndcd In October 3006, Duke Encrgy's Board of Directors iiuthorized the 
reactivation oftlic share repurchase plan for Duke Energy of up  to W10 million of share repurchaso: subsequent to the spin-orrolthe natural gas businesses on January ?, 2007 

share (EPS) of 81 59 and SI 57, rcspdivc ly .  as coiiiparcd to rcported earnings avaikiblc Tor common stockholders 01 81,812 million and basic and diluted EPS oiS1 94 and $1 8 8 .  
respectively, for thc year-ended December 31. 2005 Emi ings  available lor common stockliolders for 2006 as compared to 21105 were fnirly llat; however, basic and diluted E,PS were 
negatively impacted by the issuiince nf approximately 31 3 million shares in April 2006 in connection wiUi the Cinergy merger lhe highlights for ?OOG include the following. 

Effective with the third quarter 2006, the Board of Directors o l  D i k e  Energy apliroved a quarterly dividend increase o i  $0 01 per share, increasing Uie annual dividend to SI 28 per share 

2006 Iiinancinl Results For the year-ended December 31. 2006. Duke Energy reported earnings available for common stockholders of SI.S63 million and basic and diluted earnings per 

* U S Friinchised Electric and Gas exlmienced higher earnings in Zt:Kl6 primarily as t i  result of the addition 01 the former Cinergy regulated utility operations in !he A&dwest lhese 
higher resulLs were partially oKset by milder weatlier. the impact orrn te  reductions related to Cinergy merger approvals, and lower bulk power marketing results in the Carolinas 
Natural Gas lransinission's results were flat from 2005 to 2006. hut were arected by slrong commodity prices related lo processing activities and higher ojxrating and maintenance * 

* Field Services experienced lo\ver earnings in 2006 primarily iis a result of the 2005 gains o n  the sale o i t h c  TEPPCO investmenl? and tlic trnnsfcr of a 19 7 percent interest in DEFS to 
ConocoPhillips in July ?005, which resulted in the dcconsolidntion 01 the inveslrnen! in DEFS Resulls in 2006 were favorably nn'ected by strong commodity prices 
Commercial Power expericnced Iiiplier caniings in ZOtM primarily as a icsult 01 he addition of the ioimer Cinergy non-rcgulatcd generation operations in thc Midwest, partially olTset 
by the impncts of unihvornble purchase iiccounting charges as 11 result of recognizing h e  Cinergy nssets nnd liiibilitics a t  their estimiited fnirvnlucs us of the date of merger 
International Encrgy experienced lower earnings in 2U06 primarily RS a result ol2006 non-cash charges related to a setllement related to the Citrus Iitigation, an impairment charge 
related to the investment in Ciimpechc. and an  impairment charge related to the sale 01 Bolivian assets 
Crescent cxpericnccd higher caniings in 2006 priniarily as a result of Uic gain rccognizcd on thc p i n t  vcnlurc transaction in September 2006, ivliicli resulted in the deconsolidation of 
Duke Energy's investment in the Crescent JV 
OUier experienced higher losses in ZUOG primarily as a result of 2006 charges related to conuact sctllement negolialions, and  cosk to achieve Uie Cinergy merger a n d  the spin-off o l  
the nntural gas businesses 
Income tax expense from continuing operations was lower in 2006 os  a result o i  ii decrease in comings i iom continuing opcriitions before income taxes and tt reduction in the en'ectivc 
tax rate The reduction in tlie en'ective tax rate \viis primarily n result offiivorable t 
related to the impairment o i  t l ie investment in Bolivia. and tax credits recognized on synthetic fuel operations 
During 2006, Duke Energy recognized nct oi tax Iossc? of $1 56 million in discontinued operations. as compared to net of tax losscs of 0701 niillion in 3005 During 2006, Duke 
E n e r a  completed the exit of the former DENA operations outside the hshdwest region and recognized additional losses as a result of sales o i  certain contracts Additionally, during 
2006 Duke Energy exited the Cinergy commercial marketing and trading business 

* 

* 

* 

* 

* 

ettlements on research and development costs and nuclear decommissioning COSLS, tas benefits 

* 

2007 Objectives A s  a result ol the initiatives accomplished during XKl6 and the spin-oll~ol the nnti tnl gas businesses on  Jnnuary 2 ,  2007. Duke Energy is positioned as it lower-risk 
business with steady earnings groivtli potential For 2007. management of Duke E,nerfy is focused on tlie follow 

Establish the identity and culture o r t h e  new Duke Energy, unibtng its people, values, strategy, proces 
Optimize its operations by iocusing on safety. simplicity, accountability. inclusion. customer satislaction, cost management and employee development. 

outlined in the 2007 Charter: 
* 

* 
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* 

* 

* 

Duke Energ)i's consolidated earnings during 2007 are anticipated to be reduced principally as a result oi the spin-on-oithe niitural gss businesses on January 2.2007 E.scluding the 
impiicts of the sp in-of io l  the niiturnl gas businesses. earnings tire iinticipiited to be  lavornbly iilfected by the Sollowing faclors n l u l l  ycor 01 ciirnings lrom the M i J w c s t  operations ncquired 
tyom Cinergy, realization orcost savings as the regulatory rate reductions shared w t l i  ratepayers wi l l  phnse-out in 20117, customer sales growth, c;ipital reinvestments and regulatory initiatives 

The majority o l  expected earnings in 7007 are anticipated to be contrihuted lrom IJ S Franchised Electric and Gas. which consists ol Duke Energy's regulated businesses operating a net 
capicily ol approximately 28.Of)O megawatts ol generation nie regulated gcncration pmiollo consists ol a mix of coal. nuclear, natural and hydroelectric generation, with substanti;illy all 
o i  the sales o i  electricity coming from coal and nuclear generation iacilitics Commercial Power has net capacity of approximately S,100 m q a w a t b  01 unregulated generation, of rviiich 
npprosimately 4,lOtl mcgaivatls retnil customers under the Rate Stabilization Plan in Ohio Approsimately 75% ol Internalionnl Energy's net capacity of npprosimately 4.000 megawatL~ 

oiinstalletl generation capacity in Latin America consists 01 bnseload hydrixlectric capacity illat carries a low level oi  dispstch risk: in addition. lor ZOO7 over 909e of international Energy's 
contractible capiicity in L.ntin America is either currently contrncted or receives a system cnpncily payment 

Achieve public policy, regulatory and Iegislntivc outcnmes that bal;incc customers' needs lor reliable energy at competitive prices with shareholders' espectation nl superior returns. 
Invest in energy infrastriicture that meets rising cilslomer demands for reliable ener&y in an energy elficient a n d  environmen1;aliy sound manner. and 
Achieve 2007 financial objectives and position Duke Energy ti) meet luture growth targets 

Duke Energy's tntal rlividentls and dividends per sh:ire in ?1)07 wil l  be Inwer than in 2006 as a result o r t h e  spin-off of the natural gas businesses nn January 2 ,  2007 Future dividends are 

During tha three-year period from 20t:17 to XKi9, Duke Energy anticipates annual capital espcndi tura  oiapprosimatcly $3 5 billion, lor a total of approximately $10 billion Tlicse 
expenditures are principally related to expansion plans, envirnnmentiil spending related to Clean Air requirements, nuclear fuel, as ivell as maintenance costs Current estimates are that  Duke 
Energy's regulated generation c:apncity will need to increase liy approsimately 6.400 m q a w a t t s  over Uie n m t  ten years, with the majority k i n g  in North and South Carolina ;ind tlie remainder 
being in  Indiana Duke Energy is comrnitled to adding bnse h i d  ciipacity at ii reasonable price while rnodcrmzing the current gcncration Iiicilities by icplacing older. less elricicnt plants with 
cleaner, more efficient plnnts Significant espnnsion projects miiy include a new lGCC plant in Indiiina, n new c o d  unit (or units) a t  Duke Energy's esisting CIifIside Incilily in North Carolinn, 
new gas-fired generation units a n d  C O S L ~  related to tlie evaluation 01 the potential construction o l  n new nuclear power plant in Cherokee County, South Carolina as well a s  normal additions due 
to system growth Costs related to environmental spending are expected to decrease over the three-year jxriod as the upgrades to comply with the new environmental regulations are completed 
Duke Energy docs not anticipate any additional capital investment related to its investrncnt in the Crcsceni JV Duke Energy docs not currently ;anticipate funding 20n7 capital expenditures 
with the issuance of common equity, but rather through the use 01 a \~a i l i i b l e  cash and cash equivalents as well as the issuance of incremental debt 

AS t he  m;ijority olDuke Energy's anticipated future capital expenditures are related to its regulated operations, a significant risk to Duke Energ), is the ability to recover in a timely 
manncr costs related to such expansion hi Indiana. Duke Energy lias been given ;ipprov;il to recover its development costs lor the new IGCC plant In Nonli and South Carolina, Duke Energy 
will pursue legislation to prwidc  lor construction work in progress rccoveiy for the ndditinnnl unit (or unitsj nt the Clifisidc lncilily as well as the proposed nuclenr power plant Additionnlly, 
Duke Energy is attempting to obtain iissurance orrccovery nldevelopment costs relntetl to the proposed nuclear power plant Duke Energy does not anticipate beginning construction o f t h e  
proposed nuclear power plant without ;idequate assurance ol cost recovery from the stiite legislators or regulators In November 2006. Duke Energy r e c e i ~ u i  approval ior nearly $260 million of 
iiiture lcdcrd  tax credits relatcd to costs to he  incurred Tor the modemizition of the Clifkide i ac i l i t y  as well as i l ic  IGCC plant in Indiana 

legislation enacted ;is ii result o i  these elliirts could in\'olve n m:irCet haned cap 2nd tnde program 1311. 
emissions 

p h  1 , '  . I,, 

In a n  e i h r t  t o  respond to  concerns o w r  climiite change, the U S Congress recently discussed various proposals to reduce or cap carbon dioside and olher greenhouse giis emissions Any 
ncrgy is also focusing on energy ell-iciency initiatives in an caon to reduce 

Ihke  i?nerg)'s current regulatory initiiitives primarily include obtaining the timely recovery ol invested cnpitnl and pursuing n reguhtory extension ol the Rate Stnbilization Plnn in Ohio 
through 20111 as well ns being a proponent of cost-effective energy eKiciency imtiiitives In North Carolina, Duke Energy is required by June 1 ,  21107 to tile a rate case or show that a price 
adjustment is not required Duriiig XIO6. Duke Energy filed lor an increiase in its base electric rates in Kentucky In December 2006. the Kentucky I'ublic Service Commission approved ;in 

annual rate increase of $49 million to be cil;-ctive January I ,  ?(I07 
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New energy legislation has heen introduced in the current South Cnrolina legislative sessinn which includes espansion of the annual fuel clause meclianism to include recovery of costs ol 
reagents (iimnionio, limestone. etc j tliiii arc consumed in \tic operation 01 Duke Energy Carolina's SO? and NOS control tcchnologics Thc legislation also includes provisions to provide cost 
recovery assurance lor  uplront development costs ;issociartd with nuclear baseload gcncr;ition cost recoveiy assurance for consuuction costs associated w t h  nuclear or coal baseload 

ncing costs Tor new nuclear or coal basehid generation through annual riders Similar legislation is being discussed in Norlli Carolina and may bc  

In :;urnmag., Duke Energy is conrdiniiting its future capital espenditure requirements with regulatory initiatives in order to ensure adequate and timely cost recovery while continuing to 

business model priwides diversificiilion between stable. less cyclical businexes like U S Franchised Electric and Gas. 
s l ike Commercial Po \ \v  and Iniernational Encrgy Additionally, Crescent's podol io  strategy is diversified bctivecn 
ergy's businesses can he negatively ;ifiected by sustained downturns or sluggishness in die economy, including low 

provide low cost energy tu its customers 
iergy's Business Duke Ener 
'1 more cyclical energy busin 

residential, commercial and multi.1amily development All ol Duk 
market prices 01 commodities a l l  ul ivhicli are beyond Duke Energy's control. iiiitl could impair Duke Energy's ability to meet its goals for 2W7 and beyond 

Declines in demand lor electricity as a result oi economic downturns \vould reduce overiill electricity sales and lessen Duke Energy's cash flows, especially as industri;il customers reduce 
production and. thus, consumption 01 clcctricity A portinn of U S Frnnchiscd Electric iind Gals' business risk is mitigated by its regulated nllowable rntcs 01 rcturn iind rccovcrp of fuel costs 

assets, assel impairments niiiy <>cciir in the future under csisting accounting rulcs and diminish rcsults 01 operations A change in rnanagcmcnt's intent about thc use oTindividual assets (held 
ior use versus held lor sale) nr a change in lair v:iIue uf assets held for sale coulil also result in impnirmenL5 or losses 

Duke Energy's 2007 goals can also be siibslantialiy nt risk due to Uic regulation n i  its businesses Duke Energy's businesses in the United States are subject lo regulations on the federal 
and smic level Regulations. applicable in the electric power industry, have a significant impact on die nature of the businesses and the manner in which they operate Changes to regulations are 
ongoing and Duke Energy cannot predict tlie future course of chiinges in tlie reguliitnry environment or the ultimate effect that any Iuturc changes will liiive on  its business 

Duke Energy's e;irnings are impiictcd by fluctuations in commodity prices Exposure to commcdity prices generates higher earnings volatility in the unregulated businesses as there are 
timing d i lkrences  iis io when such costs are recnvered in rates l o  mitigate these risks 13ukc Energy enters into derivative instruments lo effectively liedge known esposures With the 20116 
salcs ol h m c r  DENA's iisscts outside thc Midwesicin United Statcs, including suhstilntially a11 llic derivative portfolio. and Cincrgy's marketing and trading operation, Duke Energy cxpccts a 

less \~olnt i le earnings pattern going forward 

iluctuations in currency iiites. jioliticiil conditiiiris ;ind policies nf foreign governments Changes in lhcsc iactors tire dillicult to prcdict and may impact Duke E n e r a ' s  future resulls 
Additionally. Duke Energy's invcslmcnts rind projects located oiitsitle of the United Slates espnse Duke Energy to risks related to laws of other countries, t;c;cs, economic conditions, 

Duke Energy also relies on iiccess i n  both short-term money miwkets and Innger-term copit;il mnrkets cis ii source of liquidity lorc;iprinl requirements not met by cash llow from 
operations An iniibiiity i n  iiccess capi ta l  :it competitive rates could adversely an-ect Duke Energy's ability to implement its stratcgy h4erket disruptions or a downgrade of Duke Energy's credit 
rating may increase 11s cost o ibonowing or adversely alicci its ability to ~ c c e s s  one or more sources of liquidity 

For further inionnation related to nianagcmcnt's mscss inmt  of Duke Enurgy's risk fnctors, sec Item 1.4 "Risk Factors * 

RESULTS OF OPISIZA [IONS 

Consolicliitcd 0per;itiiig Rcvc~ iues  

Jicm ~ I L I ~ ~ D C ~ C L . I I ~ J W  31. ? O M  i t7 C o i ~ i p r w l  to Dcccnrbcv 31. ? O M  Consolidated operating revenues for ?I706 decreased %l,1 13 million, compared to ?Mi5 This change was driven by . A $5,530 million dccreasc due  to !lie deconsolidolinn of DEFS, elfcctivc July 1. 2005, and 
A $274 million decrease a t  Crescent due primarily to the deconsolidation of Crescent. ciTective September 7, 2006 and softening in the rcsidentiiil real estate market 



I'ariially oiisetting these (IC - An opprosimate %i.WI 
A $4168 million increase iit Natural Gas Tr;insmission due primarily to C;in;idi;in iissets (approximately S2S1 million). primarily higher p 
favorable C;in;idian dolliir Iivcign cxcliiingc impacts (approximately $1 57  million), iind recovery of higher natural gos commodity costs 
higher natural gas prices p;issetl tliroogh 10 customers without i i  mark-up at Uninn Gas, partially orset  by lower gas usage due to unseas 
mi Ilion) 
A %? 16 niillion incrciise a t  Intcrnatiimil Energy 
million), hidier energy prices in E l  Salvndor (ap 

electricity volumes and prices in Argentina (app 
An npprosimate $1 30 million increase in Other related to tlic prior year impact oI m;irk-to-martct losses. primarily unrealized. due to increased commodity priczs as a result of the 
discnntinuiince of certain cash 1 1 0 ~  hedges entered into to h d g ~  Field Services' commodity price risk (see Note S to the Consolidnted Financial Slntements, "Risk Mnnngement and 
I-Iedging Activities, Credit Risk. and Finmcial 1nstrummts"j from Februniy 22. 2005 lo June .>O, ZOO5 Effective with lhc deconsolidalion of DE.FS on  luly 1, 20175, mark-to-market 
changcs related to these discontinued hcdgcs arc classrlicd m Othcr income and espcnses. net on  die Consolidated Statements of Operations 

A X5,;SO million decrease due to the Jeconsolidation of DEFS. eflcctivc July I 7005. and 
An npprosimate $ 1  io niillion decrease resulting from m;irk-tn-niwtet losses, prirnmly unrealized, due to increased commodity prices as a result of the cliscontinuance ol certain cash 
flow hedges critcrcd into to liedgc Ficld Senwxs' cornmrxlity price risk cliscussed ;ihovc 

A n  approximate 58.51.) million increase at Field Services, cscludiiig \lie impact 01 the deconsolidatinn of DEFS, due primarily to higher average commodity prices. primarily NGL and 
natural gas in the first six months oi3Oii5 
A $704 million incrcasc iit Natural Gas Iransmissioii due primarily to new Canadian iisscts (approsimately $269 million), primarily the Empress System. favorable foreign eschnnge 
rates (ap1xosim;itely S I  53  millionj as a result of the strengthening C a n d i a n  dollar (Ixirtidlp ofTset by currency impacts to expenses), higher natural gns prices that are passed throu& 
to customers (approsimsteiy S I  52 million). ;in increase related to U S business operations (approsimately R i O  million) driven by higher rates and coniracted volumes and increased 

* m ]'em from incrensod ownership and resulting consolidation o i  Agunytia (approximately $1 18 
ble results in Brazil. primarily ioreign exchange rate unpacts (;ipproximately $31 million) and higher 

* 

I,",-& , -  r, .\,,. n,ir.;fnr,"~,F h q q P r l ' E :  ,r)q-, -,I !n 7tKU T h i ~  0 . > % 14, 

I'ailinlly otisctting these decrcascs in rwcnues  W O ~ C  

* 

* 

approslm;iiely $36 million). resulting from higher gas i sage in the power market 
U S Franchised 1:icctric and Gns due primarily to incrcnsed Sales til relnil and wholcsnk customers ILS n result of Warmer wcather, more efficient 

tion fleet, and customer growth. coupled wi t l i  an increase in fuel rates primarily as 3 result ol~higher coal costs in 2005 and increased m:irket prices for 

t International Iincrgy due primarily to iavnrable foreign cxclinngc mte changcs in Brazil, and higher energy priccs and volumes, and 
wholesale power 

* A $ 5 8  million incrc;ise iit Crescent due primarily t n  higher residential cle\~elnperl lot sales 

For a more dctailed discussion (01  nperating revenues. sec the segment d i s c u s s ~ ~ ~ i i s  that lollow 

Consol1d;iteil 0per:iliiig Bspeiises 

Fear Emfed Decmiber 31. 2006 175 Con ip~~~ ied  ro Docanrbm- 31, 2005 Consolid;itetl operating expenses for 2Wti decreased $92; nullion, compared to 2005 The change was pnmarily 
driven by. 

* 

* 
An opprosimate $5.09ti million decrease due to the deconsolidatinn o i  DEFS. cifeclive July 1, 2005 
A $7.39 million decrease a t  Crescent due primarily to the deconsolirlation oI'Cresccn1. elTective Septemher 7, LOO6 and softening in Uie residential reiil estate market, and 
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* An approximate $1 XJ million ilccrei!se associ;itcd with the prior y e a  recognition of unreiilized losses in accumul;ited other comprehensive income (AOCI) as a result 01 the 
discontinuance of certain cash flow lhedgcs entered into to l ied 

Consolidated Financial Sttitemenis. "Risk klanngement and 1-1 
urly accounted lor as  cash flow hedges (see Note S to the 

Partially ofisetting these decreascs in espenses were 
* 

* 
An approximate 53.430 million increase due to the merger with Cinergy 
A $447 million increase at Natural Gas Transmission due primarily to Cani~di;in iisscts (i~pjoroximately $1 S9 million), primarily llic Empress System, increased natural gas prices at 
Union Gas (apprnsiniatcly 51-16 millinn), resulting froin Iiigh natural gas prices p;isscd through to custoniers wiiliout a mark-up at Union Gas, higher operating and maintenance, 
including pipeline integrity and project development cspenscs (opprnsimatelv SI33 million), Canadian dollnr foreign exchange impncb (approximately $1 24 miilion), partially o f h t  
by lower gas purchase costs at Union Gas resulting primarily fiom unsasonably warmer wenthcr (approsiinatelp 51 57 million) 
A $341 million increase a t  International Energy due primarily to lirghcr costs in Peru (approximately $if19 million j, driven primarily by increased ownership and resulting 
consolidation of Aguaytia, a reserve related to ii settlement m d e  in conjunction with the Citrus litigation (npprosimntely $100 million), higher fuel prices s n d  increased consumption 
in E,l Salvador (apiirosimately $3 million). uniiivoritble eschmge r 
increase in Mcsico due Io an impairment of a note reccivablc irom Ciimpcche (approximately $33 million). iind impnimcnts in Bolivia (approsimately $28 million) 
A P I I v  to costs to achicve thc Cincrcv mercer and thc anticipatcd spin-off of Dukc Enermr's natural pas businesscs (approximately $128 
million and $5S million, respectively), a reserve chiirge related to  contract settlement negotiatinns (approximately $65 million). partially nKset by decreases due to the continued 
wind-down of the former DENA businesses (approsimately SJ7 rnillionj. and 
A n  approximate $1 15 million increiise at Dukc Energy Carolinas cIfl\.cn prirmrily by increased fuel csIicnsc's. due primarily to higher coal costs ($1 SS million) and increased purchnse 
power expense resulting prirniiriiy from less generation iivoilahility during 3006 ins a result o i  outiigcs at bnse load stiitions ($42 million). partinily offset by lower regulator). 
amortizition, due primarily io reduced amortimiion of compliance costs rel:iteJ to clean air legislation ($96 million). and decreased operating and maintenance espense, due primarily 
to a December 2005 ice storm 

4 

, increased regulatory fees and higher purchased power costs in Brazil (approximately $34 million), an 

. .  . 

- 

Year EiitiedDecrniDcr 31. 2005 ~ 7 7  Coniprcd to Dccoiibcr 31. NW Cnnsolidatrd operating expenses Sor 21105 decreased 53.025 million, compared to 2004 The change w a s  primarily 
driven hy: 

* 

* 

Partially ofisetting these decreases in espenses were: 

A $5,072 million decrease due to the ileconsolidation of DEFS. zlll'ctive July I 1005, and 
An approximate S10ti million decrease in operating espenses ;it Commerciiil Pomer, mainly resulting lrom the sale of the Southeast Plants 

An approximate 5675 million increase in operating expen. 
A 5640 million increase ;it Niitural Gas Transmission due primarily to new Caniidian assets (approximately $272 million), primarily gas purchase costs associated with the Empress 
System, incrcased natural gas prices at Union Gas (approximately $1 52 million, \\,hich is o f f k t  in revenues), foreign cxchange impacts (approximately $ 1  IS million) as discussed 
above (offset by currency impacts to revenues), and increased gas purchiises lor distribution (approximately $.I3 million) primarily due to higher gas usage in the power market 
A $346 million increase in operating expenses at U S Franchised Electric :md Gas due primarily to increiised fiiel espenses, driven by higher coil1 costs and increased generation to 
meei customer demand. iind increased oper;iting and maintenance espenses due priniarily to  increased planned outage and maintenance at  generating plants. p l a ~ e d  maintenance to 
improve reliability a i  distribution and trnnsmission equipment, and  higher storm chiirges in 2005. driven primiirily by iin ice storm in December 2005 
An approximate %I20 million increase related to the recognition oiunrealizml lasses in AOCl as a result oftlie discontinuance ofcertain cash flow hedges entered into to hedge Field 
Services' commodity price risk which were previously accounted for as cash flow hedges (see Note S to the Consolidiited Financial Statements, "Risk Minagement and Hedging 
Activities, Crcdit Risk, and Financial 1nstrumcnls"j 

it I;ield Services driven primarily by higher iivcraSe NGL and natural gas ]prices in the first six months of 2005 - 

. 
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* An approximate $15 million charge to increase liabilities associated with mutual insurance cnrnlpanies in 21005 
A $14 million increase at International Energy due primarily to higher fuel prices, increased luel volumes purch;ised, higher maintenance costs and the impact of foreign exchange 
rate changes in Brazil, oifset by decreased power purchase obligiitions in Brazil. and 
A U.4 million increase as a rcsult of the 2004 correction of an immatcriol accounting error in prior ~pcriods rcliitcd tn rcscn'cs iit Bison * 

For a more detailed discussion of operating cspcnscs. see the segment discussions that iollow 

Consolldaled Gnliis on Sales of Iiivcstaicals i s  Coiiioicrcinl mid NIul l i -~ i i i i i ly  Real Esl:ile 

driven primarily by pre-tax gains from tlie sale of two onice  buildings at Potomac Yard in Washington, D C and a gain on a land sale at Lake Keowee in northwestern South Carolina The 
gain in 2005 was driven primarily by pic-tax gains !?om the d e s  of surplus legacy land  particularly a large sale in Lanmster, South Carolina, cnmmerciiil land sales, including a large sale near 
Washinzton. D C and multi-family project sales in North Carolina and Florida The gain in 2iiW was driven primarily by pie-tax gains from conimercial land and project sales in the 
Washington D C area and pre-tax gains from tlie sales of surplus legacy land 

Consolidated gains on sales of investnimts in commercial and multi-family real estate werc $?Ol inillioii in 2006, $ 1  91 million in 2005. and $192 millioii in 20V4 rlic gain in 2006 was 

r n n n o t  . 1  I .  . .  .. . 
Consolidated &?ins (losses) on salcs of other assets and other, net was a gain of $276 million for 2IX16. ii gain oi $53-1 million for 3005, and a loss of S l 6  million for 2004 The pain in 

2006 was due  primarily to the pre-tas gains resulting from the sale of ;in cLTective 50?b interest i n  Crescent, creating a joint venture botwecn Duke E,nergp and I\.ISREF (apl;roximately E250 
million), and gains on settlcmenls of customers' transportation contracts at  Natural Gas Iransmission (appr~ixiinately SZY million). lpartially oflset by Commercial Power's losses on  sales or 
emission allowances (approxirniitely $29 million) The gain in 2005 \vas due primarily to the prc-tax gain icsultiiig from tlie DEFS disposition transaction (approximately E575 million), 
partially offset by net pre-tax losses at  Commercial Power, principally the terminntion o f D E N A  structured Inxver contracts in the Southeast region (approsimillelp $75 million). The loss in 
2004 was due primarily to pre-tax losses on the sale o f t h e  Southeast Plants (approxim:itely $.360 million) at Commercial I'ower. and the termination ;and sale of DETM contracts (%5 million) 
in Other 

Consolidated Operiitiiig Iiicoiiie 

Year EiidedDecenther 31. ZOOGas Coniparcd lo Decenthcr,3l, 2005 For 2006, consolidateil operating income decreased ZJ3S million. compared to 21105 Uccreasetl operating income 
was primarily related to an approximate $515 million gain in 2005 resulting from the DEFS disposition trans;iction, ljic impacts of the deconsnlidation of DEFS. effective July 1 ,  2ii05. which 
nmounled lo approsimotely $440 million for 2005, IUI approximnle 3190 million of cost in 2006 to achieve the Cincrgy merger and the anticipated spin-oii o f D u k c  Energy's nnturnl gas 
businesses, and approximately $165 million of cliarges in 2006 related to settlemenLr and c~intract  negotiations Partinily ofl'setting these decrcasds were an approsirnately W61 million of 
operating income generated by legacy Cinergy in 20M as a result of the merger. an approximate $750 million gain in 2006 on  Uie sale or on ellective 51:196 iniciest in Crescent iintl an 
approximate $250 inillion negative impact to operating income in 2005 related to Ciic discontinuzincc of certain cash now l icdges cntcrod into to hcrlpc Field Sen4ccs' commoclity price risk 

was diie primarily to thegain in 7005 resulting from the DEFS disposition transiiction and the charge in ZOO4 associated with the sale of the Southeast Plants in 7005, partially offset by charge7 
in 2W5 related to the discontinuance of certain cash flow hedges entered into to hedge Field Sen,ices'commodity price risk. charges in 2ilO5 related to the termination of structured power 
contracts in the Southeast region and increased liabilities associated with mutual insurance cornpanics 

Yeor Et~c~edDeccnih@r 31. 2005 '7s Conipmdto  Decenther 31, ?O@l For 2Ci05. consolidated operating income increased $675 million. compared to 2004 Increased operating income 

Other dnvers to operating income are discussed above For mnre detsiled discussions, see the segment discussinns that  follow 

Consolidated Other Inconic ;iiici E X ~ C ~ I S C S  
Year Ei~dedD)ecenrher 31, ?0OGa.s Conipmedto Dscentber 31. 2005 For 2006, consolidated other income and expcnses decreased $801 million, cornpwcd to 10105 The decrease was 

due  primarily to the $1,245 million pre-tax gains on  sales of equity investments recorded in 2W5, primarily associated with the sale oi TEPPCO GP and Duke Energy's limited partner interest 
in TEPPCO L.P, partially offset by an i n c r a s e  of approximately $253 million in equity in earnings of unconsolidated aifiliates due primarily to (fie deconsolidation of DEFS starting July I .  
7005 and an incrmse of approximately $1 15 million of interest income resulting primarily from ibvornble income t a s  settlements in 2006 
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Year E!iltiedDeceniber 31, 200.F 0.7 C o r n p i e d  to Dcccr7iber 31, 2004 For 2005, consolidated other income nnd expcnscs incrcased $1,505 million, compared to 2004 The increase was 
due primarily to the $1,245 million pre.tax gains associated with the sale of TEPPCO GP and Duke Energy's limited partner interest iii 1 EPI'CO 1 P. equity income of $292 million for the 
investment in DBFS subsequent to l h e  deconsolidation of DEFS. effective July 1 ,  2005. slightly offset by the realized and unrealized pre-tax losses recognized in 2005 on certain derivalive 
contracts hedging Field Services commodity price risk which were discontinued as cash llow hedges as a result o i  tlie deconsolidation of DEFS hp  Duke Energy Effective with the 
deconsolidotion of DEFS on July 1, 2005, mark-to-market changes related to the Field Services rliscontinuerl licdge are classified in Other income and cxpcnses. net on the Consolidnted 
Statements oiOperations. while from February 22, 2005 to June 30. 2005 these mark-tumartet  changes were classified in Non-regulated electric, natural gas, naturiil gas liquids and other 
revenues on the Consolidated Statements of Operations 

Cansolid:itcd Iiiicrcst Expense 

attributable to the increase in long-term debt as a result of h e  merger with Cinergy (an approxiniate $228 million impact). partinlly offset by reduced interest expense associated with DEFS. 
which was deconsolidnted on July I ,  2005 (an approximate SS2 million impoct) 

Year BndcdDcceniDer 31. 2006ar Coniporcd to DeceniDe! 31. 2005 Far 2006, consolidated interest expense increased $187 millinn, compared to 2005 This increase is primarily 

Year E~jl~fcdDecenibet 31. 2005 as Conipared to Decenrbef .31. ?00J For 2005, consolidated interest expense decreased $ 2 1 6  million, compared to 2004 This decrease w a s  due primarily 

Consolidnted Minoriiy Intcresl Espciise 

primarily resulted from thc 2005 gain associated with the sale of TEPPCO G P  and thc impact of deconsolidation of DEFS cficctivc July I ,  2005 

driven primarily by increased earnings at DEFS in the first six months of 2005 as n result of the sale of TEPPCO GP and higher commodity prices, d i e t  by the impact o i  the deconsolirlation 
of DEFS effective July 1, 2005 

1'ear Bn~IcdDecen~Dcr 31. 2006 a\ Conipcncd toDccenibe! 31. 2005 For 2006, consolidated minority interest expense decreased M 7 7  million, compared In ?in5 'nits decrease 

Yeor E17~lc~/Decenibe1-31. 2005 ar  Coniparcrllo Dcccniber31, 3004 For 2005, convolidnted minority interest cxpense increased $ 2 3  million, compared ti) 2004 rhis increase was 

Consolidnied Income Tax Expense lioni Continuing Operatioils 

This decrease primarily resulted from lower pre-tan earnings. due primarily to the 2005 gains associated with the sale ol TEPPCO G P  and Duke Energy's limited partner interest in TEPPCO 
1 P as discuwed above, offset by the 2W6 gain on Crescent The cffective tax rate ilecrcascd in 2006 (294;) compared to 2C105 (349;) The lower ell~ectiv 
2006 as compared to December 31, 2005 was primarily due to favorable tax settlements on research and development costs and nuclear decommissioning costs, tax benclits related to the 
impairment of an  investment in Bolivia. and reserves and tax credits recognized on synthetic Iuel operations 

The increase in income tax expense from continuing operations is primarily a result of S2,OSS million in higher pie-tax earnings, due primarily to the gnins associated with h e  sale of TEI'PCO 
GP, Duke Energy's limited partner interest in TEPPCO LP and l h e  DEFS disposition transaction (see Note 2 to the Consolidated Financial Statements, "Acquisitions iind Dispositions") Other 
than the increase from higher pre-tan earnings, the increase in income tax expense from continuing operations is due to an increase in the eficctive tiis rate. which was approximately 34% in 
3005, as compnrcd to approximately 29% in 20oJ The increase in the effective tiix rate wns due primarily to the release 01 tipproximately $53 million of income tiis rcserves, resulting from the 
resolution ofvarious outstanding income tax issues and changes in estmates in 200-1 and a $20 million tax benefit in 200-1 recognized in connection with the prior year formation of Duke 
Energy Americas, 1.I.C. partially ofi>et by tlie L45 million taxes recorded in 2004 on the repatriation oi foreign earnings that was expected to occur in 2005 associated with the American jobs 
Crention Act of 2004 

Yeor BndcdDecmiOe~ 31. 2006as Con1~)~7red Io Dccenibcr3I. 2005 For 2006, consolidated income 18s expense from continuing operations decreased .M3 million, compared to 2005 

' rate for year cndcrl December 3 I, 

Year EndcdDcceniber 31. ?005 as Coa i~a red toDecen ibe r  31, 2004 For 2005, consolidatcd incomc tax expense from continuing opcrations incrcased $775 million. compared to 2JO4 

Consolidnted (hs) Income rrom Disconiinucd Opciations, iiet ortar 

nnd gains (losses) an  dispositions related primarily to former DENA's assets ond 
Consolidated (loss) income from discontinued opcrations was (El 56) million lor 2i)o6, (6701) million for 21)1:15, and 6244 million for 2OIU fhcsc amounts reprcserit results ofopcrations 
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contracts outside the A,hdwestern and Southeastern United States, which arc included in Other, and Cincrgy commercial marketing anrl trading operations, which are included in Commercial 
Power, (see Note I 2  to the Consolidated Financial Statements, "Discontinued Operations and Assets Iield for Sde") Ihe  XIFIG amount is primarily comprised of approximately $1 .J0 million of 
dier-tax Iosscs associaled with cerloin contract lerminations or sales ;it former DPNA, as if result ol the 2005 decision to exit substantially all of former DENA's reiiiaining assets and contracts 
outside the Midwestern United States and certain contractual positions related to the bfirltvestern a s e t s .  and the recognition of approximately $17 million 01 alter-tax losses ;associated ivith 
exiting the Cincrgy commercial marketing and trading operations 

The ? O S  amount is primarily comprised of an approximate $550 million non-cash, afler-t:ix charge (approsimately WOO million pie-tax) for the impairment of assets. and  the 
discontinuance of hedge accounting and the disconlinuance of tlie normal purchaselnormal sale esception for cerbiin positions. as a result or the decision to esit substnniially all of former 
DENA's remaining asscL7 and contracts outside the A~lidwcstcm United Slates and certain contractual positions related to tlie Ivlidwcstom asscls Additionally. during 2iOVS. Duke Energy 
recognized after-tax losses ofapprosimately $150 million (approximately $400 million pre-tas) as the result oCsclling certain gas transportation and structured contracts related to the former 
DENA operations lhese charges were oflsct by the recognition 01 aller-tax gains of approximately $1 25 million (approxirn:itely 6200 million pre-t;ixj related to tlie reciignition of deferred 
gains in AOCI relnicd to discontiiiucd cash llow hedges related to the former DENA operations 

tas gain on tlie sale oftrvo pnrlially construclcd merchant power p lank  m Uie westem United States offset by operaling losses at tlie western and nortlieas! niercliiint power pl;ints 
The 2004 amount is primarily comprised of a $273 million after-tax gain resulting from the sale of International Energy's Asia-Pacific Business. and an  iipproximate $1 17 million tilter- 

Conrolid;i trd Cuiiiul;ilive Elfect of Cliiiiige iii Accounting Priiiciple, net o f  Lir nncl niiiioriiy interesi 

chnnge in accounting principle related to lhe implementation of FIN 47, "Accounting for Conditional Asset Retirement Obligations," in which the timing or method 101 settlement arc 
conditional on B future event that may or may not be within the conbol of Duke Energy 

During 2005, Duke Energy recorded a net-of-!as and minority interest cumulative effect adjustment fora change in accounting principle of kl million tis a reduction in cxnings  The 

Seginent Rcsults 

(EBI1) On a segment basis. EDIT cscludes discontinued operations, represents all profits from continuing operations (both opcrating and non-operating) before deducting interest anrl taxes, 
and is net ofthe minority interest expense related to those profits Cash, cash equivalents and short-term investments are managed centrally by Duke Energy, so tlie gains and losses on foreign 
currency remeasureinenL and interest and dividend income on those balances, are escluded from the segments' E B R  Management considers segment EBIT to be a good indicator of each 
segment's operating performance from iLs continuing operations. as it represents die results of Duke E n e x y ' s  ownership interest in operations without regtiid io finnncing methods or capital 
StructureS 

Management cvaluates segment pcrfi)rmance based on earnings before interest and  lases from continuing operations. after tleducting minority interest espensc rcliited to those profits 

See Note 3 to tlie Consolidated Financial Statements, "Business Segments," for a discussion ofDute Energy's new segment structure 
As  discussed in Note I3 to tlie Consolidated Financial Statements. "Discontinued Operations and Assets Held for Sale" during the third qu;irler of71105. the Board 01 Directors o i D u k e  

Energy authorized and directcd management to ~ s e c u t e  the sale or disposition of substantially all former DENA's remaining assets and contracts outside the h4ilidwestcrn United States and 
certain contractual positions related lo tlie Midivestem assets As  a result of this esi l  plan, the continuing operations of the former DENA s q m e n t  (which primarily include the operations of the 
lvlidwestern generation assets, former DENA's remaining Soulheastern operations related to assets which were disposed of in ZOO&, the r m a i n i n g  operations ol DETA4. and certain general and 
aclrninistrative costs) have been reclassified to Commercial Po~ver,  except for DETM. which is in Other Previously. the continuing operations of tlic former DENA segment were included as a 
component of Other in 2005 and as a component of the former DENA segment in prior periods 
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Duke Energy's segment EBll. may not bc comparable to a similarly titled measure of another company bccausc other cntitic. may not calculate EDIT in the same manncr Segmcnt E,BI I 
is summarized in the following table, and detailed discussions follow 

EDIT by l3uslncss Scgmoil 

Years Encleil Drccnibct 31. 

V:ii i.ince I'm lil1lCP 

2OOG V T  2005 1s 
2006 2005 2005 2004 LO04 -- 

(in niillions) 

532 314 216 240 74 

. .. ---. 

In July 2005. Duke Energy completed the agreement with ConocoPhillips to reduce Duke Energy's ownership interest in DEFS lrom 69 7% to 50% Field Services segment data includes 
DEFS as n consolidated cntity lor periods prior to July I ,  2005 nnd nn equity method investment for periods after Junc 30, 2005 
Amounts associated with former DENA's opentions are included in Other for all periods presented, except for the lvlidwestem generation and Southeast operations. which are rellected in 
Commercial Power 
In September 2006, Duke E.ncrgy complcted a joint vcnture transaction of Crescent As a resulf Crescent segment data includes Crescent as a consolidated entit), for periods prior to 
Septembcr 7. 70C6 and n s  an equity mechod investment for periods subsequent to September 7,2006 
Ocher include7 foreign currency tmnsxtion g i n s  and losses and additional minority interest expense not allocated Lo the segment results 

Minority interest espense as shown and discussed below includes only minority interest expense related to EBII ol Duke Enerey's joint ventures Ii does not include minority interest 
e q x n s c  relnted to interest and tnxes of the joint venturcs 

[he m o u n t s  discussed below include intercompany transactions that are eliminated in the Consolidated Financial Statements 

U.S F~michised Electric iiiid Gss  

Yews Ended Decenibei 31, 

V;irience \'ari:iiicc 
200Gv> 2005 \'5 

2006 2005 2005 200-1 2004 -- ~ A- 

346 

Duke Energy htidwest GWh sa le^(^)(^) 

(a) Gigawatt-hours (GWh) 

(b) 

46,069 

Relates to operntions o i  iormer Cinergy lrom the date of acquisition and thereafter 





PART I1 

Thc following table shows tlie percentage changes in G\Vh sales and average number of custoniers for Duke E,ncrgy Carolinas The table below excludes amounts related to legacy Cinergy 
since results oi operations of Cincrgy are only included Srom the datc of iicquisition and diereniter 
Increase (tlecreiisc) over prior yeiir LO06 LO05 2004 

O[xrz7/ing Rm~cnrrcr The increase was driven Iprimiirily by: 
* 

* 
A $2,651 million increase in regulated revenues due to the acquisition oiCincrgy 
A $203 million increase in iuel revenues driven by increased iuel rates for retail customers due primarily to increased coal cask The delivered cost of coal in 2006 is iipprosimatcly 
$1 I Ipcr ton higher 1h;in tlie same period in 2M6. representing an approximately 2095 mcrease. and 
A $27 million increase related to demand &om retail customers, due primarily to continued growth in the numbcr of residential and general service customers in Duke Energy 
Carolinas' service territory 1 he number 01 customers in 2006 increased by npprosimiitcly 45,000 compared lo 2005 

A $91 million decrease in wholesale power sales. net oftlie impact of sharing of profits from wholesale power sales with industrial customers in North Carolina ($10 million) Sales 
volumes decreased by approximately 39S6 primarily clue to production constraints caused by gcnerntion outages nnd pricing 
A $77 million decrease related to the sharing oi anticipated merger savings by way of a rnte decrcment rider with regulated customers in North Carolina and South Carolina As a 
requirement of the merger. Duke Energy Carolinas is required to share anticipated merger savings o i  approximately 61 IS million with North Carolina customerS and approximately 
M0 million with South Carolina customers over a on? yenr period, and 

A $32 million decrease in G W h  :;ales to retail customers due  to unfavorable weather conditions compared to the snme period in 2005 Weather statistics in 2006 for heating degree 
doys were approximately 9% below normal as compared to 2% above normal in 7005 Overall w a t h e r  statistics for ba th  heating and cooling periods in ?00G were unfavorable 
compared to lhe same periods in 2005 

A $2,245 million increase in regulated operating expenses due to the acquisition oi Cinergy 
A $1 SS million increase in luel wpenses, due primarily to higher coal costs Fossil generation fueled by coal accoimted for slightly more than 509; of total generalion for year to date 
December 31, 21)116 and 2005 and tlie delivered cost 01 coal in 2006 is approsiinately $I 1 per ton higher than the same pried in 2005 
A $42 million increase in purchased power espense, due primarily to less generation availability during 2006 as a result of outages at  base load stations, and 
A SZ4 million increase in depreciation cspensc. clue to additional capital spending 

An $66 million dwrcnse iii regulatory omortization. due to reduced amorlizntion of compliance costs rclatcd to clean air legislation during 2006 os compared to the same pcriod in 
2005 Regulator). amortimtion expenses were approximately $225 million for the year ended December 31, 2006 as compared to approsimately $3 1 I million during the same penod 
in 2005 
A $39 million decrease in opcrating and maintenance cspcnses, due primarily to a December 2005 ice storm, and 

A $15 million decrease in ilonntions related to shoring of profits from wholesale power sales with charitable, cducationsl and economic development p r o g r m s  in North Carolina and 
South Carolina For the year ended December 31, 7006. don:itions totaled X I 3  million, while for l he  same period in 2005, donationstotaled $26 million 

* 

Piirlially offsetting these increases were 

- 

O~xrmirg E ~ ~ ~ ) E ) I T c s  The increiise w a s  driven primarily by 
* 

* 

* 

Parli:illy offsetting these increases were' 
* 

f 

. 
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O/lier bicoitie aiirle~peiirer 'Ihe increase in Other income and expenses resulted primarily from an increase in aIIo\vance for lunds used during construction due mainly to the acquisition 
of the regulated operations of Cinergy 

EBIJ l b e  increase in ERlT resulted primarily l iom die acquisition of the reguliited operations of Cinergy, lower regulatory amnrtizilion in North Carolina, increased demand Srom retail 
customers due to continued growth in the number 01 rcsidcntial and gcneral service customem and decreased operatins and  mainterlance es lxnsc  in the Carolinas Ihese changes were partially 
on'sct by lower wholesale power d e s ,  net ofshering. rote reductions due to the merger. unfuvorablc xeathcr conditions and increnscd purchased Ipower cspcnse in the Carolinns 

Aftitiers Iiiipocfing Fnnri e I /  S Fraiicle sed 
U S Franchised Electric and Gas continues to incrcase its customer base, maintain low costs and deliver high-quality customcr sewice in the Carolitxis and lvlidwcst rhe  residential and 

general service sectors arc expected to grow U S Fr:incliixd Electric and Gas wil l  continue to provide strong cash flows from operations to Duke Energy Changes in weather, wholesale 
power market prices, service area economy, generation availability and changes to Uie regulatory environment would impact iiiture financial resiilLs for U S Franchised Electric and Gas Rate 
reductions tor merger savings will prininrily cease in the second quarter of 3007 In addition. U S Franchised Electric iintl Gas' results will be aiTkted by 11s flexibility to vary the itmartizillion 
expenses associated with the North Cnrolinii clean air legislation U S Franchised Electric nnd Gas amortization espensc related to this clean air legislation totals $S63 million from inception, 
with $;I1 million recorded in 2005 and $225 million recorded in XU16 At least $1S5 million ofamorliwlion will be recognized in 2007 in order to recognize Ihe minimum cumulative 

.. 
-. . , 

Various regulatory activities ivill continue in 7W7, includins a North Carolina rate review and filings for certification for new gcncration and approval of various costs to b e  rccovcred in 
trackers l h e  outcomes of these matters iviI1 impact future earnings and cash flows Sur U S Franchised Electric and Gas As a result of additional costs and synergies that are espected from the 
merger with Cinergy as  well a s  the uncerlainly related to the rrgul;itory activities mentioned above, U S Frnnchised Electric and Gas IS iinahle to estimiite reported segment EDIT for 2007 md 

bcyorid I-lowcvcr. segment EDIT for 2007 is expected to be higher than in 3006 primarily due tn a full-year of coniributionr Irom Cincrby's regultited operations and the expectation fur more 
normalized weather in U S Franchised Electric and Gos' sen*ice territories 

reiir Eti(fdDccenibei 31. 2005 as Coniporcd io Dcceiiiher j I 200.1 
O p a / i n g  Ravnue,r The increase was  drivm prunarily by 

A SI 37 million increase in luel revenues, due primarily to increased G\Uh sales lo retail and  wholesale customers and increased fuel rates for retail customers due primarily Io 
increased coal cosls Sales to retail customers increased by approximately 256, while salcs to wholesale customers increased by approximately 40Yo resulting in significantly more fuel 
revenue collections from those customers The delivcred cost 01 c o d  in 1005 is approsimately 57 per ton higher than in 30W 
A SI09 million increase in wholesale power revenues, net o f the  impnct oisharing oSprofits from wholesale power sales with industrial customers in North Carolma ($37 million), 

due primarily to increased sales volumes and  higher market price% approximately $42 million and X I  04 million, respectively \Vholesale G\Vh sales increased by approximately 4OY6 
due to strong demand driven by favorable weather, more elXcient perlormancc by the generalion fleet in 2005 and alleviation ol coal constraints that liinitcd wholesale sales 
opportunities in 2Oi:l4 Gross margin increased by $1 1,000 per G\Vh, on 8096 increase, due to higher average market rates Cor power resulting primiirily from energy supply disruptions 
and record natural gas price!! in 7005 
A $55 million increiise in GWh sales to retail customers due to iavorable weathcr conditions during the latter half of the year Weather statistics in 2005 Ihr cooling degree days were 
opprosimately 7% better than normal as compared to l?b below normal in ?0CU, and 
A %27 million increase related to demand l iom retai l  customers. due primarily to continued growth in the number ofresidential and general service customers in Franchised Electric's 
service territory The number of custoniers in 2005 increased by approximately 43,000 compared to 2004 

A $176 million increase in fuel expenses. due primarily to higher coal cosls and increased generation to meet the strong demand of retail and wholesale customers Tolal generation 
increased by 49.0 compared to 2004 and generation fueled by coal accounted for more Ulan 50 percent of total genernlion during both periods The delivered cost of con1 in 2005 is 

approximately 57 per ton higher than the same period in 2004 

* 

Operirhng Erpeiises The increase was driven primarily by 

5 2  
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* A 513.1 million increase in operating and maintenance c.;penses, due primarily to increased planned ou1:igc and maintenance a t  generating plunts, planned mainteniince to improve the 
relinbility 01 ~listribution and transmission equipment and employee wages and benefits 
A $29 million increase due  to higher storm ch;i%es in 7005 The increase is primiirilp due to if December 2005 ice storm (M6 million), which resulted in outages lor approsimately 
700.000 customers This IS partially of lkt  by chilrges Tor Hurricane Ivan in September 1004 ($I I million) and a wind storm in biarch 2004 ($7 million). iind 
A $14 million increase in donations related to sh;innS of profits from wholesale power sales wi th  charitable, educational and economic development programs m North Carolma and 
Soulh Carolina For the year ended & c e m k r  31, 20cJ5. doniitions totaletl $28 million. \vhile for the same perlod in 20t:l-I. donations totaled 614 million 

- 
ERlT The increase in 1?01T resulted primarily liom increased sales to wholesale customers. net of sharing, increased sales to retail customers due to favorable rveatha in 2005. and 

continued gi-oivth in the number ol residential and general scn,ice customcrs iii 2005 These changes were partially ofkc t  by i n c r o w d  operating and maintenance expenses, including storm 
costs 

Ye:us Ended Deceiiibei 31, 

V:ii i:ince Vwianco  
2006 vs 2005 YE 

2006 2005 2005 2004 2004 -- - 

Proponional throughput, TDt 

(a) Irillion Britirh thermal units Revenues are not rignificantlj impacted bY pipeline throughput Ilucluatfons since revenues are primarily composed of demand charges 

).cor QiiledDecenrho 31. 7006 o s  Conipired Io Deceniber 31, 2005 
Oixrotiiis Rwviiiics. The increase \\’as driven prunarily by 
* 

* 

A $281 million increase due to Canadian iissets purchased in August X05, primarily liighcr processing nvcnucs  on the Empress System as a result of commodity prices 

A $157 million increase due  t o  foreign exchange rates fnvoriibly impacting revenues from the Canadian operations as a result of the strengthening Canadian dollar (portidly offset by 
currency impacts to espenses), 
A $146 million increase from recoven1 of higJier natural gas commodity cosLs. resulting from higher natural gas prices passed through to customers without a mark-up at  Union Gas 
Tllis revenue increasc is ofiset in expenses 
A 577 million increase in U S business operations driven by increased processing revenues associated rvith transportation. ;and 

A 576 million increase [ram completed and operational pipeline espansion projects in the U S 

A %IS6 million decrease in gas distribution revenues at IJnion Gas primarily rcsulling from lower gas usage due to wanner weather compared to 2005  

* 

* 

* 

I’amiilly orfsetting these increases ws: 
* 

Opeio/ing Evpmes  The increase w n s  driven primarily by 

. A $I 89 million increase in gas purchase cost associated with the Empress S y s t ~ m  
A XI46 million increase related to increased natural gas prices at  Union Gas This amount is olTset in revenues 
A $133 million increiise priniarily related to increased operating and maintenance espcnses on pipeline and storage operations, including pipeline integrity and project development 
cspcnscs, higlicr insurance premiums. and benefit COSLS, and 
A SI14 millioii increiise caused by loreign esclinnge impocls (oltset by currency impacts to revenues, as discu!ised above) 

* 

* 
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I'artially olfSetting these increases \yere 
* 

* 

A $ 1 5 1  million rlecrease in gas purchase costs a1 Union Gas, primarily resulting from Ioivcr gas usagcduc lo unseasonably warmer wcaiher, and 
A $14 million decrease related to the resdution in 2CK6 of prior tas ye:irs' ad valorem tax issues 

GirrIlS (LOvvl'r) 011 SdES 01 Olh Y oiid Olkei; ne/ The increase w a s  driven primarily by a $18 million gain in 3006 on the scttlement of ii customer's transportalion contmct. md a 65 
million gain on tlic sale 01 Stwc A,lounliiin assets in XJiffi 

income trust iuntl. partially offset by a constructinn ree received in lOO4 from an  afliliate as a result of the successIul completion of the Gulfsiream Natural Gas System. LL.C (Gulfstream). 
50% owned by Dukc Eiicrgy, and Natural Gas rraiisniis~ioii's SODS share of nperating and inaintcnancc espenscs in ?006 on the Southcast Supply I-leader project 

business rqxmsion, the gain nn !he Income Fund's issuance oiadditional units of Uie Canndim income trusl fund, a gain on a property insurance settlcment and !he slrengthening Canadian 
currency. partially nll~set by increased opemting and maiiiteiiiince espenses, and lower Union results primarily due to weaiher 

Olhe).luconic ~ r m I E ~ ~ ~ e ~ i c c ~ ,  1icl 1 lie increase \vas driven primarily a prc-tas SAD No 51 gain of $15 million related to the Income Fund's issuance of additional units ofthe Canadian 

EBlT 'The increase in E,BI r is due primarily to the increiise in proccssing earnings (primarily Empress Syslem), tlic gdin on scttlement o r a  customer's transportation contract, U S 

AJzI//~)T ln1p0cl;~ig Fiuiim Nol i i rd  Gas TI iiiiwrnrori R ~ s i i l i s  
In I,,ni. 

businesses 10 Duke Energy shsrcholders This transaction was cSfective January 3, 2007 The new natural gas compony, Spectra Energy, principally consists of Duke Energy's Natural Gas 
Transmission business segment and Duke Fnergy's 5il-percent ownership interest in DEFS The historical results of the natural gas businesses are espccted to be treated as  discontinued 
operations at Duke Energy in future periixk beginning with the lirst qu;irter n12007 As a result of the s p i n d f ,  Dukc Energy's future results 01 operalions will not include the operalions of 
Spcctia E.nergy 

Jrcnr E~id~dDece i s l i c~  31. 2005 o s  Conilmcd lo DeccniRcr 31. lOoJ 
C ) j ~ ! t 7 1 1 t g  Rcisniies The mcreiise was driven primarily by 

A $269 million increase due to new Canadian assets. primarily i l ie Empress System 
A SI  5 ;  million increase due to lbrcign eschange rales favorably impacting revenues I?om Uie Canadian operatiom as a result of Uie slrenglhening Canadian dollar (partially olTsel by 
currency impacts to espenses) 
A $1 42 million increiise lrom rccovcry 01 highcr natural gas commodily costs. resulting From higher nnturnl gns prices thot arc p s x d  through to customers without n mark-up at 

Union Gns lliis rcvenues increase is o l h t  in expenses 
A %Ci million increase lor i i  S business operations driven by higher rates nt Ivfariiimes B Northeast Pipeline. LLC tind A,faritimes & Northca t  Pipeline, LP (collcctively. M B N 
Pipclinc) nnd favornblc commodity prices o n  natural gas processing activities 
A $36 million increase in gas distribution revenues. primarily duc to highcr gas usage in the power market. and 
A $?I1 million increase lrnm completed and operational pipeline espansion projects in the U S 

* 

* 

* 

Opo1rn.g Expeii.~c> The increase mas driven primarily by. 

A %27? million increase due to new Canadian assets. primarily &;is purchase cosLs associated with the Empress System 

A $152 million increase related to increased natural gas prices at Union Gas 1-his amount is offset in revenues 
A $1 18 million increase cnused by lorcign escliange impacls (ollsct hy currency impacts to rcvenues, as discussed ;ibnve) 
A S43 million increase in gas Irurchnses for distribution, primarily due  to higher gas usage in the power market, and 
A $23 million incrciise related to the 30Ci-1 resolution d a d  valorem tax issues in viirious states 

. 
* 

* 

* 

Ollrerlriconie nnd Expenses, riel l h c  increase w a s  driven primarily by thc successful completion oft l ie Gulfstream Phase I I  projcct which wcnt into scwicc in Februiiry 2005 and 
increased volumes ill GulSstream. resulting in a $ 1  1 million increiise in Gas 'Transmission's 50% equity enrnings and n $5 million construction fee received irom an ailillate These increases 
were partially oKset by a 61 6 million gain in ?Oil4 on the sale of equity investments. primarily due to the resolution of contingencies related to prior year sales 

EBIT nie increase in EBIT w a s  due primarily to earnings from U S business espmsion projects. improved U S operations and fnvorable ioreign escliange rate impacts {rum the 
strengthening Canadian currcncy, poflially offset by the 2004 resolution 01 ;id valurcm tas issues 
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I'ielcl Sei 7 ices 

Y c m 5  Pncled Ikcenibei 31, 

V;ii iaiice \':l~iance 
2006 YL 2005 %F 

2006 2005 200s 2004 200.1 
P _ _ _ _ _ _ _ _ _ o  

(in niillioiir, eicept where nntecl) 

hbnorily interest e\pen\e - 497 (447) 227 270 

-- 
1.579 S 569 S 1.9iG 5 (1.377) s x 7  s 

NGL protluction. hiBhl/d(c) 

(a) Includes Duke Energy's 5P6 equity in earnings 01 DliFS net income subsequent to the ileconsolidation of DEFS en'cctive h l y  I ,  2005 liesults of DEFS prior to July I ,  2005 are 
prescntcd on a consolidated hasis 
Trillion British thermal units per diiy 

Million British thermal units Average price h:ised on NYMEX I l e n n  Hub 
Docs not reflect results of commodity hedges 

In July 3005, Dukc Energy complctcd tlie tmnslcr o i  ii 19 70. interest in DE,FS to ConocoPhillips, Dukc Energy's co-cquity owner in DEFS, which rcduccd Dukc Energy's ownership 

(b) 
(c) Thousand barrels per day 

(d) 
( c )  

interest in DEFS fiom 69 7?,b to 5Cihb ( h e  DEFS disl'ositim transaction) and resulted in Duke Energy and ConacoPhillips hccomlng equal 5@?4 owners in DEFS As n result of the DEFS 
disposition triinsnction, Duke E.nergy cleconsolidated its investment in DPFS and subsequently has accounted for DEFS as an investment utilizing tlie equity mcthotl ol accounting (see Note 2 
to tlic Consolidated Financial Statements, "Acquisitions and Dispositions") 

J ' E ~  Eniied Deconihor 51. 2006 ils C o ~ n p m d  10 Di~cen~Drr 31, 2UUS 

O ~ x ~ i l ~ i r i ~ R ~ ~ ~ ~ i ~ ~ i e ~ .  The dccrcnse \VIIS duc to thc DE,FS clisposition tr;insaction and suhscqucnt dcconsolidotion of DEFS 
Olxrotri~g E~7~)7 te1  The decrease was due to the DEFS disposition lrnnsaction and subsecluent deconsolidation of DEFS Operating expenses for 2005 \\'ere also impacted by 

approximately 51 20 million of losses recognized due to the reclass~lic:~tion of pre-lax unrealized losses in AOCl as a result of the discontinuance of certain cash 17ow hedges entered into io  
hcrlge Field Services' commodity price risk, which were prcviously accountcd for as cash flow hedges 

Girins (lorreb) u17 sdes Ofol~rfr ils.scls in7~lothcr, i d  The clecrea!;e w;is due primarily to an approximate pre-lax gain ais575 million on the DPFS disposition trnnsoclion in the prior 
year 

comparcd to cquity in earnings of DEFS' nct income b r  tlic six months ended December 31. 7005 DEFS'eainings during h c  twelve months ended Dccembcr 51, 2W6 have continued to be 
1-avoriihly impacter1 by increased NGL. and crude oil prices :IS compirred to the priior period as  well as increased trading and marketing gains due primarily to changes in natural gas p r i c s  and 

E q i i i ~  in  &I ~i i~ ig r  of U ~ ~ c u ~ i r u l i i f i ~ r e d . . l ~ ~ i l i o l ~ ~  l l i e  increase is due to Duke Energy's 50% of equity in earnings of DEFY net income for h e  twel\'e months ended December 31. 2006 as 

e and in\ientory triinsactions 
Otho-lricurrie m z d E ~ p ~ n w s ,  r ie l  7 he decrcilsc is due to tlic DEFS dispnsilion triinsaction and suhscqucnt dcconsolidation of DEFS In 3005. DEFS liar1 a pre-tas gain on thc salc of its 

wholly-o\\wxl subsidiary. TEPPCO FP, the general partner of TEPPCO LP ofS1 1 billion. rind Duke Energy hod ii prc-tns gnin on ihe sale of  its limited partner interest in 'IEPPCO LP of 
approsimately S97 million TWPCO G P  and Duke Energv's limited pariner interest in TEPPCO 1.P were each sold to Enterprise GP I-Ioldings LP. ;!n unrelaterl third party 

thc gain on thz  sirlc oTTEPPCO GI' t o  Entcrprisc GP  I-lnldings 1 I' f o r  apprnsimnt 
,\Iii~ori~lrrteres~ Eriior7rc 1 lie ilecrease IWX due to tlic DPFS disposilion trilnsaction and subsequent deconsolidation of DE,FS h~f~nority inierest espeme for 2005 wils due primarily 10 

"1 I billion, as discussed ahovc 
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EBIT The dccraisc in ED11 Irom 7006 to 201:1.5 resulted primarily Irom tlic gain on sale v i  TEPPCO G P a n d  Duke Energy's limited pnriner interest in TEPPCO L P in 2005 and gain on 

the DEFS disposition transaction in 2(1115. which reduced Duke Energy's ownership interest in DEFS from 65, 7% to 509b These decreases were p:irtially offset by increased NGL. and crude oil 
prices in 2006 as comparccl to the /prior year 

Alrltlers Iriipoctiii,q Frrtur r Frclrl Scn7ce.s Reviil t ,~ 
In June 2006, the Board of Directors oSDuke Energy authorized m;inagement to pursue a plan lo create two separaie publicly traded companies by spinning offDu%e Energy's natural gas 

businesses to Duke Energy sliareholders rhis transaction w a s  effective J;inu;ir)a ?. ?1:lD7 The new natural gas company. Spectra Energy. principally consisls oiDuke Energy's Natural Gas 
Transmission business segment, inclucling Union Gas. and Dukc Energy's 50.pcrccnt ownership iiitcrest in DEFS T'hc historical results of the niitural gas businesses are expected to be tra3tcd 
as discontinued operations at Duke Energy in l'uture periods beginning with the Iirst quarter 01 21107 As a result of the spin-off, Duke Energy's future results of operations wil l  not include the 
opcrations 01 Speclra Energy 

Ycor Eii~lcdDccoabcr .3l. 200.5 Conii~m et1 to Dccerirbcr 3 / .  7004 
0,xroting Rmvrirics I h e  decrease was due to tlie DEFS disposition trans:iction and subsequent deconsohdation ofDE,FS 1111s decrease \vas partially oSSset by increased revenues of  

NGL. prices and a $0 66 per h.n\.lBtu increase in average natural gas prices Subsequent to lune 2005, Duke Energy's S(i?b oiequity i i i  earnings related to its investmrnt in DE.I;S arc included in 
Equity in Earnings of llnconsolidated Aililiates 

Equity in Earnings of Ilnconsolidatcd Aililiates This dccrease \vas partially ol'isct by 
Oprutirig Eypriccs The decrease was due to the DEFS disp~s i t ion  transaction ;ind subsequent deconsolidation oiDEI'S Subsequent to June 2005, Uie results of D 

* Increased operating espense of appriximately $675 million during the sis months cndcd lune 30. X 0 5  versus the comparable period in the prior year which was primarily attributable 
to higher average costs 01 raw natural gas supply, due primarily to an  increase in ;iver;lge NGI. and natural gas prices. and 
An approximate $I  I O  million lncrcase due to the rcclassiiication oipre-tax unrcalizcd losses in AOCI during the first quarter 2iK)j a s  a result v i  Uie discontinuance of certain cash 
flow hedges entered into to hedge Field Services' commodity price risk, which were Iprcviously accounted for as  cash flow hedges (see Note 8 to tlie Consolidated Financial 
Statements. '"Risk Management and I-Iedging ,lctivities. Credit f i sk .  and Financial Instruments") Aner the discontinuance of these hedges, changes in Uieir lair value are k i n g  
recognized in Other results, as management comidcrs the tlisconiinuance to be an  event which disassociates tlic contracts irom the Field Services' resulls 

. 

Goins (Iosm) 011 \olc.s of orlier ilVYel& ciridorlrer, fret The incrcase was primarily due to a n  ;ipprosimate pre-tas gain 01 $575 million on the DEFS disposition transaction 
Eqiii0,in errrnoigsoj ir~rco~i.suliJ~itcrl~~~l)ilii~res The incrrjlse was driven by the equity in earning:; o i  $292 million for Duke Energy's investment in DPFS subsequent to the completion of 

tlie DEFS disposition transxtion and related deconsnlidation DEFS earnings during the six months ended b c e m b e r  31, Xi05 have continued to be favorably i m p a c l d  by increased 
commodity prices n i e s e  increases were partially oilset by higher operating costs and pipeline integrity work as well as lower volumes due in part to hurricane interruptions 

general partner of TEPPCO L.P. and the pre-lax gain on the sale of Duke Energy's limited partner mterest in TEPPCO LP of approsimately $ I C 0  million E P P C O  GP and Duke Enerzy's 
limited partner interest in TEPPCO LP were each sold to Enterprise CP I-loldings I.P. an unrcliited third party The gain was  partially otTsel by a $33 million dccrease in earnings from equity 
method investments. primarily as a result ofthe sale oi 1E.PPCO GP and Duke Energy's limited partner interest in TE,PPCO L.P in the first quarter of 2005 

billion as well as lncreascd earnings at DE.FS during Uie six months cnrled lune  30, ?O(l5 due to commodity pnce  increases This increase w a s  partially ofke t  by the DEFS disposition 
transaction and the related deconsolidntion of Duke E,nergy's inveslmenl in D E R  eiiective luly I, 200.5 

transaction and favorable cfSects of commndity price increases, partially olf'set by tlie imptict 

Other lricoriic orid Erpciiscs, m i  The incr w a s  driven primarily by an  approxiinatc $1 I billion prc-tax gain in 100.5 on the sale of IIEFS' wholly-owned subsidiary, 'TEPPCO GP, Uic 

AfirioriWlntcrcst Eypeitse The increase w a s  due  primarily to the minority interest impiict of the gnin on the sale oiTE,PPCO GP lo Enterprise GP I-loldmgs LP for opprosimntely $1 1 

EBIT l h c  increase wits primarily driven by the gain on  sale of TEPPCO GP and Duke Energy's limited partner interest in TEPPCO L.P, Lhc gain as a result of the DE,FS disposition 
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of Duke Energy's decreased ownership p ~ ~ c e n t a g e  resulting irom the completion ofthe DEFS disposition transaction Also, during the l i n t  three months of 2005, Duke E n e r g  discontinued 
certain cash flow hedges entered into to hedge Field Senwes' commodity price risk (see Note S to the Consolidoterl Financial Statements. "Risk Management and I-Iedging Activities, Credit 
Risk, and Financial Instruments") As a result o f t h e  discontiniiance of these cash now hedges and hedge accounting lrcatment. approximately SI 20 million ofpre-1;i.i unrealized losses in 
AOCI related to these contracts have been recognized by Field Services during tlie year ended December 31, 1Oii5 Field Services' future resuILs are subjeci to volatility Tor factors such as 
commodity price chnngcs 

Siippleriieii~d Datir 
Below is supplemental information for DE,FS opcnting results subsequcnt to ilcconsoliclntion o n  lulp 1 ,  2Oili- 

(in inillionsf 
Tivclve h,loiitlis Entlcd 

Deccnibcr 31,2006 
Six Alonllts Ei~detl  

Dccmibei -31 ,2005 
....... ......................................... . .~. ............. . . . . . . . . . . . . . . . .  - . . . . . . . . .  _*c___ " - 

Operating revenue:, z 12.325 ? 7,463 
1 1.1163 6,814 

Coniniercial  Pnnei 

Ye.ir5 Ended Dcccnibcr 31, 
n . .  ....... P .............. CICm_/._ ................... _ .  .- 

\'ai ~.IIICC \'.iriance 
2006 v\ 2005 \ s  

2006 200s 2005 2005 2005 --- I__ 

L \I IleIc I 

1.254 $ 31) 

Net proportional megawatt capacity in operation 8 I00 3 600 4,s t i  I 3,600 

(a) Excludes discontinued operations 

During the third quarter of 2005, the Board of Directors of Duke Energy authorized and directed management to execute the sale or dispnsition olsohstantinlly all of lbnner DENA's 
remaining a s e &  and contracts o:itside tlie Midwestern United States and certain contractual positions related to the Midwestern assets A s  il result o i th i s  exit pliin, Commercial I'orver includes 
the operations of former DENA's Midwestern generation assets and remaining Southeastern npwations relatctl to the nssets which were disposed 01 in 2004 The results of former DENA's 
discontinued Operations, which are compnsed of assets sold to L.S Power, are presented in (Loss) Income From Discontinued O~x'ratinns. net o f  tiis. on the Consolidated Slatements of 
Operations. and are discussed in consolidated Results oiOperations section titled 'Tonsolidnted (1.0s~) Income from Disconlinued Oper;itions, net of 13s " 

reor EiitrleilDecenrber .II, 200G us conipiri ed lo Deccnihei 31, 2005 
Opfrotriig R A Z ~ ~ I I ~ S  The increase was primarily driven by the acquisition of Cinergp non-regulated generation assets for which results. including the impacts ofpwchase  accounting, are 

reflected from h e  date of acquisition and thcreallcr, but are not included in the same period in 2 
klidwest plants were npproximately $14 million higher in 3lli6 compared to 2005 due primwily to higher nverage prices iind slightly higher volumes 

reflected from thedate  ofnccfuisition and tliereafier. but are not includcd in the same peritid in 2005 (npprosimntely SI.IS5 million) 

ipproximatuly $1,74:I millionj Operating revenues associated with the former DFNA 

Oproting Expviiws The increase was  primarily driven by the acquisition of Cinergy non-regulated generation arsets for w h i c h  results including the impiicts of purchase accounting, are 
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Gmii (losses) or1 Sales ojOlhei Asrels orirlOilier. m L  The increase was driven primarily by an approximate $7.5 million pre-tax charge in 2005 rclaterl to thc termination oistructurcd 
power contracts in tlie Southeastern Region and an  approximate $6 niillion giin on the sale o l  the Pine hlountain synthetic fuel Lwility in ro06, partially oll-set by net losses of approximately 
$29 million on sales ofemission dlowances in ZOffi 

2006 

acquisition of Cinergy assets (approsimately SG9 million) 

~f~7llerslr?r~acli ,g Frrhrr e Comnrerciol Pouw Ros.rrlls 

Ollier.Iiiconie o i i d E ~ p e ~ ~ i e s ;  iiei The increase is tlriven primxily by equity earnings of unconsolidated a i f ~ l ~ i t e s  related to investments acquired in connectinn with the Cinergy merger in 

EDIT The increase was due  primdrily by the ;ipproximate 575 million pre-tax charge in 2005 related lo the terminalicin o f s t r u c t u r 4  p o w r  contracts in the Southeastern Region and the 

Commercial Power's current strategy is focused on mnsimizing the returns and cash Ilows from its current portfolio Results tor Commercial I'mver are sensitivc to changes in paiva 

Segment ED11 for 2cKJ7 is expected to be higher than in 2006 primarily due to tlie impacts ol o ful l  year ol contributions from Cinergy's hlidwestcrn non-regulated generotion portfolio, 
supply. power demand and fuel prices 

impacts of purchase accounting from the Cinergy merger, and the recovery of under-collected fuel costs in 1006 Future results fvr Commercial Power are subject to volatility due to the over or 
r x  -.  4- . I ... *" 

addition, tlie outcome o l t h c  remand hearing by the Ohio Supreme Court in regard to tlic Ratc Stabilization Plan (RSP) with ihc PUCO could affect the current tarilf structure 01 the RSP 
_ , '  I c . .  . .  . .  . 1 1' - .  r .  

Yeor E d e d  December 31, 2005 as conrpar ai lo Deceniber 31 ZOOJ 
Opc.i-ulingReveniit.s The decreiise was driven primsrily by the sale o l  the Southciist plants in ZO0.i. including losses in 2005 associated with structured ~ I V U  contracis in the Southcast 
O~maling Eyier iscs The decrease w a s  driven primnrily by the sale ofthe Southeast plants in 20(U and lower operating expenses in !lie Rdidwest, including: 

* 

Goins (losses) on ,solc,s ojotlie~ nsscls oridollrer, riel The 2005 loss \vas due primarily to an approximate $75 million pre-tax charge related to the terminntian o i s t r u c t u r d  power 

EBIT EBIT loss decreased driven by the loss recognized in 2004 on the sale of the Southeast Plants and decreased operating costs and lower general and administrative expense as 

$GI million decrease in operations and maintenance costs. including general and odministrative espenses, and depreciation espenses. and 
$38 million decreasc in fuel costs 

contracts in the Southeastern Region The 2004 results include pre-tax losses o l  approsimately $360 million associated with the sale o i  the Southeast Plants 

outlined above 

Intcrii:itional Eiicrgy 

Yeor.i Eiidcd Drccnibci 31, 

V.i riiiiice Yari;iiicc 

2006 2005 2005 2004 2001 
2006 v\ ?nos 

-____.__1_____ 

p- 

(175) P, 227 S 

Net proportioniil megawatt capacity in operation(a) s.996 3 937 5 s  4 134 ( 2 0 2 )  

(a) Excludes discontinued operations 
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Ibor Ended December 31, 2006 a s  Coinporr.d to December 31, 2005 
Opiating Rmwiires T h e  increase was  driven primarily by: 
* A $1 1 S million increase in Peru due  to increased ownership and resulting consolidation of Aguaytia ( S e e  Note 7 in the Consolidated Financi;il Stalemenu, "Acquisitinns and 

Dispositions") and an increusc in Egcnor due to higher salts volumes, oifsct by lowcr priccs 
A YO million increase in E,l Salvador due to higher energy prices 
A $31 million increiise in Brazil due to the strengthening of the Brazilian Real against the U S dollar and higher overage energ), pnccs, o l l sc l  by lower volumes. and 
A $27 millioii increase in Argentina priniarily due to higher electricity generation. priccs aiid iiicrcascd gas marketing sales 

* 

* 

. 
Opraling Erpeiises The increase was  driven primarily by 
* A SI09 million increase in Peru diie lo increased ownership ;ind resulting consolidation of Agu;iylin (See Note 2 in the Consolidalcd Financial S1;itemenl 

Dispositions") and increased purchnsed power and fuel costs in Egenor 
i\ 5100 million incrensc due  to n reserve estnblished as n result of a settlement inude in conjunction with the Citrus litigation (see Note I7  to the Consolirlnted Finnnciul Stutements, 
"Commitments and Contingencies") 
A $38 million increase in El Salvador primarily due  to higher fuel p n c a  and increased fuel consumption 

A $33 million increase in lvlexica due to an impuirment o i  a note receivable from Campeche, and 
A $28 million increase in Bolivia d u e  primarily lo impaimen1 charges as a result of the sale oi assets in Bolivia, which was compleled in Febniwy 2007 

* 

* 

S I l S  c l f d p  . . . . . , . . . . 1 .j,.i 

* 

Other-lnconre oirdexpemes. itel. The decrease was primarily driven by a $26 million decrease in NIvlC due to lower lvlTBE margins and unplnnncd out:iges and ,I $12 million decrease a s  

EBII: The decrease in EBIT was primarily due to a liiigntion provision, impairments in Mexico and Bolivia, lower miirgins at NMC, higher purchased power costs in Egcnor. oiL%et by 
a r a u l t  a i  consolidation of Aguaytia in 2006 (Scc Note 2 in the Consolidated Financial Statcmcnts, "Acquisitions and Dispositions') 

fivorable hydrology and pricing in Argentina 

h4atters leriioctitp F i i l i r r  e Inler naliorial hne!gy Resrrlfs 
lntcrnational E,nergy's current strategy is focused an  selectively growing its L.;itin American power generation business while continuing to maximize the returns ;ind cash flow from 11s 

currenl porliidio Results for Inlernntional Energy are sensitive to changes in hydrology, power supply, power demand and fuel prices Regulator): matters can also impact Intcrnational Energy 
results. its well as impacts from fluctuations in eschange rates. most notably the Brazilian Real 

the long run, as International E.nergy's contract prices are adjusted, there is an unfavorable impact on interest expense resulting from re\~aIuiition of International Energy's outstmding local 
currency debt In periods of deflation, revenue is negatively impacted and interest expense is positively impacted 

lntcrnational Energy's Argcnlinc operations nrc porticipating in a govcrnmcnt sponsored project to construct and npcnte addilional gas-fired generation c,ipacity in Argentina 
Inlernational E.neEy's iuture results ofoperations may lx impacted by the Argentine government's ability to successfully cony out this project and provide on adrquote return to entities 
participating in the project 

Certain oflntcmationnl Energy's long-term sales coniructs and long-term debt in Brazil contain inflation odjustment clauscs Whilc this is favorable to rcx'cnuc in periods Oi inilation in 

1.eirr Eiuicrl December 31, 200.5 as Conipor-cd to Decenrber 31. ?OW 
Opri7lins Rmvnues The increase w a s  driven prlmarily by: . A $32 million increase in Brazil due to favurable exchange ratus, higher average energy prices, partially otTset by lower sales volumcs 

A 531 million increase in El Salvador due to higher power prices and a iavornble change in regulatory price bid methodology 
A 57s million increase in Argentina due primarily to higher power prices and hydroelectric generation 
A $1.1 million increase in E.cuador mainly due to higher volumes resulting from a lack of water for hydro compctitois * 
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* A 81 2 million increase in Guatemala due to higher power prices, and 
An 8s million increase in Peru due lo favorable hydmlogical condilions and higher power prices 

A $79 million increase in El  Salvador due primarily to higher fuel oil prices, increased fucl oil volumes purchnscd and incrciisetl trmsmission costs 
A $26 million increase in E,cuador due to higher maintenance, higher diesel fuel prices, increased diesel fuel volumes purchased and ii prior year credit related to long term s e n w e  
contract termination 
A $15 million increase in Guatemala due to highcr fuel prices and incrwscd lucl volumc5 purcliascd, in addition to higher operations and maintciiancc costs 
A $1-1 million increase in Brazil due to unfavorable exchange rates and an increase in regulatory and transmission Ices, partially ofisct by lower power purchase obligations, and 
A 814 million increase in Argentina due to higher power ptirchasc volumes and prices 

A 813 million decrease related to a 2004 charge lor the disposition of the ownership share in Compania de Nitrogeno de Cantnrcll, S A de C V (Contarell), a nitrogen production and 
delivery Cicility in the Bay of Campeche, Gulf of hdexico in 2004, and 
A 810 million decrease in general and administrative expenses primarily duc to lower corporate overhead allocations and compliance costs 

O['croting Eqmiws The increase was  driven primarily by. . 
* 

. 
* 

9 

Paninlly oi'fsetting these increases were. 
f 

6 - 1  I >  7 ,= , I,,, n . .  ," ,, , , 
$20 million equity investment impairment related to Campeche in 2005 

absence of a charge associated with the disposition of the ownership shore in Cantarell recorded in 2004. partially oiTset by nn equity investment impairment related 10 Campeche in 2005 
EBiT 'The increase was due primarily to favorable pricing and hydrological conditions in Peru and Argentina, fworable  exchange rilles in Brazil and higher equity earnings frvm NMC, 

Crescent(") 

Yenrs Eiidccl Deceiiibcr 31, 

V ~ I  iaiice Vwini icr  
z o n 6 V ~  2005 I'S 

2006 2005 2005 2004 2004 

(in iiiillion\) 

____._ - ,.. -.  . . . .....---____.I( . -- 

(a) In September 2006, Duke Energy completed a joint venture transaction at  Crescent As a result, Crescent segment data includes Crescent as a consolidated entity for p e r i d s  prior to 
September 7. 2OiX and as an equity investment For the periods subsequent to September 7. 2006 

l'enr Eirrled Dccenrber 31. 2006 a.5 Coniiiiired lo December 31, ZOOS 

snles. primarily due to decreased sales a1 Ihe L.andblar division in Florida 

dmeloped lot sales iis noted above and a $16 million impairment charge in 2005 related t on  residential community in South Carolina (Old field) 

Oprali i ig Rcveiiiies The decrease was driven primarily by the dcconsolidation of Crescent eiiective September 7, 2006, as  well as a $272 million decre;ise in residential developed lot 

Ojm-alrrig Expines The dccrcasc was driven primarily the dcconsolidation of Crescent elfective September 7. 2006, a s  wel l  as a $1 87 million dccrcasc i n  tlic cost of residcntial 



Gmiir oii Snles oflmwtiiiwits i n  Coni~iie,ciol n ~ ~ ~ l ~ ~ ~ l i ~ l l i - ~ ~ i ~ i i ~ i ~ l ~ e n l  hstnte Tlie increase was  driven primarily by an $81 million gain on the sale of two office buildings at  Potomac Yard 
in \Vashington. D C along with a $52 niillion land sale a t  Lake Keowee in iionhwestern South Carolina in 2006, partially o n k t  by a $4 I million land sale at Catuwha Ridpe in South Carolina 
in 2005. a $15 million gain on  a hind sale in Charlotte. North Carolina in 7005 and a $1 9 million eain on a project sale in Jacksonville, Florida in 2005 

Gmis (Lol-ses) on Snlcs qjOihei-iissers a1111 Olliet; tier The increase w a s  due  to an approsimate $246 million pre-tax gain resulting from the sale ol  an ufiecttve 509'0 interest in Crescent 
(see Note 2 in thc Consolidiited Financial Stiitemenls, "Acquisitions nnd Dispositions") 

Olhet-l~ico~~ie ~ i i d K ~ p e ~ i s e s ,  iiet The decrease IS primarily due to W5 million in income related to a distribution from an interest in a portfolio of commercial office buildings in the third 
quarter o i  7005 

EBIT The increase wns primarily clue to the gain on sale 01 an owncrsliip interest in Crescent, a s  noted above, as well as the sile o i  tlic Putomac Yard office buildings. partially offset by 
land and project sales in 2C05 as  discussed above 

Mnt1er.s Inipnctiiig Fiitiii e 0 fscciif Resirlts 
In September 2006, Duke Energy closed an agreement tu creiite a joint venture of Crescent and sold an efrective 5046 interest in Crescent to the M S  Members In conjunction with the 

formation of  the Crescent JV, the joint venture. Crescent and Crescent's subsidiaries entered into a credit agreement with third party lenders under which Crescent borrowed approsimalrly 
? I  3' . ,  
N and has accounted lor the investment under the equity mcthocl of accounting Thc combination oi Duke Energy's reduction in ownership and the incrcascd intercst expense at Crescent I\' as 
:I result of the debt transaction, the impacts 01 which will be reflected in Duke Energy's future equity earnings, will likely significantly impact the amount of equity earnings of the Crescent JV 
that Duke Energy will recognize in future periods. Since the Crescent JV will capitalize interest :is a component of project costs, the impacts of the in taes t  ekqwxe on Duke Energy's equity 
carnings will be rccogrircrl as projects arc sold by the Crcscenl JV 

. .  . .~ 

l'enr Eiicied December . ; I .  2005 os Coniporcd 10 Drcenibe~ 31, 20N 

Carolina and Uic 1 andhlar affiliate in Nortlicastcm and Central Florida 
Ojxiaring Rm~e~iiic.r The increase \vas driven prunarily by a $64 million increase in residential developed lot soles. due to increased sales at the Palmetto Bluff project in Rluffton. South 

Oprnting E~pemer Tlie increase was driven primarily by a $30 million incrcOse in the cost of residential developed lot sales, due  to increased developed l o t  sales iit the projects noted 
above along with an $1 I million increase in corporate administrative expense as a result of increased incentive compensation tied lo increased operaling results The increnscc were offset by a 
$16 million impairment charge in 2005 related to the Oldfield residential project near Beaufort, South Carolina as compared to $50 million in impairment and bad debt charges in 2004 related 
to the Twin Creeks residential project in Austin, Icsus  nnd The Rim project in Pnyson, Arizanu 

Goins on Soles of l in~estnroi i l r  in Conimtnrcinl niidA(iiIIi-1;;7nrili'Renl E.ctnIc The decrease \vas driven pnmarily by: 

- 
* 

P;inially oflsetting there decreases were; . 

A $37 million decrease in real estate land sales primarily due to the $15 million gain on  the sale of the Alesandria tract in the Washington, D C area in 2004, and 
A $32 million decrease in commercial project sales primarily due io Uie 6?0 million gain on the sale of a commercial project in the Washington, D C a r m  in 20011 

A $37 million increase in multi-family soles primarily due to the $15 million gain on  a land m l e  in Charlotte, Narth Carolina and a $19 million gain on n project sale in Jncksonville, 
Florida m 2005, and 
A $32 million increase in surplus land sales primarily due to a S42 million fain from a large land sale in Lancaster County. South Carolina in 2005 * 

Orlierl~iconif mid Evpwires. fief The increase was primarily due to $45 million in income related to a distribution from an inierest in a portlolio of commercial oflice buildings in the 

Adiiionwlnterert Evpeme 1 he increase in minority interest (benefit) espense is primarily due  to increased earnings from the Landhlar affiliate 
EBIT The increase was primarily due to income related to ii distribution from an interest in a portfolio of commercial office buildings, a large land sale in Laneaster County, South 

third quarter o i  2005 

Carolina. incrcased multi-iamily and rcsidcntial developed lot sales offset by a decrease in commcrcinl land and project sales duc primarily to the sile of a commercial project and the 
Alesandrin tract in the Washington, D C nreu in 2004 
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SupplcnienLzI I h C i  

Below is supplemcnt:il infomation lor Crescent operating results subsequent to clcconsolidalion on Septembw 7. 7006 
Scpleoibcr 7 

1111 ough 

December J I ,  
2006 

Operating reveriuch 179 
I 

Operating income 27 
N 0 

Otlicr 

Years Eodrtl Deceniher31, 

Vnrinnce Vnriniice 

2006 VI 2005 vs 
2006 2005 ZOO5 2004 2004 

__I____--- -____n__L_II_ 

---.-- ---_I-- 

Year Errled Decenrbcr 31, 2006 as Coniyored IO Decenrbsr 31, ?OOS 
O p a l i n g  Rmenires The increase was driven primarily by: 
* An approximate %I30 million increase as a result of the prior year impact of realized and unrealzed mark-tomarket losses on certain discontmud cash f low hedges originally en ie rd  

into to hedge Field Services' commodity pricc risk which were accounted for as Operating Revcnucs prior to h e  &consolidation of DEFS, effective July 1 ,  2005 

A W3 million decrease due to the sale of Duke Project Services Group, Inc (DPSG j in February 2006, and 
A $2.1 million decrease due to a prior year mark-to-market gain related to former DENA's hedge discontinuance in the Southenst 

A % l I S  million increase due to costs-to-achieve in 2006 related to tlie Cinergy merger 

Partially offsetting this increase was: 
* - 
U~~raf i r7g E\pemcs The increase was driven primarily by: 
* 

- 
* 

* 

Partially offsetting these increases were' . 
* 

Ofhc~r.Jr:conro n n J E v ~ x i ~ s e s ,  1701 The increase was driven primarily by an approximate x15 million iavorable variance resulting from the realized and unrealized mark-to-market impacts 

A $65 million increiise due lo a chargc in 20Ei6 related to contract scttlerncnl ncgolialions 
A $5S million increase due In costs-to-ncliiwe in 20O6 related to the spin-off of Duke Energy's natural gas businesses, and 

A $14 million increase in corporate governance and other costs due primarily to the merger with Cinergy in April 2006 

A $47 million dccrensc duc to the continued wind-down 01 the former DENA businesses, and 
A W5 million decrease due to the sale o iDPSG 

associated with certain discontinued cash flow hedges origin;tIly entered into to hedge Field Services' commodity price risk which are recorded in Other income and expenres. net on the 
Consolidatcd Stotcments ol Operat~ons subsequent to thc deconsolidcition ol DEFS, cl1cctivc luly I .  200.5 

EBIT The decrease was due primailly to the increase in chiirges in 2006 nssocinled with Cinergy merger and natural gas business spin-off costs-to-achieve, and a clinrge for contract 
settlement negotiations These decrwses were partially ofisel by an increase due to realized and unrealized mark-to-market impacts of certain discontinued cash flow hedges originally entered 
into to hedge Field Services' commodity price risk 
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Adnllers liripcicliri~ Firliir c Ollrcr Resirllr 
Future Other results may be subject to volatility as  a result of losses insured by Bison and c h m g a  in liabilities associated with mutual insurance companies Costs associated with 

achievine the spin-oflol the gas bu~iness  and the Cinurgy merger. and the wind-down of DEmI could a h  impact futwe earnings for Other 

Yeor Errrled Deceniher 31, 200s U Y  Cartipred Io Deccnrher 31, 2001 
O p r o l i n ~  R L ? ~ ~ I I I I C S  The decrease was driven primarily by. 
* An approximate $1 30 million decrease a s  a result oftlie renlized and unrealized mark-to-market inipnct oiccrtain discontinued cash flow liedges originally entered into to l iulge Field 

Services' commodity /price risk (see Note S IO the Consolidated Financial Statements, "Risk Monagement and Hedging Activities, Credit Risk, and Financial Instruments"), and 
An approximate $48 niillion decrease primarily due to the wind-downs of DEmf and former DENA businesses 

A $31 million miirk-to-market gain in 3005 relnted lo former DE,NA's hedge discontinuonce in the Souiheast 

An approximate %I5 million charge to incrciise liabilities associaled with mutual insurance companies in 1005 

Encrg, subsidiaries, ;ind 
A 526 million increast in corporate governance costs in 2005 

A SS5 million decrease primarily iissocinled with the continued i s m - d o w n  of DE'Thl 

* 

Partially offsetting these decreases was . 
O]xrolin~ E q x r ~ s e s  The increiise was driven primnrily by: 

. .  . . . . . ,  -c . .  - A $64 million increase os a rcsuli o f t h c  2ltO-I correction of > 0 "  n11 

* 

Partially ol17setting there increases was: 
* 

Girtris (losses) oil sides q odier. osrets ir,tdo~Iier, riel The 7004 loss was due primiirily to npprosimstely $65 million ($39 million net of minority interest expense) ofpre-tnu losse~ 

Orlicr Iriconrc ~ridE~periws.  iier The decrease ivns driven primarily by an approximate $64 million decrease as n result of the realized and unrealized mark-to-markei impact on 
:issocialed with the sale and terminations of DETM contracts 

discontinued Iiedgcs related to Ficlll Sm,iccs' commmlity price risk (See Note 8 to the Consolidated Financial Statements, "liisk bfanngemcnt and Hedging Activities, Credit Risk, and 
Financial Instruments ") 

Aiii~onh~l~ileiesl E.~11eilrc The change was due primarily l o  the continucd wind-down of DETM 
EBIT The decraise w a s  due primarily to the realized and unrealized mark-to-market impact 01 certain discontinued cash flow liedges originally entered into to hcdge Field Services' 

commodity price risk, the reversal of insurance rcstrvcs at Bison in 2004 and the incrense in liabilities associated with mutual insurance companies in 2005 

CRIIICALACCOUNTING POLICIES AND ESl IiVL4TES 

nie application 01 accounting policies and estimates is on important process tliat continucs to evolve as Duke Energy's operations change and accounting guidance evolves Duke Energy 
has identified a number of crilical accounting policies and eslimates that require the use of signiticnnl estimates and judgments 

Ivlanagement bases its estimiites and judgments on historical experience and on other various assumptions that they believe are reasonable at the time oiapplication The estimates and 
judgments may change a s  time posses and more information sbout Duke Energy's envuonment becomes available If estimiites nnd judgments are different thiin the nclunl amounts recorded, 
adjustments are made in subsequent p r o d s  to take into consideration the new information Duke Energy discusses its critical accounting policies and estimates and other s i p i f i c a n t  accounting 
policies ivilli senior members of management and the audit committee, as appropriate Duke Energy's critical accounting pol~cies and cstimates are discussed below 

Rrgukitorg Accounting 

Duke Energy accounts for certain of i t s  regulated nperiitions (primarily U S Franchised Electric and Gas and N;itural Gas Transmission) under the provisions of SFAS No 71, 
"Accounting for the Eifects of Certain Types of Regulation " As a result. Duke Energy records assets and liabilities thal result irorn the regulated ratemaking process that would not be recorded 
under GAAP for non-regulated entities Regulatory assets geiierully represent incurred costs thnt have h e n  deferred because such costs are probable of future recovery in customer rates 
Regulatory liabilities generally represent obligations to make refunds to customers for previous collections for 
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costs that either are not likely to or have pet to be incurred h,lanagcnicnt continually ~SSCSSCS whether the rcgulatoly assets are probable oi futurc rccovcry by considering factors such as  

applicable regulatory environment changes, recent rate orders to other regula td  entities, and  the status of any pending or potential deregulation legislation 13ased on this continual assessment, 
management believcs the esisting regulatory assets are probable of recovery Ih is  assessment reflects Uie current political and regulatoly climate at  the state. provincial and federal Icvels, and 
I S  subject to chsnge in thc iuturc U future recovery of costs ceiises to be probable. the asset write-offs !~~oulcl be required to be recognized in operating income Additionally, the regulatory 
agencies con providc flcsibility in the manncr and timing ol-thc rlepreciation ofproperiy, plant and erpipment, nuclear decoinmissioning costs and amor t ia t ion  of regulatory assets Total 
regulatory iissets were $4,072 million M of December 31. 20116 and $7,319 million as of December 31. 2005 Total regulatory I inbi i i l ies were Xj.058 niillion as ofDecember 31, 2006 and 

$2.338 million as of December 3 1 ,  3CKIZ (See Note 4 to IhcConsolidated Financial Statements. "Regulatory Matters ") 

Loiig-l,ived Asset Iinpnirniciits :ind AsseLs I-lelcl For S:ile 
Duke Energy evvaluater the carrying value 01 long-lived tisscir. excluding goodwill. when circumstances indicate the carrying value of those asselS m;iy not he recoverable For long-lived 

O S S ~ L S .  impairment would esist when the carrying value exceeds the sum of estimates of Ihe undiscounted cash flows expected to result from h e  use and eventu:ii disposition oi the asset if the 
asset is impnired. the asset's carrying value is adjusted to its estimated lhir value \Vhen alternative courses of action to recover the carrying amount ofn long-lived asset are under 
consideration. a prob;ibility-wciglite(l approach is used for developing estimates of future cash flows 

the useful lives of long-lived assets and to determine management's intent to use the assets The sum of undiscounted cash flows is primarily dependent on forecasted commodity prices for 
sales of power or natural gas costs of fuel n \ w  periods of time consistent with the useful lives 01 the assets or changes in the real estate market hdanagcment's intent to use or dispose of assets 

is subject to re-evahition and can change o w r  time 

considers various factors when determining i f impaimcnt  tests are warranted, including but not limited to' 

niiki. I, -- . .  . . , ? i r L r  ,,( i l S  ,h , . - .  , ., % > .  > , ", ,E p\- ri ~=~ , ,io c .  G- "",uf 

A change in Dukc Energy's plms rcgiirding, or probnbility assessments of. holding or sclling an asset could h a w  a significant impiict on the cstim;itcd future cash flows Duke Energy 

* 

* 

Significant adverse changes in legal factors or in the business climate; 
A current-period npcrating or cash llow loss combined with a history of operating or cash flow losses, or a projection or lbrecast that den1onstr;itcs continuing losses associated with 
the use of a long-lived asset, 
An accumulation oicosts signii~cantlp in excess of the amount originally expected Tor the acquisition or construction of a long-lived asset; 
Significant adverse ch~inges i n  the estent or manner in which an  asset is used or in its physical condition or ii change in business strategy; 
A significant change in tlic miirkct value of on asset, and 
A current expectation that, more likely Uian not. an asset will be sold or otherwise disposed of before the end 01 its estimated useful l i f e  

- 
* 

. - 
Judgment is a lsn involved in dctermining the timing 01 meetmg the criteria for classificntion as an asset held for sale under SFAS No 14-1, "Accounting for the Impairment or Disposal of 

1.ong-Lived Assets " (SFAS No 1 4 )  
During 21106 and 2005, Dukc Energy recorded iinpairmcnts on scvcral of its long-lived assets (For discussion ortlicse impairmciits, see Note I 2  to tlic Consolidated Financial Statcments, 

"lmpairmcnts, Scwrancc  snd Other Charges " j  

Duke Energy may dispose ol-cerulin other assets in addition to the assets classified as held for sale at December .?I, 2006 Accordingly, based in part on currcnt market conditions in the 
incrchani energy i n t l u s y .  it  IS reasonably possible that Duke Energy's current estimate offhir  value of its long-lived tisseis being considered lor sale a t  December 31,2006 and its other long- 
lived asscts. could change and that change may impact the consolidated results of operations In addition, Duke E,nergy could decide to dispose of additionnl assets in future periods, at prices 
tha t  could be less than the book value of the assets 

Duke Energy uses the criteria 111 SFAS No 14-4 and ElTF 03.13. "Applying the Conditions in Peragmph 13 of FAS 144 in Determining Whether to Report Discontinued Operations." to 
determine whether components 01 Duke Energy that are being disposed of or are classified as held for sale are required to be  reported as discontinued operations in the Consolidated Statements 
of Operations To quaIiSy as  ii discontinued oper;ition under SFAS No 144, the component being disposed of must hnve clcorly distinguishable operations and cash 



llows Additionally, pursuant to EITI: 03-13, Duke E.nagy must not have significant continuing involvement in the operations after the disposal (I c Duke Energy must not have the ability to 
influence tlie operating or financial policies of tlie disposed component) and cash llows oi  the assets sold must have been eliminated irom Duke Energy's ongoing operations ( i  e Duke Energy 
doer not espcct to cenerate significant direct cadi Ilows irom activities involving the disposed component alter the chsposal trilnsaction is completed) Assuming both preceding conditions are 
met, the rc lmd results 131' operations for the  current iind /prior pericds, including any related impairments and gains or loses on sales. :ire reflected as a oss) Income From Discontinued 
Operntions, net  IO^ tiis, in thc Consolidated Stiitemcnts of Operations I f  an asset held lor sale does not meet the rcquireinenlr lbr discontinued operations cliissiiiciition, any impairments and 
gains or losses on  sale5 arc recorded in continuing operations as Gams (Losses) on  Sales of Other AsseLs, ne< in tlie Consoliilated Statements ol-Opcrations Impairments for all other long-lived 
assels, other than goodwill. iire recnrded as Inipnimcnls and other charges in the Consolidaled Statemenls o i  Operations 

Inip;iii-nicnt o f  Guuclwill 

At December 3 1. 201JB and 2005. Duke Energy had gmdwill biilances of $8,1 75 million and $3,775 million, rcspectivelp Duke Energy evaluates the impairment of goodwill under SFAS 
No 141. "Goodw~ll and Otlier Int;ingible i\ssets" (SFAS N o  142) The majority of Duke Energy's goodwill a t  December 31, 20116 relates to the acquisition of Cinergy in April 2006. whose 
iissels are primwily included in the U S Franchised Electric iintl Gas iind Commercial Power segments, and the acquisition of Westcosst Energy, Inc (\Vestcoast) in March 7002, Iyhose nssets 

iire primarily included within the Natural Gas l'riinsmission segment The remainder relates to In1ern;itional Energy's Latin American operations As oflhe acquisition date, Duke Energy 
91- . . , ' , , " , I ,  ., I>,>kP l*nprc," , ; . .  0 ' - >  <t."m- h,, ,?Fag Nn , 41 nllkr F n 

annual goodwill impairmcnt tcst and updates thc test i i  events or circumstances occur that would more likely than not reduce thc fair value of n reporting unit below its carrying amount Kcy 
assumptions used in tlie analysis include. hut are not limited to. lhe use of ;in appropriate discount rate, estimated future cash flows and estimated run rates of operation, maintenance, and 
general iind administrative cos& hi esrimating cash ilows. Duke Energy incorporates especled growth rates, rrgulatory stability and ability to renew contracts as  ell as other factors into its 
rcvenuc and expense lorecasts A s  ii rcsult of tlic 1111i6 impiiirmcnt test required by SFAS No 142, Duke Energy did not record any impairment on its goodwill 

hlnnagement contiiiue:; t o  remain alert for iiny indicntors that the fair value of a reporting unit could be below book d u e  and will assess goodwill for impairment as appropriate 

. . .  

Revenue Recognitioti 

estimated by applying an average rewnuekilowott  hour for all customer classes to Uie number 01 estimated kilowatt 
unbilled revenues iirt immaterial and are a res1111 o i  customer mis  

l l i i l ~ i l l e ~ i  ~ i , i ~ ~ ~ t i i i i ' ~ l c ' l I ~ e i , ~ i i i i e s  Revenues on  sales of electricity, primarily at Ll S Franchised Electric and 0 re recognized whcn [he servicc is provided Ilnbilled revenues are 
s delivered but not billed Diflerencw between actual and estimated 

Revenues (in sales 131 natural gas. niitural gas tr;insportation. storage and distribution as we l l  os sales of petroleum producls. primarily at Natural Gas Transmission and Field Sewices 
(prior to dcconsolidation on July 1, 2OU.S). ,ire recognizd  whcn either the service is provided or the product is ilelivcrcd R c v e n u a  related Io lhmc services provided or products delivered but 
not yet hilled arc estimatetl each month These estimates are generally based on contract data. regulatory information, estimated distribution usage based on historical d 

degree days. commodity priccs and preluninary throughput and allocation measurements Final bills lor the current month iire billed and collected in the lollowing month Dilferences between 
Iictual and cstimatcd unbilled reveiiuc5 arc immaterial 

lrodiiig nidi\lir,Pe~i,ig Reve,iiier The recognition of income in the Consolidated Statcments of Operations for derivative activity is primarily dependent on whether the Accrual Model or 
IVKM A h l e l  is applied \Vhile the MThd i\~lodel is the default method o i  accounting for all derivatives, SFAS No 133, "Accounting lbr Derivative Instrumenls and Hedging Activities," (SFAS 
No 133) a I Iows  lor the use of the Accrual lilodcl ior derivatives designated as liedges and certain scope exceptions, including the normal purchase and normal sale esceplion Duke Energy 
designates a derivative iis ii hedge or a normal purchase or normal sale contract in nccardnnce with internal hedge guidelines and the requirements provided by SFAS No 133 (For further 
inlormiition regarding the i\ccru;il Model or MlM h,lodel, see "Risk lvfanagement .4ccountmg" below For further information regarding the presentation of gains and losses o r  revenue and 
expense in the Consolidiitcd Statements of Operations. see Note 1 to the Consolidated Financial Statemenls. "Summary of Significant Accounting Policies" ) 
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Risk h1iin;igciiiriii Accounting 

the Accruzil Adoilel i\s 1-urlher discussed in Note I I o  tlie Consolidated Financial Statements, "Summary of Significant Accounting Policies." lhe A4TA4 Model i s  applied to trading and 
undesignated non-trading deriv;iiivc ciintriicis, ;and tlie Accrual A4odel is applied to derivative contracts that are accounted ior as ciish Ilow hedges, lair value hedges. and normal purchases os 

\vas primarily based on  nccounling guidance issued by the Financial Accounting S1and;irds Board (FASB) and the ElTF 
Under the MTM h,todcl. an asset or liability is recngnized ai iair va lueon the Consolidated Balance Sheets and lhecliange in the fair valueoithnt asset or liability is recognized in the 

Consolidated Stntcnicnls 01 Opcrntinns dunng tlie current period \VhiIe lomier DEN..\ was tlic primary business s ~ z m e n t  th,it used this accounting model, the U S Franchised Electric and Gas, 
Commercial I'owes and Field Services segment. 
Duke Energy applied the h.17 A4 blodel lo 11s derivative contracts. unless subject to hedge accounting or the normal purchase and normal siile exemption (as described below) 

Duke Energy uses two comprehcnsivc occounting models Cor its risk management activities in reporting its consolidated financial position and results o1 operations the MTbl Model and 

w e l l  tis I n  non-rlcriwtivc cnntriicis used lhr commodity risk mnnogcmenl purpnses For the h r c e  y e a n  ended Decembcr 3 1. ?iWIG, the dctcrminotion as to which model w a s  npproprintc 

wcll as Other, have historically had cerfiiin transactions subject to this model For the years ended Ikcemhcr 31, XIOG, 2005 and 200-1, 

l b e  MTM Model is applied within the ciintext of an overall valualion lrnmework All new ilnd existing transiictions are valued using approved valualion techniques and market data. and 
1BOR)or US Treasury Rote] \\'hen ovnilable, quoted market pricesore used lo measure n conlsact's fiiir discounted using a risk-Cree bascd interest rate [i e -London lnterbiink Oliered Ibtc 

value I-Iowcver. market quotations Cor ceniiin cncrgy contracts may not he zivailzible Tor illiquid periods or locations V n o  active tradlng market exists for a commodity o r  for a conLract's 

curves. volatility. corrclntion, inicrest rates and tenor While volatility and correlation are Uic most subjcctivc components, tlic price curve is gcnerally the most signilicant component afl-ecting 
tlic ultimate fair value t o r n  contracl suhjcci 10 the hfThl  hfodel Prices for illiquid periods or locations are established by extrapolating prices for correlated products, locations or periods 
These relationships arc roolinely re-ev:iliiaIed hosed on  avnilnhlc market daki, and changes in price relationships are reflected in price curves prospectively Consideration may also be given to 
tlic analysis of markct lundamcritals when rlwclnping illiquid pr ices A dcvi;ition in any of thc components affecting fair value may signilicantly affect overall iairvaluc 

Valuation ndjustmencs ior perlnrmtince iind markel risk, and iidrninistration cosls are used to arrive at the fnir value of the contract iind the gnin or loss ullimntely recognized in the 
Consolidated Statements of Operations \VhiIe Duke E n e r a  uses cnmmon industry practices to dwclop its valuation techniques, changes in Duke Energy's pricing niethodologies or the 
underlying zissumptions could result in signiliczintly dillerent lair v~ilues and income recognition Hoivever, due to the nature ;and number of variables involved in estimating fair  values. and the 

ariables, scnsitivi~y malysis of the chongcs in any indiviilual variable is no1 considcrcd to be relcvont or mcmingful 
iilc~lateil fair value is perlomicd by nn internal group independont of Duke Energy's d d  origination areas This group periorms pricing model validation, back 

. .  . v r .  "rip,' 

testing and stress testing a i  valuation tecliniques. prices and other vnri;ibles Validelion of a contract's fair value may be done by comparison to actual market activity and ncgotintion of 
collatesal requircmencs w i t h  third parires 

accounting and the nnrmiil purchase and niirmal sale 
Statements oi Operations for chnngzs i n  the iair value (01 a cormact until the service is provided or the associated delivery jxriod occurs (settlement) 

physical sales or purchase of niituriil gas (c,ish llow hedge) In nddition, hedge :iccounting trezitment may be used when Duke Energy hold? firm commitments or asset positions and enters into 
transactions 1h;it "hedge" the risk that the price nl a commndity, such as natural gas or electricity, may change between the contract's inceprjon and the phpsical delivery date of lhe commodity 
( h i r  value hedge) i n  the extent that h e  iair v;ilue oilhe hedge instrument oil>ets the transitction being lierlged, tliere is no impact 10 the Consolidated Statements of Operations prior to 
settlement 01 the hedge I-lowever, as not a l l  nI 1:)uke Energy's hedges relate to the exact location being hedged, a cerlain degree of hedge inellecti\wiess miiy be recognized in the Consolidated 
Statements olOperations 

Ihc nosmiil purchases and normal sales esception. tis provided in SFAS No 1.33 as amended and interpreted by Derivative Implementation Group Issue CI 5, 'Scope E,sceptions: Normal 
Puschascs and Normal Salcs Exception lnr Optim-Type Contracts <and Fonvard Contracts in Electricity," (DIG Issue No C l S j  and amcndcd hy SFAS No 149. "Amendment of Statement 133 
on Derivatiire 

For certain derivnti\,c instruments, Duke Energy applies o thcr  hedge iiccounting or tlic normal purchose nnd normnl siilcs exemption in sccordoncc with SFAS No 133 The use ofhcdge 
cmptinn provide eflmtivcly ior the use of the Accrual  A,lodel IJndcr this model, there is generally no  recognition in the Consolidated 

I-Icilgc accounting treiitmcnt may be  used whcn Duke Energy contracts to buy or scll a commodity such as natural gas a t  a iiscd price lor iulurc rlelivcry corresponding with nnticipntcd 
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Insburnetits and I-lcdging Acti\,ities," (Sl:i\S No 149) indicates that no recognition o i t h e  cnnlract's lair value in the Consolidated Financial Statements is required until settlement of the 
contract (in Duke Energy's case. tlie i lelivciy of power) On ii limited basis. Ihlie Energy applies the normal purchasc and norm$ sales esccptron to certain contracts To the extent that the 
hedge is periectly ellective income statement recognition Sor the contiact wi l l  be the same under eitlier model 

In addition to deriv;itive contracts (hat tire accounted lor as cash flow h e d g s .  iiiir value hedges. cind normal purchases or sales, the Accrual Model iilso encompasses non-derivative 
contriicts uscd Ibr commodity risk mmagemcnt purlmess Fnr these nnn4eriviitive contriicts, there is no  recognition in the Cnnsolidated Statements of Opcrntions until tlic service is provided 
or delivery nccurs 

As ii result of the September 21105 decision to pursue the sale or otlier dislmsition 01 substanti;illy all i i l  former DENH's remaining assets antl contracts outside the Midwestern United 
States, Duke Energy discnntinucd lncd~c accounting ior forward inaturol gas and power contracts accountcd lor as cash Iloiv hedges and disqualified other forward powcr contracts previously 
clesignatcd under the nnrmal purchases normal sales exception ellectivc September 2005 

For iidrlitional infimn;itinn regarding risk management acti\'ities, see "Quantitative and C.Iualitative Disclosures about hkrke t  Risk" The "Quantitative and Qualitativc Disclosures about 
Market Risk* include daily e a r n i n g  at risk iniorm~ition related to commodity derivatives recorded using the MTh4 blodel and an operating incomc sensitivity m i l y s i s  related to hypothetic;il 
changes in certain commodity prices recorded u:iing the Accrual Alodel 

,>> -r , . , > n c t - ~ t , p f i , <  

Duke Energy iiccounLs fix iLs d e f i n d  bunciit pcnsion plans using SFAS No 87, "Employers' Accounting for Pensions." (SFAS No 87) and SFAS No 158, "Emplopcrs' Accounting lor  
Defined Benelit Pensinn and Other Postretirement Plans I' Under S F . 6  N o  S7, pension incomdespense is recognized on an accrual basis over employees' approximate service periods Other 
post-retircment benclits are accounted f ix  using SPAS No 106. "Employers' Accounting for Postretirement Benefits Other Than Pensions." (SFAS No 106) (See  Note ?2 lo the Consolidated 

ns are determined by go\wnment regulations, not SFAS No S7 Dukc Energy made voluntary contributions of $124 million in 2006, z r o  in 
2005 and 6250 million in W14 to its U S plan Duke Enmgy anticipates m:ikiing a contribution of approsimately O I ( l  million to the U S plan in 2007 Duke Energy made contributions to the 
Westcoast DB plans oiapproximately 63-1 million in 2006, srl? million in ZOOS and  $26 million in LO04 As a result o i  the spin-off of the natural gas biisinesses, Duke Energy has no  Suture 
obligcctiony to make contributions to thc \Vestcoast DLi plans Duke Energy made contributions to the Westcoast DC plans o i  approximatcly W million in 2006, $3 million in 1005 and $3 
million in 2OW As a result ol the spin-oii n i  1110 natural gos busincsscs, Duke Energy has no future obligations to make contributions to the Westcoast DC plans 

assumptions can resuli in diflkrent expense and reponed li:ibilit>s amounts, ;and iuture actiiiil experience can differ tram tlic assumptions Duke Energy believes that tlic mnst critical 
nssumptinns for pcnsion and other post-rttircmcnt brnciits arc tlic expected long-term rate 01 return on [)Inn a. . and {lie assumed discount role Additionally. medical and prescription drug 
cost trend rate assumptions are critical Snr idler pnst-retirement benefits The prescription drug trend rate assumption resulted from the effect of the h,ledicare Prescription Drug Improvement 
and k lodern imion  Act ~ 4 o d e m i z a t i o n  .Act) 

The calculalioii 01-pension expense. other post-retirement expense and Duke Energy's pension and other post-retirement liabilities require the use of assumptions Changes in these 

D i k e  E n o i ~ ~  11 S Plar7.r 
Duke Energy and iLc suhsidi;iries (incluiling legacy Cinergy businesses) m;iintnin non-contributor). defined benefit retirement plans (U S Plans) l i ie  U S Plans cover most U S 

employees using ii cash lxilance forrnulii IJnder a cash baliince formula. a plan p;irtictpnnt accumuliites a retirement benefit consisting ol pay credit5 that are based uImn a percentage (which 
may w r y  with age and years of senice) of current eligible eornings and current interest credits Certain legacy Cinergy I? S employees are covered under plans that use n final nvernge earnings 
formula [Jnder a Sinal average earninss formula. a plan pnrticipant accumulaks a rctircment heneSit equal to a percentage oilheir highest .;.ye:ir avenge  earnings, plus a percenbge oftheir  
highest 3-year average earnings in excess n i  covered compensation per year of participation (maximum of 35 pears). plus a percentage oi their highest 3-year average earnings times years of 
participation in excess ol 35 yctirs Dukc Energy alsn maintains non-qualified, non-contributory dcfined berielit retirement plans which cover certain l J  S cxccutives 

eligible for these beneiits 11 Uicy lia\'e met age and service requircments at retiremen4 as defined in the plans 
Dukc Energy antl most of its su1~sidi;irics i i l s n  provide snme health care and life insimnce benefits for retired om~iloyees on a contributog' and non-contributory basis Employees arc 
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Duke Energy's U S Plans rccngnizcd prc-tax ~pciisirrn cost ol %Hi1 million, pie-tax non-qualified pension crhst of X I  1 million and prc-tax other post-retirement benefits cost of 576 million 
in 2006 In 2007, Duke Energy's 1J S pension cost is expected t o  be  approximately $5 million lawer. non-qualified pension cost is expected to be $1 million lower and otlier post-retirement 
beneiits cost is expected to be 516 million lo\ver primnril) as a result ol Uie spin-off of the iiatural gas businesses 

for Duke Energy's U S jiensioii and other post-retirement p lms  arc miiint;iined by ii master twst The invcstmcnt ob)ective of the master trust is to acliicve rcasonnble returns on trust assci?, 
subjecl to a prudent level of portfolio risk, Ibr ilie purptrse of enhancing the security of benefits for plan ]participants The :issei allociitinn target \vas set aner considering the inveslment 
ohjective ;and the risk profile with respect to the trust U S equities are held for tlieir high expected return Non-lJ S equities. debt securitirs. and real estate are held for diversification 
Investments mitliin asset classcs are to b e  diversif~cd to achicvc brrxid markc: pxticipation and reduce the impact o f  iiidividual nianogcrs or investments Duke Energy regularly rcviews its 

actual asset allocation and perioilically rebalances its investments to its targeted iillociition when considered appropriate 

returns across asset classes considering the use ofncti  
for iised income securities, and 0 .% Ibr reo1 estate 

For both pension and other past-retirement plans, Duke Energy assumed that its U S plan's asseLs would generate a long-term rille of return of S 59, as of September 30. 2 0 6  The i i s s e ~  

n i e  espected long-term rate of return of S 596 fbr tlie Duke Energy U S iisseis \vas developed using a weighted average calculotion of expected returns based Iprimarily on future expected 
set m m i g e r s  l-lie weigh~ecl  average returns expected by asset cliisses \\'ere J Z o o  for U S equities. 1 SO6 for Non IJ S equities, 2 296 

I fDuke  Lnergy had used a long-term rate a i  S 25% in 2CKl6, pre-tax pension expense would have been higher by ;ipprox~m;itely 6s million and pre-tas other post-retirement expense 
r)t,7 (,] s 7FO.h nn.-~n\' ,,,, "c,,," ,3,1,,3"cp td Jlil\,(. I>.,*" ,,,. I,,, . .  "n-. 

Duke Energy discounted its future U S pensinn and other post-retirement obligations using a nile o f 5  7 5 ? 0  as of September 30, llX.16 Duke Energy discountcd its future U S  pension and 
other post-retirement obligatinns using rates of 5 5001 as ol September 31). 211115 lor its non-leg;icy Cinergy business pensinn plans and 6 Oll?& iis of April I .  2006 lbr its legacy Cinergy business 
pension plans For I ~ z a c y  Cincrgy pl;ins, the discount rille reflects icrneasuremmt as of April I .  2006 due to thc merger betwccn Dukc Encrgy and Cinergy Dukc Energy dctcrmines the 
appropriate discount based on  a AA bond yield curve Ihe yield is selcctcd based on bonds with cash llows that mstcli the timing and iimount of tlie expected benefit piiyments under the plan 
Lowering the discount rates by 0 2546 wiruld have decreased Duke Energy's X0G prc-tax pension expensc by approximately $2 million Increiising the discount rates by 0 254b would have 
increased Duke Energy's 20116 pre-lax pension expense by approximately %? million Lowering the discount rates 
retirement expense by approximately $1 millinn Incrcmng the cliscount rate by 0 ?5"6 \vould have decreased Du 
million 

. .  > . >  ' > , : > .  . a .  ,, .. . 
tax other post-retirement expense \vould ha\.c been Io\\w by apprnsim;iicly $1 niillion 

25?b would have increased Duke Energy's 2WJ6 pre-tax other post- 
nergy's ?(I(IG prc-tax other post-retircmcnt expense by approximately X I  

Duke Energy's U S post-retirement plan uses a mediciil care trend rate which reflects the near and long-term cxpectalion of  increases in medico1 hcallli care costs Duke Energy's U S 

post-retirement plan uses a prescription drug trend rate which rellects !he near and long-term expectation 01 increases in ]prescription drug health care costs A s  of September 30. 7006. the 
medical care trend rates were 8 50%, which grades to 4 759. by 201 .; A s  01 S c p t c m k r  30. 2006. the prescription drug trend rote was I3 (11)9.o. which g r d e s  to 4 7 5 q b  by 2022 UDukc Energy 
had used heiilth care trend rates one percentage point highcr, pie-tax other ]post-retirement expense would ha\.< been higher by 56 million LfDuke Energy had used he;ilth care trend rates one 
percentage point lower. pre-!as other post-retirement espense ivould liiive been lower by %5 million 

linergy's future pension expense and liabilities hlanagement eiinnot predict with certainty what  these factors \vi11 be in the future 
Future changes in plan asset returns u n e d  discount riitcs and various other 1;ictors related to the participants in Duke E i i e ~ y ' s  pension and ]pihst-retirenient plans will impact Duke 

Il'edco'lrl P/ans 
Westcoost and its subsidiaries maint;iin contributory and non-contributory defined benefit (DU) and rlefincd conlribution (DC) retirement plans covering substantially all e m p l o y e s  The 

JIB plans provide retirement benefits based on each plan particip:int's years orservice and final average earnings iinrlcr tlie 13C plans, company cnntributions are determined according to the 
terms of the plan and based on  each plan participant's age. years of s e n w e  and current eligible earnings \Vestcoast also provides hedth care and life insurance benefits for retired employees on 
a non-contributory basis Employees are eligible for thesc benefits if t h q  have met age and service requirements at retirement, as defined in the plans Etlective December 3 I ,  2003, B ncw plan 
was implemented for :ill non bsrgaining employees and tlie m:ijority 01 h ; i ~ g ~ i n i n g  employees n i e  new plan applied to einplnyees retiring on ;ind ;iller January I ,  ZIIOG The new plan is 
predominantly a deiined contnbution plan as compared to the existing defined benefit program 



PART I1 

\Vestcoast recognized pie-tax pension cost of $22 million, pre-\as nnn-qualified pcnsion cost of 3% million and prc-tax other post-retirement henufits cost of SI 2 million in 20iJ6 In 2007, 
As a result of tlie spin-ofi of tlie n;itur:il gas businesses. Duke Energy \vi11 not incur any future pension co. 

The espected long-term mte of return far the \Vestcoast plans assets \vas 7 25?6 as  of  September ill. 
master trust Tlie investment objective of ilie master trust is to achieve reasonable returns on trust iissets. subject to :I prudent level ol portfolio risk, lor the purpose ol enhancing the security of  
bcncfits for plan participants The asset allociition target w a s  set after considcring the invcstmcnt objective i d  thc risk profilc with respect to t h e  trust Canadian ec~uitivs arc held ior their high 
espectesl return Nan-Canadian equities are held for their high expected return as well :is cliversification relative to Canadian equities and debt securities Debt securities are iilso held for 

w c i a t e d  with tlie \Vestco;ist plan 
6 ?lie \Vstcoast  plans assets Sor registered pension plans are maintained by a 

diversification 

of espected returns based primarily on future espected returns across iisset classes considering tlie use nl a c t i ~  asset managers The weighted average returns espected by asset classes were 
11 506 for Canadian equities, 1 3% f ix  U S equities, I $96 for Europe. Australasia and Far East ecluities, ;and 2 040 for lised income securities For 7t306. Lhe espected long-term rate of return 
used to calculate pension espcnse was 7 5y6 Lowering ihe expected rate of return on  iissets by 0 7596 (from 7 
by opprosimotely $1 million Increasing the espected rate ol return by i i  25% ( l i o n  7 5 0 9 6  to 7 7591) \ ~ o u l d  have decrenscd Westcoiist's 7(X:)6 pre-tax pension espense by opprosimotely X I  
million The Westcoast other post-retuement plan does not hold any assets 

the pcnsion and other post-retircmcnt obligations is prescrihcd M tlic yield on Canadian corporate A A  bonds ;it the measurement date o i  Scptcmber 3(i Tlie yicld IS selected based on bonds 
with cadi  flows that match the timing and amount of the espected benelit piiymenls under the plan For 20CUi. tlic discount rate used 10 calculate pension espmse \vas 5 (JiJ?C Lowering tlie 
discount rate by 0 2596 (from 5 00% to 4 754'0) would have increased Duke Energy's 2006 pre-tas pension expense b~ apprnrimately $2  million Increasing the discount rate by 0 25Yo (fiom 
5 0096 to 5 25%) would have dccrwscd Duke Energy's 2006 pie-tax pcnsion expense by npproxiin;itcly $7 million Lowcring tlic discount rate by 0 3.540 (tiom 5 0096 to 4 7596) would have 
increased Duke Energy's 2006 pre-tns other post-retirement espense by opprosimntcly $1 million Increasing tlie discount rnte hy ii 2546 (from 5 11tJ90 to 5 2.5%) would have decreased Duke 
Energy's 2006 pre-tax other post-retirement expense by approsimstely $1 million 

The Westcoast post-retirement plans use n medical care trend rate which reflecLs the near and long-term espectation of increases in metlical costs As of September 30. 2006. the llealth 

care trend rates were 8 00'16, which grades to 5 00'?b by 2 W 9  I f  \Vestcoast liiid used a licaltli care wend rate one percentage point highcr. prc-tas other pnst-rctircmcnt cspensc would have been 
higher by $2 million Lf Westcoast had used a health care trend rite one percentage point lower. pie-tas other post-retirement expense would have been Inivcr by less than $ 1  million 

1,IQUIDITY AND CAPITAL RESOURCES 
ICno~vn Trends nod Unceri;iitiiio 

The current cash. cash equivalents and short-term investments and !\lure cash generated from operations may be used by Duke Energy to continue with its February ?(IO5 announced plan 10 
p ~ ~ i o d i c a l l y  rcpurchase up to an aggregate of $2 5 billion o i  common stock over a three year period In June 2W6. tlic shiirc rcpurchase plan w a s  suspcndcd At the time o f  the suspension ofthc 
repurchase plan, Duke Energy had repurchased approsimately 5 0  million shares of common stock for approsim:itely $ 1  4 billion since inceptinn o! the repurchase plan In October 2006, Duke 
Energy's Board of Directors authorized ihe reactivation o f  Uie share repurchase plan for Duke Energy of up to 5501) million of s l i m  rcpurch:ises afler the spin-of! of tlie natural gas businesses 
In addition. Duke Energy's iuture cash flows will be negatively impactctl by the spin-off of tlic natural gas businesses eflkctive January 3. 1007 For the year ended December 31. 2006, 
operoting, investing and financing cash flow providcd/(used) by the natural gas businesses. indudin!: distributions rrom Duke Energy's 5 0 ° b  investment in DEFS were iipprosimotely $1 7 
billion, a0 6) billion and $(0 2) billion, respectively 

n i c  cspected long-term rate of  return of 7 7546 and 7 5Wo as of Septembcr 30, 21Xi6 and 2005, rcspcctivcly, E x  thc \Vestcoast asscLs was dcvelopcd using a weighted average calculation 

to 7 25oibj would have increased \Vestcoast's 1006 pie-ins pension expense 

of j ii[)o,g of M,c?r 3i-i ?,Cx-i(j d()[) j Fnr . .  
- 7  

. .  
? .  % 

Duke E.nergy will rely primarily upon cash flows fiom operatinns. as  well as i ts  cash. cash equivalents and short-term invesLmeiits l o  fund its Iir]uidity and capital requirements for 2007 

A material adverse change in operations or avsilable financing may impact Duke Energy's ability to fund iLs current liquidity snd capital resource rcquirements 
Duke Energy currcntly anticipatvs net cash provided by operating activities in 2tJ07 to be lower than in MI6. primarily as a result 01 the follo\r.ing. 
* L.ower operating cash flows as a result of the spin-orfof ihe natural gas  businesses, as discusscd above; and, 
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* 

These lower operating cash flows are expected to be partially on-sat by the following. 

Lower operating cash ilows clue to the sale of an effective 5O?b interest in the Crescent IV in S e p t c m k r  21106 

. Lower cosLs incurred related to the mcrgcr with Cinergy; a n d  
I-Iigher operating results ollegacy Cinergy busrnesses as a result o f  ownership for tlie entire year 2007 

Addilionnliy, Duke Energy anticipates funding its defined benefit pension plans with approximately $1 50 million of cash during 2lln7. as cornpard  to $1 72 million during 201:16 
Ultimate cash flows from operations are subject to a number of factors. including. but not limited to. regulatory constraints, economic trends. ant1 market volatility (see Item 1A '"Risk 

Duke Energy projects 2007 capital and investment espenditures 01 aplxoximalely $? 3 billion. primarily consisting of approximately 

* 

* 

Duke Energy conluxies to focus on reducing risk and restructuring its business for future success and will invest princip:illy in its strongest business sectors with ;in overall focus on 

Fmncliised Electric and Gas projtctcd 2007 capital and investment cspcnditurcs include approximately $1 5 billion for maintenance and upgrades olexisting plants and infrastructure to S C N ~  

load growth, approximately $0 7 billion of environmental expenditures, and approxim;itely $0 6 billion of expansion capital Duke E.ncrgy's U S Franchised Electric ;ind Gas business segment 
is evaluating Uie conslrirction of several large, new electric generating plants in North Carolina, South Carolina, and Indiana During Uiis evaluation prncess. Duke Energy has begiin to see 
significant increascc, in the estimated costs ol these projects drivcn by strong domcstic arid intcrnational demand for the matcrial, equipment. and labor ncccssnry to c o n s t ~ c t  these facilities In 
October 2006, Duke Energy made a filing with the NCUC related to the Duke Energy Carolinas' request for n CPCN lor the Cliffside project In this filinp, Duke Energy stuted that due to the 
rising costs described above, the cost of building the Clifiside units could be  approximately $3 billion, excluding AFUDC The costs described above are expected to continue to increase 
causing the overall cost of the Cliffside project to increase, until sucli time as the NCUC issues it CPCN and Duke Energy is able to  enter into definitive agreemenis with necessary material and 
service providers On February 28, 2007, tile NCIJC issued a notice oidecision approving the construction of one unit a t  the Clilfsicle Steam Station llx NCUC statcd tlmt i t  will issue a full 
order in the near future Duke Energy will review the NCUC's order, once issued, and determine whether to proceed with tlie ClilTside Project or consider other alternati\es. including 
additional gas fir& generation Duke Energy is attempting to obtain approval Ibr the upfront recovery oi development costs related to a proposed iiuclear power plant Duke Energy does not 
anticipate heginning construction of the proposed nuclear power plant without adequate assurance of cost recovery from the state regulators In November 3!:106. 1hke Energy received 
approval for nearly $260 million of future federal tns credits related to costs to be incur rd  ihr the modcrnizution ofthe Cliffside lscilitp tis well as the Intcgrated Giisiiicution on Combined 
Cycle (IGCC) plant in Indiana 

Indiana I.itility Regulatory Coininission indicates that industry (EPRI) total capital requirement estimates for a facility 01 th is  type and size arc now in tlic range of $1 G billion to $2 I hillion 
(including escalation to 201 I and owner's specific site costs) 

Duke Energy anticipates its debt to total capilalivtion ratio to be approximately ifi0% by the end of1007,  as compared to J ? b  at the end o l  2006 This rcduction is [primarily due to the 
impacts of the spin-off the natural gas  businesses in 2007 Duke Energy does not expect its total debt balance (including outstanding commercial paper balances) t o  change significantly in 
2007, excluding the impacts of approximately SS 6 billion of debt transferred to Spectra Energy as a result of the spin-off o i  the natural gas  businesses 

X I  1 billion in 2007 Duke Energy expects to refinance approximalely $0 5 billion oi these maturities Bascd upon anticipated ZOO7 cash f lows  from ojxrations and capital espenditure a n d  
dividend payment plans, Duke Energy expects to increase outstantling commercial paper balancu: by approximately $0 6 billion during ?007 Current inial a\~ailnble capacity under Duke 
Energy's commercial paper iacilities is s u l h i e n t  to meet these additional requirements 

Duke Energy monitors compliance with all debt covenants and reslrictions, and does not currently believe that $1 will be  in violation or breach ol its debt coimiints However, 
circumstances could arise that may alter that view If and when mnniigement had a belief that such potential breach could cxist. appropriate action would be  taken to mitigate any such issue 
Duke Energy also mninlains an  active 

Factors" for details) 

$2 S billion at U S Franchised Electric and Gas. including $0 4 hillion of North Carolina Clean Air Expenditures 
$4 3 billion at Commerciol Power 
$0 2 billion combined iit lnternationnl Energy and Other 

11,s  

Duke Energy Indiana's estimated costs associated with the potential construction of an IGCC plant in Indiana liave also increased Duke Energy Indiana's publicly iiled testimony with the 

Excluding the debt which \vas transferred in connection with tlie spin-off of the natural gas businesses on 1anu;iry 2. 11107, Duke Energy has expected debt maturities ofapprosunately 
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dialogue with the credit rating agencies, and believes that the currmt credit ratings are positioned for potcntial improvemimt evidenced by positivc outlmks at Dulic Encrgy and mnst of its 
subsidiaries 

Operiting Cnsli Nos's 

i ictivities w a s  due primarily to the followmg~ 
Net cash provided by opcrating activities was $3.746 million in 2006 compared to $2.61 6 million in 21x75, an incrcasc oi $950 million The increase in ciish provided by operating 

Nic impacts of the mcrgcr with Cinergy, effective April 3. LOOG, 
Collatcral received by Duke Energy (approsimately $540 million) in 2006 from Barclays, ~~ar i ia l ly  o f k t  by 
l l ie  settlenient of the piyahle to Barclays (approximately %00 million) in 2006, and 
An approximate $400 million decrease in 2006 due to the net settlement of the remaining DENA cotitracts 

* 

- 
Net cash provided by operating activities was B2.SI S million in 2905 comi~ared to W.1GS million in 2CXj4. a tlecreil~c of $1 .35n million The d e c r e m  in ciisli provided by operating 

* 
activities was due primarily to !he following: 

Approximately $750 million of additional net cash col1;itcral posted by Duke Energy during 200s atuibutable to increased crude n i l  prices. tis well as incrciiscs io ihe f o r ~ a r d  m w b l  

* An approximate 5900 million increase in taxes paid, net of reliunds, in 2005, and, 

* 

Tl~ese  decrwscs \ w e  offset by an increase in cash provided due to an approximate $254 million decrease in contribuiinn~ to company-sponsorcsl pension plans in 30115 

The impacts of the deconsolidation of DEFS cffcciivc July I .  2005 

Invcerting Cash Blows 

$126 million in 2005 cnmparcd lo 6733 million in ?O(l4, a decrease in cash used o lM61 million 

Net cash used in investing activities \vas Sl.32S million in 2006 compared to SI 2G million in 2005, an increase in cash used nl S1.202 million Net cash usctl in investing activities was 

nic primary use ol cash related to investing activities is capital and investment expenditures, detailed by business segment in the following table 

Cipi(:ll niitl I!ivesliiienl Espenditures by Busliiess Segnleat 

Yrirs  IEiiilccl Deceiiibci 31. 

2006 2nos zoo4 

(111 nillllulls) 
I ._. . . _. . . h . . . .-. . . . . . . . . . ._ L. . . . .- . _14 

- ., 

Amounts include capital cspcnditures ossociiited with North Carolina clean-air legislation of XI03 million in 2006, $3 I 0  million in 20115 and $106 million in 3OiW ~ h c h  are included in 
Capital Expenditures within Cash Flows from Investing Activities on the accompanying Consolidated Statements oiCash Flows 

As a r c ~ u l t  of the deconsolidation of DEFS. effective July 1. 2005. Field Services amounts for 2005 only include DEFS capital and investment espenditures for periods prior to July 1. 
2005 
Amounts include capital expenditures associated with residential real estate of $322 million for the period from January 1, 7OiiG through the d;ite ofdeconsolidation (September 7, 2006). 
$555 million in 2005, and S32Z million in  2004 which are included in Capital Espenditures for Residentid Real Estate within Cash Flows liom Operating Acti\~itics on the accompanying 
Consolidated Statements of Cash Fltxvs 
As n result of the deconsolidntion of Crescent, effectkpe September 7, 2005, Crescent amounts for 2006 only include Crescent capital and investment espenditurcs lor p e r i d s  prior to 

September 7, ?OM 

The increase in cash used m investing activities in ZOM as compared to 2005 is primarily due to the following: 
* Increased capital and invcstmenl expenditures of $1,090 million, escluding Crescent's residential real cstiitc investment. primarily os a rcsult of ciipital cspcnditures at  IJ S Friinchised 

Electric and Gas. primarily due tn the accpisition of Cinergy in April 2006. the acquisition of the Rockingh;im facility in 2OU6 and increased espenditiires ;issnciated with North 
Carolina clean-air legislation, and, 
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* 

These increases were pirtially oilset by the following 
* 

Increased purchases of short-tern investments of :ipprosimately 89iIlJ million in 2OtlG as comp;ired to 2W5, due primarily to the proceeds from the Crescent debt financing 

An increase in proceeds received from asset sales in 2OOG as compared lo 2005 Asset sales activity in 2006 of approximately $2 9 billion primarily involved the disposal ofthe 
former DENA opcrali t~ns outside of thc Midwestern United States. Cinergy's commercial marketing and triiding business operations, as \vcI l  as tlic Crescent JV triinsnction Asset 
sales activity in 2005 ofapprosimately $2 4 billion primarily involved the disposition of the investments in TEPI'CO as well as the D E R  disimsitiun bansaction 

The decrease in cash used in investing activities in 2005 as compared to 2004 is primarily due lo the following: . An increase in proceeds from the sale oi  assets in 2005 as compared to 2004 Asset sales activity in 2005 of approximately $2 4 billion primarily involved thc disposition of tlic 
investments in TEPI'CO as \vel1 as the DEFS disposition transaction Asset salesactivity in 200-1 of approximately $1 6 billion primarily involved the sales d t h e  Asia-Pacific 
Business, Southeast Plants and bloapa and Luna partially completed facilities, and, 

Decreased amounts of cash invested in short-lerm invesirnents in 2005 as compared to 2004 

Increased cap ib l  nnd investment expendilures, excluding Crescent's residential real estate investmenls, of W60 million primi~rily as a result of the approsimate %2Xl million 
acquisition o i t h e  Empress Syslmi at Natural Gas Transmission and an  iiicrcase in expenditures associated with North Carolina clean-;iir legiskition 

* 

nlese decreases were panially ollset by the following- 
* 

liinencing C;isli IUorvs iind Liquidity 
Duke Energy's consolidated capit:il structure :is nf December 31,2tUl6, including short-tcrm debt, was 4 3% debt, 5596 common equity and 2% minority interests The fixed charges 

coverage ratio, calculated using SEC guidelines, was 3 I! times lor 1006, ivhicli includes a pre-tax gain of approximately $250 million on the d e  of an  elTective 50% interest in Crescent, 4 7 
tirnes for 2005. which includes a pre-tax gain on  the sale of TEPPCO F P  and L P  of approximately $13 9 billion, net of minority intercst. and 2 3 times for 2004 

Net cash used in financing iictivities was $1,961 million in 2006 compared to $2,717 million in 2005, a decrease of $756 million The change was due primarily to the lollowing- 
An approsimate %1 I billion increase in proceeds from h e  issuance o i  long-term debt in 2006. net of redemptions, due  primarily to the approxiniate $1 2 billion 01 debt proceeds from 
tlie Crescent 11' transaction, and 
An approximate IF-IO(1 million decrease in sliare repurchases under Duke Energy's share repurchase plan 

An approximate $I00 million increase in dividcnds paid due to the increase in !he quarterly dividend paid per share combined with a larger number of shares outstanding. primarily 
attributable to Ilic 313 million shores issued in connection wi th  the Cinergy mcrgcr, and 
The repayment of approsimately WN million ofnotes payable and commercial paper m 2006 due prvnarily to proceeds received from asset sales 

Approximately $3 0 billion of lowc~ redemptions, net ol piydowns, of long-term debt, commercial papcr, notes pnyablc, preferred and preference stock, and prcferrcd stock of a 
subsidiary during 3005 as compared to 2004 as  :I result oi an eniirt to reduce debt balances in 2004 

* 

These increiises \yere pnrtially o l k t  by 
* 

* 

Net  casli used in financing activities \vas $2,717 million in 2005 compared to %3,27S million in 2004, a decrease of 6561 million The change wos due  iprimarily to the fnliowing. . 

This decrease was portially ofket by 
* Approximately $2 6 billion of lower proceeds lrom common stock transactions during 200s. primarily driven by the seltlement of the Ionvard purchase contraci component o l D u k e  

Energy's Equity IJnits in Lloy and November 2004 for totiil proceeds ofS1 7 billion and the repurchase of 32 6 million shares 01 common stock for $933 million in 7005 
With cash, a s h  equivalents and short-term investments on hand nt December 31, 7006 of approximately $2 5 billion and a more stable portfolio of businesses, Duke Energy has financial 

flexibility to buy back common stock, invest incrementally or pay down additional debt Duke Energy is evaluating these options and will determine the best economic decision to meet the 
needs o l  sliareholders and !lie long-term linancial strength or  Duke Energy 
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Sigfnfijicniit li;~to1icirig.~1cIr1~rtrr.s-Ieor Ended006. During the year ended December 31. 2006. Duke Energy's consolidated credit capacity increased hy approximately $942 million, 
primarily due to the merger with Cinergy .This increiise was net of other reductions in credit capacily due to the terminations of an $SO0 million syndicated credit facility and $591) million of 
other hi-laternl cretlil facililies The tcrminations 01 these credit facilities prim;irily retlect Duke Enerey's reduced liquidity needs a s  a result of exiting the former DENA business 

million to $929 million This non-current classilication is due to th 
bnlancrs on a long-term basis 

During the year ended Deccmher 3 I ,  20ChS. Duke Energy increased the portion of outstanding commercial paper and pollution control bond bnlitnces classified as long-term from $472 
'tcncc oJ' long-term credit locilities which back-stop tlicsc bnliinces nlong with Duke Energy's intent to rcfinttnce such 

During 2006. Duke Energy has rcpurchased approsimately 17  5 niillion shares of its common stock for approsimntely $500 million 
In November 20M, Union Gas issued 4 8546 lixed-rate debenture bonds dcnoniinatccl in I25 million Canadian dollars (epproxiinatcly $108 inillion U S dollar equivalents as o! the 

in October 2006, Duke Energy Carolinas issiied 51 50 million in tax-exempt floating-nte bonds The  bonds are structured as variiible-rate demand bonds, subject to weekly remarketing 
closing date) due in 2022 

and bear a final maturity ol 2031 The initial interest r im was set at 3 72% The bonds are supported by an irrevocable 3-year direct-pay letter ol credit and were issued through the North 
Corolinn Capital 1;ocilities Finance Agency to fund n portion of the environmental copitnl es],endilures o t  the Marshall nnd Belcws Creek Steiim Stations 

During October 201)6, the SI 30 million bi-lateral credit facility at Spectra E.nergy Capital was cancelled In oddition, the remaining $1 20 million hi-lateral credit facihly was cancelled in 

Jn September 2006, prior to the completion of the partial sale of Crcsccn! 10 tlie LIS Members as discussed in Note 2 to the Consolidated Financial Stutemcnts. "Acquisitions and 
Dispositions," Crescent issued approximately $1 23 billion principal amount of debt The net proceeds from the dab1 issuance oTapproximately $1 21 billion were recorded as a Financing 
Activity on the Consolidated Statemenls of Cash F l o w  As n result of Duke Energy's deconsolidalion of Crescent c l i k t i v e  September 7, 2006, Crescent's outstanding debt balance 01 $1,298 

million w a s  removed from Duke Energy's Consolidated Balance Sheets 
In September 1006, Union GUS entered intn n fixed-rote h n n c i n g  agreemcnt denominated in 165 million Canadinn dollnrs (npproximately XI-IS million in U S dollar eciui\wlents os oi  

the issuiince date) clue in 2036 with an interest rate o f5  4696 
In September 2006. the Income Fund sold approsimntely 9 million previouslp unissued Trust Units ;it n price of 12 15 Canadian dollars per Trust Unit for total proceeds ai ICH million 

. .  hha- . . I_ = , ,., ~ , . .  , 

Canadian dollars, net of commissions and expenses of o tha  e s w n s c s  of issuance The sale of approximately 9 million Trust Units reduced Duke Energy's ownership interest in the Income 
Fund to iipprosimately 4646 at December 31, 2t:I06 As a result of tlie stile 01 additional Trust Units, Duke Energy recognized an ;ipproximate $1 5 million U S Dollar pie-t 
on  tlie sale of subsidiary stock 1 he  proceeds Liom t l ie  offering plus the draw dolvn of approsimately 39 million Canadian dollars on an available credit facility were used by the Income Fund 
to acquire a 1004'o interest in Westcoast Gas Services. lnc Subsequent to this transaction, Duke Energy liad an approsimate 4696 ownership interest in the Income Fund 

In August 2006, Duke Energy I<cntucl;y issued iipprnsimotcly $77 million principal amount of floiiting rote tas-exempt notes due August 1, 2027 Proceeds from the issuance were used 
to refund a like iimouiit nf debt on Seplember 1, 20(:16 then outstandmg a t  Duke Energy Ohio Approsimately $27 million of the floating rate debt was swapped lo a fised rate concurrent with 
closing 

o f 6  GS?,b Firs1 Mortgage Bonds that matured on June 15,2006 

stock due to the market price of Duke Energy common stock achieving a specif~sd tliresl~old during each respective quarter Holders of the convertible debt were able to esercise their right to 
convcrt on or prior l o  each quarter end During the second and third quarters, npprosimntely $632 million of debt was converted into opproximalely 26 7 million shores of Duke Energy 
Common Stock At December i l ,  2006. the balance of the convertible debt is approsimalely $1 10 million. 

S 1 ~ f n ~ c ~ 1 i t l i i 1 t ~ ~ f r c i 1 ~ g ~ 1 ~ l i i ~ 1 t 1 c ~ - - Y ~ n r E 1 i d e r i  ZOOS In connection with the up to $2 5 billion share repurchase program announced in February 2005. Duke Energy entaed into an 
accelerated share repurchase transaction Duke Energy repurchased and retired 30 million shares of its common stock from an investment bank at  the March 18, 2005 closing price of $27 -16 
per share (total ofapprosimately $834 million. including approsimiitely $10 million in commissions and other fees) The final settlement with the investment bank occurred on September 22, 
7005 for approximately $25 million in cash The final settlement price was  the diflcrence between the initial settlement price ofS27 46 per share and the volume weighted average price per 
share of actual sliares purchased by the investment bank of $28 42 p e r  share Duke Energy also enlered into a separate opcn-market purchase plan with the investment bank on  klnrch 18. 2005 
to repurchase up to nn odditionol 20 million shores of its common stock through December 27, 2005 As of May 9, 2005 (the date Duke 

In June 2006, Duke Energy Indiana issued $325 million principal amount 0i6 115% senior unsecured notes due lune  IS, 2016 Proceeds from the issuance were used to repay $325 million 

Uuring the second. Iliird and fourth quarters of7006. Duke Energy's $742 million of convertible debt became convertible into approximalely 31 1 million shares of Duke Energy commnn 
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and Cintrrgy announced a merger agreLmcnt). Duke Energy had already repurchased 2 6 million shares o f  its common stock through the separate open-market purchase plan at a weighted 
aver;ige price ofX28 97 per share In M a y  2005, in connection with the anticipated merger with Cinergy, Duke Energy suspended additional repurchases under the open market purchase plan 
For the year ended Dtcember 31.2005 ii total 01-32 G million shares of common stock were repurchased under both share repurchase programs lor approximately $933 million 

undcnvriting discounc o l  approximately X I  10 million In lrinuary Z006, a subsequent greanshoe sale oiiidditionul ownership interests, pursuant to an overallotment option, in the lncome Fund 
were sold for approsrmately $10 million 

In November 2005. International Energy issued Iloating rate deb1 in Guatemala for %S7 million (in USD) and in El Salvador f i x  $75 million (in USD) These debt issuances have variable 
interest rate terms and niature in 2015 

On September 21, 2005 ,  Union Gas entered into a fixed-rate linancing agreement denominated in 200 million Canadian clollars (approximately $1 71 million in U S dollar equivalents as 

In August 2iJO5. DEI issued project-level debt in Peru. of which $75 million is denominated in U S dollars and approximiitely $3 million (in U S dollar equivalents as o l  tlie issuance 

On Ahrch I ,  2005, redemption notices were sent to the bondholders oftlie $100 million PaGnergy  8 G25?6 b n d s  due  in 2025 These bonds were redeemed on  April 15, 2005 at a 

During the first quarter of 2005, Duke Energy increased the portion 01 outstanding commercial paper balances clossiiied as long-term debt from $1 50 million to $300 million This non- 

In Dzcemlxr 2CKi5. the Income Fund, a Canadian income rust fund was created which sold approximately 40% ownerslip in the Canadian Midstrenm operations for ]proceeds. net of 

of the issuance date) due  in 2016 with an interest rate of 4 64% 

date) is denominated in PCN Nuevos Soles This debt has terms ranging from fow to sis years as well tis variable or fixed interest rate terms, as applicable 

. .  
V , I P ~  01 I cu n7 or nnnmarmntr~~, xi oil rmulan 

current classification is due to the existence ol long-term credit Ikil i t ies which back-stop these commercial paper balonces along with Duke E.nergy's intent to r e h a n c e  such balances on a 
long-term basis 

Duke Energy terminated its capital lease with the dedicated pipeline which would have triinsported natural gas to Grays Hnrbor As  a result o f  this termination, approximately $94 million was 

paid by Duke Energy in January 2005 

$137 million and recognized an immaterial loss on the redemption 

applicable grace periods could result in accelerated due dates andlor termination or the sgreemenls As of December 51, 2006, Duke Energy was in compliance with those covenants In 
addition, some credit agreements may allow for acceleration 01 payments or termination of the agreements due to nonpayment, or t o  the acceleration 01 other significant indebteclness of tlie 
borrower or some of its subsidinries None of the debt or credit agreements contain mntcrial ndvcrsc change c l n u s ~  

In Deccmln-r 2004. Duke Energy reached ;in agrcemcnl to sell its partially cornpletcd Gray's I-larhr Imwer generation facility (Grays I - Ia rhr )  to an affiliate or Invenergy L.1.C In 20LU. 

PI FfL'rrcii urd PI @I C ~ I C L '  S ~ G C ~  G / D I I ~ L '  Eiierzig In December 2005. Duke Energy redeemed all Preferred and Preference stock without Sinking Fund Reqiiirements Tor approximately 

tlvoiloble Ciacfif Ft~cilifies 171al Rerfr ichio Deb1 Cove~ta~ifs Duke Energy's credit agreements contain various financial and other covenants Failure to meet those covenants beyond 

(For information on Duke E,nergy's credit facilities as of December 31. 2006, see Note IS to the Consolidated Financial Statements, "Debt and Credit Facilities ") 
Crehr R n f i i i g ~  Duke Energy and certain subsidiaries each hold credit ratings by Standard Sr Poor's (Sal') and Moody's Investors Service (Moody's) In addition. certain subsidiaries 

transferred to Spectra Energy hold credit ratings by DBRS (formerly Dominion Bond Rating Scrvice) Actions taken by ratings agencies subsequent to January 2, 2007 ralatcd to businesses 
transferred to Specba Energy are not reflccted herein since such actiom have no  impact on the ongoing operations of Duke Energy post spin-olT 

In May 2006, SBP changed the outlook of Duke Energy and all of its subsidiaries (with the erceplion of lvlaritimes & Northmst Pipeline, L LC and Maritimes Sr Northeast Pipeline, LP 
jcollectively M&N Pipeline) and DETM from stable to positive reflecting Duke Energy's announcement to sell Cinergy's commercial trading and marketing operations 

In April Xd6, following the completion of Duke Energy's merger with Cinergy, SBP removed Cinergy and its subsidiaries from credit-watch negative where they had been placed in 
Aslay ?i:1115 following the Cinergy merger announcement S&P lowered Cinergy's Corporate Credit Rating (CCR) consistent with Duke Energy's CCR as disclosed in the table below As a result 
01 Cinergy's lower CCR. S&P lowered the senior unsecured credit rating of Cinergy Corp rellecting the structural subordination of its debL In addition. SSrP reassessed its view of the 
structural subordination lor the debt outstanding a t  Spectra Energy Capital. Duke Energy Ohio, Duke Energy Indiana, and Duke Energy Kentucky and assigned the senior unsecured credit 
ratings at  these entities equal to Duke Energy's CCR 1 his resulted in the senior unsecured credit rating ofSpectra Energy Capital being raised one ratings level to BBB and no  changes to the 
senior unsecured 



rntings of Duke E,nergy Ohio, Dukc Energy Indiana, and Duke Encrgy KentucLT as disclosed in the table bclow At the same time, SSP assigned a senior unsecured cr~xlit rating to Duke 
Energy Cnrolinas equnl to Duke Energy's CCR and leR the credit ratings ol the Spectra Energy Capital subsidiaries (Texas Eastern Transmission, I P, Westcoast, Union Gas and M B N  
Pipeline) and DETM unchanged At the completion of S W ' s  April action. all Uie credit ratings were on stable outlook S U  last affirmed its credit ratings for MSrN Pipeline in July 7006 

where they have remained unchanged with ii stable outlook for the last several yoirs 

prior 10 the merger), S p e c m  Energy Capital m d  Texas Eastern Transmission, 1.P one ratings level each and assigned an  issuer rating to New Duke Energy The credit ratings resulting from the 
April action are as disclosed in the table klow. except for businesses transferred to Spcctra Energy entities as discussed above The credit ratings of Spectra Energy Capital and Texas Enstern 
Transmission, 1.1' were Baa2 and Baal respectively following Moody's April action. bloody's concluded their April action placing Nmv Duke Energy and Duke Energy Cnrolinas on positive 
outlook and Spectra Energy Cnpital and Tesas Eastern Transmission, 1 P on stable outlook A.loody's also confirmed all  ofCinergy and its subsidiaries credit ratings and changed the outlook to 
positive with the esception of Duke E n e r g  Indiana, which was le11 on stable outlook bloody's noted in their April action the subsLlntial reduction in business and operating risk of Duke 
Energy Carolinas from the distribution of  its ownership in Spectra Energy Capital to a new holding company (New Duke Energyj and the substantial reduction in business and operating risk of 
Slicctrii Energy Capital through the restructuring of its ownersliip in DEFS and the divestiture ol the l a m e r  DENA merchnnt generation ossels and trsding book Moody's also noted the 
upgr:ide at  Texas Eastem Transmission, L.P in parallel to its parent Spectra Energy Capital 

i ,  . i""< Ip,,,r.l I" A? Wll.: 

primarily as a result of their concerns over the downward revisions in thc rcscrvc estimates for the Sable Offshore Energy Project (SOEI) and reduced production by SOEI producers In August 
2006, h,foody's revised the outlook for hlaritimes 9 Northenst Pipeline, L I C to negative, noting the potential for a somcwliat weaker shipper profile resulting from a recently announced 
expension project on the U S poriion of the pipeline 

n i e  most recent rating action by DBRS cccurrcd in lune 2006 whcn DBRS confirmed thc stiible trend of \Vestcoast. Union Gas and M S N  Pipeline following Duke Energy's 
announcement of the separation o f t h e  electric nnd gas  businejses Each of the credit ratings assigned by DBRS to these entities hns remained unchanged for the los t  several yeors with a stable 
trend 

In April 2rX,G, upon Duke Energy's completion of the merger with Cinergy. Mmtly's upgrnded the credit ratings of Duke Encrgy Carolinas (formcrly rated as Duke Energy by Moody's 

I '  . ,  . . . .  . .  1" p, ii,ptv nf h.f.PrN Pinnl- . ,  , 

riie ibllowing table summarizes the February I .  XI07 credit ratings from the agencies retained by Duke Energy. iLs principal funding subsidiaries and Duke Energy's trading and 
marketing subsidiary DElM 

Crrilil Ilnlings Suiiini:iIy as of Bchriiary 1, 2007 

Skintl:ird 

2nd 

Poor's 

hlooily's 
Invesloi- 

Service 

BBB Baal 

(a) 
(b) 
(c) Represents corporate credit rating 

Represents corporate credit rating and issuer rating for SSrP and Moody's respectively 
Represenls senior unsecured credit rating 

These entities credit ratings arc depcndcnt upon, iimong oliier factors, the ability to generate sufficient cash to fund capital and investment expenditures. whilc maintaining the strenglh of 
their current balnnce sheets These credit nitings could be ncgatively impacted if as a result of market conditions or other factors, these entities ore unable to  maintnin their current bnlance sheet 
strength, or if  earnings and cash flow outlook materi;illy deteriorates 

During the third quarter of 2005. [lie Board of Directors of Duke Energy authorized and directcd management to execute the sale or disposition of substantially all of former DENA's 
remaining BSSCLS and contracts outside the Midwatcrn  United States On November 18,  2005. Duke Energy announced it signed an agrc?mcnt to transfcr substantially all of the former DENA 
portfolio of derivatives contracts to Barclays Under the agreement, Barclays acquired substantially all ol former L3E.NA's outstanding gas and power derivatives contracts 



which c-sscntially eliminated Dukc Encrgy's credit. collatenl, market and Icg;il risk associated with lormer DENA's dcrivative trading positions clfcctivc on the ilatc of signing Substantially all  
of the untlerlying conwacts have been t r a n s h n x l  to Barclays 

rexliecl an agreement to sell Cincrgy's commercial marketing and trading business, as w e l l  as nssociated contracts 1-he sale closed in October 2Oilb and. upon closing. tlie buyer assumed the 
credit. coiliitcml, miirkct ond legal risk associated wi th  the troding positions acquired 

approximately $577 million. including impzicts 01 Cinergy and excluding any collateral requirements nssociated with the spin-off of the natural pas businesses in 1anu;iry 2007 The majority of 
this collateral is related to ouls1;inrling surety bonds 

Duke Energy opemtsd a commercial marketing and trading business that  was acquired as part of the merger with Cinergy in April 2006 In June 2006, Duke Energy announced if hac1 

A reduction in the credit rating ofDuke  Energy to h iow investment grade as of December 31, XI06 would have rcwltcd in Duke Energy posting additional collateral o fup  to 

Duke Energy would fund tiny addition;il collateral requirements through a CombinCilion of cash on  hand and the use of crcdit1;icililies Additionally, i f  credit ratings for Duke Energy or 
its ;ilfiliates fall helow investment grade there is likely to be  a negative impact o n  its working capital and ternis of trade Uiat is not possible to fully quantify, in addition to the posting of 
iirlditionsl collateral and segregation oi cash described above 

Energy had SI3 million of senior unsecured notes which mature serially through 201 2 that may be  required to be repaid ifDuke Energy Carolinas'senior unsecured debt ratings fa i l  below 

debt ratings fa l l  below BBB at SSCP or Baa2 at  hloody's 

securities, which include approximately $925 million o l  effective regisUations at legacy Cinergy Additionally, 3s oi Decemher i i ,  2006, Duke Energy had 935 million Canadian dollars 
(qqxosirnatcly U S %X07 million) aviiilablc undcr Ciinadian S h d i  registrations far issuances in the Canadian market Of the 935 million Canadian dollars available under Canadian shelf 
registrations, 5(lU million expires in hlny 2008 and 435 million expires in August 200s Amounts available under U S and Cnnadian shelf registrillions of approximately $592 million and 
935 millinn Canadkin dollars, respectively, relate to businesses included in the spin-off of the natural gas businesses on January 2. 20117 and, accordingly, are not available to Duke Energ). 
subsequent to the consunimation or the spin-of( 

requirements, ;and Iinancial condition Duke Energy has paid quarterly cash dividends for 81 consecutive years Dividends on common and preferred stocks in 2007 are expected to be  paid on 
A,larch 15, June 18. September 17 and December 17, subject to Uie discretion of l h e  Board 01 Directors 

lune  2ilt.U. Duke Energy cliiingcd the nicthod of dividend rcinvcslment to open market purcliiiscs There were no issunnces of common stock under die plan in either 2006 or 20115 Issuances of 
cnmmon stock under the plan were $3; million in 2004 

inakuig open markct purchases w i t h  cash provided by Dukc E n c r g  There were no Issuances ofcommon stock under the plan in 2006 or 2005 Issuances of common stuck under the plan were 
$51 million in 200.1 Duke Energy also issues shares oi its common stock to meet other employee henefit requirements Issuances of common stock to meet other employee benefit 
reqiiircmmts were appmsimately $126 million in 2006, approxim;itely $39 million for 2005 and approximately $12 million for 2004 

Cloitiei Duke Energy may be required to repny ccrtnin debt should the credit ratings of Duke Energy Coroliniis l o l l  to a certain level  at S&P or hloody's As 01 December 31, 2006, Duke 

1 

Orher lii)iil)id)ig A h l f e ) ~  As of December 3 1 ,  2006, Duke Energy and i(s subsidiaries had effective SEC shelf registrations for up to $2,467 million in gross proceeds irom debt and other 

Duke Energy q i e c t s  to continue its policy OS piying regular cash dividends There is n c  assurance as to tlie amount of future dividends because they dcp~md on future earnings, wpitnl 

Prior 10 l u n e  Xi(l4, Duke Encrgy's investor Direct Choice Plan ~ I I o ~ v e t l  investors to reinvest dividends in common stock and to purchase common stack direct!y irom Duke E.nergy In 

Duke Encrgy iilsii sponsors an employee savings plan 11iat covers substantially all LJ S employees In April 2003. Duke Energy stopped issuing s h a m  under the plan and the plan began 

OIT-Bolniicc Shrcl ArrnnpIiciits 

include financial and performance guarantees. stand-by letters of crcdil, debt guaranlees. surety bonds and indemnifications T l i s e  arrnngements are largely entered into by Duke Energy. 
Sptctra Energ-  Capitol and Cincrgy (See Note I 8  to tlie Consolidated Financial Statements. "Guarantecs and Indemnifications," for further details of the guarantec arrangcmcnts ) 

Duke Energy :md certain of its subsidiaries enter into guarantec arrangements in the normal course of business to facilitate commercial 1r;insactions wi th  third parties These arrangements 
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PART II 

hlost oi the guarantee arrangements cntcred into by Duke Encrgy enhance the crcdit standing oi certain subsidiaries, non-consolidated cntitiu: or less dian wholly o\vned cntitics, enabling 
them to conrluci business As such. these guarantee arrangements involve elements o i  periormance and credit risk, which are not included on the Consolidated Balance Sheets The possibility 
o i  Duke Enere.y, Spectra Energy Capital or Cinergy having to honor its contingencies is largely dependent upon the f'uture operations ut the subsidiaries. investees and other third parties. or lhe 
occurrence 01 certain future events 

Issuance of these gunrantee arriingcmcnts is not required ior the majority o i  Dukc Energy's operations Thus, if Duke Energy discontinued issuing these guarantee orrongcments, there 
would not be n material impact to (lie consolidiitcd results of operations, cash flows or financial position 

In contemplation oi the spin-ofl-of the natural gas businesses on January 2. 2007. certain guarantees that were previously issued by Spectra Energy Capital were transferred to Duke 
Encrgy prior to the consumimatioii 01 the spin-ofi  This rwultcd in  Duke Energy recording an immaterial liability f o r  ccrtain guarantees that were previously grandfathered under thc provisions 
o i  FIN 45 and. therelore, were not recognized in the Consolidated Balance Sheets Guarantees issued by Spectra Energy Capital or Natural Gas rransmission on  or prior to December 31, 2W6 
remained with Spectra Energy Capital subsequent to the spin-ofl., escept for certain guarantees that are in the process o i  being assigned lo Duke Energy During this assignment period, Duke 
Energy has indcmniIicd Spcclr;i Energy Capital against any losses incurred under these guarantee obligations 

Receiwibles to purchase, on a revolving basis, nearly all ofthe retail accounis receivable and related collections o l D u k e  Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky 
rlnprolr ,I,,,~~ 
Duke Encrgy Kmtucky each retain an interest in thl: receivables transicrrcd to Cinergy Receivables Ilic transfers o i  receivables {ire accounted for as sales, pursuant to SFAS 
No I.ll),'ll'Cotriifrit~ jor l'roiis/i.r~ oixlSenscriig , , f~i' i , toiiciol~ls~sseu . i i i~~~f i i is i i is l in ie i~t . r  oJ 'L ioI i1 ; f i e~  "For a more detailed discussion of our snles i d  accounts receivable. see Note 23 to tlie 
Consolidated Fin;inci;il St;itements, "Variable Interest Entities " 

Cincrgy I i o l d ~  inteicsts in variablc interest cn t i t i a  (VIE,s). consolirlnted and unconsolidated, as deimcd by FASB Interpretation No 46. "Conrolidcitioii of I~bn~7~l~ . l i i f e rer l~ i r l i t i e s  '' For 
further inlormalion, see Note 1 tu tlie Consolidnted Finnncinl Stntements, "Summary o i  Signifrcmt Accounting Policies" 

Duke Energy does not have any other maten;il oif-balance sheet financing entities or structures, escept for normal operating lease :irrangemenls and guarantee arrangements (For 
addition;il information on these commitmenlc, see Note 17 to the Consolidated Financial Statements, "Commitments and Contingencics" and Note 18 t o  the Consolidated Financial Sratemenls. 
"Guarantees and Indcmniiications 'i 

Duke E,nergy Ohio. Duke Energy Indinno and Duke Energy Kentucky have on ngreement to sell certain oftheir accounts receivable and related collections Cincrgy formed Cinergy 

, -  .~~ 1 ,  = .I . ~ 1 .  
rjnPr ,,,, S,nr, ,  . .  , I  io , h v  Ohill -11 

Cnnli :icI iial 0blig:itioiis 
Dukz Energy rmters into contrncts that require payment of cash at certain specilied periods, based on certain specified minimum quantities and prices Ihe Iollowin6: table summarizes 

Duke Energy's contractuiil cash obligations Tor aich o i  the periods prsented  The table below excludes all amounts clnssificd as current liabilities on thc Consolidated Balance Shecis, other 
than current maturities of long-term debt. as wel l  iis future obligations of businesses mcluded in the spin-ofiof Spectra Energy on January 2 ,  21107 I t  is cspccted that  the majorrty of-current 
liabilities on the Consolidated l3alance Sheets wil l  bc paid in cash in 21107 
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I'nyiiiciils Due By Period 

More tli;iii 
Less tliaii 1 2-3 Yciii\ 4-5 Yeai \ 5 YCJI5 

yeei (3008 & (2010 & (Bejotid 
1 otal (2007) ZOOS) 2011) 2012) 
P -__ _.. . _1 -....-.I-.- - n. .._ 

10,931 

Purchase Obligations (E) 

commodity contr.ictr('l' 

b l l ~ < l t i ~ l i l ~ ~ ~ ~  

Other long term I iabi l i t ie> on the ('nnsalidateil Balance Sheet$(') '1,724 125 816 008 2,575 

See Note 15 to the Consolidated Financial Statements, "Debt and Credit f i ici l i t ia" Amount includes interest payments over life of debt or capital lease 
S e r  Note 17 to the Consolidated Financial Statements, "Coinmitmcnts and ContinScncies" 
Includes firm capacity payments that provide Duke Energy with uninterrupted firm access to clectricity transmission capacity, relining capacity and the option to convsrt natural gas to 
electricity at  third-party owned facilities (tolling arrangements) in some power locations throughout North America Also include; firm cap;icily payments under electric power 
agreements entered into to meet U S Franchised Electric and Gas' native load requirements 
Includes contractual obligiitions tn  purchase pliysiciil quiintitics of electricity, coal nnd nuclear fuel Amount includes certain normal purchoses, energy derivatives and hedges per SFAS 
No 13.3 For contracts where the price paid is based on an index, the amount is based on forward market prices ;it December 3 I ,  20OG For certain of  these amounts, Duke Energy map 
settle o n  a net cash basis since L7uke I:ner@j has entered into payment netting agreements with countcrp;irties that permit Duke Energy to offset receivables and payables with such 
counterpartics 
Includes U S Franchised Electric iind God obligation to purchnse an nclditionol ownership interest in the Cntnwbn Nuclear Station (see Note 5 to the Consolidated Financial Statements, 
" h i n t  Ownership of Gener;iting and Transmission Facili1ies"j. as well as contracts for soflware, telephone, d 

obligations lor engineering, procurement and cnnstmction costs for nuclear plant refurbishments. environmental projects on fossil facilities. pipeline and real estate projects. and major 
miiintenance of certain merchant plants Amount excludes certain open purchase orders for services that fire provided on  dcmiind, and tlie timing of the purchase can not be determined 
Inchides expected retirement plan contributions for 2007 (see Note 22 to the Consolidated Financial Statements, "Employee Benefit Plans"), certain estimated executive Lh-nclits, and 
contributiom 10 the NDTF (see Note 7 to the Consolidated Fin:inci:il Statements. "Asset Retirement Oblig;itions') The amount of cash flows to be  paid to settle the asset retirement 
obligitions is nnt k n o w  with ccrlainty BS Duke Energy may use internal resources or external resnurces to perform retirement activities AS o result, cash obligations for asset retircmont 
activities are excluded Asset retirement obligtitions recognized on the Consolidated Balance Sheets toto/ $2,301 million and the fair value o r t h e  NDTF, which wil l  be used to help fund 
these obligations. is $1.775 million at Decemlxr 31, 2006 Amount cscludes reserves ior liiigation, environmental remediation, asbestos-relaied injuries and damages claims and self- 

insurance claims (see Note 17 to the Consolidated Financial Slntemenls. "Commitments and Contingencies") because Duke Energy is uncertain as to the timing of when cash payments 
wil l  be required Adtlitioniilly. smount excludes nmunl insurance premiums that are necessiiry to operate the business. including nuclear insurance (see Note I7  to the Consolidated 
Financial Statements. "Commitments and Contingencies"1 funding of other post-employment benefits (see Note 12 to the Consolidated Financial Statements, "Employee Benefit Plans") 
;and regulatory credits (see Note 4 to the Consolidated Financial Slnlcmcnts. "Regulatnry hdatters") because the amount and timing of the cash payments arc uncertain Also amount 
cscluilcs Defcircil Income Taxes and lnvcstmcnt Tax Credits on the Consolidated Balance Sheets since cash paymcnLc for income taxes arc detemiined based primarily on taxable income 
fnr each discrete liscal year L iabilities Associated with Assets lleld for Sole (see Note 1.3 to the Consolidated Financial Statements, "Discontinued Operations and Assets Held for Sale") 
are also esclucled a s  Duke Energy expects these liabilities will he assumed by the buyer upon sale of  the assets 
Purchase obligations rellc.cted in tlie Consolidated Bdance  Sheets have been escluded from the above table 

nd consulting or advisory sewicc7 Amount also includes contractual 

Qu; in t ih~t i r~c  iind Q i i d i l ~ i l i r ~ c  IXsclusuwu About M w k c l  Risk 

Rlsk and .kcoui i t lng  Policies 
Duke Enrrgy i s  exposed IO market risks asoc ia tcd  with commoJity prices. credit exposure. intcrest rates. equity prices and fnrcign currency excliansc ratcs Managcment h a  established 

comprehensive risk miinagemenl policies to monitor and manage these market risks Duke Energy's Chief Executive Oilicer and Chief Financial Officer arc responsible for the overull approval 
ni market risk management policies and Ihe deleg:ilion ol~approval and auiliorizition levels Ihe Finance and Risk Management Committee o i t h e  Board receives periodic updates from the 
Treasurer and other members n l  management. on  market risk positions. corporate exposures, credit exposures and overall risk management activities The Ireasurer is responsible for the 
ovcral l  governiince o i  managing credit risk ond commodity price risk, including monitoring csposurc limits 

contrack 

of Duke Encrgy post spin-olT 

See "Critical Accounting Policies-Risk ivlanagement Accounting and Revenue Recognition--lr;iding 2nd Marketing Revenues' Six fiirtlier discussion of the accounting for derivative 

Disclosums about market risks related ti) businesses transferred to Spectra E,nergy in January 2007 arc not reflected herein since such exposures have no impact on tlie ongoing operations 
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PART I1 

Coniiiiodity Price Risk 
Duke Energy i s  exposed to the impact nf marliet lluctuations in the prices D l  eIectricity. c o d ,  natural gas and other energy-related products marketed and purchased as ii result of its 

ownership of energy reliitetl  asset^ Pnce  risk represents Ihe polcntial risk of loss l iom adverse changes in the market price of eleclncity or other encrgy commodities Duke Energy employs 
established policies and procedures ti) nianage ILS r i s k  ;issoci:ited with these market lluctuations using various commodity derivatives, incluiling swaps. futures, forwards and options (See 
Note 1 lo the Consolidated Financial Statements. "Sumnittry of Signilicant Accnunting Policics" iind Note 8 to thc Consolidated Financial Statements. "Risk lvlnniigcment and Hedging 
Activities, Credit Risk. and Financi;il Instruments ") 

Validation o i a  contriict's iiiir value is perlbrmed by ;in internal group indelvndcnt of Duke Energy's den1 origination areas While Duke Energy uses common industry practices to 
develop its valuation techniques. changcs in Duke Encrgy's pricing mcthodologies or the iriiclcrlying assumptions could result in significantly dillcrent fair values and income recognition 

l-ledgiiig Sliolegrev Duke Energy closely monitors the risks iissociiited with these commodity price changes on its future operotions and, where appropriate, uses various commodity 
instruments such as  electricity, coal and natural gas forward contracts tn mitigate the efrect of such lluclualions on operations Duke Energy's primary use of energy commodity derivatives is to 

hedge the oiitput and production of assets 
To the extent that instruments iiccountcd fiir as hedgcs are ellective in nllsctting tlie tninsaction being hedged. there is no impact to the Consolidated Statements o~Olierations until 

delivery or setl len~ent occurs Accordingly, assumptions :ind valuatinn tecliniqucs for these contracts have no  impact on reported earnings prior to settlement Several factors influence the 

measured each month (Sce Note 1 l o  thc Consolidated Financial Statements. "Summary ol Significant Accounting Policies" and Note 8 to thc Consolidated Financial Statements, "Risk 
lvlanagement and I-ledging Activities. Credit Risk, and  Financial Instruments " j  

sales exception describcd in paragriiph I O  of SFAS No 133. DIG Issue No C i  5 and SF.45 No I49 For contracts qualilying far llic scope exception, no rccognilion oi thc contract's iair value 
in the Consolidated Finnnciol Statements is required until settlement 01 the cnntr~ict unless the contract is designated as the hedged item in a iair \ d u e  hedge O n  a limited basis, U S 
Franchised Electric and Gas and Commcrcial Power ~ipply the normal purchase and iinrmiil sales exception to certain contncts Recognition for the contracts in the Consolidated SblemenLs of  
Operations will be !he same regardless oT \~.hetJier the contracts are accounted l or  iis cash llow liedgcs or tis normal purchases and sales, u n l e s  designated as ilie hedged item in a fair value 
hedge, assuming no hedge incfl-ectivencss 

Income recognition and realization related to nnrmiil purchases and normal sales contracts generally coincide \v i l l i  the physical deliver). of power However. Duke Energy's decisions in 
2004 to sell former LENA Southsasl Pl;ints. reduce lormer DPNA s interest in partially compleled plants and sale or dirposrlion of substantially all of former DENA's remaining physical and 
commercial assets outside of the Midwestern United States and certain contractuiil pnsiiions related 11) tlie Midwesstern assets (see Nom;il  Purchases and Normal Sales below) required the 
reassessinen1 of all associated dcrivntivcs. including normal purchases and normnl stiles niis required a chnngc lrom the opplication of the Accrunl lvfodel to the lvlRvl lvlodcl lor these 
contracts and resulted in recording suhstnnti;il unrealizcd losses tha t  h;id not previously been recognized in the Consolidated Financial Statements 

Gemrariofi Put.!/blro Rirkr Duke Energy is primiirily exposed to market price flucniations of wholesale power and natural gas prices in the U S Franchised Electric and Gas and 

. .  
,> % .  . . .  . .  % 

. .  ,, , ',,-."r<;.;o]. R l,r,lor P * 1 I ,  . 1 .  , I  

In addition to the hedge contriicts described above and recorded on the Consolidated B:il;ince Sliects, Duke E n c g y  enters into other contracts f f ia t  qualify lor the normal purchases and 

Commercial Power segments Duke Energy optimizer tlie valuc of its bulk power markctins dnd non-rcguliitcrl generation portfolios ?lie portfolios include generation assets (powcr and 
capacity), fuel, and emission iillo\vances h,lorlelcd lorecasts ofliuture generation output. fuel requirements. ;and eniissinn allowiincc requircments are hased on iorwird power, fuel and emission 
allowance markets The componcnt pieces of the portfolio are bought and sold based on  thls midel  in nrder to manage tlie economic value of the portfolio, where such market transparency 
eSlStS Tile generation pnrtfnllo not utilized to serve native load or committed load i s  subject to commodity price f1uctu;itions Based on a sensitivity analysis as of December 31, 201% and 
7005, it !vas estimated tho: o ten percent price change per mega-watt hour in wholesale power lprices \vnultl have 11 corresponding effect on Duke Energy's pre-tox income of aplxoximotely $30 
million in 2007 and $20  million in ?006, respectively Based on a sensitivily anal , of December .;I, 20116,it was estim:ited that a ten percent price change per A,fbIBtu in natural gas prices 
would have a corresponding elrect (3n Duke h e r b y ' s  pre-tax income oi ;ipproxlmatelv $15 millinn in 21107 

79 



PART 11 

Noritto1 Ptiicitirror niiilNoinrrrl S d e s  During the third qualier 0 1  L1)t)i. Duke Energy's B o d  of Directors euthorized and directed managemmt to execute the sale or disposition of 
siibslantially all of lormer DCNA's remnining assets and contracts nutside tlie illidwestem United States. approsunateiy 6.ICXi mcgawslts 01 power generation, and certain contractual positions 
related to the Ivfirlwestem assets (see Mole I3 lo the Consolidatcd 1;mancial Slatcments. "Discontinued (3perations and Assets I-leld for Sale") As a result of this decision. Duke Energy 
recognized a pre-tax loss of approximately $1 9 billion in the third quiirter oi 3iKi5 for the disqualific;ition of i ts  power and gas f o r w i d  siiles contracts previously designated under the normal 
purchnscs normal sales exception This loss i s  partially offset by the recognition 01 ii pie-tax gain 01 approximately $1 2 billion for the discontinuance o i  hedge accounting for natural gas and 
power cash flow hedges Duke Energy has retained tlie blidwestern generation essets in the Commercial Power segment, representing npprosirnately 3,60tJ megaivatLs of power generation (see 
Note 2 to the Consolidated Financial Statements. "Acquisitions and Dispositions" for further details o n  tlie completed Cinergy merger) 

day favorable or unfivorable V:iR ciilculation Duke Energy's VaR amounts for commodity derivatives recortled using thc AITbI h4odel are not material as a result of management decisions to 
dispose of certain businesses with higher risk profiles, including lhe fornier DCNA operations outside the Adidwestern United Statcs and the Cincrgy commercial m:irketing and trading 
businesses In connection with the en'on to reduce tlie risk profile, during 2006 Duke Energy iin;ilized thc sale of tlie former LXNA power generation Ileet outside of tlie Midwest to 1.S Power 
und sold the Cinergy commercial marketing iind trading business to Fortis Subsequent to the sales 01 110th trading businesses, Duke Energy no  longer uses VnR ns 11 trading portfolio mensure 

Ofher Conimodih' Risks Duke Energy, through Commercial Power, owns coal-based synllieiic fuel production facilities which convert coal feedslock into synthetic fuel for sale to third 

Troditis nnrl lliidc.rigiiofr.d Coiifrticbr Thc risk in the trading portfolio is measured iintl monitored oil a daily basis utilizing a Value-at-Risk (Val?) moclel to determine llie potential one- 

TUI-I), p i n n  . . .  7Q'A(K i f V d  

The Internal Revmuc Code provides for a phase-out of synthetic fuel tax credits if the average annuill \wllhc;?il oil prices incre 
syntliefic fuel lacitifies based on December 3 I ,  2006 prices throughout the enlire tixthcoming ye:ir, yet crude oil prices were to :ise such that the Ins credit is completely phased-oul, projected 
net income in 2007 woul~l  be negatively impacted by approximately XI00 million Duke Energy is unlikely to espericiice a loss ol this magmtude because the exposure to synthetic fuel la.. 

credit phase-out is nionitorcd and Duke Energy may clioosc to reduce or cease vrithctic fucl production depending on  thc cxpcctation of any po1cnti;il tas credit phose-out Duke Energy may 
nlso reduce its exposure to crude prices through the esecution 01 deri\%tive trnnsiictions The objective ofthcse tictivities is to reduce potential losses incurred if the reference price in a year 
exceeds a level triggering ii phase-out o i q n t h c t i c  fuel tax credits 

calculations consider existing hedge positions and estimated production IcveIs. but do not consider other lnitcntial effects that might result from such changes in commodity prices 

i bwe  certain Ievels If Commercial Power were lo operate its 

Pie-tax income lor 2007 or 2006 \vas also not expected to be materially impacted as oi December 31. ?lW6 or ?Oi)5 lor esposures to other commodities' price changes These hypothetical 

Duke E,nergy's e x p u r e  to commadity price risk is influenced by a number 01 f;ictors. including contract si2e, length. marl;et liquidity. location and unique or specific contract terms 

Credit Risk 

into netling agreements with counterparties that permit Duke Energy to ofiset rcceivables and ipayahles with such counterparties Duke Energy attempts to further reduce credit risk with cerkiin 
counterparties by entering into agreements that enable Duke E,nergy to obtain ciill;iteral or to terminate or reset the terms of t ransxt ions  alicr specified time period5 or upon the occurrence of 
credit-related cvcnLs Duke Energy may. ;it times, usc credit derivatives nr ot l ier  structures and techniques to provide lor third-party credit enliancemcnt of Duke Energy's countcrpaities' 
obligatiom 

throughout the U S ,  Canada and L ntin America Duke Energy has concentratiohs of receivables from niituriil gas and electric utilities and  tlicir iiffilitites as \veil as industrial customers and 
morketers throughout these regions niese concentrations of customers may nfiect Duke Energy's ovcriill credit risk in that risk l k t o r s  cnn negatively impnct the credit quality of h e  entire 
sector Where exlmsed to credit risk, Duke Energy nna lyzs  the counteriwlics' financial condition prior io entering intn an  agreement. sst:iblishes credit limits rind monitors the appropriateness 
of those  limits on an  ongoing basis 

Credit risk rcprcsents the loss that Duke Energy would incur if a cnunterpiirtp f a i l s  to perform under its ciintractual ~nbligntions l o  reduce credit csposurc, Duke Energy sccks to enter 

Duke Energy's principal customers for power and natural gas marketing and transportation services :ire industrial end-users. marketers, locil dirtribution companies and utilities located 
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PART I1 

The following table represenb Duke Energy's distribution of unsccurcd credit espnsurcs at Dccemhcr 3 I .  7111?6, incliiding Spectra Energy businesses 'These credit exposures arc 
aggregated by ultimate parent company, include on  and ofi balance sheet e ~ ~ w s u r c s ,  are presented net o i  collatwal, and take into nccoiiiit contriictiial nctting rights 

Disuihution of Enterprise Credit Esposures 
As of December 31. ?IJ(J6 

"/o 01 Totnl 

Non-Investment Grade-Internally Rated I O  

.... 
"Externally Rated" represents enterprise relationships that have published ratings from at  least one major credit rating agency "Intem:illy Rated" represents those relationships which have 

no  rating by a major credit rating agency For those relationships, Duke Energy utilizes appropriate risk rating meUiodologies and credit scoring models to develop :in internal risk rating which 
is intended to map to an external rating equivalent The total of the unsecured credit e spsu rc  included in the tciblc abovc icpresents approsimately 59% 01 the gross lair value of Duke Energy's 
Receivables nnd tJNeiiiized Gains on Mork-to-Market and Hedging Triinsoctions on the Consolidotctl Bolnncc! Sheets at December 31. 7W6 

Duke Energy had no  net exposure to any one  customer that represented greater than IO?b of the gross lair viilue oftrnde iiccounts receivable anrl unrealized gains on mark-to-market and 
hedging iransactions at  December 31. 2006 Excluding the businesses transferred to Spectrti Energy in January 2007, die split kttvcen investment grade and non-investment grade would have 
been approximately 70:b and 31J?b, respectively Based on  Duke Energy's policies for managing credit risk, its exposures and its credit and other rcscnxs. Duke Energy does not nnticipatc a 
materially adverse eflect on its consolidated financial position or results of operations as a result oinon-performance by any counterparty 

which eliminated Duke Energy's credit. collateral, market and l e g 1  risk associatcd with these relatul trading positions 

subsidiary of Spectra Energy Capital Spectra Energy Capital unconditionally and irrevocably guaranteed the lease payments n l  I-lidalgo to IDC through 702s In ?OIXl. I+idalgo was sold to 

Calpine Corporation and Spectra Energy Capital remained obligated under the lease guaranty In January ZliOB. Hidalgo iintl its subsidiaries filed lbr bankruptcy protection in connection with 
the previous bankruptcy filing by i(s parent, Calpinc Corporation in December 2005 Gross. undiscounted exposure under the guarantee obligation as of December 3 I ,  21506 is approximately 
$200 million, including principal and interest papments Duke E,nergy does not believe a loss under the guarantee obligation is probable as of Decembcr 31. ZOiXi, but continues to evaluate the 
situation Therefore, no reserves have been recorded for any contingent loss as of December 5 I ,  2006 No demands lor payment have been made under the guarantee If losses are incurred 
under the guarantee. Speclra Energy Capital has certain rights which should allow it to mitigate such loss Subsoqucnt to the spin-oif the natural gas busincsses, this guarantee rcmainctl with 
Spectra Energy Capitnl However, Duke Energy indemnified Spectra Energy Cnpitnl against any future losses that could arise from payments required under this gunrnntec 

credit exposures The collateral agreements provide for a counterparty to post cash or letters of crcdit to ihe cxposed party for esposure in a c e s  of an cstablishcd 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 sua-icient cause 
to terminate contracts and liquidate al l  positions 

Duke Energy also obtains cash or letters ofcredll  lrom customers to provide credit support outside of collateral agreements, where appropriate, based on  its linancial analysis of the 
customer and the regulatory or contractual terms and conditions applicable to each transxtion 

During 2006, Duke Energy finalized the sale of the lormer DENA porrtblio 01 derivative contracts to Barclays anrl sold the Cinergy commercial marketing and wading business io Fortis, 

In 1959, the Industrinl Development Corp o f t h e  City of Edinburg, Texas (IDC) issued npprosimately $ll?ii millioii in bonds tn purchase equipment lor lease to Duke Hidalgo (l-lidalgo), a 

Duke Energy's industry has historically operated under negotiated credit lmes lor physical delivery contracts Duke Energy frequently uses master collnteral agreements to mitigate certain 
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Collateral amounts held or posted may be fixed or may vary depending on the terms of thc collateral agreement and the nature ol the underlying exposure and cover normal purchascs and 
normal sales, hedging contracts, and optimization contracts outstanding Duke Energy may he  required to return certain held collateral and post additional collateriil should price movements 
adversely impacl Ihe value oi open conlracls or positions In many wses, Duke Energy's and i t s  counterparties' publicly disclosed credit ratings imp;ict the iimounts oi additional collaleral to be 
posted !.f Duke Energy or its affiliates have a credit rating downgr;ide, it could result in reductions in Duke Energy's unsecured thresholds granted by counterpartics Likewise. downgrades in 
credit ratings of counterparties could require counterpartics to post additional collatcriil to Duke Energy ani1 it:; iilfiliatcs (See "1 iquidity and Copitnl Resources-Financing Cash Flo\\w iind 
Liquidity" ?or additional discussion of downgrades ) 

Interest Rntc Risk 
Duke h W g y  is exposed to risk resulting from changes in interest rates as ii result of its issuance of variable antl fixed rate debt and commercial j?aper Duke Energy manages iL? inlerest 

rate exposure by limiting its variable-rate e s p o s u r a  to percentages of total capitalization and by monitoring the effects 01 market changes in interest rates Duke Enerby iilso enters into 
financial derivative instruments. including. but not limited to. interest rate swaps. swaptions iind LI S Treasury lock agreements to manage ;and mitigate intcrest rate risk exposure (Sue Notes I, 
8, iind 15 to tlie Consolidated Finiincinl Statements, "Summary of Significant Accounting Politics," "Risk hlonugement and I-lcdging Activities. Credii Risk, and Financial Instruments." cind 
"Debt and Credit l~acilities ") 

impncts in interest income, would increase (decrease) by approsimately $3 million, excluding interest rate risk related to busincrres transferred to Spectra Energy in January 2007 
Comparatively, based on a sensitivity analysis as o i  December 51, 2005, had interest rates averaged 196 higher (lower) i n  XI06 than in 2005.11 was estimated th:it intercst espense, net of 
oflsetting impacts in interest income, woulrl have increased (decreased) by approximalely $9 million r l m e  amounts were estimntcd hy considering the impact ol the hypothetical interest rates 
on variable-ratc securitics outsL3nding. adjusted ?or interest ratc hedges. short-term investmcnl?, cash and cash equivnfcnts outstanding as of Dcccmbcr 3 I, Xi06 and ?NJ5 The decrcase in 
interest rate sensitivity was primarily due to the exclusion of interest rate risk. principally subsidiary debt and swaps, related to businesses transferred to Spcctra Energy II interest rates 
changed significantly, management would likely take actions to manage its exposure to the change I-Inwcver, due to the unccrtainty n1 tlie specilic actions that would be taken and their 
possible elTecls. the sensitivity analysis assumes no changes in Duke Energy's fin;incial structure 
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Equity Price Risk 
Duke Encrgy maintains WusL L-unds, as required by the NRC and Ihe NCUC, to fund thecosts of nuclear decommissioning (See Note 7 lo Ule Consolidoled Financial Slatzments, "Asset 

Retirement Obligations ")As oi December 31. 20C6 and 200.5. these funds were invested pnrnorily in domestic and international equity securities, hcd-rate. liscd-income securities antl ciisli 
and cash equivalents Per NRC and NCIIC requirements, thcse funds may be used only for activities relater1 lo nuclear decommissioning l l iose  investments are exlxised to  price lluctuations in 
cquity markets and changes in interest rates Accounting for nuclear decommissioning recognizes that cosls :ire reenveretl through IJ S Franchised Electric and Gas' rates, and fluctuations in 

equity prices or interest rates do not affect Duke Energy's consolidated resiilts of operations Earnings or losses of the iund will ultimately impact the amount 01 costs recovered from U S 
Franchised Electric and Gas' mtcs 

Bison, Duke Energy's wholly owned captive insurance subsidiary, maintains investments lo ?und various business nsks and losses. such ns ivorlters compeosalion. prolxrtp, bushess  
intem1;tion and general liability 'Those investments are exposed to price fluctuations in equity markels and changes in interest r a t a  

nssets, discount rate, the rate of increase i n  health care costs and contributions mode to the plans 
Duke Energy's costs of providing non-contributory defined benefit retirement and postretirement bencfit plans are dependent upon a number of liic~ors. such as the rates of return on plan 

Foreign Currency Risk 
Duke Energy i s  csposed to foreign currency risk from investments in international alfilialc businesses owned and operated in foreign countries and from certain commodity-rclatcd 

transactions wilhin domestic operations To mitigatc risks associated with foreign currency fluctuations, contracts may b e  clenominatcd in or indesed to the LJ S Dollar andlor local inflation 
r a t a ,  or investments may b e  naturally hedged through debt denominated or issued in the foreign currency Duke Energy may alsn use fimign currency derivative?, where possihle. to manage 
its risk related to foreign currency fluctuations To monitor its currency eschangc rate risks. Duke  Energy uses sensitivity analysis, which meiisures the impact of dcvoluiition oi  thc foreign 
cumencies to which it has esposure 
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In 2007. Duke Energy's primary Soreign currency rate exposures are expected to be the Brazilian Real and the Peruvian New Sol A I tW6 dcvaluiition in t he  currency exchange rates as o i  
December 3 I .  2006 in all  of Duke Energy's exposure currencies would result in an es1im:ited net pre-tax loss on the trimslation o f  local currency earnings oi approsimately $7 million to Duke 
Energy's Consolidnted Statements of C)perations rn 2007 The Consolidated Balance Sheet would be negatively impacted by approximately XI30 millivn currency tr;insIalion through the 

cumulative translativn adjustinent in AOCI ;IS of December 31, 2006 as a result of a 1090 devaluatioii in [lie currency eschangc rates 

OTl-IEll ISSUES 
S p i i ~ o f o j  rlie Noriiml Gar Bi~sriicr,scs In lune 2006. the Board of Directors of Duke Energy authorized managcment to pursue a plan lo create two separate publicly lratletl companies by 

spinning oil' Duke Energy's natural ga5 businesses to Duke Energy shareholders The spin-oii was effeciivc January 2. 2tJO7 The new natur.il p s  company. ~vliich is named Spcctra E,nergy, 
principally consists 01 Duke Energy's Natural Gas Transmission business segment, which includes Union Gas, and also includes Duke Energy's 5 0 9 b  ownership interest in DEFS 
Approximately X70 billion 01 assets, $13 billion of liabilities (which includes approximately SS 6 billion of debt issued by Spectra Energy Capital and its consolidated subsidiariesj and $7 
billion of common stockholders' equity were distributed from Duke Energy as of the date of the spin-off Assets and liabilities VI entities included in the spin-011. of SpecIra Energy were 
transferred from Duke Energy on ii historical c o ~ t  basis on the date o i  the spin-off trnn~iietion As a result of the spin-oll~transaction, on January 2, ?W7, in lieu 01 ;idjusting the conversion ratio 
of the  convertible debt, Duke Energy issued approximately 3 4 million shares of Spectra Energy common stock to holders of Duke Energy's convertible senior notes due 7023, consistent with 
the  a d e r s  7 . .  is esnected to result in a pretax cliarce in the r a n m  o i  $20 million to $30 million in 
Duke Energy's 2007 consolidated stntcmmt of operations Ihe historical results o i  thc natural gas businesses arc expected to be treatcd as discontinued o~)crativns at Duke Energy in future 
periods beginning with the first quarter of 2007 The primnry businesses remaining in Duke Energy post-spin are the U S Franchised Electric and Gas business segment, the Commercial Power 
business segment, the International Energy business segment and Duke Energy's effective 50?b interest in the Crescent JV The decision to spin of1 the natural gas business is expected to 
rlelivcr long-term value to shareholders 

various :ispecLs of the energy industry and to implement other provisions through rulemakings Among the key provisions, the Energy Policy Act of 1005 repeals the PUI-ICA of 1935, direcls 
FERC to establish a sell'-regulating electric reliability organization governed by an independent board with FE,RC oversight. extends tlie Price Anderson Act lor 20 years (until 2025) .  provides 
loan guarantees, standby support and production tax credits for new nuclear reactors, gives FE.RC enhanced merger approval authority, provides FERC new backstop authorily for the siting of 
certain electric transmission prvjects, streamlines the processes for approval and permitting of interstate pipelines, and relorms hyilropower relicensing FERC's enhanced merger authority will 
not apply to transactions pending with Llie FERC as of August S 2005, such a s  the Duke Energy and Cinergy merger, as discussed in Note 2 lo the Consolidated Financial Statements, 
"Acquisitions and Dispositions " In late 200.5 and early 20l)6. FERC initiated several rulemakings as directed by the Energy Policy Act of2005 Duke Energy is currently ev;lluating these 
proposals and docs not i inticiptc that these rulemakings will have n mnlerinl ndvcrsc eIfect on its consolidated rcsuILs of vpcrations. cash llows or financial position 

Globnl Clininrc Cliouge The greenliouse gas policy of the  LJnited Stales currently favors volunlnry actions to reduce emissions and continued research and technology development over 
near-term mandatory greenhouse gas emission reduction requirements Although several bills have been introduced in Congress that  \vvultl mandate greenhouse gas emission reductions. none 
have advanced through the legislature and presently there arc no Scdcral mandatory grecdiousc gas reduction requirements \Vhile i t  is possible that Congress will adopt some form of 
mandatory greenhouse gas emission reduction legislation in the future, the timing and specific requirements of any such legislation are highly uncertain Several Northeastern states and 
California are in tlie process of developing their own mandatory greenhouse gas emission reduction programs; none of which will impact Duke Energy's operations 

of a federal-level ciirbon tax o r  cap-and-trade based program Duke Energy, believing thnt i t  is in the best interest of its investors :inti custumers to do so, is actively participnting in the 
evolution of federal policy on this important issue 

Duke Energy's proactive rvle in climate change policy debates in the United States does not change the uncertainty around such policy Due to the speculative outlook regarding U S 
federal policy, Duke E,ncrgy C~MOI  estimate the potential eflect of future 1J S greenhouse gas policy on its future consolidated results of operations. cash flows or financial position Duke 
Energy \vi11 assess and respond to the potential implications o f U  S greenhouse gas policy for its business operations i f  policy becomes sull'iciently developed and cerktin to support a 

meaningful assessment 

E~ierg3~Polrcyilcl q 2005 The Energy Policy Act of 2005 was signed into law in August 2005 I h e  legislation directs specified agencies to conduct 11 significant number of studies on 

Duke E,nergy supports the enactment of U S federal legislation that would require a gradual transition to a I o w r  carhn-intensive economy Legislation preferably would be in the form 
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This disclosure related to the global climate change cscludes developments in Canada due to the spin-ofi of Duke Energy's natural gas businesses on January 2,  2007 
(For additional insormation on other issues related to Duke Energy, see Note 4 to the Consolidated Financial Statements. "Regulatory blatters" and Note 17 to the Consolidated Financial 

Statements. "Commitments and Contingencies " j  

New Accouiiting St;i ndii r [Is 
The following new accounting standards have k e n  issued, but have not yet been adopted by Duke Energy as oSDecemher 31, 2006: 
SFASNo 155. ':lccoirtairrg/or Cei kii~r H~Lv7d l i inmcrd l ~ i ~ l ~ ? ~ i r r c ~ i l s - ~ i ~ r  anieiidirierit ofFASB Slole!iicii[s No 1% oird 140'' (SFAS No 15.5) In February 2006, thc FASB issued SF AS 

No 155, which nmcnds SFPISNO 1.33, 'Accmin~i~ig for  Derwnli\e Iiislninreiilr oiidfled~riigilctri~rIrcs" and SFtISNo. 140. ':lccorartiiig/br Trnilvks nud Sen,iciirS of Firroticio/ A ssels mid 
~~tiiiSriirhirien/s of Lrobr/ttier" (SFJS No I 40) SFAS No 155 allows financial inslruments that have embedded derivatives to be xcounted Sor at fair ~ a l u e  at acquisition, at issuance, or when 
ii lxwiously recognized financial inslrument is mbject to a remeaSurement (new basis) event, on an inslrument-by-instrument basis. in cases in which a derivative would othenvise have to k 
bifurcated SFAS No 155 IS effective for Duke Energy for all financial instruments acquired. issued. or subject to remeasurement niter January I ,  1007. and for certain hybrid financial 
instruments thnt have been bifurcated prior to the ell-ective date, for which the eSfect is to be reported os a cumulnti\~e-ellect iidjustmcnt to beginning retained cnrnings Duke Energy does not 
anticipate the adoption of SFAS No I55 will have any material impact on 11s consolidated results oroperations, cash flows or fin:incial position 

amends SFAS No 140 SFAS No 156 requires recognition of a servicing asset or liability when an mtity enters into arrangements Lo service financial instruments in certain situations Such 
servicing assets or servicing liabilities are required to be initially measured at fair value, if practicable SFAS No 156 also allows an entity to subsequently measure its servicing assets or 
servicing liabilities using either an :tmortiwlion method or a lair value method SFAS No 156 is effective for Duke Energy :is of January 1, 2007, and must be applied prospectivcly, except 
that where an entity elccts to remeasure separately recognized existing arr;ingcments and rcclassilji certain available-for-sale securities to trading securities, any effccls must be reported as a 
cumulntive-eflect adjustment to retnined earnings Duke Eneigy does not anticipate the odoption or SFAS No I 56 will hilve any material impnct on its consolidated results of operations, cash 
flows or  financial position 

SFASNO 157. 'Fmr I'irlticAfe~lrrrteweiris"(S~.lSNo 157) In September 2006. the FASB issucd SFAS No 157. which defines iair value. establishes a framework for measuring fair 
value in GAAP, and espands disclosures about fair value measurements SFAS No 157 docs not require any new f a u  value measurements I-Iowcver, in some cases, the application of SFAS 
No 157 may change Duke Energy's current practice for measuring and disclosing fair values under other accounting pronouncements that require or permit fair value measurements For Duke 
Energy, SFAS No 157 is ellective as a i  Januarp 1 ,  200s and must be applied prospectively except in certain cases Duke Energy is currently evaluating Uie impact of adopting SFAS No 157, 

and cannot currently estimate the impact 01 SFAS No 157 on its consolidated results of operations, cash flows or financial position 
SF2SNo 159, 'The Fmr P'ohrc Oplion fbr Fimwciol Asscts nridIjinonci~d Liubr/itres" (SFASNO. 1.19) In February 2 0 7 ,  the FASB issued SFAS No 159, which permits entities to 

choose to measure many financial instruments and certain otlier items a t  fair value For Duke E.nergy, SFAS No 159 is effective as of January 1,  ZOOS and will have no impact on amounts 
presented for periods prior to the eSiective date Duke Energy cannot currently eslimate the impact of SFAS No 159 on its consolidated results oioperations, cash flows or financial position 
and has not yet clctcrmined whether or not it will choose to measure ilcms subject to SFAS No 159 a1 fair value 

F4SB Jnterpreratioii No  .IS, ";lccorrrifi~ig for Uiicer-toirrp iii Iirconre T o . ~ s s i i ~ r  iirtorpretation ofF4SB Stofenroil No 109" (FIN .IS) In July 2006, the FASR issued FIN 4s. which 
provides guidance on accounting for income tax posilions about which Duke Energy has concluded there is a level of uncertainty with respect to the recognition in Duke Energy's financial 
statements FIN 48 prescribes a minimum recognition threshold a tas position is required to meet Tax positions are defined very broadly end include not only tax deductions and credits but 
also decisions not Lo file in si particular jurisdiction, as well as the ulxnbility of trnnsnctions Duke Energy will implement FIN 4s eflkclive Jnnunry 1,ZCXj7 The implementation is espected to 
result in a cumulative effect adjustment to heginning Retained Earning on the Consolidated Statement of Common Stockholders' Equity and Comprehensive Income (r o s )  in the first quarter 
2007 in the range of XI5 million to $30 million Corresponding entries w i l l  impact if varicty of balance sheet line items. including Deferred Income Taxes, Taxes A c c ~ e d .  Other Liabilities. and 
Goodwill IJpon implementation of FIN 48, Duke Energy will reflect interest expense related to tascs as Interest Expense, in the Consolidated Statement of Operations In addition, subsequent 
accounting for FIN -IS (aitcr January I. 2007) will involve an evaIuation to determine if any changes have occurred that would impact tlie esisting unceflain tax positions as well as 

". rr7 .* I ~ - 1  . . , ,a. . , . .  . .  . .  . ,  , . > . .  ?res No 1 %  whirh 
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determining whethcr any new tax pmt ions are unccrtain Any impncts resulting Irom the evaluation of existing uncertain tax positions or from the rccognition of new uncertain tax positions 
would impact income tax expense and intcrest expense in the Consolidated Statement of Operations, with offsetting impacts to the baltince sheet line items described above Because of the 
spin-off of Specua Energy in  the first quarter of 7007. certain liabilities and deferred tax assets related to uncertain tax positions filed on Spectra Energy tax returns will be removed from Duke 
E,nergy's balance sl im Uncertain tiix positions on consolidated or combined tax returns filed by Duke Energy which are indemnified by Spectra E n q y  will be recorded as rcceivables from 
Spectiti Energy 

I;,ISB St~i~Porirroir (FSP)No. FJS 1 ?3(R)-5, '>1nrer7dnrerif ofF..lSBStqflPori/iorr FAS 1?5(7?)-1 "(FSP No. F,JS 123(RJ-5) In October 2006, the FASB staff issued FSP No FAS 
123.)-5 to address whether a modilication of an instrument in connection with an equity restructuring sliould be considered a modificiiiion for purposes o i  tipplying FSP No. Is4S IZj(RJ-I. 
"C lmr~~cn l ro r i  i r r ~ d ~ ~ e ~ r s r ~ r c t n e ~ ~ f  o/ Freesloriding Frnaricrd1ri.srrrrnrerit.s Origiriollvlssricd i r i  ErcIiangcJbr Enrployee Scnwes rrrrcler E4SB Slotenreri/ No. 1 ?.?(R) (FSP No Fils 133(R)-I) In 
August 2005, tlie FASB staff issued FSP FAS I 23(n)-l to defer indefinitely the efl'cctive date of paragraphs AZi0-A232 of SFAS No 123(R), and thereby require entities lo apply the 
recognition and measurement provisions of SFAS No 1 X(R) throughout the life of an instrument, unless Uie instrument is modified when the holder is no longer an employee The recognition 
and measurement ofan instrument tlint is modified when Uie holder is no  longer an cmployee should lx determined by other applicable generally accepted accounting principles FSP No FAS 
123(R)-5 addresses modifications of stock-bosed awards made in connection with nn equity resuucturing and clarifies that for instruments that were originally issued as employee 
compcn~at ion  and Uien modified. and that modilication is made to the terms of the instrument solely to reflect ,an equity restructunng that occurs when the holders are no longer employes ,  no  

January 1,2007 The impact to Duke Encrgy oi applying FSP No FAS 1 ?i(R)-5 in subsequent periods will be depcndcnt u p m  the nature of any modifications to Duke Energy's share-based 
compensation awards 

FSPNo !JUG AlR-1. ':.Jccorrri/rrig fbr-Pl ir~rr iedi\ l~or~i~l in) l( fr i inic~..tch~~f~rL'r,"(IrSP !JUG UR-I) In September 2006, tlie FASB Staff issued FSP No AUG AU7-l This  FSP prohibits 
the use of the accrue-in-advance rrietiiod of accounting for planned major maintcnancc activities in annual and interim financial reporting periods, i i  no  liability is required to be recorded for an 
asset retirement obligation based on n legal obligation for which the event obligating the entity has occurred The FSP also requires disclosures regarding the method o l  nccounting for planned 
major maintenance activities and the effects of implementing the FSP The guidance in this FSP is elTective for Duke Energy as of January 1. 2007 and will be  applied and retrospectively for 
all financial statements presented Duke Energy does not anticipate the adoption of FSP No AUG .41R-1 \vi11 have any material impact on its consolidated results of operations. cash flows or 
financial position 

Prercrilrrlrori~"(~~l31i No 06-5) In  June 7006, Uie EITF reached a consensus o n  ElTF No 06.3 to address any tax assessed by a governmental aultiority that is directly imposed on a revenue- 
producing transaction between a seller and a customer and map include, but arc net limited to, sales. use. value added. and some excise taxes For tascs within the issue's scope, the consensus 
requires thut entities present such tiixes on either n gross (I  e included in rcvenucs and costsj or net ( i  e exclude from revenues) basis iiccording to their nccounting policics, which should be  
disclosed If such taxes are reported gross and are significant. entities should disclose the amounls ofthose taxes Disclosures may be  made on an asgreyate basis The consensus is effective foi 
Duke Energy beginning January I, 2NJ7 Duke Energy does not anticipatc the adoption of EITF No 06-3 will have any material impact on its consolidated r s u l r s  of operations. cash flows or 
financial position 

ElTF lssrre No 06-.5. '>lccoirrrlingJbr Pili chores oJ~L.!fi.Irt~vrnrice-Deternrir7ir7~ Ilre Anroirrll I'lrirr Coirld BaReali.-ed 711 Accorcf'wce n'ilh FASB Teclrnrml Brillelin No. 85-4" (EITF 
h'o 06.5) In June 2006. the E1 I T  reached a consensus on  the accounting lor corporate-owned and bank-owned lilb insurance policies E I lF  No 06-5 requires that a policyholder consider the 
cash surrender value and any additional amounts io  be received under the contractual terms of the policy in determining the amount that could be retilized under the insurance contract. 
Amounts that are recoverable by the policyholder a t  the discretion oi the insurance company must be  excluded from the amount that could be  realized Fixed amounts that are recovernblc by 
the policyholder in future periods in excess o l  one year from the surrender of  the policy must be recognized a t  their present value EITF No 06-5 is effective for Duke Energy as of January 1, 
2007 and must be  applied as a change in accounting principle througb a cumulnlive-eIT'ect adjustment to retained earnings or other components of equity as of  January 1. 2007 Duke Energy 
docs not anticipate the adoption of ETrF No 06-5 will have any material impact on its consolidated results of opcrations, cash flows o r  financial position 

LCfTFl,rs71e No 06.6. "Deblor's ~lccoiinIii~g/br ~ iMod~/ ic~i t ion  (or K~chmtge) of Cor~iwrfible Debtlr7rinrnierir.r" (EITFNo 06.6) In November 2006, the ElTF reached a consensus on  
EITF No 06-6 EITF No 066 addreser  how a modification of a debt instrument (or 

EllFlssire No 06-3, "How Tmea Collfcre~l fioni Cusrorner.~ o17dRenrrrleJ lo C a w  ~rrirer~lnlA~iflronh'es Slroirld Re Preserifeil in tlie I I I C O ~ I ~  Stnlenrerl ('/./7nl Is ,  Gross 1wsir.s Net 
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an exchange of debt instruments) that affects the terms of an cmbcddcd conversion option sliould bc considered in the issum's analysis 01-whether debt cxtinguishmcnt accounting should be 
applied, and further addresses the accounting for a modification oi a debt instrument (or an cschanga of debt instruments) that affects the terms oi an embedded conversion option when 
extinguishment accounting is not applied EITF No 06-6 applies to modifications (or exchanges) occurring in interim or annunl reporting periods beginning aflcr November 29, 2006, 
regardless of when the instrument \\'as originally issued E.arly application is permilled for modifications (or esclianges) occurring in periods for which financial statements have not been 
issued rhcrc  w r c  no  modific;itions to, or eschongcs oi, any of Dukc E,ncrgy's debt instruments within thc scopc of EITF No 06-6 in 2006 E I V  No 06-6 is cficctive for Duke Energy 
beginning January I ,  2007 The impact to Duke Energy of applying EITF No 06.6 in subsequent periods ivi11 h dependen! upon tlie nature ofnny modifications to, or exchanges of, any debt 
instruments within the scope o i E l l F  No 06-6 Rerer to Note IS, "Dcbr and Credit Facilities " 

Item 7A. Quantitative and Quilitative Disclosures About Mnrltet Risk. 
See "lvlanagemenl's Discussion and Analysis of Results of Operalions and Financial Condition, Quantitative and Qualitative Disclosures About Market Risk " 
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Iten, 8. Financial Statements and Suppleniciitarg Dntn. 

REPORT OF INDEPENDENT REGISTERED PLJBL IC ACCOUNTING FIRM 

To the Board ol Directors and Stocbolricrs o i D u k e  Energy Corporation: 

We have audited tlie accompanying consolidated balance sheets o f  Duke Energy Corporation and subsidianes (the "Company") as oi December 31. 2006 and ?005. and the related 
c v i ~ o l i d a t ~ d  statements o i  opcrations, stockholders' cquity and coinprclioisive income. and cash flows for each of the tlircc ycars in the period ended December 31, 2006 Our audits also 
included the consolidated linanciol st:itemenl schedule listed in the lndes at  Item 15 These fmanciiil statements and financial statement schedule are the responsibility of llie Company's 
management Our responsibility is to express an opinion on  the financial statements and iinancial statement schedule based on  our audils 

We conducted our audits in accordance with tlie standards of the Public Company Accounting Oversight Board (United Stares) Those standards require that w e  plan and perform h e  
iiudit to obtain reasonable nssurilnce about whetlier the finnnciiil statements iire free of material misstatement An audit includes exnmining, vn a test basis, evidence supporting the amounts and 
disclosures in the financial statements An audit also includes assessing tlie accounting principles used and significant estimates macle by management, as well as evaluating the overall 

. .  
m m t m .  . .  - .  

In our opinion. such consolidated financial statements prcxnt  fairly, in all material respects. thc financial position 01 Dukc Energy Corporation and subsidiaries as  of Deccmbcr 31, 2006 
and 2005, and the results of their operations and their ciisli ilows for each ol the three years in the period cnded December 3 I ,  2006, in conformity ivitli accounting principles generally accepted 
in the United States of America Also, in our opinion. such liniincial statement schedule, when considered in relation to the basic consolidated financial stiitemeiits taken as a whole, presents 
fairly, in all matcriiil rsspccts. the information set forth therein 

A s  discussed in Note 1 to die consolidiitcd finnnciol statements, in 2006 the Company changed its methid ofaccounting lor deSincd benefit pension and other posbetiremenl plans as a 

result of adopting Statement of Financial Accounting Standard No 158, ~ni~/oJers' . . lccoiri i t l t is forDeJined Bcii<fit Penrioti a i d  O//icr Postretirenrciit Pl01i.r 
As discussed in Notes I and 25 to the consolidated financial statemenu. the Company's s p i n - o g o l  the natural gas businesses was  completed on January 2,  2007 
Wc have also audited, in accordance with thc standerds of tlie Public Company Accounting Oversight Board (United States1 the effectiveness of the Company's internal control over 

financitil reporting as of Deccmbcr 31, 1006, based on  the criteria established inIn ter i id  Coirt~ol-Irite~rotcd(irz7niework issued by the Committee of Sponsoring Organizations of the 
'Trcxlway Commission and our report dated March I. 2007 expressed an unqualified opinion on management's assessment of the effectiveness OS the Company's internal control over financial 
reporting and an unqualiiicil opinion on the elfectiveness of the Company's internal control over linmcial reponing 

/s/DELOlTTE S1C)UCIIE LLP 

Charlotte, North Carolina 
h4:ircli I ,  20l:17 

s7 



PART I1 
DI R F Y  CORPORATION 

C'onsoli tatenients of Operntions 
(In niillions, except pet.-sh:rre mounts) 

Yeor!, Endcd  December 3 1, 
--- 

5 

Property and [,:her ta. 
lrnpairmentr and other charger 28  140 64 

12393 

Alinurit3 I i i tcrcct E\penw 61 538 200 

( h 5 5 )  Iiicoiiic Tii o m  Dirconliiiiteil Opei nlinns, nct or hi ( 156) (701) 244 
Inconic Uelbi e Cuinulntive EMect 01 1,S63 9D 

__ (4 Cuniul.itii c Eflecl ofCh;inge in Accouiiling PI inciplc, i ict  of la\ d n d  iniiioi ity inlcrc$t - 
490 

__ 12 9 

Y31 
Dilutcd 1,188 P7C 966 

E a r n i n ~ r  per share (liom continuing opcnltionr) 
% 1 7 3  S 269  $ 1 5 3  Basic 

Diluted 70 S 9 
[Lo>\)  enrningr per aharc (Irom dircontinuetl nperations) 

B'nlc 
Dilutcrl 

Earning$ per share (before curnuIa!ivc etfect 01 chango in accounting principle) 
B.iaic 

Diluted 

Diluted s 1 5 7 %  I S 8 S  154  
Dn idends pcr shdrc S 1 1 6  S 117 ii 

Scc Note:; to Con:;olidatcd Financial Stntemcnts 

s s  



DUKE ENERGY CORPORATION 
Con soli tl n ted Bo Inn ce Sheets 

(In niillions) 

Deccmbcr 3 1, 

Ciirrriit  awl^ 

('nrh and cash equn alcnt5 

A ~ a e t r  held for sale 

investmenth in un~onsolirlated n f l i l i ~ t e s  ' 5 0 5  1933 

N o t h  receivnhl 

A55els held lor s' c 

In\ e>tmenb in reaident1.11, Lomm 

L e u  accumulated depreciation and amortizdtion 16883 11.623 

See Notes to Consolidated Financial Statements 
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DUhE FNERGY CORPORATION 
Consolidated Baloncc Sherts-(C'ontinurcl) 

(In niillions, except per-share aniounts) 

December 31, - 

Dcfcncd incomc I n e r  7003 5 253 

Tot:il Li;ibilitic\ :ind Coninion Stocklioldcr\' Equity SGS.700 S 54,723 

See No:er :n Consnlidntcd Financial Stntemcnts 

9n 



DUKE ENERGY CORPORATION 
C'onsoliclntetl Stntcnicnts of Cash Flows 

(In oiillions) 

Y e o n  Endcd December 3 I ,  

(249) (331) 

Notes paysble nnd commercial papcr p12j 165 (67) 
861 (1,477 

(1,961) (2,7173 (3,2783 -- Net cash used in financing aLtivilies 



See I'loics io Consolidmd Financial Sieismenis 
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PART 11 
DUKE ENERGY CORPORATION 

Consoliclo tecl S tn tcmm ts of Coni iiion Stocliholdrrs' Equity 
and Coni prelicnsivr Incoine 

(In niillions) 

Accumu1:rted Other Comprehcnsive Income (Loss) 

Net Gains hlinimum 
Common Foreign (L.ossesj on Pension 
Stock Common Additional Rekiined Currency Cash Flow L izibility SFAS No 158 

Fvrcign currency 
transintion ndiustments 279 279 

Net unrealized gnins on 

cash flow hedues fb) 31 I 31 1 

Minimum pension 
liability adjustment (d) __ __ __ __ __ - 28 

Dividcnd rcinvcytmcnt ond 

Other caprin1 stock 

Foreign currency 
tr:rnslariun adjustments 

Yi6 - 

113 
Reclassification into 

earnings from cash flow 
__ (1,1126) 

I 356 
17 1 7  

- 
1.SYO 

Otller (I> 

T o u l  comprchmsive 
incunic 

Drvidcnd reinvutment and 
- - employee benefits 85 

base - - 
Conversion of debt 1 

(1.093) - 
Preferred and preference 

stock dividends - - - ( I ? j  - 



Other Comprehensive 
Income 

Net unrealized gains on 
6 __ - cash Ilow hedges (b) G 

Common stock issued in 
connection with Cincrgy 

Dividend reinvcltmcnt and 
- 194 - __ employee benefits 6 22 172 

__ - (50oj 
- (1,488) 
- 63 1 

Ta\ benefit due to conversion 
34 - of debt to eouitv 

Other capital stoch 
transactions, net (5) - __ __ - - - - - (3) 

Buiiiiice Deccinher 31,2006 957 s 19.85 949 s (45) 5 s (311) 5 2 526,102 

Foreign currency Vanslation adjustments, net of 562 tax benefit in 2005 The ZOO5 tax benefit related to ilie settled net invesunent licdges (see Note 8 )  Substantially all of lhe Xi05 tax 
benelit is a correction of ;in immatcriill accounting error relntcd to prior pcriods 
Net unrealized gains on cash flow hedges, net of $5 Ins expense in 2006, $233 los espense in 2005. and  51 70 tos espense in ZUIU 
Reclassification into earnings from cash flow hedges, net of $19 tas espense in 2006, $583 fas  benefit in ?005, and S45 tax benefit in 2004 1Zecl;tssification into earnings from cash flow 
hedges in 7006. is due primarily to the recognition of Duke Energy North America's (DENA) unrealized net gains related to hedges on forecasted tritnsactions which will no longer occur 
as a result of thc sale to L S Power ofsubstnntinlly all of DENA's assets and contracts outside of the A4idwestern United Statcs and certain contractual positions rclaterl to h e  h~lidwestcrn 
assets (see Notes S ;tnd 13) 
Ivlinimum pension liability adjustment, net of SO [as  benefit in 2006. $228 lax espensc in 7005. and S I  E tcis erpensc in 2004 

Adjustment due to SFAS No 158 adoption. net of $144 tas benefit in 2006 Bscludes $595 recorded as a regulatory asset (see Note 22) 
Net 01 $9 !as benelit in 2006, iind $10 tax espense in 1005 

See Notes to Consolidated Financial Statements 



PART I1 
DUKE ENERGY COIU'ORATION 

Notes To Consolidated financial Stnteinents 
For the Years Encled 1)eceniber 31,2006, 2005 anti 2004 

1. Su~iiaiiiry of Significant Accounting Policies 
Nature oI Operat ions iiiid Basis of Coiisoli~liitioii Duke Energy Corporation (collectively with ILY subsidiaries, Duke Encrgyj, is on cnergp company located in the Americas These 

Consolidated Financial Skitements include, afler elimnating intercompany transactions and balances, the accounts of Duke Energy and all m;ijorily-owned subsidiaries wliere Duke Energy has 

control. and tliose variable interest entities where Duke Energy is the primary beneficiary These Consolidated Financial St;itements also rellect Duke Energy's proportionate share 01 certain 
generation and transmission facilities in Nortli Carnlina ;and the Ivlidwcst 

Duke Energy I-lolding Corp (Duke Energy I-IC) was incorporated in Delaware on May 3,2005 as Deer I-Iolding Corp,  a rvholly-owned suhsidi:i~y 01 Duke Energy Corporation (Old 
Duke Energy) On April 3, ?006, in accordance with their previously annoiinced merger agreement, Old Duke Energy and Cinergy Corp (Cinergy) merged into wholly-owned subsidiaries of 
Duke Energy MC. resulting in Duke Energy I-IC becoming the parent entity In connection with the closing of the merger transiictions. Duke Energy HC changed its name to Duke Energy 
Corporation (New Duke Energy or Duke Energy) and Old Duke Energy convertml into ii limited linbility company named Duke Power Company LLC (subsequently renamed Duke Energy 
Carolinas, 1.I.C (Duke Energy Carolinas) effective October 1. 2006) As a result of the merger transactions. each outstanding share of Cinergy common stock w a s  converted into I 56 shares of 

share o f D u k e  Energy common stock Old Duke Energy is the predecessor of Duke h e r b y  for purposes of IJ S securities regulations governing financial statement filing Therefore, llie 

iiccompanying Consolidated I;inanci:il Statements rellect tlie results of operations of Old Dukc Energy for the three months ended hh rch  31, 2006 and the years ended December 5 1, ? O o j  and 
ZOOJ and the Iinancial position of Old Duke Energy as OS December 31, 7005 New D i k e  Energy had separate operations for tlie period beginning with the eLTective dale 01 the Cinergy merger, 
and references 10 amounts for periods aflcr thc closing of the merger rcliitc to Ncw Duke Energy Cinorgy's rcsults havc  been included in the accompanying Consolidalul Statemcncs of 
Operations from the effective date of acquisition and thereafter (see "Cinergy Mcrger" in Note 2) Both Old Duke Energy iind New Duke Energy are referred to iis L3uke Energy lierein 

of the conversion oiall outstanding shares of Old Duke Energy common stock to New Duke Energy common stock. the par value of the shares issued was recorded in Common Stock within 
Common Stockholders' Equity in the Consolidated Balance Sheets and the csccss or issuance price over stated par value was rccordcd in Additional Paid-in Capital within Common 
Stockholders' Equity in the Consolidated Balance Shects Prior to the conversion of cominon stock from shares of Old Duke Energy to New Duke Energy, 4 1  proceeds from issuances 01 

common stock were solely rellecletl in Common Stock wilhin Common Stockholders' Equity in the Consolidated Balance Sheets 

Crescent lins been accounled lor a s  an equity method investment since the date of &consolidation 

exercise control over DEFS (see Note 2) DEFS has bcen subsequently accounted for as an equity method investment 

which IS named Spectra Energy Corp (Spectra Energy), consists principally of the operations of Spectra Energy Capitiil LLC (Spectra Energy Capital, formerly Duke Capital LLC), excluding 
certain operations which were transl'erred from Spectra Energy Capital to Duke Energy in December 2006, primarily Intemational Energy and Duke Energy's efiective 50?b interest in the 
Crescent JV The use of the term Spectra Energy Capital relates to operations of the former Duke Capital LL C or the post-spin Spectra EnerbT Capital. as die context requires Amounts 
contained in these Notes, as well a3 the accomponying Consolidated Financial Statemcnls, include assets and liabilities. rrsults of operotions and cash flows, as w l l  as certain litigation matters 
and guarantee obligations, which have been transferred to Spectra Energy as part of the spin-off 

in the Consolidated Financial Statements and Notes Although thcse estimates arc based on management's b a t  available knowledge at  the time. actual rcsults could differ 

Shares of common stock of New Duke Energy cari). a stated par value of SO 001, while shares OS common stock ofOld Duke Energy had been issued at no par In April 2006, as a result 

On September 7. 2I:I06. Duke Energy deconsolidated Crescent Resources, LLC (Crescent) due to a reduction in ownership and its inability to exercise control over Crescent (see Note 2 )  

Effective July I .  2OIJ5, Duke Energy has deconsolidated DCP Ahdstream, L1.C (formerly Duke Enerby Field Services. L LC) (DEFS) due to a reduction in ownership and i ts  inability to 

On January 2. 2007. Duke Energy completed the spin-off 01 its natural gas busincssa, including Duke Energy's 50%b interest in DEFS, to sliarcI~olclcrs The new natural gas business. 

Use orlslimntes To coniorm to generally accepted accounting principles (GAAP) in the United S l a w  maniipement makes estimates and assumptions that affect the amounts reported 
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PART I1 

Notes To Consolidntetl financial Stateiiients-(Continued) 

Recl:issilic:itii~ns aiid Rrvisioiis Certain prior ]period amounts have been reclassified within Uie Consoliilated Statements oi Cash Flows to conlorm to current year presentation 
Cis11 :it id Cash Eqiiixilenls. All highly liquid investments with original maturities of three months or less at !he date oi acquisition are considered cash eqitivalenls 
Itcstricted Fiiiiils Hcld in Trust  At December 31, 2006, Duke Energy had approsimntely $21 2 million of restricted cash related primarily to procccds &om dcbt issuances that :irc held 

in trust, primarily for the l>urpose of fundwig fiiture environmental expenditures This amount IS reflected in Other Investments and Olher Assets on the Consolidated Balance Sheets 
Sliort-tertii Iiiwstnients Duke Energy ;ictively invests a portion o l  its available cash balances in various financial instruments. such as tas-exempt debt securities that lreqiiently have 

statcd maturities oi 20 years or more and lax-cxcmpt money market prcfcrrcd sccuritics Tlicsc iiistru111eii1~ provide for a high d q r c c  of liquidity through features sucli a s  daily and scvcn day 
notice put options and 7, 28. and 35 day auctions which allow Sor the redemption of the investments a t  their faco amounts plus earned income As Duke Energy intends to sell these instruments 
within one year or less, generally within 50 days irom the balance sheet date, they are classified as current assets Duke Energy has classilied a11 short-term investments that are debt securities 
as availnble-for-s;ile under Statement of Financial Accounting Standards (SFAS) No I 15. "Accounting For Certain Investments in Debt and Equity Securities." (SFAS No 115). and they are 
carried at  inir market value Investments in moneymarket preferred securities that do not have stated redemptions are accounted for at their cos& as the carrying \~alues approximate market 
values due to tiicir short-term maturities and no credit risk Realized gains and losses and dividend and interest income related to these securities, including any amortization ofdiscounts or 

accompanying Consolidated Statements of Cash Flows 

generation Inventory is recorded at the lower ofcost  or market value, primarily using the avenge cost method l k e  increase in inventory at December 31, ZOOC, as  compared to December 3 I ,  
XI05 is primarily attributable to inventory acquired as part of the merger with Cinergy 

I,,* 

Iiiveiitory. lnventoy consists priniorily of materials and supplies and natural gas held in storage Sor transmission, processing and sales commitments; and coal held lor electric 

Caniponcnis o f  Iiiventaiy 

Dccember 3 1, 

2006 2005 

(in inillionsf 

Petroleum products 99 45 

- ._ 
Accoi~nt ing rar Risk R.l:iiingciiictil nnrl I ledging Activities and Fiiiiincinl Instruments. Duke Energy user a number of different derivative and non-derivative instruments in 

connection witli ils commodity price. interest rate and foreign currency risk management activities and its trading activities. including swaps. futures. forwards. options and swaptions All 
derivative instruments not designated and qualifying for thc normal purchases and normal sale,  exception undcr SFAS No 133, "Accounting for Derivative Instruments and I-lcdging 
Activities" (SFAS No 153). as amended, :ire recorded on the Consolidated Balance Sheets at  their iair value as Unrclzlized Gains or  Umealized Losses on Mark-to-bLarket and Hedging 
Transactions Cash inflows and oulflows related to deriv:,tive insuuments, except those l h a t  contain financing elements and those related to net investment hedges and other investing activities. 
arc a component 01 opcrating cash flows in tlic accompanying Consolidated Statemcnts of Cash Flows Cash inllows aiid outflows relatcd to derivative instruments containing financing 
elements are a component of financing cash flows in the accompanying Consolidsited Statements of Cash Flows while cash inflows and outflows related to net investment hedges and 
derivatives related to other investing activities are a component of investing cash flows in the accompanying Consolidated Statements of Cash Flows 
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PART I I  
DUKE ENERGY CORPORATION 

Notes To Consolidated financial Ststeiiients(Continued) 

Duke Energy designates a11 energy commodity t lerivati~es a s  either trading or non-trading Gains and losses for all derivative contracts that do not represenl physical delivery contracts 
itrc reponed on a net basis in the (3onsolidated Statements of Operations For each ol the Duke Energy's physical delivery contracts that inre derivatives, the accounting model and presentation 
o iga ins  nntl losses, or rcvcnuc and  expense in tlie Consolidntcrt Statsments oi  Operations is shown below 

Duke Encrgy 

Clessilicntion 01 Contrrict Accounting hlorlcl Presoi(ntinn oTGiiins 8 Losscs or Rcveiiue & Espensc  

(a) An accounting term used by Dukc E n e r g  to relcr to dcrivativc contracts for which an assct or liability is recognized at fair value and the changc in the lair value of that asset or liability 
is rccognimd in  the Consolidated Statements of Operalions, with the exception of IJnion Gas Limited's (Union Gas) regulated business, which is recognized as a regulatory asset or 
liability This term is applied lo trading and undesigmated non-trading derivative conwdcls As this term is not q ~ l i c i l l y  defined within GAAP. Duke Energy's application oithis term 
could differ from t h a t  of other cornpanics 
An accounting term used by Duke Energy to refer to contracts for which there is generolly no recognition in the Consolidntal Stntements of Operations for any chnngcs in fair \ d u e  until 
the senlice is provided. the associated delivery period occurs or there is hedge ineffectiveness As discussed further below, this tern is applied to derivative contracts that are accounted 
for as cash llow hedges. lair value hedges. and normal purchases or sales. os well as to non-derivative contracts used for c o m m d i t y  risk management puq)oses As this term is not 
explicitly defined within GAAP. Dcke Energy's npplicotion of diis term could diKer from that of odier companies 

Where Duke Encrgy's dertvativc instruments arc subject to a master netting agrcemenl nnd thc critcria ofthc Finonciol Accounting Standards Board (FASB) Interpretiition (FIN) N o  39, 

(b) 

"OffFetting 01 Amounts Related to Certain Contracts-An Interpretation of Accounting Principles Board (APD) Opinion No 10 and FASB Statement No 105" (FIN 39), are mct, Duke Energy 
presents its derivative assets and liabilities: and accompanying receivables and payables. on a net basis in Uie accompanying Consolidated Balance Sheets 

hedgc) or a hedge of a recognized nsset, liability or firm commitment (fair value hedge) For nll hedge contracts, Duke Energy prepiires formal documentation of the hcdge in occordnnce with 
SFAS No 133 In addition, a t  inception and every three months, Duke Energy formally assesses whether the hedge contract is highly eflective in oKsei11ng changes in cash flows or fair values 
o i  hedged items Duke Energy documents hedging activity by transaction type (luturesiswaps) and risk management strategy (commodity price riskiintercn rate risk). 

Changes in the lair value of  a dcrivative dcsignatcd and qualified as a cash flow hedge, to thc cxtent cifectivc, arc included in thc Consolidated Statemcnts of Common Stockholdcrs' 
Equity and Comprehensivs Income (Loss) as Accuniulated Other Comprchensive Income KOSS) (AOCI) until earnings nrd ofiected by the hedged transaction Duke Energy discontinues hedge 
accounting prospectively ivhcn it h a s  determined lhat  a derivativc no longer qualifies as an effecuve hedge, or when it is no longer probable thal the hedged forecasted transaction will occur 
\men hedge accounting is discontinued because the derivative no longer qualifies as an en-cctivc hedge, thc dcrivativc is subject to the Mark-to-Market Modcl of Accounting (ivlTbl Model) 
prospectively Gains and losses related to discontinued hedges that were previously nccumulated in AOCI will remain in  AOCI until the underlying contract is reflected in earnings; unless it is 
probable that the hedged forecasted transaction will not occur a t  which time associated deferred amounts in AOCI are immediately recognized in current earnings 

For derivatives designated as fair value liedgcs. Duke Energy recognizes tlie gain or loss on lhc derivative instrument. as well as the o l k t t i n g  loss or gain on the hedged item in earnings. 
to thc extent effectivc, in tlie conent period All dcrivativcs dcsignated and accounted for as h c d g a  arc classified in thc samc category as the itcm being hedgcd in thc Consolidatcd Statcmcnb 
of Cash Flows In addition. all components of each derivative gain or loss are included in the assessment of hedge c1Tectivcness 

Cirsh Flow 0 ~ i d F ~ 7 i r  I'olrre Hedges Qualifying Energy commodity and other derivatives may bc designated as either a hedge of n forccasted transaction or futurc cash flows (cash f low 
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DIKE ENERGY CORPORATION 
Notes To Consolidiitccl I;in;incinl Stateiiients-(C'ontinued) 

Norniirl Piircharos niidNorniirl Sirlcs On a limited basis. Duke Energy Carolinas and  Duke Energy Ohio apply the normal purchase and normal sales exception to certain contracts If 
contracts cease to meet this exception. the fair value o i  the contracts is recognized o n  the Consolidated Balance Sheets and the contracts are accounted lor using Ihe M T M  Model unless 
immcdiiilcly dcsignntcd as a cash Ilow or iair value hedge 

assets outside the h*lidwstern IJnitcd Stares, Duke Energy discontinued hedge accounting for ionvtird naturiil gas and power contracls accounted lor as cash flow hedges related to the former 
DENA operations and disqualified other forwird power contracls previously dcsignatcd undcr the normal purclioscs normal sales cxceptiuii cffcctivc September 2005 

I~ ;dr io l io~ i  \Vhen av;iil;ible, quoted market prices or prices obtained through estemal sources are used to measure a contract's lair value For contracts with a delivery lwation or duration 
for which quoted market prices are not available, fair  value is determined based on  internally developed v;iluation techniques or models For der iva t ivs  recognized under the IVlTlvl Model, 
viiluation ad.justments are also recognized in the Consolidated Statements of Operations 

goodwill is subject to an  annual test Tor impairment Duke E.nergy has designated August 3 I as the date i t  performs t l ie annual review for goodwill impairment for i t s  reporting units Under the 
nnnriqinn': nt SKA.7 Nn 14 7 n,,ki. pn,-ro,J rnnr L,nn "I OI 

one l w c l  below 

A s  a result orthe September ?fins decision In pursue the sale or other disposition of substantially a l l  o f D u k e  Energy North ihierica's (DENA's) remaining physical and commercial 

Gooclwill Duke Energy evaluntes goodwill for potential impnirment under tlic guidance o i  SFAS No 142. "Goodwill and Other Intangible Assets" (SFAS No 142) Under this provision, 

1mp;iirment testing of goodwill consists 01 ii two-step process The lirst step i n ~ o l v e s  a comparison of the implied fair value o i o  reporting unit with its canying ;mount  l i the carrying 
amount ol the reporting unit exceeds its fair value, tlie second step 01 the process in\~oIves a comparison of Uie fair  value and cariying value 01 the goodwill ot that reporting unit If the canying 
viiluc of the goodwill of a reporting unit escccds the implied [air value of h i t  goodwill. ;in impaurnent loss is recognized in an  amount equal to the excess Additional impnirment tests are 
performed between the onnuiil reviews if events or changes in circumslnnces mnke it more likely than not that the fair value of a reporting unit is below its cnnying amount 

Duke  Energy primarily uses II discounted cash Ilow malysis to determine rair value Key assumptions in tlie determination nf fair value include tlie use of an appropriate discount nte, 
estimated future cash flows and an estimated run rates of operation, maintenance. and general and administrative costs I n  estimating cash llows. Duke Energy incorporates expected growth 
rates, regulatory stability and ability to rcncw contracts as well a s  other factors into i t s  revenue and expense forecasts 

Other Long-tcrni IiivestnicnLs. Other long-tern investmenk, primarily marketable securities held in the Nuclear Decommissioning Trust Funds W T F )  and the captive insurance 
investment porilolio, are classified as available-for-sale securities as  management does not have the intent or ability to hold the secwities to maturity, nor are they bought and held principally 
lor selling them in the near term The securities are reported at rair value on Duke Energy's Consolidated Balance Shects Unrealized and realized gains and losses, net of tis. on  the NDTF are 
reflected in reguliitory asscts or liabilities on Duke Energy's Consolidated Bnliince Sheets as Duke Energy e.yxcts to recover a11 costs for decommissioning its nuclear generation i ~ s e t s  through 
regulated rates Unrealizuil holding gtiins and losses, net of tiis, on all other available-for-sale securities are reflected in AOCI in Duke Energy's Consolidated Btilance Sheets until they are 
realized, at which time they are reflected in earnings Cash flows i iam purchases and sales oi  long-term invcsunents (including the h'DTF) tire presented on a gross basis within investing cash 
tlo\vs in the occoinpanying Consolidated Statements of Cash Flows 

Property. Plant :mil Eqnipnicnt Property, plant and equipmen! are stated a t  the lower 01 liistorical cost less accumulated dcpreciation or iairvalue,  if impaired Duke tinergy capitdizes 
all construction-related direct lahor and material costs, as well as indirect comtruction costs indirect costs include general engineering, taxes and the cost of funds used during construction 
The cost o f  renewals and betterments tha t  extend the useiul life of property. plant and equipment is also capitalized The cost of repairs, replacemenls and major maintenance projects. which do 
not extend the usetul life or increase the expected output of propaty,  plnnt and equipment, is expensed ins it is incurred Deprsciation is generally computed over the asset's estimated useful life 
using the straight-line method The composite weighted-average depreciation rates, excluding nuclear fuel. were -3 519" for ZlX6, 3 3440 for 2005, and 3 49% for ZOW Also, see "Deferred 
Returns and Allowance for Funds Used During Construction (AFUDC)." discussed below 

When Duke Energy retires its regulated property, plant and equipment, i t  charges the original cost plus the cost of retirement, less salvage value, to accumulated depreciation and 
amortimtion When it sells entire reguloted operating units, or retires or sel ls 



PART I1 
D l K E  ENERGY COIU'ORATION 

Notes To C'onsolidntetl financial Statc.Ittents-(C'ontinued) 

non-regulated properties Uie cost i s  removed from the property account and the related accumulated depreciation and  ilmarlizition accounts are reduced Any gain o r  loss is recorded in 
earnings. unless otherwise required by the applicnble regulatory body 

associated tvith tlie retirement of long-lived assets that result from the acquisition, constmction, development and/or normal use 01-the asset and  FIN No 47, "Accounting for Conditional Asset 
Retirement Obligations" (FIN 47). for condition:il ARO's in which the timing or method of settlement are conditional on a luture event ilia! mnp or may not be within the control o i D u k e  
E,ncrgy Botli SFAS No I43 and FIN 47 require tlint the fnir value of a liability for GI] A170 be recognizd in the pcriod in which it i s  incurred, if a reasonable estimate of fair value can be 
made The l a i r  value ol the liability IS added to the c a v i n g  amount01 the associated asset I l l i s  additional carrying amount is then depreciated over Ihe estimated useJul l i r e  of the asset 

Duke Energy rccogiiizcs asset retirement obligations (ARO's) in accordance with SFAS No 1 4 .  "Accounting For Asset Retirement Obligntions" (SFAS No 1433, for legal obligations 

Iiivcdnients in Rcsidciili:il, Coniiiicvci31, :ind Mulli-Iianiily Real Eskilc Prior to the deconsolidation of Crescent in September 2006. investments in residential, commercial and multi- 
ianiily real estate were carried at  cost, net o l  any related depreciation, except for any propertics meeting the criteria in SPAS No la. "Accounting for the Impairment o r  Disposal of l.ong- 
l i ved  Assets" (SFAS No 144j, to be presented as Assets Held lor Sole, which are cnrried ;it lower of cost or lair Y U I U ~  Iws costs to sell in the Consolidated Bolance Sheets Proceeds from sales 

ofresidenti;il prolierties are praented  within Operating Ilcvenues and the cost ofproperties sold are included in Operation. bh in tenmce iind Other u7 tlie Consolidated Statements of 
-es in the Consolidated SkllmCnts of 

Cash Flo\vs G,iins and losscs on sales of Commercial and multi-family properties as well as "legacy" land .snlcs arc presented as  such in t h e  Consolidated Statements of Operations, and cash 
Ilaws related to lliese activities are inclucled in Cash Flows from Investing Activities in the Consolidated Statements of Cash Flows 

circumstiinccs indicate the canying value o i  those assets may iiot be rccovcrable For such long-lived assets, an impairment cxists when i t s  carrying value exceeds the sum of cslirnatcs of the 
undiscounted cash flows expected to result from the use and eventual disposition of the asset When nlternotive courses of nctinn to recover the carrying amount of a long-lived nsset are under 
Consideration. ii probability-a,eiglitcd approach is used for developing estimates of luture undiscounted cash llows If the carrying value ofthe long-lived asset is not recoverable based on these 
estimated future uniliscountetl cash flows. the impainnent loss is measured as the excess ol the asset's carrying value over its lair value. such that tlie asset's carrying value is adjusted to its 
estimated i a i r ~ ~ a l u e  

h4;inagement nssesses the lair w l u e  of long-lived ~ S S ~ I S  using common!)' accepted techniques. and may use more than one source Sources to determine fair value include, but are not 

. . .  . 

L o t i g - L i ~ d  Asscl Iiiipniriiients, Asscts l l c ld  For S:ile :ind Discontiiiucd Opcrnlioiis Duke Energy evnluates whether long-lived assels, escludinggoodwill, have been impaired when 

limited to. recenl third parly comparable sales. intern;illy developed discounted cash flow analysis and analysis l iom outside advisors Significant changes in market conditions resulting from 
events sucli as changes in commoility prices or the condition of an  asset. or a change in management's intent to utilize the asset wo~l ld generally require management to re-asscss the cash flows 
reliitcd to tlic long-lived assets 

Duke Energy uses the criteria in SFAS No 148 to determine when an  asset is classified as  "held for sale '' Upnn classification as "held for sale," the long-lived asset or asset group is 

measured at i l i e  lower o C  its carrying amount or fair value less cost to sell depreciation is ceased and  tlie asset or asset group is separately presented on the Consolidated Balance Sheets When 
an asset or asset group meets tlic SFAS No 1-14 criteria for classification as held for sale within tlic Consolidated Balance Sheets, Duke E n q y  docs not rctrospcctivcly adjust prior period 
balance sheets to conlimn to current y m r  presentalion 

Duke Encrgy uses the criteria in SFAS No l4A and EITF 03.13. "Applying the Conditions in 1'aragr:iph 42 of FASB Statement No I44 in Determining Whether to Report Discontinued 
Operations" (E.I'TF C~3-!3), to determine whether components o i D u k e  Energy that are being disposed of or arc classified as held for sale are required to be reported as discontinued operations 
in  the Consolidated Statements of Operations To qualify as n discontinued opemtion under SFAS No 1-14, the component being disposed ol must hnve clearly distinguishable operations nnd 
cash flows Additionally, pursuant to E I T F  03-1 3, Duke Energy must not hove significant continulng involvement in the opra t ions  after the disposal (I e Duke Enerby must not have the ability 

to influence tlie operating or financial liolicies ol the disposed component) and cash ilows ol the operations being disposed of must have been eliminated from Duke Energy's ongoing 
operations ( i  e Duke Energy docs not expect to generate significant direct cnsli Ilows from activities involving the disposed componcnt after the disposal transaction is completed) Assuming 
both preceding conditions arc me6 the relatcd results 01 operations for the current and prior periocls. including any related impairments. are reflected a s  &os$) Income From Discontinued 
Opemtions. net of tax. in thc Consolidated Statements of Operations If an asset held ior sale does nnt meet the requirements for discontinued operations classification, 
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iiny impairments ai i t l  gains or losses on salm are rccordetl in continuing operations as Gains (1.osses) on Sales of Other Assels and Other, net, in the Consolidated Statements 01 Operations 
Impairmen~s for a11 other long-lived 

Capt ive  I i i s i i i  IIIICC I l r sc rvrs  
hnsis. fnr various business risks and losses. sucli as workers compensation. property, business interruption iind general liability 1 iabilities include provisions for estimated losses incurred, but 
not yet reported (mNR). i is wel l  iis provisions ior known claims wliich have been estimated on a claims-incurred basis IBNR reserve estimates involve the use 01 assumptions and are 
primarily based upon liistorical loss cxpcncncc. industry data nnd odicr actuarial assumptions Rcscnrc estimates arc adjusted in luture periods a s  actual losses dilfcr from liistorical csperiencc 
1n:ercomp;iny balances and transactions are eliminated in consolidation 

Duke Energy's captive insurance entities also have reinsurance co\emge, which provides reimbursement to Duke Energy for certain losses above a per incident andlor aggregate retention 
Duke Energy's captive insurance entities also liave <in aggregaie stop-loss insurance coverage. which provides reimbursement Irom iliird parties to Dike Energy Cor is paid losses above certain 
Ipcr line 01 coverage i i g g r q t e  amounts during ii policy year Duke Energy recognizes a reinsuriince receiviible ior recovery o i  incurred losses under 11s captive's reinsurance and stop-loss 
insunmce coveriige oncc realization of the receiviible is deemed probable by its capt ive insurance companies 

rc1;ited to prior periods 

, escluiling goodwill. iire recorded as Impoirment and Other Charges in the Consolitfated StatemenLy oi Operations 
Energy lias captive insuriince subsidiiirics which lprovide insurance coverage to Duke Energy entities as well us certain third parties, on a limited 

. .  llurin,, ,()()A nl,kt. l . , , .  1 . . ntive insurance subsidiaries OS aoiiroximatelv S64 million which w a s  il correction ofnn immaterial accounting error 

Uii:iiiiorti-~.cd Debt Prciiiiuiii, Discoinit iiiid Espcnse. Premiums, discounts and expenses incurred with the issuiincc' of ioutstanding 1ong.tenn debt are amortized over die terms of the 
debt issues .\ny call premiums or uiiwnortized expenses assnci:ited with refinancing higher-cost debt obligations to linance regulated ass&% and operations :ire amortized consistent with 
regulatory treatment ol tliosc items. ivticic appropriate 

Environmentnl expenditures related to  operations that  generate current or iuture revenues are expensed or capitalized, as appropriale L iabilities iire recorded when the necessity for 
environmental remediation becomes probable and tlic costs can be reasonably estimated, or when otlier potential environmental liabilities are reasonably estimable and probable 

No 71;) The economic elTects o i  regulation can result in a regulated company recording a!isets for costs that have been or are espectcd to be approved for recovery from customers or recording 
liabilities for amoiints that iire expected to be returned 10 customers in the rate-setting process in a period different Irom the period in which llie amoilnls would be recorded by an UNegUlated 
enteqxisc Accordingly, Duke Energy recnrds assets and liabilities that result from the regulatcd ratemaking process that would not be recorded under GAAP for non-regulated entities 
h4nn;igemcnt continuiilly assesses wlicthcr regulatory nsscts tirc iprobublc oi future recovcry by considering iactors sucli as upplicoblc regulatory changes. recent r i ik orders applicable to othcr 
regulated entities and the status of any pendlng iir potential deregulation legislation Based on  this continual assessment, management believes the existing regulatory assets are probable of 
recovery Ilicse regulator), asscts and liabilities iirc primarily cliissiIied in the Consolidated Balance Sheets as Regulatory Assets and Dererred Debits. and Deierred Credits and Other 
L iabilitics Duke Eneqxy periodically evaluates the applicability o i  SFAS No 71, ;and considers Iactors sucli iis regulalory changes and the impact oicornpetition if cost-based regulation ends 

Eiiviraniiiciitiil Erpciiditui  PS. Duke Energy expenses environmental espenditures related to conditions caused by past operations that do not generate current or l'uture r e v e n u a  

Cost-U;ised Rcgulalioii Duke Energy accounts Cor certain of its regulated operations under the provisions OS SFAS No 71, "Accounting fnr Certain Types of Regulalion" (SFAS 

, Duke Energy may l i a ~ e  to reduce its asset bakinces to rellect a market basis less than cost ond write-ofitheir associated regulatory assets and liabilities (For further 
information sec Note 4 ) 

Guai-antrcs Duke Energs i i c c n u n ~ ~  for gu;irantces and related conuacts. for which it is the guarantor. under FIN No 43. "Guarantor's Accounting and Disclosure Requirements for 
Gu;imntec.s, Including Indirect G U N U I I ~ ~ C S  o1 Indebtedness ol Olliers" (FM 45) In nccordiince with FIN 45, upon issuance or modification of 11 gummlee  on or after January 1, 2003, Duke 
Energy recognizes a l iahr l i ly  a t  the lime ofissuance o r  mnteriol modification for the eslimnled fair value of the obligation 11  DSSiimes under lhiitguarantee, if any Fair value is estimated using a 

probability-weighted approach Duke Energy reduces the obligation over the term ol the guarantee or related contract in a systematic and rational methocl as risk is reduced under the 
obligation t\ny additional contingent loss for guarantcc contracts outside the scope of FIN 45 is accounted for and recokgnizerl in accordance with SFAS No 5 ,  "Accounting for Contingencies" 
(SFASNo 5 )  



Duke Energy has entered into viirious inrlemnilication agreements related to purchase and r i l l e  agreements and other types of coniiactual agreements with vendors and other third parties 
These ;igeements typically CLI\TI environmental. tax. Iitig;ition and other miitters. tis well as hraiches of representations, warranties and covenants Typically, claims may be made by third 
p a r t i e s  for viirious periods ol time. depending on thc niitiire of the claim 13uke Energy's potcntinl exposure under these indemnificotion agreements can range from a specitied to an unlimited 
dollar amount, depending on  the nature oithc claim and t h e  p;irticular transaction isce Note 1 S j  

Stock-B:isccl Coiiipeiis:itioii Effective Innuary I .  21106. Duke Energy adopted the provisions of SFAS No 123(R). "Share-Based I'ayment" (SFAS No 123(R)) (see Note 20) SFAS 
No 123(R) cbtnbiishes accounting for stock-bnscd awards exchanged for employee and  certain inon-employee scrviccs Accordingly, lor employee awards, cquity classified stock-bascd 
compensation cost is me;isurcd at the grant date. based on the foir \ 'due o i  t h e  awiird. and is recognized as  espense over the requisite service period, which generally begins on the date the 
w a r d  is granted lhrough the earlier of !lie date the award vests or the date the employee becomes retirement eligible Awards, including stock oplions, granted in employees that are already 
relirement eligible are deemed to have vested immediately upin  issuiince. and therelore. compensation cost lo r  those awards is recognized on  the date such awards are granted 

13uke Energy elected to odopt the mnililied ]prnspcctive iipplication method 11s provided by SFAS No 173(R j. and accordingly, finonciiil slatcment amounts periods prior to January I ,  
2006 m h s  Form IO-F have not been restated There were no modifications to outstanding stock options prior to the adoption o i  SFAS 1 ?3(R) 

Involving Stock Compensation (an Interpretation of AI'D Opinion 75j" and provided the required pro 1.1mna disclosures ol SFAS No 1 3 ,  "Rccounting Tor Stock-Rascd Compensation" (SFAS 
No I23 j Since the cxcrcisc price for  all stock options granted under those plans \viis equal to t h e  market value of the underlying commix stock on the granl date, no compensation cost (vas 
recognized in the accomp;inying Consnlidated Statements ol Oper:itions 

ice is provirlcd Unbilled revenues ale cstimatcd by 
applying on average revenuditilowiitt hour ior 1111 customer classes to the number of estimiiteil kilowatt hours delivered, but not billcil ferenccs between actual and estimntcd unbilled 
revenues tire immaterial 

Rcwiiuc Recogililiun Ravcnues on siilcs of electricit),. primarily at U S Franchiscd E,Ieciric iind Gas. arc recognizcd whcrr the. 

Revenues on sales n i  niitural gas, nstural gas transportation. stnrnge and distribution as wel l  as sales of petroleum producLs. primarily at Natural Gas Transmission nntl Field Services 
(prior la dcconsolidnlion on July I, lOOSj, are recognized when either the service is provided or the product is dclivercd Rcvenucs related to that scwices provided or 
not yet billed, we estimated each month These estimates are generally based on contract data,  rcguloiory mformation, estimated distribution usage based on  historical d 
degree days. commodity prices and preliminary Ihroughpul and ailocation meaSUrCmentS Final bills tor Uie Current month ;ire billed and cokcted in the following monlh Dilferences between 
actual and estimated unbilled revenues are immatcrial 

Crescent sells residentinl dcvclnpcd lots in North Carol ins .  Snuth Cornlinii. Georgia. Florido. 'Texas iind Arizonii Crescent recognizes revenues froin the sole of resirlcntiol dcvclopcd loLs 
at closing Prior to the deconsolidation ofCrescent in September ?0(16. profit was recognized under the full accrual method using estimates oiwerage gross profit per lot within a project or 

phase of il project based on total estimated project costs 1 and and Isnd development ciists were allocated 10 land sold based on relative sales values Crescent recognized revenues from 
comnicrcinl and multi-family project salcs at  closing. or later using a dcferral incthod whun the criteria for sale accounting hall not bccn met at closing Profit was recognized based on the 

rlifl'erence between the sales price and the c m y i n g  cost o1 the prqec t  Revenue \viis recognized under the completed contract method for condominium units ilia: Crescent developed and sold 
in Florida 

Nuclear Fuel. Amoniwtion of nuclear iuel purch;ises IS included in the Consolidated Stnlements of Operations as Fuel Used in Electric Generation and Purchased Power The 

Dcl'ei red Returiis niid Allowince for Fuiicls U r ~ d  Dui ing Coiistr'uctien (AIKJDC) Deierred returns, recorded in accordance with SFAS No 71, represent the estimated financing 
mnortimtion is recorded using the units-ol-production methotl 

cnsts associated with funding certain regulatory assets i i r  liabilities of U S Fnncliised Electric and Gas Those costs arise primarily from the funding of purchased capacity costs collecled in 
rates Defcrrcd returns arc non-cash items and arc pnmarilg recognized as an addition to purchased capacity costs, which arc included in Other Current Liabilities and Othcr Defcrrcd Credits 
and Other L iahilities on the Consolidated Balance Sheets. with tin oilsetting debit or credit to Other Income and Expenses, net The amount of deferred returns included in Other Income and 
Expenses, net was  ($15) million in Z0l.E. (Sl3)mill ion in  ? O W .  and ($9) millinn in 2004 

99 



PART 11 

DIJKE FNERGY CC)RPORATION 
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AFUDC, which represents the cmnated ilcbt ;ind e q u i t ~  costs ot c;ipital iuntls necessary to tinance die construction oi new regul;ited facilities. consists a i  two components. an equity 
component and ;in interest comjniiient She equity compincnt is ii non-cash item AFLJDC IS  capitalized as a component oi Property, Plont and Equipment cos6 with offsetting credits to the 
Consolidated Stiitcmcnts ol Opcriitions Aller consLrucliinn is complctcil, Duke Energy is Ixrmittcd to recinver these costs through inclusion in the rate biisc and in the depreciation provision 
1.11~ lata1 amount ol- A F U E  included in the Consolidated Statements tnl-Operations \viis 697 million in 20M, which consisted o i  an dter-tax equity component of 65s million and a beiore-tax 
interest expense component 01 $39 million She total iimnunt in! AFUDC included in the Consolidated Statements of Operations \vas US million in Xiu5. which consisted of an afler-m equity 
component of$30 niillion and a bcforc-t;i.; interest cspcnse component o i  $1 8 million rhc  total amount of AFUDC inclutlcd in  tlic Consolidated Statements of Operations was $39 million in 
200-1, which consisted o r  an afier-tax equity compnnciit of535 million and a belore-l;ix interest exlxnse component of $14 million 

o f a  Subsidiary' (SAB 51) Under SAR 5 I, companies may elect. v i a  an ;iccounting policy decision. to record a gain on the sile of stock of a subsidiary equal to !he amount of proceeds 
received in excess of the cnrrying value of tlie shores Duke Energy ha$ elccted t i o  tretit such excesses cis gains in carn inp ,  which tire reflected in Gain on Sale of Subsidinry Stock in the 
Consolidated Statements oSOperntions During the year ended Dcccmber 3 I .  2lJlI6, Duke Energy recognized a gain ofappr~~s imaie ly  $15 million related to the sale orsecurities of  the Duke 

Accoiinliiig For Si les  o l  Slocl; by a Siibsidi:iig DULL. Energy accounts ior sales n f  stock by a suhsidiaty under Staff Accounting Bulletin (SAB) No 51, "Accounting for Sales of Stock 

, ., 
hccoantiiig For Purchnsrs aiid Silrs 0 1  Eiiiisiioii A1lnw;iiicw Duke Energy recognizes emission allmvances in earnings 'is they are consumed or sold Gains or losses on sales of 

emission i i l lowances for non-regul;ited businesses are prcsented on ii net basis in Gains (Losses) on Sales of Other Assets and Other, net. in the accompanying Coru;olidated Statements of 
Operations For regulated businesses that do provide Tor direct recovey  id emission ;illoivances. ?in}$ gains or losses on s a k s  of recoverable emission allowances :ire included in h e  rate 
structure of the reguliited entity and arc  dclcrrecl as ii regulatory iisset rir liability Future rates charged to rctail customers arc impacted by any gain or loss on siilcs of rccoverablc emission 
allowances and, therefore, as the recnvery d the gain or loss is recognized in openitins revenues, die regulatoly iisset or liability related to tlic emission allowance activity is recognized a5 n 
component oi Fuel Used in Electric Generatinn and Purchased I'ower in tlie Consolidiited Statements 01 Operations For regulated businesses that do not provide for direct recovery olemission 
a l l o twms through a cost tracking mechanism. gains and losses an sales 171 emission allowiinces are included in Gains (losses) on Sales o l  Other Assets and Other. net in the Consolidated 
Stntcmcnts of Operations, or arc dcicrrcd, depending on lcscl  of rsgulatory certainty Purchases and sales of emission allo\vanccs arc presented gross as investing activities on the Consolidated 
Statements of Cash Flows 

been provided for temporary diiferences between the G.-\I\~' iind tiis c;im'ing amounts oiassets and liabilities These rliirerences create taxable or tax-detluctibl: amounts for Suture periods 
Invcstmcnt tax credits have been dcierrcrl and are b u n g  nmortizcd over t l ic  cstimiitccl useful lives of the related propertie 

assesses tlie probabilities of successtully defcnding the tax deductions inr income Inisitions based upon statutory. judicial or administrative authority 

Energy's ability to collect l iom t l ie customer. are accounted Ibr on a gross basis \\%en Duke Energy acts :is an agenL and the tax is not required to be remitted if it is not collected from Ilic 
customer, tlie tuses are accounted for on a net basis Duke Encrg$s excise taxes nccnunted lor on a gross basis :ind recnrded as rc\'cnues in the accnmpnnymg Consolidated Statements 01 

Operations 1-01 years ended December 3 1, 21JI:io, 3i05, and 2iiii.i iverc as iolloms 

I i icoii ie T:ires Uukc Energy and its siibsidiaries tile a consolidated federal income tax return and other slate and toreign jurisdictional retuins as required Dderred  income lases have 

Akinagement cvalu:iles :ind recortls contingent tax linbilities and related iotercst based on the probability o i  ultimately sustaining tlie t:is deductions or income positions Atlanagemcnt 

Escise T i l e s  Ccrtain excise taxes le\,icd hy state c1r local gnvernnients arc cnllccted by Duke Energy Troiii i ts  ciistomc~s These I , which are required to bc paid regardless of Duke 

Yr:ii Iindrd Year Ended Y e:ir lncled 

Dccrmber 31, 2005 Deceiiibcr 31,2004 Decriiibrr 31.2006 -- a- 

E, 6 
Srgiiifiit Rcpuitiiig SFhS N n  13 1, " L ~ ~ s ~ ~ ~ s u I c s  nbout Segments ol ;in Entcipnsc and Rclatud Information" ( S F A S  No I 3 1  j. establishes standards for a public cornpany to report 

financial and descriptive infimnntion about its reportiible operating segmeiiLs in tinnu11 und interim iinlincral repnrts Operating segments lire componenls of an enterprise about which sepnrnte 
finnncial idormation is availnble and evaluated regiilarly 1.y the chiei  nixrating decision maker in rleciding /how to allhcate resources and ev:iluate performance 



Two or more operating segments may be aggregiled into a single reporlahie sepmenl provided ;iggrcp,alion is consislent wil l i  Ihe obje~l ive  and hisic principles of SFAS No 131.  ifthe 
segments have similar economic characterislics. and die segrnznts are considercd similiir under criteria provided by SFAS No 1.31 There is n o  aggregation wiihin Duke Energy's defined 
business segments SFAS No 13 I also establislics standards and reliitcd disclosures iibout the wiiy Uio operaling segments were determined. products and services, geographic areas and major 
customers. differences between the measurements used in repr t ing  segment inlixm;ilinn :tnd those used in tlie general-purpose fimncial statements, and changes in the measurement of 
segment amounts from pcriod to period llie tlescription 01 Duke Energy's reportable segments, consistent with haw business rcsults are reported ~ntcrnally to miinagement and the disclosure of 
segment information in accordciiice with SFAS No I3 I. are prcscntcd i n  Nntc 3 

whose lunctional currency has been determined to be the U S Dollar, hased on an  assessment n i  tlie economic cucumslances 01 the foreign operstion. in accordance with SFAS No 52. 

"Foreign Currency lranslation " Assets and liiibilities of foreign operaiions, esccpi lor bise whose lunctional currency IS the U S Dollar. are uanslaied into U S Dollars at current cschange 
rates Translation odjustmenls resulting irom flucnrotinns in cschsnpc riites Eire included as  ti seliariite component 01 i\OCI Revenue and expense iiccounb of these operations :ire translated at 

average exchange rates prevailing during the year Gains and losses arising from transactinns dcnaiiinated in currencies other than the functional currency, which were not material for all 
periods presented. are included in the results of nperntions o1 the peri nd in which  thes occur. D& 
earnings of a foreign operation to h permanently reinvested Gains and losses relating to derivatives designated as hedgcs ol the Ibreign currency exposure 01 a net investment in fiircign 
operations are reported in foreign currency translation as a separate cnmponent ol AOCl 

cash received from insurance procccds and cash overtlrafts Cash l l n w  from discontinuctl opeinirons aic combincd wi th  cash Ilows from continuing operations within operating, irivesting and 
financing cadi flows within the Con:ioiidated Statements of Cash Flows Cnsli received From insuriince proceeds :ire classilierl &pending on  the activity that resulted in the insurancc proceeds 
(for example, business interruption insuriiiice proceeds are inc luded as a component nl operating activities wiiile insurance lproc 
investing activities) Wid1 resliect to cash ove:drnl>s. book overdrafts are included within iiperating c i is l i  l'lnws wiiile bank overt1 

Distributions rrom Equi ty  Inrestecs. Duke Energy considers dividends receivcd irom equity invcstces which do nal cxcced cumulative equity in earnings subsequent to tlie date of 
invesLment a return on investment and classifies these amounts cis operating i ictn'ities within tlie :iccomp:inying Consolidated Statemcnls 01 Cash Flows Cumulative dividends received in 
ewers of cumulative equity in earnings subsequent lo the date 01 invcslmenl arc consitlercrl a relurn of investment and are classilied as investing acLIvities within the accompanying 
Consolidated Statements of Cash Flows 

Forcigii Currency  1r:iiishtioii. The local currencies 01 Duke Energy's Ihreign operations have been dctermincrl to be tliei: functional currencies. cxcepl lor certain foreign operations 

. %  , * ., ? 1 -  

-< . .  

Sbiteiiieiits of Consolid:ited C:islr F low Duke Energy liiis made certain cliissiliciitioii elections within its Consolidnted Statements nt Cash I ~ l o w s  related to discontinued operations, 

from damaiged property are included as if component of 
are included within financing cash flows 

Comulii t ivc Ellcct  orClieiiges i i i  Accounting 1'1 i i iciplc As 01 Dcccrnbcr 31. X X E  Duke E.nergy arlopted the provisions oi FIN 47 In acco:danco with the transition guidance of this 

Nen Accounting Standards The following new accounting st;indarils were adnptcd by Duke Dnergy during thc year ended Dmembcr 31. 2006 and the inipact of such iidoplion. if  

SFXSNo I ?3(R) "SIi~re-Bore~IP~i~~ner~r"(Sl; i lSNo 1.?;(Rll In December 2004, Uie Financial Accounting Standsrtls Board (FAS13) issued SFAS No I 23(R), which replaces SFAS 
No 123, "Accounting for Stock-Based Compensation; and supersedes APB Opin im No 25, ".ficcounting lor Stock Issued lo  Employees '* SFAS No 1 7 j ( R j  requires al l  share-hared payments 
lo employees. including grants of employee siock optiiins. to be recognized in the financial Stiltemenis b;iscd on  dieir lair viilucs For Duke Energy)., timing Cor implementation o l  SFAS 
No 123(R)wos January 1, 2WG The pro forma disclosures ~~revious ly  permitted under .  No 123 arc no longer on acceptnble iiltemntive Instead. Duke Energy is required to determine an 
appropriate expense for stock options and record compens:ition espense in the ConsolidateJ Si;ilemenls of Operations Tipi stock options Duke Energy implemented SFAS No 123(R) using the 
modified prospective transition method, which required Duke Energy to record compensation espense lor :ill unvested awards beginning January I .  2i11'16 

standard, Duke E.nergy recorded n net-of-tax cumulative elrect ;idjustment of:ip[mnimately %l million The cumulative effect adjustment had an  immaterial impact on  EPS 

applicable, has h e n  prcsentcd in the accompanying Consuliilntcd Financial Statements 

io1 



1~;ii)Ic of Lontmts 

PART 11 
DIKE hNERGY CORPORA I ION 

Notcs To C'onsolid ntccl financial St;itcnients-(C'ontinucd) 

Duke Energy currently iilso has retirement eligible employees with outstandine share-based payment awards (uni,estal  stock aivarrls. stock b;iscd p e d ~ o m a n c e  awards ;and phantom stock 
awards) Compensation cost related to those ;iwards was previously cspcnseil over the st;ited vesting lperiid or until :ictuaI retirement occurred Ffiective January 1. 2006. Duke Energy IS 
required to recognize compensation cost for nc\v awiirds granted to cmployces over the requisite service period. w h i c h  generally begins on the date the iiwiird is granted through tlie earlier ot 
the date the award vests or tlie date the employee becomes retirement eligible Awards. including stock options. granted to emplqees that are already retirement eligible are deemed to have 

vested immediately upon issuance. and therefore, compensation cost lo r  tliose iiw;irds is recognized on the date such aw;irds are granted 
The adoption of SFAS No 113(R) did not have a material impact on Duke Energy's consolidiitcd results 01 opcrations. cash llnws or tinancial pxition iii ZOlIG based on awards 

outstanding as  of !lie implemcntation date However, tlie impact ti) Duke h c r g y  in periods subsequent to adoption of SFAS No I ?.3(R) w i l l  be largely de]~enrlcnt upon the nature of nnp new 
share-based cornpensation awards issued to employees ( S e e  Note 20 j 

Smf~Acconiifiiig Btilleti~i (SIBl No 107, "Sl iore-Bmc~lP~i~mcii f"(S~IRNo.  107) O n  March 29. 2W5. tlic Securities and Exchange Commission (SECjstall issued SAD No 107 to 
express the views of the slafl  regilding the interaction between SFAS No Il.<(R) iind ceitiiin SEC rulcs iind reguliitions iind to provide tlie stall's views regiirding the viiluation of sli?re-based 
payment arrangements for public com])anies Duke E.nerby adopted SFAS N o  12.33 j and S A D  No 107 erfectivc January I, XJIJ6 

o/o Conliiigeril Esenl"(FSPNo F4S I ?3(R)-4) In February 2006, tlic FASB stall issucd FSP FAS Nn I23(R)-4 to address the classification ol opiions and similar instrumenb issued as  

employee compensation that allow for cash settlement upon tlie nccurrence o r a  contingent event ilie guidance :imentls SFAS 140 1 23(Rj  FSP No FAS 123(R)-.l provides that cash settlement 
features that can be exercised only upon the occurrence of ii contingent event that is outside the employee's cnntrnl docs no1 rcquire c1:issifying the option or similar instrument as a liability 

until i t  becomes probable that the event wi l l  occur FSP No FAS l73(Rj-4 applies only to riptions or similar instruments issued as part 01 employee coni1iensation arrangements Thc guidance 
in FSP No FAS I23(R)-4 was cn'ective for Duke Energy ns of April I, 2006 Duke Energy iidoptcd SFAS No 125(R) as of January 1. 21K6 (see Nnte 2Oj rhe adoption of FSP 1% FAS 
l23(R)4 did not have a material i m p c t  on Duke Energy's consolidated stiitement of' ojxrations, cash ilows or financial positinn 

No PAS 115-1 and 12-1-1 in Novembcr 20175. which was ctlectivc for  Duke Energy beginning January 1 ,  21li:iG This FSI' addresses the determination as to ivlicn an investment is considered 
impaired, whether that impairment is oilier than temporwy, cind the meiisurenicnt of an impairment loss Ihis FSP alsn includes accounting considerations subsequent to the recognition of an 
other-than-temporary impairment and requires certain disclosures about unrcalizetl losses that have not been recognized as ollier-than-temporary impairments The piclance in this FSP amends 
SFAS No 115, "Accounting for Certain Investments in Debt and Equity Secunlies.' and SFAS N o  124. "i-\ccounting fix Ccrl;iin Investments I-leld by Not-lor-Profit Organizations." and APB 
Opinion No 16. The adoption ol FSP No FAS 1 15-1 and 124-1 did not / ) w e  a material inipiict on Duke Energy's consolitlaterl r e ~ u l t s  i o1  opemtiions, cash flows or finiinciiil position 

FSP No. FIN 4G(R)-6, "Deterntiiiiiig lhc l foi i0h/ ih~ fo Be Coinrrlo ed 111 ..ippliviig F.ISR I i i l ~ . r7~re /~7 /1o i i  Na J6(RJ ( I W  No FIN J6(RJ-6J " In April ?1:106, the FASB stan' issued FSP No 
FIN 46(R)-B to address lioiv to determine the variabiliry to be considered in applying FIN 46(R), "Conso1id;ition o i  Variable Interest Enlilies " I he variability lliai is considered in applying PIN 
46(R) affects tlic determination of whethn thc entity is a variable interest cntity ( V I E  j. w h i c h  intcrcsts are variable interests in thc entity, and w l i i c h  party, i t  any. is the primary bmeticiary of 
the VIE 'Ihevnriability affects the calculation ol expected losses and expected residual returns This guidance is etlective tor a11 entities with which Duke Energy first becomes involved or 
existing entilies for whicli a reconsideration e w n t  occurs aller July I .  2006 The adoption o i  FSP No FIN 46(Rj-6 did not have a material impact on l3tih.e Ener$)i's consolidated results of 
operations. cash Ilows or financial position 

ElTFl~s~srre No. 05-1, ':lccoiiri/rrrg for llie Comer~ioir of iiii I n w i i n m i f  / / io/  Rccoraes Conwrtrble U]JOII hi. Iwier - !>  Ewvrrrc ff/ i i  Coll 0 ] ~ / i ~ ~ 1 i " ( E l T F N o  O S - I )  In June XJ06. the EITF 
reached a consensus on E17F No 05-1 The consensus requires that  the issuance orequity securities to settle ii debt instrument (pursuant to the instrument's originsl conversion terms) that 
became convertible upon tlie issuer's exercise of a ci i l l  option be accounted for iis a conversion l l t h e  debi instrument cnntained a substantive conversion lealure ns dits  issuance date If the 
debt instrument did not contain a substantive conversion option a s  of its issuance date, thc issuance n i  equity 

IZdSR ,- ,PPI nr,, FJ.S IX,RI . . I  v i ; ,  . .  

FSP No F4S 115-1 o i d  174-1. '71rehfeoiirirg ~ ~ O / ~ i e ~ - ~ ~ i ~ i i r - T c ~ i ~ ~ i ~ ~  on'lrirpnrfiiierif airdirr ,4ppircotroi1 ro Co?n i r r I in~es~r~ ie i i i s "  (FSP No. F4S I I S - I  ofrd 124-1) The FASB issued FSP 



DUKE E m R G Y  CORPORA r I O N  
Notes To C'onsolidatctl Financial Stateinent~(Continued) 

securities to settle the debt instrument should k accounted Tor iis a debt extinguishment The consensus iviis effective for Duke Energy Tor all conversions within its scope that resulted lrom the 
exercise of call options beginning July 1, 2Ni6 The adoption ofE,ITI'No U5-1 did not h a \ w a  nialeriiil impact on Duke Energy's cnnsolidiited results 01 operations. c a s h  lloivs or financial 
position 

SF4SNo. 1.58 "E~ir]iIq~er!s .-lccoririlbig for DcjiiiedBcriqil Peririorr aiidOl1rer Purlrelirerirerif Plons, on oriroiidnrerl orF,fSi3 Sla le~ i rc~ i l r  No 87, BS, 106, O l l d  l j ? (R)  
October 2006 the FASB issued SFAS No 156. which changes the recognition and disclosure /provisions and measurement date requiremenLs for an employer's accounting 
penrion and otlicr postretiremait plans The recognilion and disclosure provisions require an cinplopcr to (1) recognize the funded status nl a hcnclit plan-iiicasurcd as the dilSercncc bctwccn 
plan assets at  fair vnlue and the benefit obligation-in its statement of financial position, (1) recognize as a component of OCI, net of tax, the gains or 10s 

tha t  arise during Uie period but are not recognized as components of ne1 perioclic benelit cost, and (3) disclose in the n o t u  tn financial statements certam additional irdormation SFAS No 15s 
does not change the amounts recognized in the income statement as net periodic beneiit cost Duke Energy IS required to in t t ia l l~~  recognize the Sunded stiitus o f i ~ s  tleiined benefit pension and 
other postretirement plans ond to provide tlie required ndditionnl disclosures os ol December 3 1 ,  2OO6 (see Note 22) Relrospective npplicotion is not permitted The adnptinn of SFAS No I S 6  
recognition and disclosure provisions resulted in an increase m to~iil assets ofapprosmiately $21 I million (consisting or an incrense in regulatory a s s e ~ s  o i  million, an increiise in deferred 

$461 million and a decrcasc in accumulated othcr comprehensive income, net of tax. of appromnatcly $251) million as of December 31, 21106 Thc adoption of SF.AS No I 5 8  did not havc any  
material impact on Duke Energy's consolidiited results of operations or cash flows 

Under the meiisurcment date requirements ol SFAS No 158, an employer is required to meitsure defined benefit ]plan ,lsseLs and obligiitions as nf the dnte o f  the employer's fiscal year-end 
statcment of financial position (with limited exceptions) Nistorically, Duke Energy 118s mciisurcd i b  plan iisscts ;and obligations up to three months prior to tlic Iisciil ye;ir-cnd. as iillowcd under 
the nuthoritntive accounting litoriiture The measurement dote requirement is efSective lor the year ending December 31, 2ClO8. end early nppliciition is encournged Duke Energy intends to 
adopt the change in measurement date effective January 1. 2007 by remeasuring plan assets and benefit obligations a s  of that date. pursunnt lo the transition requirements of SFAS No 156 Net 
periodic benefit cost for the three-monlh period benveen September 30. 2006 and December 3 1, ?006 \y t I I  be recognized. net of I n s .  as a separate adjustment o f  retained earnings iis of 

y ,  changes in plan assets and plan obligations between September 30, 1ClCt6 and December 31, 20U6 not related to net pcriotlic benefit cost will hc rccognizcd. net of 

nd prior service costs or credits 

. .  
Ins a,%%? of b1-I I , ,  * . >. , . 3 1  , .  3. ' 

._ 

SABNo 10s. "Corindeniig 111s E @ d s  ojPrror ~eo~I\.lirsfalenierrls ll'licii giiarrl!lS'irig Afrrsf~~lcnrerrh i n  Ciiri eril Yeai- Fiimiicrnl Slolciiieiil>" (S4B No 1091 In September 2006 the SEC 

issued SAD No 1 OS, which provides interpretive guidance on how the eSfects ol' the carryover o r  reversal of prior yciir niisstiiiemen~s should be considered in qu;intiSving a current year 
mis~tiitcmcnt Traditionally, there hove been two widely-rccognized opprooches Tor quiintiiying the etfects of financial statement misstiitemcnts niu incomc statemcnt iippronch Socuscs 
primarily on tlie impact o f a  misstatement on the income statement-including the reversing eKec1 of prior year misstatements-but i ts  use can lead to the accumulation of misstatements in the 
balance sheet The balance sheet approach. on the other hand. iocuses primarily on  the efliect ofcorrecting the period-end balance sheet with less emphasis on ilic reversing rllects ot prior year 
errors on  the income statement The SEC stair  belicves that registran& sliould quantify errors using both ti balancc shcut and ai1 income statuniciit approach (a "dual  approach":^ .ind cvaluate 
ivhetlier either approach results in quantifying a misstatement that, when all relevant quantitative and qunlitative factors a re  considered, is material 

SAB No 108 was effective for Duke Enerby's year ending December 31. 2006 SAD No 10s permits existing ]oiiblic compiinies to initially iipply its provisions ca it her by (I) restating prior 
l~inancial statements as if the "clual approach" had always k e n  used or (ii). under certiiin circumstances. recording the cumulative eflect of initially applying the "iluiil appro:ich' as atljustments 
to the carlying vnlues of assets und linbilities as  ol Janunry 1 .  2006 with an olfsetting adjustment recorded tn the opening halance nf retained eiirnings Duke Energy lins historically used a dua l  
approach far quant~fying identified financial statement misslatemenls Therefore, tlie adoption oSSAB No 108  did not have any material impact on Dukc Energy's conso1id;ited results of 
operations. cash llows or financial position 

accompnnying Consolidated Financial Statements: 

Opinion No 29. "Accounting for Nonmonetary Transactions," by eliminating the 

The following new accounting standards were adopted by Duke Energy during the year endmi December 31, 2111~5 and the impact 01 such adoption, if applicablc. has hcen prusentcd in the 

S L l S N o  153. 'Fxclratiger ofNoirniorietarp/Iss~fs-i~ii onrendriieril ut APB Oprriroii No 79'' ( Ncr I.73) In December X O J .  tlie FASB issued SFAS No 15.: which amends APB 
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csccption lo the fair-value principle lor eichangcs o i  similar productive assets, which w a e  accounted lor under M B  Opinion No 29 based o n  the book vnlile 01 th 
gain or loss recognition SFAS No 153 also eliminates APB Opinion No 19's concept of culmination oi ;in earnings process I he amendment requirts that  an exchange oi nonmonetary assets 
be accounted for at  lair value il the exchange has commercial substance and lair value is cleterminable within reiisonnble limits Commercial substance is assessed by compiinng the entity's 
cqxcted cash flows immediritcly before end ;iiter the eschange If the difference is significant, the transaction is considered to have commercial substance and  should he recognized at f a r  
value SFAS No I53 is e K e c t i \ ~  for nonmonetary transactions occurring on or after July 1. 2Cxl.S The adoption of SFAS No 153 did not have a material impact on Duke Energy's consolidated 
results of operations. cash ilows or financial position 

F,lSBlriler~r-e,olio,r No (FIN) .I7 '!4ccorin/irrgfbr Cori~liliorinlrls~e/ Rcliierirenr Oblrgoliorrr" (FlN .17). In blarch 2005, the FASB issued FIN -17, which clarifies tlie accounting Tor 
conditional %set retirement obligations as used in SFAS No 143, "Accounting lor Asset  Retirement Obligalions." (SFAS No 143) A conditional asset retirement obligation IS ;in 
unconditional legal obligation to perform an asset retirement activity in which the timing and (or) method oi settlement are conditional on ii future event that may or may not be within !he 
control oi the entity Therefore, an entity is required to recognize a liability for the inir value 01 n conditionill asset retirement obligation under SFAS N o  142 11 the lair value of h e  Iiiibiliiy ciin 
be rasonably  estimated The provisions of FIN 47 were eKective for Duke Energy as of December 31, 21705, and resulted in ;in increase in assets of ?;.: I million. an incrciise in l iahr l i l ies of 635 
million and a net-of-tax cumulative eiicct adjustment to earnings of approximately %1 million. 

Epih~44ethod i n  rIccordmice wrrh APR Opirirorr No. I S  rqiori o L.oss ofSigiiiJicaiii Irtjlrrerme" (FSPiVo. APB I S - I )  In July 2005, the FASB stall- issued FSI' N o  APB 1 S -  I which prnwdcs 
guidance for how a n  investor should account Tor its proportionate share o i  an investee's equity adjustments for other comprehensive inconie (OClj lipon a loss of signilicmt inlluence APB 
Opinion No 18, "ihe Equity Method of Accounting lor Investments in Common Stock' (APB Opinion No I6j, rcquircs a transaction of an equity mcthod irivcstcc nf a capital nature be 
accounted for as if the investee were a consolidated subsidiary, which requires the investor to record it5 proportionate share of the investce's ncljustments lor OCI as increases or decreases to the 

investment account with corresponding adjustments in equity FSP No APB 18.1 requires that an  investor's proportionate share of  an investee's equity adjustments fix OCI should he olLrt 
against the carrying value of the investment at the time significant influence is lost and equily method accounting is no longer appropriate I-lowever to the estcnt that the offset results in a 
carrying value of the investment that is less than zero, an investor should (a) reduce the carrying value of tlie investment to zero and (17) record the remaining ba1;ince in income The guirlance 
in FSP No APB 1 S- 1 was effective ior Duke Enerby beginning October I ,  2005 The adoption of FSP No APB IS- 1 did not have a material impact on Duke E.nergy's cnnsolidritcd r e u l t s  of 
operations, cash flows or financial position 

l h e  lollowing new accounting standards were adopted by Duke Energy during the year ended December 3 I ,  2004 and the impact 0 1  such adoption. if applicable, has been presented in tlie 
accompanying Consolidated Financial Statements: 

FIN 46, "Cornolirlolioii o/i:~iriableJiile~eslEr,rlrlies'! In January 2003, the FASB issued FIN 46 which requires the primary beneficiary of n variable intcrest entity's activities to 
consolidate the variable intercst entity FIN 46 defines a variable interest entity as an entity in which the equity investors do not have substantive voting rights and there is not sulficient equity 
a t  risk f o r  the entity to finance its iictivitics without additional subordinatcd iinancial support nic primary beneficiary absorbs a majority of thc expcctcd Iosscs andlor rwoivcs a majority of 
the expected residual returns ol thevariable interest entity's activities In December 2003, the FASB issued FIN -16 (Reviscrl December 2005). "Consolidation of Vari;ible Interest Entitics-Ar 
Interpretation ofARB No 51" (FIN 4537). which supersedes and amends the provisions 01 FIN 46 While FIN 46R retains many 01-the concepts and provisions 0 1  FIN 46, it iilso provides 
additional guidancc and additional scope esceptions. and incorporatcs FASB StafiPosit ions related to the application ofFIN 46 

I h e  provisions of FIN 45 applied immediately to vorinble interest entities created, o r  interests in variable interest entities obtained. n l k r  January S I ,  2003, while the provisions of FIN 
J 6 R  were required to be applied to those entities, except for special purpose entities, by the end of the first reporting period ending afler h.larch 15, 21.1111 (h4arch 3 I. XCi4 fix Duke Energy;) For 
variable interest entities created, or interests in variable interest entities obtained. on or before January 31. 2003. FIN 46 or FIN 46R was required to be applietl to special-puqmse Cnlilies by the 
~ m c l  of the first reporting period ending after December IS, 2003 (December 31, 2003 for Duke E,nergy), and was  required to be applied lo all other non-spccial purposc entities by the end 01 

the first reporting period ending after March 15, 200-1 (March .3l, 2004 for Duke Energy j 

FJSB SlorPoririotr (FSP) N o  APB 19-1, 'ilccoiirifrrig by nil Inserlo, forl1.r P r o p  liormle Slime oj'Acninrirlo1erl Ollrer Cornpi elrcririrk? lncorire oJ-ori I i iverree ,4ccoirirlec/.fof t i n b r  the 
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See Note 23 l o r n  discussion of certain variable interest entities acr~uired by Duke Energy as  part of the Cinergy merger 1:)uke Energy has consolirlated certain non-special purpose 
operating entities. previously accounted for under tlie equity meIhod of accounting T h s e  entities, which arc substantive entities. had an immaterial amount ol total assets as oi I>ecember 31, 
?(IO6 and ?tNJ5 The impiict of consolidiiting thcse entities on Duke E,nergy's consolidiitcd financiol statements w a s  not mater ia l  In ilddition. at December 31, 2005, Duke Fnergy rccordcd Net 
Property. Plant and Equipment of SliB million and Long-term Debt iof $1 73 million on the Consolidated Balance Sheets. associated wit11 a natural gas processing variablc interest entity that 
was consolidated by Duke Energy In ?01%, Duke Energy exercised its right to repurchase tlie assets held by the variable interest entity and repaid the loan 

clarifying guidance or furthcr changes to these complex rules could have an impact on Duke Energy's Consolidated Financial Statements 

SFAS No 132. "Employers' Disclosures about Pensions and Other Postretirement Beneiits-an amendment of FASB Statements No S7. SS. and I C 6 "  to include additional disclosures related 
to defined-benefit pension pliins nnd other defined-benefit post-retiremcnt plans, such as tlie Ibllowing: 

Various cliangcs and clarifications to the provisions of FIN 46 have beun made by UIC FASB since its original issuiincc in January 2003 Wliilc not cinticipatcd at this time, any additional 

,SF,lSNo I;? (Revised ?OD;). "~nrplo~,e,.r'Drsclosirres oborir Per~~roirr irndOlher Porlrelz~c~itcnl Berr~Jts"(SFASNo 132R) In December 2003, the FASB revised the provisions of 

* 

* 

The long-term rate o f m u i n  on plan assets. along with ii narrative discussion on the basis for selecting the rate of return used 
Information about plan assets for wch major nssct catcgoly (I .c.  equity securities, dcbt sccuritics, real ~ ~ t a t c ,  etc.) along with thc targcted allocation pcrcentagc of plan assets for each 
category and the actual aIIocation percentages at the measurement date 
The amount of benefit payments espected to be paid in each of the n e i t  live years and the Sollowing five-year period in the aggregate 
The  current bcst estimate ol the range of contributions expcctcd to be made in the following year 
The accumulated benefit obligotion for defined-benefit pension plans 
Disclosure of the measurement date utilized 

* 

. 
* 

* 

Additionally, interim reports require nrlditional disclosurcs related to tlie components of net periodic pension costs and the amounts paid or expected to be paid to the plan in the current 
fiscal year. if materially dill~ercnt than amounts previously disclosed The provisions of SFAS No l32R do not change the measurement or recognition provisions of defined-bcnelir pension 
and post-retirement plans as required by previour accounting standards The provisions of SFAS No 132R were applied by Duke Energy effective December 31, 1003 with tlie interim period 
disclosures applied beginning with the quarter ended hfarch 31. 2W4, except for the disclosurc provisions of estimated future benefit payments which were ell'ective for Duke Energy for the 
y w r  ended December 31, ZWJ (See Note 22 for Ure additional related disclosures) 

IiiCrJ. the FASB sttiff issued FSP No FAS 106-2. which sulierseded FSP FAS 1116- I, "Accounting iind Disclosure Requirements Rclated to the klcdicarc Prescription Drug, Improvement and 
h,lodernization Act of 2013 'I PSP No FAS I1162 provides accounting guidance lor the eSfeclr of the hdedicare Prescription Drug Improvement and ivloderniz;ition Act of 2003 (the 
blotlerniwtion Act) The blodernintion Act introduced a prescription drug benefit under Ivledicare. as well as a federal subsidy to sponsors oi retiree health care k n e f i t  plans that include 
prescription drug bcnefib FSP No FAS 106-2 requires a spoinor to dctcniiinc il its prescription drug beiicfits are actuarially equivalcnt to the drug benefit provided uiider Medicare Part D as 
of the date of enactment of the tvlodemization Act, and it i t  is therefore entitled to receive :he subsidy If a sponsor determines that its prescription drug bcncfik are actuarially equivalent to the 
Medicare Part D benefit, the sponsor should recognize the expecied subsidy in the measurement of the accumulated postretirement benefit obligation (AI'BO) under SFAS No 106. 

"Employers' Accounting lor Postretirement Benelits Other Than Pensions " Any resulting reduction in Ure APBO is to be accounted for as an actuarial csperience gain The subsidy's reduction. 
tinny. of the sponsor's share of luture costs under its prescription drug plan is to be reflected in cur ren t -p iml  service cost 

FSP No F,JS 106-2, '~4ccoiriirir1g ondDrsclosirrc Regirir enr~'ii11 Relirrcrl 10 [lie Akilicore Prercrrprioii Dnrg. Inrpioivnrerir nrii(Aoder~ii.-oriori d c l  q/!fzOO3" (FSP No K4S 106-?)~ In May 
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The provisions 01 FSP No FAS 106-2 were eiTective lor the first interim period beginnine afler June 15. ZO0J Duke Encrgy adopted FSP No FAS 100-2 retroactively to the &Le of 

FSP No EdS 109-1, '!4pplic~i/ioii q/ F X B  S/~i/rnierif No. 10% ,~lcct~iiii/iiig for Iiiconre Taw\ ,  ' lo /he T c n  Dediiclioii 011 Qiiali/ieriPiodirc/iori ~Iclivil ies Prmided I?,. /Ire Airier icmi Job, 
enactment of the lvlodernization Act. December S. 7003. as allowed by Uie FSP (See Note 2 2  lor discussion of the eKects of adopting !Ius FSP) 

Crclir/ioii .:IC/ uf ?OOl"(FSP N u  I<4S 109.1) On October 22, 2CliH, the Prc5ident signed the American Jobr Crention Act of 21104 (the Act) The Act provides a deduction for income from 
qualiiied domestic production activities. which will be phased in from 2005 through 2010 

Income Taxes" (SFAS No 109) As such. for Duke E.nergy, the special rlcduction had no materinl impact on deferred tas assets and liabilities existing at  the enactment date Rather. the impact 
of this deduction is reported in the periods in which the deductions are claimed on the tax returns For the years ended December 3 I, 2006 and 2005, Duke Energy recognized a bene13 of 
npprosimotely IO and 59 million. respectively. relating to the deduction lrom qualified domestic activities 

addition to the qualified domestic production activities dcduction discussed above. the Act creiites a temporary incentive for U S corporations to repatriate accumulated income enrned abroad 

Under the guidancc in FSP No FAS 109-1, which was issued in December I, the deduction will bc trcatcd as a "special clctluction" as described in SFAS No 109, "Accounting lbr 

FSP No  E.19 109-2, ':4ccoi~ri/irig and Disclosirre Giiidmice fa, /lie Foi-eigri E~?rriii igs l?cl~~-~/rrirIrori Prowsion n ~ ~ l l i i i ~  /lie ;Imer~cirii Jobr Cr ealioii ,IC/ of ?004" (FSP No FAS 109.2) In 

ll>, p , ' a  n - 0 7  o SSP Nn. FAS 109-7 \v- cr 7024. states Uiat a 1, r . .  . .  . .  . .  

company is allowed time beyond the financial reporting p c r i d  ofcnactmcnt to c \ d u a t e  the elTcct of the Act on  its plan for rcinvcslmcnl or repatriation of foreign earnings, as i t  applies to the 
application oiSI;AS No 109 Although the deduction is subject l o a  number of limitations nnd some uncertainty remains as to how to interpret numerous provisions in the Act, Duke Energy 
believes that i t  has the information necessary to make an  informed decision on the impact of the Act on its repatriation plans Based on  that decision, Duke Energy has repatriated 
approximately I Z U i l  million in cstriiordinary dividends, as clcfined in the Act, and :iccordingly recorded ii corresponding tns liability of 539 million as of December 31, 2005 PIowevci. Duke 
Energy has not provided l or  IJ S deferred income taxes or foreign withholding ins on bnsis diKerences for its non-U S subsidiaries thnt result primarily Gom undistributed earnings of 
approximately YZ0 million as ol December 3 1, 2t:W:iG and I290 million as of December 3 1 ,  2005, which Duke Energy intends to reinvest indefinitely Detcrmination of the rleferred Ins liability 
on these basis differences is not practicable because such liability~ if any. is dependent on circumstances existing if nnd when remittance occurs 

ElTFlrstre No 04-08 ' V i e  EJJccl o/Coii/i~ipeit/!i~ Cortvoiible De61 oti Diliired Ecrriiii7gs per Slirrre" (EITF 04-03) In September 2004, the EITF renchcd a consensus on Issue No 0-1-8 
The consensus requires that the potentinl common stock related to contingently convertible securities (Co-Cos) with market price contingencies be included in diluted earnings per share 
cdculalions using the if-converted method specilied in SFAS No I ZS, "Earnings per Share" (SFAS No 12Sj ,  whether the market price contingencies have been met or not Co-Cos generally 
require conversion into a company's common stock if certain specified events occur. such as ii sprcil'ied market price Ibr the company's common stock Prior to the issuance of EITF CW-OS, Co- 
Cos were treated ns contingently issunblc shares undcr SFAS No 128, nnd thcrelbrc, the Contingencies, must hrive been met in order for the potential common shnres to be included in diluted 
EPS Therefore. Co-Cos were only included in diluted EPS during periods in which the cnnttngencies had k e n  met The consensus is efTective for fiscal years ended after December 15, ?004 
and is required to be applied retroactively to all periods in which any Co-Cos were outslantling, resulting in restatement of diluted E,PS il the impact of the Co-Cos was dilutive 

contmgencies, including a market price contingency that, if met. mtiy require conversion of the notes into Duke Energy common stock Conversion may be required, at  the option of the holder, 
iS any one ol- the contingencies is met During 2006 and 2005, these convertible seninr notes hecame convertible into shares of W e  Energy common stock due to the market price of Duke 
Energy common stock Holders of the convertible senior notes were allowed to esercise their right to convert on or prior to December 31, 2006 During 2006 and 2005. approsimately 
27 million and I 7 million shares of common stock, respectively, were issued reliited to this conversion. which resulted in the retirement of approximately $637 million nnd P S  million of 
converlible senior notes, respectively Therefore, as discussed in Note 19, Duke Energy has included potential weighted a v e n g e  common shares outstanding of approximately I4 million. 
32 million and 3 3  million for the years ended December 31. ZOCKi. Xi05 and 2004. respectively. in the calculation of diluted EPS 

A s  discussed in Note 15. Duke Energy issued $7711 inillion par value of coiitingmtly convcxtihlc notes i n  May ol 1003, bearing an interest rate of I 75?% per annum Uiat contain several 
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The iollowing new accounting slanclards have k e n  issued but have not yet been ;idopted by Duke Energy as ol I h m n h e r  31, 20W 
SFXSNo I . U ,  ';Iccoririrrrigtbr Ccr-rorri I I~hridFrrio~rcrir / Irrr i~rrrnci ir~-~ir~ 'irirerxlnrerir ojF2SB Srorcriierrrs No I 3 3  mid I40" (SFASNu 1.151 In Februnry 2006, !he FASB issued SFAS 

No 155, which amends SFAS No 133. 'Accounting lor Uerivntivc instrunicnts iind 1-lcdgiiig Activitics" and SFAS No 140, "Accounting for lrnnsiers and Scn,icing o i  Financial Assets and 
Lstinguishmenls ofLiabiIitres SFAS No I55 allows financial instruments that  have embedded derivatives to be accounted for :it Sair value at acquisition, a t  issuance, or when a previously 
recognized financial instrument is subject to a remeasiiremcnt (new basis) event, on an instrument-lip-instniment basis. in ciises in which a derivative would otherwise have to be bifurcated 
SFAS No I55 is eiicctive for Duke Energy for a l l  financial instrumenis acquircrl, issued. or subject to rcmeasurcincnt alter January I ,  2007, and for certain hybrid linancial instruincnts that 
liave been biiurcated prior lo the effective date, for which h e  effect is to be reported iis a cumul:itive-el1~ect atljustmenl to beginning retained earnings Duke E,nergy does not anticipate the 
adoption of SFAS No 155 wi l l  have any material impact on its consolidated results ol-operations. cash llows or linancial position 

amends SFAS No 1-10, 'Accounting for Transfers and Sewicing of Financiiil Asscls and Estinguishnicn~s of L inbilities " SFAS No 156 requires recognition ol a servicing asset or liability 
when an entity enters into anangemeiits to service financial instrumenLs in certain situations Such servicing assels or servicing liabilities are required to be initially measured a t  Sair value. IS 

cifcctive for Duke Energy as of January 1, ?007, and must be  applied prospcctivcly, cxccpt t h a t  where an entity elects to remeasure separately recognized esisting arrangemmts and rcclassify 
certain woilable-for-sale securities to trading securities, m y  efl-scts must be reported as a cumul:iti\~e-effect adjustment to retained earninss Duke Energy does not anticipate the adoption of 
SFAS No IS6 will have any mnlerial impact on ils consolidated rtsults ol ~iperzitions. cash llows or financial position 

SFASNU f57, "Fair ~ ' ~ / i i e , \ I c ~ ~ ~ r r e n r e r 7 J s ' ' ( S ~ - I S N o  157) In September 20U6. the FASB issued SFAS No 157. which defines lair value, cst;iblishcs a framework for measuring fair 
value in GAAP, and expands disclosures about fair va lue  measurements SFAS Ho 157 docs not require any new i o u  value meosuremenls However, in some cases, the applicotion of SFAS 
No I 5 1  may change Dike Energy's current practice for measuring ;ind disclosing fair values under other accounting pronouncements that require or permii lair value measurements For Duke 
Energy, SFAS No 157 IS efiective as o i  January I, 2006 and must be applied prospectively except in ccrtain cases Duke Energy is currently evaluating the impact of adopting SFAS No 157. 
and cannot currently estimate the impact of SFAS No 157 on its consolidated results oioperalions, cash llows or iinancial position 

SFISNO. f59, 'The Fair V d u e  O p ~ i o i ~ ~ r F ~ r ~ i i ~ ~ c i o / . . I s s ~ ~ ~  o r i i I F i i i a ~ ~ c i ~ ~ 1  ~robrlrltcs"(SF~1SNo 159) In February XN7, the FASB issued SFAS No  159, which permits entities to 
c l imse to measure many financial inslrumenls and certain other items at lair salue For Duke Energy. SFAS No 159 is effective as of January I ,  2008 and will have no  impact on  amounts 
presented ior periods prior to the eiiectl\,e dare Duke Energy cannot currently e5tiniate the impaci of SI.+\S No 159 on its consolidated results of operations. cash flows or linancial position 
iind has not yet determined whether or not i t  will choose tn measure items suh~cot  to SFAS No 159 i i t  fair v d u c  

FIN JS, "..lccoirrilriig f i r  Uriwrmriit)~ 111 I i~oi irc  Tmes-ilrr triter,miotioii of F..ISB Slciler?ieiiI No IOY' In July 2006, the FASB isrued F1N 48, which provides guidance on accounting for 
income tax positions about which Duke Energy has concluded there IS a level of uncerlninty with respect to the recognition in Duke Energy's financial stalements FIN 4s prescribes a minimum 
recognition thraliold a tax position is required to mcet Tax positions are defined vcry brnadly and include not only tas deductions and credits but also decisions not to file in a particular 
Jurisdiction, as well as the tasability of transactions Duke Energy ivill implcmenl FIN -IS effective January 1, XXJ7 The implementation is espected to result in a cumulative effect ndjustmcnt 
to beginning Retained Earnings on the Consolidated SLitenient 01 Common Stockholders' Equity and Comprehensive Income (Loss) in Uie first quarter 2007 in l he  range of S I 5  million to $30 
million Corrzsponding eniries will impact a variety of balance sheel line ilems. including Deierretl income taxes, Taxes accrued. Other 1 iabilities. and Goodwill Upon implementation of FIN 
4S, Duke Energy will rellect interest espcnse related to tnxes :is Interest Espenso. in the Consolidnted Statement o i  Operotions In addition, subsequent accounting for FIN 48 (ofter January I ,  
?007) mill involve an evaluation to determine isany changes have occurred that would impscl the esisting uncertiiin tax positions as well as determining whether any new tax positions are 
uncertain Any impacts resulting from the evaluation uf asibting uncertain tns positions or irom the recognition ol new uncenain lax positions would impact income tax ehqxmse and interest 
espznse in the Consolidated Statement of Opcmtions, with ofrsctting impacts to the hilance s h e d  line i t c m s  described above Bccausc of the spin-off of Spectra Encrgy in the first 

SFASNo" I .56, ';lccoirliJlrigfor Sovicrrig o/Firirrric;a/,.i.~,~ci~-itir iirnor~frirenl q/FASB Srorcnierir No. 1-10" (SFAS No. 156). In March 2006. the FASB issued SFAS No 156. which 

. .  No 1 4 6  66- . , %  % . l ,  , . . , .  . . )  " .  / >  . ( ,  , 
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quarter ol-?007, certain liabilities and deferred tax assets related to uncertain tax positions 1-iled on Spectra Energy tax returns will be removeil from Duke Energy's balance sheet Uncertain lax 

positions on consolidated or combined tas retiirns I i led hy Duke EnerBr which are indemnified by Spectra Energy will he recorded as receiv;ihli.s kom Spectra Energy 
Inrelidnieilt u/ln.lSB St~f lPo~wron PAS 123(7~1-1 "(PSP No E4S 1?3(R)-5) In October 3lN6, thc FASB sinti issued FSP No FAS 1 3 ( R ) - 5  to address whether 

ii modification d o n  instrument in connection with an equity restructuring should be considered a modification Tor purposes of applying FSP No FRS I ?3(R)-I,  "Classification and 
Measurement of Freestanding Financial Instruments Originiilly lssueil in Excliange for E.nipIoyec Services under FASB Slatemenl No 173CR) FSI' No FAS 1 23(R)- I) " In August 2005. the 
FASD stan- issued FSP FAS 123(R)-1 to defer indefinitely the effective date of paragraphs :2230-A732 of SFAS No 123jR), and thereby require entities to apply the recognilion and 
measurement provisions of SFAS No l23(R) tlirougliout tlie liie of an instrument, unless the instrument is modified when Ihe holder is no longer an employee 'The recognition and 
measurement of an instrument Uiat is modified when the holder is no longer an employee should be determmed by olher applicable generally accepted accounting principles FSP No FAS 
173(R).5 addresses modifications of stock-based awards made in connection \-villi an equity resuucturing and clarifies that lor instruments that were originally issued as employee 
compensation ond then modified, and thnt modification is made to the terms o i t h c  instrument solely to reflect an equity restructuring that  occurs when the holden are no longer cmployew, no 
change in the recognition or the measurement (due io ii change in classification) of Uiose instruments wil l  result ircertnln conditions are met This FSP is e(rec1ive for Duke Energy as of 

Compensation awards 

., , , 'sshn,p.,,nsorl . .  
3 .  litnuan, I .  2M7. The imnact to Duke Enerav of anplvine FSP Nn. X I i u z & y  1 ; , 1 1  I 1 -  

FSf'No" .4UG d R - I ,  '2ccurs1trngfur P l i l , i n e d A ~ l r ~ u ~ A ~ f c r i ~ ~ t e ~ ~ a ~ r c e  Jctnlitm, "(7W'No ;IUG..UR-II In September 2CiO6, the %ASB Stnil issued FSP No AUG AIR-I This FSP 
prohibits the use of the accrue-in-;idvance method of accounting for planned major m;iinlenance nctivilies in annual and interim financial reporting periods, if no liability is required lo be 
recorded Tor iin asset retircmcnt obligation based on ii Ic&;il obligation for which the everit obligating the entity has occurred The FSP also requires disclosures regarding the method of 
nccounting Tor planned major maintennnce activities and the ellbcts of implementing tlie FSP The guidance in this FSP is eflective for Duke Energy as of January I ,  2007 nnd will be applied 
retrospectively Tor a l l  financial statements presented Duke Energy does not anticipate the adoption nf FSP No AlJG AIR-I wi l l  have ;any material impact on its consolideted results of 
operations, cas11 llows or linancial position 

P~erortr?tioli)"(EiTFNu 06-31 In June 2006, the EITF rcachcd a consensus on  EITF No (16.3 to  address any tax assessed by a governmental authority that is directly imposed on a revenue- 
producing Iranwclion between a seller and a customer and may include. but are not limited to. sales. use, \:aIuc added, and some exise tases For lases within the issue's scope, lhe consensus 
requires that entities present such taseson either a gross (I e included in revenues and costs) or net ( I  e exclude irom revenues) hasis according to their accounting policies, which should he  
disclosed If such tnses are reported gross nnd arc signilicmt, entities should disclose the amounts of those taxes Disclosures mny he made on an  oggrcgiitc hiisis The consensus is effective for 
Duke Energy beginning January I ,  2 W 7  Duke Energy does not anticipate t h e  adoption of EITF N o  06-3  will liave any material impact on its consolidated results ofoperations, cash flows or 
financial position 

ElTFlssuc h'u 065, ':.lccuitritirr,g Jbr PurchnseEs oJ-Lfe Iirii irorlcc-Deto-riii l i iri~ the .4niorlrit 71mt CuirldRc Recdced iri,.lccurrin11ce nlitli ln4SB Tecltriicol Biiflefin N o  85-4'' (E7TF 
No 06-5) In lune 21106. the EITF reached a consensus on the accounting for corporiite-owned ;ind bank-owned l i fe insuriince policies EITF No 06-5 requires that ii policyholder consider the 
cash surrender viilue ;ind any additionnl amounts to be received under the contractual terms 01 the policy in determining the amount that could be r e s l i z d  under the insurance contracl  
Amounts that are recoverable by the policyholder a t  the discretion oi the insurance company must he  excluded from tlie amount that could he  realized Fixed amounts that are recoverable by 
the policyholder in future periods in escess of one year from the surrender of the policy must be recognized t i t  their present\~alue EITF No 06-5 is cllective Tor Duke Energy as of Jonunry I, 
?OCi7 and mu9 be  applied as a change in accounting pnnciple throuvh a cumulative-elfeet adjustment to retained earnings or other components o i  equity as of January I ,  2007 Duke E,nergy 
does not anticipate the adoption ol EITF No 06.5 will liiive any material im1oact on its consolidated results of operations. cash flows o r  financial position 

EIlTlcsrr~ Nu 06.6. 'Vebtor!s Accoiiirtitr,SJbr ni\dorlr/icrztiun (or E~cclturigcJ oJ~Co,tverfr6la Debtlrisi~~i~~ier~tr" (EITF Nu 06-61 In Novmnber 2006, the EITF rewhcd a consensus on 
LITF No 06-6 El TF No (16.6 addresses how a modification of ir debt instrument (or an  eschange 01 debt instruments) that a17ects the terms o i  an embedded conversion option should be  
considered in the i s s u d s  analysis ofwhelher debt estinguishmrnt accounting should he  applied and iuither ;iddresses lhe accounting for a modification 01 a debt instrument (or an exchange of 
debt instrurncnLsj that alrects the terms of an embedded con~ers ion  option when estinguistiment accounting is 

EITF Irrrre Nu 063, 'Flow T n ~ e s  CdIecfedlj  0111 Crisfumer:r orid Rcnrrtted to Gmwr n~rrorlol .Arrthorities Siluuki BE PI crcrrted I I I  the Inconre Sfcrterrre~if (Thnll.~, Gross >,ei.siis N e f  
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not applied FITF No []ti-6 applies to moililiwtions (or exchanges) occurring in interim or iinnual reporting periods beginning alter November 29. 2006, regardless of when Uie instrument was 
originally issucil E.arly application is permitted for modillcations (or exchanges) occurring in periods for which financial statements have not been issued There were n o  modifications to. or 
eschnngcs 01, any of Duke Encrgy's dcbt instruments within the scope oi EITF No 06-6 in ZOCi6 The impact to Duke Energy of zipplying E.1l-F No 06-6 in subsequent periods will be 
rleixndent upon the niiture of' any modil-ications to, or exchanges of, any debt instruments within the scope of E lTF  No 06.6 Refer to Note 15 

2. .4cquisitions and IXspusitions 

oils. Duke Energy consolidates assets ;ind liilbilitics from acquisitions as  of the purchase date, and includes earnings l iom acquisitions in consolidatetl earnings after the purchase 
dale Assets acquired and liabilities assumed arc recorded a t  estimated fair values on the date of acquisition The purchase price minus the estimated fair v;rloe of the acquired assets and 
liabiliiics meeting the clefiniiion o fa  business as delined in EITF Issue No 98.3. "Determining Whether a Nonmonetary Tnnsaciion Involves Receipt of Productive Assets or of a Business" 
(EJTF 98-3),  is recorrlerl as goodwill The iillocntion of Uie purchase price may be acljusled if odditionol, requested information is rcceived during the allocation period, which generally does not 
exceed one year from the consummation date. howwcr,  I! may be longer for certain income tax items 

purposcs. the cllcctive date 01 the merger was April 1, ZOOG The mcrger combines lhc Duke Energy and Cinwgy regulated franchises as wcll as deregulated gencration in the hilidwestern 
United States Ilie merger provides more regulatory, geographic and weather diversity to D i k e  Energy's earnings See Note 4 fbr discussion of regulatory impacts o r t h e  merger 

Cincrm were recorded at their respective fair values as o i  April 3. ZOOG end the results of Cincrgy's operations nie included in the Duke Energy consolidated financiiil statements beginning as 
of the effective date o f  the merger Except For ;in adjustment related to pension and other postretirement benefit obligations, as mandated by SFAS No S7, "Employers' Accounting for 
Pensions" (SFAS No Y 7 j  and SFAS No 106, "Employers' Accounting for Postretirement Benefits Other Than Pensions," (SFAS No IO@, the accompanying consolidated financial statements 
d o  not rellmt iiny pro forma ixljustments related to Cinergy's regulated operations that are accounted for pursuant to SFAS No 71. which are comprised of the regulated Uansmission and 
distribution opcrations oi Duke Energy Ohio, Inc (Duke Energy Ohio) (formerly The Cincinnati Gas Sr Electric Company's regulated transmission and distribution), Duke Energy Indiana, Inc 
(Duke EneriJy Inchnaj  (hirmerly PSI E,ncrgy, Inc )and  Duke Energy Kentucky, Inc (Duke Energy Kentuckyj (formerly The Union L,ight, Heat and Power Company) Under the rate setting 
;ind rccovery provisions currently in place [or these regulaled operations which provide revenues derived Gom cost, the lair \ d u e s  of the individual tangible and intangible assetS and liabilities 
are considered io  approximate their carrying viilues 

. . .  . 
1 s  , Cinerm Atewer. O n  A i d  3. Zflii6. >Noit? . .  1 tnr .-niino , =  

The meriJer lias been accnunted for under the purchase method of accounting with Duke Energy treated as the acquirer Tor accounting purposes As a result, the assets and liabilities of 

The fair values uscd for recording the osscts acquired and liabilities assumed arc based on  valuation analyses 
In connection with the merger, Duke Energy issued 1 56 shares ofDuke Energy common stock for each outstanding share ofCinergy common stock, which resulted in the issuance of 

approsimately 31 3 million s h a m  o l  Duke Energy common stock Based on  l l ic  market price of Duke Energy common stock during the period including Ihc two trading days before through the 
tivn trailing days allcr h4ay 9,XiO5, the date Duke Energy and Cincrgy announced the merger, the transaction is valued at approximately $9 1 billion and has resulted in incrcmcntal goodwill 
to Duke E,nergy of approximately X4 5 billion The amount of goodwill resulb from significant slrategic and financial benefits o i t h e  merger including: 

increased linancial strength and llexibility: 

greater scale and fuel diversity. as \vel1 as improved operational efficiencies for the merchant generation business. 

iniprwed reliability and customer service through the shanng of best  practices; 
increased scale and s c q x  of the electric and gas businesses with stand-alone strength; 
complementniy pnsitions in the hilidwest, 

. stronger utility business p i d o r m ;  
* 

+ broadened electric distribution platlorm. 
* 

* 

* 
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* greater customer diversity. 
. combined cspcrtisc: and 
* signil-icant cost S;iVingS synergies 

nie following t;ible summarizes the estimated iair  values a i  the iissets acquired and liabilities assumed tit the date oiaccpisition 

I'urclinsc Pr ice  Alloc;ition 

April 3, 2006 

(it1 niillionr) 

an11 other d s e t h  

Current l iabii i~ics 

(a) Amounts recorded for regulated propertv. plant and equipment by Duke Energy on the acquisition date are net of approximately $3,995 million of accumulated depreciation ol acquired 
assets 
Gondwill recorded as  of'Deccmber 31, X I i G  resulting Irom Duke Energy's merger w i U i  C i n e r g  is %4,3S million, none of which is deductible for income tax purposes Approximately 

SI35 million of gmdwill  was allocated to Cinergy Marketing and Tr:idinS, l.P. and Cinergy Canada, Inc (collectively Ch4'T) (see Note 13), which was  sold in October 2006 As oiDecember 
31. 7(ii:i6 the allocation oi the remaining goodwill to the repf l ing  units was subst:intially complete, with approsimately $3.500 million and $665 million being allocated to the L1 S Franchised 
Electric and Gas and Commercial Power segnienb, respectively (see Note I O )  

Thc rollowing unaudited consolidated pro forma financial results are presented as if the Cinergy merger had occurred a1 the beginning of w c h  o f t h e  periods presented: 

Unniiclited Consolidated f r o  1~orni;i Rcsulls 

Ye:ir lliided 

Decenibri 31, 

2006 2005 

(ill millions, esccpt 

Operating rwcnucb 

H.irnings per share (liom continuing opcrdllom) 
Basic 2 32 
Dilulcd 2 26 

Earnings per 4 m e  
13 8 
Diluted s 1-16 Y; 1 73 
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Pro forma rcsiills for tlie year cntlml December 3 I, 21106 include iipproximately %17S million of charges related lo costs to achieve the merger and related synergies, which are recorded 
within Operating Espenses on the Consolidated Statements 0i C)jxrations Pro forma results for tlie years ended December 31, 2006 and 2005 do not reflect the [pro forma eifects of any 
signilicml tnnsiictinm completed by Duke Energy other than tlie mcrgcr with C'inergy l l i c  prc-tax impacts oi purchase ticcounting on  the 3lX6 results of operations of Duke Energy were 
charges of approximately $9S millinn 

Integrated Energy Priyect (Aguaytiaj. Ioca tc~ l  in Peru, for approximately $31 million (approsimatcly $18 million net of cash acquired) nic project's scope inclucks the production and 
Iprocessing ornatural  gas. siile of liquefied petroleum gas (L.PG) and NGL.s and the generation, transmission and sale of electricity from a 177 megawatt power plant These acquisitions 
increased International Energy's ownership in .Agii:iytia to 6696 and resulted in Duke Energy accounting for Agii:iyti 
Aguaytia was accounted ior iis tin equity metliotl investment N o  goodwill was recorded as a result o i  this iicquisition 

During the first quarter ol2Oli6. Duke Energy iicquired the remaining 3 3  I/3?b interest in Bridgepon Energy 1.L.C (Bndgepirt)  from United Bridgeport Energy L I. C (UBE) for 
approximately $71 million No gmdwill wiis reciirtled as a result of this acquisition The iissets and liabilities of Bridgeport were included as part of DIiNA's power generation assets which 

Otlicr Acqii isi l loi is During the first quarter of 21106. International E,nergy closed 011 two transactions which resulted in the acquisition of an  additional 2746 interest in the Aguaytia 

a con'iolidated entity Prior to Uie ncquisitinn ol this additional interest, 

million The Rockingham plant is a penking power plant used during times o f  high electricity rlemanil, generally in the winter and summer months and consists of five 165 megawatt 

combustion turbine units cap;ible o i  using either niitural gas o r  i d  to opemte The acquisition is consistent with Duke Energy's plan to meet customers' electric needs fnr the foreseeable future 
The transaction. which closed in tlie fourth quiirtcr o i  21:II:ffi. required approvals by the Nonh Carolina Utilities Commission (NCUC) and the Federal E.nergy Regulatory Commission mRC) 
The NCLlC approiwJ it on July 25. XI06 and tIi RC issued an order authnrizing (lie transactioii on October 31. 2006 In addition, tlie IJ S Fetlaral Tnde  Commission (FTC) approved tlic 
trimsaction on  July 20. 2006, under the I-Iart-Scott-Rinlino Antitrust Improvement Act No goodwill w a s  recorded 11s R rcsult of this ocquisition 

In August 2nn5. Natiirnl Gar Transmission ncquircd natural gas storage and pipeline assets in Southwest Virginia and an additional 50% interest in Saltville Gas Storage LLC (Saltville 
Storage) from unils o i  AGL Resourccri ior approsimately %62 million This tr;insaction increased Natural Gas 1 r:insmission's ownership percentage of Saltville Storage to I 00?b No goodwill 
wus recorded os  ti result of this acquisition 

ofthe Field Sewiccs Conocol'hilltps transiicttoii discussed lunher in tlie Disps t t inns  s a t i o n  below No goodwill was recorded tis a result of this acquisition 
In the second quiirtcr nl ?OW. Field Seniccs acquired gathering, processing and transmission asscts in southeast New h les ico  from Conocol'hillips ior a total purchase price of 

spprosimiitely SSt) million. consisting 01 $7.4 million in cash iind the assumption of approsimiitcly $4 million of liabilities As tlie acquired assets were not considered businesses under the 
guidance in EITF 9s-3. nn goodrvill was  recngnized in connection with l h i s  trimsaction 

In the tliird quaner of 2004, Field Senices iicquircd iidditional interest in three separate entities (fix which DEFS owned less than IliO?/O. but had been consolidating) l o r n  total purchase 
price of $4 million. and the cschange oi some Field Sewiccs' iisscts T w o  of these scquisitions. h,iobilc Bay Processing Piirtncrs (h4BPP) ond Gulf Coast NGL Pipeline, 11 C (GC), rcsulted in 
1009'0 ownership by Field Senices  rhe  AIUPP transaction involved A4BPP transferring cerliiin long-lived ;issets lo El Psso Corporation for E.l Paso Corporation's intereyt in MBPP As n result 
ai this non-monetary transaction, tlie assets transierrecl were written-down to their estimated lair value which resulted in Duke E.ncrgy recognizing a pre-tas impairment of approximately $1.3 

million, which was appruximatcly $4 million net o f  iniiiority interest A n  aililitioiial 12% intmcst in Dauphin Island Gathering Partners P I G P )  was also purchased for $7 million, which 
resulted in 8.146 ownership by I-ield Services h B P P  owns processing assets in the Onshore Gulfof Mexico GC owns a 16 6790 interest in two equity investments DIGP oivnsgathenng and 
transmission assels in the Olfshore Gul fo l~hles ico  

In August 2(105. Natural Gas Iransmission acquired the Empress System natural gas processing and NGL marketing business from ConocoPhillips lor approsimately $230 million as part 

I h e  pro forma results 01 operattons lor Ixlke Energy cis i f  those acquisitii~ns (olher t l i i i i i  the Cinergy merger) which closed lprior to December 31.2006 occurred as of the beginning of the 
periods presented do not materially diifer from reported results 
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Dispositians In December 2006, Duke Energy Intliiina agreed to sell one unit oi its \Vahash River I'on'er Station (Unit 1 )  to the \'Jabash Valley Power Association The price ofthe 
transaction w i l l  be based o n  tlie book value 01 Unit 1 at llie time 01 closing, which  is currently estimated to be approsimately $1 10-$1?0 million The sale must be approved by the Indiana 
Utility Reguliitoiy Commission (IURC), the FIiIIC, the I'I C and tlic Dqxirtmcnt of Justice [DOJ) Chest iipprovals are nnticipiitctl by mid-?I:107 Duke Energy does not anticipate recognizing a 

material gain or loss on this transaction 
O n  January 12, 2007. Duke Energy Indiana filed ii petition with the IURC requesting authority to sell M i h a s h  River Unit :il to the Wabnsh Valley Power Association. Inc pursuant l o  an 

Asset Purchase Agreement alang w i t h  approval 01 the Operation am1 Maintenance Agreement and tltc Common Facilities Agreement a s s o c i a t d  with the sale CVabash River Unit ::I wi l l  be 
replaced by the Wheatland facility wliicli was purchased by Duke berg Indiana in ?Wi  Duke Energy Indiana is also requesting approval of the accounting and ratemaking treament of the 
snle to reflect the difyerence in cosls of tlie two lacilities 

For the year ended December 31. ?OM. the siilc 01 oilier assets iind busincsses resulted in approsimarels 52 billion in proceeds iind net pre-tax gains of 6276 million recorded in Gains 
(L.os:ies) on  Sules of Other Assets iind Other, net on thc Cnnsolidoted S ta tmcnts  oiOperations lhcsc sales csclude iisscts tliiit were held for sale iind reflectcd in discontinued operations, both 
ofwhich are discussed in Note 13, and sales by Crescent prior to dcconsolidiition uhich  are discussed separately bulow Significant sales oSothcr assets during 2006 are debiled as follows: 

* O n  Sculcmber 7. 2006. an indirect wholls orvncd subsidiarv of Duke Encrcv closed an  acrccmcnt to creak a ioint vcntiire of Crcsccnt {the C i a c e n t  JV) with Morcan Stanley Real 
Estate Fund V I1 S , 1 P (h4SREJ) and other allilialed funds controlled by Adorgan Stanley (collectively the "AIS Members") I.lndcr the agreement, the Duke Energy subsidiary 
contributed all of the membership interests in Crescent to n newly-formed p i n t  venture, which was ascribed an  enterprise value of approximately $? I billion as  of December 51, 

201)5 In conjunction with the formation of the Crcsccnt I\:, thcjoinl ventuie. Ciesccnt iintl Crescent's subsirliiirics cntcrcd into a credit agrcement with third party lenders under 
which Crescent borroived opproximntely $1 11 billion, net of transaction costs. o1 \vhich opprosimnteiy 61 I9 billion !viis immediately distributed to D k s  Energy Immedintely 
lbllowing the debt transaction, the LlS Memburs collectively acquired if 4??0 membership interest in the Crescent n' from Duke E.nergy for a purchase price of approximately 
5415 million A 24$ interest in the Crescent IV was also issued by the joint venture to the Presiilcnt and Chief Executive Olficer of Crescent which is subject to forfeiture if the 
csecutive voluntarily Ica\'es the eiiiploymciit of tlic Crescent I\' wilhin three year period Additionally. this 2 9 0  intcrest can he put back to thc Crescent JV after three years or 
possibly earlier upon the occurrence VI cerlain evenis a t  an amount equal to 29b oitl ie lair value VI the Crescent JV's equity as of the put date Therelbre, the Crescent JV will 
accrue the obligation relut~tl  to the 1iuI iis a liability owr  Ute three year forfeiture period Accordingly, Duke Energy has an etiective 509.b ownership in Uie equity 01 Crescent J V  
for financial reporting purposes In conjunction with this transaction, Duke Energy recognized a pie-tax gain on tlte sale of approximately $?XI million which has k e n  classified 
as a component of Gains (L  wises) on Sales ol Other Assets and  Other. net in the occompunying Consolidatcli Ststement of Operations lor the year ended Decembcr 31, 2OM As a 
result of the Crescent transaction. Duke Energy no longer cnntrnls the Crescent I\' and on  Scptemlxr 7. ? O M  deconsolidated iLs investment in Crescent and subsequently U J I I I  
account fix its investment in the Crescent I\' utiliung the equity method o1 accounting Duke Energy's equity investment in the Crescenl JV  is approximately $1 80 million as of 
December 31, 3106 The proceeds irom the sale were recorded on the Consolidated StatcinenLs of Cash Flows as fnllows: approsiinately 51 I! billion in long-tcrm debt proceeds, 
net of issuance costs. were classilicd as Proceeds from the issuance nf long-tcrm debt within Financing Activities. and approsimatcly $350 million, which represents cash received 
from the LIS Members net o f  cash Iield hy Crescent ;is 01 the triinsactiim diile. weru classified iis Net proceeds liom the rilles of and distributions from equity investmcnls and 
other assets. and sales v i  and collections on noles receivable witliin Investing Activities 
Notum1 Gas Trimsmission's sule 01 certiiin Stnne Mountain naturiil gzzs gatliering system a:isets resultcil in prvcceds of $18 million (which is reflected in Net proceeds from tlie 

sales of equity investments and other assets. and sales of and collections on notes rcceiveblc within Cash Flows from lnvesttng Aclivities in tlie Consolidated Statements ofCash  
Flows). and pre-tax gain o i  S5 million which \viis recorded in Gains ( r o s e s )  on Sales ol Oilier Assets and Other, net in the accompanying Consolidated Statements of Operations 
In addition, Natural Gas Transmission's sale 01 stock. received as  considcration for the settlement (01 a customers' transportation contract, resulted in procccds of aplirosimately 
$29 million (which is reflected in  Other, assets within Cash Flows from Operating Activities in the Consnlidated Statements oiCash Flows) and a pre-tax gain of 629 million, of 

which 

* 
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approximately %2S millioii was recorded in Gains (1 osses) on Sales nf Other ~\ssets and Oilier. net ;and approximoiely 81 million \vas recorded in Other lncome and Expenses. net in 
the accompanying Consolidated Stntcmcnts ofC)]xrations (see Note 9) 

Commercial Power's siile of emissinn iilloivances. which resulted in procced!j of S I  36 million iind pre- tm Io:ises on sales of approsimntely $29 million (see Note IO), which was 
recorded in Gains (1. osses) on Sales of Other Assets :ind Other. net. in the Cnnsolidnt?d St;itemcnls of Operations 111s was ]partially offset by the sii le of the Pine Mountain 
synthetic fuel facility. which resulted in proceeds of npprosimatelv $6 million ;tnd a pre-tax gain oi  ;ipprosimaiely E6 million. which ivas recorded in Gains (L osses) on Sales of 
Other Assets and Other, net. in tlic Consolidated Statements of Operotions 
As a result o i a  settlement ol a property insurance cliiim Natural Giis Tr;insmissinn received prncccrls nfapprosimstelp $30 million and recognized a pre-tax gain o i  
approximately $10 million, \\fhich was recorded in Gams (Losses) on Sales of Other Assets and Other net. in the Consolidaied Statements of O p e d o n s  

* 

For the period from January I, 2006 io September 7. XXJG, Crescent commerciiil and multi-family real estate sales resulted in $254 million 01 proceeds and QVI million of net pie-tax 
gains recorded in Gains on Sales of InvcstmcnLs in Commercial and h,lulti-Fainily Rod Estatc on tliu Coiisolidiited Stdtcnicnts nl C)peratirrns Sales primarily consisted of t\vo oflice huildings at 
Potomnc Yard in Washington, D C lor n pre-tiis guin of$S 1 million and liind iit L like Keowee in northwestern Snutli Cnrolins lor ii pie-tax p i n  d $ 5 ?  million. ns well as sc\,eroI oilier large 

For thcyenr ended December 31. 2005. the sale ot oilier assets. hustnes. nd equity investments resulted in ;ipprosimntcly EL 3 billion iii proceeds. pre-tax gains of E534 million 
recorded in Gains (Losses) on Soles of Other A s s c L ~  iind Other, ncL on the nccompnnging Consolidaicd Statements dOpcr t i t t~>ns  find pre-tax p i n s  oi $1,325 million recorded in Gains ( L  nsses) 
on Sales and Impairments of E,quily klethml Investments on the eccomp;in)mg ConsolidateJ St;iiemcnis oTC)perimnns 1 hese sales exclude asscts that were licld for sii le and rekcled in 
discontinued operations. both of which are discussed in Note 13 and cnmmercial and multi-liimily r e d  estate sales by Crescent wliich arc discussed separately bcloiv Significant sales of other 
assets and equity investments during 2005 are deiailcil as lollows: 

In February 2005, DEFS sold its wholly owned suhsidinry Texas Eastem Products Pipeline Compmy. LLC (TIPI'CO GP), which is the general partner of TEPPCO Parlners, LP 
(TEl'PCO L.P). for ;ipproxim;itely SI 1 billion ;and Duke Energy sold its limited partner inierest in 'IEI'PCO L.1' liir ;ipprosimntely $100 million, in each case to  Enterprise GP 
Holdings L.P (EPCO). an unreli i td third port)' These transactions resulted in prc-tiis giiins of $1 3 billion. which were rccordcd in Gains (Losses) on Sales and Impairments of 
Equity Method Investments in the Consolidated Statements of Operations h h o r i t y  Interest Espense of X3-3 million \\'as rccordcd in the ;iccompanying Consolidated Statements 
of Operations to rellect ConocoPhillips' proportional e in the pre-tax gain on sale nl IEPPCO GP .4dtlitionally. in July 2lilJ5, Duke Energy completed the agreement with 
ConocoPhillips, Duke Ener_ry's co-equity owner in D to reduce D i k e  Energy's ownership interest in DEFS liorn 69 7% to 509b (the DEFS disposition triinsiiction), which 
results in Duke E,nctgy and ConocoPhillips becoming equal jlF% owners in 13EFS Duke Energy has received. directly iinrl indirectly through its ownership interest in DEI;& a 

total ofapprosimately SI 1 billion from ConncoPhillips snd DEFS, consisting of ;ipprosimately SI 0 billion in cash a n d  approximately $0 I billion of assets The DEFS 
disposition transaction resulted in a pie-tax gain 01 approsimolcly $575 million. iv l i tc l i  was recorded in Gains (Losses) on  Sales o iOther  Asseis and Other. net, in the 
accompanying Consolidated Stntcmcnts 01 Operations The DE.FS Jisposition trimsaction includes tlir: trunsfcr to Duke Eiicrgy dDE.FS' Canadian ntiturnl gas gathering and 
processing fncilities Additionally, the DEFS disposition triinsiictioii included the iicquisition of ConocoPhillipd interest i n  the Empress System Subsequent to the closing oi the 
DIFS disposition Lranwction. ellkcu\,e on July I ,  2005, DEFS is no longer consolidated into Duke Enerfiy's consoliilatcd linancial statements and IS accounted for hy Duke 
Energy as  an equity method investment See Note 6 lo r  tlic impacts of th is traiisaction on certain ciisli llirw Iierlgcs The Canadian natural 81s gathering and processing facilities 
and the Empress System are included i n  the Naturiil Gns Transmission segment 
In December 2005, the Duke Energy income Funcl (Income Fund!, a Canailian incnme tmst fund. \viis created in acquire :ill or the common s h m s  ofDukc Energy hdidstream 
Services Canada Corporation (Duke Midstream) i r m  a subsidiary 01 Duke Energy The Income Fund soli1 an approsimate 4096 ownership interest in Duke Midstream for 
npproximntcly X I  10 million. which wis includcil in Proceeds from D i k e  lincrgy lncnme Fund within Cash Flo\\'s from Financing activities on the Consolidated Statements of 
Cash Flows In January 2006, a subsequent greenshoe sale ol additional nwnership interests. pursuant to ;in overallotment option. in the Income Fund were sold for approximately 
$10 million Duke Energy retains an ownership i n t e r w  in i l i e  Income liuntl ofnpprosimately 5846 and  \viII continue to operate snd  manage this business Duke Energy continues 
to consolidate the results of this business 

* 

* 
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* In Dcceinber 2fl05, Commerciiil Power recorded a $75 million charge related to thc terminnticin of structured power contriicts in the Southeast. \vhtch \vas recorded in Gains 
0 osses) on Sales of Other Assets and Other, net on the accompanying Consolidated Statements of Operations 

For the year ended December ; I ,  2005. Cresccnt's commercial and  multi-family rciil cstiitc siilcs resulted in $.37? million of proceeds iind SI91 million o i  nct pie-tax gains recorded in 
Gains on Sales of Investments in Commercial and Llulti-Family Real Estate on the Conso1id;itecl Statements of Operations Sales included a large land sale In 1.anciister County. South Carolina 
that resulted in M2 million of pre-tas gains. and several other "legacy" land sales Additionally, Crescent had $4.5 million in pre-tas income related to a distribution irom an interest in a 
portfolio of commercial onice huilrlings ~ h i c l i  was recognized in Otlicr Incnmc a i d  Expenses. net, i n  the accompanying (:ansolidatcd Statements oiOpei-ations (sec Note 34) 

are discussed in Note 13, and sales by Crescent which are discussed separately below) resulted in approsiinately S715 million in cadi proceeds plus a $48 million note receivable Irom the 
buyers, and net pre-tas losses ofX-116 million recorded in Gains Kosses) on  S a l e  01 (Mier Assets and  Other. nci and pre-tils lossrs of M million recorded in (Losses) Gains on  Siiles and 
Impairments of Equity Method Investments on the Consolidated Statements of Operations (Losses) G u n s  nn Sales and Impoirments of Equity hlethrid In\,cstmcnts included a $25 million 
impairment charge, which IS discussed in Note 1 2  Signficant sales ofo ther  assets in 2110-1 are detailed as follows 

Natural Gas Tmnsmissionk asset sales totaled $25 million in net proceeds 'Thosc sales resulted in to ta l  prc-tax gains 01 apprmimatcly $33 million. of ivliicli $1 7 million was  

recorded in Gains (Lossesj on Sales of Other Assets and Other, net and $16 million was recorded in Gains (Losses) o n  Siiles and Impairments of Equity hkthod Investments in the 
Consolidated Statements of Operations Significant sales included the sale of storage gas rel;ilcd to  the C;inadian distribution nperatinns. thc sale of Natural Gas Transmission's 
intcrcst in the Millennium Pipeline, and the sale of land 
Field Services asset soles totaled %I 5 million in net proceeds Those sales resuItcd in giiiiis of $2 million \vhich were rccordcrl in Gains (L osses) on Soles of Oilier Assets and 
Other, net in the Consolidated Statements of OIErations These sales consisted of multiple small sales 
Commercial Power's asset sales totitled approsimntely $264 million in net proceeds and a WS millinn note receivable I k ~ s e  sales r e s u l t d  in prc-tiis losscs of $360 million which 
were recorrlcd in Gains (I .iisses) on Salcs ot Otlicr Assets and Other, net in the Consolirlateil Statcnients ol  Operations Signilicant sales included. 
Commercial Power's eight natural gas-fired merchant power plants in the Southcastem United Stales Hot Spring (Arkansir) ,  Ivlurray and  Sandersville (Georgia), k h n h a l l  
Wentucky), Hinds, Soulhaven, Enterprise anrl New Albany (Ivlississippi); and certain other power and gas contracts (collectively. the Southeast Plants) Duke Energy decided to 

sell the Southeast Plants in 2003. and recorded an impairment charge of $1 3 billion in ?lJIJ3 since the :issets' ctuiping values esceecled their estimated f a i r  \'slues rhe  sale of those 
assets to KGcn Partners LLC (KGenj obtained all required rcguliitory approvals and conscnts iind closed on August 5 .  ?(ill4 This transxtion resulted in a prc-tax loss of 
:ipprosimately %?6U million recorded in G a m  (L,osses) on S:ilcs of Other Asse~s and Other, net in the 2OfY Consolidated Statement ofOperntions Nearly all of the loss was 

recognized in the first quarter of 2004 to reduce the assets' carrying values to their estimated iair \~iIues.  and iipproxunately SA million 01 the 10s was recngnized m the third 
quarter of 2004 upon closing The fair value oftlie plmts used for recording tlic loss in the iirsl quarter was hiised on the sales price nf approxiniately $475 million, as announced 
on May 4, 200-1 The actual sales price consisted of%-120 million of cash and a S IS million note receivable irom KGen, which  h e m  \winble interest a t  the I.ondon Interbank 
Offered Rate (L IBOR) plus 13 G3?6 per ;innurn, compounded quarterly .She notc is secured by a fourth lien on (i) substsntiaily all of Kicn 's  iisseLs anrl (ii) strxk of KGen 1.1.C 

(KGen's owner). each subject to certain permitted liens and a first lien o n  cash in certain KGen iiccounts The note \viis repaid in  full during 2004 

For the year ended December 31, 200-1. the sale 01 other assets and businesses (which excludes iissets held for sale :is of December 31. 2110-1 iind discontinued oper~itions, both of which 

* 

* 

* 

Duke Energy retained certain guarantees related to the sold assets In conjunction with the sale Duke Energy arranged ii Ietier 0 1  credit with a foce amount oiS17iJ million in favor 
of Georgia Power Company, to secure obligations of a KGen subsidiay under a seven-year p x w r  snles agreement. commencing in Miiy 2005. under which KGen wil l  provide 
power from one ofthc plants to Georgia Power Duke Energy is the ultimate ohligor to the letter of credit pro\ider. hut KGen has an  obligation to reimburse Duke Energy for any 
payments made by it under the letter of credit. as ivell as espcnses incurred by Duke Energy in connectinn wi th  the letter of credit In 1:ebniaq 2001, this giinrantee \vas cancelled 
(sec Note I S) Duke Energy ivill continue to provide services 
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under a long-term operating agreement far one of the plants As a result of Duke Energ)?s significant continuing involvement in the operations 01 the plants. this transaction did not 
qualify for discontinued operations presentation, as prcscribed by SFAS No I44 However, this continuing involvement did not prohibit sale accounting under SFAS N o  66. 
"Accounting for Soles olRenl  Estate 

* During 2004. a 25% undivitled interest in Commerci;il Power's Vermillion facility was sold for proceeds oiapproximatel 
therefore, an $ 1  8 million loss on sale w a s  reccnrdcd during 2M>3 
Internntionnl Energy completed the sale of its 30% equity interest in Compaiiia de Nitrbgeno de Cantarell, S A de C V (Cantarell) a nitrogen productioii and delivery facility in 
the Bay of Campeche, Gulf of Mexico on September 8, 2004 n1e sale resulted in $60 million in net proceeds and an approximate %2 million pre-tax gain recorded lo Gains 
Cosses) on Sales and Impairments of Equity Method lnvestmenls on the Consolidated Statements of Operations A %I 3 million non-cash chxge  to Operation. Maintenance and 
Other cx1ienses on the Consolidated Stntements of Operations, related to a note receivable from Cnntorell, w a s  recorded in the first qutirter oi XiiU 
Additional asset and business sales in 2004 totaled $222  million in net proceeds Tliose sales resulted in net pre-tax losses of $74 million. ofwhich 975 million was recorded in 

Gains (Losses) on Sales of Other Assets. net and a SI million gain  vas recorded in Gains K.osses) on Sales and Impairments of Equity Method Investments in the Consoliclnictl 

contracts and, as pari o l  the sale, DETM paid a third party net cash payments of $99 million related to the ~ n l e  or these assets which are includcd in Cash Flows from Operating 
Activities This resulted in a net loss of a 5  million recorded in Gains (Losses) on Sales of Other Assets and Ocher, net in the XI04 Consolidatcd Sintement of Operations Other 
significant salcs included Duke Energy Royal LL.C's interest in s i s  energy service agrcemcnts and DukeSolutiow I-Iuntingtori Beticti, LLC 

million h i s  sale wxs anticip;itcd in 2i i ix  and. 

* 

* 

. .  . .  Statements of Operations. These sales orimarilv relatcd to some contracts at Duke Enerw Trnd - and t ~ b -  > . .  . 

For thcyear ended December 31, 2004, Crescent's commercial and multi-family real estate sales resulted in $606 million of proceeds. and SI32 million o ine t  gains recorded in Gains on 
Siiles of Investments in Commercial and blulti-Family Reid Estate on the Consolidated Statements ol Operations Signiliconl sales included commercinl project sales. resulting ~irirnarily from 
the sale of a commercial project in the Washington, D C area in March; real estate sales due primarily to the sale of the Alexandria and Arlington I:intl trcicts in the \YashinSton. D C area; and 
several large land tract sales 

3. Business Scgiiicnts 

the various operations of Duke Energy with how the chief operating decision maker views the business Duke Energy operates the following business units. 1J S Franchised Electric and Gas, 
Natural Gas Transmission, Field Services. Commercial Power, Intcrnalional Energy nnd Crescent Prior lo Duke Energy's siilc of tin c l f e c t i \ ~  5096 mvncrship interest in Crescent in September 
2006 (see below), this scqpent  represented Duke Energy's IOiWo ownership of Crescent Resources, L.LC Duke Energy's chief operatlng decision maker regu1;irly reviews financial inform;ition 
about each of these business units in deciding how to allocate resources and evaluate performance AI1 of the Duke Energy business units are considered repxiable segments unclcr SFAS 
No I31 Prior to Ore September 2005 announcement of the exiting of :lie majority ol former DENA's businesses (see below), iormcr DENA's operations were consiclcred a separate repr tablc  
segment The term DE.NA, as used throughout the Notes to Consolidated Financial Statements, ref'ers to the lbrmer merchant generation operations in the Western and Eastem U S , as well as 

operations in Ole Midwest and Southext Under Duke Energy's new s q m e n t  structure, the merchant generation operations oi the Midwest and Southeast are Ipresented in continuing operations 
as a component of Ihc Commercial Power segment for all periods presented and the Western and Eastern operations are presented as a component of discontinued operations within Other ior 
011 periods presented. Prior to the change in  business segments, iormer DENA's continuing operations, which primarily include the nicrchiint geiieration operations in the hlidwest and 
Southeast, were included in Other in 2005 and as 3 component ofthe DENA segment in all  prior periods, and discontinued operations were included in the former DENA segment for all 
periods There is no aggregation within Duke Energy's defined business segments 

southern Indiana, and northern Kentucky U S Franchised Electric and Gas also transports and sells natural gas in southwestern Ohio and northern Kentucky It conducts operations primarily 
through Duke Energy Carolinas, Duke 

In conjunction with Duke Energy's merger with Cmergy, eKective with l h e  second quarter 01 2006, Duke Energy adopted new business segments that msnagement believes properly align 

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

1 I5 
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Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky These electric and &is opra t ions  are subject lo the rules and regulations of the FERC, the NCUC. the Public Service 
Commission of South Crirolina (PSCSC), the Public Utiltties Commission of Ohio (PUCO), the IURC and the Kentucky Public Service Commission (KPSCj  

Cinergy, n Delawnrc corporiition organizcd in 1993, owns a11 outstanding common stock of its public utility companies. Duke Energy Ohio and Du 
businesses including (a) cogeneration ,and energy eficiency investmenls and (1)) natural gas and power marketing and  trading operations, conducted primarily through CM 1,  which was sold to 

Fortis in October 2006 (see Note 13) 
Duke Energy Ohio. on Ohio corpnration orgnnizcd in 1837, is a combination electric and gas public utility company that  provides scwicc in Uic soutliwcstcrii portion ol Ohio and, through 

its wholly-owned subsidiary Duke Energy Kentucky, in nearby areas o ixentucky Its principal lines oi business include generation, transmission, and distribution oi electricity, tile sale of and/ 
or (ransporlation o i  natural gas, and power marketing and trading The regulated operations of Duke Energy Ohio are included in Uie U S Franchised Electric and Gas segment, whereas the 
unregulated portion ol the business is included in the Commercial Power segmcnt 

Duke Enorgy Indiana. an Indiana corporiition organized in 1942, i s  a vertically integrated iind regulated electric utility tliiit provides service in  cenki i l  and southem indiiina Its primiiry 
line of business is generation, transmission, and distribution of electricity 

provides natural gas  sales and distribution scrvicc t o  rdail  customers in Ontario, natural gas processing services to customers in Wcstcrn Canada and other energy rclatcd s w i c c s  Natural G,zr 
Transmission does business primarily through Duke Energy Gas Ir:lnsmission, LLC Duke Energy Gas Transmission, L.Lc's natural gas (ransmission and storage operations in the U S are 
primarily subject to the FERC's and the U S Department 01 Iransportation's rules and regulations, while natural gas galhering, processing, transmission, distribution and storage operations in 
Canada are primarily sul?jcct to the rulcs and regulations of the National Energy Board (NEB) and the Oritiirio Energy Board (OEB) Natural Gas Traiismissiori also includcs the results of 
operations ol the ivlclvfiihon iacilily and the Canadian gathering and  procasing Iacilities transferred lo Natural Gas Transmission from DE.NA and Field Services, respectively, during 1005 

NGLs It conducts operations primarily through DEFS. which is owned 50 percent by ConocoPhillips and 50 percent by Duke Energy Field Services gathers riiw natural gas through gathering 
systsms located in seven major natural gas producing regions- I'ermian, Mid-Continent, East Texas-North Louisiana, South, Central, Rocky blountain and  Gull Coast 

In February 2005, DEFS sold its wholly owned subsidiary TEPPCO GP, which is the general partner ol  TLPPCO L.P, and Duke E,nergy sold ib limited partner interest in TEPPCO I.P, in 
ad1 case lo  EPCO, an unrelated Lhird party A s  a result of the DEFS disposition (ransaction discussed in Note 2, Duke Energy deconsolidated its investment in DEFS en'ective July I ,  2005 and 
subsequently has accounted for it as an investment utilizing the equity method of accounting In connection \villi tlic DEFS disposition transaction. DEFS trmsierred iLs Canaditin natural gas 
gathering and processing fncilities to L7uke Energy's Nnturvl Gas Transmission s c g m ~ n t  

See  Note 15 for the impacL7 on Duke Energy's business segments of the spin-ofrof Duke Energy's natural gas transmission businesses to Spectra Energy efiective ianuary 2, 2007 

Commercial Power owns, operates and mnnages non-regulated mcrchant power plants and engages in h e  wholesale marketing and procurcmcnt 01 electric po~vw, fuel and emission 
allo\vaiices rclatcd to tlicse planb as weJI as other coiitractual positions Commercial Power also dcvclops and implcmcnts custoinized e n c s y  solutions Coninicrcial Power's generation asset 
fleet consists of Duke Energy Ohio's non-regulated gene~i t ion  in Ohio and the five Midwestern gas-fired mcrchant generation assets that were a portion oi Cormcr DENA Commercial Power's 
~ s e b  comprise approximately 8,100 megawilts @JIM') of power generation primarily located in the blidwestern United States The asset porlfolio has a diversified fuel mix with base-load and 
mid-merit coal-fired units as wel l  as combined cycle and peaking natural gas-fired units Most of the generation asset output in Oliio hiis been contracted through the Rate Stabilization Plan 
( R W  

operations primarily through Duke Energy Inlernational. LLC (DEI) and t l s  activities target power generation in L . a h  America Additionally, International Energy owns equity investments in 
National Mcthanol Company (NIVIC), located in Saudi Arabia, which is a leading regional producer ofmcthanol and methyl tertiary butyl ether (IvITBE), Compania de Scrvicios de 
Compression d e  Campeche. S A (Campeche), locnted in the Cantarell oil field in IheBay ol Campeche, Mexico, which compresses ant1 de1iyclr;itcs natural gas ;md e x t r x b  NFL.s. and Attiki 
Gas Supply S A  (Attikix located in Athens, Greece, wliicli is n natural gas distributor 

ncrgy Indiana. as we l l  as other 

. .  
~ 2nd *n ~~IA&L.U . .  h. -A .. . 

Field Services gathers, compresses, processes, transporis, trades and markets, and stores natural gas; and fractionates, transpori~.  gathers, treats, processes. vades and markeis, and stores 

lnternalional h e r b y  operates and manages ~potver generation facilities, and engages in sales and marketing ofelecuic power and  natural gas outside the U S  and Canada It conducts 
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Crescent develops and manages high-quality commercial, residential and rnultl-lamily real estate projects primarily in the Southeastern antl Southwestern United Stntes Some o i  Uiese 
projects are developed and m;inaged through joint ventures Crescent also mailages "legacy" land holdings in N o d i  and South Carolina On September 1, 1006, Duke E,ncrgy deconsolidated 
Crescent due to a reduction in ownership and i ts  inability to excrcisc control ovor Crescent (see Note 1) Crcscent hiis been accountcd for iis on equity method investment since the date o i  
deconsolidation 

The remainder oi Duke E.nergy's operations is presented as "Other" While it is not considered a business segment, Other primarily i n c l u d s  the following 
* nie remaining portion of  Duke Energy's business formerly known a s  DENA, including its I0046 owned afliliales Duke Energy hsarkeling America, L.LC antl Duka Energy blnrketing 

Canada Corp Duke Energy also participates in DETM DEI Ll is 40% owned by EsxonIwlobil Corporation and 609: owned by Duke Energy During the third quarter 01 200.5, Duke 
Energy's Board 01 Directors authorized ;and directed management to e%ecute the sale o r  disposition 01 substantially all o i  former DENA's remaining asses  and contracts outside the 
blidrvcstcm United States and certain cnntractual position:; relntcd to die lvlidwestern assets The exit Iplon wiis completed in the second quarter 01 20116 (see Note 13)  In addition, 
manogemenl iv i l l  continue to wind down the limited remaining nperations of DETlvl As a result of this exi t  plan, the results of operations for most ofhirmer DENA's businesses 
which Duke Energy has exited have been rellected as discontinued operations in the accompanying Consolidated Statcmcnts o l  Operations for all years presented Continuing 
operations rclatcd to the former DENA operations within Other consist primanlv oi DETM which manacemcnt cont inua  to wind down. 

Other also includes certain unallocated corporate costs, certain discontinued hedges, DukeNet Comrnunic:itions, L.1.C (DukeNet), Bison Insurance Company L h i t e d  (Bison), Duke 
E n e r g ' s  wholly owned, captive insurance subs id iq ,  Cincrgyrs equity financing business and Duke Energy's 504'0 interest in DukeiFluor Daniel (DiFD) DukeNet dwelops,  owns and 
operates a fiber optic comniunications netwoik, primarily in the Carolinas, serving wirclcss. local and long-distance communications companies, internct sewice providers and  other 
businesses and orgnnimtions During 2005, Duke E.ncrgy determined thiit it would exi t  the refined products business at Duke Energy Merchants, L 1.C (DEh'l) in nn orderly manner, 
and continues lo unwind its iporU'olio oi contracts As of December 31, 2006, DEAd had completed the esit of iLr business, and all of the results of operations have been classified as 
discontinued operations in  the accompanying Consolidated Statemcnts of Operations for al l  periods presentd  Bison's principal activities. as a captive insurance entity, include the 
inrurance and reinsurance of various busincss risks and losscs. such tis workers compensation, property, business interruption and general liability oisubsidiaries and affiliates of 
Duke Energy Bison also participates in reinsurance activities ivilh certain third parties, on n limited basis Cinergy has a business which mvests in start up businesses utilizing new 
energy technologies as well as  technologies utilizing energy infrasuucture such as broadband over power line services D F D  is a 50/50 partnership betwren subsidiaries oi Duke 
Energy and Fluor Corporation (Fluor) During 3W3. Duke Energy and Fluor announced that they would dissolve D E D  and adopted a plan for an orderly wind-down oithe D/FD 
busincss The wind-down has been substantially completed as  01 Dccember 3 I ,  ?OOG Previously, DfiD provided comprehensive enginccring procurement, construction. 
conimissioning and operatmg plant sennces for fossil-fueled electric power generating facilities worldwide 
During 2003. Duke her&? decided to exit the merchant finance busincss conducted by Duke Capital Partners. L L C  G C P )  DCP had been previously included in Other As of 
December 31, ?OO5, Dukc Energy had csitcd the mcrcliiint finance business, and all of the rLsuIts oi operations for D C P  have been classified as discontinued operations in the 

accompanying Consolidated Statements a i  Operations 
During the first quarter ol 200.5. Duke Energy discontinued hedge accounting for certain contracts related to Field Services' comniodily price risk and changes in the fair value of 
these contracts subsequent to hedge discontinuance have k e n  classified in Other See  Note 8 for further discussion 

* 

* 

Duke Energy's reportable segments olfer different products and services oild are managed separately tis business units Accounting policies lo r  Duke Energy's segments are the same as 
tirose described in Note I Mnnogcment ewiluates segment performance biised on earnings beiore interest and Lases from continuing operations, d k r  deducting minority interest espense 
related to those profits (EBIT) 

is net o i  the minority interest expense related to those profits Cash. cash equivalents and short-term investmcnlr arc managed centrally by Duke Energy, s o  the associated rcalizcd and 
unrealized gains and losses from loreign currency (mnsiictions and interest and dividend income on those balances Eire excluded from the segments' ED11 

On a segmenl basis. EBIT excludes discontinucd operauona. rep icxnts  a l l  profia irom conlinuing operations (both operating and non-operaung) belore deducting interest and lases. and 
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Transactions between reportable segments are accounted for on the Same b;isis as revcnues and expenses in the accompanying Consolidated Financial Statemcnts 

Ihrincrs Segnieiii D:ibd") 

Segiiirnt PBlTl 
Consolitlnled 

E;irnings 
Ciipilnl iiiid fiuni Contii~uing Dcprecislion 

Unamiiiltrd Intcrscgnici~l 1ot:iI 0pet:itions briore :1nd Investnieot Scgmnit 

Rcvcllues Incon ie  Tases ~\mortir:ilion Espendltures r\sscts(b) Re\'ciiues Revellues 
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Nates To Consolid iitetl 1;lniincinl St;~teiiients-(C'ontnued) 

Segment results csclude results of entities clo.~11icd as discontinued operatiow 
lncludos asscts l icld for sole 
Capital expenditures for residentiol real estate are included in operating cash flows and were %32? million for the period from January 1 ,  2006 through the date ofdeconsolidation 

(September 7, 2006). S355 million in 2 0 0  and $322 million in 2004 
Other includes foreign currency traii~action gains and losrcs, and additional minority intcrest cxpensc not allocated lo thc scgmcnt rcsulls 
Amounts associated with former DENA operations ;ire included in Other for a11 periods presented, escepl for tlic hfidwestern generation and Southeast operations, ivliich are reflected in 
Commercial Power 
In July 2005. Duke Energy completed the agreement with ConocoPhiliips to reduce Duke E,nergy's ownership interest in DEI3 from 69 796 to 50% Field Services segment data includes 
DEFS as a consolidoted entity for periods prior to July I, 2005 ond as an equity method investment for periods nrtcr June 30, 2005 
In September 3006, Duke Enerw completed a joint venture transaction o f C r s c e n t  (see Note 2) As a result, Crescent segment dat:~ includes Crescent as a consolidated entity for perids 
prior to September 7. ?OW and ns an equity method investment for peiiods suhsecluenl io September 7. 2006 

Geogr.ipliic Drti 

L;itiil Otliri 
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DIKE ENERGY CORPORAIION 
Notes To Consolid atecl 1;inancial Stateeients(Continuec1) 

4" Re@atory Matters 
Rrgulatory Assets ;inti Lkibililies. Duke Energy's regulated operations are subject to SFAS No 71 Accordingly, Dukc E.nergy records assets and liabilities that result from h e  regulated 

ratemaking process that would not be recorded under GAAP fix non-regulatrd entitics (For further inlormation see Note I ) 

Dulte Energy's Rcguhtoiy Assefs iintl Liabilities: 

A s  niDecenibrr 31, 
_____xn ~ 

All regulatory iissets and liabilities are excluded from rate base u n l e s  othenvise noted 
Niitural Gas 7ransmission's amounts of XSJS million at December 3 I ,  2006 and $951 million nt December 31, 7005 are cspccted to be includetl in luture rate filings U S Friinchised 
Electric and  Gas's amnunts of 55 1.3 million at December 31, 2006 and SSJ million 81 December 31. XIU5 are included in rate base 
included in Other Regulatory Assets and Deierred Debits on the Consolidated Balance Sheets 
Included in rate bnsc 
Earns ii negative return 
In 2005, Duke Energy Carolinas reduced Uie previously recorded excess delerred tar liability by approsimetrly $1 50 million Additionally, in 2005, Duke Energy Carolinas received 
iip~xoval horn the NClJC to credit npproximatcly $1 00 million against fuel rates Tor North Carolina relnil customers Sirnilxly, the PSCSC granted approval to credit approximately MO 
million agoinst fuel rates Lor South Carolina retail customers These amounts were credited to customer rates during XI06 and 7005 The remaining reduction w i i s  achieved by crediting 
fuel rates for certain wholesale customers and writing nlf a portion o i  the balance againsl income 
included in Accounts Payable on the Consolidated Balance Sheets 
included in Other Deferred Credits and Other L inbilitics on the Consolidated Balance Sliects 
Included in Receivables on the (3onsolidated Bnlance Sheets 
Included in Other Current Li8bilities and Other Deferred Credits and Other L iabilities on the Consolidated Balance Sheets 
Incurred costs were deferred and are being recovered in rates U S Franchised Electric and Gas is currently over-recovered for these costs and is refunding the liability through retail 
rates Refund period will be determined by the volume ofs i i l cs  

Recoveryirefuiid is over the life o r t h e  ;issociated asset or liability 



(m) 

in) 

incurred costs were dcrerred antl :ire being rccovcred in rales U S Franchised Electric ;and Gas is currently o\w-recwcicd Sir these cnsts in the Snuth C:iiolin;i jurisdiction RdSunrl 

period is dependent o n  \wlume oi sales antl cost incurrence 
I inbility is cxtinguiahcd o\’cr thc livcs o i  tlic i i s s o c i a t d  assc~s 



PART I I  
DUKE ENERGY CORPORATION 

Notes To C'onsolidotetl Ihiincial St~iter~ients-(C~o~itinue~) 

io) 
(1)) RecmwyiRcTunrl period currently unknown 

i q j  
(r) 

To be recovered tlirougli future transmission r;ites Recovery period currently unknown 

Investment in RTO reclassified as regulatory asset from Other Deferred Credits during 7OU5 after terininiition of GridSouth Transco project 
Includes SS95 million related to adoption ol SFAS No I.CS (see Note 22) and $.>;ST> million re1;ited to iinpacls of purchase accounting as a result of the merger with Cinergy (see Note 2) 
Rcgulnruri~ dlcrg~~!',.l[qJrfii*n/s As discussed in Note 1 and Note 1. on April 3, 2006. the merger between Duke Energy and Cinergy was consummated to creclle a newly fOrmed company 

Dukc Energy I-lolrling Corp (subscclucntly renaincrl Duke Energy Corporation) As a condition to tlic merger approval, the PUCO, the KPSC. tlic PSCSC and ihc NCUC required that certain 
merger related s;tvings he shnied with consumdrs in Ohio. Kentuclq,, South Carolina. ;ind North Carolina, respectively The commissions also rctpircd Duke Energy I-lolding Corp , Cinergy, 
Duke Energy Ohio. Duke Energy I;entucky. rindlor D i k e  Energy Carolinas to meet additional conditions While the merger itself \viis not suhject to approvtil by the KJRC. the IURC approved 
certain affiliate ;agreements in connection with tlie merger subject to similar conditions I; 

l l i e  PLICO required that Duke E,nergy Ohio provide ( i j  a rate reduction of:ipproxim;itely $I 5 million for one year to f:icilitate economic development in a time of increasing rates and  
market prices (11) a rcduction of approximately $21 million to its g;is iind electric consumers in Oliio for one year, with both credits beginning January I ,  2005 In April 2006. the 

evirlcntiary hearing The OCC alleged that the PUCO improperly failed to (i) sei the matter Tor ;I lull evidentiary hearing; ( i i j  consider evidence regarding the transler of certain 
DEN.4 asseLs tn Duke Energy Ohio: and (iii) r i l l  the stay on discovery Duke Energy Ohio and the OCC settled Ulis matter and in lune ZWG, the Court granted the OCC's motion to 
dismiss A s  of Dcccinbcr 31. 7tJO6. Duke E,nergy Ohio has rctuined 514 million and $30 million. respectively. on each of these rate reductions 
Ilie KPSC required that Duke Energy Kentucky provide $S million in rate reductinns to i t s  customers over iive years, ending when new rates are established in the next rate cnse after 
Jmuary 1, 2(108 A s  01 December 3 1, ?itti6, Duke Energy Kentucky has returned $1 million to customers on this rate reduction 
The PSCSC required that Duke Energy Carolinas provide a NO million rate reduction lor one year and a three-year extension to the Bulk Power Marketing profit sharing 
arrangement Approxiinatcly $73 inillion O i  the ratc reduction has been pissed through to cus t~~iners  siiicc the d i n g  by the PSCSC 
Tlie NCUC required that Dulio Energy Carolinas provide (i) a rate reduction ol approximately $1 1 S million for its North Carolina customers through a credit rider In existing base 
raies for a one-year period following the close 01 the merger. and ( i i )  $12 million to support various low income, environmental, economic development and educationally benelicial 
programs. the cost o i  which was incurred in the second quarter of 2006 Approximately 554 million of the rate reduction has been passed through to customers since the ruling by Ihc 
NCUC 

In its order tipproving Duke Energy's merger with Cinergy. tlic NCUC stated thiit the merger will result in ii significant change in Duke Energy's org;iniztitian;il structure which 
eiinstitutcs a compelling factor th i t  warrants a general rate rwiew lherelbre. as a condition of 11s merger approval and no later thnn lune 1, 2007, Duke Energy Carolinas IS required 
to file a general rate case or clemonstriite that Lhke  Energy C;irolinas' existing raws and cliarges should not be changed This review will be consolidated with the proceeding that the 
NCUC is requircd to undertake iii connection \vith tlic North Carolina clean air legislation to review Duke Energy Carolinas' environmental conipliance costs llie NCUC specifically 
nnted that i t  has made no determination that the rates currently being charged by Duke Energy Carolinas are, in Iact, unjust or unreasonable 
The IURC required that Duke Energy 1ndi:in;i provide a rate reduction ol 541) million to its customers over a one  year period and $5 million over ii live year period ior low-income 
energy assistance ;ind clean coal tcchnolog  In ApnI 2006, C t t i ~ n s  Action Cnelitian of Indinnii, Inc , on  intewenor in the merger proceeding, filed n Verified Petition for Rehearing 
and Reconsirleratton claiming that Duke Energy Indiana should be ordered to provide ;m additional $5 million in rate reduction to customers to be  consi~tent with the terms of the 
NCUC's order tipproving the merger In Ivhy 21si)6, tlie IURC denied the petition ior rehearing and reconsideration As of December 3 I .  ?0IJG. Duke E,nergy Indiana has returned 
approximately $27 million ti) customers on this rate reduction 
llie FERC approved tlie merger without conditions In Jnnuot). 2iiO6, Public Citizen's Energy Program, Citizens Action Coalition of Indiana, h c  . Ohio Partners lor MTordable 
E n e r g  ;and Soulhmn Allmnce for C l e m  E n e r g  requested rehearing oftlie FERC approval In February ? O M ,  the FERC i s u e d  an  order granting rehearing of FERC's order for 
lurtlicr conridcration O n  February 5,  20U7. iiiter iuiiher considcr;ition, the F E R C  issucd an order dismissing the request for a rehearing 

lements of these conditions include 

the PIJCO's ~ v a l  for n full - .  , , (., ., (o,'p, . ,  ,, 1 ,I" 

. 
- 
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DUKE D J E R  0 Y CORPC)Ri\TION 
Notes To C'onsolid iitecl Financial Stiiteriicnts-(C'oritinue~l) 

Spent Nuclciir Iiirei 7Jnder provisions 01 the Niiclcar \Vasle Policy Act 01 1987. Duke Energy conlrecled with Uie DOE for the disposal of spent nuclear fuel The DOE Iailed l o  begin 
accepting spent nuclear luel o n  Jnnuary 31. 1998. the diite spec 

U S Court of Fcrleriil Claims ngainst the Doli rcliiied tc the D( 
Energy's costs incurred as a result of the DOIi's pa r t id  miiierial 
the result orongoing settlement negotiations between Duke Energy and the DOE Duke E,nergy will continue to safely manage iL5 spent nuclear l i t e l  until the DOE accepts it Payments made to 

tlic DOE lor cspcctcd Iuturc disposal ~ S L S  arc based n n  nuclear coutput and arc included in tlic Consnlidntcd Statomcnts of Operations as Fuel 7Jscd in Electric Generation and Purchilsctl 
Power Duke Energy espects resolution o i ih i s  matter in ilie lirst quater 01 2007 

approves rates and miirkei prices fiir retail electric snd fils S B ~ S  within Ohin rile FERC approves rates lor electric sales to wholesale customers senfled under cost-based riitcs 
NC Clcoii ..lir..4cf Coniplrnrze In 2002. tlie state of North Carolina passed clean inr legislation that Gcezes clectric utility rates from June 20 ,  2002 to December 31, ?(Ill7 (rate freeze 

periodj, subject to certain conditions. in order lor North (3arnlina electric utilities, including Duke Energy Cxolinas,  l o  significantly reduce emissions ol suliur dioxide (SO?) and nitrogen 
osides (NOS) from coal-fired p a v e r  plants in the state 'Ilie legislation a1lo11,s electnc utilities. including Duke Energy Carolinas, lo accelerale the recovery of compliance costs by amortizing 

limits, ;although i l ie 1egisl;ition does require that :I minimum nl 7096 d t h e  nrigin;llly estimnkd total cos1 o f $ l  5 billion he amortized within the rate freeze p e r i d  (2002 tn 2007) Duke Energy 
C;iroIin;is' amortization expense related to this clean inr legislalion totals opproxim;itely $86.; million from inception, wid> ;ipproximately $225 million, $31 I million ;and $21 1 million recorded 
during thr: years ended 2006, 2005 iind ZOt1-i. re:ipectively A 1  of December 3 I. ?006, cumulntive eslienditurw totaled nplvosimately $ 8 1 8  million, with $403 million, $310 million, and $106 
million incurred during the years cndcd Pccembcr 31. 2006, 211115 ;and 2ID-i. respcctivcly. and arc inclurleil within capital cspcnditurcs in Net Cash Used In Investing Activities on the 
Consolid;iIed Statements oiCash Flows In filings wi th  the NCU(:, Duke Energy Carolinas has estimated the costs to comply with the legislation as approsimntely $1 7 billion Actual costs 
may be higher than the estimate based on changes in construction cnsts and Duke E.ncr@' Carolinas' continuing analysis of its overall environmentel compliance plan Any change in 
compliance costs will be  includcd in future lilings with the NCUC Additionally. federal, state and enviriinmental regulations, including, among other lhings, the Clean Air Interstate Rule 
(CAlRj, and the Clean Air blercury Rule (Ct\klR) could resull in additioniil cosis 10 reduce emtss ion~ lrom our conl.1irc.d power plants 

'olicy t \ c t  and in Duke Energy's contract wi th  the DOE In 199s. Duke E.nergy filed a claim with Ills 
crciai spent nuclear fuel by the required diite Dnmnges chimed in thc In\vsuit are based upon Duke 

including tlie cost ofsecurins additional spent fuel storage capacity The matter has been stayed pending 

U S lirniicl~iscd Electric :isd Gas RolcRe/~rledi~~/bi.nratro,r The NCUC PSCSC. Iul7.C and KPSC : i p p v e  rates for retail electric and gas sales within their slates The PUCO 

Duke Em1 51' ~17f/lolln I?nvil ollnrollld conrp~rllllce Cas 
mercury cinisbion re~luctioii rcquirements Duke Energy hid 
2005 In December 7005. Duke Energy 1ndi;ina. the Indinna 
providing for approval 01 Duke Energy Indiana's compli;ince p1;in. and appro\,al of financing depreciation, and operation and maintenance cost recovery In May 2006. the IURC approved the 
settlement agreement in i t s  entirety Ilie approved Settlement Agreement provides for ( I )  tlie construction of Phase 1 CAIR and Clean Air Mercury Rule ( C . U f R )  projects with estimated 
espenrlitures of approsimntely $1 OS billion, ( 2 )  timely recwwy of financing, construction. operation and maintenance cnst and depreciation associated with tlie Phase 1 CADI and CAhkR 
plan, (3 j  recovery of emission a11owanccs in connection with SO:, NOs oiid mercury, ( 4 )  nccelcratcJ 211 yeor ck]irecintion rate, ( 5 )  timely rccovcry o iPhnse  1 plon development ond 
presentation cos& and Phase ? plan clevelopmcnt. engineering and pre-cnnsuuction. and C I I D J  ; ~nd  equipment testing costs. and (6 )  authority to defer post-in-service AFIJDC, deprcciation costs 
and operation and maintenance cost until applicable costs :ire rellccteil in rates 

Diikc E ~ ~ e ~ ~ ~ ~ O / ~ r o I ? / ~ c ~ r i c N o r c  F'rlrngs Duke Energy Ohio nperates under a RSP. ii bliirket Based Standard Service OlTer (bBSSO) approved by the PUCO in November 2004 In 
March ZUO5, the OCC appealed the PUCo's approvnl o l  the hlBSSO to the Supreme Court 01 Clliio ani1 the coiirt issued its decision in November 2006 I t  upheld the IvLUSSO in virtually every 
rcspect but remanded to the PUCC) on two issues llic CCJUI? ordered the PU(?O to suppoii a certain portinn o i i t s  oidcr with reasoning and record evidence and to require Dukc Encrgy Ohio to 
disclose certain confidentid commercial egrcements w!Ii other pnrtie!; previously ret1ue;ted by i l i e  OCC Duke Energy Ohio has coinplied wiih the disclosure order Such confidential 
commercial agreements are relatively common in the jurisdiction ;and the PUCC h n  not :illo\vcJ production ofsuch  agreements in past cases in which the PUCO w a s  presented with a 

settlement ;igrecment on the basis that  they iire irreleviini A hearing on remand is cspectcd in March 3iO7 Duke Energy Ohio has f i led lo rn  regulatory extension of the RSP through ?(I1 0 

U. Duke Energy Indiana applied to the IURC lor approval of its plan for complying w i U i  SO?, NOS, and 
apprcnal of cost recnvcry lor certain proposcd compliance projects An evidentiary hearing was held in May 

onsumcr Counselor (OUCC). and the Duke Energy 1ndian;i Industrial Group f i led a seitlcmcnt agreement 



P A R I  I1 
DUKE EhTRGY (IOIIPORAl~lON 

Notes 'lo C'onsolidatetl 1;in;incid Stateiiicnt~(Continucd) 

On Ailgust 2, 2006, Duke Energy Ohio l i l e d  an application with Uic I'UCO to iimcnd i ts  MBSSO The proposal provides I-or continued electric system reliability, a simplified market price 
structure and clear price sign;ils for customers, while helping to maintain ii stable revenue sueiim for Duke Energy Ohio The application is pending and Duke Energy Ohio cannot predict the 
outcome o i t h i s  proceeding 

all open issues identified in the ?(I05 audit The PlJCO approved tlie settlement in 1'ehru;iry 1iH.16 Duke Energy and M e  Energy Ohio d o  not espect the agreement to hiive a mater ia l  impact 
on  their consolidaterl results o l  opcrations, casli flows or financial position 

In addition to the fuel claiisc recovery component, Duke Energy Ohio's h43SSO includes ii reserve c;ip;icity component linoivn as the System Reliability Tracker. and an A ~ u o l l y  
Adjusted Component to recover environmental, Ins and homeland security costs In ZMK,, Duke Energy Ohio filed :in application requesting to modify each oi these  components A l k r  the 
Ohio Supreme Court issued its remand order in the hdBSSO appeal. the PLJCO issued an  order permitting Duke Energy Ohio to continue to charge its eststing market prices (escept for the 
System Reliability Tracker) with true-up to iictual costs to be c lec i c ld  a t  a liiter date rhe PUCO al lowed Duke Energy Ohio's System Reliabilitv Tracker to espire by its terms on January I ,  
?007 In the meantime, consideration o f D u k e  Energy Ohio's proposed modificiitions is suspended pending tlie outcome oftlie remand case Duke Energy Ohio does no1 espect a significant 
change, if any to the ILLL3SSO componcnts but cannot predict the outcome of the ciises I h e  PU(X is espect~tl to decide these matters in 3007. 

npproshately $67 million in revenue, or approsimately 28 percent. to be effective in January 21)1:17. iws iiled pursuant to the KPSC's 700.3 Order approving h e  triins12r ol 1,100 MInY of 
generating assets from Dukc E n e q y  Ohio ti) Duke Energy Kentucky Duke Energy Kentuckq iilso sought to reinstitute its fiiel cost recovery mechanism which had been frozen since 2001, and 
has proposcd to rcfresh the pricing lor the back-up power supply coiitTact t o  rcllcct cuncnt market pricing In tlie lourth quarter of 2006. Dukc Encrg). Fcntucky reached a scttlcmcnt agrecmcnt 
in principle with (111 parties to this ~)roceeding resolving 1111 the issues ruiscd in the proceeding Among other things. the settlement ngrccment provided lor a $49 million increase in Duke 
Energy KentucLy's base electric rates and reinstitution o f  the fuel cost recovery mechanism In December 2006. the KPSC approved the settlement agreement 

an accelcratcd gas main replacement progriim The approval authorized a tracking mdi i in i sm to recover certain costs including ~Icprecintion and a ratc of return on the program's capital 
expenditures The Kentucky Attorney General appealed to the Franklin Circuit Courl the KPSC's approval 01 the tracliing mechanism as we l l  as the KPSC's subsequent approval of annual rate 
adjuslments under Ui is  tracking mechanism In 2005, boUi Duke Enerc.y Kentucky and  the KPSC rerpestcil that tlie court clismiss these cases A t  the present time, Duke Energy ant1 Duke 
Energy Kentucky cannot predict the timing or outcome of this liiig;ition 

rates A portion o f t h e  increiise is attributable to recoveg. o f t h e  current cost or the  ~iccelerated main replacement program in h i s e  rates In December 2005. tlie F P S C  approved an  annual rate 
increase of SS million and re-approved the tracking mechanism through 201 1 In February ?c106. the Kentucky Attorney General appc.aled the FPSC's order to the Frarklin Circuit CourL 
claiming that tlic ordcr improperly alloivs Duke Encrgy KtntucLy to increiisc its rates for gas niaiii replaccment costs in betivecn general rate cases, and also claiming that the order improperly 
allows Duke Energy Kentucky to earn a return on investment io r  the cnsts recovered under tlie tracking mechanism which permits Duke Energy Kentucky to recover its gas main replacement 
costs At lhis time, Duke Energy and Duke Energy Kentucky cannot predict the oiitcome ol this litigation 

B i i / ~ P o u , c ~ ~ , / ' i r ~ c l i i i z  (13PAI) Profir Slim fils The NCUC approved Duke Energy Ctlmltnas' proposi!l in Tune 2l:KI-l to share an amount equal to fiiiy percent of the North Carolina retail 
allocation of the profits from certnin wholesale sdes of h u k  power from Duke Energy Curolinas' genertiting units 111 miirkel hosed riites (BPM ProfiLs) Duke Energy Carolinas also informed 
tlie NCUC that i t  would no longer include BPM Profits in calculating its North Carolina retail jurisdictional rate of return for its quarlerly reports to the NCUC As approved by the NCUC. the 
sharing arrangement provides lor filly percent o f t h e  North Carolina all~icalion 01 BPhd Profits to be distributed through various assistance [progriims. u p  to a maximum oi $5 million per y a r  
Any amounts clsccecling the masimum are used to reduce rates fnr industri,il custorncrs in North Carolin;i 

O n  lune 2S, 2006. the NCUC issued an order ruling on ii dispute hetween Duke Energy Caro1in:is. the NCLJC Public Skiff and  the Carolina Utility Customers Association (CUCA) 

Duke Energy Ohio's lvlBSSO includes ii fuel clause recovery component which is audited iinnually hy the PUCO In J;inuary 2006, Duke Energy Ohio entered into a settlement resolving 

d r i c  Rare CO.E in May 2006, Duke Energy Kentucky lilcd an application ior an increiisc in its basc electric rates Thc  application, which sought an incrensc of 

Dike Eiier~~KeiirircLs GllsRaIe Coscv In 20iI2. the KPSC approiwl Duke Energy K e n t u c h ~ ~ ' s  gas base ratc case which included, m o n g  other thmgs. recovery of costs associated with 

In February 1005, Duke Energy Kentucky filed a gas bosc rate ciisc with thc KI'SC reqiiestin~ apprtl\!iil lo continue the tracking mcchlinism and lbr a S I 4  million annual increase in base 

regarding the method for determining the incrementiil costs of emission iillo\v:inces used 

12.3 
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10 calculate the BPM Profib under l he  sharing arrangemeiit 1 he Public Stall and CUCA e x h  iproposed mctliods Uiat dillkr lrom the mediad intended by Duke Energy Carolinas when i t  

initially requested iipproval of h e  sli;iring arrangement Duke Lnergy Carolinas has consistently used its originally intended method since i t  lirsi implemented the sh;iring arrangement The  
NCUC adopted thePublic Stall's method and ordered Duke Fncrgy Carolinas ti) l i l c  and implementcd ii rsvi:;cd riiic rider This ruling rzsiiltcd in an $1 S million charge during the y a i r  ended 
December 3 1, 20116, o lwhich  $1 1 million related to wholesale sales in Zuiis O n  Iuly 17, 711116. Duke Energy C;irolin;is filed ii Motion for Rccnnsideniion requesting that tlie NCUC reconsider 
its lune 28.2006 order In the alternative. Duke Energy Carolinas requested that the NCUC make its order eiiective only prospectively with respect to sharing periocls beginning January I ,  
2007 Duke Energy Carolinas d s o  requested h a t  11 tlic NCUC wiis not iiiclined to grant its request to rsinstale its prriposerl rider, thcn tllc NCUC shnuld apprnvc Dukc E,ncrgy Carolinas' 
withrlrnival oi the rider at  its option On September 15, 2O06. Duke Energy Carolinas :ind the Public Stall. lilcd an  (I)H'cr oi Settlement under which Duke Energy's method would be used 
through June 30, ZOOG and tlie Public Stall's method woiild be used iiom July I. 2006 through t l ie end 111 the sharing arrangement .Additionally. the sharing ;inangemen1 would he extended for 
the shorter a i  1 year (through December 31. Z(I0Sj o r  the enkclive date o i a  general raw order rrnm the NCUC addressing the ratemaking treatment of DPA4 revenues in December 2CXG. the 
NCUC approved the settlement, aller on evidentiary hearing and Duke Enersy Carolinas reversed tlie $IS million charge previously recognized 

Other U S Franchised E.lectric and Gas is engaged in planning eKorts tn meet projected liiiid growth in i ts  scrvice territory Long-term lprojections indicate a need for signilicant capacity 
additions. which may include new nuclear. inteuated rasilication combined c ~ c l e  (IGCC). coal  taciliti 
asscts, U S Franchised Electric and Gas is taking steps now to ensure those options arc availalile In h l  
Southern Company to eviiluiite potential construction of a new nuclear plant at ;i site jointly owned in Chcrol.;ee County. South Carolina With selection of tlie Clierokee County site. Duke 
Energy Carolinas is moving forward w i h  previously announced plans to dcvclnp an  applica!ion 111 the U S Niiclenr Regulatory Cornmissinn (NRC) fix a combined construction ;ind opernting 
license (COL) lor two \Vestinghouse APION (advanced passivcj reiictors Each reiictor is capalilc 01 producing approsimatcly I _ I  I 7  ki\V I h e  COL. application submittal to the NRC is 
iinticiputcd in late 2007 or early 200s Submitting the COL. iipplicatinn does nnt commit Duke Energy Cnrolino:i 10 boilrl nucleiir units On September 10. 21106, Duke E , n e r s  Carolinas f i l ed  tin 

application with the NCIJC lor  assurance tha t  pursuit of the proposal nuclear iplw~t (the \Villi:im St;ites Lee 111 Nuclear Station) is prudent and that Duke Lnergy Carolinas will be allowed to 
recover pruclenlly incurred expenses related to its development and evaluation nl the proposed \\/illinm States I: ee 111 Nuclear Station Specifically. Duke Energy Carolinas requests an  NCUC 
order (1) finding that work pcrlormed by Duke Encrgy Carolinas to ensure the availability d nuclc'ir generation by 21116 for its customers is prudent and  consistent with the promotion of 
adequate, reliable, and economical utility service to tlie c i t i z n s  oi North Carolina and the  polices expressed in North Ciirnlina General St:itutc 62-2, and ( 2 )  iiroviJing expressly that Duke 
Energy Carolinas may recover in rates. in a timely l ishion, the North Carolim allocable poflion of its share 01 costs prudently incurred to e v a l ~ ~ a t c  and develop a new nuclear generation laci l i ty 

through Dt lcemkr  31. 2007, whelher or not a new nuclear Iacilily is constructed Tlie NCIJC held oral ;irguments on  lnniiary 9, 2607. and briefs were filed on Fcbruary 14. X I 7  Duke E.nerEy 
Carolinas expects the NCUC to rule on its applicstion iii the lirst qu,irter of 2007 

O n  lune  2, 2006, Duke Energy Carolinas also filed an  application with tlie NCUC lor ii t3ertific;iie 01' Public Cnnvenicnce and Necessity (CPCN) to construc! two SUO hd\V state of tlie orl 

coal generation units a t  its existing Clilfside Steam Station in North Carolina The NCUC held public hearings in August 3jO6, ani1 an cvidentinry 1ie;iring i n  R;ileigli. Nonh Carolina concluded 
on  September 14, 2006 Post-hcaniig briefs and proposcd ordcrs were filed on October 13. Z006 ;2flcr th  d cnmpctitivc proposals lor two 

major scopes of equipment for the Cliffside Project which suggest that the ccipital costs lnr these rnajnr c o m ~ ~ n n e n t s  iire increasing signilicantly due tn various market prcsssures that will likely 
impact utility generation conslruction projects across the United States In Octoher 2006. Duke Energy m;ide ii filing i v i th  the NCUC related to the Duke Energy Cnrolinas' request for a CPCN 
for the Cliffside project In this filing. Duke Energy stated that  due to tlie rising costs dcscribed above. the cost 111 building tlie Clilfside units could be ;ipproximaielp $3 billinn. excluding 
allowance for funds used during cons!ructian (AFIIDC) The costs described nbovc iire espectrd to c ~ n t i n u e  to mcreiise causing the overall cost oi the Cliflsiile project I o  increase, until such 
time as the NCUC issues a CPCN and Duke Energy i s  able to enter into deliniiive :lyreemems with necessary material :and senrice providers The NClJC issued orders reiluiring additional 

public and evidentiary hearings From January 17. 1007 to January 19. ?U07 the NCllC held an evidentiary hearing t i i  consider m d e n c z  limited to Duke Energy Carolinas updated cost 
information for the project On February 28, 2007, thc NCUC issued a notice oCdecision apprwing  the construction 01 line unit at die Cliffside Steam Station The NCUC stated that i t  will 
issue a Iull order in the near future Duke Energy will review t l i e  NCU(3's order. once issued. and determine whether t o  prnceed with !lie Cliffside Prnject or consider intlier alternatives. 
including additional gas fired generation 

iilcnliary hearing, Duke Energy Ciirolinas r 
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New energy legislation has been introduced in the current South Carolina Icgislative session hev elements of the legislation include csp;insion of the annii;il fuel cliiuse mechanism to 
include recoven' ol costs of reagents (ammoni;i, limestone. elc ) that are consumed in t lh: operation of Duke Energy C;irolin;i's SO? iind N O s  control teclinologies ]-he cost of reagents for 
Duke Enerby Carolintis in 2007 is expected to be npprosimatelp $30 million Subsequent to the enactment ol m y  legislation, I>ukc Energy C;lrnlinas then will be  allowed to recover the South 
Carolinn porlion of these costs through thc fuel c1nu:;e The legislation also includes provisions to provide cost recover). assurance for upl'ront development 
baseload gcncration, cost rccovcry iissurancc for construction costs associated with nuclear or coal baseload generation. and tlie ability to rccovcr iinancing 
baseload generation through annual riders Similar legislation is heing tliscussetl in North Carolina and may be introduced in th 
cannot determine which elements of any pending legislation will be pnssed into l a w  or the potentinl iinancial impact of those IC 

ession At dus time. Duke E.nergy Carolinas 

In August 2005, Duke Energy Indiana filed an application with the lURC for approval of study and preconstriiction costs related to tlie joint development of an IGCC project wi th  
Southern lnrliana Gas and Eleciric Company d/Wa Vcclrrn Energy Delivety 01 Indiana, Inc (Vectren) D d e  E n q y  Indiana and Vcctren reached a Settlement Agreement with the OUCC 
providing for tlie recovery of such costs if the IGCC project is approved and constructed and ivr tlie partial recovery of such cxLs if the IGCC project does iiot go fixward The IURC issued an 

order on July 26, 2N16 approving the Settlement Agreement in its entirety 
On September 7, 2006. Duke Energy Indinna and Vectren filed a jo in t  petition with Uie IURC seeking certificates o l~puhl ic  convenience and necessity for the construction ol-a 630 linV 

and rcqucss's timely recovery of 1111 conslruction iind opcroting costs rclntcd to the proposed generuling station, including Iinancing costs, together with certiiin incentive rutcmiiking trcnlment 
Duke Energy Indiana and Vectren filed their cases in chief with tlie IURC on October 74, X106 As with Duke Energy Carolinas' Clilfside project- Duke l i n e r g  Indiann's estimated costs lor 
the potential IGCC project liave also increased Duke Energy Indiana's publicly filed testimony with the IURC intliciites t l i i i t  industry (E 
this type and size are now in tlic rangc of $1 6 billion to $2 I billion (including cscalation to ?UI I and uwnurs' s p c i l i c  bitc costsj The c 

On Februory 16, 2007, Duke Energy Indiana filed a reque:it Cor delkrrtd ond subsequent cost recovery of the costs expccted to 1% incurred prior to the anticipiited date oi nn order by the RIRC 
regarding Duke Enerby Indiana's request for a certificate of public convenience and necessity lor the ctmstmclion nf the  Edwnnlsport Gener~t ing  Statinn 'lliese costs i d a t e  1 0  the continued 

investigation. analysis and development ofthe IGCC project. and must be incurred. to assure the project can achieve a targeted in-scrvice date 01 201 I 

IGCC power plant at Duke Energy Indiana's Edwardsport Generating Station in Knos County. Indiana. The netiuon describes the . ~ ~ n - c d p m i y  .. ,, , : (, . 

a l  capital requirement estimiitcs lor a faciiity a i  
hedulcd fix an cvidciitinry Ihcarmg in June ?i:l(17 

On August 15, 20126, Duke Energy lndinnn filed a petition with the lIJRC rcqucsting recovery ol its costs ol piirchtising clcclricity to bc produced by a 100 megawtitt wind energy fa rm 
under development pursusnt to a 20-year purchased power agreement between Duke 13nergy Indinna and Benton County \\'ind Farm, LLC The IURC issued an order on  Decemher 6 ,  2lllK 

approving recovery of the retail portion of the purchased power cos1 plus the retail portion of A4dwest IS0 costs over the Ill-year life 01 the agreement 

Action Conlition of Indinno. Inc liave intervened and sub-dockets have been established to address i:jsue!i rai!ied by tlie C)UCC i~nd the intervenors conceming the allociition ol fuel co5t:; 

between native load customers and non-native load sales, the reasonablencss of various Ivlidwest Independent Transmission System Operator. Inc [li.lidi~,est ISO) costs for which Duke Energy 
Indiana has sought recovery and Duke Energy Indiana's recovery of costs associated with certain power hedging activities Duke Energy Indiana is delending its prnctices. its cosis. and ihe 
allocation of such costs A hearing wns conductcd in one of these proceedings on September 2 0 ,  3(11)6 A dccision is expected in the first quaricr ol ?UO7 An cvidcnti;iry hearing in the second 
proceeding is set to begin in blay 2007 The RIRC has authorized h i k e  Energy Indiana to collcct through rates the costs \vhicli it  sought recovery in the two  sub-rlocket proceeding, sul>ject to 
refund pending the outcome of  these proceedings Duke Energy cilnnot predict die outcome of these proceeilines l>iii docs not expect Uie outcome ID he material to 11s consolidaicil results of 
operations, cash flows or financial position 

Duke Energy Indiana rccovers its actual fuel costs qiiartcrly through a rate adjustment mcch;iriism In two recent fuel ciiiusc proceedings. certain industrial customcis and the Citizens 

ln April 2005, the PUCO issued on order opening a statewide investigation into riser lenks in gas pipeline sy!;im!; tlirwghout Ohio 1 he invcstigation liillowed Ibur explosions since 2000 
caused by gas riser leaks, including an  April ?000 esplosion in Duke Energy Ohio's service mea In No\wnber ZOlJh, the PUCO St:iKreleosed the expert report. which concluded tlitit certain 
types of risers are prone to leaks under various conditions. including over-tightening during initial insiallalion The I-)U(:O Stalf recommended that natural gas companies continue to monitor 
the situation and study the cause of nny further riser lcuks to detcrminc whether furthcr rcmcdiiil action is war - 
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ranted Duke Energy Ohia has approximately S7.000 of these risers on its disuibution system U the PUCC orders natural gas companies 10 replace ;ill ol'thrse riscrs. Duke Energy Ohio 
estimates a replacement cost ol F3S million At this time, Duke Energy Ohio cannot prcdict tlie outcome or the impact of the statewide Ohio investigation 

In April 2W6, the FERC issued an order on the Midwest ISO's revisions to its Transmission nnd E,nergy bliirkcts Tariffs regarding its RSG The FGRC iound that the hlidwcst IS0 
violated the tariffs when i t  did not charge RSG costs to virtual supply offers The FERC, among other things, ordered the Adidwest IS0 to recalculate the rate ;ind make refunds to customers. 
with interest, lo reflect the correct allocation of RSF costs Duke Energy Shared Services. on  behall of Duke Energy lndiann and Duke Energy Ohio. iiled n Request ior Rehearing. and in 

October 2006, Uie FERC issued an order which, among otIic7 things, granted rehearing on the issue oircli lnds rhc  FERC stated that it would not require recalculation of the r a i n  and. as such, 
refunds are no longer required As a result, neither Duke E,nergy Ohio nor Dulx E.nergy lntliann believe !hit  th is issue will h w c  a material elYeet on their consolidated resulls of operations, 
cash flows, or financial position 

the Electric Reliability Orgnnivition (ERO) NERC hns filed over I00 iproposed rclinbility standard:; with FERC FERC's proposed iiclion to iipprove ii large number 01 lhcse stiindurds w i l l  
result in those standards becoming mandatory and enforcetiblc for Uie 2007 peak sunimer season Other reliability standards w i l l  become mandatory and enforceable thereafter Duke Energy 

sd dated re-ofncoshvs. or -n does not believe that the issuance of these standards will have a material imilact on its con i 

I;ERC Tol.si.irc E/ecMc R e / i L i h i l i n ~ . S f c ~ i ~ ~ f ~ ~ ! f l s  Consistent with reliability provisions of the Energy Policy Act 01 2005. on July XI. 7006. FERC issued i t s  Final Rule certif),ing NERC as 

. .  

Dike Eiirnp Coro/iilrs ' ~ n d e j m ~ d e ~ i ~  Enti@" lo Perf01 111 T~o~rsn~iss io i i  Firr icl ior~r On December 19. 2005, the FERC approvcd a plan filed by Duke Energy Carolinas to establish an 
"Independent Entity'' (LE) to sense as a coordinator of certain transmission functions and an "Independent Monitor" ( I h l )  to monitor tlie Uansparency and Ihirness iif  the operation of Duke 
Energy Carolinas' triinsmission system Under the proposal, Duke Energy Carolinas remains the owner and operator of the k i n m i s s i o n  system wiUi rcspiinsibility lor the provision of 
transmission service under Duke Energy Carolinas' Open ACCLSS Transmission Tariil Duke Energy Carolinas has retained the k4iclwcst I S 0  to act as the IE and Potomac Economics, Lid to act 
as the IM The IE and h i  began operutions on November I ,  2006 Duke Energy Carolinns is not ut 1111s time seeking adjustmenls to its tmnsmission rates to reflect the incrcmentiil cnst of the 
proposal, wliicli is not projected t o  have a material adverse effbct on Duke Energy's future consolidated results 01 operations, cash llows or financial position 

Nntural Gas Irmsniissioii Rore f?e/oferlI~~oi-!~rorioii On August 17. 2006, lhe NED approved a settlement lor ?Oil6 and 701I7 tolls 
Union Gas has ntes that are approved by the OED E.fTective January I ,  2006, Union Gas implcmcntcd new rates approvcd by tlie OED in December 2005. reflecting items previously 

approved Union Gas' wrnings f o r  2006 continue to be  subject to the earnings sharing mechanism implemented by [lie OED in 2005 

result, the O E B  will not regulate [lie rates for storage services to customers outside Union's franchise area or the rates for new storiige sen1ices to cusiomers within its lrancliise iiren Existing 
stornge services io customers within Union's franchise tires will continue to bc  provided at mgulatcd cost-bascd rates The decision creates iin unrcguloled storage operntinn within Union Gos. 
and provides support ior new storage investment in Ontano 

In November 20M, Union Gas received a decision from lhe OEB on Uic regulation of ra les  for gas storage services in Ontario The OED iound lhc storage m x k e l  is competitive As a 

In Dcccmbcr ZOOG, tlie OE,B issued a final role order for new rates cffcctive January I ,  2007 'Ibc average mtc increase is approximately 3 14b and includes the i i n p i c t  01 ail iiicrcasc in 

Rates for the sale a f g a a  o f u n i o n  Gas are adjusted quarlerly to rellect updated commodity price forecasts l h e  difference between Uie approvcd and tlie i ictual cost olgns incurred in the 

current period is deierred for future recover from or return to c u s t o m m ,  subject to approval by the OEB These diiferences :ire directly floived througli 1 0  customers and. therefore. no  rate of 
return is  earned on the related dclerred bnlonces The OED's review and approval of these gas purchase costs primarily considers !lie prudence of the cost incurred 

As a result o i t h e  spin-oirof the natural gas businesses to Spectra Energy effective January 2, 2007, the ;ibow matters related ti) Nntwal Gas Transmission ~ ~ 1 1 1  have no m p ~ c t  on  Duke 
Energy's future consolidated results of  operations. cash llows or financial position 

the common equity component of Union Gas' capital structures from 35?4 to 3696 and a decrease in the allowed return of equity irom 9 6396 to S 54% 
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5. .Joint 0n.neiship of Generating and Tlansniission Facilities 

Snlurld River Flectric Cooperative, Inc , hiivc joint ownership of Calnwbn Nuclear Station, which 13 a facility opernled by Duke Energy Carolinas Duke Energy Ohio, Co lumbu  Southern 
Power Cornpiny, and Dayton Power J? 1 iglit jointly own electric gmerating units and related transmission facilitim in Ohio Duke Encrgy Ohio and Wabash Valley Power Absoci.ition, Inc 
(\VWA) Joinlly own Vcrniillion Station Additionally, Duke Energy Indiana is ajoint-owner ol Gibson Station [Jnit No 5 with WVPA, and lndiana blunicip,il Power Agency (IM’A) as well 

a\ ajoinl-owner wi th  WVPA and IMPA of ccTlain Iniliana tranrmis’iion propcrly and local faci l i t ics Thccc I a c i l i t i u  constitute pnrt of the inlqratcd Iraii~mibbion and dirtribution s)rlcms, 
which are oper.ited and maintained by Duke Energy Indima 

Duke Energy Carolinas, along with Nonh Carolina hdunicipal Power Agency Number I, North Carolma Eleciric hlemhership Corporntion, Piedmont hiunicipal Power Agency and 

AF of December i I ,  2006, Duke Energy’s sharer in jointly-owned plant or locilitte.; were as  follow^ 

Ouiicrsliip I’ropci ly ,  I’hiit, Accuniul:itcd Construction Worl.  
iii Pi ogress Slime niid Pquipoiei i t  Depreciation 

46 5 1,315 

Duhe Energy Kentucky 
Pr 

East Bend Station(c) 69 0 21 7 

(a) 

(b) 
(c) 

Station is not operated by Dukc Eneigy Ohio 
Included in Commercial Powcr segment 
included in U S Franchised Electric and Gas segment 
in December ZOOG, Duke Energy annoiinced an iigreemenl lo purchase a Imrlion of Saluda River Electric Cooperative, Inc ‘s ownership inleresl in the Ciiiawba Nuclear Station Under the 

terms of the agreement. Duke Energy will pay approximately $1 58 million for die additional ownership interest of the Catawba Nuclear Station Following the closing o i  the transaction. Duke 
Energy will own approximately 19 pcrccnt of the Catnwba Nuclear Station This transaction, which is expected to close prior io Scptemher 311. 2008, is subject to apprnval by various state and 
federal agencies 

Operations 
Duke Energy’s share of revcnucs and operaling cos& of the above jointly owned generating facililies are included wilhin the correspndine line an the Consolidated Statements 01 
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6.. Income Taxes 

The following detnils the componcnls of income lox expense 

Iticoiiic Rir Expense 

For tlie Ye:irs Hndctl 
Dcccnibcr 31, 

ZOOG 2005 200J 
_II- P P 

otal deferred income 18 

Earnings from Continuing Operations brfarc Income lares 

For llic Years Ended 
Decciii bcr 3 1, 

2006 2005 2004 

(in millions) 
- 

D 20 s; 1,295 

Foreign 583 59 1 45 8 

g\ from contlnuing opzratmns bzfore income t S I 1  $ 

12s 



1 :ilili* of ('untmts 

PART I1 
DUKE ENERGY CORFORATlON 

Notes To Consolid atrd finiincial St:iteiiients(Continuecl) 

Ilceoiiciliiitioi~ of  Incoiiir Tam Expense a t  tlie U S Iiecleriil Skiintory T a x  RuIc to the Actiiiil Ti11 Empcnsr fi-oni Cniit inoing Operations (S1:ilutnr)' Iiiile Recoiicili:ition) 

For t h e  Ycnrs Enclcd 
December 31. 

2006 2005 2004 

(in inilliniis) 
lnc etit), e he stt~tutt~ry rnte o 

3s €4 66 

Other items, net (116 

I __1111 

Durinp 2006, Duke Energy had lavornble t i u  settlements on rcsenrcli and development costs and nuclear decommissioning costs of npproximatcly $30 million, tox benefits related to the 
impairment of an investment in Bolivia ol approslmately $75 million and Ins credits recognized on synthetic fuel operations of approximately $20 million The reduction in 2006 is reflected in 
the above table in Other Items. net 

included in the Statutory Rote Reconciliation a5 follows: Federal income taxes o i  $2 million are included in " l l  S tax on repatriation of foreign eiirnings" ond M million ol stole taxes are 
included in "State income lily, net of federal income tax effect '' 

During 2005, Duke Energy reorganizd vilrious cn t i t i a  and recstimaled its liability which enabled i t  to reduce h e  $45 million Lax liability to 539 million nie reduction in 2005 is 

During 2004, Duke Energy recorded a $52  million income lax benefii irom the reduction of state and iederd income tns reservcs based on the resolution in the second quaner of 2004 of 
several tax issues The $52 million benefit is included in the Statutory Rate Reconciliation as iollows. a 539 million state benefit is included in "State income tax, net of federal income tax 

effect" and a 513 million redera1 benefit is included in "Other items, net" 
During ?004, Duke E,nergy recorded ii SZ0 million income Gix benefit lrom the change in state 13s rates relating to deferred lases as a r s u l t  of a reorganization of certain subsidiaries The 

$70 million benefit is included in "State income tax, net of kdernl income tax eKect" in the Statutory Rate Reconciliation 
During 2004, Duke Energy recorded a M5 million income tax expense for the repatriation ofloreign earnings which occurred during 2005 related to the American Jobs Creation Act of 

2004 The $A5 million is included in the Statutory Rate Reconciliation as follows: Federal income taxes of R16 million are included in "US tax on repatriation offoreign earnings," $A million 
orstate taxes are included in "State income tax. net ot redera1 income tas effect." and $5 million of foreign taxes arc included in "Tax differential on foreign earnings '' 
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Ncl Dererred Incniiic I i ix Liahilily Ceiiipoiiciits 

Dcceiiibcr 31, 

2006 2005 

(in nitlllnnr) 

L -- 

Other 167 60 

, .. .- 

The iibove amounts have h e n  classified in the Consolidated Balance Sheets as iollows 

IMerrcd 7:ir Liabilities 

December 31, 

2006 200.5 

(in millions) 
-I- 

As oiDeccmber  31. 2006. Duke Energy has net operating loss cnnyforwards ofapprosimately $31) million relating to state income taxes which mostly espire in years 2016 and later 
Although the outcome o i  tiix iiudits is uncertoin. management believes thiil adequate provisions Cor income and other lases, such as sii lcs iind use, franchise. and property, have been made 

for potential liabilities resulting Srom such matters A s  ofDecember 31, 2CW6, Duke E.nergy has total provisions ofapprosimately $lKl million for uncertain Ins positions, as compared to 
approshnately $1 511 million as oi December 31. Z(Xl5, including interest The increase in total provisions since December 31. 2005 is primarily ;itiributnbie to the merger with Cinergy 
Ivlanageincnt is not aworc oi any issues lor opm tas years that upon final resolution arc cspected to have a material adverse effect on Duke Energy's consolidatcd results of operations, cash 
flow!; or financial position 

realized The net changc in llic totiil valuation allowance is included in "Tns diffcrcntial on Jorcign earnings" and 'State income tiis, net of' federal income tax effect" lines o i  the Statutory Rate 
Reconci l int ion 

O n  October 22, ?01:19. the President oi the United Slates signed the American Jobs Creation Act of 2O(M (The Act) I l i e  Act providcs a deduction fix income from qualified domestic 

Undcr the guitlencc in FSP No FAS 109- 1. which \vas issued in December Z(KJ4, tlic dcrluction will be  trcatcd as a "special deduction" as described in SFAS No I09 As such, for Duke 

Valustion allowances have heen establislied for certain ioreign and state net operating loss carryionvards that reduce deferred Ins ~SSCLS to on amount that will, more likely than not, be 

production iictivities. which will be phased in i m m  2 0 0  to 2010 

Emrgy, the special deduction had no material impact on deferred tas nssets and liabilities esisting iit the enactment dote Rather. the impact oi this special deduction will be reported in the 
periods in which the ilcrluclions are cloimed on the tax returns For the year ended Decembcr 3 I ,  21106. Duke Energy did not recognize any bolelit relating to the deduction from qualified 
tlomestic activities 

In addition to the qunliiied domestic production iictivities deduction discussed above. the Act creates a temporary incentive Tor U S corporations to repatriate accumulated income corned 
tibroad by iproviding an 85 percent dividends received deduction for certain divi - 
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dcnds irom controlled foreign corporations FSP No FAS 109-2, which was issued in Uecembcr 2Mll states that a company is allowed time beyond the financial reporting period of enactment 
to evaluate the effect o i  the A c t  on its jilan ior reinvestment or repatriation of foreign earnings, as i t  applies to the applic:ition of SFAS No 109 Although the deduction is subject to a number 
of limilations and some unccrtninty remilins tis to how to interpret numerous provisions in the Act, Duke Energy recorded n Y 5  million tax liability :it December -31. 2004 based upon Duke 
Energy's plans that i t  would repatriate approsimately SSOO million in estnordinary dividends in ZJ05 In 2005, Duke Energy repatriated approxim:itely SSOO million in extraordinary dividends 
During this process. Duke Energy reorganized various entities and reduced its liability from $45 million to S39 million There is no remaining liability as of December 3 I, 20W and 2005 

lo be permanently reinvested The cumulative undistributed earnings as of I h e m b e r  -31. 2(06 on rvhicli Duke E.nergy bas not provided clelerred income lases and foreign withholding taxes, is 
approximately MZO million 

7. Asset Retirement Obligations 

Deferred iiicoine tax= and forcign withliolding taxes have not bccn provided on t l ic  remaining undistributed earnings of Duke Encrgy's IbrciSn subsidi,irics a s  such amounts arc deenicd 

In June .?il(ll, tlic FASB issued SFAS No 143, which was adopted by Duke Energy on January 1.2003 and addresses financial ;iccounting and reporting for legal obligations associated 
. .  with the retirement of 3 1 n 7 . n  . I  . ?  > ,  % ,  . I esrts hi rrciili 

Crom tlic acquisition, construction. development andlor normal usc of the asset SFAS No 143 requires that the fair value 01 a liability Tor ;in asset retircmcnt obligation be recognized in the 
period in which it is incurred, i f  a reason;ihle estimate io1 fair value can be made The fair x'alue oillie liability is adrlcd to the carrying nmnunt ol tlie associated asset This additional carrying 
amount is then depreciated over tlie l i l e  of I l ie asset l h e  liability increases due to the p a ~ a g e  of time based on the time value o imoney until the oblig:ition is settled Subsequent to the initial 
recognition. thc liability is atl.iustcd Cor any revisions to the expectcd value withe retirement obligation (with corresponding adjustments to property, plant. and equipment). and for accretion of 
the liability due to the pissage oi t ime Addition111 ~lcprecistion expense is recorded prospectively Cor any property, plant and equipment increiises 

obligation5 related to right-of-way agreements, asbestos rem~ival and contnctual leases for land use In accordance with SFAS No 143. Duke Energy identified certain assets i l iat  have an 
indeterminatc life. and thus the fair value of tlic retirement obligntion is not reasonably estimable These assets included on-sliore and somc off-shore pipelines. certain processing plants and 
distribution facilities and some gas-lired power planls A liability for tliese asset retirement obligations will be recorded when n fair value is determinable 

Ulwn adoption of SFAS No 343, Duke Energy's regulated electric and regulated niitwal gas operations classified removal costs Cor property that does not have an associated legal 
retirement obligation as a regulatory liability. in accordance with regulatory treatment under SFAS No 71 Duke Energy does not accrue the estimated cost of removal when n o  legal obligation 
nssociiitcd with retirement or removiil exists Tor iiny of our non-regulated usscts (including Duke Energy Ohio'sgcncrotion assets) l l i c  totiil iimount of removal costs includcd in Other 
Deferred Credits and Other L.i:ibilities nn the Consolidated Balance Sheets w a s  $2,345 million and $1,670 million as of December 31. NO6 and 2OOS. respectively, which cnnsistcd of$l,954 
million and S1,32(1 million. respectively. related to regulated electric operations and $391 million and .%SO million. respectively. related to regulated natural gas operations 

to SFAS No 71 :is Duke Energy received approval rrom both the NCUC and PSCSC lo deicr all cumulative and future income slatemcnt impacts related to SFAS No 143 

;isse~soi $24 million, ;in increase in net prapcrty. plant and equipment of$7 million and an increase in ARO liabilities oiapprosimately $35 million f i e  adoption o f F l N 4 7  had no impact on  
the income oi the regulated electric operations, as  the efi'ects were onset by the establishment of regulatory iissets and liabilities pursusnt to SFAS No 71 For obligations related to other 
operations. a nct-of-tas cumul;itive e r e c t  adjustment orapprosimately 34 million \vas recorded in the fourth quarter o r  2005 :is ii reduciion in earnings (see Note I) 

. . .  . .  

Asset relircmcnt obligations :it Duke Energy relate primarily to the decommissioning of nuclear power facilities, tlic retirement of certain gathering pipelines and processing Cicilities, 

The adoption oi SFAS No 143 hnd no impact on the inconic of tlie regulated electric operatiom, as tlic en-ccls were offset by the establislinimt of regulatory assets and liabilities pursucmt 

In March ZOOS. the FASB issued FIN Jl As a result of the adoption of FIN 47 in 2005, an  increase in total assets 131 53 1 million was recorded, consisting of an increase in regulatory 
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1 he pro lorrna effects of adopting ITIN 37. including Ole impact on llie balance sheet, net income and related basic and diluted earnings per share. are 1101 presented due to the immaterial 

The asset retirement obligati~in is adjusted each Ixriod for nny liiibilities incurred or settled during the period, accretion expense and any revisions madc to the estirniitctl cash flows 
impact 

Rccancilintioii o f  Asset Rctirement Obllgatioii Li:iblllty 

Yen1 \ I%ndetl 
Dcccmbei 31, 

2006 2005 

(in niilliom) 
PP 

1 inbil 
Linbil 

sh Ilon 
Adoption of FIN 17 35 

,. - 

(a) Primarily represents Duke Energy's ac(~uisition oi Cinergy in April Xi06 

Accretion expense lor thc years e n d d  Dcccmber 3 I ,  XI06 and 1005 included approsimalely $140 million and $1 30 million, respectively, related to Duke E n e r g ' s  regulated electric 
operotions which h a s  been deferred (is regulator). assets and liiibilities in accordance with SFAS No 71. as  discussed above R e  fair value ofassets legally restricted Cor the purpose ofsett l ing 
asset retirement obligations associated w i t h  nuclear ilecommissioning \viis SI.12l million as of December 31, 2006 and $1,194 million as 01 December 31. 2005 

Nuclear Decon~mlsslonii~g Costs. Pursuant to an  order issued by the NCUC on February 5. 2004. Duke Energy \vas required to contribute m o u n t s  reserved for non-contaminated costs 
oi  decommissioning to the NDTF ovm a tcn-year pcriixl In April 21101, Duke Energy contributed ib entire rcscrve of $262 million in cash to tlic NDTF Illis contribution is pracnted  in the 
Consolidntcd Statements of Cash I;lows in Purchases oiAvaiIable-l~or-Salc Securities within Cash Flows from Investing Activities 

20(15, Duke Energy expensed approsimatcly $48 million and  contributed cash of approximately %AS to the NDV for decommissioning costs These amounts are presented in the Consolidated 
Stntements of Cnsh Flows in Purchases 01 Aviiilable-For-Sole Securities within Cash Flows from Investing Activities In both 2016 and 2005. $18 million \viis contributed entirely to the funds 
reserved for contaminated costs Contributions were discontinued to the funds resewed for non-contaminated costs since the current estimates indicate existing funds to be  sufficient to cover 
projected future costs The balance of the external funds \vas $1.775 million as 01 December 31, 2006 and SI "50-1 million as of December 31. 2005 These amounts are reflected in the 
Consolidated Balance Sheets as  Nuclear Decommissioning Trust Funds (asbet) 

Estimated site-specific nuclear decommissioning costs, including the cost of decommissioning plant components not subject to radioactive contamination, total npproximately $2 3 billion 
in 2C03 dollars, based nn a decommissioning study completed in 7004 This i n c l u d e  costs related to Duke Energy's I Z  5Y6 ownership in Ole CaLiwba Nuclwr  Station 1 he oUier joint owners of 
the Cntawbn Nuclear Station are responsible for dccommissioning costs related to their ownership interests in the station Both the NCUC and the PSCSC have allowed Duke E n e r u  to recover 
estimated decommissioning costs tlirough retail roles over the expected remaining service periods of Duke Energy's nuclear stations Moniigemeni believes that the decommissioning costs 
being recovered through riites. when coupled w i t h  expected fund camings. are sufficient to provide for the cost of decommissioning 

Nuclear Stations until ?I111 and 2013 i l iccnse expiratinns v a q ~  by nuclcar unit) In X l O ,  Duke Energy \vas granted a license rene\val fix the Oconcc Nuclair  Station until 2033 and 2034 
(license expirations wry by nuclear unit) 

In 2005, the NCUC and PSCSC iipproved a %Lis million annual amount for contributions and expense levels for decommissioning In w c h  of l h e  years ended December 31.2006 and 

The opc.r;iting licenses for Duke Energy's nuclear units are subject to extension In D z c e m k r  21103. Duke Energy was granted renewed operating licenses lor Ole Cataivba and McGuke 
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C u r r e n t  Opera t ing  Licenses for l h i l ~ e  Energy's Nuclear IJiiiLs 

Unit  

Expii-alinn 
Year 

McGuire 2 204: 

1 herc is no  remaining l iability and  regulatory a s x h  a \  of December 5 I 701JG I he liability and reguldtory asset\ of $12 million as of Decembcr 31 7004 are rellrcted in the Consolidaled 
Balance ShecLs as I>eicrred ( ' r c d i ~ ~  and Other 1 iabil:tics ,ind Regulatory Assots .ind Defened Debits, rcspwlivcly 

8. Risk Mnnigenient and IIetlging~\cti~itirs, Credit Risk, and Knancial Instruments 
Duke Energy IS eiposed to the impact 01 marhet lluctu.itions in the prices 01 electricity, coal, natural gas and other energy-relatcd products marketed and p u r c h a d  ds a result of 

ownership of energy related 
currency risk from investment5 in international aflili,ite b u ~ x s s ~  owned and  operated in foreign countries and from certain commodity related tr.inLxtion\ withm domestic operations Duke 
Energy employs established p o l i c m  and proccilurea to manage i t 5  r iAs  d ~ ~ o c i a t e c l  wKh ll~cse market fluctualions iising vJriou5 commodity .ind financial derivative inslrumens including 
swaps lutureh, fonv.irds options and s\vap~ions 

ts Exposure to interc5t ratc rirl, e.ti,t~ a, a r e s u l ~  ofdie issuancc oivariablc and fried ratc debt and commercial pnpcr Duke Energy I F  exposed to foreign 

D u k e  lliici g y ' s  Derivative Poriiolio C:irrying Value :is o r n c c e n i b e r  31,2006 

AsscU(Liobili1y) 
h1111iirily 

iii 2007 
h1;itui ilg 

in 3008 
hfa l i i r i tg  

in 2009 

hln lur i ty  
in2U10 

nlld 

mrl cs i tc r  

Tobl 
Cnrryii ig 

Villuc 
Ip .--....l.... P n ............ ...... _. - .......... - -.--"-I....._ . - - 

(Ill 111illi011s) 

Fledgin 
Trading 
Und 

.... - . . . .  . . . . . .  . .  ..__ 
The amounts in the table above represent the combination of amounts presented as assets and (liabilities) for unrealized gains and losses on  mark-lo-market and hedging transactions on 

Duke Energy's Consolidated Balance Sheets excluding approsimatcly $39 million oi derivative assets and X.?9 million of derivative liabilities presented as assets and liabiliticj held for sale a1 

December 3 1, 2006 
During the third quarter 01 3tiil5, Duke Enera* ' s  Board of Directors authorized and directed management to esecutc the sale or disposition of substantially all ol DENA's remaining assets 

and cnntracts outside the A4idwcstern United Stiltes, approsunately G.IWLI mepawittts orpower generation. and certain contracluill positions relaled to the hlidwesiern i ~ s s e s  (see Note 13) As a 
result, Dukc Energy recognized a prc-tax loss oiappiosirnalely 61 9 billion in the third quarter of 200.5 for the disqualification of is power and gas fonvard sal= contriicls previously 
designated under the normal purchases normal salt:; esception 1 his l i x s  WBS psrtinlly oifset by the recopnition o i  a pre-Ius gnin 01 opprosimntely $1 2 billion fix the discontinuance of hedge 
accounting for natural gas and power casl i  flow hedges Duku Enera ,  rct;iined the hdidwestern generation assets of DENA, representing approsimntely 3,600 mcgamatts of power generation, 
and combinctl the assets with Cinergy's commercial i~pcriitinns subsequenl to the merger with Cinc!gy on April 3.20M (see Note 1 and Note 2 for further details on the completed Cinergy 
merger) Derivative activity assmi.itctl with tlicsc combincil iisscts IS reported in Cnmmcrcial Pnwer lor segment reporting purposes for all periodr prcscnled 
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As a result 01 the transfer of 1 9  796 interest in DEFS to ConocoPhillips and the third quarter 20115 deconsolidiition of its investment in DEFS (see Note 2). Duke Energy discontinued 
hedge accounting ior cenain coiitracts held by Duke Energy related to Field Services' commodity price risk. which were previously iiccounled iiir tis cash Ilow hedges lhese  contracts were 
originally entered into as hedges niloreciistcd iuturc siilcs By l ~ i c l d  Services, iind liiivc heen retained as unrlcsigniitcd deriviitives Since discontinuance of hedge accounting, tlicse contracts 
have been marked-to-market in the Consolidated Sti\tements OS Oprahons 
contracts were recognized m earnings by Duke Inerg\' for tlie years ended December 3 I, 20ii6 and December .:I, 21:105, respectively All the 20116 charges have been classified in the 
accompanying Consolidatccl Stiiteinents n i  Operations as a component oi Otlirr Inconic and Expenses The Xi115 charges wcrc classiiied in thc accompanying Consolidatod Statemcnts v i  
Openlions for the year ended as Sollnws upon the discontinuiince oi hedge ciccnuiiting approsim:itely X I  2V million 01 pie-tax losses were recognized as a component of impairments and Other 
Charges while approximately XI 30 million 01 losses recognized subsequent to tlic discontinuance of hedge accounting prior to the deconsolidation of DEFS were recognized as  a component of 
Non-Regulated Electric. Natural Gas. Natural Gas Liquids. and Other Revenues iiiiil %4 million oi  losses recognized subsequent to discontinuance o i  hedge accounting after the 
deconsolidation of DEFS were recognized RS 11 component o iOther  Income and Espenses Cas11 settlcmcnts on these contracb since the deconsolidation of DEFS on Iuly I ,  2W5 of 
approximately $1 63 million and $133 inillion are clcissified ,is a component of nct cas11 used in investing iictivities in the accompinying Consolidated Statenients of Cash Flows for theyears 
ended December 3 1. 2006 and December 3 I .  2005, reswctivelv 

natural gas gathering, distribution. processing and mar1;eting acti\'ities Duke Energy closely monitom the potential i m p x t s  of commodity price changes and. where appropriate. enters into 
contracts to protect margins Tor a pnrtion oifi i ture sales and generation revenues :ind liiel expenses Duke Energy uses commodity inslrumenls, such as swaps, liitures, lbrwards and options, as 
cash flow hedges for elcctricity, natural gas and natural gas liquid transaction5 Duke Energy is hedging csposures to the price variability of these commorlicics for ii masimum or 1 y w r  

'The inen-bctive portion nf commodity cash flow hedges rcsulted in a pre-tnx gnin llion in 2006 and is reported primarily in Non-regulated electric, niituriil giis. natural gns liquids, 
and other in the Consolidated Stiitcments of Operations. a /pre-tas IDSS of $1 2 millinn in il a pre-tax gain 01 $3 million in ?OOJ. both reported primarily in (Loss) h o m e  From 
Discontinued Operations, net o i  tiis in tlie Consolidated Statements inf Opcratiiins 1 lie ccognized lor transactions ilia1 no longer qualified as cash llow lietlges, which is classified in 
&ass) Income From Discontinued Opaat ions ,  net o i  tas in the Cnnsolitlntetl Statcmcnts o i  Operations, w a s  a loss of approximately $67 million in 20rl6, a gain of approximately %I 2 billion in 
2005 and was not material in 2004 

As 01 December 31, 2006. Q. million 01-pretax del'crred nilt gains on derivative instruments related to commodity cash [law hedges were accumulated on the ConsolidatedBalance 
Sheets in a separate component ol stockholders' equity. in AOCI, and iire espectec! t o  be recognized in earnings during the next twelve months as the hedged triinsactions occur I-Iowever, due 
to the volatility oi  thc commodities markets. the corresponding \,iiluc in AOCI will likely cliongc prior to its recliissiliciition into comings 

due to market fluctuations in tlie underlying commoility prices Duke Energy octively e v a l u a t a  chmges  in the lair value of such unrecognized firm commitments due to commodity price 
changcs and, wlicre appropriate. uses various instruments to liedgc its market risk These cnninindity instruments. sucli as swaps, futures and forwards, scrvc as lair value hedges for thc firm 
commitments associated with generatcd power nie inell>ctive portinn or commodity lair value hedges resulted in a lire-tax gain o i  $7 million in 2iio6, a prc-tax loss 01 S-l million in 2005 and 

was not material in 2004, and is reported primarily in (Loss) Income From Discnntinued Operations, net of la.. on the Con.;olidated Statements 01 Operations 

Dcrivotiye 1mplemcnt;ition Group Issue C 
amended by SFAS No 149, "Amendment 
in future periods These contracts. which relate prtmartly to the delivery 111 elecUicitv over the next 8 years. arc not included in tlis 1;ible above As discussed above. during 1005. Duke Energy 
recognized a prc-tan loss of approsimatcly $1 9 billion lnr the disquiiliiiciitioii nf its powcr and gas inrwarrl sales contracts 

result. appriisimately $19 milhon and $314 million oirealized and unrealized p r e - b r  losses related to these 

Con~inodily Cnsli Flnw Ilcdgn. Some Duke Encrgy suhsiilinries arc cqmscd to  market fluctuations in the prices of various commodities related ti) their ongoing power generating and 

Coniinudily Fair Value Heclgcs Some Duke Energy subsidiiiries iire c s p s e d  to changes in Uie Ihir value oisome unrecognixd fimi commitments in sell generated power or natural gas 

'es m t l  Noriii:il S:ilcs Esception Duke Energy liiis iipplieil Uie niirmiil purchases and normiil sales scope esccption, iis provided in SFAS No 133 interpreted by 
"Scope Exceptions Normiil Purchoses and Normal Sales Exception for Option- Iype Contracts and Forward Contrncts m E,lectncity," and 
Statement 1.3.; nn Derivative Instruments and I-ledging Activities." to cenain contracts involving the Ixmliase ;and sale delectricity at fixed prices 
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Certain fonvard power contracts related to D 
No 133 In addition, certain fixward gas contracts 
management intent for the long- lived ,issets, tlic rclatctl forward power and @is cinntriicts were de-designated as normal purchiises and siilcs and  h e c l p  7 he amount recognized for transactions 
t ha t  no longer qualified as hedged firm commitments was not materiiil in 2iNS6 ;ind Z O O i  

Duke Energy manages its interest rate exposure by limiting its variable-ratc esposurcs to pcrccntagcs 01 total  capilaliwiion and by monitoring the eflccts nf market changes in interest rates 
Duke Energy also enters into financial derivative instruments, including, liu; not limited to. interest rate swaps. swiiptions and U S lreasury lock agreements to manage and mitigate interest 
rate risk exposure Duke Energy's existing interest rate derivative instruments and reliited inellectiveness were not material to its consolidntcd results of operatiom, cash llows or financial 
position in 2006. 2005. and 20u-l 

and operated foreign countries and from certain commodity-related tr;ins;ictions within tlomcstic opcrati i~ns Io mitigate risks associated with ioreign currency fluctuations, contracts may he 

also use foreign currency derivatives, wlierc possible, to manage its risk related to lorcign currency lluctuations There \viis no  recognition. a net loss of XI million and a net loss of $43 million 
included in \lime cumulative translation ndjustmment for hedges 01 net invcsbnents in forcifn operiitions. during ZiiO6, 7005, and 3004, respectively T o  mimilor its cunency exchange rate risks. 
Duke Energy uses sensitivity analysis, which measures the impact o i  rlcvaluation 01 toreign currencies 

During the first quarlcr of 2005. Duke Fncrgy scttlcd certain hedges which W C ~ C  clocurnonted ond  designated as net investment hedges n i  tlie investrncrit in Westcoast Encrgy. Inc 
(Westcoast) on their scheduled maturity iind p i id  approximately $1 ti2 million I hose settlements ore classified tis a component o i n e t  cash used in investing activities in the nccompnnying 
Consolidated Statements of Cash Flows i..osscs recognized on this net investment hedge liiive been classilied in AOCl iis a component o i  ioreign currency ac1)ustmentr and ud l  not be 
recognized in earnings u n l e s  the complete or substantially complete Iiquidatiiin n i  Duke Energy's investment in Westcoast occurs 

O t l i c r  Dcrivativc Coiitr i icis Tiorling Duke Energy has b c m  espnserl to tho impact 01 market fluctuations in thc prices of natural gas. electricity and other energy-related products 
marketed and purchased as a result dpropr ie ta ry  trading activities During 2t111.3. Duke Energy prospectively discontinued proprietary trading As a result of the Cindrgp merger, Duke Energy 
acquired natural g a s  and power marketing and  trading operations. conducted prirniirily through CMT the results of which have heen rellected in Income (Loss) lrom Discontinued Operations, 
net of tax, lrorn the date of the Cinerg>, acquisition to the date of s i l k  In October 211116. tlie CMI  sile transaction was comj~letetl ant1 Duke Energy entered into a series of Total Return Swaps 
(lRS) with Fortis (see Note 13)  As of December 31, X K j ,  the rrmaining CM I trading contract iissets and liabilities iind offsetting TRS werc clossilicd 11. 

Consolidated Balance Sheets 

oiitlieiist Pl;ints and the deferred plants I i a d  been primarily designated as normal purchases iind sales in accordmce rvith SFAS 
o the long-lived iissets had been dosignaled as ciish llow licdges in iiccordance with SFAS N o  13.3 A s  a result o i t h e  change in 

Interest Rltc ~ a 1 1 ' V n l u e  or Cis11 lilorr) I-lctlgrr. Changes in interest rates esp ide  Duke Energy 111 risk as ii result of its issuance oiviiriable and fixed rate debt and commercial paper 

Fore ign  C u r r e n c y  (Fa i r  Viilue, N e t  Investment  o r  Cusli F l o w )  1-Icdgcs Duke Energy is esposed to iorcign currency risk irnm inxmtments in intcrniitinniil ofliliiite businesses owned 

Underignored In addition. Duke Energy uses tlerivative contracts to man;ige tlie market risk eslmsures that arise from energy supply. structured origination marketing. risk management, 
and commacia1 optimiwtion snv iccs  to largc cnwgp custoincrs. energy agyegatnrs and other Iyliolesale cornpanic;, and to manage interest rate and iorcign currency esposurcs This catcgoiy 
includes changes in iair value for derivatives that no longer qudify fix the nnrmiil purchase and normal sales scope exception and disqualilied hedge contracts, unless tlie tlenvative contract is 
subsequently re-designated as a hedge The contracts in this categnry as 01 Decemher 3 I. 2006 are primarily associatcd with forward power sales and coal purchases lix the Commercial Power 
operations and remaining DENA esit  activlty announced in 2005 (see Mote 1 i j  As n i  December 31. 2l:XX. this category primarily included disqualified hedges relilted to the DENA Southeast 
Plants, hedges related to the pnrtinlly completed plunts which were d i s y a l i l i e d  in 2003 iind ceilniii controcb held by Duke Energy related to  Field Services commodity price risk Duke 
Energy's espusure to price risk is influenced by a number of factors. including clintract s i x .  length, market liquidity, locatinn and unique or specific contriict terms 

market derivatives The TRS ofisels the net fair  value oithe contracts hcing solil to Barcloys The lair valuc of the TR.S as of Ilccembcr 31, Xi06 is an asset 01 approximately $56 million, 

which offsets the net fair value of the underlying contracts. which is ii Iiahility nl ;ipprnsimately $56 millinn The TRS ivill he cnnccllcd as the unrlerlping contracts are t r m s l c r r d  to Barclays 

In connection with thcBarclays Bank PIX (13arciays) 1r;insactiiin discussed in Note 13. Duke Energy entered in to  a series of lRS with Barclays. which are accounted for as mark-!* 
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Credit Risk Duke Energy's principal customers for power and natural cas mxketing and transportation services are iniluslrial end-users. marketers. Inca1 distribution companies and 
utilities lociitrd throughout the U S , Canada and h t i n  America Duke 6nergp has concentrations of receiv:ibles from natural gas antl electric i iti l itics and their alTili:ites, as well as industrial 
eustomcrs and marketers throughout these regions These concentrations 01 customers may aflect Duke Energy's werall  credit risk in that nsk liictors ciin negatively impact the credit quality of 
the entire sector Where exposed to credit risk, Duke Energy analyzes the counterparties' financiiil condition prior ti) entering into an agreement. cstiiblishc$ credit limits and monitors the 
appropriateness o i  those limits on an ongoing basis 

credit exposures, primarily in its h id ing  nnd marketing and risk management operiitions I he collateral agreements provide lor a counteqxirty to post cash or letters of credit to the exposed 
party for typosure in excess ol an established threshold The threshold amount represents an unsecured credit limit, determined in iiccordnnce with the corporate credit policy Collateral 
agreements also provide that ihe inability to post collateral IS sufficient cause to terminiite contracts and liquidate all positions 

customer and the regulatory or contractual terms and conditions :ippIiciible to each trimsaction 

normal pischases and normal sales. hedging contracts, and optimization contracts outstiinding Duke Energy may he  required to return ccrtain held collatcral and post additional collateral 
should price movements adversely impact thevalue of open contracts or positions In many cases. Duke Enerhy's and its counterparties' publicly disclosed credit ratings i m p x t  the amounts of 
additional collateml to be posted Likewise, downgrades in credit ratings of c o u n t c r p a r t i ~  could require counterpalties to Ipwt additional colliiteriil to Duke Energy ;and iLs alliliates 

Tlic change in market value of New York bfercantile Esch;ingc O.IY)\4l3j-tradcd futures sncl options contriicts rcc~uircs daily cash settlement in margin accourits with brokers 
Included in Other Current Assets in the Consolidated Balance Sheets iis ofneeemher 31, 7006 iintl December 31, ?i)OS are collateral iissets 01 approximately $92 million and $1 ,279 

million, respectively, which represents cash collateral posted by Duke Energy with other third parties This decrease in cash cnllateral posted by Duke Energy is primarily due  the sale and 
wind-down of trading Operations Included in Other Current Liabilities and Other Deferred Credits and Other 1 iabilities in the Consolidated Biilance Sheets as of December 3 I, 2CiO6 aiid 
December 3 I, 2005 are collateral liabilities of approximately $239 million and $664 million. respectively, which represents cash collatcrnl posted hy other third pdrties to Duke Encrgy In 
connection with the sale to Barclays of contracts related to DE.NA's energy marketing and management activities. Bnrcliiys provided DENA cash equal t o  die net cash colliiteral posted by 
DENA under the conliacts Net cash collateral received by r)uke Energy from Barclays in 1anu:iry 2006 was approximately SSJO million based on current market prices 01 llie contracts (see 
Note 13) 

required in interpreting market data to develop the estimates of fair value Accordingly. t he  estimates determined as of December 31, 2006 antl 2l.X:JS. are not necessarily inilicative o f t h e  
amounts Duke Energy could have realized in current markets 

Pinonckil Instruinenls 

Duke Energy's industry l ias historically operated under ncgotiatcd credit lines lor physical clclivcry contracts Duke Energy frcqucntly uses master colliilcrnl iigrccmeiits to mitigate certain 

Duke Energy iilso ohtnins cash or letters of credit from custonier:; to provide credit support outside (If colhteriil agreements, where ;ippropriate. based on its financiiil annlysis d the 

C C l " P  . .  - 1  . .  % , %  

Financiiil 1nstrunie11h. The fnir value of financiiil instruments, excluding denviitivcs included clscwhcre in diis Note iintl in Note 13. is sumniiirizw.l in die following tiihlc Judgment is 

(a) lncludcs current niaturities 
'The fair value of cash and cash equivalciits, short-term investnicnLs. accounts and nntes rccci\,ablc. iiccnunts payohlc ,ind cniiimcrcial paper arc not materially illticrent irrmh thew carrying 

nmounts because oftlie s h o ~ - t e r r n  nature of these instruments or because the stated raws  approximate market rates 



DUKE ENERGY COIU'ORATION 
Notes To Consotid ntecl Financial Stateinen tti(Contii1uetl) 

9. illarltebble Securities 

tns-esempt debt sccuritics 1 h e x  instruments ore classified os nvailable-for-snlc securities under SFAS No I I 5  as miinngcmcnt docs not intend to hnld them to maturity nor nrc they bought 
antl sold with the objective of generating profils on short-term differences in price The carrying value of these instruments approsirnates their Snir value iis ihey contiiin Ilonting rates of 
interest During 2006, Duke Energy purchased approximalely $3 1.521 million and received proceeds on sale oi approsimately $30.692 million of sliort-temi investments During 2(liYi. Duke 
Energy purchased approsimatcly $38,535 million and rcccived procecds on sale of approsiinatelp $38.386 million of short-term investments During 311114, Duke Energy purchased 
approsimately $63,879 million and received proceeds on sale ol aplirosimately X63J2.3 million of shart-term investments The weighted-average maturity of these debt securities is less than 1 

During 2006. Duke Energy's Natural Gas  Transmission business unit received s l i m s  ol stock as consideration lor setllement of a custiimer's transportation contriict The market value of 
the equity securities, determined by quoted mnrket prices on &e date oi receipt, ol iipprasiinutely $3 million is rellccted in Gains (1. osses) on Snlcs VI Other Assets and Otlier. net in the 
Consolidated Slatemenls oSOperations lor the year ended D s c e m k r  31. 2006 Subsequent to receipt. these securities were iiccounted for under SFAS No 1 I5 tis trxling securities During the 

a i  Operations for llic year ended Dcccmbcr 31,3006 

Sliortletnr irii'csfnierile A t  December 31, 2006 and 2 0 5  Duke E,nergy had $1.514 million antl $532 million respectively. o i  short-tcrm investments consisting primarilv 01 highly liquid 

v,mr ,- 

During 2006, Duke Energy recognized an opprosimote $5 I million prc-tas gain on the sale of ;iviiilable-ior-siile securities tliiit were included in Assets held Tor siilc on the Cnnsolirliited 

Orlrei- Lonpferni iniarl~ireritr Duke Energy also invests in debt and equity securities that iirc held in the NDTF (see Note 7 for further information on thc nuclear decommissioning t rust  

Balance Sheets Ihis gain was recorded as a componcnt ol (Loss) h o m e  from Discontinued C)perations in Olher 

iunds) nnd the captive insurance investment portiolio that iirc classified as available-for-snle under SFAS No I 1  5 nnd therefore are ciirried iit eslirnnted iiiir viilue based on quoted miirket 
prices These investments are classified as long-term as management does not intend to use them in current operations The NDTF is managed by independent investment managers rvilh 
discretion to buy. sell and invest pursuant to the objectives set forth by the trust agreement As of December 51, 2006 Duke Energy's NLITT: ($1,775 million antl %I .YiJ millinn at December 31. 
2006 and 200s. respectively) consisls of approximately 7045 equity securities, 34?6 debt securities. and 64b cash and cash equivalents with a weighted-ai.er;igc maturity oithe deht securities o i  
approximately 13 yenrs Duke Energy's c;iptive insurance investment portiolio ($1 71 million and $Xii million a t  Dccemher 3 I, 2006 iind 21X:l5, respectivclyj cnn 
debt securilies and 12% equity securities wilh a weighted-average maturity ol Uie debt securities oi npprosimately 21 years as oi  December i l .  X U 6  The cost of srcurities sold is deiemineil  
using the specific identification metliod During 2006. Duke Energy purchased approsimately $1,915 million and received pmceeds on  sales oiapprosimaiely $1.?OJ rnilliun on otlier long- 
term investments During 2005, Duke Encrgy purchnsed npprosimntcly $1,762 million and r e c c i v d  proceeds on  sales a i  approsimatelg $1.745 million on nthcr long-term investments During 
ZOiM, Duke Energy purchased approslmately $2,050 million and received proceeds on sales of approsimntely $1,715 million on other long-term investments h h s t  of these purchases and salts 
relate to the NDTF 

The estimated fair vaIiies of short-temi and long-term investmcnts classified tis aviiilnblc-for-sale arc as iollows (in millions) 

As ofDcccmbcr  31. 

2006 1005 

s 632 
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Notes To Consolidated 1;inancial Statciiicnts(C:ontinued) 

Approximately SI 3 million and $21 million of losses are eicluded lrom the above table as of December 31. 2006 and 2005, respectively. which relate to available-lor-sale securities l ield 

in the NDIF Pursuant lo an  order from the NCUC. Duke Energy defers as a regulatory assei or regulatory liability all gains and lossts associated with investmcnts in the NDTF As Duke 
Energy has limited oversight over chc clay-to-diiy mnnngemcnt of the NDTF investments, iill losses during the years ended Decemhcr 3 I, 2006 iind 2Kl5 rclntetl to holdings of the NDT? have 
been recognized as a regulatory asset 

tax), $3 milliiin and $3 million. rapcctivcly, were reclassified out of AOCI into earnings 

sile recur i t i s  within Cash Flows From Investing Activities on Uie Consolidated Statements of Cash Flows At December 31, 2006 and 2005, ~ Q S S  unrealized holding gains related to the 
NDTF amounted to M71 million and $316 million, respectivcly 

10. Gootlmill and Intangible Assets 

impnirmcnt of goodwill ivas recorded in 200G directly related to these tests As discussed further in Note 2, in April 2006, Duke Energy and  Cinergy consummakcl ihe previously announced 
merger, which resulted in Duke Energy recording goodwill and intangible assets of approsimately $5 6 billion The following table shows the componenb ofgoodwilI ai I h c m b e r  3 I .  ?1)06 

Cli;lngcs in tlic Carrying Amount or Guodwill 

For theyears ended December i 1, 2006. 2005. and 2994 gains olapprosimately $57 million (including 651 million reclassified 10 (L.oss) Income lrom Discontinued Operations. net o l  

Duke Energy contributed approximately S 4 S  million in 2006, $48 million in 2005, and $329 million in 2004 to the NDTF These contributions are presented in Purchiises of :i\wlnble-lor 

. l ?  , 1  
" .e  %AS il . .  , * " . .  ' No 127 Aq a r~%t,a . .  

Commcrcicll Pow 
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Notes To C'onsolidntcd Rnancid Sbteitient~(C'ontinued) 

1nl;ingihle Assets 

million 01 eniission aIIo\vnnccs, nppraximntcly $295 million of gas, coiil and power contracts and iipprosimately $84 million of othcr intangible iisscts 

In April 2tXi6, in connection with the merger ivitli Cinergy, Duke Energy recartled gross intangible assets of approximately $1.091 million. primarily relating to approxim;itely $71 2 

'The carrying amount and accumulated amortizition of intangible assets as of December 3 1, 2U06 and December 3 I ,  2005 are a s  follows: 

\\'cigliicd 
Dccciiibci 51, Dcccmber 31, Avcr.igc 

2006 2005 Lire 

(in eiillions) 

Emission allowances do  not have a contractual term or expiration date 
Of this balance, as ofDecember 31, 2006, approximately SI 15 million will be amortized on a consumption basis and does not have a definitive lil-e, approximately $1 55 million will he 
amortized on a straight line basis over 20 years, and the remaining balance of approximately $52 million will be amortized on a straight line basis over a weighted average l i re of 
iipprosimately 14 years 

Emission dlowances sold or consumed during the years cnded Dcccmbcr 31, 2006,2005 and 2004 were $428 million. $8 million and $6 million. respectively 
Amortizition expense lor intangible assets for the years ended December 3 I ,  2006, 2005 and 2004 was npprosimntely $48 million, $1 million and $1 million, respectively 
The table below shows the expected amortizntion expense for the next five years for intangible assets as ofDecember 31, 2006 The expected amorti7r1tion expense includes estimates of 

emission allowances consumption and estimates of consumption of commodities such as gas and coal under existing contracts The amortizntion amounts discussed below are estimates Actual 
amounts may differ from !hoc  estimatcs due to such factors a s  changes in consumption pattcms, sales or impairments of emission allowances or other intangible assets, additional intangible 
acquisitions and other events 

2007 2008 2009 2010 2011 

(In million$) 
A 

In April ItXJ6. Duke E,ncrgy recordcd an intangible liability in connection with the merger with Cincrgy amounting lo approximately $1 13 million associated with the lvlBSSO in Ohio 
that  will be recognized in earnings over the remaining regulatory period. which ends on December 31, 2008 The carrying amount of this intangible liability was  approximately $95 million a t  

December 31, 70OG Amortization expense related to h e  b5SSO is estimated to amount tu approrimately S27 million ol 'income in 2007 and $68 million of income in ZOOS Duke Encrgy also 

recorded approximatcly $56 million of intangible liabilities associated with other power sale contracts in connection with the merger with Cincrgy The carrying amount of this intangible 
liability was npprosimiitely 539 million a t  December 31, X K I G  This balance will be amortized to income us follows: npprosimiitely $1 7 million in 7007. npproximiilely XG million in each of the 
years 2008 through Zli10. and approsimalely S-4 million in 2011 

11.  lnvestnicnts in Unconsolidatetl .Al'lilintes mil Related Party Tr:insactioiis 
Investments in domestic and international affiliates that are not controlled by Duke E n e r g ,  hut over which it has significant influence, are accounted for using the equity method Duke 

Energy received distributions oiSS95 million in 2006 from those investments OI these distributions, $741 million are includerf in Olher. assets within Cash Flows from Operating Activities on 
the accnmpany ing Consolidated 
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Notes To C'onsolidiitccl h i inc ia l  State~i~ent~(C'ont inucd)  

Statements ol Cash Flows and SI 52 million ;ire included in Distributions lrom Equity Investments wilhin Cash Flows from Investing i\ctivilies on the accompanying Consolidated Statements 
of Cash Flows Duke Energy received distributions o i  5856 millinn in 2Xl5 Of these distributions. $473 million are included in Other, iissets within Cash Flo\vs lrom Operating Activilies on 
the nccomponying Consolidated Statements of Cash Flows and $383 million arc included in Distributions from Equity investments within Cash Flows from Investing Activities on the 
accompanying Conso1id;itcd Statements ol-Cash Flows Duke Energy r a e i v d  distributions of $139 million in 2004, which are included in Other, assets within Cash Flows from Operating 
Activities on die accompanying Consolidated Statements of (;ash Flows Dukc Energy's sliare of net earnings from these unconsolidated affiliates is reflected in the (lonso1id;ited Slatements of 
Opcrations as Equity in Earnings of Uncoiisolidated Affiliates (See Note 2 for 2006 rlispositions ) 

As 01 Decemher 31, 2006 and 2!1!15, the carrying amount o i i n v c s h e n t s  in affiliates approsimated the amount of underlying equity in net assets 
N a t w i l  G:is 1 raiisniission As of December 31, 2006, investments primarily included a 50% interest in Gulfstream Natural Gas  System, L.LC (Gulfstream) Gulfstrenm is an interstate 

natural gas ]pipeline ihat estends from Mississippi and Alabama across the Gul l  of Mesico to Florida iilthougli Duke Energy owns a significant portion 01 GuKstream. it is not consolidated as 
Duke Energy does not hold B majority o i  v o t i n ~  control or have the ability to escrcise control over Gulfsiream 

Picld Services In July 2005, Duke h e r g y  completed tlie transler 01.8 I9 7Yb interest in DEFS to Conocol'liillips, Duke E.nergy's co-equity owner in DEFS, which reduced Duke Energy's 

DEFS disposition transaction, Duke Energy deconsolidatcd its investmcnt in DEFS ~vhich  has subscqucntly been accounted for a s  an invcstment utilizing the equity method of accounting (see 
Note 2) Additionally, in February 2(105, DEFS sold its wholly owned subsidiary TEPPCO GP, which is the general partner of TEPPCO LP, Tor approsimntely $1 1 billion and Duke Energy 
sold its limited partner interest in lFPPCO L.1' lor approximately 5100 million, in e x h  c:isc to Enterprise GP Holdings LP, an unrelated third party These transactions resulted in pre-tax gains 
of  approsimatcly $I S billion For thc three months ended blarch 31,2005. TE,PPCO 1.P had operating revenues 01 approximntely 51 ,524 million. operating cxpenses ol approximately $1.463 
million, operating income 01 iipprosimately $61 I! million, income l iom continuing Operations ofapprosimntely $46 3 million, and net income of  approsimntely $47 4 million 

containing three combustion turbines in Texas Cily. Texas Although Duke Energy owns a signilicnnt p r t i o n  of Green Power. it is not consolidated as Duke Energy does not lioltl a majority 
voting control or have the ability to escrcisc control over Green Power 

Saudi Arabia International Energy also has a 5096 ownership in C a m p h e ,  a natural gas compression I:icility in the Cantarell oil field in the Gulf of Mesico and a 25% indirect interest in 
Attiki. a natural gas distributor in Athens, Greece 

in November 2!Kl6 and a nine month estension was esecuted in October 2006 llie facility ownership will transfer to PEA,EX in August 2007 See Note 12 for a discussion of tlie impairment 
recognized on the C;impeche investment 

the equity method of accounting 

Power Partners. 1 L C Soutlirvest Power Partners. 1 . K  is a gas-iired comhined-c)~cle facility (Grifi th Energy) in Arizona that sews markets in Arizona, Nevada and California Although 
Duke E,nergy owns a signilicnnt portion oi th is  investment, it is not consolidated as it does not hold a majority ofvotiiig control or have the ability to esercise control over this investment 
Southwest Power Partners. I. LC w:is included in DEN,& Western IJnited Slates generation assets that were sold to I S  Power during 2006 (see Note 13) As a result, the investment was 

classified as Assets Held lor Sale in the Consolidated Balance Sheets as o i  December 31, 2005 and earnings and losses from this invesment are classified as (1 ass) Income from Discontinued 
Operations, net of (as  in the accnmponying Consolidated Statcmcnts of Opcrations 

COI~IIIICI ci:il POWPI. As of December 31, 2006, invcstmenls primarily included a 5096 interest in  South I-Iouslon Green Power, L. 1' (Green Power) Green Power is a cogeneration facility 

liitci innlioii:il Eiici~h?. As 01 December 31, 2006. investments primarily included n 25% indirect interest in NhK. which owns and operates a methanol and MTBE business in Juhail, 

Cnmpzchc project revenues are gencriitcd from the gas compression s c m c c s  ogrccmcnl (GCSA) with the Mexicon niitionol oil company ( P E b E Q  The original fivc year GCSA espired 

CI esccnt In September 2006, Dukc Energy dcconsolidated its invcstmcnl in Crescent JV  as n result of a reduction in ownership and subsequently has accounted for thc investmmt using 

Otlier As of December 31, 2006 inveslments primarily includes Cincrgy's lelecom investments As of December 31, ?llO5, investmenls primarily included a 5096 interest in Southwest 
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IiiveslnicnLs i o  Uncoiisoliclilecl AfIilintes 

As 01: 

Dcceniber 31,2006 December 31,2005 

Doinestic 1iilern:ition:il To131 Donieslic In le t  ii:itioiial Total 

- _-.-._--I._I.- & - .  I 

(in iiiillionr) 
U 

(ti) 

(h) 
Includcs Dukc Encrgy's 50 pcrccnt i n t c rw  in DE.FS subsequent to deconsolidation o i D E F S  on July I ,  2@:15 
Includes Duke Energy's cffective SO percent interest in Crescent subsequent 10 (leconsolidnlion of Crescent durins Sepkmber 2006 

Equily in E:iriiings nlUnconsolidiiecl Allili:iles 

For Uic Years Eiided: 

December 31,2006 December 31,2005 December 31,2004 

Donie\hc Intel iiatio~i:ll Tot:11 Donicrbc Inlei nniionnl Totll Doiiicrlic liitei ii:~tioiiol TotA 

(in niillionb) 
_I_..__ - ____3 -- p__p. 

2 55 42 5 47 

-. - ...-.... . .  .. . -... ..__ m P . ~ ... - -- 
(a)  
(b) 

(c) 

Includes Duke E n e r g ' s  50 percent equity in earrungs of DEFS subsequent Io deconsolidntinn on July I .  XJ05 

Includes npprosimntely $15 million for the year ended December 51. 2006 that represents Duke Enerey's eilectivc 509.6 interest in Crescent earnings subsequent to deconsolidation of 
Crescent in Scpternbcr 3006 
Includes equity inveshncnts nt the corporate level 

Suniniwizctl Coiiibined Iiiii:iiici:il 3arorm;ilioii or U~icoiisolidaled AfIili:ites 

2006 2005 
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Fni the Yc:irs Eocled 
Dccrmber 31, - 

2006 200s 2004 

(in iiiillions) 

Net income 1.657 

(a) Amounts include DEFS mil Crescent Tar the respective periods subsequent to deconsolidation 

Amounts are included in Notes Receivable on tlic Consolidated Balance Sheets I h e  balance outstanding as 01 December 31, 2006 represents International Energy's $1G million note receivable 
from tlic Campeclie prnject, ii 51196 o\vnedjoint venture, and Duke Energy Ohio and Duke Energy Indinnit's $2 I0 million note receivable from Cinergp Receivables Company L.LC (Cinergy 
Receivables) (see Note 2 3 )  The outstanding notes receivable had interest rates approsimating current market rates 

$7 million from Campechc. n 50441 owned DEI ntfiliatc, during 2006,2005 and 2004, respectively 

Ohio and Duke E,nergy Indiana collectively sold approximately $3 5 billion of receivables to Cinergy Receivables and received approximately $3 5 billion in proceeds from Uie sales. including 
tlic notes r~lccivablc (scc Note 23) 

Nnturnl Gas lriinsmission /ins ii 5096 ownenhip in two pipeline companies, Gulbtream, im operating pipeline, and Islonder East, LLC, a development stage pipeline 11s well ns u 50% 

International Energy loaned money to Cnmpeche to assist in the costs to build International Energy reccived principal and inlercst payments oi approximately $1 1 million. $5 million and 

Duke E,nergy Ohio and Duke Energy Indiana sell their receivables to Cinergy Receivables During 2Ml6 (subsequent to the closing 01 die Cinergy merger in April 3006), Duke Energy 

ownershili in a power plant, Mcblahnn Cogeneration Plant, a cogeneration niitural giis fired facility transferred In Naturd Gas Triinsmission from DENA during 2005 Natural Gas 
1 riinsmission provides certain administrative and other services to the pipeline companies and the Iioiver plant Natural Gas Transmission recorded recoveries of costs from these affiliates of 
$19 million, $13 million, and $8 million during 201J6, 2005, ond 2004, respectively l'he outstiinding reccivnblc from these aifiliates was $5 million and $3 million as of December 31, 2006 and 
2005. respsctively 

?0?5 The proceeds were used by Gullstream to p?y o f l a  construction loan and the balance of the procceds. net of transaction costs, of approximately 1620 million was distributed to the 
partners based upon their ownership percentage (approximately $310 million was received by Natural Gas Transmission and are included in Distributions from Equity Investments within Cash 
Flows from Investing Activities in the accompanying Consolidated Statements of Cash Flows) 

In December .?ClOS. Duke Enerfy completed a 140 million Canadian dollars initial public offering an its Canadian income trust fund (the Income Fund) and sold 14 million Irust Units at 
nn olfcring price or 10 Cnnadiiin dollars l x r  Trust l lnit  in January 2006, n subsequent greenslioe sale of 1 4 million additionul Trust Units, pursuant to nn ovcrnllotmcnt option, were sold at a 

price 0 1  10 Canadian dollars per Trust Unit Subsequent to the January 2006 sale oiadditional Trust Unib ,  Duke E.nergy held an approximate 5S9.b ownership Lnteresl in the businesses oi the 
Income Fund Proceeds of approximately I 4  million Canadian dollars are included in Proceeds from Duke Energy income Fund within Cash Flows from Financing Aclivities in the 
Consolidated Statcmcnts of Cash Flows In September 2uO6. tlie Income Fund sold approximately 9 million previously unissued 1 rust 1Jnits at  a price of 1 2  15 Canadian dollars per Tmst Unit 
lbr totnl proceeds of ICH million (3anadian dollars, net of cornmissions snd expenses of other espenses of issuance, which is included in Proceeds from Duke Energy Income Fund within Cnsh 
I:lorvs from Financing Activities in the Consolidated Statements of Cash Flows The sale of approximately 9 million Trust Units reduced Duke Energy's ownership interest in the businesses of 
t l ic  Income Fund to appriximately 46% at December 31. 2006 As a result of the sale of additional Trust Units. Duke Energy recognized an  approsimate $1 5 million l l  S Dollar pre-tax SAD 
No 51 gain on the snle of subsidiary stock, which is classified in Gain on Sale of S u b s i d i q  Stock on the Consolidated Statements of Operotions Tlie proceeds from the offering plus tlie draw 
down of approsimately 39 million Canadian dollars on an  ov;iilable credit Iacility were used by t l ie Income Fund to acquire a 10046 interest in Westcoast Gas Services, Inc There were no 
deferred taxes recorded as a r&uIt 01 this transaction 

Advance SC 1 LC, which provides funding for economic dcvclopment projects, educational initiatives. and ntlicr programs. was formed during 2004 U S Franchiscd Electric and Gas 
macle donations 01 approsimntely $24 million and $3 million to the nonconsolidated subsidisry in 2006 and 2005. respectively Additionally. 01 D c c e m h r  31, 2006, U S Franchised Electric 
and Gas hnd a trade payable to Advance SC 1.LC of approsimately $8 million 

In October Xll:l5, Fulfstrcam issued $500 million aggregate principal amount of 5 5695 Senior Notes due 201 3 and $350 million aggregate principal amounl of 6 1995 Senior Notes due 
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I. ield Services sell\ a portion ot its reiitliie ens and NGLs lo, piirchase? raw natural gar and other petroleum products trom anrl provides gathering and trancportation services lo 

unconsolidated atfiliatei rprimarily TEPPCO GP. which was sold in Februarv 2005)  Total revenues Cram thesc .illiliates \\'ere nppro\imdlcly T9S million tor the si\ months ended June 30 ,  
211115, and $37): million lor tlic year ended Dcccmbcr 31, 2004 Total purchnscr from these 'iffiliatcs were approvimotcly $77 million lor the sty months cnrlcd Junc X I ,  2005, and E l  25 million 
l o r  the year ended December 31, 20114 lot.tl operating e\pen?es were appro\imately $1 million for the \IY months ended June XI 20(1i, and W million for ilia year ended December 31, 2004 
1teduction.i in  revenues and purcliaies in XI05 nr compared to 2004 are principally due to the sale ot TEI'PCO GP .ind (leconsolidation of DFFS efi'ecuve July I. 2005 

In July 2005 DETS war  dcconrolidatcd due to the lranster of a 19 770 mtcrert to ConocoPhillips ,ind has bcen rubscqucntly accounled for as an equity invebtmeiit (see Note 2) Duke 
Lncrg)'s 5Ci% of ecpity in cxning i  01 DEFS lor the year cnded Deccmber 31 2006 and the period July 1,2005 througli Deicmlxr 31 2005 wab 557-1 million and $302 million, respectively. 
.ind Duke Energy's inve\tment in IJE1.S as 01 December 3 1, 2006 war  $1,166 million, which is included in Investments in Unconsolidaled Atl i l iales in Uic aicompanying Consolidated Balance 
Sheet5 For theyear ended December 31. 2UO6 Duke Energy had gas sales to. purcha,es from and orlier operaline r c v e n u a  from af i l ia tcs  of DFFS of rppro\imalel) $137 million $41 million 
m d  $ 1  7 million reapcctivel) As ol December 31 7106 Duhe Energ) hod trade recei\ahles from and tr.idc pay.ibles to DIZS umounting to iippro\unately $71 million iind $56 million, 

req~ectively Ue:veen lul) I 3Wl5 and December 3 I .  2005, Duke Energy h.id g a i  s,i!es to, purchaici from, and other operating revenue, from affiliater of DF1.S of approximately $67 million, 

SO5 million and blZ million. revmlively A r  01 December 11. 2005, Duke Energy had trade recetv,ibla lrom and trade pnynbles to DEFS of appro\imately SI Y million and $47 million. 
rerpcctncly Additiontillp Duhc Energy received appro\imately $725 million and $360 mllion for its share ot dirtributionr paid by D E r S  in 21X6 anrl 2OU5, rcrpectively DuLc Energy has 
recopni7erl .in appro\imate SO I million receivable as 01 December 31, 2006 due to its share of quarterly tak distributions declared by DEFS in 2006 and paid in 2007, as compared to $90 
million in 21105, v.liicIi weir p.iid in 2(Xlb Of there dirtrihulions $573 million and XZ87 million were included in Other. a~sc ts  wilhin Cash Flowr from Operating A i t i ~ i l i ~  lnr the years ended 
21106 and 20U5 rcspcctivel) , and appro\imalcly T I  52 million and 673 million were includcd in Distributions from Equity Investments within Cash Flons from Irivuting Activities for the ycarb 
cntled 2iiUb and 3oo5 reipectivelp, n i i lun  the accompanying Coniolidated Statements of Cash Flows Summar) finnncirl inlormalion lor DEFS, which litis bcen nccnunted tor under the equit) 
mcUiod rince July I 311115 ir ,ii lollows 

1 v E l \  e-niuiitl i~ ElldCd Sir-iiiuiitlir Eiiifeif 

Drcenibcr 31,2006 Dcccnibcr 31,2005 

(in inillion$) 
-. 

Oporiitiiig revenues 

Net income F 1,139 $ 584 
1)ecciiiber 31,2006 December 31,2005 

(in iiiillionr) 
Current ussots 06 

Non-currcnt l iabilities 

01 the undcrlying ne1 a s ~ e l b  in DEIS 

income til\ return,, and income tax expense related to these co~porutions is included in the income t a t  expense of DEFS Therelore DEFS' net income doei not include income to\- for 
earnings 13 hich .ire pasr-through to the members based upon their ownership percentage and Duke Energy recognizes the in\ impacts of i t s  share of DEFS' pass-through earnings in its income 
ta \  expense from continuing operation5 in the aLLompanying Consolidated Statement5 of Operations 

In 2Oii5, DEFS lormcd DCI'hlidsecam Partners, LP (a master limited partnership) DCP Midrtrcnm I'nrlncrs I P @CPI P) completed ,in initial public ollering ( P O )  transaction in 
December ?On5 that reaultecl in net proieedi  ot appro\imalely S21U million Ar .I rewlt  DEFS lias 3 42 percent ownerrhip inlerert in DCPI P, consisting 01 a 40 percent limited partner 
owncrship iniermt and a 2 pcrccni gen - 

DFFS i i  .I limitccl liability compmy which  is a pass-tliroupb entity for U S income tax purposes DEFS also owns coqiorations who f i l e  their own respective, federal, loreign and %ate 
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criil pnnner owncrship interest L7EFS' ownership inlcrcst in Uie general partner of DCP1.P is loCl percent The  gain on che IPO transaction has been deterred by DEPS until DEFS converts ils 

subordiniited units in DCP to common units, which will occur no earlier than December 3 I, 200s 

as of S e p t e m k r  7. 2006 (see Note 2 )  Duke Energy's XJ?6 ofequity in earnings ofCrescent for the period from September S, 2006 through December 31, 2005 was % I  5 million and Duke 
Energy's investment in Crcsccnt as oi Decemher i l ,  2Oii6 \vas SI80 million which IS included in Invc~tmenls in Unconsolidated Affiliates in the accompnnying Consolidated Balance Sheets 
Summary financial information lor Crcsccnt, which IIRS been accounted for under the equity nicthod since September 7, 2005 is as follows: 

An indircct wholly owned subsidiary o i  Duke Energy contributctl all the mcmbership interest in (3rcsccnt to a newly-formed joint venture musing Duke Energy lo decansolidate Crcsccnl 

Septeiiibei 7 
through 

Decciiiber 31, 
2006 

(in millions) 

Net income Y; 30 
Deceiiiber 31. 

2006 

(in  million^) 

Currcnt 
Non-current osscts s, I ,SlO 
Current liabilities 
Non-current I I~I I  

subsirlialy accounts for wch contract5 35 if the) were tr.rnwcted \\ ith a third part) and records the contracts using the LlTkl Model or the Accrual Model of Accountmg. as applicable In the 
consolidation process the etlects of these intercompany contract, are eliminated. dnd not reflected in Duhe Energy's Consolidated Finnnctal Statements 

Also sec Note 2 Note I 3 Note 1 i Note I 8  and Note 21 lor additional related pirty inlormat~on 

12 Inipaiiments, Sever :ince, and Other C1i:irges 
ltitei iintioiml Eiierg In 2006 Internauon,il Energy recorded a '$511 million other-thdn-temporary impairment charge related to an invwment m Campeche a natural gas compression 

fncility in the Cant,ircll oil field in the Gulf 01 hlexico Ccimpeche projcct re\'enueT are generated from the GCSA with the PELEY The current GCSA expired in November 3006 and a nine 
month e\tenvon \vas executed i n  October 211116 In the second quarter of 2006, based on ongoing discussions with P E W Y ,  11 was determined that there was a lunited luture need for 

Campeche's cas compression \en,icr\ hl,inagemcnt 01 International Energy determined Uiat it is probable rhat & e  Campeche invesmenl will ullimately be bold or Lhe GCSA will Iw renewed 
for  a signilicantl\ loner rate An ntlicr than-tcnipnranf impairment 1ms was recorded to reducc the carrying value to managcmcnt's best eslimatc of rcaliwblc value The charges consist of a 
$17 million unpairment of the ciirr) mg value 01 the equity method inse<,tment, which has been clnssilicd ~ i t h i n  (Losses) Gains on Soles ond Impauments oiEquity Investments in the 
Consolidated 5tatemenls 01 Operation\ f o r  the year ended IXcember 71, 2006, and a $33 million reserve against notes receivable from Campeche, which has been clas.;ified within Operations 
Mainienance and Other in the Consoliddied Statements of Oper,itiona lor the year ended December 51 2006 The facility ownership will transfer to PEMEY in A u g ~  2U07 The carrying 
value of thc note .it Decembcr 3 1 711116 war  516 million which 19 miinagcment's best ebtimnte of the net rcnliznblc valuc of the note receivable from Campcchc 

In D e c e m k r  3106, DuLe Fnerg\ engaged in dircu\sion~ $1 ith a potential buyer of International E n q y ' s  assets in Bolivia Such dircussions to sell the asset& u e r e  suhject to a binding 
agreement between the particr \bhich !\'a\ fin,iIizcd in Pebruag 211117 and rewlted in the ,ale oflnternational Energy's 50 percent ownership merest  in two hydroelectric power plant.; near 
('och.ih,imba Bolivin to Ecn - 
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nergy International lor approximately %Xi million Bnseil upon Ilie agreed upon selling price o i  the asscts, in December 2006 Duke Energy recorded pre-tax impairment charges 01 

approximately S?S million, which NOS recorded tis ii component o l  Impairinem and Other Charges on the Conso1id;ited Statements of Operations The impairment charges reduced the carrying 
viiluc of the assets in ihe estimated selling price pursuiint to the aiorcmentioncd iigrcement As ii result 01 the wlc, International Energy no longer has any assets in Bolivia 

A $20 million other than temporarp imp:iirmcnt in v;ilue of the Campeche investment w a s  recognized during tlie third quaner of 2i>O5 to write clown the investment to its estimated fair 
value This impairment is c1;issilied as ,I ciimpoiient of (Losses) Gains on Sales and Impainnen~s  of Equity Investmenls in the accompanying Consolidated St;itements ol Operations 

Field Scrviccs During tlic year cnrlcil December 3 I ,  3lCl5. the 1:icld Sewices business uiiit rccordcd a charge ofapproxiin,itcly $1 20 million due to the reclassification into earnings of 
prc-tax unrealized losses Gom AOCI as a result nithc discontinuiince o f  certain cash l low hedges entered into hedge Field Senwes' commodity pr im risk See Note S for a discussion oitlie 
impicts of tlie DfFS disposition transaction an  certain cash llow hedges 

In the diird quaner o i  20I)J. 1;icld Services recorded impairments io1 approsimately $22 million related to DEFS operating assets 
Additioniilly, in the third quarter 01 XNi4, F ie ld  Senices  recorder1 an impairment ofspIorosimutely inillion related to equiv  melhod investments nt DEFS 'The impairment is included 

in (Losses) Gains on  Sales and Impairinents ofliquity Investments on !he Conrolidiited Statements of Operations 1-he impairment charge \vas related to management's assessment ofthe 
rppo,,r -4 pi,,],] qrn,irl.5rl,.t~nn,nr.r+ m& L_, , n ~ < p t c ,  .. . ,\ , , ?  h '  h I,,,nr , I -1 , , " ] , , G , ,  ' h IfP,, :>c, , , IPTP h i r  

value Fair value \vas determined bascd on management's bcst ostimates d s a l c s  value and/or rliscounted future cash flow models 

.cent In the third qunner col2Oli5. Crescent rccognimil pie-tax impairment charges of approsimately $16 million related to a residential community near I-Iilton I-lead Island, South 
h;it includes bnth residenti;il lots : i d  :I golf club. to rcduce tlie carrying value of the community to its estiniiitetl iair value This impairment \viis recognized as a component 01- 

Impairrncnts and Other Chaiges in t h e  accompanyirig Consolidatcd Statemerits oi  Operations This community h a s  incuried hipha than cspected costs and has been impacted by Iuwer than 

anticipated siiles volume The Sair viilue 01 the remaining cnmmunity tisseis wtis determined based upon management's estimnte of discounted Suture cash llows generated from the development 
and sale ol the comniunity 

In the fourth quaner 01 2(icli. Crescent recordcd impairment charges of iipprosimiitely $42 million reloted to IWII residential developments in Payson. Arizona, the Rim and Chaparral 
Pines, and onc residential developmcnt in Austin. Tc 
slower than anticipated absorption 01 available im'eiitory Fair \~alue o i  tlie a ~ ~ e l s  w a s  determined hased on management's iissessment of current operating results and discounted future cash 
llow models Crescent also recorded bad debt charges of SS million related to noles receivable due from Rim Golf Investor. L LC and Chaparral Pines Investor. L LC This amount is recorded in 
Opention. Maintenance and Other on die Conso1id;ited Statemcnts iil C)pmtions 

I win Creeks The impairment charges were related to long Ii\,cd assets at the three properties The dcvclopmcnts have sufiercd from 

Qtlicr. S e e  Note 8 ior n discussion oi  tlic impiicts n i  thc DENA exit plan on  ccrtain ciish llow hedges 
SCVSI m c c  During the period from tlic ef l~c t ive  diite nf the Cinergy merger through December 3 I, ?0116. Duke Energy accrued approximately $89 million related to voluntary and 

involuntwy scvcrance as a result 01 ihe merger w i t h  Cinergv (see Note 2 )  Additionally. Duke Energy recarded approximatcly $45 million in severance liabilities related to legacy Cinergy that 
has been included in poodwill 

As discussed in Note 13. i n  lune 2006. Dukc linergy announced it had reached an  agreement to sell CklT, as well iis associated contracts managed by these companies. to Fortis, a 

Benelux-based linaiicial S C N I ~ C S  group .As such. rcsulls n i  operations lor Ch4T have been rellectecl in (Loss) Income irom Discontinued Opra t ions ,  net oi tax, from ihc dale oflhe CinerSy 
acquisition to the date 01 sale Ihe sdc a i  CMT was consummated in O c t o k r  Xi06 ontl Duke Energy did not record sny material severance liabilities as ii result of the disposal 

During the Sourtii quarter of ?il06. in connection wi th  Duke Energy's spin-off of Spectra Energy, Duke Energy recognized approsimately SI2 million of severance costs under its ongoing 
severance plan Future severance costs under this plan. if m y ,  arc not  currently estimable 

As discussed funhcr in Note 13. during the third iluaner 01 2005. the Board 01 Directors 01 Duke Energy authorized and directed management to execute the sale or disposition of 
substantially a l l  of DENA's remaining assets and conirac~s outside the hdidwestern United Statcs and cerlain contractual pnsitinns related to the h4idwcstcm assets As a result of this exit plan, 
during the year ended 
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December 31, 2005, DENA recorded a severance accnial ol~approximately $22 million. under its ongoing severance plan. related lo Uie anticipated involuntary termination of DENA 
cmployees Approximately $2  million 0 1  the related pre-tax expense is reflected in Operation. I \hn tenance  and C)ther and ;ipproxim;itely %?(I million is rellected in (Loss) Income from 
Discontinued Operations. net of tiis in ilic accomp;inying Consolidntcd Stiitemcnts oiOperiltions for the yeti‘ ended Dcccmbcr 3 I .  20115 r\dditionnlly, DENA olfsred certain d i a n c c d  
severnnce benefits lo employecs involuntarily terminated in connection w i t h  the DENA disposition plan. which :ire being recognized over the remaining service period Approslniately $5 
million oi cnhanced severance benelits were accrued during the Ioiirth quarter of 3:105 During 2006. Duke Energy reversed approsimately $9 million of previously recorded severance 
amounts duc to a cliange in cstimotc As a r a u l t  of tli is exit plan. Duke Energy torminatecl approximately 207 employees ilirough tlie ciid of .?in16 hlaiiageinent anticipates future scverancc 
costs related to this esit plan, which relate to retention co  

plans related to the program were :~rnended eKective August I .  NO4 and applied in individuals notilierl o i layof i s  between that date and January I .  20il6 

ssociated with luture services. not included in tlie lollowing table will not be material 
During ?00?, Duke Energy communicatcd a voluntary and involuntary severance program across all segments to a l i p  the business with market conditions during that period Severance 

Ihll:illcc lit IPalnnce nt 
< ,,,,, .,,.” Nonr:t\h , .  X I  1’ ,,\, j i ,,, 

2006 Reductions 2006 A c l  justinciils Adjust incn Lr 
....... - ........... . .. -. _.._I I -... - ... __ Scver:tiicc Reserve 

.- . . .  - . . . . . .  m... ............ L -..,I.. P.. P 

n;ll:lncc ill IPal:1ncr at 
J:inu:iry 1, Pro\,isioid Nonosl i  Cash Dccenibci 31. 

200J Acijuslnieiits ,\djustlllcllLu Recluc:lioiis 2005 

_.-_.I-_.--. -..- . ..- ..._..I_. ......... - . ...__-...-_. . . .  -.--- 
Diilrrscc 111 UUlllilCC st 

.Jiiiiusiy 1, Pravirinid Noiicaah c:lsll Dccenibcr 3 I ,  
2uu.I ~~cIJusti l lel l ts ,\djiislnieiiLv Reduclioiis ZOOJ 

nd G 60 S 

- -  -_ 
(a) 
(b) lncludcs minority interest 

(c) 

Suhsl;intially :ill expected swerance costs will hc applied to the reserves within one year 

Scveriince expense mcluded in (1 loss) income From Discontinued Operotinns. net o i  tax in the (:onsolidatcd Statements 01 (5perations was Si!>) million. $22 million. and $1 million for 
2006, 2005. and NiN, respeclively 
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13 Disconlinoe~l Operations iind Assets I-Ielil for S:ilc 
The following table stmunarizes thc results cliissilieil as (1.0s~) Income irom Discontinued Operations, net ot tas. in the accompanying Consolidated Staierncnts oi Operations 

Discontinued Ope] ationr (in niillion>) 
Operating Income (Lo%\) Ne1 Gain (Lon) on I)iipo\ilions 

Opcraliiig (Loss) Incoine 

Operllllng 1 ll\  (Lo\>), 1'1 e- (s i  Gain lllcollle 1:1\ 0 I1 Disconlinncd 
Oper.tling Inceine I l~pen%c Ne1 or (LO%\) on IS\pe11>e Dirporitii~n.;, Opetalioils, 

PI e-1:ix Illcullle lllculne Giiin 6 ~ 5 5 )  rru1II 

Rcvenues (LO\\) ( B C I l C 6 1 )  I d S  I)i\po\ilionr (l3enelit) Net of Iiir Net or Tali 

749 ( 5 6 )  (11))  (40) (177) (40) (SI) ( 127) 

( n )  Other inchids the rcsults for DENA's discontinued npcrations. which werc previously rcporlcd in the DENA segment 

Thc following toblc presents the canying VDIUCS of tlic major classcs of nsseb nnd associnkd linhilities held lor sole in !he iiccompnnying Consolidated Biilancc Sliccts as oiDeccrnber 31, 
2006 and 2005 Assets held far s i l k  as of December 31, XI06 primarily relate In Duke Energy 1ndi:tna's Wnb:ish River Power Station (see Note 1) Assets held for sale :IS oi December 3 I ,  2005 
primarily relale to DENA's assee that were sold to LS Power. its discussed further Ixlow 

Sun~inarireil Bnlunce Sheet Inforinnlion Ibr As\ct.; and A ~ > ~ C I I I I C C I  Linbilitics I Ield roor Siile 

December 31.2006 December 31,2005 

P 

Total linbilities associated with assets held for sale P 44 s, 3.573 

m . .... . . . . . ... . .... . . . . . ...,. . . .- I . . . . . 
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Cotiurirrcinl Poi~v i  

In  June 2006, Duke Energy announced i t  had rcilched an agreement to sell CMi ,  i is well as certain Duke Energy Ohio trading contriicts, to 1;ortis. ii Benelux-based financial services 
group In October 2006, the siile transnction was  completed Under the purchnsc and sale ogreemcnt, Fortis purcliiiscd CbIT iit a hiise price n i  opproxini:itcly $110 million In iiddition. Fortis 

paid approximately S?00 million for tlie portfolio ofcontracts and an amount equal to tlie estimated net morking capital associated \villi these companies at  lhe time ofc lose  In October 2IYJ6, 

Duke E.nergy received total pre-tax cash proceeds of approximately $700 millinn and recorded iin approximate $25 million pre-tax gain on the sale Income tax expense recorded as a result of 
this transaction rclatcs to the approximatc $135 million ofgoodwill  included in asscts hcld for sale that wiis not deductible fipr tax purpnses, thus creating a taxable gain that was  grcatcr than the 
gain for book purposes Results of operations ior ChlT, as w e l l  as certain Duke Energy Ohio trading contriicts, h a i v  been rcllected in (Loss) Income irom Discontinued Operations. net of tax, 
Ikom the date of tlie Cinergy acquisition through the date of sale 

In October 2006. in connection with this transaction. Duke E,nergp entered into n series of To~al  Return Swaps (TRSj with Fortis. which are iiccnunted for as inark to market derivatives 
The TRS olfsets tlie net lair value of the contracts being sold to Fortis The TRS will be cancelled [or each underlying cnntriicts os each is transl%rred 10 Fnrtis All econnmic wid credit risk 
associated with the contracts has been lransferred to Fortis as of the  dale of  the sale through the TRS As ofDecember 3 I, 20~16. approsimiitely 71190 oithe contracts had been novated by Fortis *, q, ,""A , , " ?  . .  ,. . .  . . .  . .  

Field Servicr?; 
In December 2004, hascd upon management's assessmcnt of the probable disposition 0 1  some plant and transportntion :issets in IVyomlng. Field Services wrnte down the hook value of 

those ass& by M million ($3 million nct o i  minority intucst)  to $1 (1 million, which reprcscntcd the cstim;ited fair value less cost to scII I h e  iittcr t i n  loss and results o i  operations related to 
these osseis were included in (Loss) Income from Discontinued Operations, net oitax, in the nccompnnying Consolidiited Statements of Operations In February 2005, these nssets were 
exchanged for certain gathering assets in Oklahoma 01 equivalent fair value 

approximately S6 million, with the carrying valuc being approximately equal to the sales price The ancr  tax loss and r e l a t d  rcsults of opcrations were included in ( lnss)  income liom 
Discontinued Operations, net of tax, in the accompany ing Consolidatctl Statements 01 Operations 

In September 2004, Field Services recorded a pre-tax impairment charge of approximately $23 million ( S I  6 million net o i  minority interest) related to mana~,emenl 's  current assessment 

ofsome additional gathering, processing. compression and transportation assets in Wyoming being held for sale 1 he estimiiied lair value o i  these assets less cost to sell \vas $27 million The 
alter tax loss ond results of operations were included in (1.0~~) Income from Discontinued Operations, net ol' tax, in t l ic  accompnnying Consolidiited Statements of Olwat ions  In thc first 
quarter oiZ005, Field Services sold these iissets for proceeds ofXZS million, with tlie carv ing  value being approximately equal lo the sales  price 

In February 2004, Field Services sold gas gathering and processing plant n.sets in \Vesl Tesas to a third party purchaser for ii siilcs pnce oiapproxirn;itcly $62 million which 

In B c e r n k r  2004. Field Services sold gas system and treating plant assets in Southeast New Mexico and South Texcis respsclively Field Services sold these iisse~s for proceeds 01 

approximated these assets' carrying value The after tax gain and results of opcrations related to these assets were includcd in 11 ossj Income from Discontinucd Operations. net of tax, in tlic 
accompanying Consolidated Statements of Operations 

ltirertiariotial Etrrrgv 
In order to eliminate exposure to international miirkets outside of L.ntin America and Canada. Internationiil Energy decided in ?cl03 t o  pursue ii possible sale or PC) of International 

Energy's Asia-Pacific power generation and natural gas lransrrussion business (the Asia-Pacific Business) As ii result rfthis decision, International Energy recorded an alter tax loss of $233 
million during the fourth quarter oi 2003. which represented Ihe excess 01 tlie carrying value over the csiimated iair value 01 tlie business. less estimated costs to sell In the first quarter 01 
2004, International Energy determined it was likely that a bid in cscess of the originally detcrmined lair value would he accepted and thus recorded a $23S million ittier tax gain related to 
International Energy's Asia-Paciiic Business The  after tns p n  was included in (Ihss) Income irom Discontinued Oper~itions. net nl tiis, in the nccompnnying Consolidated Statemenis ol 
Operations and restored the loss recorded during the lourlli quarter ol 2003 
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In the second quarter 01 200J. Inlernalional Energy completml Uie sale of the Asia-Pacific Business to Alinta Ltd for a gross sales price of approximately X I  7 billion This resulted in 
recording an  additional W0 million after tax gain in the second quaner of 2004 The after lax gain was included in (Loss) Income from Discontinued Operations, nct of tiis. in tlie 
accompnnying Consolidated Stntemcnts of Operations lntcrnation~l E,nerby rcccivcd iipproximately $590 million of cash proceeds, net ofapproximiitely $841.1 million oidcbt retired (ns a non- 
cash finnncing activity) as  pan of  the Asia-l)acific Business 

International Energy held a receivable from Norsk Hydro ASA (Norsk) related to the 2003 sale of International Energy's European business Ln 2004. International Energ) recorded a $14 
million ($9 inillion aftcr tax) allowance against iiie carrying value of thc note based on management's assessincnt of tlic probability of not collecting tlic entire note In first quartcr 2006, based 
on manngement's best estimate of recoverability, International Eneyy recorded an allowance of ;ipproximntely $19 million ($1 2 million atter tax) against this receivable, which was recorded in 
(Loss) Income From Discontinued Operations, net of tiis in the Consolidated Statemenlz 01 Operations During the second quarter of 2006. International Energy and Norsk signed a settlement 
agreement in which Norsk agreed to pay lntemational Energy approximately $34 million in full settlement of Intemationiil Energy's receivable In connection with t h i s  settlement. Intcrniitional 

Energy recorded on approsimate S? million write-up ($5  million oner tax) of the receivable through a reduction in thevaluation allo\vance, which \viis recorded in (Lossj Income From 
Discontinued Operations, net of 13s on the Consolidated Statements of Operations In July ?006, Intcmational Energy received the settlenicnt proceeds 

crescL?rr 
Crescent roulinely devclops real estate projeclz and operates those lac i l i t ies until Uiey are substantially leased and a sales agreement is 1in;ilizcd In September 2CJ06. Duke Energy 

deconsolidatcd its invcstment i n  Cresccnt (sec Notc 2) and subscquently accounts for its investment in thc Crescent JV under the cquity method o1 accounting Prior to the diitc of 
deconsolidnlion, if Crescent did not retain any significant continuing involvement d e r  the sale, Crescent classilied the project as "discontinued operations" as required by SFAS No 144 

from Discontinued Operations. net of tax. in tlie accompanying Consolidated Statements of Operations 

d e s  was included in (Loss) Income from Discontinued Operations, net of tax, in the accompnnying Consolidated Statements of 0per;itions 

In 200.5, Crescent sold three commercial properties resulting in sales proceeds of approximately $44 million The $6 million alter ins gain on these sales wiis included in (L nss) Income 

In 2004, Crescent sold one multi-family, two rcsidcntial and two commercial properties resulting in sales procccds of approxunatcly $ 5 2  million Thc $3 million aftcr tax gain on these 

Other 
During the third quarter OS 200.5, I h k c  Energy's Board oSDircctors outhorizcd and directed mnnngcment to cxccutc thc sale or disposition of substiintially 1111 of DLNA's rcmiiining iisscts 

Approxiinalcly 6,100 h4W of power generation located primarily in Uic Western and Eastcrn United States, including all 01 the comniotlity contracts (primarily forward gas and power 
contracts) related to tliese facilities, 

and contracts outside the hhdwestem United States and certain contractual positions related to the bhdwestern assets The DENA asseu to be  divested include. - 

r i l l  remaining commodity conmacts related to DENA's Southeastern generation operations. which were subst;intially rlisposed of in 3llii4. and certain commodity contracts related to 
DENA's Midwastcrn power generation facilities, and 

* 

The results of operations 01 DENH's Western and Eastem United States generation assets. including relaled commodity contracts. cenain contriicts related to DENA's energy marketing 

Contracts related to DENA's energy marketing and management activities. which include gas storage and transportation. structured power and other contracts 

and managemcnt activities and certiin gcncral and administrativc costs, are rcquircd lo bc  classified as discontinued opcrations for current and prior periods in the accompanying Consolidated 
Statements of Operiitions 

1 J? 
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Management retniiied L7ENA's I\.lidwestern generation iissets consisting 01 approximately 3,600 IvIW of power generation. and certain contracts related Io the Midwcstcrn generaling 
facilities. as the merger with Cincrgy providcd a sust;iinable business model lor those assets (see Note 2 for further details on the Cinergy mergcrj Accordingly, these assets do not qualify for 
d~scontinuccl operations classification and rcmtiin in continuing opcriitiom as a component of the Commercial Power segmcnl Also transferred to Commcrci;il Power wcrc DENA's 
Southeastern generation operations, including related commodity contracts, which do not meel the requirements for discontinued operations classification due to D k e  Energy's continuing 
involvement with these operations In addition. m;inagemcnl will continue to wind down the limited remaining operations OS DEIIVI, the results of which will be reponed in Other's continuing 
operations until tlie wind down of tlic operations is complete 

Consolidated Statement of Operations These losses principally related to: 
In connection with this exit plan, Duke Energy recognized pre-tas losses of approximately $1 I billion in 2005 in (L.oss) Income From Discontinued Operations. net of tax, in the 

. 
* 

The discontinuation of the normiil purchnselnormal sale exception for certain forward power and gas contracts (tin approsmote %I 9 billion pie-tns charge) 
The reclassificntion ofapprosimately $1 2 billion orpre-vas deferred net gains in AOCl for cash flow hedges orforecasted gas purchase and power sale transactions t h t  will no 
longer occur as a result ofthe esit plan 

assels that  are expected to be sold was estimated based upon the signed agreement with L.S Power, as discussed below 
Pre-tm losses oiapproxiinately XO J billion as the result of selling certain gas transportation and structured contracts (as discussed further below). and  

Prc-tns deferred gains in AOCL ol ;ipproximatcly $0 2 billion related to the discnntinucd cash flow hedges of forecasted gas purchase arid powcr salc transactions, which wcic 

recognized as the forecasted transactions occurred 

. . . . . . . . t nl I />R . Pie-tax impairments of amrosimatcIY $ 3 2  billion to reduce the c a r 2  = .  , .  rn i r  & 

* 

* 

As of tlie September 2005 exit announcement date, mnnagement anticipated that additional charges would be  incurred related to the exit pion, including tcrminstion costs for gas 

transportation. storage, structured power and other contracts of approsimntely $600 million to $SO0 million, which included approximately $40 million lo S6ii million oisevcmnce, retention 
and other transaction costs (see Nole I ? )  Included in these amounts are the eflects of DENA's November 3005 agreement to sell substantially all of lis commodity contriicts relnied to the 
Southeastern generation opcrations, which were substantially disposed of in ?0o-I, certain commodity contracis related to DENA's btidivstem power generation Icil i t ies,  and contracts relatcd 
lo DENA's energy marketing and management activities Excluded from tlie contracts sold to Barclays are commodity contracts associated with the near-term value of DENA's \Vest and 
Nonheastcrn generation assels and with remaining gas transportation and structured power contracts Approximately S700 million has been incurred from the announcement date Uirough 
December 3 I, 2006, OS which approximately W i J  million was incurred during thc year ended December 3 1, 2006, and w a s  recognized in (Loss) Income From Discontinued Operations, net of 
ins, and approximately $470 million was incurred during tlie year ended December 31, 2005, iipprosimnlely MOO million of which \VIIS recognized in (Lossj Income From Discontinued 
Ope~i t inns .  net of tas As ofDecember 31, 2006 the DENA exit activities are substantially complete and no additional charges are anticipated 

Among other things. the agreement provides that all economic benefits and burdens under the contracts were transferred to Barclays Cash consideration paid to Uarclaps amounted to 
approximately $100 million in 2005 and approximately $600 million in January 2006 Additionally, in January 2006 Barclays provided Dukc Energy with cash equal to the net cash collateral 

posted by DENA under the contracts of approsimalelp $540 million The novation or assignment of physical power contracts was subject to FERC approval, which W:IS received in January 
2006 

In January 2006. Duke Energy signed an agreement to sell to L S Power DENA's entire fleet of power generation assets ouiside the A4idwcsi representing approsimotely 6. 100 megawatts 
of power generation located in the \Vestem and Northmsi United Stat- In Miiy 2006, the transaction with LS Power closed and total proceeds from the sale were approximotcly $1 56 billion. 
including certain working capital adjuslmenls Additional proceeds of up to approsimately $40 million were subject lo L.S Power obtainmg certain state rsgukitnry approvals On July 20. 2006 
the Public Iltililies Commission of the State of California approved a to11 arrangement related to the Moss L.anding facility previously sold to LS Power In . b g u s t  2006, LS Power made an 
additional payment to Duke Encrgy 01 approsimatcly $40 million. which Duke Energy recorded as an  additional gain on the sale of assets 
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In  October 2006, Duke Energy recognii'ed an  ;ipproximate 6j8 million pre-lax p i n  on the sale of available-for-sale Securities that were included in Assets Held for Sale on the 

See  Note 3 for u discussion of the impacts of this exit iictivity on Duke Energy's segment praentation 
i n  the fourth quarter of 2006, the last remaining contract related to DEkl q i r c d ,  which completed Duke Energy's exit from DEkl'r operations Accordingly, results   so per at ions for 

DEM for all periods presented have been reclassified to it component 01 Koss) Income From Discontinued Operations. net of tax. on the Consolidated Statements of Operations 
In the fir31 quarter ol 200.5, Duke Energy's Grays Harbor facility was sold to an  affiliate of Invenergy LL C, ruul t ing  in a pre-tax gain of approximately $21 inillion (cscludes any 

potential contingent consideration j 
In the third quarter 01 2005, Duke Energy completed the sale of Dayside Power L P (Bayside) to afiiliates of Irving Oil Limited (Irving), under which Irving would purchase Duke 

13nergy's 75% interest in Rayside The after tax gain on  this sale is included in ( 1 . 0 ~ ~ )  Income from Discontinued Operations. net of tax. in the accompanying Consohdated Statements of 
Operations Bayside was  consolidnted wiUi the ndoption of FIN 46R on klnrcli 3 I. 700-1 Therelore, Dayside's operating results nfter March 3 1, 2004 are included in (I ass) Income from 
Discontinued Operations. net oftsx, in the accompanying Consolidated Statements oSOperations Prior operating results arc not included in Discontinued Operations, as Dayside \vas 

Consolidated Balance Sheets ]-his gain was recorded as a component of (L  oss) Income from Discontinued Operations. net n i  tax in the Consolidated Statements of Operations 

For the year ended December 31, 2004, Duke Energy's discontinued operations also included sales and impairmenls of merchant power plants located in \Vashinglon ("Grays Harbor" 
plant), Nevada ("kloapa" plant) and New Mexico ("Luna" plant) (collectively, the deferred pkints) The deferred plants were a component of DENA's Westem United Stales generation asseiS 

that mccts the requirements lor discnntinued operiitions cl;~ss~lication fix current and prior periods in the accompanying Consolidated Statements of Operations Dehiils arc as follows: . The pnrtially completed ivloilpa facility ivns sold to Nevada Power Compnny and resulted in $1 66 million in net proceeds nnd a pre-tax gain of approximately $1411 million recorded in 
(i o s )  Income from Discontinued Operations, net of tax, in the 2004 Consolidated Statement 01 Operations 
'The panially completed Luna facility w a s  sold to PNlvl Resources Tucson Electric Power and Phclps Dodge Corporation This sale resulted in net proceeds of $10 million and a pre- 
tax gain of $40 million recorded in (Loss) Income lroin Discontinued Operations, net of tax, in the 2004 Consolidated Statement of Operations 
In December 2004, Duke Energy agreed to sell the pnrtidly complcted Grays Harbor facility to an  affiliate of  Invenergy L L C  and terminated its capital lease associated with the 
ilcdicatccl pipeline which would have transported natural gas to the plant This termination resulted in il $20 million pre-lax charge recorded in (Lossj Income from Discontinued 
Operations. net of tas, in the 2004 Consolidated Statement 01 Operations A s  discussed above, in the first cjunrter of 2005. Grays Harbor was sold 

- 
* 

Additionally, during 2004, the Westem and Northeast opcrations liad operating losses, which substantially offset the above 2004 gains During 2004. Duke Energy received 
npproximately $58 million from the si ik or collection of n l l  of DCP notes rcceivsbk An immaterinl after 1n.y gain relntcd to th is  trnnsnction wns included in (Loss) Income from Discontinued 
Operations, net or tax, in the accompanying Cnnsolidatetl Statements ofOper;~tions 
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1J. Property, Plant and Equipment 
1)ccciiiber 31, 

. -. . ._ .. .. . Estim:itecl 
I 

Uselirl Life 2006 2005 

(Years) (111 iiiillioiir) 
571 

Plant-Regulatcd 

Nuclear fuel 890 s90 

Vehicles ? -25 134 125 

Other 5 -  22 

- -.- 

(a) 
(bj 
(c) 

Includes capitalized leases 3161 million for 2006and N S  milliori for 20115 
Includes accumulated amortiwtion of nuclear fuel $541 million for 2006 and $5S3 million for 2005 
Includes accumulated amortization oScapitalized leases: 62s million for 2006 and $19 rntlllon ior 2005 
Capitalized interest, which includes the interest expense component oSAFIIDC, amounted to 656 million for 2006, $2.3 million for 2005, and $1 8 million for 20M 

15. Debt and C'reclit Facilities 
Suiniiiarg of Debt iiiid Related Teriiis 

Wciglitcd 
Average 

Rate 

Dcccinbcr 31, 

Ye;rr Due ZOO6 2005 

(io niillions) 
2U07 -2036 2.600 

75 I 

Unamortized debt d m o u n t  and prcmium, net (54) (13) 

- 
0,173 

Total I 

( a j  Includes 31 ,329 million and $172 million o l  D u h  Energy pollution control bonds as of December 31 ,2006 and ?005, respectively As of I k c e m l x r  3 1 ,  2006 and 2005, W S  million and 
$40 million, respectively, w a s  secured by first and refunding mortgage bonds and S W  million and 577 million, respectively, w a s  seciued hy a letter of credit 
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(bj Includes $300 million as of both December 31. '(106 and 2005 ihnt was classified as Long-tcrm Debt on tlie Consoltdated Balance Sheets due to h e  existence or long-term credit facilities 
rvluch hack-stop tlicsc commercial paper balnnccs tilong with Duke Energy's tihtlity and intent to refinance these balances on n long-term basis l'hc weighted-overage days to maturity 
were 25  days as of December 3 1. ?I106 and I8  days as dDecember 3 I .  2005 
A s  01 December 3 I ,  2006, $508 million of debt was denomintued in Braztlian R e d s  and $3.830 million of debt was denominated in Canadian dollars As of December 31, 2005. $501 
million of debt was denominated in Brazilian Rcals and $3.91 7 niillion of debt was dmominated in Canadian dollars 
\Veighted-average rates on  outstanding short-term notes payable and commerctal paper was 5 -196 as  of December 31, 2006 and 5 396 a s  of December 3 I ,  2005 
The current and  non-current portions of-Crescent's long-term debt balttnces ofapprosimately $ 2  million and approximately $23  million, respectively, as  ol December 31, 200.5, are no 
longer included in Duke Energy's consolidated debt balance due to the deconsolidaiion of Crescent in September 2006 
Unsecured Debt. At December 31. 2OM. approsiniately $629 million of pollution control bonds and ;ipprosimately $300 million of commercial paper. which are short-term obligations 

(c) 

(d) 
( e )  

by nature, were cliissificd as long-term deb1 on the Consoliditted Balance Sheets due to Duke h e r g y ' s  intent and tibiltty to utilize sucli borrowings as long-term finnncing Duke Energy's credit 
facilities with non-cancelablc terms in excess of one year as o f t h e  balance sliecl date give Duke Energy the :tbtlity to refinancc these short-term obligattons o n  a long-term basis 

closing date) due in 2022 

and bear ii final maturity 01 2031 The initial interest rate \vas set i t t 3 720'0 The bonds are supported by an irrevocable 3-year direct-pay letter of credit and were issued through the North 
Carolino Ctipital Facilities Finance Agency to Cund a portton of the crtvironrnental capital expenditures at  the lvlarshall and Delews Creek Steam Stations 

In September 2006, prior to the completion of the joint venture transaction of Crescent, as  discussed in Note 2 ,  the Crescent JV, Crcscent nnd Crescent's subsidiaries borrowed 
approsirnately $I 2 3  billion principal amount of debt The net proceeds from the debt issuance of approximately XI 21 billion were recorded as  a cash inflow within Financing Activities on  the 
Consolidated Statements of Cas11 Flows and were distributed to Duke Energ). As ii result of Duke Energy's deconsolidalion oiCrescent effective September 7. 2006, Crescent's outstanding 
Jcbt balance of $1,298 million was removcd from DU1;e Energy's Consolidated Balance Shccts 

. .  I,. p - .  . . . .  01 , tils , >  > . . I  rloliar~nllr\rllcn,.nofihr 

In October 2006, Duke h e r b y  Carolinas issued SI  50 million in tax-escmpt 1lo;ittng rate bonds The bonds are structured as variable rate demand bonds, subject to weekly remarketing 

In September 2Ci06, Union Gas I.tmiled (Union Gas) entered into a h e d - r a t e  financing agreement denominnled in 165 million Canadian dollars (spproxmately SI48 million in U S 

In August 2006, Duke Energy Kentucky ~ssued approximately S77 m~llion principal amount of floating rate tax-esempt notes due August I .  2027 Proceeds from ihe issuance were used 
dollar equivalents as o i  the issuance dale) due in 2036 with an interest rate of 5 46% 

to refund a like amount of debt on September 1, 2006 then outstanrllng at Duke Energy Ohio Approxtmntelp $27 million of llouting riite debt was stviippcd to il fixed rate concurrent with 
closing 

of 6 654% First Mortgagc Bonds that matured on June 15, 2006 

interest rate terms and mature in 201 5 

In June 2006. Duke Energy Indiana issued %37S million ]principal amount 01.6 05% senior unsecured notes due June 15. ?016 Proceeds from the issuance were used to repay $32.5 million 

In November 2005, International Energy issued floating rate debt in Gu;itemala (or SS7 millton (in USD) and in El Snlvador lor $75 million (in USD) These debt issuances have variable 

On September 21. 2005. Union Gas entered into a fixed-rate financing agrzemcnt denominated in 100 million Canadian dolliirs (approximately $1 71 million in [ J  S dollar equivalents as 

In Augusl Z(Il.i5, DEI issued project-level debt tn Peru, ofwhich $75 millton ts denomtnalcd tn U S doll;irs and approsimately $34 millton (in U S dollar equivalents as of the issuance 
ofthe issuiince date) due in 2016 with an interest rate 014 6-19: 

dnte) is denominated in Peru Nuesos Soles 'This debt has terms ranging from li)ur to six years as well asvariable or fixed interest rate tcrms 

redemption price 01 10-1 0; or appro~imatcly $104 million 

rcmarkcting, the interest rate on the notes was reset to 4 3310,6, eflective August 16, 2004 Duke Capital subsequently cxcliangcd UllO mtllion ofthe -4 3319'0 notes lor N O S  million of 5 668% 
notes due in 2014 This transtiction resulted in an opprosimnte 36 millton loss, which was included in Interest Expense in the Consolidoted Statements of Operations for the year end 
December 3 I ,  2004 Proceeds from the remarketed nntes were iiserl to purchase U S Treasury securities held by the collateral agent and, upon maturity, were used to satisfy the forward stock 
purchase contract component of thc S9b Equity LJnits in November 2Ol:i-4 

O n  March I ,  2005, redemption notices were sent to thc bondholders of the Ell00 millinn Pa&ncrgy 8 62596 bonds due in 7025 Thcx bonds were redeemed on April 15, 2005 at a 

Additionally, Duke Capital remarketed $750 million of i ts  J 3206 senior notes due in 2006, underlying Duke Energy's 8 000b Equity Units on  August 11,  ZoOii As a resull of the 
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Comx?rtiIile k b t .  As of December 31. 2006 and 2005. unsecured deb1 included $1 10 million and S742 million rcspcctively. of 1 75% convertible senior notes clue in 7023 These senior 
notes, which were issued in Miiy 2tJiJ3, arc convertible to Duke Energy common stock a1 a premium of 4(l% above the May 1, 2003 closing common stock rnarkct price of $16 S S  per share 
The senior notes outstiinding as of Decemhcr 51, 2006 ore potentially convertible into approximately 4 7 million shares of cnmmon stock which iarc included 11s outstanding shares in the diluted 
EPS calcul;ition (see Note I 9 j  The conversion of these senior notrr into shares of Duke Enerm common stock is contingent upon the occurrence of certiiin evenLr during specified periods 
These events include whether the price of Duke Energy common stock reaches specified thraliolctr. tlie credit rating of Duke Energy falls below certain thresholds. the convertible notes are 
called ln r  redempiion by Duke Encrgy, o r  specified transactions liilvc occurred In addition to llie aforementioned events that could trigger early redemption, liolclws of the senior notes may 
require Duke Energy to purchase all or it portion of their senior notes ior cash on May 15. 2007, May 15, 201 2, and bhy IS, 201 7, ai a price equal to the principal amount of the senior notes 
plus accrued inlerest. if any Duke Energy may redeem fbr cash all or a portion 01 the senior notes at any time on or ;iller May 20, ?007. at n price equal to the sum oflhe issue price plus 
accrued interest. if  any. on tlie redemption date niese convertible senior notes beciime convertible into shares of Duke Energy common stock during f iscal  quarters beginning April 1. 2006 
due to the market price of Duke Energy common stock achieving ti specified threshold for encli respa l ive  quarter Molders oi the convertible senior notes were allowed to esercise their right to 
convert on or prior to December 31, 2OC16 During ?OO6, approsimately 27 million shares of common stock were issued related to this conversion, which resulted in the retirement of  

conversion. which resulted in the retirement of approximately $28 million olconvertiblc scnior notes 
Srcurecl Deb1 ,fccoriirt.i R e c e n d l e  Secerilixtrorr Duke Energy securitizes certain accounts receivable through h k e  E,nergy Receivables Finance Comlxmp, 1 L.C P E R F ) ,  a bankruptcy 

remote. s p i ~ i i i l  purpose subsidiary DERT: is a wholly owned limited liability company with a sep:irate legal existence from its parent, and its :assets are not intended to be generally available to 
creditors of Duke Energy As a rzsult ol tlic securitizntion. n u k e  Energy sells on a daily basis to DERF. ceiiiiin accounL7 rcccivable arising from the sale of clcctriciiy andlor related s e r u i c a  as 
port of Duke Energy’s trancliised electnc business In order lo  fund it:; ipurchnses of accounts receivable, DERF has 11 $300 million secured credit focility, with ia commercinl paper conduit 
arlministered by Citicorp North America, Inc which terminates in September 2008 The credit facility and related securitization documentation contain several covenanls, including covenants 
with respect to the accounts receiv;ible held by DEW as well iis a covenant requiring Ihat tlie ratio of Duke Energy consolidated indebtedness to Duke Energy conrolldated capitalization not 
exceed 65% A s  olDecLmber 31, 2iKiG. tlie interest rate associated with the credit liicility, which is based on commercial paper rates. was 5 8 ? 0  and $300 million IYU outstanding under the 
credit lacility 1 he securitization transactinn \VIIS not structured lo meet the criteria lor sale treatment under SFAS No I.Ki, “Accounting f a r  rransfers and S e n w i n g  of Financial Assets and 
Extin~.uisliments of 1 inbilities,” and accordingly is rcllected as a secured borrowing in the Consolidated Financial Statements J\S oi December 31, 2006 and 2005. the $500 million outstanding 
b;il;ince 01 the credit facility \\’as secured by approsimately M76 million and U S 9  million. respectively. of accounts receivable held by DERF The obliga1ions of DE,RI’ under the credit facility 
iirc non-rccoursc t o  Duke Energy 

sets PIerlgedm ~ o ~ l o l O o /  As ofDecember 3 I ,  XJM, secured debt also consisted of various project financings, including hdnritimes .!5 Northeast Pipeline, L LC, hdnritimes & 

Nonhust Pipeline. L P (collectively. M S N  Pipeline) A portion of the assets. ownership interest and business contracts in these various projects are pledged as collateral Additionally. as of 
Deccinbcr 31. 1006. substantially all of U S Franchised Electric and gas’s electric plant i n .  

2005 As of E e c e m k r  31, XI06 and 2005, $500 million and Y R S  million of Brazilian debt that is indesed annually to Bravlian inl1:ition was included in floating rate debt Floating-rate debt is 
primarily based an commercial j ~ i p e r  rates or a spread relative to an i n c h  such as a I.ondon Interbank Offered Rate for debt denominatcd in LJ S doll 
denoniinnterl in Conadinn dollars As o f  December 51, 3Clii6 and 2005. the m’eroge interest rate iissocinted with floating-rote debt was npprosimately 4 S ? 4  and 6 446, respectively 

o ?f i l i i  ; . .  . 3 p t ” t h i q  . % .  

ice was  suhject to a mortgage licn sccuring tlie first and refunding mortgage bonds 
1:lo;iling R:ite Drbi IJnsecuretl debt. secured debt and other debt included npproximiately $3 2 billion of floating-rate debt as  of h c e m b e r  31, 2006, and SI 7 billion as of December 31, 

ind Bontefs  Acceptances for debt 
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At 17ecember 31. ZOO(i. CXhcr debt included approsimately $326 million of notes payalile related to Cinergy's Trust Freterred Securities (see Note 23), which \wII mature in Februaq 
20117 The entire outstanding b;il;ince of the debt is classified within Current Maturities of Lnng-term Debt on  the Consolidated Balance Sheets at December 31. Z(1tX 

hlnturitics. C:i11 Opiioiis i i i d  Accclcr:itiiiii Claarcs 

Annual Xl:tlirrilic\ 11% o f  Dccciiibri 31,2006 

(in iiillllons) 

1 hcrwltci  11,336 

(a) Escludes short-term n o m  payable and commercial paper of Sa50 million 

Duke Energy has tlie ability under certain debt lacilities to call and repay the obligation prior to its scheduled maturity T h e d o r e .  the actual timing offutirre cash repaymena could be 

Duke Energy moy be required to repay certain debt should Ilia credit ratings at  Duke Energy Carolinns In11 to n ceilnin level at Standard 4 Poor's (SJL-P) or Moody's Investor Service 
inatcrially dijicrcnt than the nbovc as a result oil>ukc Encrgy's ability to repay tlicsc obligations prior to tlicir schcdulcd maturity 

(h4oody's) A s  of December 21. 2006. Duke Energy had $13 million of senior unsecured notes which mature serially through 2012 that may be required lo be repaid $Duke Energy's senior 
unsecured debt ratings f a l l  bcl iw BBB- at S 8 P  or Ban.?, at Moody's. and $2; million of senior unsecured notes which mature serially through 2016 tho1 may be required to be repaid if Duke 
Energy's senior unsecured debt r;itings lol l  bclow BBB nt S S P  or Ban? a t  Moody's A s  of Fehrunry 1, 2007, D i k e  Energy Caroliniis'senior unsecured credit rating wns BBB at S&P nnd A3 nt 
IvlooJy's 

Auiliiblc Crrrllt lincilitles iiiitl Rcstrictivc Drbt Cowmints During the year ended December 31, 20116, Duke Energy's consolidated credit capacity increased by approximately 8 . 1 2  
inillion co inpard  to Dcccinbcr 31, 7i:105 primarily due to tlic merger with CiiieGy This increase w a s  net ofolhicr reductions in crcdil capacity due to tlie tcrrninations of an $800 million 
syndiciited credit Incility iind $590 million of other bi-lateral credit facilities The terminations of these credit facilities primarily reflect Duke Energy's reduced liquidity needs as n result of 
exiting the Iormer DENA business 

The issuiince ol cnmmcrcial paper. letters of credit and otlier borrowings reduces the amount avriilablc under the available credit facilities 
Duke Energy's debt iind credit agrccmenLs contnin vnrious linnncinl nnd other covcnnnts Failure to mcet those covennnts beyond npplicnble grncc periods could result in occclcrntcd due 

dates and/or termination ol the agreemenk As of December SI.  2l106, Duke Energy ivns in compliance with those covennnts In addition, some credit agreements may allow for acceleration of 

payments o r  termination of tile afreemcnui due to nonpayment. or to the acceleration of other signtficant indebtedness ol the borrower or some ol  its subsidiaries None ol the debt or credit 
agreements contain matcriiil advcrsc changc clauses 

155 
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Credit 1i;icililirs Si~niiii;iiy :is of Deceii iber 31, 2006 (in millions) 

Aieouiits Outsinnding -- . .  . ---llllll. 

Credit 
I:.icililici Coniniui c id  I,eUcr$ of  

Elpll atloll l h t e  C:tp:icil) Pnper Credit rotni 

w 

%3J 

Cin 

SI.WO multi-year syxticntcd'"),(') (1) June 201 I 1.500 1 IJO 1 1  1 1 1  

'I lJl'il(d 

Credit ix i l l ty  contains an option allowing borrowing u p  to the full amount ofthe lacility on the day of initial expiration ior up to one  year 
Crcdit incility cnntains a covenant requiring the debt-to-total capitnlizntion ratio to not cscecd 65?b 
Credit f i ic i l i ty increased from $500 million io $GOO million in blovember 2006 
Credit lacility is denominated in Canadian rlollars tolaline 700 million Canadian dollars and contains :I covenant that reqiiires tlie debt-to-toial capitalization ratio io not exceed 759.0 

Credit lacility is denominated in Canadian dollars totding 401:i million Canadian clollars and contains n covenant that requires the dcbt-to-total cnpitaliwtiori ratio to not exceed 75% and 
an option a t  mnturity allowing for the conversion of all out:;tanding loans to a term loan rcpnyahlc up to one year after mnturity date but not exceeding IS months from the date of drair, 
Contains $?in0 million sub limits each Tor Duke Energy Ohio and Duke Energy Indiana and ii %I 00 million sub limit for Duke Energy K.entucL-y Credit facility decreased from $2 0 
billion to %I 5 billion in November X(J6 
This s u m m i q  exclurles certain dcmiintl fncilitics and committeil lncilities t ha t  nrc immaterial in s i x  O F  which Senerally support very specific requiremmts 
Duke Energy hits itpproximntcly 61.iS5 million of credit facilities which expire in 3007. of which npprosimntely $695 million relates to credit facilities of Spectra Energy Capital Ofthe 

YJi:iO mllirin 01 espiring credit facilities remaining with Duke Energy subsequent to tlie spin-oii oI the natural gas businesses (see Note I), i t  i s  Duke Energy's intent to resyndicate these 

expiring fiicililics and possibly incrmse tlie size oi the faci l i t ies 

timount:; out:;tiinding werc $594 million ns oi December 31. 21Kt6 itnd 6 5 2  million as oi December 31, 2W.S The nmounLs outstanding were carried as ii reduction of the relntcd cash surrender 
value that is included in Other Assets nn the Consolidated Balance Sheets 

Other Liiniis During ?!I06 and ZiKJ5. Duke Encrgy lind loans outstanding against tlic casli surrender value of the life insurance policics llial i t  owns on the lives nf  iLs esccutivcs The 
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16. Preferred and Preference Stock at Ihl ie  en erg^ 

result of thc corpor;itc rcstructunng in connectiiin with tlic Cinergy mcrgcr, there were 4.4 millinn authorized shares ofprefcrrcd stock. piir value $0 (I01 
per share, with no  such preferred shares outstanding 

As o iDeccmber  -31, 100.5. t h u s  were no shares ofpreferred and preierence stock outstanding t i t Duke Encrgy 
Prefer red  Stock wil l ioul  Sinking Fund Rcquircii icii i~.  In December 2005, Duke Energy rcdcoincd i l l1 Prcicrred and Prdcrence stock without Sinking Fund Requirements ivr 

approximately SI i 7  million and recognized an immtiterial loss on the redemption 

authorized and issucd redeemablc prelenod and prefcrence shares a t  \Vestcoast and IJnion Gas These preferred and prelerence sliiires a t  Westcoast and Union Gas totaled $225 million a t  both 
December 3 I, 2006 nnd N(15 Since these preferred iind preference shiires :ire redeemable iit the option of holder, as well os  Westcoast and Union Gas, these preferred and preference shnres do 
not meet the defuutioii o f  a manrlatorily redeemable instrument under SFAS No 150, "Accounting fix Certain 1;inancial lnstrumciits with Characteristics of both Liabilities and Equity '' As 

Adrlitionally. in connection with tlic Cinergy merger in April 3106, Duke Energy assumed approximntclp $1 1 million oiauthorizcil and issued prcicrrcd stock a t  Duke Energy Indiana 

Prererrcd end Prcfei once Stock of  Duke Etiergy's Sub5idi:ii-ics In connection with the Westcoast ncqiiisition in 2002, Duke Energy assumed approsimately $41 1 million of 

h, d.," I *  % % .  ..,, > , "  , , , I  . . . >  % I.. . , .,,,<. . . .  

All outstanding shores of Duke Energy Indian;i preferred stock were redeemed in May 1006 at par. plus ticcrued and unpaid divirlends 

17. Cominihii cnts and C:ontingencics 

General 1iisur:incc 
Duke Energy ciirries. either directly or through its captive insurance comp;iny, Bison. and its alfiliates. insurance and reinsurance co\'erages consistent with companies engaged in similar 

commercial opcrations with similar type propertics Duke Energy's imurancc coverage includcs (I 11 commercial gcncral public liability insurance for liabilities arising to third parties for bmlily 
injury and property damage resulting lrom Duke Energy's operations; (2) workers' compensation li;ibility coverage tv  required statutory limits, ( 3 )  automobile liability insurance f i r  all  owned, 
nan-owned and hired vehicles covering lial)ilities 10 third parties for bodily injury and property diimage. (J) insurance policies in support of the indemnification provisions of Duke Energy's by- 
Ia~vs  and ( 5 )  property insurance covering the replacement value of all real and personal property d:im;igc, excluding electric transmission and distribuuon lines. including damages arising from 
boiler and mochinciy breakdowns, carthquakc. flood (lamagc and cstrn expense All covcrngcs are SUL~JCC! to certain dcductiblcs, turn$ and conditions common for companies with similar 
types of operations 

In XiOG.  Bison !vas a member oi Oil Insurance L imitcd (011) and sEnergy Insurance L iiniteil (sEnergy). which provided property and business interruption reinsurance coverage 
respectively for Dukc Energy's non-nuclear Iacilitics Duke Energy accounts lor its mcmbcrships under the cost method, as it clocs not h a v e  the ability to cscrt significant influence over these 
investments Bison terminated its membership in On.. elt'ective December 3 1, ?(i(i6 and w i l l  pay ii withdrawal premium during 2007 as a result of this decision sEnergy ceased insuring events 
subsequent to May 15, 2006 and is currently winding down iLs operations and settling i ts  outstanding clnims Bison will conlinuc In pay additional premiums to sEnergy as it settles its 
outstanding claims during its wind-down Duke Energy does not expect the terminstinn of Bison's membership in OIL or the continued wind-down of sEnergy will Iiave a material impact on its 
comolidnted results ol operations, ciish Ilows, or financial position in 2007 

Duke Energy also miiintnins escess liability insurance coverage abcive the established primary limits fix cnmmercial general liability and automobile liability insurance L i r m t s .  tcrms, 

conditions and deductibles arc comparable to those carried by other energy companies nf similiir size 
The cost of Duke Energy's general insurancc covcragc; continucd to lluctuate over the past year reilccting the changing conditions of the insurance markets 

Nuelc:ir 1nsiil.ance 

Duke Energy owns and operates the IvlcGuirc and Ocance Nuclew Stations and opcratcs and hiis a piiitial ownership intercst in the Catawba Nuclear Station 1 he McGuire and Catawba 
Nuclear Stations hove two nuclear reactors each ond Oconee has three Nuclenr 

1.57 
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insunnce  includes liability coverage, property, decontamination and lireinature decommissioning covera 
the Catawba Nuclear Station reimburse Duke Energy ior certain espenscs associated w i t h  nuclear insurance premiums l-lie Price-Andemon Act requires Duke E.nergp to insure against public 
liiibility claims resulting from nuclear incidents to :he lull limit o i  Iiahilrtp. approximatcly $111 8 hillion 

ind business interruption and/or extra expense coverage The other joint owners of 

PI inrat?, LiaDilih~liuiiro~icc Duke Energy has purchased the miiximum available pri\~ate primary liability insurance as required by law, which is SOl) million 

Evcess L.iclbrIin~Pr.ogronr This program currently provides ;ipproximatcly 810 5 Iiillion 01 c o ~ e r a g e  throu@ h e  Price-Anderson Act's mandatory industry-wide excess secondary 
financial protection progain  01 risk pooling The $ I O  5 hillion is tlic sun1 01 the currcnt pntcntial cumulative retrobpcctive premium a s ~ e ~ s i n e n t ~  o f  X I U I  million pcr liccnsed commcrcial 

nuclear reactor This would he increased by 51 01 million Tor each additional commercial nuclear reactor licensed, or reduced by X11!1 million for nucleiir reactors no longer operational and 
may Ix esernpted from the risk pooling insurance program Under this program. licensees could he assessed retrospective premiums to compensate lbr d 'mages in the event o r a  nuclear 
incident at  any licensed Iacility in the I1 S II such an  incident should occur ;init public li;ibiliiv damages escecd primary insurances, licensees may be assessed u p  to $101 million for each of 
their licensed reoctors, payable iit a rate not to exceed $15 million u year per licenseil reactor for eiich incident Ilie 6101 million is subject to  indexing Cor inllntion and moy he suhject to state 

premium tases 
%.  

. . .  nllkcF",,r' ,,,, c;,m,.ml,,,rn(- 1 . , I  c 1 3 w, ,TI) )?" . ,  , .  , , =  * 

PrinloivPm~~~er.h,iinrs  ICE 1 his policy provides $5t10 million 01 primary property hmage cn\wage lor eitcli nf Duke Energy's nuclear 1:icilities 
EiicersProp h~liisi i i  DIICL' This policy provides excess prolxrty, deconLimin:ition ;ind dccnrnmissioning I i n b i l i t y  insuriince $2 25 hillion lor the Cal;i\vb;i Nuclear Station and 52 0 

Accicleiital Oelirgc I, i .s~tr~~~rce This policy provides business interruption a n d o r  extra expense covcrage resulting from an accidentel outiige of 11 nuclear unit Each McGuire and Catnivbn 

.~ 

programs 

billion each for the Oconcc and IvlcGuire Nuclear Stations 

unit is insured for up to $3 5 million per week, and the Ckonee units are insured Cor u p  to $1 S million per week Cnverage amounts decline i i  more than one unit is involved in an  accidental 

outage Initial coverage begins alier ii 17-week deductible period filr Cniawha ;ind a 26-week deductible period lor McGuire and Oconee and continues a t  100°/b fix 5 2  weeks and 60% for the 
nest 1 I O  weeks 

If NEIL'S losses exceed its reserves for any 01 the above three programs, Duke Energy is liable for asses!;mcnts 0 1  up to 1 0  times its iinniial p r m i u m s  The  current potential masirnum 

The other joint owners oithe Catawba Nuclear Station are ohligated to assume their pro rata share 01 Ii;ihility fix retro~pective premiums and other premium assessments resulting [ram 
assessments are' Primary Proper?y Insurance-S:l million. Escess Property Insurance-$46 million and Business Interruption Inswance-J22 million 

the Price-Anderson Act's cxccss sccondnry financial protection progriim of risk ]pimling. or the NEIL,  policies 

EIlViI.DIlI1IPlll i lI  

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

properties that  are port o I  ongoing Duke Energy operations. sites lormerly owned or used by Duke Energy entities. ;and sites owned by third parties Rmediouon typically involves 
management o i  contaminnted soils and may involve groundwater remediation Msnaged in conjunction with relevnn! reilersl. state ond local ogencics, activities viiv with site conditions and 
locations, remedial requirements, complexity and sharing of responsibility Il'remediation activities involve st:itutory jo in t  ;md sevcral liability provisions. strict liability. or cost recovery or 
contribution actions. Duke Energy or i ts  niiiliotes could potentiolly be held responsible fhr contamtniltion caused by other parties In some instances. Duke Energy may share liability associated 
with contamination with other potentially responsible parties, and may i i l s o  bcnclit rrom insurance i i o l i c i ~ s  o r  contractual indcmnitizs that cover some or a l l  cleanup costs All of these sites 
gener;illy are managed in the normal course of businzss or aifiliate 

Duke Energy is subjcct to intcmitionai, federal, state and local regulations regarding air ani1 water quality. hamrdous ;md solid W O S : ~  disposal and othcr cnvironmenlal mattes These 

Renredrolroir n c l ~ i ~ i l ~ c s  Like nthers in  the energy' industry, Duke Energy and ih alliliates :ire responsible l o r  environmental remediation at t:arious contamin:~ted sitcs ihese include some 
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operations lvlanagemenl believes that completion or resolution o1 these matters will have no material adverse el feci on I>iike Energy's consolidated results of operations. cash Llon~s or financial 
position 

C l e m  lJ'~7ter Act l h e  U S Environmental Protection Agency's (EPA'sj final Clean L\'iiter A c t  Section 3 16ibj rule became ell'ecti-ciivc luly 9. 2OtlJ The ruI 
requirements for esisting facilities that withdraw 50 million gallons or more of water per dtiy irom rivers. streams, lakes. r a e n o i r s .  estuaries. oceans. or other 
Fourteen of h e  23 coal and nuclear-fueled generating facilities in which Duke Encrgp is either a whole or partial owner are aflected sources under that NIC On Ianuary 2 5 ,  ?i)07. the I1 S 
Court o1 Appeals Lor tlie Second Circuit issued its oplnion in Riverkeeper, lric v L W l ,  Nos il4-6692-agiL) et iil (?d Cir ?lh':17j remanding niost aspects of E,PrZ's nile back to the agcncy The 
court effectively disallowed those portions of the rule most favorable to industry, and h e  decision creates t i  great deal of uncerkiinty regarding future requiremenLs and h e i r  timing While Duke 
Energy is still unable to estimate costs to comply with the EPA's rule, it is espccted that costs ivill increase as a result of the court's decision The magnitude 01 any such increase cannot be 
estimated a t  this time 

coal-fired p n w r  plants across the United States through a two-phased cap-and-tmde prognin Phase I begins iii ?ill 0 and Phase 3 begins in XI1 S The CAIR limits totd annu;il ;and 
summertime nitrogen oxides (NOx) emissions and annual sulfur dioxide (SO2) emissions from electric generating facilities across h e  E.astum United Stat= through a two-phased cap-and-trade 
IJI < . I- _ _  

Clem ,dirAlcr.ctm~Ri~lo (C..IIlIR) mid Cloari ,.lirliitcrr/olcRule (C-1.W). The EPA finalized its CAMR and CAIR in May  ?Uti5 The CAI~[R limits total annual mercury emissions irom 

2 r i i i ise .i begins in --x ;mu b o ?  
. .  . 

The emission controls Duke Energy is installing to comply with North C;irolina clean air legis1;itian will contribute significantly to achieving compliance with CAM?. ;and C A R  
requirements (seeNote4) In addition, Duke Energy currently estimates that it will spend approumately $710 million between 7007 zind ? O i  I tn comply ~ i t h  Phase 1 ol-CAEvIX and CAIR a t  

its Midwest electric operations Duke Energy currently estimates tha t  any iidditional costs i t  might incur to comply \villi Phase I nf CAIIR lis CAIR will have no miiteriiil adverse ciiect on i ts  

consolidated results of operations, cash flows or financial position Duke Energy currently cstimiitcs its CAIR Phiise 2 cninplinnce costs at ;ipproximntely , 
Carolinas' electric operations over the period 201 0-2016 Duke Energy estimates iLs CAIR/CAMR Phase 2 cnmpliancc cosLs :it :ipproxiniiltely XJ50 million Tor its Llidwest electric operations 
over the period 2007-201 6 Dike Energy is cwrenlly unable to estimate the cost 01 complying w i U i  Phase 2 of CAMR beyond ?016 The ILIRC issued an order in 2006 granung Duke Energy 
Indiana approximately $1 08 billion in rate recovery to cover its estiniilted Phase 1 0 1  CAWCAIVIR coinplioncc costs in Indiana (scc Nnte 4) Dukc Energy Ohio rcccives partial rccovcry of 
depreciation and financing costs related to environmentti1 compliance projects for 2005-2CPiS through its rate :itabilizoiinn pltin (:ice Note 4 j  

accruals related to eslended environmental-reliiled activities ofapprosimalely $73 million mtl $55 million as of Dcccrnber -31, ?UiJ6 and 21105. respectively 1 hese accruiils represent Duke 
Energy's provisions for costs nssociatcd with remediation activities a t  some of its current and fnrmer sitcs, as wcll tis other relcviint environmental contingent liobilitics h,lanngemcnl b e l i w ~ s  
that completion or resolution of these matters will have no material adverse eilect on Duke Energy's consolidated resiilts 01 nperations, cash llows or financial /positinn 

Litigation 

the country for alleged violations ol the NSR provisions of the Clean Air Act (CAA) Generally. the government ~illcgcd that projects performed ;it various coal-lired units were major 
modifications, as defined in the CAA, and that the utilities violated the CAA when h e y  undertook those projecis without obtaining permits nnd instiilling emission controls for SO?, NOx and 
paniculate matter The complainrs seek (1) injunctive relief to require installation of pollution cinnirol technology on viirinus allugcdly violating generating units. and (2)  unspecified civil 
pmi l t ies  in amounlS o f u p  lo $27,500 per day for each violation A number o l  Duke Energy's owncd and operated plants have been subject to diese allegations and l a ~ s u i i s  Duke Energy 
asserts that there were no CAA  violation^ because the applicable regulations d o  not require permitting in ciises wlicrc tlie prrijecLs undertaken are "routine" or otherwise do not result in a net 
increase in emissions 

~~/mided~ri~~iroiinrcnf~~Idctirdlicr, ,.lccmds Included in Other Current L iabilities and Other Deferred CrerliLs and Other L iabilities on i l ie Consolidated Bal;ince Shects were total 

NswSoirrccRc\~ren~ (NS?) In 1999-?000, the U S Justice Department, acting on hehalf of the EPA. filed a number nrcomplaints and no!ices of violation againsi multiple utilities across 

In 2000, the govcmmcnl brought n lawsuit agninst Duke Energy in tlie U S District Cnun in Greensboro, North Carolina The EPA claims that 29 projects performed iit 25 of Duke 
Energy's coal-fired units in the Carolinas violate these NSR provisions In August 20fl.3. !he trial Court issued a summary judgment opinion adopting Duke Energy's legal positions, and on 
April 15, 2004, IheCourt entered Final 
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Judgment in iavor 01 Duke Energy The government appealed the case to the U S Fourtli Circuit Coun oi Appeals On June 15. Zi105. the Foiirlli Circuil N I C ~  in iavor 01 Duke Energy ant1 
effectively adopted Duke Energy's view that permitting o i  projects is not required unless the work performed causes a net increase in the hourly rate of emissions I'he Fourth Circuit did not 
reach the question o i  "routine" The E.PA sought rchcnring in the Fourth Circuit, which was denied Environmental intcrvcnnrs in t h e  case sought ii writ ol certiorari to the L! S Supreme Court, 
which w a s  granted On November I, 2006, oral arguments were made before the LJ S Supreme Court 

In November 19%). the United Stales brought a lawsuit in the iJniled States Federal District Coun for the Southern District of Indiana against Cinergy Dukc Energy Ohio. and Duke 
Energy Indiana alleging various violations o i t h e  CAA for various projects at six of Duke Energy owned and co-owned gentrating stations in the h~li~lwest Additionally. the suit clainis that 
Duke Energy violatccl an Administrative Consent Order entered into in 1998 between the EPA :ind Cinergy reloling to allegml violations oiOliio's State Implemcntiition Plan (SIP) provisions 
governing particulate matter at Unit 1 at Duke Energy Ohio's W C Beckjord Station In addition, three northeast states iind two environmental groups have intervened in the case In August 
2005. the disirict court issued a ruling regarding the emissions test that i t  will apply to Cinergy. Duke Energy Ohio, and Duke Energy Indiana a t  the trial 01 the case Contrary to Cinergy's 
Duke E.nergy Ohio's, and Duke Energy Indiana's argument (and the decision of tlie district cour! in tlie Duke Crrrolinss MSR case described above), tlic district court ruled tli i it in determining 
whether a project was projected to increase iinnual emissions, it would not hold hours of operation constnnt 1-lowever, the disirict court subsequently cenified tlie matter for interlocutory 

. .  
XV- C ~ ~ C I W  I- C In Air -ro,, n , . ~ , ~ t  ih,. 11 s - ,  r,,,,e -qr, I -  ?nn(i t-irrrrllllt ii,(. r~l-rnllrl'.:ninn rin, . .  . .  

which is pending This issue is bciorc the U S Supreme Court in t l ic  Duke Energy C a r o l h i s  NSR case, and ivc d o  not cspcct lurthcr dispositivc legal prwecdings in this case until niter the 
Supreme Court ruling 

In Ivlarch ?OW, the United S k i t s  i i lso iiled in the United States District Court for the Southern District 01 Ohio :in ameiiile0 complaint in ii sepiiriite lawsuit iilleging violations 01 tlie CAA 
regarding various gencraling stiitions. including a generating station opcrated by Columbus Southern Power Coml3any (CSI') arid yiintly-owned by CSP, The Diiyton Power and 1 ight Company 
(DPaL.), and Duke Energy Ohio This suit is  being defended by CSP (the C S P  case) In April 2001, the United Slates Dislrict Court lor !he Southern Dis t r i c t  vf Ohio in that case ruled that the 
Government and the intervening plainlifl~environmentiil groups cannot seek monetary damages for alleged violations that occurred prior In November 3, I fr0.t: however. they are entitled to 
seek injunctive relici for such alleged violations Neither party appealcd that decision This matter was  he;ird in trial in July 2lJlJ5 A ilecision is pending. but any finding of liability 1\41 also be 
d q x n d c n t  upon the Supreme Court's decision in the Duke Energy Carolinas case 

In addition, Cinergy and Duke EnerSy Ohio have been informed by DPDL that in June 2000, the EPA issued a Notice o i  Violiitinn (NOV) to DPDI. fix alleged violations o i  CAA 
requirements at  a station operated by L7P& nnd jointly-owned by D P a ,  CSP,  and Duke Energy Ohio I h e  NOV indicated the EPA may ( I )  issue ;in order requiring compliance with the 
requirements of the  Ohio SIP. or (2) bring a civil action seeking injunctive relief and civil penalties o l  up to S?7,500 per d;iy lor each violation In September 2i.104, tvlarilyn \\':ill and  the Sierra 
Club brought n luwsuit against Duke Energy Ohio, DI'DL and CSP lor alleged violations o i  the CAA at  this siime gcncriiting station l h i s  casc is currently in discovcry in front o i  the same 

juclge who has the CSP case 

It is not possible to predict with certninty whether Duke Energy will incur any liability or to estimate the dam;iges, 11 any. that Duke Energy might incur in connection with these miitters 
Cnrbon Dio.wIe Lilignlio)? In July 2004, the states of Connecticut, New York. Califomi:i. low:i, New lerscy, Rhode Island. Vermont, Wisconsin. and t l i e  City o i  New York brought a 

lawsuit in the United Stntcs District Court for the Soutlicm District of New York against Cinergy, American Elcctric I'owcr Cornpiny, Inc , American Electric Power Scrvicc Corporation. The 
Southcrn Company, Tennessee Valley Authority, and Xccl E n c E y  Inc A similar lawsuit \vas f i l ed  in tlic United States District Court for the Soutlicm District of New York against the ~ n m e  
companies by Open Space Institute. Inc Open Space Conservancy, Inc , and The Audubon Society o iNeiv  I-Iampshire These lawsuits allege that tlic defendanis' emissions of carbon dioxide 
(CO?) Srom the combustion of fossil Iuels a t  electric generating fkil i t ies contribute to global warming and amount to a piiblic nuisance The comp1:iints alsn allege that the defendants could 
generate the same amount of electricity while emitting significantly less COz The plaintiffs are seeking an in~unction requiring ciich deicndnnt to cap its CO? emiisivn!; and then recluce them 
by a specified percentage each year for at least a decade In September 2005. the district court granted the defendants' motion to dismiss tlie lawsuit 'The plointills have appealed this ruling to 
the Second Circuit Court o l  Appeals Oral argument w a s  held before the Second Circuit Court of Appeals on  June 7, 2111'16 
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It is not possible lo predict with cerlainty whelher Duke Energy will incur any liiibilit), or to estimate the damages. 11 any. t h a t  Duke Energy mighl incur in connection with this matter 
N i r i i  icaiie K~?li-ii?'i Laiiwrir In April 2006, Duke Energy and Cinergy were named in the third amended complaint o f  a purported c1;iss iiction liiivsuit liled in the United Sltites District 

Court for the Southern District o i  h~lississippi Plaintiffs claim that Duke Energy and Cinergy, along with numerous other utilities, oil comptinics, cml cnmpiinies and chemical companies, iirc 
liable for damages relating to losses suffered by victims ofl-Iurricane Katrina Plaintiffs claim that  defendants' greenhouse gas emissions contribu~erl t n  Uie irequency and intensity of storms 
such as Hurricane Katrino In October 2006. Duke Energy and Cinergy were served with this laivsuit It is not possible to predict with cert;iiniy wliether Duke Energy nr Cinergy will incur any 
liability or to estimate tlie damages. ii any. that Duke Energy or Ciiicrgy might incur in connection with tliis mnttcr 

Siln DiegoPrice lride.~iiig Cues  Duke Energy and several of ib affilintcs. as well as other energy companies, are p r t i e s  to 25 lawsuits which have been cnorilinotcd as the "Price 
Indexing Cases" in Siin Diego. California 'Twelve of the lawsuits seek class-action certification The plaintiffs allege that tlie delendants conspired lo manipulate price o i  nal~iral gas in 
violation of state and/or federal antitrust laws. unfair business practices and other laws Plaintiffs in some of the cases further allege that such activiiits, including engaging in "round trip" 
t r a d a ,  providing false information to natural gas trade publications and unlawfully exchanging information, resulted in artiiicinlly high energy prices In December 7ilO6, Duke linergy 
esecuted an agreement to scttle die 1 2  class action cases Such agreement is sublect to e~ecution ofmutually accepl;ihle agreements and approval by the class members iind the court Duke 
.",?T,IV, scnnqnlirlntPr1 r,-q,,tic of-': r n c h  

Otkci PiiceRepoiriirg Cases A total o l  1 1  lawsuits have been filed against Dukc Encrgy affiliates and other cncrgy companies, including a lawsuit filed in Dcccmbcr 2006 in Wisconsin 
state court In February 2007, Duke Energy was served in the Wisconsin case Six of these cases were dismissed on filed rate andlor federal preemption grounds, and tlie 1A;iintilTs in each of 
these dismissed cases have appealed their respective rulings to the U S Ninth Circuit Court of Appeals 0r:il argument on  these appeals wits hmrd Februaiy I i. ZuO7 Each ol thesc cases 
contains similar cltiims. that the respective plaintifls. and thc classes they claim to rcprcscnt, were harmed by the deicnd;ints' alleged mariipulation ol the natural gas markcts by viirious means. 
including providing false information to natural gas trade publications and entering into unlovrful arrangements and agreements in violzition o i  tlie antitrust laws of the respective states 
Plaintiffs seek damages in unspeciiied amounts Duke Energy is unable to express an opinion regarding the probable outcnme or estimatc damages, 11 any, related to these matters at this time 

If'esfeiii E/ecriing~L irigorioii Plaintifis. on behali of themselves and others. in three lawsuits allege that Duke Energy Affiliates. among oiher energy cnmpanies. artificially inllated the 
price of electricity in ccrtain \vestern s t a t a  Two of the cascs were dismissed and plaintifis have appcalcd lo the 1.1 S Court of Appeal for the Ninth Circuit In December 3OCI6, a fnurth case, 
the single remaining electricity case pending in Celiiomia state court was  dismissed Plaintiffs in these cases seek damages in unspeciiied amount... but which could total billions of dollars I t  is 

not Imssible lo predict with certainly wliether Duke Energy will incur any liability or to estimate lhe damages, i f  any, that n u k e  Energy might incur in connection with these 1a\vsuits. but Duke 
Energy does not presently believe the outcome of these matters will have a material adverse eEeci  on its results o i  opcralions. cash llows or linancinl position 

price reporting acIivities of  certain indi\~iduals involved in DETM trading operations Duke Energy has cooperated wi th  llie government in this investigation and is unable to express an opinion 

regarding the probable outcome or estimate damages. if any. related to this matter at this time 

the termination ofbi-lateral power contracb between the partic; in early 3001 This metter proceeded lo hearing in November 2005 In January 2006. the psrties reached :in iigreemcnt in 
Iprinciple to re.olve the matters at  issue in the arbitration The parlies entered into ii Settlement Agreement m d  Mutual Relense dated a s  01 March IO, 2006. and on March ?J. 2006. DETM paid 

the settlement amounL including inierest. into escrow Ihe agreement received final regulatory approval in Octoher 2006 1 he re~oluiinn of this matter did not liiive a malerial adverse efCect on 
Duke Energy's consolidated results ofoperations, cash flows or finnnciol position 

who bought and sold natural gas Iutures and olitions contracLs on the N n v  York Mer - 

TrarbiigRclrr~edlrn~esbgo~ior~.; Beginning in February 2004, Duke Energy has received rcqucsts for information iioni the iJ S Attorney's oiiicc in Mouston focused on  (lie natural gas 

Soiillreni Cn/i/briiio Ech~oir In 2IJll2, Southern California Edison Company initiated arbitration proceedings regarding disputes with DETM rclating to amnunls owed in connection wi th  

7'1adiiigl?eloied LiIig0/ioif Commencing August 2003, plaintilIs filed tliree class-action lawsuits in the U S Districi Court fnr tlie Southem District of Net\' l 'ort  on  bchalfof entities 
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cantile EschanCe (luring the years 2000 through 2002 13EIM antl CMI. along with numerous other entities. were named as delbndants The plaintilfs claim Uiat Uie delcnclants violated the 
Commodity Exchange Act by reporting false iind misleading trading information to trade publications. resulting in monetary losses to the pliiintirk ?laintitis seek class iiciinn certiiicatron, 
unspecified damages und other relief On September 24. 2004, the court denied n motion tu dismiss the plaintiffs' claims riled on behalf of D E I  M find other dcfendimts. and on September 30, 
2005, the court certified the c l a s  Duke Energy has reached an  agreement w i t h  tlie plaintiffs in these consolidated cases to resolve all issues and on February S. 2006, the court granted 
preliminary approval ofthis selilement The Final Judgment and Order ol Dismissal were entered in May 2006 The resolution ni this matter did not have a miiteriiil adverse elt'ect on Duke 
Energy's consolidated results of operations, cash ilows or financial position 

Soiiotr.nclt/Soitiiti-~i~~ii~ J16itrotiuii Duke Energy LNG Sales Inc (Duke 1.NG) claims in ;in arbitration commenced in January 2001 in London that Sonatracli. tlie Algerian state-owned 
energy company, together rvitli its subsidinry, Sonatrading Amsterdam I3 V (Sonatrading). breached their shipping obligations under a liquefied natural gas (LNG) purchase agreement and 

related tnnsponalion agreements (the LNG Agreements) relating to Duke LNG's purchase ol 1.NG irom Algeria and its transportation by LNG tanker to Lake Charles. Louisiana Duke L NG 
seeks damages ol approximately $27 million Sonutriiding and  Soniitracli, on the other hand, claim Uiat Duke LNF repudiuted the LNG Agreements hy iillegcdly iiiiling to diligently perform 
1 NG marketing ohlig:itions Snn;itrading and Sonritmch seek damiiges in the amount oiapproximately S?50 million In 2003. an  arbitration tribunal issued ii Partial Award on liability issues. 

marketing obligations nic final hearing nn damages was concluded iii h,larcli 2006, and the tribunal issued its award on dmagcs on Novcmbcr 30, 2006 Duke LNG was awardcd 
approsimately E20 millinn, plus interest. for Sonatriicli's breach ol its shipping obligations Sonatrach and Sonatrading were awarded an  unspeciiied amount that management he l ic \w will. 
when calculated, be substunlally less than tlie amount aivarded to Duke LNG, and result ullimately in a net positive, but immaterial, award to Duke LNG l h i s  matter was assigned to Spectra 
Encrgy in connection with the spin-olrin January 2007 

Citrus Citrus filed a laivsuit in March ?IW3 in the LI S District Court for the Southern District of Texas against Duke LNG and PanEnergy Corp alleging that Duke LNG breached the Citrus 
Agreement hy failing to provide surficieni volumes of gas to Citrus Duke LNG contends h a t  Sonatrach caused Duke LNF to experience a loss o i  L.NG supply thtit affected Duke L.NC's 
obligdions and terminalion rights under tlie Citrus Agrccment Citrus seeks monctnry damages and  ajudicial determination that Duke LNG did not expericnca such a loss Alter Citrus filed i ts  

lawsuit, Duke LNG terminnted the Citrus Agreement and filed a counterclaim asserting that Citrus had breached the agreement by, among other things. failing to provide sult'icicnt security 
under a letter of credit I'or the gas transactions CiUus denies that Duke LNG had the right lo terminale the agreement and contends that Duke L N G s  termination ol the agreement was ibelf a 

breach. entitling Citrus to terminate the agreement and recover damages in the amount oiapproximately $190 million (excluding interest) T h i s  matter antl the iinancial obligation 01 any 
settlemcnt or judgment \yere assigned to Spectra E n e r g  in connection with the s p i n - d i n  laiiuary 2007 In lanuary 2007 Spectra Energy and Citrus settlcrl this litigation for ti puymcnt by 
Spectr;i Energy to Citrus of $100 million A s  n result. in ?NE,  Duke Energy recognized a reSewe ofSlO0 million related to h e  settlement offer 

against Duke Energy. DE.TMl hlanagement Inc (IXTMI). DTMSI Management I td (DTMSI) and other afiiliaies o f D u k e  Energy MNGI and DETMI are the sole members o i  DETM 
DTMSI and 3946?31 are the sole beneficial ewers of Duke Energy Marketing L.imited Partnership (DE,bU.?. and with DETivl. the Ventures) Among other allegations. LsxonMobil alleges 
that DETMI and DTMSI engaged in wrnngiul actions relating to affiliate trading, payment of service fees, expense allocations and distribution ofearnings in breach oiagreements and 
fiduciary duties relating to the Ventures EszonMohil seeks to recover actual damages. plus attorneys' fees and exemplary damages; aggregate damages were specified at the arbitration hearing 
rind totaled upproximately SI ?5 million (escludmg interest) Duke Energy denies these nllegutions, and hos filed counterclaims nsserting Uiot ExsonMobil breached its Venture ohligations and 
otlicr contractual obligations By order diitcd May 2, 2005, the arbitrators granted Duke Energy's Motion for Partial Summary ludgmcnt, eifectivclp eliminating a significant portion o i  
Essonlvlobil's claims Essonlvlohil filed a motion lor reconsideration of tlie ruling as well as for an  extension of the date for tlie arbitration hearing Esxonklobil also liled a motion to dismiss 
certain of Duke Energy's counterclaims Follow~ng a hearing in December 2005 an the motion for reconsideration, die arbitrators issued Uieir ruling on January 26, 2006. generally r e a n k n i n g  
the original order, with a limited esception wi th  respect ti) :ifliliatc trades that is not espected to have a significant impact on the case The panel also dismissed one o f D u k e  Ekergy's 
counterclaims The parties agreed that tlie dam ~ 

f i " ' l W 7 ~  . . .  8 .  . . .  . . . ,  , = .  ., .* . .  

Citiw Trodirig Corpor'itiui? ((litnisi Lihgntioii In conjunctinn with the Sonutrach L.NG Agreements, Duke L.NG entered into a natural gas purchase conirnct (the Citrus Agreement) with 

E.uoiu\fobilDispi.prrtex In April 2004. blobil Natural Gas, hic (MNGI) and 3946231 Canada, lnc (3946231, and collectively with MNGI, ExxonMobil) filed a Ilemand lor Arbitration 
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ages due In Duke Energy on its countercliiim \vi11 be determined in the upcoming hearing schetluled in the Canadian arbitration proceedings llie arbitration hearing in Uie U S arbitration w a s  

lield in October 2006 in Houston, Texas. with it subsequent hearing in 1anu;iry 21507 In August 2004. DEMLP initiated arbitration proceedings in Canada against cendin EssonMobil  entities 
asserting !lint those entities \vrongfully terminated two gas supply agreements with die DEIvIlP and wrongfully failed to iissume certain related gas supply ngrccmenl.; with other parties A 
hearing in the Canadian arbitrntion \vas held in Ivkircli 2006 The arbitrators issued their award in June, 7006 finding that ( 1 )  the two gas supply agreements were improperly terminated by 
EssanTvlobil. but (2)  Essonblobil  was not required to  take assignment of the related third pany gas  supply agreements Hearings to determine the damages to be paid as the result o f t h e  lust 

ruling, as well as the damages to be paid to Duke Encrgy as tlic rcsult nf  the termination 01 the U S gns supply agreemcnt were held oii Novcnibcr 9 and 10, 21106, and January 22, 2007, before 
tlie same panel of arbitrators In February 2007. 13uke Energy nnd E~xsonh.lobil reached agreement in principle on a global settlement ol both arbitrations Such agreement is subject to 
rxecution ol final settlement documents Duke Energy does not expect that the proposed settlement will have a material elfect on its consolidated results ofoperalions, cash flows or financial 
position The gas supply agreemcnts with other panies. under which DEMLP continues to remain obligated. are currently estimated to result in 1osses of between $50 million and $100 million 
through 201 1 As Duke h e r g y  hos tin ownership interest n i  iipproxhntely 60% in DEbD..P. only 60% ofony losses would impact pretns eirnings for Duke E,nergy I-lowever, these losses are 
SubJecl to change in tlie future in the event ofchanges in market conditions and underlying assumptions 

Plan, alleging violations of Employee I<etirmcnt Income Security Act (ERISA) and the Age Discrimination in Employment Act Thcsc allegations arise out of the conversion of the 
Duke Energy Company Employees' Retiremcnt Pkin into the Duke Energy Retirement Cash Dalance Plan 'The case also raises some Plnn administration issues, dleging errors in the 
application ofPlan  provisions ( c g  , tlie calc~iliilinn ol interest rate crcdils in 1997 and 199s and the calciilation of lump-sum distributions) The plnintifls seek to represent present and former 
participants in thc Duke Energy Retirement Cash Balance Plan .Ibis group is estimated to include approxirnately 36.0KI persons The plaintills also seek to divide the putative class into s u b  
classes bnsed on age  Six cnuscs of nction are alleged, ranging from age discrimination, to viirious nllegecl ERISA violations, to allcgotions of breach offiduciary duty The plaintiffs seek a 
broad array of remedies. including a retroacti\w refi~rnrni~tion of tlie L7uke Energy Retirement Cash D:ilance Plan nnd a rec;ilculation of participants'/ beneficiaries' benefits under the revised and 
reformed plan Duke Energy filed its answer in blarch Xi06 A second class action lawsuit WBS filed in lederal court in South Carolina. alleging similar claims and seeking to represent the same 
class of defendants Ihc second case has been voluntarily dismissed, without prcjuclicc, effectively coiisolidating it with the first case h ]?onion of this liability was assigned to Spectra Energy 
in connection with the spin-olf in 1anu;iry 2007 The matter is currently in discovery with a tentative trial date of March 2008 It is not possible to predict with certainty whcther Duke Energy 
will incur any liability or to estimate Uie darnages ii anv. that Duke Energy might incur in connection with this matter 

use of asbestos in connection with construction and mointennncc nctivitia conducted by Duke Energy Carolinas on its electric generation plants during tlie 1960s and 1970s Duke Energy has 
third-party insurance to cover l o s s f i  related to these asbestos-rcleted injuries and damages above a certiiin aEregnte  deductible The insurance policy. including the policy deductible and 
reserves. provided for coverage to Duke Energy up to ;in aggregate ol SI 6 billion when purchased in LO00 Probable insurance recoveries related to this policy are classified in the 
Consolidated Balance Sheets as Other within Investments and Other Assets Amounts recognized as reserves in tlic Consolidatcd Bnlaiice Sheets, \vhich are not anticipated to cxcecd die 
coverage, are c1:issiiied in Other Deferred Credits and Other L iabilities and Other Current Liabilities and are based upon Duke Energy's best estimate of the probable liability for future asbestos 
claims These resen'es ilre based upon current estim:ites and are subject to iincertainty Factors slicli as lhe frequency and magnittide of future claims could change tlie current estimates of Uie 
reliited reserves and claims for reciiveries rcflected in the accompanying Consolid~ited Finmcial Statemcnls I-lowever. management of Duke Energy does not currently anticipate that any 
changes to these estimntes will have nny mnterinl i d \ w s e  en'ect on Duke Energy's consolidated results of operations, cash llows or financial position 

Duke Energy Indiana and Duke Energy Ohio tiwe been named as defendants or co-defendants in lawsuits related to asbestos a t  their electric generating stations Currently, there are 
approsimately I30 pending I a \ v s u i ~ ~  (the majority ol which are Duke Energy Indiana c a e s )  In these lawsuits. plaintifLs clnim to have been exposed to asbestos-containing products in the 
course o i the i r  work as outside contractors The plaintiffs further claim that as the property owner ol the generating stations, Dukc Energy Indiana and Duke Energy Ohio should be held l iable 
for their injuries and illnesses bnsed on an alleged duty to warn ;ind protect them from any asbestns exposure n i e  impnct o n  Duke Energy's financial position, cash flows, or results of 
operations ol thcse cases to date has not been material 

,.I sbcsrosielo~cdl~grii res mid Dilniiqes Clrriiiis Duke Energy has experienced numerous claims relnting to damages for personill injuries alleged to have arisen from the exposure to or 
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01-these lawsuils, one case iilctl aeainst Duke Energy Indiana has been tried to verdict Thej i ry  returned a verdict against Duke Energy Indiana on a negligence claim and a verdict for 
Duke Energy Indiana on puni~ive  diimtigts Duke Energy Indiana appealed tliis decision up to tlie Indiana Supreme Court In October 2005 the Iiicliana Supreme Court upheld thejury's verdict 
Duke Encrgy Indiana piid the judgment oiapproximatcly $63(1,000 in the fourth quartcr of 2005 In addition, Duke E,ncrgy Indiana has settled over l 5 U  other cliiims for amounts, which neither 
individually nor in the aggregate. are material to Duke Energy Indiana's financial position or results of operations Basctl on estimates under varying assumptions, concerning uncertainties, 
such as. among others: (i) the number of cnntr;ictors potentially esposed to ask~tos  during con~truclion or maintenance of Duke Energy Indiana generating plants; (ii) the possible incidence of 
various illnesses among exposed workcrs. and iiii) the potential settlement costs witiiout Ikdcr,il or other legislation that addrcsses asbestos tort actions, Duke E n e ~ y  estimates that the range of 
reasonably possible esposure in esistiiig and future suits over the next 50 years could range from an immalcrial amount to npproximately $60 million, escIiisive of costs to defend these cases 
This estimated range ofexposurc may chnnge as additional settlements occur and claims are made in Indiana aiid more case law i s  esLlblished 

riinge of potentin1 loss from current or future liiwsuits I-Iowev~7, potential judgments o r  settlements of existing or future clnims could be  mnterial to Duke Energy 
Duke Energy Ohio has been named in l'ewer thin 10 cases and LIS a result has virtually no settlement history for asbestos cases Thus. Duke Energy IS not able to reasonably estimate the 

O//ir~,-L.iti~ofioii oiai LcpI  Ptococclt i i~s Duke Energy and its subsidiaries arc involved m other legal, tax and regulatory proceedings arising in the ordinary course of business, some of 

operations, cash Ilows or linancial position 
Duke Energy has exposure to certain legit1 matters t h a l  are descrilxd hereln A s  of December 31, 2006, Duke Energy has recorded reserves of approsimately X I  3 billion for these 

proceedings and exposures Duke Energy has insurnnce covernge for certain of thex losses incurred As of December 31,2006, Duke Energy has recognized approsimately SI 0 billion of 
probable insurnnce recoveries relater1 to these Iosscs Thesc reserves represent management's best estirnaie of probable loss ns defined by SFAS No 5,  "Accounting for Contingencies " 

Duke Energy expenses legal costs reliited to die defense 01 loss contingencies ns incurred 

OllicI Con~nilliiicnls mci Cuatingciicics 

requirements are satisfied These c r e d i ~ s  reduce Duke Energy's income tas liability and therefore Duke Energy's eflective tax rate Commercial Power's sale oi synthetic fuel has generated $339 
million in tax credits through December 31,2005 Dwing the lirst quarter of 2006. an agreement was  in place with Uie plant operator which ~vould indemnify Duke Energy in the event that Lax 
credits arc insuflicient to suppon operating espcnses This agreement did not continue for tlie remainder of 2006 After reducing for the ]possibility of phase-outs in 2006, the amount of 
additional credits generated through Deccmhcr 31, 20C6 \vas npproximutcly $20 million Dukc Energy's net mvestment in the plonts nt Deccmbcr 31, 2006 \vas approsimntely $20 million 

Section 19/45K provides for a phasenut nf the credit if the average price OS crude oil during a calendar year esceeds a specified threshold 1 he phase-out is based on a prescribed 
calculation and definition of crude oil priccs ll Commercial Power ivere to operate i t s  synthetic luel facilities based on Decomber 31. XI06 prices Oiroughout the entire forthcoming year. yet 
crude oil p n c a  were to rise such that the lax credit is complctcly phased-out, net income in 2007 would he negatively impacted Duke Energy is unlikely to experience a material loss because 
the exposure to synthetic fuel tax credit phase-out is monitored and Duke Energy may choose to reduce or cease synthetic fuel production depentling on the expectation of any potential tax 
credit phase-out Duke Energy may also reduce i ts  exposurs l o  crude prices through the execution of derivative transactions The objective of these activities IS to reduce potential losses 

incurred if the reference price in a year esceeds a level triggering ii phase-out oi  synthetic fuel tax credits 

requirements that stipulate that in order to qualify l ix  tax credits in accordance with Section ?9/45K, the sales o f t h e  synthetic fuel must be made to an unrelated third party 

Commercial I'owcr produces synthetic fuel from facilities that qualify lor tax cretliLs (through 21107) in accordance with Section 29iJSK of the Internal Revenue Code if certain 

In August 2006, Duke Energy successfully completed the sale of one of its synthetic fuel Incilitics resulting in an immnteriiil goin This sole was driven by Internal Revenue Service (IRS) 
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The IRS has completed the a u d i t  o i  Cinergy lbr the 2002 2003. and  2003 tax years including the synthetic fiiel facility owned during that period That facility represents S219 million of 
tax credits generated during that audit period The IRS has not proposed any adjustment that would disallow the credits claimed during tli i it period Subsequent periods are still subject to 
nudit Duke Energy bclicvcs that it operates in conformity with all thc necessary requirmients to be iillowcd such crcdib under Section 29IJSK 

Duke Energy is pany to an agreement wit11 a third party sewice provider related to future purchases to be made through late 2007 The agreement contains certain damage payment 
provisions i f the  purchases are not made by the specified date ]lie maximum pretax exposure under LIie agreement is currently estimated tit approstmaiely $IO0 million In the fourth quarter of 
2006. Duke EnerOy initiated early settlement discussions regarding t h i s  agrecmcnl and recorded a rcscrvc of approximately %5 million during DccLmbcr 01 2006 based upon probable penalty 
payments to be incurred Future adjustments to this reserve could he material depending on the level ol actual purchase commiunents 

Budget Program at Lluke Energy's DE,GS of Narrows. L I. C jmver plant facility in Narrows. Virginia The investigation his revealed evidence 01 falsification of data by an employee relating 
to the quality assurance testing of its cunlinuous emissions monitoring system (CEbIS) to monitor heat input and NOx emissions In December 2006. Duke Energy voluntarily discloscd the 
potential violntions tn the 7JSE.PA and Virginia Dc-panment of Environmenkil Quality (VDEQ), and in January 2007, Duke Energy made n rUll written disclosure o f t h e  investigation's findings 
t n t h e l A L E u d h i  I , , " f h  , ' , , / '  . fa~.llsprppDLtuIs 11 I$""+ . L  'T)FO -1. % . .> - <  tn 

predict with certainty whether Duke Enwgy will incur any liability or to estimate t l ic  clamagcs, i i  any, that Duke Energy might incw in connection with this matter 

and other assiskince tu viirious subsidiaries. investces and other third /parties These nrrangements are largely entered into by Duke Energy and Spectra Energy Capiti l  To varying degrees, 
these guarantees involve elements of pcrformarice arid credit risk, which are not included on  thc Consolidated Balance Sliects TIic possibility of Duke Energy o r  Spectra Energy Capital having 
to honor its contingencies is 1;irgely dependent upon future operations of various subsidiories, investees and other third parlies, or the occurrence of certain f h r e  wenb (For furiher 
information see Note IS ) 

In October ?006, Duke Energy began an internal investigation into improper data reporting to the U S Environmenlnl Protection Agency (USEPA) regarding air emissions under tlie NOS 

. .  
I ) (  

. . .  . .  .- 

O/hcr As  part oi its normal business, Duke Energ), is a pirty to viirious financial guarantees, performance guarantees and other contractual commitments to extend guarantees of credit 

In addition, Duke Energy enters into various fketl-price. non-c;incelable commitments to purchase or sell power (tolling arrangemenis or power purchase contracts). tnke-or.pay 
arrangements. transportation o r  throughput agccmcnts and othcr contracts that may or may not be  recognized on the Consolidated Balance Shcels Some of these arrangcmcnts may Ix 
recognized at market value on  the Consolidated Balance Sheets as trading contracts nr qualli$ng hedge positions included in Unrealized Gains o r  1 asses on Mark-to-blarket and fledging 
Transactions ( S e e  Note IS lor discussion o ica lp ine  guarantee obligation) 

Operating iiiiil Cnpibil Lcosc Coiiiiniti~ieiiB 
Duke Energy leases assets in several areas d i t s  opertitions Consolidated rentnl expense for opertiting leases !vas $136 million in 2006. % I  13 million in 2005 and $ 1  24 million in ?OW, 

whicli is included in Operation. lvlaintcnance and Other on the Consolidatcd Statements of Operations Amonization of asets  recorded under capital leases \vas included in Depreciation and 
Amortization on t l i c  Consolidated Statements of Opcratioils The fblloiving is a summary of future m i n m u m  IGISC payments under opcrnting leases. which at  inception h a d  a noncancclablc 
term of more than one year, iintl capital leases as of December 3 I, XI06 

Opelaling C:tpital 
Lesst.s LellSCS 

I --. - ,- 
(in niillioiis) 

21 

2009 
2lJl l l  SJ 11 
201 
Thereafter 257 

Total futurc minimum lease payments 
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18. C;u;irantees and Inclcninilications 

contracts include performance guarantees, stand-by letters ol credit. debt guiiriintccs, surety bonds and indcmniiications Duke Energy and ILS subsidiaries enter into thcsc arrangements to 
facilitate a commercial transaction with a third party hy enhancing the v;tIue o f t h e  tiansaclion to the third piirty 

to Duke Encrgy prior to tlie consuinmatioii of the spiii-oif Uiider F I N  45, guarantees that arc modified aftcr issuance arc  required to be rcnicnsured at  fair value at tlle date of modificatioii 
Accordingly, as a result ol these motliiications. Duke Energy recorded immaterial liability amounts in 2006 associated with tliese guarantees Additionally, a t  December 51, 2006, Duke Energy 
has certain guarantees of wholly-owned subsidiaries t l iat hecame guarantees of third party performance upon Uie spin-off of the natural gas businesses in January ZW7 Duke Energy has 
received hick-to-back indemnification from Spectra EncGy Capital indemnifying Duke Energy lor any amounts paid related to t l m e  gu;irantees 

Guarantees that were i:;sued by or assigned to Duke Energy, Cincrgy or International E n e r g  on or prior to December 3 1, 3CKi6 remained with Duke Energy subsequent to the spin-off 
Guarantees issued by Spectra Energy Capital or Niitural Gas I-ransmission on  or prior Lo Dmember 21, 2006 remained with Spectra Energy Capital subsequent lo the spin-off, escept for certain 

incurrcil under these guarantee obligations 

Duke Energy and its subsidi;irics have various financial and performance guarantecs and indemnifications which are issued in ilie normal course of business As discussed below, these 

In cnntemplation ol the spin-oK01 the niituriil gas businesses on Januiity 2, 2007 (see Note I ) .  certain guarantees thot were previously issued by Spectra Energy Capital were transferred 

1. . -._ . ,jnrr,," h:>- Fni-ro" ?-(.? 

Duke E,nergy has issued pcrformance guwantces to customerr and other third parties that guarantee the p:iyment and performance of other parties. including certain non-wholly owned 
e n t i t i e  Ihe miisimum potential iimount 01 future payments Duke Energy could have been required io make under these performanceguarantees as of December .3l,?.W6 was approsimately 
$27 million Approsim;itcly M rnillion of t h e  puriormance guarantees cspirc in ?Cl09. with UIC remaining pcrforrii~ince guariintecs having no contractual expiration 

i\dclitionaliy, Duke Energy has issuetl Buariintees to customers or other third parties related to the payment or performance obligations of certitin enlilies that were previously wholly 
nwned by Duke Energy but !vhicli have  heen :;old to third panics. such as DukeSolutiom, Inc (DulieSolutions) and Duke Engineering Sr Services, Inc (DEsrS) These guarantees are primarily 
related to payment of Icsisc obligations. debt obligations, nnd pcriormuncc guiirnntccs related to provisioil of goods and scrviccs Duke Energy hns received hack-to-back indcmnificntion from 
tlic buyur of DESrS indemniSying Duke Encrgy for any arnourits paid by Spectra Energy Capitiil related to thc DESrS guarantea  Duke Energy also rcceivcd indemnification from the buyer of 
DukeSolutions for the first %2 5 million paid by Duke Energy related to the DukeSolutions guarantecs Further. L>uke Energy granted indemnification to the buyer of DukeSolutions with 
respect to losses arising under same energy sen~ictls apreemcnts retained by DukeSoliitions afler the sale, provided Uiat the biiyer agreed Io hear 1W?i of the perl-ormance risk and 50% of any 
other risk up to an iiggregate mtiximom of $2 5 million (less ;my amounts paid by the buyer under the indemnity discussed above) Additionally, for certain pcriormnnce guarantees, Duke 
Energy 1x1s recourse t o  suhcontractnrs involved iii providing se~vices  to a customer These guarantees have viirrous t e m n  ranging l iom 2i07 to 2019, with others hnving no specific t e r n  The 
maximum potcntinl amount oi future pnymcnis under these guarantees us of December 31, XI06 wns approsimiitcly S8l million 

Cinergy has issued perfnrmance gu;irantees to custnmers and other third parties that guarantee the payment ond performance ofcena in  non-vvliolly-owned consolidated entities 
ridditionally, Cinergy litis issued guiiriintccs <If debt of certain non-consolidated entitics and less thon wholly owned consolidiltcd entilies 1 lie maximum potential timount of future payments 
Cinergy could have been required t o  make under these performance guarantees cis 01 December 31, 2006 was approsimately $1 71 million Approsimately $92 million oi the performance 
guarantees expire between ZOO8 and ?i:t17. wi th  the remaining periormance guarantees having no contriictual expiratinn 

Spectra Energy Capital h a s  i.ssucd performance guarantccs to custonicrs and other third parties tli;it guarantec the payment and pcrformancc of other panics, including certain non-wholly 
owned entities The maximum potential timount of fuiure payments Spectra Energy Capital could have been required to miike under these periormiince guarantces iis of December 3 I, 2006 \vas 
approsimately 561 5 million. 0 1  which apprnsimately $220 millinn is in tlie process of being assigned lo Duke Energy. as discussed above Of this amount, approsimately 525 million relates lo 

gutwantees of the payment and pcrlormnnce oi less than wholly owned consolidated entities Approsimately $40 million of the p e h r m i i n c e  guarantees expire between ?.(I07 and 2009. with the 
remaining performance g u a r a n i e s  espiring a$cr 2009 or having no cnntractual espiralion 
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Adilitionaliy. Spectra EneIpy C'apital has issued Join1 and several gunranlees lo Slime of the DED project OWners, guaranteeing the performance ol-Dil;D iintler 11s engineering. 
procurement and consttuctiiin contriicts and olher contractuiil commimients Substantially all o i  these guarantecs liave no contractual espiration and no stated masimum amount of future 
piyments thiit Spectrii 1 h r g  Cnpit:il could b e  required to make A~lditioniilly, Fluor Enterprises Inc . as 509u owncr in DED, has issucd similar Joint and . ra1 gunrnntecs to the snmc DfiD 
project owners In sccord;incc with the DGD pnrtnerslup agreement. each of the partners is reslnnsible for 5 0 ° 6  of any payments to be m;ide under those guarnntees 

Westcoast lias issued performance guarantees to  third pontes guaranteeing tlie performance of unconsolidiited entities. such as equity meUioil investments, and of entities previously sold 
by \Vestcoast to third parties niosc guarantees rcquirc \Vestcnast 10 make payment to the gunranteed third party upon the failure of such unconsolirhted or sold entity to make payment undcr 
some of i ts  contractual nbligations, sucli :is debt. purchose contracts ant1 leascs nie masimum polentin1 amount 01 future payments \Vestcoast could have been required to make under those 
]performance guzirantees as n i  December 5 I .  701% \ 

expiration 

consolidated entities U such entities u'cre to dei;iult on payments o r  perform;ince, Natural Gas Transmission or Intemolional Energy would be required under tlie guarantees to make payment 
on khe c!U&Uwl of lh ?"I,!,> A <  ,,fl,,%rcmt,,,r ;, 71 

w i t h  less tlinn wholly owned entitics. which cspirc in 2019 International Energ)' was Uic guarantor of opprosimatcly 513 million of pcrlormancc giiarantecs associated with less than \vholly 
owned entities Substantially all oi these gwirmtees expire between 3107 and 2OOY 

payment obligations lo the issuing k i n k  wliich arc triggered by ii d r a w  by thc third party or custorncr due to tlic failure o f t h c  non-wholly owned entity to perfoirn accoiding to the terms of its 
underlying contract The maximum iiotenlml amount of future lpciyments Duke Energy could hnve been required to m i k e  under these letters of credit tis ol December 31, 2006 was 
;ipprnsimately $55 million Substnnti:illy all ol these letters 01 credit were issued on behali of less than wholly owned consolidated entities and expire in 2007 

a 6120 million letter of credit issued by the bank to Georgia Power Company Ilie letter 01 credit, which cspircs in 2007, IS rclatcd to the oblipation o f a  KGen subsidiary under a scvcn-year 
pn\ver sales agreement. commencing in h'lay .?!It15 Duke Encrgy wi l l  be required to ensure reissuance of this letter of credit or issue similar credit support unlil ihe power sales agreement 
czpires in 2012 Duke Energy will operate Uie sold Morray Iaci l i ty  under an operalion and maintenance agreemen1 with the KGen subsidiary As a rcsblt, the giiarantee has an immaterial fair 
v:tlue Further, KGen has agree3 ti) indemnify Duke Energy for any psyments Duke Energy makes wilh rcspect to the XI20 million letter of credit In February ?D(J7. this guarantee w a s  
ciincclled land Duke Energy litis no tuturc ohligntions ;issociatcd with this iniiltcr 

party As of December 31. 2006. Spectra Energy Cnpttnl had guaranteed n p p r ~ ~ s m a i e l y  S210 million of outstanding surety bonds rclaled to obligaiiuns ol non-wholly owned entities The 
majority oi thcsc bonds cspire In various amounts in ?till7 and m i 8  Approsiinntely $206 million oisurcty bonds were transferred to Duke Encrgy upnn the consuinmation of the spin-off in 
January 2iIti7 

subsidiary of Duke Energy Spectra Encrgy Capital unconditionally and irrevixibly guaranteed the lease payments 01 I-Iidalgo io IDC through 2028 In 2000. Hidalgo was sold to Calpine 
Coiporation and Spectro Energy Capital remziined obligated under tlie lease gunfont). In January 3J06, Hidalgo and its subsidiorics lilcd for bankruptcy proteclion in COMeCtion with the 

previow bnrkruptcy filing by its lxirent. C:ilpine Corporatinn in Dcceniber 2005 Gross, undiscounted exposure under tlie gwarantee obligalion as of December 3 I ,  XI06 is approsimutely $200 
million. including principal and tnlerrrt paymcnis Duke Energy d i m  no1 belteve a 1 0 s  under the guarantee obligation is probable as of Decemlxr 31. 2006. but continues io waluate the 
situation Tliercfore. no  rescn'cs have hccn recorded lor any contingenl loss as 01 Decembcr 31. 2006 No demands for payment have been made under the guarantcc If losses ore incurred 
under the guarmtce, Spectr;i Energy C;ipital has cenain rights which should a l l ~ \ v  it  to miti - 

ppr~isimatelp %I 5 millinn 01 those guarantee% approximately SI0 million expire in 2007. with Uie remainder having no contractual 

Natural Gas Tninsmission tinil lntcrnational Energy hiive is~uecl gutirantecs of debt and performance guarantees associated with non-consolidated entities find lcss than wholly owned 

. .  

Duke Energy uses bent-issucd stand-by letters of credit to secure the pcrinrmance ol non-wholly owned entities to ii third pany or cuslomcr Under these arrangements, Duke Energy has 

In connection with Duke Energy's sale 01 tlie blurray m e r c h m  generation Iacility to KGen in August 2001, Duke Energy guaranteed in I a w x  of a bank the repayment o i  any draws under 

Spectra Energy Capital has guaranteed cerlain issuers o f  surety bonds. obligating i tsel f  to make payment upon the failure of:] non-wholly owned entity lo honor its obligations too third 

In 1999, the Industrial Development Corp n t  the Cily of Edinburg, Tesas (DC) issued approximately 5100 million in bonds to purchase equipment for lease to Duke I-lidalgo (Hidalgo), a 

I67 
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gate such !os\ Subxtjuenl to tlic ,pin-011 ol the natural ga\ bu%iness& this guarantee remained with Spectra Energy Capital Ilowever Diihe Energy indrmnilied Sperlra Energy Capital 
again\t m y  future losses that could drise lrom p w n e n b  required under Lliis guardntee 

Duhe Energy has cntcrcil into \ driou, indcmnil iciition agreements related to purclinse dnd bale agreements and other L y p  ofconlrsctual agrcemcnts with vendors and other third parties 
These apeementc  typicdly co \m mvironment,il, lay, litigation 2nd other matters, as well ,is breaches oireprerentations. \\~armnties and covenants Typically, claims may be  made by third 
panics for various periods oi time depending o n  the nature of the claim n u h e  Energy's poteniial e\posure under these indemnification dgreemenls can range from a w x i f i e d  amounC such as 
tlic purcliasc price, to  an  unlimitcd dollar amount depcnding on the nature of tlic claiiii and the pirticular tranmction Duhc E n q y  is w a h l c  to estimate the tola1 potential amount of luturs 
piyments under these indemnification .igrccmcnts due to se\'er.il inctors, such as the unlimiled o ~ p o s u r e  under certain guarantues 

At December 31, 2006 the amount$ recorded lo r  the guarantees and indcmnifwtions mentioned .ibove are imrndterial, both individually and in the aggregate 

19. LS:irnings I'er Shew (EPS) 
Basic EI'S is cornpuled b) dividing earnings avail.iblc for common rtochliolders by Uic weighted-average number of common \hare\ outrtanding during tlic period Diluted EPS i s  

the potential dilution that ~ o u l d  occur i l  xcurit ies or other agreement, t o  iasuc common stock, such as atoch option,, stoch-based periormancc unit a\\ar&,, contingently convertible debt and 
phantom stocl, award,, were e\ercised, settled or converted into cnmmon ctocl\ 

wcragc  n u m k r  VI comnion sh,ires nutstmtling for 31lii6, ?iH15 and 3 i U 4  

(111 tiiillion$, clcept pel s l i m  c Ails) Iiiconie Slinrcs EPS 

hv the I .  - h p c L 5  

The following tables illu\trale Duhe Fnergy's basic .ind diluted EPS c.ilculdtims and reconcile the weighted average number 01 common share, oul\tanding to the diluted weighted- 

Avci agc 

Income from continuing uperdtion+--b&ic 

raiions-di luted 

om con inuing operationr 
idends a n d  premiums o n  redemption oi preferred and preference stncl. 

I ons-has 

ptions phantom, pede 
cnlly convntiblc bun( 

Income Bom continuing opcmtions-diluted 

Income ljom continuing operations 
LESS: Dividends and premiiims on retlcmption of preferred and preference slilck 

Income from continuing operdtion-bdaic 

Elfect ofdllutive SCCUT 

Stoch optioni, phantom. pcrlormmce m d  rcdricted ztoch 
Contingently con) enible hond S 

Incomc from conlinwng oppcraiions -diluted 
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The increase in weighted-average shores outstanding for the year ended Decembcr 51, 2OOG compared to !he same period in 2005 was due primarily tu the April 7006 isstxmce of 
approsimately 31 3 million shares in conjunction with the merger with Ciner@, (see Note 1). the conversion or debt into approsimotely 27 million shares of Duke Energy common stock during 
tlic yuir  ended December 31, 2NlG (see Note .?I), iinrl Uie repurchose m d  rctircment oiapprosimutcly 17 5 million shores o r n u k e  Energy cnmmon stock during the year ended December 31, 
?fIOG (seeNote 71) 

included in the "clfcct of dilutivc securities" in the above table because citlicr tlic option c x c r c m  prices were greater than the averiigi: market price 01 the common shares during tliose periods. 
o r  performance measures related to tlie nwards had not yet been met 

As of December 31. 2006. 2005 and 20tW. opprosimately 14 million. 19 million and 23 million, respectively, of options. unvested stock. performance and phantom stock awards \Yere not 

20. Stock-Based C'oniprnsation 

certain nonemployce senwcs Accordingly, ior employee awards, equity classified stock-based compensation cost I S  measured at the grant date, based on the fair viilue of the award, and IS 

r t = c n e p  r ~ ~ ~ + ~ n , c l n i l  ni iL  .cF",.ro,. , ,; . . 
FIN 44, "Accounting Sor Certain Transactions Involving Stock Compensation (an Intcrprctotinn of APB Opininn 2SY nnd provided tlie rcrjuircd pro f i m m  disclosures of SFAS No 123 Since 
the exercise price for a l l  options granted under those plans wiis equal to the market v:iIue of the underlying common stock on the gmnt iliite, no compensation cost w i ~ s  recognized in the 
accompanying Consolidated Statements of Operations 

Duke Energy elected to adopt the modified prospective application method as providcd by SFAS No 123(R). and accordingly, financial statement amounts lrom the prior periods 
presented in this Form 10-K hnve not been restated. There were no  modifications ti) nulsliinding stnck options prior to the adoption of SFAS ll?j(R) 

Duke Energy recorded pre-!as stock-based compensation espensc for  !lie ye:irs ended December 3 I ,  2006, ZC!OS and zhOJ ns follows, the components oi which ore further described 
belo\\,: 

Effective January 1,1006, Duke Energy adopted the provisions o i  SFAS No I ?i(R j SFAS Nu Il3(R) establishes accounting Sor stock-bilsed nwurds eschnnged lor  employoe and 

. . .  . .  p I < h,* 
. .  . . 

1. I , . 'sc 1 

For the Ye:ir> Ended 

Deceniba 31, 

2006 ZOOS ZOOJ 

(ill riiillionr) 
b ... ... .... 

1 

The tax benefit associated with the recorded espense for the year ended December 3 I ,  2OIUG. 2005 and 7004 was approsimntely $51 million. $1 7 million and $10 million. respectively 
There were no  material diiferenccs in income from continuing operations. income t;ix expense. net income, cash flo\vs. o r  basic and dilutetl emnings per share Irom the adoption of SFAS 
No 13301) 

The following table shows wliot enrnings nvailnble for common stocliliolders, basic earnings per slinrc and diluted earnings per sliiire would have been i i  Duke Il,nergy had applied the fair 
value recognition provisions of SFAS No I 23(R) to iill stock-based compensation awards during prior periods 
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DUKE ENERGY CORI'ORAI ION 
Notes To C'onsoliclntccl financial St:iteeients--(C'ontinuecl) 

Yea1 elided Year ended 
Dcceiiibcr 31,2005 Dcccmber 31,2004 

(iii million\. except per 4iiii e ninnunk) 

P 

Basic-pro forma B I 9 4  F 1 5 s  
D 1 8 8  
Diluted-pro forma $ 1 s7 F I 5 3  

Duke Energy's 2006 Long term h c e n t i w  Plan (the 2U96 Plan), a p p m e d  b) shareholden in October ?OOb, rezenecl6Cl million ,hiire> oi'common stock lor a n a &  to employees and 
outride directors Duke Energy's 1998 I ong-term Incentive Plan, a\ amended (the 1406 Plm)  re\erved 60 million \hares of comnion stock for aw.irds to employee\ and outside duectors The 
2096 Plan supersedes the 1996 Plan and no additional grant\ iviI1 be made from the 1998 Pl,in Under tlie ? O W  Pian and the 199s Plan  tlic e w m c  price 01 each option grdnted cannot be less 
than the market price of Duke EncGy's common stock on the date of grant and the ma\imum option term 15 I O  years Tlia \'=ling periods range from immctliate to five years Duke Energy has 
historically 16sucd new shares upon exercising or vesting of share b,iscil awards In 2007 Duke Energy may use 
based awards which are c\ercis& or vested Duke Fnergy has not determined ivitli rertniniy Uie .imount of such new share issuances or open market rqxirchnses 

Duke Energy stock options Certain of these options iilso provide for share appreciation rights under i\hich the holder of a stoch option mil) in lieu oic\erciring the option ewrcise the share 
appreciation right The ewrcire  price of these optinnr equalr the market price on the date of grant and the mn\imum option term is I n  years The vesting period5 range from immediate to four 
years 

Plan lo Duke Energy stock options The ewrcice price of these options equaled tlic market price on the date of grant and tlie ma\imum option term I\  111 \ e m  1 he vesting period5 arc 
genrrally lhrec years Ihe 200d Pian superbedes both Cinergy Plans and no additional grants will be made Irom heal: plans 

combination of new slidre ismancei and open market repurchaseb lor share 

Upon the acquisition of Westcoast Energy, Inc (Westconst), Duke Energy convcrtcd dl l  rtock options out5tanding undcr the 1989 \Ycstco.irt L ong-tcim lnccntivc Share Option Plan to 

Upon the acquisition of Cinergy, Duke Energy convcrtcd a11 rtock option\ outstnnding undcr the Cinerg) I946 Long-Tern1 Incentive Compemation Plan and Cincrgp Corp Stoch Optton 

Stock Option Activity 
Wciglited 

Opliaiis 

Weightecl- Average .4gregnlc 

Average 1ieiii:i iiiiiig liitriiisic 
Eiei-cisc I X c  ( i i i  \'due (in 

(in 1hour:iiicls) Price yrars) iiiillinns) 

,506 E 
Granted@) 9.173 

t 63? )  
Forfcitcd or espircd (1.595) 

0 4,744 z "_ 792 x 51 1, 

(a) Includes 7,294,994 converted Cinergy stock options 
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PART I1 
DUKE ENLRGY CORI'ORATION 

Notes To Consolid i i tct l  financial Stnteaients--(C'ontinued) 

C)n December 31, 2005 and 2004 Duke Energy had approumately 22 niillion e\ercisable options with a $32 weighted average e\erci~e lirire 1 he total intrinsi~ v.ilue 01 options 
e\ercrsed during theycars ended December 31 2006. 2005 and 21104 w d s  nppro\imately $46 million, $1 7 million and '$7 mtllton respcc~iveIy (-ad1 rcceived from opttonr e\erciwd during the 
yenr ended December 31, 2006 W ~ F  appro\imately $ 1  27 million, with a rclntcd t d ~  benefit of approuimiitcly $1 7 million At December 31. 2006 Duke Energy lidd appro\imiitely $7 million of 
future compensation cost which i s  expected lo be recognized over a weighted-average jxriod of I 5 ycarr 

In addition to the conversion of the Cinergy bloc!, opttom noted above Duke Energy granted 1 S77.646 options (fair Laluc 01 a~pro\imately $1 (1 million b m d  nn n Dl.ich-Scho1cs model 
valuation) dunng the year end& Dcccmbcr 3 I ,  2006 Tlicrc ir cre no optionr grantcd d u r i n ~  [lie ycars ended Ileceml?er 3 1, Z(I0F and 2iiti4 Remaining compensation c\pcnsc to be recognized 
lor unvePted converted Cinergy options !vas determmed uung a Bloc!, Scholes model 

2006 

The risk free rate is based upon thc IJ S Treasury Constant Maturity rates as of t l ic  gmnt  detc 
The expected dividend yield is based upon annualized dividends and the I-gear average closing stnck price 
The  expected term of options is derived from historical data 

Volatility is based upon 50% historical and 50% implied volatility Historic volatility is based on  the weighted average bctwccri Duke and Cinergy historical volatility over the expected 
life using daily stock prices Implied volntility is the nvenige for a11 option con~riicts with t i  term greiitcr thnn six months using the strike price closest to the stock price on the valuation 
date 

Ihe 2006 Plan i i l lows for a miiximum oi  15 million shares of common stock to he issued under various stock-based awards other than options and  siock appreciation rights The 19% 
Plan allows for n maximiim oi 1 2  million shares of common stock to be issued under viirious stock-based awnrds Payments for cash settled iiivards during the perinrl werc immntertiil 

Perfornirince Aiviit-ils 

Slack-based performance awards oulskinding under the 1998 Plan generally vest over three years Vesting lix certain stnck-based perfnrmiince ;i\vnrds can occur in three years, a t  the 
cnrltest, X p d o r m a n c e  is met Certain performance aivnrds granted in 2006 contain market conditions biisecl on the tolal shareholder return (TSR) of Duke Ener&y stock relative to a pre- 
defined peer group (relative En) .  These nwnrds are vnlued using a pnth-dependent model thot incorporntcs expected relative TSR intn the fair vnlue dctcrmination oi Duke Energy's 
performiince-based share awards with the adoption of SFAS No I 23m) The model uses three year historical \mlntili l ies and correlations for al l  compmies in the pre-defined pew group, 
including Duke Energy, to simulate Duke Energy's relative TSR as of the end of the periormance period For each simulation. Duke Energy's relative TSR associaied with the simulaled stock 
price at tlic end 01 the performance pwiod plus espccted dividends within the period rcsulb in ii ~ a l u c  per share lor tlic award portfolio The overage oi thesc simulatinns is tlil: cxpcctcd 
portfolio value per share Actual life to date results of Duke Energy's relative TSR for each grant is incorporated within the moilel Other awiirds not containing market conditions are measured 
at grant date price Duke Energy awarded 1,610,350 shares (fair value of approximately $32 million) in the year ended December 31, 2006, I.275.020 s l i n r ~ s  (fiiir velue of approximately $34 

million. based on the market price of Duke Energy's common stock at the grant dale) i n  the year ended December 31 2005. aiid I ,584.SJtJ s h a m  (Cnir value of approximately $34 million. 
bnsed on the morket price of Duke Energy's common stock nt the p a n t  dnte) in the year ended December 3 I, 2004 
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D I K E  ENkRGY CORI’OIIATION 
Notes To Conso1id;itccl Finiincid Stateiiien ts(Continued) 

The following table mn1nari7es information about block-ba%ed performance awlirds oulatanding .11 nrcember  i l  2006 
\velplllPll .\I P i  .Igc GI dllt  

SllJrc5 I > d k  Fair Vnluc 

25 

__ Canceled 

The total fair value ol the shares vested during theyear ended December 31, 2006 and .?IO05 was approximately $3 million As of Dccembcr 31, 7ClO6, Duhc Energy had approximately 
531 million of future compensation cost which is espected to bo recognized over i1 wei&ted-nvernge period 01 I 0 yeim 

Flinnloin Stock Aw;ircls 
Phantom stock awards outslanding under the IS998 Plan generally vest over pericils from immediate to five years Dukc E.ncrgy awarded I, IS I ,  3711 shires (fair value ol approsimately $34 

million) based on the market price of Duke E.nergy’s common stock at the grant dotes in the year ended December 31, 2006, I,l29,gSO shares (fair value ol apprownalely $31 million) in the 
year ended December 31, 2005, and 1,283,220 sharer (fair value of approximately 527 million) in the year cnded B c e m b e r  31. 1001 Convened Cinergy phantom srock awvards arc paid in 
cash and arc measured and recorded as liability awards 

The following toble summarizes information nhoul phantom stock oivorcls outstanding a t  December 31.2006. 
\Vclglitetl ,\ver;ige GI ;tiit 

Sl1nrcs Dntc Fnir V ~ i l u c  

Vcsted (91 7,441) 25 

__ 

(b) Includes 32.1 62 convened Cinergy awards 

The total fair value o f t h e  shares vested during theyears ended Bccmlxsr 31. 2006, 2005 and XU4 was approximately 523 million $10 million 2nd 57 million. respectively As of 
Deccmhcr 31, 211116, Dukc Energy had approsimakly $24 million of future compcnsation cost which IS expected l o  h e  recognized over a weighted-average period 01 3 0 years 

I T !  



DUKE ENERGY CORPORATION 
Notes To Consolidated Financial St;itciiients(Continucd) 

Oilier Slock .4w:irck 

Other stock nwards ouistnnding under the 1998 Plan generally \'est over periods from thrcc to five years Duke Energy awarded 379.000 shares (lair value ol~~ipprosimately E8 million) 
based on the mnrkct price of Duke Energy's common stock a t  the Wint dntcs in the year ended December 2l ,2006,47,000 shnrcs (fair viilue of upproximately $1 million) in the year endcd 
December 3 I, 2iJ05, and l69,160 shares (fair value ofapproximately $4 million) in tlie year ended December 21, 2OOJ 

The following table summarizes information about other stock awards outstanding at  December 31 2006. 
\Veiphled Aver;ige Giiii i l  

Slieres Dale Riir Vnluc 

Outstandins at December 31, 2W5 17S,337 R 

Vested (71.610) 

(c) Includcs 50,980 converted Cinergy awards 

The total fair  value 01 the shares vested during the ycnrs ended Dccernbcr 31, 2006, 2005 and 21204 was approvmately $2 million, $1 million and $1 millinn, respectively As of 
December 31, XlIJ6 Duke Energy had appro\imately $8 million of future compenr.ition cost which is expected to be recognized over n weiglitcd-.iverage period o1 2 9 years 

21. Coninion Stock 
During 2006, Duhe Energy's $742 million of convertible debt became convertible into appro\imntely 31 7 million shore5 of Duhe Energy common btoch due to tlie marhet price 01 Duke 

Energy common stock achieving a specified threshold lor each pricing period prior to respective quarter IIolders of the conveitible debt were able to e\ercise their right to convert on or prim 
to each quarter end During 2000 appro\imately E632 million of debt was convened into appro\imately 26 7 million shares of D u l e  Energy common r t o ~ L  At December 31 3x16 tlie balance 
of the convcrtiblc debt is approuimntcly $1 10 million, which IS convcrtiblc into approuimately 4 7 million shares of common stock 

See Note 1 lor discussion of 31 3 million shares of common stock issued in April 2006 as a result oithe merger with Cinergy 
Eflective in the third quarter 2006, the Board ol Direciors ol Duke Energy approved a quarterly dividend increase ofS0 01 per share, incredsing thc annual dividend in El ZS per rliare 
In February 2005, Duke Energy announced plans lo c\ecute up to appro\imately $2 5 hillion in common stock repurchases over n three yair  period In May 2005,  Duke Energy 

suyxnded additional repurchases, pending further assessment At the time oi s u s p e n ~ m ,  Duhe Energy hod repurchnsed nppro\imotely $933 million of common ,,tach In the first quarter of 
2006, as a result of the klarcli 10, 2006 shareholder approval of the Cinergy merger, Duke Energy's Board of Directors authorized the repurchase 01  up to .in additional $ 1  billion of common 
ctoch under die previously announced cliarc repurchase plan In lune 2006. Duke Energy suspended additional repurchases of Duke Energy common sto& under the repurchase plan due to it', 

plan to spin nll  the nnturnl gay businesses (see Note 2 5 )  Prior io the lune 2006 ruspension, Duhc Energy repurchased 17 5 million shares for totnl consideration 01 apliro\imatcly $500 million 
during 2006 The repurclid'iw and corres]wnding commissions and other fees were recorded in Common Stockholders' Equity 3s $1 reduction in Common Stock a n d  4ddi1ianal Paid-m Capital 

In October 2006 Duke Energy's Board of Directors authorized tlie reactivation of the share repurchase plan for Duke Energy of up lo X5oU million of share repurchases aller the spin-nil ol the 
natural gas b u s i n a x s  hd5 been complctcd 

On March 16. 2005, Duke Energy entered into dn ac~olerated share repurchase transaction whereby Duke Energy repurchased and retired 30 million shares of its common stock from an 
investment bdiih dt the March 1 S ,  LO05 closing pnce o i  R21 46 per share 7ol.iI consideration paid lo repurchase the shares ofappro\irnntely $874 million, including .Ipproumalely $10 million 
in commissinns and other lees. was rtxorded in Common Stockholders' Equity as a reduction lil Common Stock Additionally. Duke Energy entered into a 5cp.irate open-markct purcha5e plan 
on M n r ~ h  18 2005 to rcpurchnsc up to an uddilional 20 million shares of its common stoch, of which appro~imately 2 6 million shiircs were repurchased prior to the klay 2005  s u q x n w m  of 
the program *it ,I weifhted dverage price of $28 07 
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DUKE ENERGY CORPORATION 
Notes To Consolidated Ennncinl State~~ierits(Continued) 

per share As part of the accelerated share repurchase transaction. Duke Energy simultaneously entered into a Sonvard sale contract with the investment bank h a t  was lo matiire no later Uian 
November 8. Xi iJ5 Under tlie terms of tlie fonvartl sale contract. tlie iiivestmcnt bank \vas required to purchase. in the open market. 30 million sliares of Duke E,nergy common stock during the 
tcrm of the contrnct to lulfill its obligation rclntlrl to the shnres it borrowed lrom third piirtics and sold to Duke Energy At settlement. Duke Energy, a t  its option, was required to either pay 
cash o r  issue registered or unregistered shares of its common stock to the investment bank il-tlie investment bank's weighted average purchase price was higher than the lvfarch I S ,  2005 closing 
price of $27 46 per share. o r  the investment bank was required to pity Duke Energy either cash or shares of Duke Ilnergy common stock, a1 Duke Energy's option. if the investment bank's 
weighted average price l'or tlie shares purchased \vas Iixver than the March 1 H. 2005 closing price of $27 46 per share On Scptcmbcr 22, 2005, Duke Energy, at its option, paid approsimatcly 
$25 million in cash to the investment bank to settle Uie forward sale contract as the investment bank had repurchased the rull 30 million shares in the open market and lulfilled all of its 
obligations The amount paid to the investment bank iv:is based upon the difference ixtween the investment bank's weighted average price paid for the 30 million shares purchased of $26 42 

per slim and tlie March 18, 7Olr5 closing price of $27 46 p ' r  share Duke Energy recorded the approximately $25 million paid at settlement in Common Stockholders' Equity as a reduction in 
Common Stock Total consideration paid to repurchase the shiires of approximately $933 million, including commission:; and other fees, wiis recorded in Common Stockholder:;' Equity as ii 

reduction in Commnn Stock and Addilionnl Paid-in Cspikil 

2001 Under the terms of the contract, thc Equity Unit holders ivcrc required to purchase stock a t  the time ol scttlcmcnt rate based on the cumcnt market price of Dukc Energy's common stock 
iit the time of the settlement with a floor ~ l d  a ceiling Die rate was 623 1 shiires of stock per Equity Unit Duke Energy received $750 million in proceeds as a result o r t h e  settlement. which 
was included in Proceeds from tlie Issumces of Common Stnck and Common Stock Related to Fmployce Benefit Plans on the Consolidated Skitement of Cash Floivs 

In hlay 2004. Duke Encrgy issued 27,449,000 shares of its commnn stock in the scttlcmcnt of the forward-purchase conlract component of its Q u i t y  Units issucd in lvfnrch 2001 Under 
the terms of tlie cnntrnct, the Equity Unit holders were required to purchase common stock nt a settlement rnte based on the current market price of Duke Energy's common stock tit the time of 
settlement with a floor and ii ceiling 1 he rate u'as 0 6414 shares of stock 1x1 Equity Unit Duke Energy received $815 million in proceeds as a result oS tlie settlement, which \vas included in 
Proceeds from the lssuanccs of Common Stock iind Common Stock Related to Employee Renefil Plans on tlie Consolidated Statement of Cash Flows 

Duke Energy also sponsors an cmploycc savings plan that covcrs substantially a11 U S employees In April 2004, Duke Energy stopped issuing s h a r e  under the plan and the plan began 
making open martel  purchases with cash provided by Duke Energy There were no issuances of common stock under the plan in either 2006 or 2005 Issuances of common stock under the 
plan were $5 1 mill ion in 2004 Dukc Energy also issues shares o i  its common stock to meet other employee benefit requirements Issuances of common stock to meet other employee benefit 
requirements were approximately $146 million for 2006, 639 million for 2005 and approsimatcly $1 2 million for 2004 

See tlie Consolidiited Stiitcmcnts oi Common Stockholders' Equity iind Comprehensive lncomc (L ossj  for additional equity tmnsactions 

22. Eniployrr Bcriclit Phns 
Duke Energy V.S Reliremenl1'l;ins Duke Energy and its subsidiaries (including legacy Cincrgy busincsscsj maintain qualified, non-contributory dclincd bendi t  retirement plans Ttie 

plans cover most U S employees using a cash balance formula Under ii cash balance formula, a plan participant accumulates a retirement benefit consisting of pay credits that are based upon a 

percentage (which may vary with age and yeiirs of service) of current eligible earnings and current interest credits Certain legacy Cinergy U S employees are covered under plans that use a 

final weriige earnings formula Ilnder a final average earnings formula. a plan participant accumulates a retirement bcnefit equal to a percentage of their highest 3 -ya r  average earnings. plus a 
percentage of the their highest 3-year average eiirnings in excess of covered compensation per pear o i  pnrticipntion (masimum of 35 years), plus a percentage of their highest 3-year average 
earnings times years of  ]iarIicipation in excess of 35 years 

Duke Energy also maintains non-qualified, non-contributory defined beneSit retirement plans ivliich cover certain U S executives 
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DUKE ENERGY COliPOliATlON 
Notes To Consolidntetl Finnncinl Sta te~ i ien  ts(Continued) 

Duke Energy's policy is lo iund amounts on an actuarial basis to iprovidc assets sufficient lo meet benefits to be  paid to plan paiticipants Duke Energy contribuled approximately $1 24 
million to the legacy Cinergy quolified pewion plans in 2006 Duke Energy did not make any contributions to ils defined benelit retiremcnt plans in 2005 Duke Energy macle voluntary 
contributions of SZ50 million in the iourtli quarter of 7004 

qualiiied rctiremcnt plans is I 1  years The average remaining service period of active employees covered by the nonqualifjed retirement plans is 8 years Duke Energy delermines the market- 
related value ol plan nsscts using a calculated value that recognizes changes in l i i r  voluc 01 the plan assets in a particular year on a straight line basis over the nest five years Duke Energy uses 

ii September 30 measurement date for its defined benefit retirement plans 
Wcs1co:isl C.iii:idi:iii I3elireiiient Pkiiis The \Vestcoast benefit plans are reported separately due to actuarial assumption differences \Mestconst and i ls  subsidiaries maintain qualified 

and non-qualified contributory and non-contributory delined benefit (DBj  and deiimed contribution (DC) retirement plans covering subslantially all employees The D B  plans provide 
retirement benefits based on each plon participont's years of service and final aver;ige earnlngs Under the DC plans, compnny contributions ore determined according to the terms of the plan 
and based on each plan participant's age, years of service and current eligible earnings Westcoast also provides non-registered defined benefit supplemental pensions lo a11 employees who 

re amortized over the average remauung service period of the act ive employees The  average remaining service period of active employees covered by the 

,, .,Y r' yl 

\Vestcoast's policy is to fund the DB plans on an actuarial basis and in accordance with Canadian pension standards legislation. in order to accumulate assets sufficient to mcet benefits to 
be  paid Contributions to die DC plans are determined in accordance wiih the terms oi the plan Duke Energy made contributions to the Westconst DB plans of niq~rosimately $44 million in 
20OG, $42 million in 2005 and %2G million in 2004 Duke Energy also made contrihulions lo Llle Dc plans of $4 million in 2006, $3 million in 2005 and $3 million in ZOO4 

employees covered by thc qualified DB retirement plans is 10 years 'The average remoining service period of the active employee; covered by the non-qualified DE retirement plan IS 14 years 
\Mestco;irt uses n September 30 measurement date ior its plans 

Duke Energy adopted 1111: disclosure and recognition provisions o i  SFAS No 158, eifective December 31. 2006 The iollowing table describes the total incremental effect of the adoption 
of  SFAS No 158 on inrlividiial line items in the Deccmbcr 3 1, TJJ6 Consolidated Balance Shccl, including Accumulated Other Comprehensive Income 

Increnieiit;il ElTccl or l l ic  Adoplion o f  SPAS No. 158 on Individual Line ltenis iii (lie Consoliclnlrd Bilnace Sheel As ofDeceiiibcr 31, 2006 :' 

The prior SCIVICC cost and actuarial gains and losses are amortized over the average remaining service period of the active employee; The average rcmaining service period of the active 

Dulic Energy U S Wealconst 

Belore I3efoi c Aner 
~ppl icnt ioi i  or Application ol \pplic:ltlon of Applic:iOon of 

b I-,.. .- h .  - 

SFAS No I58 Adju~biieiit SFAS No 15Eb SFAS No 158 Adjuslnicnt SFAS No 158 

Accumulaled other comprchcririvc income, net 01 l a \  __ 197 I97 61 

. ~~~ ~ 

(a) E,xcludes approximately $7 million in accrued pension and olher post-rctircment liabilities. approximately S 2  million in deferred income tas assets and $5 million in accumulated other 
comprehensive Lncnme associated with a Brazilian retirement plan 
Includes approximately $47 million in accrued pension ;mil o h e r  post-retiremen1 liabilities anti SA million in accumulaled other comprehensive income re131etl to delayed recognition 

provisions associated with ps~-cmployment  benefits 
Includes approximately $89 million that  is rellectcd in Other within Current Liiibilitics in the Consolidated Balance Sheets ill December 31, 7OC6 

( b j  

(c) 
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Notes 'To Consolidated Finnnciiil St;itcaicnts-(C'ontinuetl) 

For (lie Yrnis Ended Ihxi i ibei  31, 

2006 2005 200.1 2OOG 2005 2005 
.1..._.I. . . . . . ,.. .. . ..,. - . .- . .. ,..I _.m_l_rr_. ____n .- _- ..- ,-._-li 

Reconcilintion or Funded Status lo Ne1 Aniunnt Rccognirrd Qu'ilified Pension Plm5 
I h h r  EIIUI gy II S \vc<lco:lrt 

__11___1__._1111.1__.I . . ... 
it? o f  i ind for the Yews  Ended Ueccinbcr 31, 

ZOOG 2005 2006 2005 

(in niillionr) 

Obligiltron ilssumcd fr 
Foreign currency impoct 2 23 
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DUKE ENERGY CORI'ORATION 
Notes To Consolidated Fiiimcial Statei~icnts-(Coiitinued) 

I h k c  Enc1 gy u s WCs1co:lsl 

AS 0r:111d for tbc Ycitts Ended Dcccmbcr 31, 

2006 200s 2006 200s 

(in ~n i l l iu i i s )  

Foreign currency impact - 2 17 

_. . ._ -_-.. . .  _ _  _______l__l_l..__ - 
For tlie Duke Energy lJ S [plans. the accumulated benefit obligation was %,-IO$ million at  September 31). 3006 and $2,753 million at September XI. 21105 
For Westcotist, tiie nccumulotcd bcnelil obligation wns $5SS million at Septcmbcr 30, ZO(I6 nnd $562 million nt Scptcmber 30. 3005 

Qotililiecl I'cnsion I'l:ins--Aiiieunt Rccogiiirccl in tlic Consolldntcd nalniicc Sliects 
Consist ol: 

Dukc Energy U S. wcslco:lst 
e.--..._____. - 

As oTDeccnibcr31, 
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A s  a rtsult  of the adoption of SFAS No 158, ca ta in  ~prcviousIy unrecognizird amounts mere recognized in the amounts noted aliove with an otfset to i\cc:imulnted Other Comprehensive 
Income. Defencd Income I iistfs and Rcpuliitoiy Assets as of December 31, ZOocl The table below deta i ls  the componenls oi riiese bnlnnces 

Quililied I’eiirion l’l:iii\-,~iiioiiiils Rccogniiecl in Reguliloi 5 itrrels iind Accuiiiulited Oiliei Conipt ehensir e liicoinc 

Consist or. 
Duke Energy U S Wcstcollst 

d- ., 
A\ orDecember  31,2006 

(in niillions) 

Regulatory assets 61 S 

NCI transition ob1 
Prior sc:nwe cost 
Net octuoriiil loss 126 I32 

Qu:ililieil I’eiision l’ltin-Aiiinunir in Ilegukiler). i\rcelr i i i d  i\ccuinul:itcd Othei Coiiiprcliensive lncoiiie 

to he Recognlml i n  Net I’ei iodic I’eiirloit Cast5 i n  2007 Coii\I.it a t  
Dirlie Eneigy 

( in niilliow 

Ilnrecopnized prior \crvicc cn\t 

Net amount to be recog~iizrd 

Amounls in the ;ibove table erclucle Westcoast due lo &e spin-ofi o! the natural gas bus in tssa  on January 2, 2007 

Aclclitionil I i i l i ~ r n i ~ i l i a n :  

Quiililied I’eiision I ’ I : i n s - - I i i l i ) i ~ i i i : ~ ~ i ~ i i  Tor Phiis with Accuiiiulited Benefit Obligntioii i n  Excess oIPliin Assek 
DUIS Eiiei g-y U S 

AI oIDccenibei 31, 
--.x 

m 6  2005 2006 200s 
- . . . . . . . . . . . , . . . . . . . . - - .. . . _.. . - P 

(in iiiilllans) 
Projected benefit obligahon 1.976 
Accumulatcd bentl i t  obligation 1 ,GSS 
Fair ~ n l t i r  orpl.in .lsets 1,202 

S.ilan. iocreax  5 I K I  s no 3 25 
Eupccted long-tam r m  ol retwn on plnn ~ S P C L ~  s 50 s 50 7 50 
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For the Duke Energy U S plans the discount rate used to rleterrninc the pension obligation is based on a A A  bond yield c i iwe The yield is selected based on bonds with cash flows lhat  

match tlie timing and amc)unt ol the espected benefit payments under tlie plan For legacy Cinergy plans, the discount rate used to determine espense reflects remeasurcment as of  April I .  2006 
clue to the mcrger between Duke Energy and Cinergy 

is selccted based on bonds wtli ciisli llows t h a t  match the timing and amount of the espected benelit payments under the plan 
For il'estcosst the discount rate used to determine the pension obligation is prescribed as  the yield on Canadian corporate AA bonds :it the measurement date of September 30 The yield 

Qunliliecl Priision 1'l:iii ;\ssrl.s--Diil;e E n e I g  U S : 

Assel Category 

I'crceiitnge of I'l;iii A F S P ~ F  iit 

Sepleiiiber 30 
L .-__. -.. . Tal gel 

.\llocalioll 2006 2005 

r_ ..... . . . . . . . . .. . 
I I l l  I 'i. I Ili.l!o It11190 

.. - - .- -- 
Duke Energy U S assets lor both the pension and other post retirement benefits are maintained by two Mastcr Trusts The investment objective of the master trusts is to iichicve 

reasonable returns on trust assets, suhject to a prudent le~el of portfolio risk, for the purpose of enhancing the security o l  benelits for plan participants The  asset allocation targets mere set after 
considering the investment objective and i l ie risk prnlilc with respect to the trusts U S equities are held for h e i r  high e x ~ e c t e d  return Non-U S equities. debt securities, and real estate are 
held for diversification Invcstincnts within assct classcs are to he diversified to ncliiwc broad mahct participation and reduce the impact oiindividual managers or investments Duke E.nergy 

The  long-term rate of return 01.8 596 ;is 01-September 30, 2006 lor the Duke Energy U S assets was developed using a weighted-average calculation of espected returns based primarily 
on Ibturc expected returns across classes considering the use of active asset managers The weighted-average returns espected by asset classes were 4 2.96 for <I S equities I SS'o for Non-U S 

equities, 2 346 lor f ixed incnmc securities, and 15 3?6 ior real estate 

its ac tud  a:i:;et nlliiciition and periodically rcbiilances ih investments to the tnrgeted allocation \vhen considered appropriate 

. .  

Qualified Fciisioii l'liiii ~\sscts--\\'cstcoast: 
I'crceiilege of Plrin Assets at 

Sentciiiber 30 

Asscl Colegory 
Tzirget 
r\llocntion 2006 2005 

__I. 

Debt securities 40 32 

Total 
__ 

(a) EAFE-Europe, Austrakisia. Far East 

Westcoast assets lor registered pension iplans are mainteined by a blaster Trust The investment ohjectivc of the master trust is to achieve reasonable returns on trust assets, subject to a 

prudent lex'el of porliolio risk. for t h e  pixpose 01 enhancing the security of benefits for participants The asset allocation targets were set afler considering the invesunent objective and the risk 
profilc with rcspcct to the trust Canadian cquities iirc held for thcir high cxpccted r w i n  Non-Canadian equities arc held for their high expectcd return a s  well a s  diversification rclativc to 

Ciintidian equities snd  debt securilies Debt securities are ii1:;o held lor cliversiIication 

fuiure cspected returns across cIasses consiilcring b e  use of tictive iissct managers 
The long-tern rate of return of 7 2S06 as dSeptcmber  -30. ?On6 for the Westcoilst assets was developed using a weighted-average calculation of expected returns based primarily on 



PART I1 
DUKE ENERGY CORPORATION 

Notes To Consolidated I;innnci;d Stateaients-(Continue(l) 

The weighted-average returns erpected by inssel cliisses mere Z 146 lor Canadian equit is. 1 306 Tor U S equities, I J o b  Tor Eoropc. Australasia and Far East equities, and 2 096 lbr fixed income 
securities 

The iollowing henclit poymcnts. wliich rciicct espccted luture SCTVICC. ns appropriotc. os c?tpccc‘cd In hc pnid over thr: nest five yenrs nnd t h e r e n t h  

Qit;ililictl Pctision 1’I:ins-Erprcted Drnrlil 1’;iynients 

Westcoist 
u s  Plall$ Pl . l I lS  

(iii inillion<) 

Non-0u:ililied Pcn+m I’ldii\ 

Coniponciits d N e 1  I’ct iaclic I’cn%iun Cwb Noii-Qii.iltiicd Pcn5iun 1’I.in~ 
Duke Energ) U S Westcoost 

.............. . ., ............. , ..... ., . . .  ...... ..... .. I_ ... 
F o i  llir Yews Ended Decenibei 31, 

ZOOG 200s 2004 2006 200s 2004 
.... . .... ._ . 

1 - - - Amorlizalron 01 prior bervice cost I I 

Rcconcili.itioii o f  Fundcd St;ilu$ lo Net  Atiiount I<ecngiiizcd~ Non-Qualtlicd Pcnmii Plans 
Dokc Enct gy U S We~tco:irt 

P.. .......... ~ .... - 4 

As ol‘atid for tlie Yc:irs Ended Decrtnbcr 31, 

2006 2005 200G 2005 
_. .. I . . -.-I -. --- .-^_-l-l__-.l__. _- .- ~ m c 

11 I’rnjectrd Brnclit Obligolioti 

Obligntion d t  mwsurement date 

- .-. ..... - ___ 

I so 



DIKE ENERGY (X)RPORA~ION 
Notes To Consolid ittetl FinItncial Statcntmts(C'ontinued) 

Ilulie Energ lJ.S. IVcstconst 

As ola i id  for tlie Y e w s  Biidetl December 31, 

2006 2005 2006 2005 
.. ............ -...I ...... - P L_I- 

(in niillions) 

Benefits naid 14) 131 

Foreign currency impact - __ - 

... - 
For the Duke Energy IJ S plans. the accumulated benefit obligation was X I  84 million at Scptember 30. 2111J6 ant1 $79 million iil September .Xi, ?IJ(l5 

For Westcoost, thc nccumulntcd benefit obligation was $8.3 million :it Septcmbcr 30, 70116 ond $82 million at S e p i m b c r  3 0 .  ?liii5 

Non-Quiililietl Peiision PI:ins-AinouiiLs Recognized in llie Cousolitlaletl IPalaiice Slicets 

Consist of: 

Ilulte Eiiei g) U S Westco;i$t 

A s  ol Ikcmber  31, - . ., . .,, .- 
LO06 2005 2006 2005 

(in iiiilliniis) 

-__. ............ - - 
( 8 )  Duke Encrgy U S Include:, approwmitelp $41 million nnd \Vestcoost include3 npprownately ch mil1:on recognized in Other I\ ithin ('urrent Li.ihilitie.; nn the Conwlidiited Bolnnce 

Sheets ns of December 31. 2006 

As a result of thc adoption of SFAS No 158. cwtain prcviously unrecognizutl amnunts were recognized i n  the amounts noted ;ibove with an ollict to Accumulated Other Comprehensive 
Incomc, Dcfcned Income Tnxcs ond Rcgu1ntoi-j Assets ils oCDcccmher 31, 331.16 Thc tnblc below dctiiils tlic compmcnts  01 these bolanccs 

Non-Qunlillecl Pension Pl;iiio:\iiiiiuiiLs Recognized in Regulatory AsseLs a~ i t l  r\ccuiiiulalcd Ollirr Coniprrlienslve Iiicoinr 

Consist ol: 

I h k c  E n i r g  U S  Wr5tcoaqi 
- 1 - . .- . 

,I\ Drccmber 31, 2006 

(in millions) 
s 

s 
Net transilion obligation 
P 
Net actuarial losr 
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Notes To Consolidated Ennncial Stnteeirnts--(C‘onGnued) 

Non-Qii:tlilicil Pension 1’l:ins-Anioiints in Regikitory Assets :inil Acconiiil:itetl Other Cuiiiprelieiisive Iiiconie lo  be Krcngnizcd in Ne1 Periodic I’ensioo Cnsts in 2007 Colirist oT: 

Duke E n e r e  

Unrcc 
Unrecognized prior service cost 

Amounts in the above table esclude Westcoast due to tlie spin-off of the natural gas businesses on J;inuary 2 ,  XKi7 

Acldition:il Iiirornintion: 

Nnn-Qii:ilifictl Pension Pl:iiis--loioriiiatioii for Plnns with Acciimiihlcil Benelil Obliglltioli i n  Excess o i  I’hn Assets 

Duke Energy 
U S  - 

A.; oi-DccPnibel 31, 
b” 

2006 2005 2006 zoo5 

(in niillinii.;) 

Nun-Quiilified I’rnsinn Pl;itis-~~ssu~i~ptlons Used for Petision Benefits Accoiinting 

Benclit Obligstions 

Duke Energy U S \Vc$tco:irt 
. ..__.ll.l_ _I__.... .- - - 

2006 2005 2004 2006 ?OD5 2004 

Salary increase 
Determined Expense 3005 2005 2004 

Salary increase 5 no 5 00 > rm i 2 2  5 25 3 zs  
For lhe Duke Energy U S plans the discount rate used to determine the pension oblig.itlon is based on a AA bnnd yield curve The yield is sclected based on hnnds with cash Ilows that 

match the timing and amount or the expected benefit paymenis under the plan For legacy Cinergy plans. the diacount rate wed to detcrmlne e\penw reflects rcme.)surement as of April 1,2OUo 

duc to tlic mcrgcr betwecn Duke Encrgy and Ctncrgy 

is selected based on bonds with cash flows that match h e  timing and amount of the e\pected benel it pavments under the plan 

Non Qu:ilified Pl;inr--E\pccted Benefit P.ij iiients 

For Westcoast the discount rate used to determine the pension ohligation is prescribed a s  Uie yield on Canadian coqnxate A4 bond5 . i t  the mensurcmcnt d.ite of September -3 The yield 

1J.S. I’liins \\‘eslcoilsl Plllns 

(in mi I I miis) 

2007 R -11 ?; F 

16 5 
2009 5 
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DUKE ENERGY CORPORATION 

Notcs To C'onsolid ntctl financial Statciiicnts(Continucd) 

Duke Energy also sponsors employee savings plans that cover substantially all LI S employe= Most employees participiite in a matching contribution iormiila where Duke Fnergy 
provides n matching contribution generally equal to 100% of before-tax employee contributions, of up to 696 01 eligible pi111 per pay period 1)uke E.nergy expensed employer matching 
contributions of $75 millioii in 3006, $61 million in 2005 and $57 million in 2004 Dividends on Duke Energy shares held by the savings iplens are cliorged to retained ciimings when declared 
and shares held in the plans are considered outstanding in tlie calculation oSbasic and diluted earnings per share 

Other Purl-Relirernent Uenrlil Pl;ins 

Duke Energy U S Olhe1"Posl-Retireoient REiiclils Duke Energy and most of its subsidiaries provide some health care and life insurance benefits for retired employees on a 
contributory ant1 non-contributory basis Employees are eligible for tliess benefits if d a y  have rnet age and service requirements at retirement. as defined in the plitns 

These benefit costs are accrued over on employee's active service period to the date of full benefits eligibility Tho net unrecognized transition obligation i:j amortized over approximately 
20 years Actuarial gains and losses are amoitized over h e  average remauung service period of the active employees 'The average remaining s e n w e  period orthe active employees covered by 

Westcoast  Olhrr Post-Retireniriit Benrfils. Westcoast provides health care and life insurance bencfits for retired employees on a non-contributor]' hiisis Employees ore eligible for 
these benefits i f t h y  have rnet age and service requirements ;it retirement, as delmed in the plans Ellective December 3 1, 1003, a new plan wits implemented for ii l l  non bargaining employees 
and tlie majority of bargaining employees Ihe new plan will apply lor employees retiring on and after January 1 ,  2006 The new plan is predominantly a deiincd contribution plan as compared 
to the csisting delincd bcnefit progrnm 

rcm;iining service period o f t h e  active employees covered by tlie plans The average remaining service period of the active employees I S  1 S years 

Conipooents 01 Net Periodic Other Post-Relireinenl Denelit Cost? 

Other post-retirement benefic costs are accrued over an employee's nctive service period to the date of full benefits eligibility Actunrinl gains iind losses are amortized over the nveroge 

Duke Eneqy  US .  \VCSICWJSt 

Poi- llie Y e w s  Eiiclcd Drcriiibri. 31, 

( I l l  mllllnnr) 

Amortization of prior S ~ N I C ~  cost I 1 I (1 J 
A I6 

I O  7 f i  7 1 1 Amortization of loss 
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Notes To C'onso1id;itrcl finnncid Stnteliients(C'onfinued) 

Reconciliation of  f?~iiirlecl S M u s  to Accrued Olhcr Post-Retireiiicnt Benefit Costs 

(in inillioiis) 
c 

Acrrued RDS subsidy - - - 4 

1 4 Foreign cumcncy irnpnct - 

_/_1_ P. ~ . .  .. . . . ..... 

Duke Eiierw U S \\'cstcoast 

As ul niid fur tlic Ycni s Endcil Dcceiiibcr 31, 

2006 1005 2006 2005 

__ - Pian pnriicpints' con~ributions 25 Z i  

._. . .. 

(a) D d e  Energy U S includes approumaiely %?6 million and W ~ l c o a s l  includes apprownaiely $4 million recognized m Other withm Current Liabililies on  the Consolidated Balance 
Sheets as 01 December 3 I, 3006 



DUKE ENERGY COWORATION 
Notes To C'onsolidntetl financial Stuteiiients-.(C'ontnued) 

As a result ol the adoption of SPAS No 1 5 S ,  certain prwiously unrecognized amounts were recognized in the amounts noted above wiUi an o f k t  to Accumulated Other Comprehensive 
Income. Deferred income Tases and Regulatory Assets ;is 01 December 31. XlM The table below derails the components of Uicse balances 

Other Post-Relil enient Ihnc f i t  Pl;in-Aniounts Recognized in Rcguliiml-y Assels and :~ccuoiulated Olher Coniprclir~isiue Inconie Consist I& 
Duke Energy U.S. \\'cstcosst 

A s  olDccenibcr 31,7006 

Nct Acluarial L oss 14 

I I_ L ...4 

Otliei I'orl Retii enient I3cneflt Pl.ias-Aniounlr iii Regulator) AwAs iiiicl Acci~niul;~tecl 0 t h  Coiiiprehcnsive Inconic l o  hc Rccognizccl in Ne1 Pel iodic Otlifr I'o\t-Rclil ~li lc l l t  

Ucnefil Co\ts in 2007 Conrirt oF 
Duke Energy 
L- 

Unrecognized (Ga1ns)'L osses 
Unrecognized Prior Scrwce 

Amounts in the above table exclude Westcoast duc to the spin-off of the natural gas busincsss on January 2. 2007 
For mecisurwnent purposes. plan assds were valued as  of September 30 fbr both tlie Duke Energy U S and Westconst plow In May 2004, the FASB staff issued FSP No 1;AS 106-2 The 

h,lodernization Act introduced n prescription drug benefit under lvlerlicare as well a s  a federal subsidy to sponsors ofretiree health care benefit plans The FSP provides guidance on the 
accounting for the subsidy Duke h e r g y  adopted this 1; SP and retroactively applied this FSP as of the date of issuance for its U S plan As a result of anticipated prescription drug subsidy. the 
accumulated post-rcrircmcnt benefit obligotion had n one time decrease of $96 million in 2oCW The alter-tox cflcct on net periodic post-retirement benefit cost w a s  a decrease of $6 million in 
2006, $7 million in 2 ~ 4 5  and $12 million for 2004 The actuarial gain included in the change in benefit obligation of $134 million in 2004 is primarily due to the recognition of anticipated 
employer savings as a result of Medicare Part D FSP No FAS 106-2 provides guidance that the effect of the federal subsidy should he recognized as an actuarial gain Duke Energy has 
recognized an approximate $5 million subsidy receivable, which IS includcd m Receivables on Ule Consolidated Balance Sheets 

Aisumplions Used h i ,  Other Punt-Retirement BencllLs Accounting 
Duke Eiicrgy U S.  Weslcoast 

Detcrniineci Dciielil 0blig:itiniis 

(percentnge\) 

Salary Lncrease 

Determined Erpeuse 

5 00 5 00 5 00 3 50 3 25 3 25 
Dulcc Energy U S  Westco;i~l 

P -.--- 
2006 200.5 2004 2006 2005 2004 

long-term rate of return on plan assets 
__ - - Assumed la\ rate" 35  1 1  35 CJ 35 0 

(n) Applicablc to tlie hznlth care portion of funded post-retirement benefits 

I85 
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Notes To C‘onsolid nted finnncial St;tteiiient~((^‘ontinued) 

For the Duke Energy U S plans the discount rate used to determine tlie post-retirement ohl ipt ion is based on a M bond yield curve ‘The yield IS  selected based on bonds with cash 
llows that match the timins and amount of the espected Lmelit payments under the plan For legacy Cinerw plans. the discount rate used to determine espense rellects remeasurement as of 
April I ,  XI06 due to the merger between Duke Energy nnd Cinergy 

yield is selected based on bonds w i t h  cash flows tliiit match the timing and amount of die expected benefit payments under the plan 
For Nestcoast the discount rate used to determine the post-retirement obligation is prescribed as the yield on Canadian corporate AA honds at the memurement date of September XI The 

Othe r  Post-Retirement 1’l;tn Assct.+Dulie Energy US.: 

Assct Citegory 

Perceotege orPlan Assets :at 
Scpteniber 30 

Targel 
L ^ I _ .  - __r_ 

Allocstien 2006 3005 

____n_ ___.I_ .- 

Duke Energy 7J S nssets for both the pension and other post-retirement benefits are msintoined by two blaster Trusts The investment ohjective o i t h e  trusts is to achieve reasonnble 
returns on trust assets, subject t on  prudent level of portfolio risk, for the purpose of enhancing the security of benefib for plan participants The asset allocation targets were set afler 
cowidwing die investment ohjective and the risk profile with respect to the trusts IJ S equ i t i s  are held for he i r  high eqiected return. Non-U S equities. debt securities, and real estate are 
held for diversification Immtments within asset classes are to be diversified to achiwe broad market participation and reduce tlie impact of indivirlual managers or investments Duke Energy 
regularly reviews 11s actuiil asset nliocation and penodicnllp reholnnces its investments to the targeted allociition when considered iippropriate Tlie long-term rate of return of Y 59’0 n5 of 
September $0, 2006 for the Duke Energy U S assets was develoi?ed using a weighted-average calculation of e ~ p c c t e d  returns based primarily on future espectcd returns across asset classes 

considering h e  use of active asset managers The weighted-average returns expected by asset classes were 4 296 for U S equities. 1 89.6 for Non-7i S equities. 2 246 for fixed income securities. 
and 0 396 for real estate 

Duke Energy also invests other post-retirement assets in the Duke Energy Corporation Employee Benefits Trust (VEBA 1) and h e  Duke Energy Corporation Post-Retirement Medical 
Denelits Trust (VEBA 11) The investment objective of the VEDA’S is to acliie\~e suflicient returns on trust assets. subject lo a prudent level  of portfolio risk, for the purpose of promoting the 
security of plan benefits for participants The VERA trusts are passively managed VERA I has a targct allocation of 3096 Ll S equities, 45% fixed income securities and 7596 cash VEBA I1 
hiis a target alloc~tion of 50% IJ S equities and 50% fised income securities 

t ~ s s u i i ~ e i l  1-lc;ilth Cnre Cost Trcnd R a t a  

Deke Energy u s 

hIeclical Trend Rate  
Prescription 

Not hIec l in re  Medicare  D r u g  Trend 
Eligible Eligible R ; i I C  Westconst 

2006 2005 2006 ZOOG ZOO5 

IIealtli carc coSt trend rate assumed for next year 
Rate to which the cost trend i s  nrsumed lo declin 

2013 7009 201 

i n )  I-ledth care cost trend rates for 2006 include prascription drug trend rate:; due to the eITect of die Modernization Act 

1 SG 
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Seiisilivity to Ch:inges ill Assltniccl llenltli Care Cos1 Trend Ratrs Dilke Enel Q' U S l'I:~ns (millions) 

1-Percenhge- 
Point 1ncre:ise 

l - k l  centage- 
Point Decrcwe 

Effect on post-retirement benefit obligation S6 

1 -Pel celllllge- 

Point Deci ense 

I-I'ercaihge- 
1'0l111 I I l C l  C J S C  

Effect on post-retirement benefit obligation 6 ( 5 )  
Duke Energy and Westcoast expect to make the future benefit payments, which reflect cxpcctcd fi~iure senlice, as  appropriate Duke Energy expects to receive future subsidies under 

h4ethcare Part D The folloming benefit payments and subsidier, are espectctl to be paid (or received) over ench of the nest five years and thereafter 

Ollier I'osl-Relii ctiietit I'l;in--l\pecled Betielit Pal tiienls and Subsidies (in millions) 

u s Plnn Llpeclecl 
u s Plall P.l>Illcnls Subsidies \Vestcons1 Plain 

2007 

201 2 - 2016 -19 I 

23. Vwiablc Intercst Entities 

Compiiny (CbWj lor approximately 45 megawatts @W) of capacity, ending in 2009, and 35 MW orcapocity. cnding in 2016 in  addition, these SPES have individuol power purchase 
agreements with Cinergy Capital L Trading, Inc (Capital C Trading) to supply the po~vcr Capital C Trading also provides various services, including certain credit support facilities As a 
result oi the consolidation of these two SPES, approsim;itely $171 million of notes receivable (which are included in Receivables on the Consolidated Balance Sheets). $160 million of non- 
rccoursc debt (which is included in Long-Term Debt on the Consolidated Balance Sliceis). and miscellaneous other assets and liabilities are included on Dukc Energy's Consolidated Balancc 
Sheets The debt was incurred by the SPEsto finance the buyout of the existing power contracts that C M P  held with the former suppliers The notes receivable is comprised of two separate 
notes with one coonterparty, whose credit rating is BBB The cash flows from the notes receivable are designed to repay the debt The first note receivable, with a December 31, 2006 balance 
oi $67 million. b a r s  an  effective interest rate of 7 S I  9'6 and matures in August 7009 111e second note receivable. with a balance of 61 09 million as of December 31.2006. bears an  effective 
interest riitc of 9 23 9 b  and matures in Decernbcr 2016 

POIIPI. S d e  Sptciol Piiryose Eizffrier (SPES) In accordance wirh FIN 16. Duke Energy consolidates two SPES that have individual power sale agreements with Central Maine Power 

187 
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The lollowing table reflects Uie maturities 01 the Notes Receivable as  ol December 31, 2006 

Notes Receiv:ible hlaturitics 

(in millions) 

?010 8 
201 1 10 
Thercaftcr 75 

Siibrrriini?, 717151 Pi-c/o-rcd Sccirrities. In 2001, Cinergy issued approximately $316 million notional iimount o f 6  9 96 trust prefcrrecl securities, due February 2007 The trust preferred 
securities were issued through a trust wliose common stock was 100 46 owned by Cinergy The t r u s t  loaned the proceeds from the issuance of the securities to Cinergy in exchange for a note 
payable to the trust Each IJnit receives quarterly cash payments of 6 9 % p e r  annum of the notional amount. which represents a trust preferred security dividend T h e  trust's iibility lo pay 
dividends on the tiust preferred securit ia is solely dependent on its receipt of interest payments from Cinergy on die note payable Hotvever. Cinergy has fully and unconditionally guaranteed 
the trust prdcrred securities The trust preferred securities are not included in Duke Energy's Balance Sheets In addition, the note paynblc owed to the trust, which amounts to approximately 
$326 rnillion at  December 31, 2006, is included in Current bloturities of Long-Term Debt on the Consolidated Balance Sheets In February 20t17, these trust preferred secui ;ties were rcdeemed 
on their scheduled maturity date and the note payable w a s  settled 

receivoble iind relatcd collections through Cinergy Receivables, n bankruptcy remote, special purpose entity Cinergy Receivables is  a wholly owned limited liability ciimpnny of Cinergy As o 

result o f  the securitization. Duke Energy Ohio. Duke Energy Indiana and Duke Energy Kentucky sell, on a revolving basis, nearly a11 of their retail accounts receivable and related collections 
1 he seculiti7~1tinn triinsaction was  structured lo meet the criteria for sale Ireatmen1 under SFAS No IJCI, "Accounting for Transfers and Servicing of Financial Assets and Estinguislunents Of 

1. iahilitics," (SFhS No 140) and accordingly Duke Energy docs not consolidate Cinergy Receivables and the transfers of receivables arc accounted for as sales 

approximates 25 ?b o i i h e  total proceeds) The note, which amounts to approximately $210 million a t  December ;I, 2006, is subordinate to senior loans that Cinergy Receivables obtains lrom 
commercial paper conduits controlled by unrelatcd financial institutions Cincrby Reccivabla providcs ciedit cnh;inccmcnt related to senior loans in the form of over-collateraliation o f t h e  
purchiiserl receivnbles Hnwever, the over-coll;itcralizotion is cnlculated monthly ond does not estend to the entire pool oi receivables held by Cinergy Receivables a t  any point in time As 
such. these senior loans do not hove recourse to all assets of Cinergy Receivables These loiins provide the cash portion of the proceeds paid to Duke Energy Ohio, Duke E n e r g  Indiana and 
Duke Energy Kentucky 

lhis subordinated note is a retained interest (right to reccivc a specSid portion of cash flows from the sold assets) under SFAS No 140 and is classified within Rcccivables in the 
accompanying Consolidated Balance Sheets at Dccember 31, 2006 In addition, Duke Energy's investment in Cinergy Receivables constitutes a purchased beneficial interest (purchased right to 
receive spectlied cash flows, in our case residual cash flows), which is subordinate to tlie retained interesls held by Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentuchy 

The carrying v a l u a  ol tlic rctaincd intcrcsts are determined by allocating the canyirig value of the receivables between the assc15 sold and  the interests rctaincd based on relative fair 
viilue The key assumptions used in estimating the fair value for 2006 were an  nnticipnted credit loss ratio of I1 796.11 discount rate of 7 436 nod n receivable turnover rote of 12 096 Because 
(a) tlie receiv;ibles generally turnover in less than two months, (b) credit losses are reasonably predictable due to the broad customer base and lack of significant concentration, and (c) the 
purchased bencfici;il interest is subordinate to all retained interesls and d im tvoultl absorb losses first the allocated bases of the sulrxdinated n o t a  arc not m:lterially different than their fbce 
value 1 he hypnlhctical effect on tlic fair value o i  the 

.Accoirrit.s Rcccii~rrblr. Sccrinfi;oh'on During 2002, Duke Energy Ohio. Duke Energy Indiana and Duke Energy Kentuchy entered into an agreement to sell ccrtaln of their accounts 

The proceeds nbt;iined from the sales ol receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of t l ie purchase price (typically 

I ss 
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Notes To Consolid iitetl Financial Stateinen ts-.(C'ontinued) 

retained iiitcres1s a\suming both a 10'0 2nd (1 7OU0 unfavorable varidtion in credit losses or ilisrount mles is not material due to the short turnover ot receiv.ibks and historicdily low credit loss 
histog I n t e r w  accrue\ io Duke Energ), Ohio Duke Energv 1ndian.i and Duke Energy hentucky on thc retained interests using the accretable yield method, which generally appro\tmates the 
diited rntc on tlic nntes aince the allacnted baris iind tlie lace vtiluc arc nearly equivalent Duke Enzrgy rccordi income from Cincrgy Rcceivnbles in n similar inanncr An impairment chorgc is 

recorded ag,iin\t the carrying value of both the r e ~ i i n e d  interests and purch.iscd bencficial interest whenever it is determined that an  otl ier-th~n-temporo~f impairment h.ir occurred (which i s  

unlikrlv u n l e s  credit lo~srs on the receivable> 1,ir e\ceed the nnticipated level) 
Duke Liicrg) Ohio r c ~ i i n s  xrvicing responsibiliticr lor it5 rolc as ,I collec~ion agent on the nmountc due on tlic sold rccei\.iblcs Ilowcvcr, Cinergy Receivables .irsumes thc risk of 

collection on the p u r c l i a 4  reccixablos without recourse to Duke Energy Ohio, Duke Energy Indiana and Duke Energy henlucky in the e w n t  o r a  10s5 Whi le  no direct reLoume lo Duke 
Energy Ohio Duke  Energy Indiana and DuLc Energy Kentucky r\ict$, these enlitirs risl. losc in the event cnlleclions are 1101 sullicient to a l l o ~ v  for Mull rwnvery 01 their retained inleresls No 
xrvicing asrct or l iabiiitv i s  recorded v n c e  the \en,icing fee pdid to Duke Energy Ohio appro\irnates a maAer r.ite 

7CIU6) through December 51, Zl lOb 

The lnllo\\ing table dion3 the gro,, and net receiv'ibles \old, retained intcrests, purchased beneficiiil interest d e s  m d  m r h  Ilo\vn during the period lrom the dstc ol acquisition (April 1 

Dccernbcr 31.200G 
P 

Receivdbles sold a i  01 DcLcmber 31, 2006 3 
1 eir Retained interrsti 210 

Net receivnblcs \old as ofDecemb 
Purcharcd bcnclicial inkiest  
Sales li.sni Api il  1, LO06 1111 oiigli Deceiiibci 31, 2006 
Receiv.ibles sold F 3,546 

Col l tc~ion  fees received 7 

Rcturn rccmvcd on rctnined inter 

Cash tlows from [lie sale 01 rcceivablcs for thc period lrom the date 01 acquisition through Dsccrnbcr 31. 7006 arc rellcctcd within Opcraling Activities on the Consolidated Statements of 
('IosIi Flows 

24. Otlier Inconic rind Expenses, net 
R e  cnmponents 01 Other Income and ISspenses, net on tlie Consolidated Statements of Operations lor the years ended December 31,2006,2CK)5 iind 201)1 are as follows 

For Uie jenrs entletl December 31, 

2006 zoos 200-1 

(111 niillioar) 
Incomd(X~pei i se j  
Interest income 
Foreign cwhnnge gnins ( l o s w s )  

Defcned returns .ind AFUD 
Realizerl and unrenlized mar 
Income rclntcd tn n distribut 

Other 

Total 

25. Subsequent Events 

Gas Jroiisinissioii business segment. which includes Union Gas. m d  i11so i n c h l c s  
The spin-nlr 101 tlie natural gas businesses was elfrctivc 1;inuiiry 2 .  2007 I l ie  new niituriil gas company. which is named Spectrii Energy, principnlly consists of Duke Energy's Natural 
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Notes To C'onsolidntctl Enancia1 Shten~ents-(C'ontn~cd) 

Duke Energy's 5096 oivnersliip interest in DEFS Approsimatcly 620 billion o f  assets, %I 3 billion o f  liabilities (which includes approsimately $8 6 billion of debt issued by Spectra Energy 
Capital and its consolidated subsidiarics). and 67 billion o icommon stockholders' equity were disuibuted irom Duke Energy as of tlie date oftlie spin-ofi Assets and liabilities oi entities 
includcd in the spin-08 of Spectrn Energy were translerrcd from D&c Encrgy on o Iiistorical cost bnsis on tlie dntc oi  tlie spin-oSf transaction As a result 01 the spin-olY transactio% o n  
Janu:iry 2. 2(JO7. in lieu o f  adjusting the conversion ratio ofthe convcrtihlc debt, Duke Energy issued approsimately 2 4 million sliares o f  Spectra Energy common stock lo holders oi'Duke 
E.nergy's convertible senior notes due 2073. consistent willi the twms of tlie debt agreements The issuance of Spccua Energy shares to the convertible debt holders is expected to result in a 
prctnx charge in t l ic  range of S N  million to $30 inillion in Duke EnerLyk 2iJ07 consolidated stalcincnt olopcrotions The historical results of thc natural gas businesses arc espcctcd to hc 
treated as  discontinued operations ;it Duke Encrgy in future periods beginning 1~1111 tlie first quarter of2(lO7 The prim;iry businesscs remaining in Duke Energy post-spin are the U S 
Franchised Electric and Gas business segment, the Commercial Power business segment. the lntemationsl Energy business segment and Duke Energy's effective S0?i interest in tlie Crescent 
N 

For iniormotioii on  other subsequent events. see Notes I, 2, 3,4,  12. 17, I6  iind 2; 

Iiirst Sccoiid Third Pourtli 
Qu:irter Quiirter Qunrter Q u a r t e r  T O h l  

nues 
IIIIC 

i1.ible Tor cmnmon sLocLhold 

Diluted'h) S 07s  F 060 S 051  s 1 5 7  

Net income 

Diluted") x O S 8  s 0 3 2  s 004 x 063 s I 8 8  

(a) 

(I)) 

Opcr.iling rcbenueh and operating income lor quaricrly periods in 2006 and 2OVi h a c  chanqcd lrom prior lilings as a r o u l t  of thc classificnlion of'DEh1 Ironi continuing operations to 
discontinued operatinns for ,ill perioils presented 
Quarterl) FPS amounts are mrant 10 lie stand-alone calciildtions and are not ahvays additive to full-year amount due lo roundine 

During the first quarter of ZOU6 Duhc Energy recorded the tollowing unusual or infrequently occurring item an appro\imnte $24 million pre-la.. gain on thc scltlement of a customer's 
trdn\portntion Lontidct j?cc Noto 2 )  

During the Zecond quiifler of XIOb, Duke Energy recorrlcd the lolloning unusu61 or infrequently o c u r r i n g  item5 nppro\imately $55 million pre-tn\ charge related to voluntoly and 
involunlaqr severance d s  a r e w l l  ot ole merger with Cinergy (\et Note I Z) an appro\imate $55 million pre t a t  ~)tlier-llinn-tempornry impnirment charge related to Internation31 Energy's 
investment in Campedie (see Note 17) and the is?uance 01 . ippro~imatelp 3 I3 million \hares 01 common \loch in cnnncction with the merger with CinergJ8 (see Note 1) 

intere$t in tlie C r e w n t  1x1 (5ee Note 2 )  .ind an appro\imate $40 million arldition.il gain on the s.116 01 DFNA'r assets to LS Power a!, a result ofLS Power obt.iining certain regulatory 
appro\als ( see  Note 13) 

During llic lourth qunrter 01 ?11I1b Duhc Ei icrg~ rwcorded thc lolloming unusual or inlrequcntlv occurring item5 an  apprownalc $65 niillion p r c - t n  contract scltlcmcnt ncgotiation 
r e s e n e  pbee Note 17) an oppro\imote slilfi million prc-ta\ Lharge to e\tiiblidh a ,.ettlcmeni reserve relsled 10 the Citms l i t ip t ion (.,ee Note 171, npprowmtely $75 million of t i n  benefits ($,re 
Note 6 )  .in .qopro\im.ite X ? i  million pre-tli\ gain on the \ale oSChlT ( x e  Note 1.3) and an appro\imate $28 million pre-la\ impnirment charge a1 lntemational Energy as n result ofthe 
liendins bale nl oprratrons in Bolivia (%e Note 12) 

During the third qunrtcr (11 2OlI6 Duhe EnerSy recorded the iollowing unusuol or inlrequently occurring item an npprouimolc $246 million pic-tau gam on the m l c  o f o n  encctivc SOoo 
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During the first quarter of 2005, Duke Energy recorded the  tollowing unusual or inlreiluencly occurring items an  approximate SO 9 billion (net ol  minority interest of approximately $0 3 

billianj pre tax  gain on sale of DEFS' wholly-owned subsidiary. Texas Eastern Products Pipeline Company. L L C (see Note 2j, an  approximate $100 million pie-tin gain on  sale olDuke 
Energy's limited partner interest in TEPPCO Partners, 1.1' (see Note 3), an  iipprosimnte $71 million pre-tax gain on sale of DENA's psrliolly completed Grays I-Iorbor power plnnl in 
Washington State (see Note 2), an approximate $230  million of unrenlizd pre-tas losses on certain 7lWS and 2(1LIG derivative contracts hedging Field Services commodity price risk which 
were discontinued as cash flow Iiedges as a rcsult o f t h e  anticipated d~consolidation 0 1  DEFS by Duke Energy (see Note 7). and an  approximate $30 million mutual 1i;lbility adjustment related 
to Bison \vliich w a s  an  immntcrid correctioii of a n  accounting error rclatcd to prior periods 

During the third quarter oi 2005, Duke Energy recorded the lollowing unusual or inl'requentlp occurring items: an approsimnte $1 3 billion pre-las charge for the impairment of assets and 
the discontinuance of hedge accounting for certain positions :it DENA. as a result ol-the decision to cxil substantially all of DENA'r remaining assets and contracts outside ole h4idwestem 
United States and certain conuoctual positions related to the Midwestern Assets (see Note 13). an approximate 5575 million pre-tax fain associated with the transfer ol 19 7% of Duke Energy's 
interest in DEFS to Conocol'hillips, Duke Energy's co-equity owner in DEFS, which reduced Duke Encrgy's ownership interest in DEPS from 69 79; to 5036 (see Note 2). tin npprosimnte $105 
million ofunrealized and realized pre-tax losses on certain 2 ~ 0 5  and 70U6 ~ l ~ r i v a t i v e  cnntracts hedging Field Services commodity price risk which were discontinued as cash flow hedges as a 

portfolio ofo l l ice  buildings and  ii large lnnd sale 

the third quarter DENA impairment. attributable to Uie planned asset sales to L S Power, and  pre-iiis losses o i a p [ w ~ d m a t e l y  x175 million lor porlfolio esit  costs including severance. retenlion 
iind othcr triiiisaction costs at DENA (see Noto 1 3 )  

During the fourth quarter of 2CiCiS, Duke Energy rccorded the following unusuitl or infrequently occurring items. pre.tnx gain of approximately S380 million, which reverses a portion of 
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n.iinllcc .,i CI1.lIgcrl to BnLiiice .11 

Oilier End of I3cgiiining 
ol PCl I O d  E \pmw Accoullts Deductions(") I’ei iod 

(In millioiir) 

Cli.trged to 

d _ _ m  - 

896 387 532 1,119 

1319 $ 

2x1 

1,162 2.15 06 598 905 

330 3D9 

__I... P . . . .__- .. 
Principally cash payments and resctve reversals 
Principally insurance related resen’es a t  Bison, uncertain \as provisions. litigaiion and oiher reserves. includcd in Other C u r r a t  L iabilitiss. or Deferred Credits and  Olher Liabili~its on 
the Consolidated Balance Shccts 
2006 balances include bnl:inces and activity related to Duke Energy’s merger with Cinergy in  April 201!6 
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Item 9. Changes in antl Disngrcements with iiccountiints on Accounting nntl Finmcial Disclosure. 
None 

ltcni 9A. C'onh 01s arid Proceclures 

Disclosure Conli-ols :ind 1'1 ocedures 
Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed by Duke Energy in the reports i t  iiles or submits 

under the Securities Escliange Act of 1934 (Exchange Act) is recorded, processed. summarizecl. and reported, within tlic t ime  per ids  specified by tlic Securities and Exchange Commission's 
(SEC) ru les and forms 

Disclosure controls and procedures include, without limitation, controls and procedures designed 10 provide reasonable assurance that information required to be disclosed by Duke 
Energy in tlie reports it files or submits under the Exchange Act is accumulated and communicated to management, including the Chief Executive OiZcer and Chiel Finoncial Oflicer. as 
appropriate to allow timely decisions regording required disclosure 

A 1 5 r  r 
Executive Officer and Chief Financial Officer have concluded that thcsc controls and proccilurcs arc e ikc t ive  in providing reasonable assurance that information requiring disclosure I S  

r e c o r d d ,  iprocessed, summarized, and reported within the timeframe specified by the SEC's ru les and fomis 

Under the supervision :and with the particip;ition of management, including the ChiefE,secutive Ofl'icer and ChieTFinancial Oificcr, Duke Energy lias evaluated ille effectiveness of its 

Cliniiges iii 1iilwn;iI Control uvcr Fiiiaiiciai Repor t ing  
Under the supervision nnd with tlie porticipntion of management, including tlie Chief Esecutive Oliicer ;and ChieTFinancinl OTiicer. Duke Energy has evaluated changes in internal 

control over financial reporting (as such term is defined in Rules l3a.lS(f) and I Sd-IS(f) under the Eschmge Act) th:it occurred during the fisc:il quarter ended December 31. 7006 and, other 
than the Duke Energy and Cinergy merger discussed below. found no change that has materially affected, or is reasonably likely to miiterinlly affect internill control over linancial reponing 

Cinergy's activity in iL5 waluation of internal control over financial reporting pursuant to Section 40-1 of the Sarbanes-Osle) Act oi ?OO? See Notes I .  2 and 3 to the Consolidated Financial 
Statements for additional information relating to the merger 

On April 3,  2006, Ihc prcviously announced merger between Duke Energy and Cinergy was  consummated Duke Energy is in proccss of integrating Cinergy's opcmtions and has included 

Al;in~igenient's Aiinunl Rrpoi 1 On Intcriiiil Cont ro l  Ovrr Pinnnciiil Reporting 
Duke Energy's management is responsible for establishing and maintaining an adequate system of intemnl control over Onancial reporting, as  such term is defined m Exchange Act Rules 

13a-15(f) and 15d-I Xf) Our internal control system was designed to provide reasoniible assuriince regarding the reliability ofiinancial reporting antl tlie preparation of financial stiitements for 
external purposcs, in accordance \villi generally accepted accounting principles Bccause oi inherent limitations, internal control over financial reporting may not prevent nr dctect 

misstatements Also projections of any evaluation of  efFcctiveness to future periods are subject to the risk that conlrnls may become in:irlcquiite because of changes in conditions, or that the 
dqyee of  compliance with policies nnd procedures may deteriorate 

Duke Energy's management, including our ChieEExecutive Officer and Chief Financial Officer, has conrhactcd an evaluation o i  tlie effectiveness ofour  internal control over Iinancial 
reporting as of December 31, 2006 based on the framework in Internal Control-integrated Framework issued by the Committee o i  Sponsoring Organimtions of the Trendway Commission 
Based on that evaluation, management concluded that our internal control over financial reporting was effective :IS of December 31, 2h06 

B l o i t t e  9r Touche I.L.P. our independent registered public accounting firm. has issued an attestiition report on management's assessment of our internal control over iinancial reponing 
That report irnmediatcly follows 

193 
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REPORT O F  INDFPFNDENT REGISTERED PUBL IC ACCOUNTING FIRM 

To the Board of Directors and Stockholders of Duke Energy Corporation 

\Ye have audited manugemcnt's assessment, included in the nccompnnying Ivl;inagcmcnt's Annual Report on  Internal Control Ovcr Financiiil Reporting, that Dtkc Energy Corporation iind 
subsidiaries j l be  "Company") mainlained elfcctive internal control over financial reporting ;is orDecemher 31. 2006. based on crileria established in lritcrriul Cor71rol--lr1Icy~~f~d~)11rr1e11~0~~ 

issued by the Committee of Sponsoring Organizations of tlie Treadway Commission The Company's management is responsible for maintaining efi'ective internal control over financial 
reporting and ior its assessment oftl ic effcctivencrs of internal control over linancial reportins Our responsibility is to express a n  opinioii on  inanagcmcnt's assessment and an opinion 011 the 
efiectiveness of the Company's inlernal control over financial reporting based on our audit 

We conducted our audit in axordance  with the standards of the Public Company Accounting Oversight Bawd (United Stiitcs) Those standards rcquire that we p1;in and ]perform the audit 
to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in 1111 maleriol respects Our audit included nbtoining an understanding of 
internal control over finoncial reporting, evaluating management's assessment, testing and evaluating the design and operating efiectiveness ofinternnl control. and performing such otlier 

A company's internal control over financial reporting is a process designed by. or under tlie supervision OS, the compmy's principal e s e c u t i ~ e  and principal financial oflicers. or Ioersons 
performing similar functions, and effected by Uie company's board of directors, management, and otlier personnel to provide rea5oniible assuriince rcgnrding the rcliahility ol financial repnrting 
and the preparation of financial statcments for cstcmal purposcs in accordance with generally accepted accounting principles A comp;iny's intcrnnl control over financial rcporting includes 
those policies and procedurcs thut  ( I )  pertain to the maintennnce of records that, in reasonable detail, accurately and finirly reflect the trnnsactions and dispositions o f  the iissets ol tho company. 
(7) provide reasonable assurance that transactions are recorded as necessary to permit preparation of liniincial statements in nccordance with gencrally accepted accounting principles. and that 
receipts and expendilures of the company are being made only in accordance with authorizations of management iind directors of the company. and (5) provide reasonable asurnnee  regarding 
prevention or timely detection of unauthorizcd acquisition, use, or disposition of the company's assets lhnt  could haven matcrial effect on tlie financial slatcments 

Because of !he inherent limitations of internal control over financial reporting, including Ole possibility of collusion or improper mnnagement override of controls. miitcrial mistatements 
due to error or fraud map not be prevented or detected on a timely basis Also, projeclions of any evaluation of the el'iectiveness of the internal control over financial rcporring to iiiturc per ids  
arc subject to the risk that the controls may become inadequatc because oi changes in conditions, or thnt the degree ofcompliiince with thc policies or procedures miiy ileterioratc 

In our opinion. management's assessment that the Company maintained effective internal control over financial rcporling tis of December 3 I ,  30116. is f;iirIy stated. in a l l  materiol respects. 
based on the critcria established in Interim1 Co~ilrol-lritegr~~edI;runie~~~orP issued by tlic Committee of Sponsoring Organi7.itions of  the r r d w u y  Commission Also in  our opinion, tlic 
Company mainlained, in all material respects, eEective internal conlrol over financial reporting a s  of December 31. 2006, based on  tlie critcria established in I,iternol Co~itrol-lr~tey~lnrcd 

Frunrewmork issued by the Committee of Sponsoring Organivtions of the Trendway Commission 

LVe hnve also nudited, in accordance with the slnndiirds of the Public Company Accounling Oversight Board (United Stales), the consolidated finnncinl statements iind linancial stotemenl 
schedule as of  and lor the year ended December 3I,20OG of tlie Company and our report dated hdarch 1. 2007 cspressed an unqualified opinion on those linaiicial statements and financial 
statement schedule and included explanatory paragraphs regarding the Company's arloplion of a new accounting standard and tlie Januiiry 2. IC07 spin-ofl of the Company's niitural gas  
businesses 

l a i D E L O I I T E 9  I O U C I I E L L P  

Chorlotte, North Carolina 
h h c h  I, 2007 
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Itan 10. IXrectors, Executive Officers ontl Corporate Governance. 

Proky Stntcment relating to Duke Energy's 2007 annual meeting of shareholders 

Item I f .  Executive Coiiipensation. 

Reference to 'Executive Officers of Duke Energy" is included in "Item I Business" of this report Information in response to this item is incoqmrated by reference to Duke Energy's 

Information in response to tliis item is incorporated by reference to Duke Energy's Proxy Statement relating to Duke Energy's 21107 annual meeting of sliareliolders 

lteiii 12. Security Ownership of Certain Beneficial Ownew and Management ant1 Related Stocldioltlrr R'latters. 
Information in response to this item is incorporated by reference to Duke Energy's Proxy Statement relating to Duke Energy's 2007 annunl meeting of sheireholders 
This Lible sliows information a h u t  securities to be issued upon exercise of outslanding options, warrants and rights under Duke E n e ~ y ' s  equity compensation plans, along with the 

weighted-average esercise price of the outstanding options. \vwrants and rights and the number of securities remaining available for future issuancc under the plans 

Number or secu rities 

Number ol"securi1ics to be \\'eigli(etl-uvei?ige under equity 
issued upon exercise or exercise pi,ice of coiiipeesetion plnns 

nucskiiiding optioiis, uiiiskiiitliiip options, (csclocling sccuritics 

ivnrrants :ind riplitst wnrrxnts and i.iplits' reilectctl in coluniii (*)) 

Plnn Clltcgoly CJ 1 @) ( e )  

Equity compensation plans not approved by security holders I,S77,646' 39 14 None 

- - --___ 
I Duke Energy has not granted any warrants or rights under any equity compensation plans Amounts do  not include 5,409,873 outstanding options wiili a weighted average esercise price 

of 524 27 assumed in connection with various mergers and acquisitions 
Does not include 6,212,165 shares of Dukc Energy Common Stock to Lx: issued upon vesting of phantom stock and performance share awnrds outstsnding as  of December 31. 2Oil6 

Includes 14,976,000 shares remnining avnilnble for issuance for nwords of restricted stock, performnnce shorcs or phantom stack under the Duke Ensrgy Corpurntion 2006 L ong-Term 
Incentive Plan 
Does not include 516.435 shares of Duke Energy Common Stock 10 be issued upon vesting of phantom stock and performancc share awards outstanding as oiDecember 31. 2006 

2 
3 

4 

1 tan 13. Certain Relationsliips and Rela tecl Transnctions, and Director Indepenclence 
Information in response to this item is incorporated by reference to Duke Energy's Proxy Statement relating to Duke Energy's 2007 annual meeting o i  shareholders 

Item 14. Principal Accounting Fees and Sei-vices. 
lnformntion in response tu this item is incorporated by reference to Duke Energy's Proxy Stntement relating to Duke Energy's 3007 nnnuiil meeting of shareholders 
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lteiii 15. Exhibits, Finnncinl Stntniimt Sclicclules. 
(a) Consolidated Financial Statements, Supplemental Financial Data and Supplemental Schedules included in Part I1 of this annual report are as iollows: 

Duke Energy Coportition. 

Consolidatcd Financial Statements 

Consolidated Statcinents oi Operations for tlic Years Ended December 31, 21106, 2005 and ? O N  

Consolidated Balance Sheets as 01 December 21, 2006 and 2005 

Consolidated Statements oiCasli  Flavis for &e Yens Ended December 31, 2006, LO05 ond 2004 

Notcs to the Consolidated Financial Statements 
Quarterly Fintincia1 Data, as  revised (unaudite6 included in Note 26 to the Consolidated Financial Statements) 

Rcport of lndcpendei~t Registered Public Accounting Firm 
Consolidated Financial Sttitement Schedule 11-Valuation ,and Qualifying Accounts and Reserves for  the Years Ended D e c m b e r  51, ?OM, 7005 and 20Q1 

Seperate Fintinciul Stntcments o i  Subsidiories not Consolidated Pursuant to Rule 3-09 oiRegulntion S - X :  

1TPPCO Partners. L. P : 

Rcport oilndcpendcnt Registered Public Accounting Firm 

Consolidated Balance Sheets as ol Dccember 31. 2005 and IO04 

Consolidated Statements of Income for the Years Ended December 3 1,2005,200J and 2003 

Consolidated Statcmenls of C a s h  Flows for the Yean Entlcd December 31, 2005, 200-1 and 2003 

Consolidated Statements of Partners' Capital for tlic Years Ended December 31, 2005, 2004 and 2003 

Consolidnted Statements of Comprehensive Income lor the Years Ended December 31, 2005,2004 and 2003 
Notes to Consolidated Financial Statements 

All otlier schedules are omitted because they are not required. or because the required information is included in the Consolidated Financial Statements or Nales 
The Consolidated financial statements of DCP Midstrcam, L L  C (Formerly Dukc Energy Field Scrviccs, LLC), Duke Energy's 50/50joint venture with ConocoPhillips, required to 

be included in tl i is report pursuant lo Rule 3-09 ofRcgulation S-Xare to be filed by amendment no later than Marc11 31, 2007 

(c) Eshibits-See Editbit Indcs immediately following the signature page 
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REPORT OF INDE.PENDENT REGISTERED PUB1 IC ACCOUNTING FIIU\4 
To the Fanners of TEPPCO Partners. L P : 

income, partners' capital and comprehensive income. and cash flows for each o i  the yexs in the three-year period ended December 3 1, ?0OS niese consolidated financial statements are the 
responsibility oTUie Partnership's management Our responsibility is to express ;in opinion on these consolidated financial statements based on our audits 

We conducted our aiidits in accordance with ihe standards of the Public Company Accounting Oversight Board (United States) Those standards require that me plan and perform the 
audit to obtain reasonable nssurancc about whether the iinanciol stalemenis are frcc of material misstatement An audit includes csnmining, on 11 test bosis, cvidencc supporting the amounts and 
disclosures in the fmnnci:il statements A n  audit also includes assessing the accounting principles used and significant estim;~tes made by management. as  well as evaluating the overall 
financial statement presentation We b e l i w e  that our audits provide a reasonable basis for our opinion 

In our opinion, the consolidated financial statcments referred to above present fairly, in a11 nnatcrial respects, Ihc financial position of TEPPCO Partners. 1. P and subsidiaries as oi 
December 3 1,2005 and XlCl4, and the results of their olwations and thcir cash flows for each of the years in the three-pear period ended December 51,7005, in conformity with U S generally 
accepted accounting principles 

statements o i  income. piirtncrs' capital and comprehensive income, and cash llows Tor the years ended December 3 1, 2004 nnd 7003 

W e  have audited thc accompnnying consolidatcd balance sheets of TEPI'CO Partners, I P and subsidiaries as or December 31, 2005 and 2004, and the related consolidated statements of  

As discussed in Note 20 to the consolitlated financial statements. the Pannership has restated its consolidated balance sheet as of Decembcr 51. Xr04. and the related consolidated 

^--1 

r.I',VLU 1-1-1 

Ilouston, Tcxa5 
February ZS, ?On(,, ewcpt  for the eff'ect5 01 discontinued oper.itions, 
ns diacused  in Note 5, which 15 as of June 1, ZOOb 
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TEPPCC PARTNERS, L P 
C'orisolitla tell Balarice Slirets 

(in tliousantls) 

December 3 I ,  
2004 

(as rcslated) 
- 7005 

C&h dnd cdbh equivdlenh 
Accounli rccei 

Currciit linbilitit 

C 

P 

Src accompmyine Notes Io Consolidalctl Financial Stdtcments 



TL;I'I'CO PARTiUTRS I P 
<'onsolitl;itetI Stntcnicnts of Inconie 

(in thousands, except per tinit amounts) 

1 ears Ended December 31, 

m 0 3  
~ 

2lIlJS 2017-1 

( 6 6 3 )  ( I  . O S )  (3,948) 
'S5.001 763 €46 063.424 

Equity ear 2 2  1-18 
1.320 

Net Income Allontion 

IJ I14 

Bdstc anti dilutal net incomc per Limited Partner and Class I3 Unit 

Weighted ovcrogc 1 imitcd Portner onrl Cl.iss B Unit', oulrtnnding 67,297 62.09Q 59,765 

See nccmqxmying l\iotes t o  Consoliil:ited Financial Stiitcments 



TFPP(’0 P4R INERS, L P 
C’onsolitlotetl Stotrmrnts of Cash Flows 

(in thousnncls) 

Years tndcd December 3 1, 
30(J5 ZO(I4 2003 

me lo c,i>h priwidzd by continuing operdtlng dctiv11!t> 
Income from dixontmued operotions (3,150) (?,GS9) - 

Ne1 cash used in invc\lmg actiwlieh (350,915) ( I  90,157) ( I  88.30s) 

657,151 324,200 3 82 ,u00 

C.ir11 :uid c:isli qun:iIcii lr :it beginiirng oCpcrioi1 16,421 29 4GQ 30.96s 

C.ihli :uid c.idi cquiv:ilents :it snd of pw i d  $ 119 x 10.422 x 29,1419 
N iiiverliiig ;icli\ities: 
N t r a n 5 f e r ~ d  to hfont Bcivicu Storagc Portncn L P 29 x 6 1.042 



TEPPCO PARliUllRS I I' 
Consolit1;itrtl Statcnients oi I ' i i ~  hiers' Capital 

(in tliousantls, except Unit ariiounts) 

Outstnnding I irniied Accumulated Other 



1 EI'PCO PARTNERS L P 
C'onsolicliitrtl Statements of Coni prrhcnsive Iiicoine 

(in thousands) 

Years Ended December 31, 
2005 20(11 2003 

162,551 
I I  - Net income on cash flow hedeeh 

See iiccomponying Notes to Consolidated Finoncinl Statements 
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TEPPCC PARINERS L P 
Notes '1 o C'onsolicliitetl 1;ln;incisl Statenieiits 

Note 1. Partnership Orglnization 

L imited Partnership ("TE Products'), TCTM, 1. P ('*TC'rM') and TEPPCO Midstream Companies. L P ('TEPPCO Midstream") Collcctively 1X Products. TCnvl end 'IEPPCO h,lidstream 
arc referred to as the "Operating Partnerships " 'resos Enstcm Products Pilxline Company, LLC (the "Company" or "Gcncral Partner"j. 11 Delawarc limited liability cnml>iiny. scwes  as our 
general partner and owns a 29/. general partner interest in u5 

GF"), our subsidiary, succecdcd the Company as general partner of the Operating Partnwships Al l  remaining partner inkrests in the Operating I',irtncnhips nut nlrcarly owned by us were 
transferred to us In eschange for this contribution, the Company's interest as our general partner was  increased to 290 The increased percentoge is the economic cqui\'alent ol' the aggregate 
interest tlial he Company had prior to the restructuring through i l s  combined interests in us and the Operiiting Piirtnerships As 11 result. w e  hold ii 99 99900 limited partner interest in h e  
Operating Partnerships and TEPPCO GI' holds a 0 1W1% general partner interest This reorgilnization w;is undertaken to simplify required finmcial reporting by h e  Operating Pannenhips  
when the Operiiting Portnerships issue gunrnntees 01 our debt 

Through February 23, 2005, the General Partner was an mdirect wholly owned subsidiary of Duke Energy Field Services, LLC ("DEFS"), ajoinl venture betwc.cn Duke Energy 
,- I ~ ,  w c  no 

February 24, 2005, thcGcncral Partner \vas acquired by DFI GP MoldingsL P (formwly Enterprise GI' IloldingsL P )("DFI"), an aliiliiitc oi EPCO. lnc ('EI'CC)"). a privntcly held company 
controlled by Dan L Duncan, for approsimatcly $1 1 billion As a result oi the tr;insaction, l X I  owns and controls the L4b general partner interest in us and has the right to receive the mcenlive 

distribution rights nssociated with the general partner interest In conjunction with an amended ;and restated iidministrative scwices agreement. EPCC) performs a11 management. administrative 
and operating iunctions required for us. and wc reimburse EPCO for all direct and indirect csperlses that have k e n  incurred in managing us A s  ii r w u l t  oi the salc o i  our General Partner. 
DGFS and Duke Energy continued to provide some administrative services ior us for i1 period of up  to one year a h  the sale, nt which time, we assumed these s e n i c e s  In connection \ n t h  us 
assuming the operations of certain ol the TE.PP(30 Midstream assets from DEFS, certain DEFS employees became employees of GPCO eifeclive June I ,  71K15 

A! formation in 1990. we completed an initial public offering of ?6.5OO.f100 units representing Limited Partner Interests ("I. irnilcd Partner Units") at SI0 l l i l  per L iniited Piirtner lintt hi 
connection with our formation, the Compnny received 2,500,000 Dcicrred Participation Inlcrcsts ("DPls") E,llective April I ,  1994, the DPls wcrc converted to Limitcd Partner Units, but lhcy 

have not been listed for trading on tho New York Stock E,schange These L,imited Partner Units were assigned to Duke Energy when nwncrship oi the Company \vas translerred from Duke 
Energy to DEFS in 2000 On February 24, 2005, DFI entered into an LP Unit Purchase and  Sale Agreement with Duke Energy and purchased Ulesc 7 5U0.000 Limiled Piirtner Units for 6104 0 
million As oi December 3l.2005. none 01 these Limited Panner Units had been sold by l>Fl 

At December 31, 2005, 2004 snd 3003, we had out.stnnding 69,963,554, 62,99S.J54 and 63,998.554 L imited Partner UniLs, respcct~\~ely At Dcccmbcr 31. 3IDL w e  had nutstonding 
2,916,547 Class B Limited Partner Units ("Class B Units"), which were issued to Duke Energy Transport nnd Trndmg Company, L L C  ("DErrCO") in connection with ;in :icquisitii?n of assets 

initially acquired in 199s On April 2. 2003, \ye repurchased and retired all of the 3.91 6.547 previously oiitstanding Class B Units with procecils from the issuance oi additioniil Limited Partner 
Units (see Note 1 I) Collectively, tlic Limited Partner Units and Class B Units are referred to as "Units" 

TEPPCO Parlners. L P (the "Partnership"). a Delaware limited parlnership, is :I master limited partnership formed in A,Iarch 1990 \Vc operate through 1 E I'rotlucts Pipeline Company. 

O n  July 26. 2001, the Company reslrucNred its general partner ownership of the Operating Partnerships to ciiuse them to Ix indirectly  holly owned by us TE.PPCO GP. Inc ("TEPPCO 

As used in this Report, "we," "us: "our: the '"Partnership" and "ITPPCO" mean TE,PPCO Partners, L 1' and. where the contest requires. include our subsicliaries 
W e  restated our consolidated financial statements and related financial inlbrmalion Sor the years ended December 31, 20U4 and 2 0 0 3 ~  lor an iiccnunting correctinn In iitldition, the 

restatement adjustment impacted quanerly periods with the fiscal years ended December 31. 2ll(i5. ZOO4 nnd 2iKl3 See Note 20 for a discussion of the restiitement ixljustment ant1 the impact on 

previously issued financial statements 

Note L Suniiiiary of Signilicii i t  Accountiiig Policies 
W e  adhcrc to the following significant accounting policies in the preparation oi our consoliclated linancial statements 

Uiisis orPrese i i t i t ion  :ind Principles of Conso1id:ition. nIloughQlIt the consolidated finiincial statements a n d  accompanying notes. dl relerenccd ilmiiunts related to prior periods rellect 
the balances and amounts on a restated basis I h e  financial statements include our nccnunts on a consolidatcd basis We have eliminated all significant intercompany itenis in consolidation \Ve 
have reclassified 
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TEPPCO PARTNERS, I I' 
Notrs To Consolid;itetl Finoncia1 Strtcirrents-(Continurd) 

certain amounts from prior periods to conform to the current presentation Our results for theyears ended Decemlxr 3 I ,  2005 and 200-1 rellect tlic operations and i i c t r ~ i t i c . ~  of Jonah Gas 
Gathering Company's Pioneer plant as discontinued operations 

Use of Estimates. The preparation of linancial statements in conformity with generally accepted accountmg principles in the Unitcd States requires our management tn make estimates 
rind assumptions that affect tlie reported amounts of assets and liabilities and disclosure o i  contingent assets and liabilities at tlie date of the financial statements and t l ic  reported amounts of 
revenues and espenses durulg the reporting periods Althougli we believe lhese estimates arc reasonable, actual results ~ o u l d  d i f k  from those estimates 

Busliiess Segiiirvts. We operate and report in three business segments: tr;insportarion and storage of relined products. liquefied petroleum gases ("LPGs") and petrochemicals 
("Downstream Segment"). gathering transportation, marketing and storage o i  crude oil and distribution of lubrication oils and specialty chemicals ("Upstream Scpmcnt"), and gathcring of 
natural gas, fiactionation of natural gas liquids ("NG1.s") and transportation of NGLs ("h4idstream Segment") Our reporteblc segments offer iliflerent iiroclucts and services and arc managed 
separately because each requires dillerent business strategies 

refined products. L PGs, petrochemicols, crude oil, NGLs iinll natural gas  in this Report, collectively, as "petroleum products" or "products " 
Our interstate transportation operations, including rates charged to customers. are subject to regulations prescribed by the Federal Energy Regulatory Commission ("FERC") W e  refer to  

R c v e n w  Recognilion Our Downstream Segment revenues are earned from transportation and storage OS refined products and LI'Gs, intriistiite tr;insporl;ition ofpstrochemicals. sale of  
rp\Ic",,pF lr, .  rcr " -cnvnized , . u m n  receiBt of products into 

storage and upon performance of storage services Terminaling revenues are recognized as proclucts are out-loaded Revenues Srom thc sale of product inyentory are recognized when tlic 

products are sold 

Okliihoma, Texas, New klesico and the Rocky Mountain region Ruvcnucs ilre also gcnerated irorii trade documentation and pumpover services. primarily at Cushing, Oklahoma, and ivlidland. 
Tesas Revenues are accrued at the time title to the product sold transfers to the purchnser, which typically occurs upon receipt ol the product by the purchaser, and purchases are iiccrued a1 the 
time title to the product purchased transfers to our crude oil marketing company, TEPPCO Crude Oil, L P ("TCO"), which typically occws upon o w  receipt of the product Revenues relatell to 
trade documentation and pumpover Sees are recognized as services are completed 

E,scept for crude oil purchased from time to time as inventory, our policy is to purchase only crude oil lor  which we have a market to sell and to structure sales contracts si) that crude oil 
price fluctuations d o  not materiolly oflect the margin received As w e  purchase crude oil, w e  establish a margin by selling crude oil for p1iyslc;il delivery to lliird party users or by entering into 
a future delivery obligation Through these transactions, w e  seek lo maintain a position Uiat is balanced h t w e c n  crude oil purchases and sales mtl fiiture del ivery obligations Flowever, cerlain 
basis risks (the risk that price relationships k l w e c n  delivery points, classes of products or delivery periods will change) cannot be  completely hedged 

received from the customer Transporlatioii revenues are recognized a s  NG1.s are delivered to customers Revenues are also earned from Ilie sale 01- conilensiite liquid estracted from the natural 
gas stream io an Upstream Segment marketing affiliate Fractionation revenues are recognized ratably over the contract year as products are delivered We generally do not take title to the 
natural gas gathered, NGLs transported or NGL s fractionated. with the csccption o f  inventory imbalanccs discussed in "Natural Gas I m b a l a i i c ~ ~  '' 'Ihcrciorc. the results of our Ivlidstrcam 
Segment we not directly afTected by changes in the prices of natural g a s  o r  NGLs 

cash equivalents approximate fair value because of the short term nature of these investments 

Our Upstre;im Segment revenues are earned from g;ithering. lransportation, marketing and storage of crude oil, and dishbution of lubric;ition oils tind specialty chemicals principally In 

Our kfidstrcam Segment revenucs are earned from thc gathcring o i  natural gas. transpoilolion of NGLs iind froctionnlion of NGL s Galhering rwcnucs  arc  recognized :is niiluriil gas  is 

C.isli :~nd Cash Eqiilvalenls Cash equivalents 3re delined as a11 highly marketable securities with maturities of three monlhs or less when purchmed The carrying value ill cnsli and 
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Allovviiiice for Doubtfirl ,2ccounis. We establish provisions for losses on accounts receivable if we determine that we will not collect all or part of the outstanding balance Collectibility 
is reviewed regularly and an allowiince is established o r  a d j ~ ~ t e d ,  as necessary using the speciiic identilicetion melhoil The lblloivmg table presents the activity ot our alloivaiice for doubtful 
accounts for the years ended December 31, 2005, 2(04 and 2003 (in thousands). 

Ye:irs Eiicled Dec~iiiber 31. 

2005 2003 

Balance at beginning ol period 608 

793 
701) 

Balance at beginning ol period 608 

793 
701) 

Balance at end of period $ 750 $ 112 $7 4,700 

Inventories Inventories consist primarily oipetroleum products and crude oil, which are valued a t  the lower of cost (weighted average cost method j or market Our Downstream 
Segment acquires and disposes ofvarious products under mc1i;inge agreements Receivables and payobles arising from these transactions are usually satisfied with products rather Uian cash 
The net balances of exchange receivables and payables are valued at weighted average cost and included in inventories Inventories of materials and supplies, used for ongoing replacements 
and cspnnsions. arc carried a t  the lower of itiir value or cost 

betterments, are recorded at cost We charge replacements and renewals of minor items of property that d o  not materially increase values or extend useiul lives to mainteniince expense 
Depieciation expense is computed on tlie straight-line method using rates based upon espectcd useiul livcs of various ~ I B S S C S  of asscts (ranging horn 2% to 70% per a n n u m )  

Livcd Assets Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that tlie carrying amount OS an  asset may not be recoverable Recoverability 
of the carrying amount of assets to be held and used is measured by a comparison of the carrying amount 01 the iisset to estimated future net cash flotvs expected to he  generatcd by the asset Ii 
such assets are considered to be impaired, the impairment to be recognized is measured by the amount by which Ihe carrying amount of the ~isscts exceeds the cstimiitcd lair \‘iilue of the assets 
Assets to be  disposed of are reported a t  Uie lower of the carrying amount or estimated fair value less costs to sell 

Asset Reli~-enienlOblig:itioiis In June 2001, the Financial Accounting Standards Board (“FASWj issued SFAS No 143, Accounting for Asset Retirement Obhgalions SFAS I43 
requires us to record the fair  valuc o f a n  asset retircmcnt obligation as a liability in the period in which w e  incur a legal  obligation for the retirement of tangiblc long-lived asscts A 
corresponding asset is also recorded and deprecintod over the life of the i tsset Aflw the initial measureinent of the asset retirement obligation, the liability will be  adjusted at the end of each 
reporting period to retlect changes in the estimated future cash flows underlying the obligation Determination or any amounts recognized upon adoption is based upon numerous estimates and 
assumptions. including future rctirement costs. future inflation rates and the credit-adjusted risk-free interest rates 

The Downstrcum Serpent  assets consist primarily of an interstate trunk pipeline system and n series of storage facilities that originate along the upper lcsiis GuliCoiist and extend 
through the lvlidwest and northeastern United States W e  transport refined products, LPGs and petrochemicals through the pipeline system These products are primarily received in the south 
end of h e  syslem and stored and/or transported to various points along the system per customer nominalions The Upstream Segment’s operations include purchasing crude oil from producers 
at  the wellheid and providing dclivcry, storage and other services to its customers The properties in the Upstream Segment consist of intcrstatc trunk pipelines, pump stations, trucking 
facilities, storage tanks and various gathering systems primarily in Texas and Oklahoma The Midstream Segment gathers natural gas from \veils owned by producers and delivers nntural gas 

and NGLs on its pipeline systems. primarily in Texas, Wyoming, New lvlesico and Colorado The lvlidstrenm Segment also owns and operates two NG1 Sractionator fx i l i t i es  in Colorado 
W e  have  completed our assessment of SFAS 143. and we liave determined that we arc obligated by contractual or regulatory requirements to remove certain facilities or pcriorm other 

remcdiation upon retirement of our a s c h  Itlowever, we arc not able to reasonably determinc the fair valuc of the asset retirement obligations for our trunk. interstate and pathering pipelines 
and our surface fiicilit~es, since future dismantlement and removal dates are indeterminate 

In order to determine i t  removal date for our gathering lines and related surface assets. reserve information regarding the production life of the specific lield is required As a transporter 
arid gatheicr of crude oil and natural  gas. we a le  not a producer of the field rcscrvcs, and we therciore do not have acccss to adequate forecasts that predict the timing ofespccted piocluction for 
esisting reserves on those fields in which w e  gather crude oil and natural gas In the absence of such information. we ure not able to make i~ reasonable 

Property, Phnt 2nd I‘LqiiipmenL We record property, plant and equipment a t  it7 acquisition cost Additions to property, plant and equipment, including major replacements or 

W e  evaluate impairment of long-lived assets in accordance with Statemcnt of Financial Accounting Stnndards (“SFAS”) No 144, Accounting for the impairment or Disposal of Long- 
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estimate ofwhen future dismantlement and removal dates of our galhering assek w i l l  occur iVith regard to our trunk and interstate pipelines and their related surface assets, i t  is impossible to 

predict when demand for transportation of lhe related produck will cease Our right-01-way ;igeements allow us to maintain the right-of-way rather than remove the pipe In addition. we can 
evaluarl: our  trunk pipelines lor alternative uses. which can be and have h e n  found 

We will record such asset rctircmenl obligations in the period in which morc information hecomcs available for us lo reasoniibly cslimnte lhc scttlemcnt dales of the retirement 
obligatiom The adoption ofSF.AS 1-13 did not hiive an effect on our financial ~wsition, results of operations o r  cash flows 

C:~pll:illz:ition orliilcrest. We capitalize interest on borrowed lunds related to capital projects only for periods that activities are in progress 10 bring tliese projects to their intended use 
The weighted a \ w a g c  rate used tu capitalize interest on borrowed funds was 5 7346, 5 7JOb and 6 50% for the years ended December 31, 2005,2004 and 2003, respectively During thcyears 
ended December 3 I, 2tlU5, XIU-I and 2003, the amount oiinterest  capitalized was  56 8 million, @l 2 million and $5 3 million, respectively 

Intangible Aswts Intangible assets on Uie consolidated balance sheets consist primarily 01 galhering contracts assumed in l h e  acquisition of Jonah Gas Gathering System ("Jonah") on 
September 30. 2001. and the acquisition of Val Verdc Giithering System ("Val Verde") on  June 30. 2W2. a fractionation agreement and other intangible assets (see Note 3 )  Included in equity 
in\wtments on the consolidnted balnnce sheets are CSCOBS investment5 in Centennial Pipeline LL.C ("Centennial") and Seaway Crude Pipeline Company ("Seaway") 

In connection with the acquisitions of Jonah and Val Verde, w e  assumed contracts that dedicate future production from natural gas xvells in the Green River Basin in Wyoming, and we 

assets relates to contracts wi th  customers that arc lor eitlicr a fiscrl term or which dedicate total future lease production to the gathering system These intangible assets are amortized on a unit- 
of-production basis, based upon the actual throughput o f t h e  system over the expected total throughput for the liws of the contracts Revisions to the unit-of-production estimates may occur as  
additional production inform;itinn is made available to us (see Note 3) 

In connection with thc purchase of the iractionation iiicilitics in 1998. w e  cntcrcd into a fractionation agreement with DEFS The fractionation agreement is k i n g  amortized on a straight- 

line basis over a period 01 30 years. which is the term of the ngreement with DEFS 
In connection with the acquisition of crude supply and translmrtation assets in November 2003. we acquired intangible customer contracts for 58 7 million, which are amortized on a unit- 

In connection with the formation 01 Ccntcnnial, wc recorded exccss investment, the majority of which is amortized on a unit-of-production basis over a p e r i d  of 10 years In connection 

Goodwill Goodwill represents the excess of purchase price over lair value of net assets acquired and is presented on the consolidated balance sheets net of accumulated amortization We 

of-production basis (see Note 5 )  

with the acquisition of our interest in Seaway, we recorded escess investment, which is amortized on a straiglit-line basis over a period of 39 years (see Note 3 )  

account for goodwill under SFAS No 1-12, Goodwill and Other Intangible Assets, which was issued by the FASB in July 2001 (see Note 3) SFAS 142 prohibits amortization oigoodwill  and 
intangible assck with indefinite useful lives, but instead requires testing for impairment at least ~innuolly SFAS 1-12 requires lhnt intangible assets with definite uselhl lives be omortized over 
theu  respective estimated useful lives Beginning January 1 ,  2002, effective with the adoption of  SFAS 142. w e  no longer record amortiwtion expense related to goodivill 

EnulronnicnL:il Erpenditui es W e  accrue for environmental costs that relate to existing conditions caused by past operalions Environmental costs include i n i t i a l  Site surveys and 
environmental studies of potentially contaminated sites, costs for remediation and restoration o i  sites detcrmincd to be contaminated and ongoing monitoring costs, as \vel1 as clamages and 
other costs, when estimable We monitor the balance 01 accrued undiscounted environmental linbilities on a regular basis \Ve record liabilities for environmenlal costs a t  a specific site when 
our liability for such costs is probable and a reasonable estimate o i l h e  associated costs can be made Adjustments to initial estimates are recorded, from time l o  t h e ,  to reflect changing 
circumstances and estimates based upon additional information developed in subseqtlcnl periods Estimates of  our ultimate liabilities associated with environmental costs are particularly 
diflicult to malic with certainty due to the number of vnriablcs involved, including the early stage ofinvestigntion at certain sites, the lengthy time fromes required to complete remedintion 
alternatives available and the evolwng nature of environmental liiws ;and regulations 
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f i e  following table present, the rctivity of our environmental r e s e n e  for the years ended December 31, 2tJU5.2IWI4 and 2003 (ui thousrndsj 

Yc,iry Ended December 31, 

2005 200.1 2003 
I_ 

R 

Balance at end ol period s 2.447 s 5,037 $ 7.639 

N ; i l i m l  Gns Iiiibnlnncrs. Gas imbalaiices occur when gas producers (customers) deliver more or 1~3s actual natural gas gaUiering volumes to our gathering systems than they originally 
nominated Actual deliveries are d i lbren t  from nominated volumes due to fluctuations in gas prolluction at the wellhead If the c u t o m e r s  supply more naturnl gos gathering volumes than they 
nominated. Val Verde and Jonah record ii payable ?or the amount due  to customers and also record a receivable lor the same nmount due Srom connecting pipeline transporters or shippers To 
the extent that Uiese amounts are not cashed out monthly on Val Verde. if the customers supply less natural gas gathering volumes than they nominated, Val Verdc and Jonah record a 
recciviiblc rcllecting the itmount due from customers and ti pnynble lor the simc amount due to connecting pipeline transporters or shippers Wc record natural gnr imbalances using n mnrk-to- 
market approach 

I~icame I:~ses We are a limited p;irtnership As such, we arc not a tasable entity for federal and state income tiis purpnses and do not directly pay federal and state income tax Our 
tasablc income or loss, which may vary substaiilially from tlic net income or net loss we report in oui consolidated statemenL5 of income, is includable in the federal and state income tas 

returns ol each unitholder Accordingly, no recognition has been given to federal nnd state income taxes Tor our operations The aggrqote  clifference in the basis of our net assets lo r  financial 
and tax reporting purposes cannot be readily determined :is we d o  not have access to information about each unitholders' Las attributes in the Partnership 

Use oTDei ivalivrs. We account for derivative financial inslrunicnts in accordance witli SFAS No 133, Accounting Tor Derivative Instruments and Hedging Activities, and SFAS 
No 1 38, Accorrrifirigfo~ Cerlorri Dcrrvorrve l ~ t s l r ~ r r r e r i l s  atid Ccr Imn Flcdgirig ,4ctrvitre~, m i  artrcndffreril cfF/lSL? Stotcnrerit N o  l j 3  These statements cstnblish accounting and reporting 
standards requiring that deriv;itive instrumentS (including certain derivative instruments embedded in other contracis) be recorded on the balance sheet at fair value as either assets or liabilities 
The accounting for changes in the fair value of a derivative instrument depends on  Ihe intended use of LJie derivative and the resulting designation. which is established a t  the inception of a 
dcrivative 

Our derivative instruments consist primarily of intere:;t rate s w a p  and contracts lor the purchase and siile ol petroleum products in connection with our crude oil marketing activities 
Substantially all derivative instruments related to our crude oil marketing activities meet the normal purcliases and sales criteria ol' SFAS 133, os amended, and as such, changes in the fair value 
ofpetroleum protluct purchase and sales agreements are reponed on the accrual basis of accounting SFAS 1 %  describes normal purcbases and sales as contracLLi that provide for the purchase 
o r  siile of something other than a financial instrument or derivative instrument that will he delivcrcd in quantities expected to be used or sold by the repr t ing  entity over a reasonable period in 
the normal course of business 

For all hedging relationships. we lormally document a t  inception the hedging relationship and its risk-management obJective and strategy for undertaking the hedge. the hedging 
inilrument, the i t m ,  the nature 01 the risk being hedged, how die hedging instrument's cll;lctiveness in olfsctling tlic hedged risk will be asscsscd and a description of the method of mearuring 
ineffectiveness This process includes linking a l l  derivatives that are designated as f i i r  viilue or cash flow to specific assets and liabilities on the halance sheet or to :specific firm commitments 
or iorecasled transactions We also Sormnlly assess, both a t  the hedge's inception and on an ongoing basis, whether the derivatives Uiat are used in hedging transactions are highly dfective in 
ofisetting changes in fair values or cash flows of hedged items Uit is determined that a derivative is not highly eKective :IS a hedge or tha t  it has ceased to be a highly eKective hedge. we 

discontinue hedge accounting prospcctivcly 
For derivative instrumenLr designated as lair volue hedges, gains and losses on the derivative instrument are oSSset ag;iul$t related results on the hedged item in the statement of income 

Changes in the lair \ ~ l u e  ora derivative that is highly effective and that IS designated and qualifies as a fair value hedge. along with the loss or gain on the hedged asset or liability or 
unrecognized firm commitment of the hcdged item that is attributable to thc hetlgcd risk, are recorded in earnings Changcs in the i a i i  v d u c  o f a  derivative that is highly cifcctivc and that is 
designated and qualifies as a cash flow hedge tire recorded in other comprehensive income to the extent tliat the derivative is ellhctive as a hedge. until earnings are nlfected by the variability in 
cash flows OS the designated hedged item Iledge effcctiveness is measured at l a s t  quarterly based on the relative cun~uI:itive changes in fair value between the derivative contract and the 
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hedged item over time The ineflective portion oi the change in iair value of a derivative instrument that qualifies its either ii iair value hedge or a cash flow hedge is reported immediately in 
earnings 

According io SFAS 133. as amended. we are required to discontinue hedge accounting pros~~cctively when i t  is determined h a t  the derivative is no longer effective in offsetting changes 
in the fair value or cash flows ofthe liedgcd item, the derivative expires or is sold, terminnled, or exercised, the derivativc is de-dcsignatcd ns a hedging instrument, because it IS  unlikely h a t  a 
forecasted transaction will occur, a hedged firm commilment no lonser meets the delinition of a firin commitment, or management determines that designation o f t h e  derivative as  ii hedgmg 
instrument is no longer appropriate 

sheet a t  its fair value and no longer adjust the hedged asset or liability for changes in lair value 1 he adjustment of the carrying amount of the hedged asset or liability is accounted for in the 
sime manner as other components of the carrying iimount of tha t  asset or liability When hedge accounting is discontinued because lhe hedged item no longer meek the definition of a firm 
commitment. we continue to carxy the &~iv;itive on the balance slieet a t  its fair value. remove any asset or liability i l lat was recorded pursuant to recognition of the firm commitment from the 
balance sheet, and recognize any gain or loss in enrnings When hedge accounting IS discontinued because i t  is probable that a forecastcd triinsnction will not occur, w e  continue to carry the 
derivative on the balance sheet ;it ILS fair value with subsequent changes in fair value included in earnings, and gains and losses that were accumulated in other comprehensive income are 

subsequent changes in its fair value in earnings 

IVhcii hedge accounting is discontinued bccausc i t  is determined that tlic dcrivative no longer qualifies as an ellcctive !air value hedge, we continue to carry the derivative on the balance 

Pair V i i l w  or liinnnckil Iiistruinciits llie carrying ainount of cash ond ciisli cquivalents. iiccounts receivable, inventories, other current asseh, accounts payable and accrued liabilities, 
other cument li;ibilities and  derivatives tipproximats their lair value due to their short-term nature l l i e  fair values of these financi;ll instrumenk arc represented in our consolidatcd balance 
sheets 

Net Inconic Per UniL Basic nci income per IJnit is computed by dividing net income, after deduction of the General Partner's interest, by the weighted average number or Units 
outstanding (a total 01 67 4 million Units, G3 0 million Units and 59 S million UniL5 for the yews ended December 3 1, 1005, 2004 and 3003, respeclively) The General Partner's percentage 
interest in our net income is based on its pcrceniage oi cash distributions from Avail;ihle Cash lor cacli year (see Note 11)  The General Pariner was allocated 947 6 million (representing 
19 27?b) of net income for the year ended December 31, 2005, $40 0 million (rqxessulting 38 85?b) of net income for the year ended December 31, 2004, and 933 7 million (representing 
77 65?.) oi net income for the year ended December 3 1, 2003 1 he General Pnrtner's percentage intercst in our net income increases as cash distributions paid per Unit increase, in accordance 
with our limited liar'tnership agrecmcnt 

nutstnntling Unit options by application of the treasury stock method For the year cndcd December 31, 3C103. the denominotor W ~ I S  increiiscd by 11,S78 Units For the ycars ended 
December 31, 2Or15 and 2(104, diluted net incnme per Un i t  equaled bnsic net tncome per Unit as a l l  remaming outstanding Unit options  ere exercised during the third quarter of 2005 (see Note 
13) 

Unit Option Plan We I iave not g a n t c d  options for any periods presented For options outstanding under the 1994 I.ong Term Incentive Plan (see Note l3), we followed the inlrinsic 

Diluted net income per l lnii  is similar to the computation of basic net income per Unit discussed above, except tliai ihe denominator is increased to include the dilutive elfect of 

viilue metliod ,>i accounting liir rccogniz in~  stock-based compensation espewe Under this method, we record n o  compensation expense for Unit options granted wlien the exercise price o f t h e  
options granted is equal in, or greater than, Uie market price of our Units on the date 01 the grant During lhe year ended December 31, 2003, all remaining outstanding Unil options were 
exercised 

C o ~ i p ~ ~ s ~ i f i o ~ ~ ,  and provides alternative methods of Ironsition for a voluntary change tn the f k  value bssed methnd ofaccountmg for stock-based employee compensation In addition, SFAS 
14s amends the disclosure requirements of SPAS I23 to require prominent disclosure in  both annual and interim financial statements about the method of accounting for stock-based employee 
compensation and Ilic efTect oithc method used on reported results Cmtain of the disclosure modifications arc required for fiscal years ending allcr December 15,21x2, and arc included in 
Note I3 

In December 2002, SFAS No 1-1s. Accoriufingfor Slwk-Bamt Conrprmition - Troratfro~r o,idDisc/cutrrc \viis issued SF A S  148 amends SFAS N o  123, .4ccoerilrrig for SIocP-Boserl 

Assuming we had used the lair value melhod of accounting for our Unit option plan, pro forma net income would equal reported net income for the y w r s  ended December 31. 2005, 2003 

and 3003 Pro forma nct income per Unit would equal rcported ncl income per Uiiit Tor the periods presented The adoption n i  SFAS 148 did not have an effect on our financial position, results 
of operations or cash I loivs 
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Ncw Accountiiig I'roiiounceiiients In December 20114, the FASB issued SFAS No I2;(l?.i Sliore-Bnre~IP~~i~rircrir SFAS I ? 3 @ )  requires compensation cosls related to share-based 
payment tiansaclions lo be recognized i n  the financial statemenb With limited exceptions. l l ie amoiint 01 Uie compensation cost is to be measured hired on the grant-date fair value of the 
equity or liability instruments issiietl In addition. liability a\vartls are to be re-measured each reporting period Compensatioii cos1 will be recognized over the period that an employee provides 
service in cuchange for tlie iiward SFAS I 23iRj is a revision id SFAS No 123, ;Iccurrtilirig jor Slock-Bmc'lConije:is'iilho:i, as iinicnded by SFAS No 148 .. .lccoiinfiri,g for Srock-Rmxi 
CoriilJoi.iolio:i - Trm~rlron oiidDirclostrre ;ind supersedes Accounting Principles Board ("A!%?") Opinion No 25, ;Iccorinrrn~ for Stccklssiierl lo EnrlJlqiices SFAS 1 ?3(R) is effective for 
public companies as of the first interim o r  annual reporting period of t l ic  first liscal year beginning alter lune 15. 1005 The Securities m d  Exchange Commission amended the implementalion 
date of SFAS l13(R) In begin with the first interim or annual reporting pcnod o f  the company's l i n t  fiscal year bqiiinii ig on or nllcr lune 15, 1005 As such, w e  will adopt SFAS 123(Rj in the 

first quarter oiZ006 Companies w e  permilted to adopt SI; AS I 23(R) prior to the extended chte All public compiinies that ndoptd tlie iair-value-based method of accounting must use the 
modified prospective transition method and may elect to use h e  modified retrospective 1r;insition method We do not believe that the adoption of SFAS 1 Z i ( R )  will haven  material effect on  
our financial position. results of operations or cash flows 

In Nnvcmbw ? O W ,  tlie Emerging Issues Task Force ("EITF") renched consensus in ElTF 03-1 3, ,.Ijplt~rng llie Coriilifiorn i n  Porr7grcipIi -13 ojE4SB Sialenrerii No 14-1, ..lccoriiihiig/br. 

Iiiipoirnicnl or Dispmrl ~ ~ L o ~ i g . L i ~ ~ e ~ l : i s ~ e ~ ~ ,  i n  Dcrer7iii:irrig 117ictlier lo Rcjorf Disconlinueil Operations, to clanly whether ii component of an enterprise that is either disposed ofoi  
,, [ ,nc 'r ,' . .  ,,>,I tl,(- ron'ic"s,)L: "" mrr i t )  T],CmS,,, . .  i' 1" I,? li,,d cln.;siii . hrlrl fnr ,I 

prospectively with regard to a cnmponcnt o f o n  cnterprisc Uiat is cither disposed of or classificrl as held lor sale in reporting periods beginning aftcr &%ember 15, 2004 The consensus may be 
applied retrospectively lbr previously reported operating results related to disposal transactions inilialed within an enterprise's rcporting period that included the date that this consensus was 
ralified The adoption o1 E1 IF 03. I3 did not have an erfect on our iinmcinl lwsition, results 01 operations or cash flows 

. .  

In Ivlarch 20135, lhe FASB issued FASB lnterprctalion No 47, Alcc0ir:ihri~for Condirionol ilsser Re!ii-enrerit Obhgofio:is, mi rriteipret~itiori ofF.4SB Sfii1enie:irNo 1-13 ("FIN 47") FIN 47 
clnrifies thnt the term. condilionzil asset retirement obligation as used in SFAS No 143, ..lccoririririg,for 

activity in which the timing andior method 01 settlement are conditional upon a future event that m;iy or m:iy not he widiin tlie control of the entity Even though uncertainty about the timing 
anclior method of settlement exists and ma)' he conditional upon a future event, tlie obligation to perforin the :isset retirement activity is uncondilional Accordingly, an entity is required to 
recognize a liability for h e  lair value of a con&tion;il asret retirement obligation if the fair value of the liability can be reasonably estimated Llnccrtainty about Uic timing andior met l id  of 
settlement o i a  conditional asset retirement obligation should be f:ictorcd into the measurement of the liability when suflicient infixmation exists The fair value of a liability for the conditional 
asset retiremcnl oblig;ilion should Be recognizcd when incurred generally upon acquisition, construction, or development or Uirough !he normal operation of the asset SFAS 143 acknowledges 
that in snme cases, suificient information may not he available to reasonably estimiite the lair value of an iisset rctiremcnt obligmon FIN 47 also chrifics when an entity would have sufficient 
infiirmation lo  reasonably estimate the fnir viilue 01 iin iisset retirement obligotion FIN 47 i y  cllectivc no later thiin the end of reporting periods ending oiler December 15, 2 0 5 .  and cnrly 
adoption of FIN 4 7  i s  encouraged \Ye adopted FIN 4 7  in the fburth quarter of 2005 l h e  adnption of FIN 47 did not have a material eifect on  our financial position. results of operations or 
cash flows 

IRetrrenient Obhgnhoii.s, refers to a legnl obligation to perform an asset retirement 

In June 2005. the ElTF rcached c o n x n s w  in ElTF 04-5, Dcfcmii,iirig I f ' l ie l l iw o Gciiernl Pnrfner, or llie Gcnerrrl Pcrrliarr os ri Grorrp. Conrrolv o L irniled Poi-lncrsliij or Similor Erili(y 
117ic.n /lie Li:iriredPor/ner~ H ~ i x  Ce~/~.iiri  Righlr, to provide guidance on how general partnen in a limited partnership should determine whether they control a limited partnership and therefore 
should consolidate it. The El I F  agreed thal l l ie presumption of gmer;il prirtner control would be overcome only when the limited partners have either of two types of rights The iirst type. 
reierred IO as kick-out rights is the right to d~ssolve II 1iquicl:ite the partnership or othenvise remove the general pnrtner without CBUSC The second type. referred to as participating rights. is the 
right to efiectively participate in signiiicnnt decisions made in the ordinary couwe oi tlie pnrtnership's business The kick-out rights and Uie pnrticipnting rights must be substantive in order to 
overcome the presumption ofgeneral  p:irtner control The consensus is effective Tor general partners of all new limited partnerships formed and Tor existing limited partnerslups for which the 
partnership agreements are modliied subsequent to the date of FASB ratification (lune 29. 2005) For existing limited partnerships that have not been modified. the guidance in ElTF 04-5 is 
ciiective no  later lhan the beginning of the iirsl rqmrting period in fiscal years beginnin!: aller Dcccmbcr 15, 2005 \Ye do not believe that the adoption of EITF 04.5 will have a material effect 
on  our financial position. resdLs 111 operations or cash llows 

In Dcccmlxr 2004, the FASR issued SFAS No 153, kschariges qjNorinrorielori* ..Irsets. mi anrenrlnrerif of dPB f l p i n r i ~ i i  29 SFAS 153 amends APB Opinion No 29. Accounting fo r  
Nonmonchry Exchangcs. to clirninate thc exccptinn for nonmonetary cschanges of 
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similar  productive assets and replaces i t  with a general exception fix csclianges oi nonmonetary assets that do not have commercial substance A nonmonetary exchange has commercial 
substance iI !he Suturu cash llows of the entity are expected 10 change significantly a s  a result of the exchange SFAS 153 is effectlvc Ior nonmonetary asset exchanges occurring in fiscal 

periods beginning after lune I F ,  7iWE \Ve atlopted SFAS I53 during the second quarter of 2005 The adoption of SFAS 153 did not haven material elrect on our financi:il position, results of 
operations or cosli flows 

such changes must he accounted for b.y retrospective application to the financial statements of prior periods unless it is impracticable to do so SFAS 154 com1,lelely replaces APB Opinion 
No 211, . . fccoii~irir i~ Climi~cs, and SFAS No 3. Repo~~ir i~Accoi i i i l i~ i ,g  Clinrigcs iri In tc r i i i i  Periods I-lowevcr, it cilrrics forward the guidance in thosc pronouncemcnts with r s p c c t  to accounting 
for changes m estimates, changes in the reporting entity. and tlie correction of errors SFAS I51 is efTective for accounting changes and error corrections made in fiscal years beginning ofler 
Decrmhcr 15, 2005, with early adoption permitted for changes nnd corrections made in years beginning after June I ,  2005 Ihe application of SFAS 154 does not affect the transition 
provisions of any existing pronouncements, including chose that  arc in the triinsition pliasc as of the effective date of SFAS 154 \Vc d o  not believe t h a t  die adoption of SFAS 154 will have a 
matwiol effect on our iinnncial position. rcsults ol operiitinm or a s h  lloms 

In September 2cil.lS. the ElTF reached consensus in El IF lJ4-I 3, ..lccoiiiiliiig JOI- Perchmer oiid Soles ~ ~ 1 1 n ~ o i l o t y   villi /lie Some Counlotpmly, lo (lcline when a ipurchase and a sale of 
nn Nn 39 J r m  ? l V  

In Llay ?W5, the FASB issued SF AS No 154, ..Iccoi~iitiii,g Cho,i,qci midl?r~'or Con ectioris SFAS 154 establishes new standards on acco~nt ing  for changes in accounting principles All 

. .  

T m m c ~ / i o ~ ~ s  Two nr morc inventory transactions with the same party should he combined if t h q  arc entered into in contemplation of one another 'nie EITF also requires entitics to account 
for exchmges of inventory in tlie 5;ame line of husiness a t  iair value or recorded amounb based o n  inventory classification The guidance in Ell-F 0-1-1 3 is eflective for new inventory 
arrmgements enlered into in reporting periods beginning afler blorch 15. 20M We are currently cvalu:~ting what impact El lT 0413 will have on our financial skitemen&, but a t  this time we 
do not bclinve ihat tlic adoption of EI1T &-I 3 will havc a matciial cllcct on i ~ i i r  financial position, results of operations or cash flows 

Nolc 3 Goodnill  :ind Ollie1 Iii1.1iigiblc ,iscLs 

account for giiodwill under SFAS No I42 Goorlw IN ~mIO! / i c r  Iiitnrigible Assets, uhich  was issued by the rASB in Iul) 2001 SFAS I 42  prohibib amoiliznlron of goodwill and intangible 
issets with indefinite uielul 111 es, but instead rcquwey testing lor impairment at  least annually We test gondwill and inlmgible assets Tor impairment annually at December 31 

l o  perfurm an impairment test of goodwill we lhave identified our reporting unib  and lime dcterminrd the carrying value of each reporting unit by assigning the assets and liabilities, 

includiog the e\iiling gim)d\~iII and intangible d ~ s e t s  to tlinse reponing units \Ve then determine the fair value of each reponmg unit and c o m p m  11 to the carrylng value of the reporting uml 
\Vc w i l l  continue to compare the fair  ~ ,a Iue  01 e,ich reporting unit to ib carrying value on an annual basis to dctcnninc if nn impairment 10s) has occurred There have been no  goodwill 
imp.iirment l o ~ x i  recorded \ince the idoption of SI; AS 142 

Goodrr i l l  Gaodwill rcprewnti  the c\ceis o l  purchaii: price over lair value of net asset) acquired and I\ presented on tlie consolidated balmce ,heels net 01 nccumulatcd arnonimtion We 

Ihe following tnble pre\ent\ the cnm ing .imount 01 goodwill ill December 31 2005 and 1UO4. by busine\s segment (in thousands) 
Don n ~ l r c i i i n  hlirl$ti eiiiii Up51r CIII11 Scgniciitr 

Scgniciit Scgncnl Scgnicnl I otnl 
Goodrvill 2,777 6 14,167 
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Otlicr liikiiigiblr. AssrLs The fi>Ilowing table reflecLs the components of intangible assets, including excess investments, being amortized at December 31, 2(Kl5 and 2tJO.I (in thousands): 
Drce!iiber31,2005 Drceiiiber 31, 2004 

Gross  Gross 
CaIryiiig Accuniulatrd C;irr)iag Accuni ul;itcd 

$ 573.063 X (152,366) ‘E 575,099 x (I 19.1 6 6 )  

SYAS I42 requires h a t  intangible assets with finite useiul lives be amortized over their respective estimated usetul l ives U an  intangible asset has a finite useful life, but Uie precise 
length oithnt life is not known. that intangihlc asset shall be amortized over the best estimate of its useful life At a minimum, w e  will assess the uselul lives and residual values of all 
intangible a s s c ~ s  on an  nnnual biisis to determine if adjustments are required .funortizillion expense on inliingiblc nssets tvns $50 5 million, $31 2 million and $36 3 million lor tlic ycnrs ended 
December 3 1, 2II05. 2004 nnd 2lin3, respectively .A.morti;.,tion cspense o n  excess investments included in equity e a m i n ~ s  wiis $4 S million. $3 S million aiid $4 0 million for the years ended 
December 3 1. 21103, 1004 and 2003 ,  respectively 

Thcvalucs assigncd to our intangible nsscts for natural gas gathering contracts on the Jonah and tlic V a l  Verdc systcms arc iimortizcd on a unit-of-production basis. based upon the actual 
throughput of the systems cnmparetl to the expected total throughput for the l ives of the contracts On a quarterly basis. we moy obtain limited production lorecasts and updated throughput 
estimates from some of lhe producers on the syslcms. and as a result. we evaliiate lhe remaining expected useful Iivcs ofthe convacl assets based on  the best available information During l h c  

lburth quarter ol2i:lO4 and the lirst iind second quarters of 2005 .  certiiin limited production forecasts were obtained from some of the producers on the Jonah system related to future expansions 
of the system, ond ns n result. w e  increased our best estimate of  luturc throughput on the system, which resulted in extensions in thc remaining lives of the intnngiblc nsscts During the fourth 
quarter of 20iU and tlie third quarter of 2005, certain limited coal bed metliane production forecasts were obtained from some of the producers on the Val Verde system whose contracts are 
inchirled in the intangible assets These lo recast^ indicated lower coal bed methane production estimates over the conWac1 periods, and as a result. w e  decreased our best estimate of future 
throughput on the Val Verde system, ivliicli rcsulteri 111 increases IO aniortizntion cxpcnsc on the intangihlc assets Further r c ~ i s i o n s  to these estimatcs may occur as additional production 
informotion is mnde nvailnble to us 

Tlievalues assigned to our fractionation agreement and other intangible assets are gcnernlly nmortized on a straight-line basis Our fractionation agreement is being amortized over its 
contract period of20 years Tlic amor i imion  periods lbr our other intangible asse~s. which include non-compete and other agreements. range from 3 years to 1.5 years I he value of $8 7 
million nssigned to our crude supply and trnnsportntion intangible customer contracts is being amortized on n unit-of-production basis (sec Notc 5) 

The value assigned to our excess investment in Centennial w a s  created upon its formntion Approsim;itely $30 0 million is related to ii contract nnd is being amortized on a unit-of- 
production h is is  based upon the volumes transported under [lie contriict compared to tlie gunranteed total throughput 01 the contract over a IO-year life The remaining S3 4 million is related to 
a pipeline aiid is hcine amortized inn a straigh- l ine bnsis over the lifc of tlic pipeline. which is 3 5  years Tlie valuc assigncd to our excess invcstmcnt in Scawny ivas crcatcd upon acquisition of 

ownership interest in ? O i l t i  We are amortizing tlh: $27 I million excess investment in Seiiwny on n strnight-line basis ovcr n -39-year life relnted primarily to the lite of the pipeline 
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nie following table sets Iorth the estimated iimortizition cspen!;~ (n1 intangible assets and the estimated oniortiziitian expense allocated t o  equity earnings for the years ending 
December 31 (in thousands) 

Noted" In te i  esl Rate Swtps 

In July 201111, w e  cntcrcd in to  an interest rate swap  iigrcciiicnt to hedge cnur exposure tn increases in the lxncliniark intcrcst rate uiidcrlying our variable rate revolving credit l oc i l i l y  Illis 
interest rote swap matured in April 3CU'l-I \\/e designated this !;wiip iigreement, wliicli hedged exposure to viiriabilitp in expected future ciisli flows attributed to changes in interat  roles, as a 

based on a tliree-mondi U S Dollar 1 IBOR riite Because t h i s  swap was designated a s  ii cash flow hedge. [lie changes in iair value. 1 0  tlie extent the swap was effective. were recognizcd in 

other comprchensivc income until the liedgcd interest cnsts were recognized in ciirnings Dunng the years ended December 31. 201u and 2003, we recognized on increase in interest expcnse of 
$2 9 million and $14 -I million. respectively. reliited to the dilfercnce ixt\vcen t l ic  liscd rate and the 1lo;iting rate oi interest nn the interest rate swap 

In October 200l. TE Products mteretl into an interest rate swap agreement to hedge its exposure tn changes in the lair value of its fixed rate 7 51 90 Senior Notes due 2028 \Ve designated 
this swap agreement as n fair value hedge The swap agreement has a iiotioniil aniount of $?IC1 IJ million and  niatures iii Jcmuaty 2028 lo match llic principal and maturity of tlie TE ProducLs 
Senior Notes Under the swap agreement, TE Producls pays ti floating rate of interest bii:;ed o n  a three-month [I S Dollar L B O R  rate, plu 
7 51% During the years ended December 31. 2005, ZOOU and 1003. we rccngnized reductions in interest cspcnse of$5 6 million. $9 6 inillion and $10 0 million, respectively, related lo die 

cliKerence between the fixed rate and  tlie floating rate 01 interest on tlie interest rate sivap During the years endcil December 31, 2111:15, 20[14 imd 2005. w e  measured the hedge effectiveness of 
th is interest rote swap iind noted that no pin or loss from ineflecti\.cncss was required tn he recognizcd The fair viiluc of this intcrcst rille swap WIIS a loss of npproximiitely $0 9 million at 
December 3 1, 2005, and ii gain 01 approximately $3 -1 million a t  13ecemhcr 31.  2OIJ-1 

.pread, and receives a Sised rate of interest of 

During ?O1)2, w e  entered into inkrest  rate sw;ip iigreerncn&. designated as lair  viilue hedges. ti) hedge our exposure to cliiinges in the lair value of our fixed ralc 7 625O/5 Senior Notes due 
2012 The  swap agreements had n combined notinniil iimount ol $Si10 0 m i l l i ~ n  and matured in 201 2 to match tlic principal and malurity o i  the Senior Notes Undcr the sivap agrccmenls, w e  
paid a floiiting rate of interest biised on a U S Dollfir L 1BC)R rate, plus a spread, and received n Iised rate ol interest of 7 625% These swap tigreemenk were later terminated in 2002 resulting 
in gains of $44 9 million The gains realized liom tlie s\\'iip terminations have been deferred 11s adjustments to the carrying value ofthe Senior Notes and are being amortized using the effective 
interest method iis reductions 10 lhture mierest espense over tlie remaining term of the Senior Notes .41 December 3 1, ?OiJ5, the ilnarnoriized balance a! the deferrcd gains \vas $52 4 million In 
the event of early extinguishment oi the Senior Notes. any rcmiiining uniimortizsil gains would be recognized in tlie consolidated statement 01 income nt the time of extinguishment 

During May 31105, we executed a treasury rate lock agreement with a n o t i ~ n a l  ;imount o i  $200  0 million to hedge our exposure to increases in the treasury rate that was to be used to 
establish Uie fixed interest rate Tor a debt ofiering that was proposed to occur in the second quarter 01 ZOO5 During June 7W5, the ]iroposed dcbt offering was cancelled. and the ueasury lock 
was l m i n a l c d  with a realized loss o i$?  (J million 'Ihc rcalizcd 1oss \vas n-corded as a componcnl n i  iiitcrcsl expense in die consolidated Statenicnts oi  income in lune 2005 

Notc 5 Acquisilions, Dispositions :tnd Discentiniicd Oprra l ions  
Rntrclto Pipcliir P 

In connection with our iicquisition o i  crude o i l  BSSCLS in 3ilOt~l. w e  iicquircd an spprosimiitc 23 5 O o  unrlivirlcdloint interest in t h e  Riinchn Pipcline. which wiis a crude oil pipeline system 
from \Vest Texas to I-louston. Tcsm In March 3iio3, tlie Rincho Pipeline ceased operations. and  segments oS the pipeline were sold to certain 01 the owners that previously held undivided 
interests in the pipeline \&'e acquired 741 miles oi the pipcline in exchange Tor ciisli oi $5 5 million and our interests in other portions o i  the Rancho Pipeline \Ve sold 1 S3 miles o f t h e  segment 
w e  acquired to other mtit ies h r  cash and a s x t s  viilucd JI appri~ximatelp 68 5 million \Ve rccorrlerl a net gain 

F-17 
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of%3 9 million on  the transactions in the second quarter 01 7003 During the third quarter of 2004. we sold our remaining interest in the original Rancho Pipeline system lor ii net gain of%O 4 
million These gains are included in the gaim on sales of assets in our consolidated statements of income in the 200-1 period 

Geriesis Pipelit1 e 
On November 1, 2003. we purchased crude supply and transportation assets along the upper l e ~ a s  GulfCoasl for $21 0 million from Genesis Crude Oil. L P and Genesis Pipeline Texas, 

1 P ("Genesis") The trnnsaction \vas funded with proceeds from our August 2003 equity olfering (see Note 1 I) W e  allocated the purchase price. net ol liabilities assumed. primarily to 
property, plant and equipment and iritangiblc assets The assets acquirecl included approsiniatcly 150 miles oi sniall diameter trunk ha, 26,0(Kl barrels per day of throughput and 12,000 
barrels per day oilease marketing and supply business \Ve have integrated theso assets into our Soiidi Tesas pipeline system. which has allowed us to consolidate gathering and marketing 
assets in key operating areas in a cost eifective manner and will provide future groivth opportunities Accordingly, the results of the acquisition are included in Uie consolidated financial 
stiitements from November 1. 2003 

Net assets acquired 21,010 

Sfexia Pipeline 
O n  March 31, 2005, we purchased crude oil pipeline assets ior $7 1 million Irom BI' Pipelines (North America) lnc ("BP") The assets inchide apprmimntely I58 miles of pipeline, 

which estend from blexia. Tens,  to the Houston, Texas, area and two stations in south I-louslon with connections to a BP pipeline that originates in south I-louslon We funded the purchase 
through borrowings under our revolving credit facility \Ve allocated the purchase price to properry, plant and equipment. and we accounted for the acquisition ai these assets under the 
purchase method of nccounting We hove integrated thcsc nssels into our South Texas pipeline y s t e m ,  included in our Upstream Scgnicnt. which  wil l 011n\v us to realize syncrgies within our 
esisting asset base and will provide future growth opportunities 

Crude Oil Stariige nnd Terminnling .-Isret.s 

O n  April 1, 2005, we purchased crude oil storage and termin;iling iissets in Cushing, Oklahom;i, rrom Koch Supply Sr Trading. L P for $35 4 millinn nie assets consist of eight storage 
tanks with 945,000 barrels of storage capacity, receipt and delivery manifolds, intercnnnections to several pipelines. crude oil inventory and apprnximalely 70 acres of land We funded the 
purchase through borrowings under our rzvolving credit Iacility We allocated the Ipurchase price to property. plant and equipmcnl and inventory. and w e  accounted for the acquisition of these 
assets under the purchase method of accounting The storage iind terminding iisseb complement our esisting infinstructure in Cushing snd strengthen our gathering iind marketing business in 
our Upstream Segment 

R c f i r ~ ~ ~ l  Prorlucts 7'mmirtoI nrid Truck Rock 
O n  July 12, 2005, we purchased a relined products terminal atid truck loading rack in North Little Rock. A r l m m s .  Inr XG 9 million irom Essonfvlobil Corporation The assets include 

three storage tanks and a two-bay truck loading rack \\'e luntled the purchase throiigh borrowings undcr our revolving credit lhcility W e  ;illocatcd the purchase price to property. plant and 
equipment and inventory, and w e  accountcd lor the iicquisition of thesc i issets undcr thc purchase method oi  accounting The tcrminal scrvcs the central Arkansas refined p i d u c t s  market and 
complements our existing Downstream Segment infrastructure in North 1 i t t le Rock. Arknnsns 

GWICO ;hers 
O n  luly 15, 2005, we acquired Irom Testis Fcnco, 1 L C  ("Genco") all of its iritercsts in certain compmies that own ii 90-mile pipeline systarn and 5 5 million barrels of storage capacity 

for $62 1 million We funded the purchase through borrowings under our revolving credit i;icility \\'e ;illocatcd the purchaso price to property. plant and equipment, and we accounted for the 
acquisition of these assets under the purchase methnd 01 accountins The assets of the purchased companies wil l  he integrated into our Downsueam Segment 
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origin infrastructure in Tesas City and Baytown, Texas As a result ol tliis acquisition, we initiated tlie espansion oi  relined products origin ciipbilities in the I-louston and Texas City, Texas, 
areas The inteeration and other system enhancements should he in sav icc  by the fourth quarler ofZ006. at an estimated cost of Fi15 0 million The strategic location of these assels, wilh 
refined products interconnections to major exchange terminals in the I-louston area, will provide signilicant long-tenn value 111 our customers ;and our lesns Cull Coost refining and logistics 
srlstem 

Pionem Plntrt 
On January 26, 2006, w c  announccd tlic execution 01 a letter oi intent to sell our ownership interest i n  die I'ionecr si l ica gel natural gas proccssing plant loc,itcd ncar Opal. Wyoming, 

together with Jonah's rights to process natural gas originoting from the Jonah and Pinedale field!;, locnted in southwest \Vyoming. tn  an afiiliate oi E,nterprise Products Partners L. P 
("Enterprise") On M u c h  51, 2006, we sold lhe Pioneer plant to an alTiliilte of Enterprise for $38 (I million in cash The Pioneer plant, included in our hdidstrenm Segment, was not an integal 
pan o f  our operations and naturiil gas processing is not n core business The Pioneer plant was constructed ns part oi tlie Phase 111 expansion of tlie Jonah spstcm and  as completed during the 
first quarter 01 2004 We have no continuing involvement in the operation3 or results 01 this plont This transaction wos reviewed and  tipproved by the Audit nnd Conllicts Committee of the 
board ofdirectors of our General Partner and of tlie general pnrtner oiEnteqxise ,  and a fairness opinion was rendered by an independent third-party 

tliousancls): 

P b 

Ye:irs Endcd 
r)cceinbcr 31 

2005 2004 

Assets of the discontinued oper.itions con.;istcd of the iolloiving at December :I 2005 and 2004 (in thousands) 
Dcccmbcr 31, 

zoo5 2004 

I 
Properly. plant and equipment, neL 19.812 20.596 

19,SltI  x 0.626 

Net cayh flows from dtscontinucd oper,ition\ for die years ended December 5 I, 31n)S and 2004, are pre\ented below On thousand\) 
Yeait L Ended 
Deccnibci 31, 

2005 2001 2003 

Cash llows from discontinued inwaling nclivitirs 

-_.- 

Net cash flows used in discontinued investing activities 

N 
__ (7 .YX) (1 3,  5 1 0) 

S 3 7 5 2  S (4177) X (13.510) 

F.19 
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Note 6. Equity Io\~cstineots 
Through one oI oii i indirect wholly oivned rubsiiliarier. w e  own a 504'. ownership interest in Seaway Ilie remaining 509k interest IS owncd by ConocoPhiliips \\'e operate Uie Seaway 

assea Seaway owns ii pipeline that c a n i r ~  mostly imported crude oil from a marine terminal :it Freeport. Texas. to Cushing. Oklshoma, and from a m;irine lerminal ; i t~l~cxns City. Texas. to 

refineries in tlie Texas City and Mouston, Tc~iis, arcas The Scaway Cnidc Pipcline Company Partnership Agreement iprixi~les lor varying participation riitios throughout thc life of Sea\vny 

From June 2002 through May 2006, we receive 60% ofrevenue and expense of  Seaway Thereafter, we will receive 4 0 ° e  nrrevenue and expense of S e a ~ a y  During the years ended 
December 31. 1005. 2004 and 2003. we received distributions from Seaway 01 $74 7 million. $36 9 million and $22 7 million. respectively 

In August 2000, E Products cn tned  into agreements with Panhandle Eastern Pipeline Company ("PEPL "), a Ioimer suhsidiary 01 ( X I S  Energy Corporation. and hlarathoii I'elrolcum 
Company L 1.C ("Maradion") to form Centennial Centennial owns an interstate refined petroleum products pipeline extending Irnm the upper Texas Gulf Coast to central Illinois Through 
February 9, 2003, each participant owned ii one-third interest in Centennial On February 10, 2003 ,  TE Products :md Marathon each acquired an  additional 16 740 interest in Cenlennial from 
PEPL for $20 0 million each, increasing their ownership percentages in Centennial to 504'0 each During the year ended December .?I. 7Ilil5. llE ProducLs did not make any additional 
investments in Centennial TE Products invested an odditionnl$l 5 million and $14 0 million, respectively, in Centcnniiil, in 7004 and 200.3. which is included in the equity investment balance 
at December 31, 2005 The 1003 amount includes the 920 0 million paid Tor Uie acquisition ofthe arldition;il ownership lnterest in Centennial E Products has not received any distributions 
. . -. . . - -. . .. .. .. . . - - . ._ . - . . .. .. . . -. . 

On January I, 2003, Ti? Products and Louis Dreyfus Energy Services L P ("Louis Dreyliis") formed blont Dclvicu Storagc Partners. L I' ("MI3 Stmagc") TE Prnducts and L nuis 
Dreyfus each own LI 504,; ownership interest in h,B Storage IvD Storage owns storage capacity at the klont Belvieu fraction~tion and storage complex and a short h:iuI transportation shuttle 
system &at ties Mont Belvieu, Texas, to the upper Texas Gulf Co;ist energy marketplace lvlU Storage is a service-oriented, kc-based wnture  sewing !he Iraclionatii~n. relining and 
pctrochcmical industries with substantial capacity and flcsibility Cor the transportation. tcrminaling and storage 01 NGL s, L ?Cis and refined products IvIB Slor;ige has no commodity trading 
iictivily T E  Products operates the facilities for lvIB Storage Effective Jiinunry 1, .?0(J3, IE Products contributed property iind equipment with ii net book v111ue 01 %67 I million to MB Stornge 
Additionally, as of the contribution date. Louis Dreyfus had invested $6 1 million [or expansion projects for k D  Storage t h a t  TE Products was rcquired to reimburse i i t h e  original p i n t  
development and marketing agreement was terminated by either party This deferred liability was also contributed ;ind crcdited to tlie capital account of Louis Drcylus in hfI? Storage 

For thc year cndcd Dcccmbcr 31, 7005, TE Products received the first $1 7 million per quarter (or $6 78 million on an annual basis) of htD Storage's income bcforc depreciation expense, 
as  de f ind  in the operating agreement For the year ended December 3 I ,  2004, TE P ~ o d u c k  received the first $1 S million per quarter (or $7 15 millinn on a n  annual basis) 01 h4B Storage's 
income before depreciation expense TE Proclucts' share of bIB Stonfie's urnings  is xljusted annually by the partners of A E ?  Storage Any amount o i L , E  Storage's annual income before 
depreciation espense in escess of $6 78 million for 2005 and $7 15 million for 200-1 was allocated evenly between TE I'roducls and Louis Dreyfus Depreciation expensc on %sets each party 
originally contributed to b B  Storage is ollocatcd belwccn TE, Products and Louis Dreylus hosed on the net book value of the assets contributcd Dcprecintion cspcnsc o n  assets conslructerl or 
acquired hy A.ID Storage subsequent to formalion is allocated evenly between TE. Products ;and L.ouis Dreyfus For the years ended December -3 1, 2l:ll:i5, Xi(1.1 and ?iiii.;. IE Products' sharing 
ratio in the earnings of ME Storage was 64 2%. 69 4% and 70 4%. respectively During theyenrs endcd December 31. 2CiiJ5. 2flO4 and 2l:ID.3, TE I'roducts receivctl distributions of $1 2 4 
million, SI0 3 million and $5 3 million, rcspeclivcly, from MI3 Storage During the years eiidcd Dcccmbcr 31, 2005, 7004 and 2003. TE Products contributed $5 6 millioii $71 4 million and 
$2 5 million, respectively, to MD Storage The 2005 contribution includes a combination 01 non-cash asset translers of $1 4 millinn and c:ish contributions 01 SI 2 niill ion 1 he 20O:l 
conlribution includes XI 6 5 million for the acquisition of storage and pipeline assets in April 2004 The remaining contributions have been lor c:ipit:il e'+entl~lures 

lvB Storage for the years ended December 31, 2005 and 2004, is presented below (in thousandsj. 
W e  use the equity method o l  accounting to account for our investments in Seaway. Centennial and  ktE Storage Summ;irizcd combincd financisl inlorma~ion tor Seaway. Centennial and 

Ye;u s E~idc~cl 
I~ccrn~ber  31 

I 

2005 2004 

R 164,494 
Net income 5 2  6 7 3  
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Summarized combined balilnce sheet inform;ition for Seaway, Centennial and h4B Storage as of December 31, 2005 and 200.1, is presented below (in thousands). 
Deccnmbcr 31, 

2005 2004 

Partners’ capital -194,426 J90,S87 

Note 7. Reblecl Rirty Ti ;~ns~ictions 

EPCO nnd Allilintcs o e d  Dulcc Enci g j ,  DEFS niicl Affilinlcs 

According I O  the Pannership Agreement, the Company was entitled to reimbursement of all direct and indirect expenses related lo our business activities A s  a result of the change in ownership 
nf the General Partner on February 24. 2005. all d o u r  management, administrative and operating Sunctions arc performed by employees of EPCO. pursuant to an administrative services 
tigreement W e  reimburse EPCO fix the costs of its employees who perform opernling functions for us and for costs relnted lo its other management nnd ;idminisWiitive employees (see Note 1) 

. .  , L B  b , ,  
. .  

.c < _a,-. , .b. c 
. .  

i ne Fxlnersiiip does noi iiiive any einpioyers tQ :ire in;rn;iged 1 “ 

The following table summarizes the related party transactions with EPCO and afliliates and DEFS and affiliates for tlie periods indicated (in millions). 
Years Endcd Deceiiibcr 31, 

2nni  2nn.i ?no3 
I- 

_“_l - - ~  _ _ _ _  

s 7-1 3 - 3 

0 7  2 6  18 

Purchiaeq o! nelrnleum ~roducL\--TCO(’~) 37 7 I41 3 1107 

Includes revenues from NGL transpohilion on the Chaparral and Panola NGL pipelines 
Includes revenues from L.PG tramportation on [he TE Products pipeline 
Includes other operating rwenucs  on TE Products 
Substantially all of these costs were related lo payroll, payroll related espcnses and administrative expenses incurred in managing us and our subridiories 
Includes TCO purchases of condensate and expenses related to MI’S use of an a8iliare o f E P C O  as a transponer 
Operatin 7 revenues carned and cxpenses incumcd from activities with DE,F S and i!s affiliates are cons idcrd  related party transactions for all pzrinds through Fcbruary 2 3 ,  ZtWS. a s  a 
result of thc change in ownership of the General Partner (see Note I )  
Includes LSI sales of lubrication oils and specialty chemicals nnd Jonah NGL sales in connection with Jonah’s Pioneer processing plant operations. which wiis cqmtructed during the 
Phase 111 espansion and began operating in 200.4 Amounl~ related to the Pioneer plant are classified as discontinued operations in  tlie consolidiited statements of income 
Includes revenues from NGL. transportation on the Chaparral, Panola Dean and Wilcox NGL. pipelines 
Inclutles gas gathering revenues on the Jonah system 
EfSectivc May 2001 IVC critered irito an ilcrcemcnt wiih an aflilialc of DEFS lo commit to it :ole utilization of our Providcncc. Niodc Island, tciminnl \\‘e operate the terminal and 
provide ipropane lon;fing services to an atfl iate of DEFS W e  recognized revenue from an afliliate of DEFS pursuant to this agreement 
Includes linctionntion revenucs iind other revenues EO-ective i v i h  die puichnsc of the fractionation facilities on klarch 3 1. 199s. TEPPCO Colorado nnd I X F S  cntcred into n 213 
Fractionation Acrrement, under which TEPPCO Colorado receives a variable fee for all fractionated volumes delivered t o  DEFS .Other operating reventics also include olhei op 
revenues on  T E R o d u c t s  and proccssing and other rwenucs on  the Jonah system Amounts related to the l’ioneer plant are classilied as discontinued operations m the consolidat 
statements of income 
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includes operating costs iind expenses related to DEFS managing iind operating the Ioniih and Val Verde systems and the Chaparral NGL pipeline on our beli,nlf,under a contractual 
agreement est;iblished at the time of acquisition ofeach asset In connection with the change in ownersliip of our General Partner. we have assumed these activities 
Effective with tlie purchase 01 the fractionation fkil i t ies on Ivlarcli 3 I 1998, IEPPCO Colorado and DEFS entered into an Operation and hlaintenance Aereement, whereby DEFS 
o crates and maintains the fractionation facilities cor TITPCO Coiorido For tliese services. TEIFCO Colorado pays DEFS a set voiumctric rate ior ail Mctionated volumes delivered to 
8EPS 
includes TCO purchases of condensate 
Includes Jonah purchases of iiiitural gas i n  connection wit l i  Jonah's Pioneer processing plmt operations 

~ \ t  December 31, 21105. we had a receivable from EPCO and affiliates of $4 3 million related to sales and transportation services provided to E..PCO and aflilrates At December 31, 2005. 
we had a payable to EPCO and ofl~iliatcs 01 $9 8 million rclatcd to direct payroll, payroll related costs and otlicr operational relatcd charges 

At December 31, 2ir04, w e  had a receivable from DEFS and affiliates of $10 5 million related to d e s  and transportation services provided to DEFS and affiliates Includecl in this 
receivable balance from DEFS and affiliates at  December 31, 2004, i s  a gas imbalance receivable of SO 9 million At December 31, 2004, w e  had a payable to DEFS and nffiliates of$?? 4 
million related to tlirect payroll. payroll related costs. management lees. antl otlier operational related charges. including those for Jonah. Chaparral and Val Verde as described above Included 
in this pnyable balance at Dcccmber 31, 2lN4, is a gas imbal~mce payable lo DE1;S and affiliates of S3 2 million 

0 3 )  

(1.1) 

(13) 

(16) 

From February 24, 2005 through December 3 I ,  2005, tlie majority of our insurance coverage, including property, liability, business interruption, auto and directors and oflicers' liability 
, .  insurdncc. was obtained through III'CU Prom kebruary 24. N U 3  through Uecemher 51, iU113. w e  incurreu l n s ~ ! i .  L .  Ai 

Dcccmber 31, 2005, we had insurance reimbursement receivables due from EPCO 01 $1 3 million 
Through February 23 .  ?(]OS, we contracted with Bison hsurance Company L imited ("Bison"), a wholly owned subsidiary of Duke E.nergy. for a majority of our insurance coverage, 

including property. liability, auto and directors and officers' liability insurance riuough February 23, 2005 and for the years ended December 31, 2004 and 2003, we incurred insurance 
expense related to premiums paid to Bison of SI 2 million. $6 5 million and $5 9 million, respectively At December 31. 2004, we had insurance reimbursement receivables due from Bison of 
$5 2 million 

On April 2,  2003. w e  sold in an  underwritten public ofikring 3 9 million Units a t  $30 35 per Unit 1 he proceeds from the offering net oi  underwriting discount, totaled approximately 
$1 14 5 million. of which approximatsly $1 13 8 million was used to repurchase and retire all of the 3 9 million previously ouistanding Class B Units held by DEITCO (see Note 1 1 )  

SenllV71' 

IVe own :I S04b ownership interest in Seaway, and the remaining 509'0 inlerest is owned by Conixol'hillips (see Note G )  We operate the Se:iwny assets During tlie years ended 
December 31. 2005, 20114 and 2003. we billed Seaway YS 5 million. $7 6 million and $7 4 million. respectively. for direct payroll and payroll related expenses for operating Seaway 
Additionally, lor cuch of die years cndcd DccembeF 51, ?O(IS, XI04 and 2033, ivc biller1 Scawiiy $2  1 million for indirect monngcmcnl fees ior operating Seaway At December 31. 3005 and 
2004. we had payable balances to Seiway 01 $0 6 million and SO 5 million, respeclively, for advances Seaway paid to us as operator for operating costs, includins payroll antl related expenses 
and management fees 

Cerrtmti in/ 
TE Products has n 504b ownership interest in Centennial (see Note 6 )  TB Products has entered into a management agreement with Centennial to operate Centennial's terminal a t  Creal 

Springs. Illinois. and pipeline connection in Beaumont. Texas For each of the years ended December 31, 2005,2004 and 2003, we recognized management fees o f60  2 million from 
Ccntennial, and actual operating espcnses billed to Centennial were $3 7 million, $6 9 million and $4 4 million, respectively 

TE Products also has a joint tariff with Centennial to deliver products at TE Products' locations using Centennial's pipeline as part of tile delivery route to connecting carriers T E  
Products as the delivering pipeline. invoices Uie shippers for the entire delivery rale, records only the net rate attributable to it as transportation revenues and records a liability for the amounts 
due to Ccntenniiil for its share of the tariir In addition, TE Products pcrforms ongoing conslruction services for Centennial and bills Centennial for labor and other costs to pcriorm the 
construction At December 31, 2005 and 2tJ04, w e  hod net payable balances of $1 4 million and % I  7 million, respectively, to Centennial for its share of the joint tnrill~cleliveries and other 
operatiomil related chargcs, partially offset by the reimbursement due to us for construction services provided to Centennial 

ended December 31. 2005. 2004 and 2003, TE Producis incurred $5 9 million, $5 3 million and $5 E million, respectively, of rental clinrgcs related to the lcasc of pipeline ciipiicity on 
Centennial 

In January 20133. IE Products entered into a pipeline capacity lease agreement with Centennial for a period of live years that Contains a minimum throughprit requirement For the years 

1;-22 
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MB Stornge 
Eflkclive Januory I ,  2003, TI? I’roducts entered inlo agreements w i U i  Louis Dreylus Io form hilB Slorage (see Note 6 )  TE Products operates Ihe facilities lbr h E  Storage TE Producls 

and MI3 Storage have entered into a pipeline cqxicity lease agreement, and fix each of die years ended December 31. 2005. 2004 and 2003. TE Products recognized $0 1 million in rental 
revenue relnted to this lcasc agreement During thcycars ended Dcccmber 31, 3005, 200-1 nnd 20CI3, TE Products nlso billed MI3 Storage $3 6 million, $? Z million and 6 5 million, 
resimtively. f i r  direct payroll and pnyroll related expenses for operating bD3 Storage At December 31, ZOO5 and ?IICU, TE Products had net receivable balances from bGl Storage o f  $0 9 
million and $1 3 million. respectively. for operaling costs. including payroll and related expenses fix operating MI3 Storage 

Nole 8. lnventorics 
Inventories are valued at the lower of cost (based on weighted average cost method) or market 1 he cos& of inventories did not exceed market values a t  Decemher 3 I ,  2005 and 2004 The 

major components of inventories were as follows (in thousands) 

Nole 9 l’ropri tp, Plant :iiid Pqiiipnieiit 
Major catcgorics ot property, plant and equipment for thc y c a n  cndcd Dccemhcr 3 I, 2005 and 2004, were as rollows (in thousands) 

December 31, 
2OD5 2004 

Construction worh in progress 241,855 115,937 

Less accumulated depreciation and amorti7ation 473,332 307,670 

Depreciation expense, including impairment charges, on property, plant and equipment was 660 S million, $80 7 million and %4 5 million for the years endcd Dacember 31,2005,200-1 

In September 2005, our Todhuntcr facility. near hdiddlctown. Ohio, cxpcrienccd a propane release and fire at a dehydration unit within the storage facility The facility IS included in our 
and 7003, respectively During the fkunh quarter of 7004, we wrote ofl~approsimately S? I million in assets laken out o f  sewice to depreciation expense 

Downstream Segment The dehydration unit \vas destroyed due to the propane relcnse and fire, and as n result, we wrote off the remaining book value of the asset of $0 S million to 
depreciation and amorti7iltion espense during Uie third qunrta of 2005 

We cvaluate impairment of long-lived assets in accordance with SFAS No 14%. Accoiirilirig jbr fliclnrpoir nrerir or Disposal o/L.ori~-L.iscdArfs During the third quarter oi2005.  our 
Upstreiim Segment w a s  notified by a connecting cnrricr thnt thc flow of its pipeline system would be rcvcrscd, which ~vould directly impact the viability of one of our pipcline systems l h i s  

system, located in East Texas. consists oiapproximatelp -15 miles of pipeline, six tanks oivarious sizes and other equipment and asset cos& As a result of changes to the connccting carrier, we 
performed an impairment test of the system and recorded n % I  6 million non-cash impairment charge. 
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included in depreciation and amortization esjxnse in our consolidated statements 01 income, for the excess carrying value over the estimoted lair value of the system 

miles of pipelines. tanks antl other equipment antl asset costs The usage of the system has declined in recent monlhs iis a result of shifting crude oil production into areas not supported by the 
system, nnd os such, i t  has bccomc more economical to transport harrels by truck to our other pilxlinc systems As a rcsult, w c  performed tin imptiirment test on thc systcm ond rccordcd a $0 6 
million non-cash impairment charge, included in depreciation and amortintion expense in our consolitlaled statements of income, Sor the excess carrying value over tlie estimated fair value OS 
the system 

four storage tanks and viirious segments of connecting pipelines and is included in our Downstrcam Segment The evaluation indicated that the docks and other asscts at  the Iticility needed 
eslensive work to continue to be commercially operational A s  a result, we perlbrmed nn impnirment test on tlie entire marine facility and recorded a $4 4 million non-cash impairment charge, 
included in depreciation and amortization espense in our consolidated statements 01 income. for thc excess cnrrping value over the estimated lair value of the facility 

Note 10. Debt 

During tlie third quarter of 2005. we completed an evaluation of a crude oil system included in our Upslrwni Segment The system, located in Oklahoma, consists of approximately six 

During the third quartcr of 200.1, \vc complctcil an evaluatioii oSour mariiic termiiial Sacility in tlie Reaumont, 'Tcsas, arca The facility consists primarily of a barge dock, a ship dock, 

7 51 96 Senior Notes due  2028 (collectively tlie "E Products Senior Notes") The  6 45?b 1-E Products Scnior Notes wore issued at a discount of $0 3 million and arc being accreted to their face 
value over the t e r n  of the notes The 6 -1596 IE Products Senior Notes due 2008 are not subject to redemption prior to January 15, 2008 The 7 519'6 1E ProducL5 Senior Notes due 202S, issued 
:it par, may he redeemed at :my lime afler January 15, 2008, :it the option of TE Products, in whole or in pin, at our election at the following rcdcmption prices (expressed in percentages of the 
principal amount) if rcdccmed during the twelve months beginning January IS ol the years indicated 

Rrde~i ip l inn  Rrdcnip t ion  

201 102 G 2IJIG 

201 102 2 1017 
and thcrcafier at l00?'~ o f t h e  principal amount, together in each case with O C C N C ~  interest at thc rcdcmiition dtite 

The TE Products Senior Notes do not have sinking fund rcquiremcnts Interest on the 13 Product:; Senior Notes is payable semiannutilly in orrenr!; on January 15 ond July 15 of eoch year 
The Ti? Products Senior Notes are unsecured obligations of IF Products and  rank pari passu with all other unsecured and unsubordinated indcbtedncss of IE Products The indenture governing 
the TE Products Senior Notes contains covenants. including. but not limited to. coveniints limiting tlie creation of liens securing indebtedness and sile and leaseback transactions However, the 
indenture docs not limit our ability to incur oddilioniil indcbtcdncss As of December 3l.20IJ5, TE Products ivns in complionce with the covenants of thc E Products Senior Notes 

O n  February 20, 20tl2, w e  completed the issuance of S5OO 0 million principal amount of 7 6254,'. Senior Notes duc 201 2 The 7 625% Senior Notes were issued at  a discount of $2 2 
million and are being accreted to their facevalue over tlie term of Oie notes The Senior Notes may he redeemed at any time at our option with the psymenl oj accrued interest and a make. 
~ l i o l c  premium dctermincd by discounting remaining interest and principal payments using a discount rate equal to the rate of the United Statcs Treasury securities of comparable remaining 
maturity plus 35 hasis points Thc indenture governing our 7 6259'. Senior Notes contain!; covenants. including, but not limited to, covenants limiting the creation of liens securing indebtedness 
and sale and  leaseback transactions Nowever, the indenture does n o t  limit our ability lo incur additional indebtedness As ofDecember 31, 2005, we w r c  in compliance with the covenants of 
these Senior Notes 

On January 30,2003, w e  complctcd the issunncc of $200 0 millioii Iprincipal timount of 6 12596 Senior Notes duc 2013 The 6 12546 Senior Notes were issued at a discount of SI 4 
million and are being accreted to their facevalue over the term of die notes The Senior Notes may be redeemed at any time at  our option with the payment ofaccrued interest and a make- 
whole premium determined by discounting remaining interest and principal payments using a discount rate equal to the rate of the United States Treasury securities 01 comparable remaining 
maturity plus 35 basis points ?lie indenlure governing our 6 12.546 Senior Notcs contains cowiants .  including, but 
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not limited to, covenants limiting the creation of liens securing indebtedness and sale ;ind leaseback transactions However, the indenture does not limit our ability to incur additional 
indebtedness As 01 Lkcember 31, 2005, we were in compliance wilh the covenants of these Sfnior Notcs 

nie following tiible siimmarizes the estimated fair values o i  the Senior Notes as orDecember 31, 20115 and 2iJOi (in millions). 
W i r  V:il:ie 

liace Drceniber 31, 
2005 zoo4 

7 51% TE Products Senior Notes, due January 2028 2100 224 1 2 2 5  6 
We liiive entered into interest rate swap agreements to hcvlge our esposure to changes in the fair value on a portion of the Senior Notes discussed above (see Note 4) 
Revolving Crrdit Pncility. On April 6,  1001, we entered into a $500 0 million revolving credit facility including the issuiincc of letters of credit of up to $20 0 million (“Three Year 

l h r e e  Year Facility contained certain restrictive financial covenant ratios During die first  quaner of 2003, we repaid $182 0 million of the oiitstanding balance of the Three Year Facility with 
procceds from the issuance ofour  6 1254.5 Scnior Notes on Innuary 30, 2003 On June 27. 211iJ3. w e  repaid the outstanding balance iindcr the Three Year Facility with borrowings under a new 
crcilit fncility, iind conceled the Three Year Facility 

O n  lune 27. 2003. we entered into a $550 0 million unsecured revolving credit Sacility with a three year term, including the issuance of letters of credit of up to $20 0 million (“Revolving 
Credit Facility”) nie interest rate is based, a t  our option. on eitlier the lender’s base rate plus a spread. or L IBOR plus a spread in ellkcr at the time of the borrowings The credit agreement for 
the Rwolving  Credit Facility contains certain rcstrictivc financial covenant ratios Restrictive covenants in  thc Revolving Credit Facility limit our ability to, among other things, incur 
additional indebtedness, make distributions in esccss oSAvailable Cash (see Mote 1 1 ) a n d  complete mergers, acquisitions and sales of assets We burrowed $263 0 million under the Revolving 
Credit Facility and repaid the outstanding balance of the Three Year Facility O n  October 21, 1004, \ve amended our Revolving Credit Facility to ( i )  increase the ficility size to $690 0 million. 

(ii) extend the term to October 21. 2009. ( i i i )  remove certain restrictive covenants, (iv) increasc the available amount for the issuance of letters ofcredit  up to $100 0 million and (1,) decrease 
the L IUOR rate spread chnrger! nt the lime of eiich horrowing On Febmiiry 73, 2005, w e  amended our Revolving Credit Facility to remove h e  requirement thnt  DE.FS must nt (ill times own, 
directly or indirectly. I004& of our General Partner, to allow for it.. acquisition by DFI ( see  Note 1)  During the second quarler of 2005, we used n portion oSthe proceeds from the equity 
olrering in May 2(ii6 to repay ii portion of the Revolving Credit Facility (see Note 11) On I k c e m l m  13. 2005, w e  again amencletl our Revolving Credit Facili!y as follows 

Total bank commitments increased from $600 0 million to 5700 0 million The amendment also provided that the commitments under the credit facility may be increased up to a 

maximum of $8511 0 million upon our request, subject to lender approwl and the satisfaction 01 certain other conditions 
The facility lee and the borrowing rate currently in eEect were reduced by 0 275% 
nie maturity date of the credit facility wns extended from October 21, 7009. to December 13. 2010 Also under the terms oitlre amendment, we may request up to two, one-year 
extensions o r t h e  maturity date These estensions, ifrequested, will become en-ective subject to lender approval and salisfaction of certain other conclitions 
1 he amendment DISO removed the SI00 0 million limit on the total amount of standby letlets of credit that can be nuts1;inding under the credit facility 

* 

* 

* 

On December 31, 101)5. $405 9 million \vas outstanding under the Revolving Credit Facility at a weighted a v e n g e  interest rate of 4 9% At December 31, 2005. we were in compliance 
wi th  the covenants o i th i s  credit agreement. 
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The following table mnmar izes  the principal amount5 ouhtanding under all of our credit I>cilities .is oiDecembcr 31,3005 .ind 200 I (in thousands) 
Decrinbei 31, 

2005 2004 

Letlei" oTCrcdit  .At December 31. 2005, we had an XI 1 5 million standby letter of credit in connection with crude nil purchases in the fourth quarter 01 2005 This amount will be paid 
during thc iirst quaitcr o i  2006 

Note 11. l 'ar4nws' C:ipit i l  nncl Disiributioiis 
Equity Ol'lcrl~igs 

$1 1-1 5 million, of which approxim;itely $1 13 8 million was used to repurchase and retire a11 ol the 3 9 million previously outstanding Class B U n i b  held by DE.'l7CO IVe received 
approximately $0 7 million in proceeds from the oftbring in ezcess ofthe amount needed to repurchase and retire llie Class B Units 

$166 0 million O n  August 19. 2003, 163.9110 Units were sold upon exercise of the undcnvriters' over-ollotmcnt option grontcd in connection with tlic offering on  August 7, 2003 Procccds 
from the over-allotment sale. net of underwriting discount, totaled $5 -I million Approximately $55 0 million of the proceeds were used to repay indebtedness under our revolving credit facility 
and $21 0 million \vas used to iund the acquisition of the Genesis i i s s e l ~  (see Note 5 )  The remaining amount \vas used primarily to fund revenue-generating and system upgrade capital 
espnt l i tu rcs  and Cor gcneral paflncrsliip purposes 

%?U 5 million O n  June S, 2Ufl5. 865.ULK) Units  ere sold upon exercise of the underwriters' over-allotment option granted in connection with Uie offering on klay 5 ,  2005 Proceeds iiom the 
over-allntmcnt sale. ne! of undenvriting discount. totaled $34 7 million Ihc proceeds were used to rcduce indebtedness under our Revolving Credit Facility. to fund rcvcnue generating and 
system upgrade cnpiliil expenditures iind lhr general partnership purposes 

O n  April 2, ?0(13. we sold in on underwritten public oKcring 3 9 millinn Units ;it $30 35 pcr Unit The proceeds from the oiiering net of underwriting discount, totaled approximately 

O n  August 7,Z(r(i3, w e  sold in an undenvritten public oilering 5 0 million Units at $34 6 s  per Unit m e  proceeds from h e  ofl'ering, net of underwriting discount, totaled approsimately 

O n  h4ay 5. 2lJO5. w e  sold in  ;in undenvrittcn public offering G I million Units at $41 75 per Unit The proceeds from the ofiering, net ol underwriting discoung totaled approximately 

Qu:irierlg Dislribulioiis of Av:iil:il)ie Cas11 

the Gcncral Partner in its sole discretion Pursuant to the Partnership Agreement. the General Partner receives incremental incentive c:ish distributions when unilholders' cash distributions 
exceed certain target tiiresholds as follows 

We makc quarterly cash distributions of all of our Available Cash. generally dcfined as consolidated cash rcccipts less consolidated cash disbursements and cash rcscwes cstablrshcd by 

Gcnc1 :,I 
Uniiliolders Partiicr 

Quarterly Cmli Dirtributioii pcr Unit 
UI, to hlinimum Ouarterlv Dist 

Second T.irgct--Xi1.32b per IJnit up to 
Over Second Target-Cnsh distributio 
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The following tcible reflects the ;illocation oi total rlistributions paid during the ye;irs ended December 31. 2005, 20@1 ;tnd 2003 (in thousands, except per Unit amounts)' 
Ye;iis Eiidecl Drceinbrr 31, 

2005 2004 2003 

Limitcd Partncr Uni 58 $ 

General Partner Ounerrh ip  Interest 3,630 3.3Ql 3,016 
Generd  Partner Inrcn tne  

CI 

Total C.ish Di\tributinn\ Paid s 151.101 S 233.057 $ 202.498 

'Iota1 Cash Divtribiition.i Paid Per IJnit 

O n  Februaq  7, 20116. w e  paid a cash distribution of SO 675 per Unit Ior the qiurtcr ended December 3 I, ?005 The iourlh quxler  2005 cash distribution totaled $66 9 million 

G e i i i ~ ~ i l  Partiiei- l i i t e i  est 

As oi  December -31. N l J 5  ;and 1fiO4, \\'e hiid deficit balances oi  $61 5 million and S i 5  9 million, respectively, in our General Partner's equity account These nesit ive balances do not 
represent an iisset to us and do nnl represent ;in obligation ofthe Generol Partner to contribute cash or other property to us Ihe General Partner's equity iiccount generally consists of its 

cumulative s h ; m  oi  our net income Icss cash distributions miitle to it  plus capital contributions that it has made ti) us (see our Consolidated Statements o i  Partners' Capital for a detail of the 
General Partner's equity account) For the years ended Dccember 31, 2005, 1004 and 2003, the General Partner was allocated W7 6 million (representing 29 27?6), $40 0 million (rcprescnting 
28 85?b)  and S3 3 7 million (representing 27 650,~). respectively, of our net income and recci\fed $73 2 million, $66 9 million and $5-1 7 million, respectively, in cash distributions 

Capital Accounts, as delined under our Partnership Agreement, are maintainctl for our General Parlncr and our limited partners The Capital i\ccounI provisions of our Parlnership 
Agrecmcnt incoqmratc principlcs cstablished lor U S fcderal income tax purposes and arc not comparable to the cquity accounts rcflccted under accounting principles gcncrally accepted in t h e  

United Stoles in our finiincinl slotenicnts Under our Pnrlnership Agreement, the General Piirlner is required lo mnke ndditional capitol contributions to us upon the issuiince of any iidditionnl 
Units i f  necas;iry to maintain a Capital Account b;ilance equal to 1 9999994b of the total Capital Accounts ol-al l  partners At D e s e m k r  -21. 2005 and 2004. the General P;irtner's Capital 
Account 1xll;incc substantially escecded this requiremenl 

Ne1 income is allncatod betwcen tlic General Pariner and the limited partners in tlic same proportion as aggregate cash distributions made to the General Partner and tlic limited partners 
iluring the period This is generally consistent with the manner of allocating net income under our Partnership Agreement Net income determincd under our Partnership Agreement. however, 
incorporates principlcs cstablishcrl I i x  U S federal income tits purpo 
financial statements 

nd is not comparable to net income rellectecl under accounting principles generally accepted in the United Slates in our 

Cash distributions that w e  rnoke during 11 period may cscecd our net income Cor the period We make quarterly cash distributions of all o f  our Avniliible Cash, generally deiined as 

consolidated cash receipts less consolidated cash ilisbursements and cash reserves established by the General Partner in 11s sole discretion Cash distributions in excess of net income allocations 
and capit;il contributions during the y e a n  ended December 3 1. ?i:105 and ?004, resulled in a deficit in b e  General Partner's equity occount a t  December 31. 2005 and 2004 Future cash 
distributions that exceed net income will result in ;in incrcase in the &licit balance in the General I'ilnner's equity account 

According to the P:irlnership Agreement. in the event of our dis-dution. atlcr satisfying our liabilities. o~ir remaining assets \uould be divided amon3 our limited partners and the General 
Partner gcncrally in the same proportion as  Availablc Cash but calculated on a curnulalive basis over the life of the Parlncrship If ii deficit balnnce sti l l  remains in the General Partner's equity 
iiccount after all iilli~cations ore msrle between the partners, the Generol Partner would not be required 10 make whole any such delicit 

Nolc 12. Coi1ccii1I:1tioi1s o f  Crrdil R i s k  

inlegrated oil companies. independent oil cnmponies and other pipelines and wholesalers rhese concentrations of customers may affect our overall credit risk in [hot the customers may be 
similarly ;ilfectcrl by clianCes 

Our primary market arcas arc located in thc Northeast, hlidwest and Southwcst regions ofthe Unitcd States Wc have a concentration of trade rcccivablc balances due from malor 
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in economic, regulatory or other i x t o r s  LVe thoroughly anirlyzc our customers' historical and future credit positions prior to estending credit \Ve manage our exposure to credit risk through 
credit analysis. credit approvals. credit limits and monitoring procedures. and for certain iiansiictions may utilize letters of credit. prepayments and guarantees 

customer iiccounted for l t l ? b  or more of our tntnl consolidated revenues Tor the ycirrs ended December 31, ?1:105. ?OOJ and 21)03 

approximates tlieir fair value d u e  to their short-term nature 

For ciicli of tlie years entlal  December 3 I ,  m l 5 .  2OlM and 2003, Viilero Energy Corp accounted for 14%. I 60g and 169.6 oi our total consolidated revenues. respectively No other single 

Ilie cirr~ying amount of cash nnd cash equivalents, accounts receivable. inventories, other current assets, i iccounl~ payable and accrued Iiabilitics, other current liabilities and denvatives 

Noie 13. Unii-13:iscd Coiiipcilsation 
199-1 Lung Tern1 Incciiti\v! I 'lai~ 

an incentive award whereby ii participant is griinted an option to ~iurchase Units I'liese same cmployee:i tire also granted ii stipulated number of Performance Units, the cash viilue of which may 
be used to pay for the esercise ofthe respective Unit options awiirded Under the provisions oftlie 1994 1 TU), no  more than one million options and two million Performance Llnits may be 

During 1991. the Company adopted tlie Texas Enstem Products Pipeline Company 1994 Long Term Incentive Plan ("1994 1.TlP"j The 1994 LTIP provides certain key employees wit11 

o_ ... . . . -. 
When our calendar ycar earnings per unit (cxclus~vc oi  certain special itcmsj cscceils a stated threshold, cilcli participont receives a credit to their respective Performance Unit account 

equal to the earnings jier unit excess multiplied by tlie number of Perlimnonce IJnits iiwarded The balance in the Performance Unit account may be used to offset the cost oi exercising Unit 
options grimled in connectiiin with tlie Perlormance Units or may be withclrawn tivo years allcr the underlying olitions expire, usually IO y a r s  from the dale or grant Any unused balance 
Iircviously credited is iorieikd upon tcrminiition \Vc accrue compensation cxpcnsc lor the Performance Units awardcd annuiilly based upon the terms of the plan rliscussed above 

ZU05, all options have been lully exercised The Performance Unit account hiis a mininial 1i:ihility birliince which may be tvithdrawn by the participants allcr December 3 I ,  2006 
Under the iigrcrment lor such Unit options. tlie nptions become exercisable in cqud instnllmenls over periods 01 one, two, and three years from the date of tlie grant At December 31,  

A summary 01 Unit nptinns granted under tlie terms 01 the 1994 1 TIP is presented below- 
Opiioiis Oplions 

Exercise Eingc 

Outstanding 'it December 3 1 21x12 wJ,il9l 90,091 x I3 81 - $25 69 
25 69 

Outrtanding at December 31 2iXl i  - __ 

\Ve have not granted nptions tor m y  period\ prewnted During the year endcrl &cember ;I, 2UU3, ,111 remaming outstanding Unit options were exercised For options previously 
outstanding w e  Iol lo~verl the inlriniic v,i l i~c metliotl for recogni~ing  stack-bami compcnsalion ehpcnse Ihc e\crcise price 01 all option? arvarded under the 1994 1 TIP equalled the market 
price 01 our UniLs fin the date of grant ~\ccordingly, w e  recognized no  coml~ensation e\pense at the dale 01 grant IIad ~ompcnsotion cxpcnre been determined conststcnt with SFAS No 123, 
Icco!iiiIiiig Joi Slocli-O~rreclCoiiiii~.it~irliori no comlmhi t ion  e y e n s e  \\\auld have been recognized lor the years ended December 31, 2W5, 1004 and 2003 

1999 ~ i i d  2002 I'lidiiloiii Unil PIdn5 

Effectivc September I ,  1999 the Coinpan) .idoptcd the Tc\as Eadcrn I'raluct\ Pipeline ('ompnn), 11 C I999 Phantom Unit Rctcntion Plan ("19W PURP') Effectivc June I ,  2002, the 

Company aclopted the Texas Fa\tcrn Products Pipeline Company, 1 LC XI02 Phantom Unit Retention Plan ("?ClO7 PLW") The 1999 PURP and the 2002 PURP provide key employees with 
incentive awards whereby a participant is granted phantom unit5 There phantom units are automalically redeemed for cash based on  the vested portion of the fair mar le i  value of the phantom 
units a t  stated redemption date5 1 lie la i r  market value 01 cach phantom unit 15 equal to tlie closing price of a Un i t  as reponed on  tlie New Yorh Stwh E\change on the redemption date 

.ind will vest the final btP0 .it the end 0 1  the Ifth year Each 13articipant 15 required to 
Under the .igreement lor the phmtom units errch p.rrticipnnt 1\11! \ert  I ( P o  d t h c  number 01 phantom ~miLr initiiill) Srnntcd under his or her anard  at the end ofench of the first four years 
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redeem their phantom units as  they vest They are also entitled to quarterly ctisli distributinns equal to the product of the number of phantom units outstanding for the participant and the amount 
of the cash distribution that w e  p:iid per Unit to unitholders \Ve accrued compensation expense annually hasctl tipon lhc terms of lhe 1999 PLJW and 2002 P W  rliscusscd above At 

December 31, 2004. w e  had an accrued 1i;ibility b:tl:ince ol SI 6 million Tor compcnsation related to the 1999 PURP ani! 21102 PURP Due to a change ofowiership i is a result of the sale of our 
General Partner on February 24, 2005 (see Note I ), all outst,inrling units undcr both the 1999 PURP and the ? 0 ~ ~ 2  PURI'lullp vested iind were redeemed hy participants As such, there were no  
outstanding units a t  b c e m b e r  31, 2005 under either the 1999 PURI' or t l ie 2002  PLJRP 

2000 L o n g  l'crrn liiccntivc I'hn 

incentives to achieve improvements in our fin:incial performance Generally, upon the clnse o i  a three-yair performance period, il the participant is then still an employee of the General 
Partner. the participant will receive a cash payment in an amount equal to ( I  1 the applicable perii)rmancc percentage specified in the award multiplied by ( 2 )  the number of phanlom units 
granted under the nward multiplied by (3) the nvcriigc of the closing prices 01 a Unit over the ten consccuti\'e trailing days immediately preceding the last day of the perform:ince period 
Generally. a participant's performance percentage is based upon tlie improvement of our Economic Value Added (as defined below) during :I three-yair performance perind over the Economic 

o r  retirement (as such terms arc deiincd in the 211110 L.TP). die participant will be cntitlcd to receive a cash payment in an amount cipa1 to the amount computed as described above multiplied 
hp  a liaction, the numerator oiwli ich is tlie number o i  days tli i it have elapsed during the perlormance period prior to the participant's separation tiom service and the denominator of which is 
Uie number of days in the iierlormnnce period Due to a change of oivncrship as a result a f t h e  sale ofoiir  General Partner on February 24, 2005, all outstanding unik  under the ZOO0 LTIP I'or 
plan years 2003 and 2004 wcrc fully vcstcd and redeemed by participants As such. thcrc wcrc no outstanding units a t  December 3 1. ?IlO5. for awards granted for the plan years ended 
December 31, 200-1 nnd 2003 At December 31, 2tYj.5, phantom units outstanding lor awards granted for the plan year ended December 3 I ,  2005, were 23,400 

For purposes or the 2000 1 TIF for plan years 2OCU through 2Ol11, El31TDA means our eornings belore net interes! eslxnse,  depreciation ant1 amortization and our proportional interest in 
EBITDA of our joint ventures as presented in our consolidated linancial statements prepared in accnrdance with generally accepted accountins principles. cscept that at his discretion the Chief 
E,xecutive Officer ("CEO") ofthe Company may esclude $?ins or losses irom extraordinary, unusual or non-recurring items For the years ended December 31, 2005, 7004 and 2003, EBlTDA 
means. in addition to the above definition oiEB1 I D A ,  camings before other income - net Average a s e l  base means t h e  quarterly average. during the performance period, of our gross value of 
property, plant and equipment, plus products and crude oil nperating oil supply ;ind the grossvalue r i l  intangibles and eiluiiy investmints Our cost ofcapital  is approved by our CEO at the date 
o f  award grant 

In addition to the payment described above during the performance period. the General Partner will pay to the participint the amount of cash distnhutions that we would have paid to our 
unitholders had the participant been the owner of the number of Units equal to the number oiphantom units granted to the panicipml under this award We accrue compensation expense 
annually based upon the terms oi thc 201111 L TIP discusscd above At Dccemhcr 3 I .  2 nd 2004. w e  h;iJ a n  accrued liability balance ol $0 7 million and 62 4 million. respectively, ior 
compensation related to the 2000 L. 1'11' 

E i l b t i v e  January I, ZOCIO, the Gencral Partner established the 'Texas Elistern Products Pipeline Company, LLC ?I100 Long Term Incentive Plan ("2000 L.IIP") lo provide Ikey employees 

iUG < 

Economic Value Added means our a \wage  annual EBITDA for tlic periormance penod minus the prnduct of our avernge asset base and our cost of capital for the performance period 

1005 Ph:uitoio Unit Plan 
Effective Jnnunry I, 20115, the Company adopted the Tesiis Eostern Proilucls Pipeline Company. L.1 C 3005 Phantom Unit Pliin ("XK)5 P W )  to provide key employees incentives to 

achieve unprovements in our financi:il performance Generally. upon the close (if :I three-year pcrformancc perind, i f  t l ic  participant is then still an employee o f t h e  General Partner, the 
participant will receive a cash payment in an amount equal to ( I )  the grantee's vested percentage multiplied by ( 2 )  the number of phantom units granted tinder the award multiplied by (3) the 
a v a a g e  o f  the closing pnccs oia Unit over the ten consecutive trading days immediately preceding the last day of the perlnrmance period Generally, a participant's vested percentage is based 
upon the improvement of our EBITDA (as rleiinccl below) during a three-yeor perlormance period ovw the target EBITDA as defined nt the beginning o f m c h  year during the thre.-year 
performance period EBITDA means our earn inp  before minority interest. net interest expense. other incnme - net, income t:ixts. depreciation and amortizition and our proportional interest in 
EBlTDA of our joint vciiturcs as presented in our consolidatcd liriancial slatcmcnts 
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prepared in accordance with generally accepted accounting principles, e w c p t  the1 at  his discretion, our C E O  m q  e\clutle g a n s  or 1055er Irom e\traordinar)., unumal or non recurring items AI 
Recember 3 I 2005, phanlom units oulrtanding for awards granted for the plan y e x  ended December 31 '005 were 53 GOO 

In addition to the payment described above. during the performmce period. the General Partner will pd\r to the pnrticipant !he 'imount oi ca\h distnbutions that we would have paid lo our 
unitholdera had thc pnrticiponl bcen the owner 01 the n u m h r  ol [init5 equ,il to the number 01 pliiintom units grnntcd lo the piirtic~pant under this otvnrd \Ye nccruc compensation cvpcnsc 
a ~ u a l l y  based upon the terms of the  ? O M  PURP discussed above At December i l  ZIIDF we had an accrued liability b.ilance of $1) 1 million lor cnmpens,ilion related to the 2005 PIJRP 

Note 14 Opcrating Lenses 
W e  use leased assctr in several areis of our operations Total rental e\penbe For !he yearr ended December 31 21105, 2OlJl and 7OIJ3, \vas $2-1 0 million, $22 1 million and X I S  S million, 

17,391 

Thereafter 21,544 - 

Nute 15. Ernployee UeneliCs 
Retirenient Plans 

The TEPPCO Retirement Cash Balance Plan ("IEPPCO RCBP") was a non-contributory, trustee-ndministered pension iplan In addition, the TEPPCO Supplemental Benefit Plan 
("TEPPCO SBP") \vas a non-contributoql. nonclualifietl. defined benefit retirement plan. in which certain executive olficers paniciix~ted The TEPPCO SBP was established to restore benefit 
reductions caused by the mnximum benefit limitations that apply to qualified plans Tlic bencfii formulo far all el igibk employees w i i s  ii cash balance formulo Under a cash balance formula, a 
plan pnrticipnnt accumulated a retirement benefit based upon pay credits and current interest credits The pay cretliLs were based on ii pnrticipant's salary. age and  service We used a 

December 3 1 measurement date for these plans 
O n  May 17, 2005, llie TEFPCO RCBP and tlie TEPPCO SBP were amended En-ective A h ) .  31. 1005, participation in thc TEPPCO RCBP was liozcn, and no new participnnls were 

eligible to be covered by the plan after thiit dote EITective December 3 1 ,  2005, all plan benefit:; accrued were frozen. parlicipiints w i l l  not receive ndditinnal pny creilils niter tha t  diile, and all 
plan participants were 100%vested regardless of their years of service The TFPPCO RCBP plan was terminated elfective Decembcr 51, ZC05. sublect lo IRS approval ofp lan  termmalion, and 
plan participants will have the option to receive their benefits either through n lump sum payment in 20(16 or through ;in annuily For tliose plan participants mho elect to receive nn annuity. we 
will purchnsc nn annuity contract from on insurance company in which the plan participant owns the nnnuily, absolving u9 o i  ony future nbligntion to the porticipint Pnrticipnnls in the 
TEPPCO SBP received pay credits through November 30, 2iJ05, and received lump sum benefit payments in December ?lJl.i5 Both die RCBP and SBP benefit paymenls are discussed below 

Plom m7dfor Tcrniinarion Benefiir, as a result of the TEI'PCO RCBP and TEPPCO SBP nrnendmcrils As of M a y  3 1. liI(15, the idlowing assumptions ivcrc changed for purposes of 
determining the net periodic benefit costs for the remainder of 2005 the discount rate, the lonp-teim rate of return on plnn IISSCIS. nncl the nssumed mortiility table The discount riile was 
decreased from 5 75% lo 5 00% to reflect rates of returns on bonds currently available to settle the liability The expected long-term rate nf relurn on plan :issets was changed from 8% lo  29:  

due to the movement of plan funds from equity investments into short-term money market lunds Ihe  mon;ility table was changed Io rsllect overall improvements in mortality experienced by 
the general population The curtailment charge arose due  to Ihe accelerated recognition 01 the unrecognized pnor service costs \!'e recorded additional scttlzmenl charges of upprosimotcly 
$0 2 million in the fourth quarter ol ?OOS relating to the TE,l'PCO SBP LVe cspect to record aJdition:il setilcment charges of ;ipproxim;itely xi 0 million in 3ilil6 relating to the TEPPCO RCBP 
for any existing unrecognized losses upon h e  plan lermination and final distribution of the assets lo the plan pr t ic ipanls  

In luna 2005. w e  recorded a curtailment charge of $0 1 million in accordance with SFAS No 8s. ~ n ~ p l o ~ ~ ~ l : s ' . - l c c o u ~ ~ i r ~ ~ g ~ b r  S~rt lcn~oir r  iif7liClfriolll~fL.l~rs ~//cj?17edBerreJ;r PeIlsIo?I 
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TEI’PCO PARINERS,  L P 
Notes To C‘onsolid ntetl I;inenci;il Stiteincnt.~((lontinurd) 

The component5 of net pension benefits costs for the TEPPCO RCRP and the IEPPCO S13P lor the years ended December i l  Zlrir5 21JIi I atid 2(i(l3 were as l o l l o w  (in tliousand5) 
Ye;ii Enilrd Dcceinher 31, 

LOO5 2004 2003 

Net pension benefits rosls 3 556 F 3 110 

Otlicr Po.itrctii cniciit ncncIii5 

benefits if they met certain age and S C N I C ~  requirements a t  retirement, as defined in the p1.in.i \Ve provided ,I Ii\ed dollar coiiinbutinii which did not i n ~ r c a \ c  l r m  year to year toward\ retired 
employee medical cost? The retiree paid all health care cost incrcaies due to medical inll~ition \Ve u c d  a December 31 mcdwernent  date lor t h i ~  plan 

ed them through DeLembcr 31, 2005, liawe\,cr, ellective 

December 31, 200.5, these benefits were terminated As a r e 4  of this c h m g c  in benefits and in accnrdancc wilh SF.ZS No IO6 bnrpla~ E )  c ’  fcroiiiifiiig fi>i I ’ o ~ f i ~ ‘ t i ~ ~ i i i e n f  Bem/iI\  0 1 1 1 ~ 1  Tlim 
P e w o m .  w e  recorded a curtailment credit of approuimately SI 7 million in our ‘iccumulated po5trettrement obiigatton which reduced our , ic~uniulatcd postrctiremcnt obligation to the toial ol 
thc evpccted remnintng 2005 poyrnents under the IEPPCO OPB Tlic currcnt cmployces pnrticipnting in this plan \ w r c  trmslcrrcd tn  D r r S  who will continuc lo prnvide portretiremen1 
benefits to thcse retirees We recorded a one time settlement to DEFS in the third quarter 01 20115 of $0 J million lor the rcm.iininp pnstrctirenient benelitr 

We provided certain health care and life insurmce benetits for retired employees on .I Lontrihutory and non-contributory h I F  I b1’l’rC W B ’ )  E m p b c e r  became eligible lor there 

In May 2005, benefit3 provided to employees under the TEPPCO OI’R were changed Employee, eligible lor thebe benefit’, r 

The components ol net postrctirement kne f i t r  cost for b e  TEPKO OPB for rhe y e x s  ended Dercmber 31 211115 2LlLi-I 2nd Xi03 were ,is lolla\\s (in lhouwnilr) 
Ymi Endcd I>ccenihcr 31, 

2005 

% S I  
09 

-- 
n ere6 cos on acc 

6 
Rucogmzsd net actuarial 10‘;s 

Cunalmcni  c r d i l  

Settlement credit 

Effective June 1. 2005. the payroll functions performed by DEFS for our General Partner ~ e i c  transferred frorn DEJS to EPCC For those cmployccs who lycrc receiving certain other 
postretirement benefits at  the time ol the ucquisition ofour  General Partner by DFI, DEFS w i l l  continue to provide these benefits to Lhnse cmplnyces E.llective June I ,  2 0 0 5 ,  I 3 C O  begsn 
providing certain other postretirement bendits to those employees who became eligible for the benefils after June I ,  21 
changes. we recorded a $1 2 million reduction in our other postretirement obligtition in June XlD5 

and fixed-income were preserved consistent with a widely accepted capital market principle that assets with hiflier volatility generate a greater return over the long run Current market factors 
such as inflation and interest rates were evaluated besore long-term capital market assumptions were determined The long-term poriiolio return was  established via a building block approach 
with propcr considcration of diversification and reb;ilancin& Peer data and historic;il returns wcrc rcvi 

nil will charge those benefit related costs to us As II result of these 

W e  employed a building block approach in dc tamining  thc long-term rate of return for plan assets Historical markcts wcrc studicd and lonp-term historical relationships Ix-twccn cquitics 

d to check lor rcosnniibility and ;iiiiiropriiitcriess 
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TEPPCO P A R m R S ,  L P 
Notes To C'onsolid ntecl finnncinf Stateinents-.(C'ontinurd) 

nie weighted .iverage acsumptions used to determine benefit obligations for the retirement plans and other postretirement benefit plcin\ at December 31 2 W 5  .ind ?Oli 1 were as follows 
Qthcr 

I'eslreliretnciit 
Pciisioii Ucnelits I3ciicIilv - 

2005 2005 2005 2004 

5 754'0 
__ __ 5 0000 - Increase i n  compensation levels 

The ~ve igh td  average assumptions used to determine net periodic benefit cost for the retirement plans and other pouretnement benefit plans for the ~ c i r s  ended Deccmber 31 20115 and 
2004, werc a? follows 

Otlicr 
I'ortrct~i cinent 

Pensioii Bcnclil5 Ikiielits 
2uua -vu.) 

( 1 )  

(2) 

Eu cnse was rcmeasurcd on May 31, 2005 as a result of TEPPCO RCBP and TEPPCO SBP amendments Tlic discount ratc was decreased from 5 7 i " o  to 5 " o  cffcctixc Junc I ,  2005. lo 
re lec t  rates ofreturns on bonds currently &ailable to settle h e  liabtlily 
As ti rewlt  of TEPPCO RCBP and TEPPCO SBP amendments, the e\pected return on nssets WBS changed from 8% to 29.6 due to the movemcnt of p l m  funds from cqult) investments 
into shon-term moncp market Cunds. effective lune I .  2005 

The following table sets forth our pension and other postretirement benefits changes in benefit obligation, IXrva lue  ofplan asscts and fbnded status as of December 31. 2 O i 6  and 2004 (in 
thousands) 

Ollicr 
Poslrclircineiit 

Pensioii Briiclits Uenclits 

zoo5 2004 2005 200.1 

Bcncfits pnid 

Reconciliation 
P71) 8 __ 

__ ., 
- . ..- s F C K j l  E 1.068 Y; __ Net nmount recognized 

Ne ertimnte the follov,ing benefit payments, which rcnect e\pected future service, &s appropriate, wil l  he pdid (in thouunrls) 
Olller 

Peiirion I'orli rtirrineiil 

Benefits 

2U08 
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TEPPCO PARTNERS, L P 
Notes To Consolid atetl finnnci;d Staternents-(Continued) 

Pllll hsscts 
We employed B total return invcsmenl approach whereby a mix of eqiiilies and Jised income investmcnls were used ID marimize Uie long-term return of plan asscls lor 3 prudent level of 

risk Risk toleriince was established Ihrough czireful consideration of plan 1i;ibiIities. plan funtled status and corporate financial condition The investment pnrtfolio contained a diversified blend 
of cc~uity and fixed-income invcstmcnts Furthermore, equity investments were diversified across U S nnd non-1J S stocks, both growth and v:iIue equity style, and small, mill and large 
capitalizntions Investment risk and return parameters were revie\~etl  and evaluated periodically lo ensure compliance with slated investment objectives and guidelines rills comprehensive 
review incorporated investment portfolio perfnrmance. annual liability measurements and periodic assevliability studies 

(in thousands). 
n i c  following table sets forth the weightcd average asset allocatioiis for the retircmeiit plans and ollier posiretircmcnt benclit plans as of December 31, 7005 and 100-1, by assct category 

Dccciiibcr 31. 

2005 zoo4 

Debt securities - 259" 

Totnl 100% l009. .... 

We do not expect to make further contributions to our retirement plans ;and other postretirement benefit plans in 2006 

OlllCl Plnos 
DEFS also sponsored ;in employee savings plan which covered substantially all employees Effective February 24, 2005, in conjunction with the change in ownership of our General 

Partner, our participation in this plan ended Plan contributions on behaUoitheCompany ofso 9 million, $3 5 million and $3 2 million wererecognizcd for Uie period January I, 2005 through 
Fcbruary 23,3005, and during the years ended Deccmbcr 3 I. ?OW and 2003, respectively 

Nolc 16. Coni tn i ln ie~ i is  nnd Coiiliiigencics 

Llllgntloll 
In the fall of 1999 and on December I, 2000, the General Partner and the Partnership were named as defendant5 in two s q m a t e  lawsuits in Jackson County Circuit Sou% Jackson 

County, Indiana, styled Rvoii E AlcCleeiv oiidhfarcio .Y hfcCleerji el a1 I' T e w s  Emter it Corporation, et a1 (including the General Partner and Partnership) and Gilbert Rrcliords nrzd J e m  
Richards I! Term Easferri Coiporotioii el ul (including the General Partner and Partnership) In both cases. the plaintius contend, among ollier things, that  we and  other defendants stored and 
disposed of toxic and h i i~ i rdous  substances and hnmrdous \vastcs in a manner that caused the materials to be released into the air, soil and water They further contcncl thal the release c.?used 
damages to the plaintiiis In their complaints, the plainlills allege strict liability for both personal injury and properly damage together wid1 gross negligence, continuing nuisance, trespass, 
criminal mischief and loss of consortium The plaintiffs are seeking compensaloiy, punitive and treble damages On January 27, 7005, rue entered into Release and Settlement Agreements with 
the hiIcClecry plaintiffs and the Richards plaintiffs dismissing all o f thcse  plaintiff? claims on terms that did not haven material adverse cfiect on our financial position, results of operations or 
cash flows Although wc did not settle with a l l  plaintiffs and we therefore remain named parlics in thcR.vort E~ AkClcqr  nndhlarcro S. hfcCleei?, el nl 1' T m s  Eoorlcrrt Coiporoliorr cl ol 
action. D cn-defendant has agreed lo indemnifr u s l n r  all remaining claims asselied against us Consequently, w e  do not believe tho! the outcome of these remaining claims will haven  material 
adverse efTect on  our financial position, results of operations or cash flows 

O n  December 21. 2001. TE, Produes  was namcd as a defendant in a lawsuit in the 10th ludicial District. Natchitoches Parish. L ouisiana, styled Rebecca L Gnslionr el nl 1' TEProdricrs 
Pipdirzc Conipry. LiniilcdPnrtiiersiirp In this cas$ the plaintiffs contend that our pipeline, which crosses the plaintiffs' property, leaked tosic products onto their property nnd, consequently 
caused damages to them We have filed an  answer to the plaintiffs' petition denying the allegations, and we are deiending ourselves v igorou~Iy  against the lawsuit nie plaintirfs have not 
stipulated the amiiiint o fdamages  tliey are seeking in the suit; however. this case is covered by insurance We d o  not believe that the outcome ol'this lawsuit will have a mnlcrial adverse eflect 
on  our financial position. result5 of operations or cash Ilows 

who allege that over ZOO defcndantr, including Cenlennial, generated, lransporled, and/or disposed of hazardous and toxic waste at two si('- in Bayou Sorrell, Louisiana, an iinderground 
injcction \vel1 and a landfill The 

On April 2,  200.3, Centennial was served with a petition in a matter styled Adcinr.r, el nl. i! CeiileriiiiolPi~~eliiie Conrp~ip0,i.v LLC, el 01 This mallei inYolves appronimately 2,(100 plaintill~s 
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r E p P C o  PARTNERS, L. P 
Notes 1.0 Consol i d ii trcl 1% iinci a1 S ta teiii eii ts- (  Con ti nu rd ) 

plaintifTs allege personal rnjuries, allergies, birth defects, cancer and death The underground injection well has  been in operation since tvlay 1976 B;ised upon current information. Centennial 
appears to be a Lie riiiriiniis conlribiitor, having used Uie disposal site durinfi LIie two month time period 01 December 7001 to January 2002 Marathon has k e n  handling this matter f o r  
Centennial under its operating agreement with Centennial TE Products lias a SI?o ownership interest in Centcnnisl On November 30, 2004. the court approved a class settlement The time 

period for pnrtics to npliocul this settlement expired in M u c h  XIiM, nnd the class settianent became final Tlic terms of the setlkmcnt did not have n mnteriiil advcrsc etfcct on our financial 
position, results of operations or cash flows 

In blay 201!.3, the General Partner was niinied as a defendant in a laivsuil styled JohiiR ~Jmics. el d 11. J G~oi~eslmirl~iriori Conipiliii: e l  171 as filed in !lie first Judicial District Court 
Caddo Parisli, Louisiana nicrc arc numerous plaiiitills iduitificd in Ihc action tliot are alleged to have suiTcrcd damages as a result of allcgccl esposurc to asbestos-containing products and 
materials According to the petition and as ii result of a preliminary investigation, the General Partner believes that the only c l a m  asserted against i t  resulis lrom one  individual for the period 
from July 1971 through June 1972, who is alleged to have worked on  n facility owned by the General Partner's predecessor rhis period represents a small podtion 131 the total alleged exposure 
period irom January 196-1 through December ?001 lor this individual Ibe individual's claims involve numerous employers and alleged job  sites 1lie General Partner has been unable to 
confirm involvement by the Generiil Partner or its predecessors with tlie ulleged locotion, and it  is uncertain a t  this time whether this case is covered by insurance Discovery is planned, and llie 

General Partner intends to deiend itselivigorously against this l a ~ s u i t  Tlie plaintifis have not stipulated the amount o ldamages  that they arc seekmg UI this suit \Ve are obligated to reimburse 

will have a material adversc effect on our financial position, results of operations or cash flows 

District oil-Iarris County, Tesas Conocol'liillips alleges a right to indemnity lroni B P  Amoco Seaway Products Pipeline Company ("BP Amoco") ior tax liability incurred by ConocoPhillips 
a:; a result of tlie reverse merger of Seaway Pipeline Company (the "Original Seaway Partnership") The reverse merger of tlie Original Seaway Partncrsliip ivns undertaken in preparation for 
our purchasc of ARC0 Pipe L ine Company pursuant to the Amcndcd and Restated Purchasc Agrcemcnt (the "Purchase Agreement") dated May 10, 2000, between us and Atlantic Riclificld 
Company B P  Ainoco has claimed a right to indemnity irom us under the Purchase Agreemcnl should B P  Amoco have any indemnity liability to ConocoPhillips ConocoPhillips alleges the 
income tax liability to be approximately $4 0 million On January 10. 21106. we entered into a settlement agreement with B P  Amoco dismissing and resolvrng all of BP Amoco's claims The 
terms of  the settlement did not hove a rnateriiil adverse ellect on our financial position, results ofoperations or cash flows 

In 1991, we were named as a clelendant in a matter styled ImmryR GI L W ~  e/  a/ I, Cilies Senwe Refiriery. el a1 as filed in Ihe ZGtJ' Judicial District Court of Bossier Parish, Louisiana 
The plaintiffs in this matter reside or formerly resided on land that was once the site of a refinery owned by one  or our co-defendants The former refinery is located near our Bossier City 
facility Pliiintiffs have claimed personal injuries and property damnge arising lrom alleged coninmination of tlie refinery property The pinintiffs hnve recently pursucd certification as a class 
and have significantly increased their demand to approsimately $175 0 million This rcviscd demand includes amounts for environmental restoration not previously claimed by thc plaintifls 
W e  have never owned any interest in tlie reiinery property made the basis of this action. and w e  do not believe tliat tve contributed to any alleged contamination of this property While w e  
cannot predict 1112 ultimate outcome. we do not believe that the outcome of this laivsuit will have a material adverse effect on our financial position, results oioperations or cash flows 

In addition to the litigation discussed alulve. we have been. in the ordinary course ofbusiness, a defendant in various I a ~ s u i t s  and a party to various other legal proceedings, some of 
which are covered in whole or in part by insurance \Vc believe that the outcome of these laivsuits and otlier proceedings will not individually or in the aggregate have a future material adverse 
ctTect on our consolidatcd financial position, results of opcratioiis or cash liows 

O n  August 5 ,  2 0 5 ,  w e  were namcd as a lhird-party dcfcndant in a matter styled ConocoPirrIlrpr, el al. 1) OP A ~ I r o r o ~ c o w ~ ~ l ~ P I o ~ l r ~ ~ l J  Prpelrne Con~pm~i,;is liled in the 55' Jud~cial  

Rcgufatory hl:ittcrs 

tliese la\ys and regulations may result in the assessment of administrative. civil tind criminal penulties, imposition of injunctions delaying or prohibiting certain activities antl the need to 
perform investigatory and remedial activities \Ve be l iwe  our operations have been and are in material compliance with applicable environmental and salety laws and regulations, and that 
compliance with existing environmental laws and regulations are not especled to haven  material adverse en-ect on our competitive position. financial positions. results of operations or cash 
flows Hoivcver, risks of significant COSLS and liabilities arc inherent in pipeline operations, and we cannot assure that significant costs and liabilities wil l  not be incurred blorcovcr, i t  is 
possible that  other developments, such as increasingly strict environmental and safety laws and regulations and enforcement policies thereunder. and claims 

Our operations are subject to redcral. state and local l aws and regulations governing the discharge of materials into the environment antl various safety matters Failure to comply with 
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for damages to property or persoils rcsulting lrom lour oper;itions. could result in substantial costs and liabilities to us At December 31,2005 and 2OiU4, we have an  accrued liability of $2 4 
million and $5 0 million. respectively. related to sites requiring environmental remediation activities 

On March 26. ZOiU, a decisinn in ,4RCO Pioiliicrs Co,  el of 1, SFPP, Docket OR96-?410iJ, \vas issued by the FERC. which made several significaiit dcterminntions w i t h  respect to 
finding "changed circumstances" under the Encrgy Policy Act of I992 ("GI' Act") The dccision Iiirgcly clarifies. but does not fully c]unntXy, the stnndnrd required for a cnmplainnnl to 
demonstrate that an oil pipeline's rates are no longer subject to the rate protection of tlie EP Act by demonstrating that a substantial change in circumstances has occurred since I992 with 
respect to the basis of the rates being challcnged In tlic decision. the FER(: found that a limited number of rate elements will signific;intly affect lhe economic lrasis for a pipeline company's 
rates The clcmcnts identified in the decision are volunie chiiiiges, allowed total rctwn and total cost-ollscrvicc (including major cost elements such as ratc basc, tax rates and tax aJIowances, 
nmong others) The FERC did reject, however, the use of changes in tns rates and income tas allowances as  stand-alone factors Judicial review of that decision, which has been sought by a 
number of paiiies to the case, is currently pendins belore the U S Court of Appeals for the District ol Columbia Circuit \Ve have not yet determined Uie impacl, if any, that the decision, if it is 
ultimately upheld. would have on our riitej if they were reviewed under the criteriii of this decision 

On July XI, 3004, the District 0 1  Columbiii Circuit issued nn opinion in BP Ii'csl Coort Piorliic/,r L LC 1,. FERC In reviewing n series of orders involving ST;pP, L P , the court held nmong 
other things that the FE.RC had not adequately justified its policy ofproviding an oil pipeline limited partnership with an income tas allowance equal to the proportion of its income attributable 

operating (prc-tax) income attributable to partnership units held by corporations, and was  denied an income tax allowance eciual to the pcrccntagc attributable to partnership units held by non- 
coiporatc partners The court remanded the case back to the FERC for lurther rcview As ii result o f t h e  court's remand, on Llay 4, 20115, the FERC issued its Policy Steitement on lncome Tax 
Allowances, which permits regulatcd portnersiiips, limitcd Iinbility companies and ollier pass-through entities an income tax allownnce on their income attributable lo ;any owner lhat  has an  
actual or potential income tiix Iinbility on that income, rcgordlcss whctlici the owner is an individual or corporation If there is moic than onc lcvcl of pass-through entities. the regulated 
company income must be troced to where tlie ultimste tax liability l ies The Policy Stntement is to be applied in individunl cases, and the regulated entity bears the burden of proof to establish 
the ins status of its owners On December 16, ?Cill5, the FER 
entitled to a tas allowance with respect to ~~ar tncrsh ip  income tor which therc IS ;in "actual or potential inconic tax liability" and determined that a unitholder that is required to file a Form 1040 
or Form 1 1  20 tax return that includes partnership income or loss is presumed to hiive an actual or potential income tax liability sufiicicnt to support a tax allowance on that partnership income 
The FE,RC also established certain other presumptions, mcluding that coiporatc unitholders iire presumed to be tased at  the masunum corporate tax rille of 3 5 9  while individual unitholdcrs 
(and certain other types ol unitholdcis taxed like indi\~iduals) are presumed to he taxed at  a 28% 13s rate The SFPP Order remains subject to further arlministrative proceedings (including 
compliance filings by SFPP a n d  possible reheiiring requests), as w e l l  as potential judicial review The ultimate outcome of the FERC's inquiry on income tan allowance should not affect our 
current rates and rate structure bccnuse our rate5 arc not boscd on cost-of-scrvicc methodology liowcver, the outcome o i t h c  income tax allowance would become relevtint lo us should w c  
(I j elect in Uie future to use cnst-of-service to support our rates. or (ii j be required to use such methodology to defend our indexed rates 

Arcadia facility and adjacent terminals \vcre directed by thc Rcmediatinn Scrviccs Division of thc L.DEQ lo pursue remedialion of this contamination ElTwtivc March 2004, w e  cscculed an 
access agreement with an adjaccnt industrial lantlowncr who is located upgradient of the Arcadia hcility 'This agreement enables the landowner to proceed with remediation activities at our 
Arcadia facility for which it has accepted shared responsibility At December 31, 2005, w e  have an accrued l iability of $0 Z million for remedialion costs at our Arcadia facility W e  do not 
e q x c t  that the completion of the remediiition program proposed to the 1 DE() will have a future material adverse ell'ect on our linancial position, results of operations or cash flows 

On March 17, 2003, we esperienced a release of51 I barrels ofjet fuel from n stomge tank at our Blue Island terminnl located in Cook County. Illinois As  a result of the release, we have 
entered into an Agreed Order with the State of lllinois. which required us to conduct an environmental mvestigation At this time, we hnve complied with the terms ofthe Agreed Order, and the 
results of the environmental investigation indicated there were no soil or grounrlwater impacts from the release On August 31, 2005, a h a 1  settlement was renched with the State of Illinois 
The settlement included tlie payment of a civil penalty of$l:l 1 million and thc requirement that IVC makc cerklin modifications to the quipmen1 of thc facility, none of which arc expected lo 
haven material iidverse ell'ect on our finnncial position results of opcrotions or cash flows 

.ued tlie l i n t  of those decisions, in :in order involving SFPP (the "S%PP Order") The SFPP Order confirmed that an A8E.P is  

in 1994. tlie 1 ouisiana Departmcnt of E.nvironmsnta1 Quality ("LDEQ") issued a compliance order for environmental contamination a t  our Arcadia. 1,ouisiana. facility In 1999, our 
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TEPPCO I'ARlNLRS, L 1' 
Notes l o  Consolidated Ennncid Stateii~ents-(C'ontinued) 

On July 22, 2004, we esperienccd a release of approsimatcly I ? .  b;irrels 01 jet fuel from a sump a t  our 1 ebanon Ohio, terminal The released j e t  fuel was contained withtn a storm water 
retention pond located on the terminal propmty Six migratory \\,ateifowl were alTected by the jet  fuel and were subsequently euthanized by or at  tlie request of the United States Fish and 
\Vildlilk Scrvice ("LJSFWS) On October 1, ZOCW, the USFWS sewed us with a Notice of Violation, alleging that we violated I6 USC 71J3 o f t h e  lvLigratory Bird Treaty Act for the "take[ing] 
of migriitiiry birds by illegal methods I' On February 7,2005, we cntercd into a Memorandurn ofUndcrstanding with the USFWS, scttlins 1111 aspects of this matter The terms of this settlement 
did not haven  material effect on our financial position, results oroperations or cash flows 

approximately 2,575 barrels uf jc t  fuel Irom our I-Cinch diameter pipelinc located in Orange County, Texas llie DOJ, at the request of the Environmental Protection Agency, is seeking a civil 
penalty against us for alleged violations of the Clean Water Act ("CiVA") arising out of this release We are in discussions with the DOJ regarding this matter and have responded to its request 
for additional information nie masimum staluloty penalty proposed by the DO1 for this alleged violation of ffie CWA is SZ 1 million \Ve do not espect any civil penalty to haven material 
adverse effect on our financial position. results of operations or cash flows 

other injuries On or about February 2 2 ,  200G, me received verbal notification from a representative of the Occupational Safety nnd I-Iealth Administration tliat they intend to serve us with a 

howcver, we do not expect any fine or penalty to have a material adverse effect on our finsncial position, results of operations or cash flows 

change its rates based on the change from year to pear in the Producer Price Index for lintshed goods ("PPI Indcs") Effective :is 01 February Z4,200S, FERC Order on I k m a n d  modified lhe 

PPI lndcs from PPI - 1% to PPI On April 22 2003, scvcral shippers tiled a petition in the United Statcs Couil of Appeals for the Dislrict of Colurnbici Circuit (the "Cour t ' l  PlyiiigJ Jnc,. Lion 
Oil Coiiipny, Siiicliiir Oil Curporotioii niid Teroru Refiiiiiig and Alorkdirig Conrjmii)* > z  Feflerol Eiier~'Rcgirlaton. Coninrisrioii; Docket No 03- 1 107, seeking a review of whether the 
FERC's adoption of the PPI Index \vas reasonable and supported by the evidence On April 9, 2!10J, the Court handed down a decision denying the shippers' petition for review, stating the 
shippers failed to establish tliat any ol die FERC's methodological choices (or combination of choices) were both erroneous and harmful 

As an alternative to using the PPI Index. interstate petroleum products and crude oil pipeline companies may clect to support rate filings by using a cost-of-service methodology, 

competitive market showings ("Market- Based Rates") or agreements betwc.cn shippers and petroleum products and crutle oil  pipeline companies that the rate is acceptable 

O n  July 27. 2004. we received notice from die United States Department of Justice ("DOJ") oi its intent to seek a civil penalty against us related to our November 31. 21:101, release of 

O n  September 1 S, 2005, a propane release and lire occurred at  our Todhunter lacility, near bliddletown, Ohio The incident resulted in the daitli of one of our employees n r r e  were no 

Rates of interstate petroleum products and crude oil pipeline companies, like us. are currently regulated by the FERC primarily through an index methodology, which allows a pipeline to 

Ollie1 
Centennial entered into credit fiicilities totaling $1 50 0 million, and as oiDccember 3 I ,  21105, SI 50 11 million W B S  outstanding under those credit facilities TI? Products and Marathon 

have each guaranteed one-lialfoithe repayment ofCentenniel's outstnnding debt balnnce (plus interest) under a long-term credit agreement, which espires in 2024, and a short-term credit 
agreement. which e q i r e s  in 2CO7 The guarantees arose in order f ix  Centennial to obtain sdequate linancing. and the proceeds of the  credit agreements were used to fund construction and 
conversion cost5 oi its pipeline system Prior to the cspirstion oftlie long-tcrm credit agreement, TE. Products ciould bc rclinquished from responsibility under the guarantee sliould Centennial 
meet certain financial tests If Centennial deriults on its outstanding balance, the estimated masimum potential amount oifi l ture payments for 13. Products and Marathon IS $75 0 million each 
at December 3 1,2005 

the event o i a  third-pnrly liability arising from a ciitnstrophic event There is on indefinite term for the agreement and each member i s  to contribute cash in proportion to its ownership interest, 
up to a masimum ofT50 0 million each As a result oitlie catastrophic event guarantee, E Produck has recorded a srl6 million obligation, which represents tlie present value of the estimated 
amount that we would have to pay under the guarantee U a catastrophic event were to occur and w e  were required to contribute cash to Centennial. contributions esceeding our deductible 
might be c o v a e d  by our insurancc 

One 01 our subsidiaries, TCO, has entered into mastcr equipment lease agreemonk with finance companies for the use of various equipment \\'e have guaranteed the full and timely 
payment and performance of TCO's obligations under the agreements Cencrally, events of defnult would lrigger our p e r h n a n c e  under the guarantee n i e  maximum potential amount of 
futurc payments under tlie 

TE Products, Marathon and Centennial have entered into a limited cash call agreement. which allows each member io contribute cash in lieu of  Centennial procuring separate insurance in 
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guarantee is not estimable, but would include base rental payments lo r  both current and future equipment, stipulated loss p;iyments in the event any ctjuipment is stolen, damaged, or destroyed 
and any future indemnity payments \Ve carry in5urance coverage that may olfset any paymenls required under the guarantees 

(.In lvlnrch 11. 20M. the Bureau oiCompctition 01 the Federal Trade Coinmisston ("FlC')  delivered writtcn notice to MI'S legal advisor tha t  it wns conducting n non-public in~estigation to 
determule whether DFl's acquisition of the General Partner may substantially lessen competition The General Partner IS cooperating fully with this invaligalion 

Substantially all of the petroleum products that w e  transport and store are owned by our customers At December 31, 2005. TCTM and 'E Products had appro.xhnatelp 4 0 million barrels 
and 2 2  5 million barrels, respectively, of products in dicir custody that was ownctl by custoincrs We arc obligated for the trnsportation. storage and dcl ivcry of such products on bchalfof our 
customers We maintiiin insurance adequate to cover product losses through circumstances beyond our control 

Ii;ibility insurance for  liabilities to third panics for bodily injun, and property damage resulting from our operations. ( 2 )  workers' compcnsation coveragc lo required statutory limits; 
( 3 )  outomobile liability insurance for all owned, non-owned nnd hired vehicles covering liabilities to third pnrties for bodily injury and !property damage, iind (4) property imurnnce covering the 
replacement value of all real ;and personal property damage, including damages arising from ewlhquake, flood damage and business intcrruptiodcxtra expense For select assets, we also carry 

conditions 

On February 24. 2005, the General Partner \viis acquired from DEJS by DF1 The General Partner owns a 290 general partner interest in us and is the general partner of the Partnership 

IVe ca r ry  insurance coverage consistent with the erposures associated with the nature and scope oi our operations Our current insurance coverage includes (1) commerciill general 

. . .  . .  7" . . . .  . 1 1  F I , , - ~ I C  A l l  pn) ,crlocr, , , , ~ ~  . , p - d  . , % ,. 

\Ve also maintain excess liability insurance coverage above thc established lprimar)' limits for commercial general liability ond nutomobile liability imuriince L imits, terms. conditions 
and deductibles are commensurnte wiUi the nature and scope of our operation5 The cost o f  our gcneral insurance coverages has incrcased over thc past year rcllecting the changing conditions 
a i  the insurance rnarkcts These insurance policies, except lhr the polIution liability policies. tire through EPCO (see Note 7 )  

Nolc 17. Scgnien l  1nforni:ilioii 

\Ve have three reponing segments' 
Our Downstream Segment, which is engaged in the transportation and storsge of relmeil producls, L PGs and petrochemicals, 
Our Upslream Segment. which is engaged in the galhering, transportation. marketing and storage of crude oil and distribution of lubrication oils and specialty chemicals; and 
Our Adidstream Segmenl, which is engaged in the gathering of natiiral gas. fractionation of NGLs and transportation ofNGLs * 

The amounts indicated below as 'Pnrtnersliip and Other" relate primarily to intersegmcnt climinations and assets ihat we hold that lhave not been allocated to any of our reporting 
scgmcnts 

o!her ancillary services The two largest operating expense items ol the Downstreom Segment are labor and electric power \\re generally realize higher revenues during the first and fourth 
qunrtcrs of each year since ow operations arc sonie\vliat seasonal Refincd products volumcs arc gcnerally higher during the sccoiid and third quarters bccausc of grcater demand for gaso l ina  
during the spring and summer driving seasons LPGs volumes are generally highor from November through March due to higher demand for propane. a major fuel for residential heating Our 
Downstream Segment also includes the results of operations ofthe northern portion of the Dean Pipeline, ivhicli transports, refinery grade propylene from Mont Belvicu lo Point Comfort, 
1-esas Our Downstream Segment also includes our equity investments in Centennial itnd MD Storage (see Note 6 )  

Oklahoma. Texas, Ncrv hdesico and tlie Rocky hdountain region Marketing operations consist primarily of;iggrcgnting purchased crude oil along our pipeline systems, or from third party 
pipeline systems and arranging !he neccssaly transportiition logistics for the ultimate sale of the crude oil to local retinenes. marketers or other end users Our Upstream Segment also includes 
our equity investment in Seaway Seaway consists of large diamcter pipclines that tramport crudc oil from Seaway's marine terminals on the U S Gull Coast to Cushing, Oklahoma, n crude oil 
distribution point for the central United States. and to refineries in the Tesas City and  I-Iouston areas 

Our blidslrcnm Segment revenues are earned from tlie l?action;ition 01 NCLs in Colorado. transportation of NG1.s from two trunkline NCL pipelines in South Tesas, two NGL pipelines 
in East Icxas and a pipclirie systrm (Chaparral) from \Vest Tesas and New lvlesico to ivlont Belvicu, thc gathering ol natural giis in the Green River Basin in southwestern \Wyoming. through 
Jonah, and the gathering of CBM 

Our Downstream Segment revenues are earned from trnsportation and storage of relined products and I.PGs, intrast:ite transportation ofpetrochemicals, sale of product inventory and 

Our Upstream Segment revenues are earned from gathering. transportation, ninrketing and storage of crude oil and distribution of lubrication oils and speciiilty chemicals, principnlly in 
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and conwntional natural sas in h e  S m  Juan Basin in New iilesico and Colorado. through Val Verde On h3larch 31, 2CX16. we sold our ownership interest in the lonah Pioneer silica gel natural 
gas processing plant located near Clpol. Wyoming lo an  a f l i l i i i t e  ol Enterprise for $3 0 million in cash (see Note 5 in the Notes to the Consolidated Financial Stntements) Operating results of 
the Pioneer plant far the years ended Decernbsr 31, 2OOS and 2004 are shown as discontinued opcrntions 

me tables below include finoncia1 informi~lion by reporting Y e p e n t  for the ycurs cndcd Dcccmbcr 31, 2005, ZOCU nnd 21)11.3 (in thousands) 
Year Ended lhcember 31, 2005 

Dowis1re;ini Upstr Cill l l  N1idsWe:ini s ~ n l e l l l s  Pnrtnersli Ip 

Scgmcnt Scgmcn1 Scglllcnl 1 o l d  .ind Otlicr Consolidnterl 

Year Ended Deccnibei 31,2004 
Downstr cniii UpFtrcit iii RIidstrciiiii scglllcllls I’nrtocrslt ip 

iind Other Consolidntcd _ -  Scglllcllt Segtiiciit Scgmcnt To ld  

S.ilcs oipctrolcurn produ 

Earnings before intere51 65 506 S 61,363 $ s3 ,732  6 - 9 ;  210,601 210601 % 
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Eouiiv earnines ilosscsi (7.384) 12.874 12,874 

1 he  lollowing table provide, the tot~i assel\, capitol c \pen~li turc~ .ind \ignificant nnn cIish invcsling activit ic~ for each segment as of and for the y e m  ended December 5 I ,  2005, 2011 1 
.ind 2003 (in Ihoiis.ind\) 

Don i i r t remi up\tt C l l l l l  hli(l\tt e.ini Scgniciitr P.1 r tiler 4iip 
Segment SCgillCilt Scg~llclit 1 o l x l  : i i ic l  Otliei Coiisulidnlsd 

Ciipitnl c~pendi tures  
Capital eyienclitures 

discontinued operatiom 
December 31, 3003 k, rebtnted) 

Capital eyxnili tures for 

I hc lollowing table rcconciIcs the scgmcnts t o t n l  earnings bclorc intcresl 10 consolid;ited nct income for the thrcc ycius endcd Deccmber 31, 2005, ?004 and ?Oli3 (in thouson&) 
Yeais Ended Deceiiih~r 31. 

2005 2004 2003 

Nole 18. Coiiiprehenslve Inconic 
SFAS No 130, Rcimrtiug Coiiii~,clieri.sr~~e I im~i i rc  requires certain ilcms such as Ibrcign currcncy translation adjustments, minimum pension liability adjustmcnts and unrcalizcd gains and 

losses on certain investments to be reimrtcd in a fin;inc~il  statement A s  01 and fix the year ended December 51, Z(lt15, the components o i  comprehensive income were due to crude oil hedges 
The crude nil hedges mature in December 21111(, \VhiIe the crude 011 hedges iire in cflect. c1i:inges in the fair values ol Llie crude oil hedges. 10 the extent the hedges are el12ctive. are recognized 
in other comprchcnsivc incoinc until they arc recognized in net income in h ture  iicriods As of iind for the year cndcd Dccembcr 11. ?01)4, Llic components of comprchcnsivc incomc wcre due 
to the interest mtc swap related IO our viiriiibic rate re\,olving credit Iiicilil) which w a s  (lesignarc.rl os a cash flow hedge lhu inlerest mtl: swiip matured in April 3 i l . 4  \Vhile the 
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interest rate swap was in ell>ct, chtinges in the lair \ d u e  o r  the cash now hcilgc. to the extent the hcdse was elfectii~e. were recognized in other comprehensive income until the hedge interest 
cos19 were rccognizcd in net incomc 

Note 19. S u p p l c t i i r n ~ i ~  Condriisrd Consolicl:itiiig lhn i ic i i i l  Iiilbrtiiiitiuii 

Our significant operating subsidiaries, TE Prnducts Pipeline Cwnlxm"y. L imited Parinership. TCTLI. L 1'. THPPCO Midstraim Companies, L P I  Jonah Gas G;iliiering Company and Val 
Verde Gas Gatliering Company. L P , have issued unconditional gunrantees 01 our deli1 sccuritiw T i e  guarantees are full, unconditional. and joint and several 'IE Products Pipdine Company. 
I. imitcd Partnership, 'ICTht, I. P , TEPPCO blidstresni Cnmpanics. L P , Ionah Giis Gathering Compony and Vol Verde Gas Giithcring Company, L P arc collcctivzly referred to os the 
"Gu;imntor Subsidiaries '' 

The lollowing supplementiil condensed consolid;iling 1inanci;il informiition relleca our scpiirele accounts. the combined accounts of the Guarantor Subsidiaries, rhe combined accounls of 
IIUK other non-guarantor subsirliarics, the conibineil consolidaiing ndJuslnicnls and cliiliiiiations and our cnnsolidaled accounts f i x  tllc d a t a  and pcriods indicatcd For purposes or Ihc following 
consolidating iniormotion OUT investments in our subsidiaries and the Guimntor Subsidiaries' investment:i in their :;ubsidiniies ore accounted for under the equity method of accounting 

Dccrtnbei 31,2005 
TEPPCO 

1 EI'I'CO 6 U d l  JtI(0l Nuti-Gu:iraiitot Coi iso l id~l i i ig  P:irtiicr.i, 1. P 
P.11 trim. L P SUb\illi;lt iC\ Subs idhi  ie\  Atlj u ~ t l l l r ~ l l \  Consalid;ilctl 

(in tltouwtiil.;) 

43,ZXG i40,7 7,21 I 
I ~ 135,973 *S9.0 4.021 

Intercompany notes plyable 
OUisr long term liabilities 

._ 035.263 
1.472 14.564 

( I  , I  54.095) - 
- 16.936 

Total partners' capitdl I 2 0 1  559 IO97 714 411 6S6 (1,5M,jS9) 

2 ~ S I . Q ~ I I  $ 2272,332 $ ,705,351 6 2 67S,Bi5) 
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Ilcccniber 31,2001 (iis reskiled) 

1 EI’PCO 
I I ~ P I T O  Guiii antor Neil-Gila rmtoi Coiisulidaiing I’arliicrs, L.P. 
Piirlners, L.1’. Subsicliiirirs Subsidiaries hdjusbiirnis Consolidntcd 

(in thoorancls) 

85 w 2  
1,?13.312 

Told partners’ cnpitnl 1,01 I , I  (13 889 64s (1,?711,492) 1,033,103 

-6 2,112,451 

Opernting Lncome - 355,423 04.610 220,u33 

(54.01 1) ) 
57,rlSS 

90 1 

Ne1 income 6 362,551 S 162.151 6 611,1172 6 (222,623) % 362.553 

Yr:ir Enclcil Decenilx~ 31, 20OJ (:is resliitcd) 

1EPPCO 
1 EPI’C 0 Gwiranior Noii-Gusr:inior Coiisolichtiiig 1’;iriners. L.P. 
I’m tiicrs, L.P. Subsii1i;irics Subsicliwirs Adjustnients Consolidntcd 

(in 1hournnci.i) 
531.137 R (3,?07) R 94s 

Costs and eipensc. 294 1 5 5  (3 207) 5,764699 

-- ”.- 

1.3211 

Ne1 income 6 3.3R.548 % 13s 54s r, 0.3098 6 (2112 $46) 6 138,548 
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Yeor Eiidccl December 31, 2003 (as icsblcd)  

TEPPCO 
TEPPCO Gu;ir;iritor Nus-Gunraiilur Cuiirulidalieg 1':irtiicrs. L.1' 
Pllrtllers, L.P. Subsid iiwics Subsicl iiirics Arljustiiieiils Coiisoliclatcd 

(111 1Ilous.llldr) 

S,S5S.?-l5 s (1,915) S 255.832 

Ycnr Eiirlcd 1)ccenibci 31.2005 

__.---- 

Cash and Lash cqurvnlenrs at  end of period s, I ,V7S s. 62 S -IS S (I ,966) S 119 
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Y e ~ i  Biitlcd Ueccnibei 31, 2004 [:I\ I eitdlcd) 

7 EPPCO 
rEPPCO Guoranlur Nuii-Gu;ii m t u r  ~ o i i ~ o l t t I . ~ l i i i g  Parbici s, L I’ 

Piii tnrrr, L 1’. Subsidiarics Subsiiliiii tes \ t I j ~ \ t i i i ~ i i t r  Consolitliilcd 
(in lliou~iinilr) 

Cash 11 ontinvine 

Income fiom discontinued vperarions - (2.689) - (2,089) 

(30,930) 15 I , O 9 0  

N 03,595 (1 28,378) 
Caih flows from discontinued olxrationy - 3 271 3.271 

Net decrerse 111 cash and cash equivalenrs (15,628) (5,647) 1 1  I172 ( I  3.u-17) 
(1 5.188) -_--- - 

Cash and cash equivalents at  end of period $ J , l l O %  1 3 , 5 9 6 1  2,826 s (4,116) S 16,4112 

Ye:ir Ended Drceiiibrr 31, 2003 (:is I c~s1,iIriI) 

1EI’PCO 
TEl’PCO Guaraiilor Noii-Guaraiitoi Cunsolihting P;irtners, L 1’ 

I’:irtiirrs, L.1’. Subsicliories Subsicli:iries Ac1,jiisliiieiits Coiisuliti;itccl 

CJsh tlows from lindncing acrivities 

% 19.243 s 5,070 ’i (1 i . lSSi  S 29,469 
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Note 20. RcsCitciiiciit ol'Coiisolidniccl Iriiiiiiicial Sbtcii icii ls  
IVe are restating our previously reported consolidated linancial statements for the lircal years ended December 3 1. ZOO3 and 2004 For the impact o i  the restated consolid:ited linancial 

results for tlie quarterly periods during the years ended December 31, 2005 and ?O(W, see  Note 21 We have determined tliilt our  method ofaccounting ior the 633 I million excess inveslmenl 
in Centennial, previously dcscribed as an intnngiblc asset with an indclinitc lire, and the $27 1 million c+ccss investment in Scaway, previously described as equity method goodwill, \vas 
incorrect Through our accounting lor  these escess investments in Centennial and Seaway ns intangible assets wi th  indefinite lives and equity metl id goodwill, respectively, w e  lhikve been 
testing the amounts lor impairment on an annual basis as opposed to amortizing them over a determinable life \Ye determined that it ivnuld be more appropriate to accnuit  lor these excess 
investments PS intangible asscts with dctcrminablc lives As a rcsult, w c  made nun-cash adjustments that reduced the net value of tlic cxccss invcslnicnts in Centennial and Seaway, and 
increased amortizition expense allocated to our equity earnings The elfect ofthis restatement caused a $3 X million and XI 0 million reduction to net income as previouly  reported for the 
liscal years ended December 3 I ,  ZOO4 and 2003, respectively As a result of tlie accounting correction, net income lor the fiscal year ended December 31, 2005, includes n charge o f M  8 
million. of whicli S; S million relates to the first nine months Additionally. partners'capital a t  December 31, 2002, rellects a 62 5 million reduction represcnling the cumulative effect of d i s  
correction for fiscal yeiirj ended December 31, 2000 through 7002 

\Vhilc we believe the impacts of these non-cash adjustments are not material to any previously issued financial statements, we determined that the cumulative adlustment lor these non- 
_ I  

. .  
~ r. . . . , ,  * 0 .  

operating incomc, compensation expcnsc, debt balances or ability to meet all requirements related to our dcbl licilities Thc rcstatcmcnt had no impact on total cash llows lrom opcrating 
activities. investing iicti\,ities or Iinancing activities All amounts in the accompanyin8 consolidated financial statemcnls hove been adjusted for this restatement 

WI: will continue to amortize ulc $30 0 million excess investment in Centennial related to a conli;ict using iinils-of-production melhodology over :I I (I-year life The remaining $3 4 

rriillion related to a pipeline will continiie to be arnortizcd on ii straight-line basis over 35 years W c  will continue to amortize thc $27 1 million csccss invcstmcnt in Seaway on ii stiaight-line 
basis over a 39.year life related primarily to n pipelinc 

amounts and cash flow amounts for thc years ended December 31. ?OW and 2003 (in dioosands) 
i l ie  following tables summarize the impact of the restatement adjustment on previously reported balance sheet amounts for the y e x  ended December 51, ZOOJ, and incnme statement 

I1:il:lncC Shcct Anlounts;  

Dcccnibci 31.2004 

A S  

Rcslnled Acliustmciit 

A 5 

I'reviou\lj 
Reportcd 

Total &ssets 

Total partners' c,ipital 1.02 1 ,-us ( 1  0,345) l , O l I , l i ~ 3  

(10.34 1 S6.1-XI 
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lllconle St;lleolent Ame~unis: 

Yc;11-, Ended 
Dccember 31. 

20OJ 2003 

invcslmenLs 1 
Net income as rest.itcd $ 13S,SJS !$ 121,7S(I 

General Pnnncr 4 1,074 34,772 

Basic and diluted net income pcr 1 imitcd Partner and Class I3 Uni: as previously reported I61  !$ 1 5 2  

Basic and diluted nct income per Limited Partner and Class B Unit as restatcd $ 1.56 s 1 .47 

CU5ll I:lov\~ .~nlouni5i  

- ~ - -  Year Enclccl Dccember 31,200.) 

. i 5  

Previou4y A P 

Reported Acl.luctnient Resinlecl 

Yen1 E~ieled Dewinber 31.2003 

As 
I'rcviously A S  

Rcporiecl 



TEI’PCO PARTNERS. L P 
Notes To Consolid atwi IGnoncid Stateinents(ContinuPd) 

1’;~ tncrs‘ C:ivital Aiiiounts: 

Out i t and ing  Accuin iil;itccl 

Limiicd Gcnci ;II Liinitccl Otllel 
I’.irlnei J’ii~?ncr’s Pnrtiiei 5’ Coiiipi cliensivc 

Units Intercit Jntcrcsts L0\5 T o b l  

ita1 at  December 31 

Partners‘ canital dt December 51 2003 .IS r e \ h t d  62.998 554 S (S.950i S 1,114661 S 

Partners’ capital a t  December 51, 2004 as restated 62,998.58-1 S (35,881) 5 I,046,9S4 5 - 5 1,011,303 

Nole 21. Qunrtci Ig Fin:inci:il Inlbri~inlioii OJiiauditrcl) 

lill st  SCCOlld -riilrd Fourth 
Quarter Qunrter Qiinricr Quarter 

(3s rcstnied) (ns restated) (ns r c sb tcd )  (;is rcstlicd) 
- 

(in thousniids, eiccpt prr Uiiil ;iniounls) 

Basic and dilulcd net income per L imiled 

Partner Untl(20) 
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Second 1-liircl Fourth 

F i is t  Qiiarter Qu:lt.ter Qii:irtcr Qunrter 

(as restated) (:is I cstntecl) (:is I eshtrd) (as rest;itcd) 

(iii Lliouuniiih, e \cepl  per Uiiil iiiiiounb) 

Ooeratmn revenues 
0 3,457 990 i6.361 52,636 

Income from continuing operations 

( 1 )  nie quarterly financial d o r m a t i o n  Tor 2004 and the first Uuee quarlers of 7005 reflect the impaclo l~ the  resLllement 

( 2 )  n i e  sum 01 the tour cluaners does not equal the tntal year due to rounding 

(3) Per Unit calculation includes 6,965,fJOO Unils issued in h4ay and June 3hCi5 

Note 22. Subsequciit  Events 

for a twwycar term nlesc iiitcrcst rate swaps were esecuted to decrease thc csposurc to potential increases in floating interest ratcs Using tlic balanccs of outstanding debt at December 3 I, 
2005, these interest rate swaps decrease the IevcI oi Iloating interest rate debt from 4 1 %  to 2996 of total outstanding debt 

On Fehrunry 13, 2006. we and an afliliate ol Enterprise entered into a letter agreement related to an additional expansion (the "Jonah Espansion") of the Jonah system (the "Letter 
Agreement") The Jonah Expansion will consist of the installation of approsimately 90.000 horselwn'er of gas turbine compression at a new compression station. related new piping and ccnain 
related iilcilities, which is e s p c t e d  to increose capc i ty  of the Jonah system from 1 5 billion cubic leet per day to 2 0 billion cubic feet per day We espect to enter into a joint venture ("Jotnt 
Venture") apeement with Enterprise relating to the construction and h a n c i n g  of the Jonah Espansion Enterprise will be responsible fix all activities relating to the construction 01 lhe Jonah 
Expansion and will advance all amounls necessary to plan. engineer, construct or complete the Jonah Expansion (anticipated to be ap~~ros imate ly  S2OO 0 million) Such advance will constitute 
a subscription ior an  equity intcrcst in die proposed Join1 Venture (the "Subscription") W e  cspcct the Jonah Expansion to bc put into scn&x in late ZCl06 W e  have the option to return to 
Enterprise up to 10046 of the amount of the Subscription If w e  return a portion ol the Subscription to Enterprise. our relntive intcre:;ls in the proposed Joint Venture will be ndjustcd 
accordingly The propseed Joint Venture will terminiite without liability to either party if we return 111046 ofthe Subscription 

In Janunry 2006. we entered into Interest rate swaps with a total notional amount of $200 0 million. whereby we will receive a Ilmtinf rate of interest and ~ t l l  pay a fixed rate of interest 
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Pnrt IV, Erliibils and liinanciiil Stiilemcnl Scliccliilc, Erliibil No. 12 
COR.II’UTA1’ION OF RATIO OF EARNINGS TO FISED CI-IAIZGES 

The ratio of earnings to lixed charges is calculated using the Securities and Exchsnge Commission guidelines(ii) 

Year  Entlrti D e c ~ n i b e r  31. 
2005 2004 2003 2002 2001 

(dollars In 1iiillion.i) 
-. - - - 

SJ7 1 115 1245 1219 846 

Told f iwd  ch~rges S 8-17 S 1,115 S 1,245 S 1,219 S E46 

Income Stntemenl amounts have been ndjusted Cor discontinued operalions 
Escludes minority interest expenses ;and income or loss from equity inveslees 
Excludes equity costs related 10 Allowance for Funds Used During Consiruction that arc included in Other Income and Expenses in the Consolidated StalemenLs of Operations 
Earnings were inadequate lo cover fixed charges by $724 million for Ihc year ended Dccembor 31, 2003 
Includes pro-tns gains on the sale of TEPPCO CP and LP of approximately $3 9 billion, net of minority interest, in 2005 
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Fshbits filed herewith are designated b,y an asterisk (") All eshibils not so designaled are incorporated by reference to a prior filing, as indicated Items constitiitin!: management 
contracts or compensator)' plans o r  arrangements itre designaled by a double asterisk (d'*) Portions ol tlic eshibit designated by a triple asterisk ()i'X'C) have been omitled and filed separately 
with the Securities and Exchongc Commission pursuant to a requcst for confidential treatment pursuant to Rule Yb-2  under the Securities and Eschnnge Act of 1934 
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Agrccmcnt and Plan of Ivlergcr, dated as oflvlay S, 2005. as amended as of luly 1 1 ,  2005, as of Octobcr 3, 2005 and as 01 March 30. 2006. by and arnong thc rcgistrant, Duke 
Energy Corporntion. Cinergy Corp.  Deer Acquisition Corp , and Cougtir Acquisition Corp (filcd with Form S-1; of Duke Energy Corportition. File No 1.32853, April 4, 
2106, cis Exhibit ?-I ) 

Amended and Restated Combination Agreement dated as of September 20. 2001, among Duke Energy Corporation, 3058368 Nova Scatin Company, 39.16509 Canada Inc and 
\Vcstconst Energy Inc. (filed with Form 1042 of Duke Energy Carolinas, LLC for the quarter cndd Scptcmlxr 30, 2001, File No 1 4 9 2 8 ,  as  Eshibit 10-7) 
Separation and Distiibutinn Agreement, dated s of December 13,2006, by and between Duke Energy Corpomtion and Spectra Ehergy Corp (lilcd with the 1;orm X-K of L)uke 
Energy Corporation, File No 1.32853, December I S ,  2006, as Exhibit 2 I ) 
Amended and rcstiilcd Ccrtilicate oilncorporation (filed with the Form 8-K of Duke Energy Coryorcition, File No 1-32853. April 4, 2005, as Exhibit 3-1) 
Amended nnd Resttited By-Laws of registrant (filed with the Form S-K oi Duke Energy Corporation, File No 1-32853, April 4, 2t.lt16, os Exhibit 3 2 )  
Rights Agreemen( i1:ited as  of'Dtcember 17, 199s. between the registrant and nie Bank orNew York. as RighLs Agent (filed rvilh the Form S-F o r h k e  Energy Carolmas, 
L I.C. dated February 11. 1999. Fi leNo I-492s. asExhibi t4-1)  
Amendment No I ,  dated as oi May 8, 2005, to the Rights Agreement, dated a s  of Dcccmber 17, 1998, bctwecn the rcgistrant and The Bank of New York as rights agcnt (filed 
with the Form S-K of Duke Energy Carolinas, 1 
Purchase and Sale Agreement dated as of February 24, 2005, by and bclween Fnlerprise GP Holdings LP and Duke Energy Field Services, LLC (liled with Form IO-]: of 
Duke Energy Carolinas. L LC for the year ended December 31, 2004, File 
Term Sheet Ilegarding the Restructuring of Duke Energy Field Services L 
Form In-K ol-Duke Energy Carolinas, LLC for theyenr ended December 31, 2004, FileNo 1.4926, :IS Exhibit 10-26) 
Reorganization Agreement by and among ConocoPhillips. Duke Capital 1.L.C and Duke Energy I: ield Services, L 1 C kited as o i  May 26. ?I)tU5 [filed with Form IO-Q afDuke 
Energy Carolinas. 1. L C  for the quartcr ended June 30, 2005, File No 1-4928, as Exhibit 10-4) 
First Amendment to Reorganization Agreement by and among ConocoPhillips, Duke Capital L.LC and Duke Energy Field Services, LLC dated as of June 30, 2005 (filed with 
Form IO-Q oi nuke  Energy Carolinas. LLC Tor the quarter ended June 30, 2005. File No 1 4 9 2 s .  as Eshibit 10-1 1 )  
Second Amendment to Reorganizntion Agreement by and among ConocoPhillips. Duke Capital 1.1 C and Duke Energy Field Services, L.LC dated i is of July 1 I ,  2005 (filed 
with Form IO-Q ofDuke Energy Carolinas, L.1.C for the quarter entled June 30, 2005, File No 1-4926, as Exhibit 10-4 2)  
Purchase and Sale Agreement doted as of lanualy S ,  2006, by and among Duke Energy Americas, LLC. and LSP Bay I1 Harbor I-lolding, LLC (filed with the Form IO-Q o f t h e  
registrant fix the quarter ended hslarch 31. 2006. File No 1-32853. as Eshibit 10 2) 

May 12, 2005, File No 1-4928, as Exhibit 4-1) 

05, between Duke Energy Corporation nnd ConocoPhillips (filed with 



Exhihit 
Nunibel 

-iKi-'-'- 
Amendment t o  Purchase iinil Stile Agreement. dilled iis oi M i y  4, 20I:iG, by oncl among Duke Energy Americm. 1.1 C, I. S Power Generation. I. ILC (formerly known a5 L SP 
Bay I1 Harbor I-folding. I 1 C), L.SP Gen Finance Co. LI.C, 1.3' South Bay I-Ioldings. 1 L C, 1 SP Oakland I-loldings, LL C, and  I.SP Ivlorro Bay I-loldings. L L  C ((filed with 
the Form IO-Q oftlie registrant for the quarter ended ivlnrch 31, 2006. File No 1-32853. ns Exhibit I O  2 I )  
Second r-\mcnded and Restated L imited 1 iability Company Agreemcnt of Duke Energy Field Services. 1.L.C by and between ConocoPhillips Gas Company and Duke 
Energy Enterprise!; Corporation. dated as of July 5. 2005 (filed \villi the Form 10-K o i  DukeEnergy Carolinas, L.LC for the year ended December 31. 21305, File No 1-4928, 
as Eshibit 10 5 )  
Limited Liability Company Agreement oiGulfscrciim blanagemcnt & Oprat ing  Services, LL C dated as o i  February I .  20131 between Dukc E.nergy Gas Transmission 
Corporiition iind W i l h n s  Gas Pipeline Company (filed witli Form 10-K 01 Duke E,nergy Carolmiis, LL,C for the year ended December 31, 2002, File No I-492S. as Exhibit 
I O -  18 j 
I'ormation Agreement between PanEnergy Irading and Market Services. Inc and Mobil Natural Gas. lnc dated hlap 29. 1996 (filed with Form 1 0-Q of PanEnergy C o p  i o i  

10 5 

10 6 

10 7 

10 8"** 

10 9 

10 10 

10 1 1  

10 12 

10 13 

10 14** 
10 14 I:** 

10 14 2** 

10 14 3"* 

10 I j** 

10 16** 

tlic quarter ended June 30, 19%. r i l e  No 1-8 157, a5 Exhibit 1) 
Master rr.in.;aclion Agreement by and among Duke Energy lvlarketing America, 1 L C, Duke Energy North America, I L C ,  Duke Energy 1 rading and MarLeting, L L C , 
Duke Energ), Marketing Limited Partnership, Engage Energy Canada. L P and Barclny Bank PLC. dated iis of November 17. 7005 (tiled with the Form IO-K of D k e  
Energy Carolinas, L L  (3 ior the y a i r  ended December i l .  200j. File No 1.492% as Exhibit 10 6 )  
SSU(i,Ol:ii~,iioi) .364-Dag Credit Agreement dated as of June 29, ?O(i5, among Duke Capitol I..L.C, the biinks listed therein, IPMorgnn Chase Bank, N A ,  as Adminiutrative 
Agent, and Barclays B m k .  PLC. as Syndication Agent (filed with Form I O - Q  of Duke Energy Carolinas, 1L.C for the quarter ended June 310, 2005. File No 1-4928, as 

Eshibit 10-3) 
%00,00O,iiiiO Amended ,ind Rzstatcd Credit .4grecrnent dated as of June 30, 2005, among Duke Capital LLC. the banks listed tlicrein, JPMorgan Chasc Bank, N A ,  as 

Administrative Agent, and \V;ichnvia Bank, Nationiil Association, as Syndication Agent (liled with Form IO-Q of Duke Eneigy Carolinas, 1 L Cior the quarter ended lune  
30, ZOOS. File No 1--192X, as Exhibit 10.2) 
~5O~~,Cl0Ci,Oll~) Amended iind Reslatcd Credit Agreement dated as of June 30, 2005. arnong the registrant, the banks listed therein, Citibank N A , as Administrative Agent, 

and Bank o i  America. N A , as Syndicntion Agent (liled \vith Form IO-Q o l  Duke Energy Carolinas, LL.Cfor the quiirter ended June .3J, 2005. File No 1.4928, os Exhibit 

Loan Agreement dated as o i  February 25. 2rK)S between Duke Energy Field Services. LLC and Duke Capilal 11 C (Iiled with Form 10-Q of Duke Energy Carolinas. LLCfor 
the quartcr ended Ivlnrch 31. 20(15. File N o  1-4926. as E,shibii 10-3) 
Accelcroted Share Acquisition Plan dated hflarch 18. 2005. between registrnnt and hderrill Lynch hterniiiional (filed with Form IO-Q ofDul;e Energy Carolinas. L L Cfor the 
qirarter ended h h r c h  31. 7005 File No 1-49ZS. as Exhibit 10-4) 

Directors' Charitiiblc Giving Program (filed with Form IO-K of Duke Energy Carolinas, L.LCior the year ended December 3 I ,  1992. File No 1-4928. as Exhibit IO-P) 
Amendment to Directors' Charitable Gnmg Prognm dated lune IS, 1997 (filed with Form 11)-K o i D u k e  Energy Corolinas. LLCior the year ended December 31, 2003, File 
No 1 4 9 1 8 ,  as  Eshibii 111-1 1 )  

i\mentlrnent to Directors' Charitable Giving Program tlated July 28, 1997 (filed with Form 10-K of Duke Energy Carolinas. L I C for the year ended December 31, 2003. File 
N o  1 4 9 1 8 ,  a s  E,shibil 111-1 2) 
Amendment lo Directors' Charitable Giving I'rogriim dated February 16, 199s (filed with Form 1CI-K o i  Duke Energy Carolinas, LILCfar the year ended December 31, 2003. 
FII~ NO 1.~97s. a s  ESzhlbtt 10-1 i) 
Duke Energy Corporation 1998 L.ong-lerm Incentive Plan. as amended (Iiled as Eshibit I to Schedule I J A  ol'Duke Energy Carolinas. L.LC. March 28, 200.3, File No 
1.492s j 
Duke Enersy Corporation Executive Short-Term Incentive P lan  (filed as  Exhibit 2 to Schedule 14.4 oSDuke Energy Caroliniis. LLC, March 28. 2[i0i, File No 1-4928) 

10-1) 
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Number 

10 18 3** 

10 18 4** 

'10 185 ' * *  
*I0 186**  

10 IC)'* 

&I0 19 1 
10 20** 

I0 21** 

10 22** 

10 2?** 

1023 1**  

10 23 2** 

--iKFd 

10 17 I** 

*I0 172"* 
#'I0 17 3** 

10 18"* 

Duke Energy Coriwratiun Esecutive Snvings Pliin, as amenclml and restiitcd (filed with Form 10-1; of Duke Energy Carolinas, 11 Cfor the year ended December 3 I ,  2003, 
File No I-497S. i lS Eshihll 1n.G) 
Amendment No 1 to the Duke Energp Corporation Esecutivc Savings Plan, d;tted October 27, ?iW, eikct ive December 3 I .  7004 (tiled with Form IC-E: of Duke Energy 

Amendment lo the Duke Energy Corpor:itiim Esecutive SavinSs Plan, etlective December 1 S. 2006 
i~mcndment to the Duke Energy Corporation Esecuti\'e Savin&s Plan I &  11, en'ecti\ie December 19, 2006 
Duke Energy Corporation E s a u t i v c  Cash Bal;incc Plan (filed with Form 10-K of TFPPCO Partners. LP, File No 1 -113403, for the year ended December 31. 1999. as 
Exhibit 10-8) 
Amendment No 1 tn the Duke Energy Corporation Esecutive Cash I3alance Plan, dated August 26, 1999 (filed with Form 10-E: of Duke Energy Carolmas, LL,Cfor the 
year ended D e c e m k r  -31 7004. File No l-4!>26. as Eshibit 10-7 1 )  

ar ended December 31, 71304. File No 1-4928, as Exhibit 10-6 I )  

10 18 I * *  

Amenilment No 3 to Uie h h e  Energy Corporation Eseculive Cash Balance Plan. dated C)ecember 21, 2000 (filed with Form IO-E: oi Duke Energy Carolinas, LLCfor the 
year ended Deccmbcr 31. 10(14. F i l e  No 1-4928, iis Esliibit 10-7 3) 
Amcntlment No .-I to the Duke Energy Corpnriition Esecutive Cnsli Bslance Plan, dated October 27, 2004, elicctive December 31, 2004 (filed wilh Form 10-K of Duke 
Energy Carolinas. I. 1 Cfir the year ended Deccrnber 3 I. 2004. File No 1-4928. as Eshrbit 10-7 3 )  
Amendment to the Dukc Energy Corpimtiiw E,.;ecutive Cash Balance Plan ekctive December 1 ,  3006 
Amendment to thc Duke Encrgy Corporation Executive Cash Balance Plan I & 11, cffectivc December 31. 2006 
Duke Energy Corpnration Retirement Beneiit Equ;ilizition Plan (filed with Form 10-L oiTEPPCO Partners, L.P, File No 1- 10,103, for the year ended Eecember 31. 1999, 
as Eshibil 10 9) 

Amendment to the Duke Encrgy Corpnration Rctircmcnt I3cnelit E~qualizntion Plan, cn'cctive December 21, 20Cl6 
Form 01 Key Employee Scvcriince Agreement and Rclease between Duke Energy Corporation and ccrliiin key executives (filed with Form l(l-K oi Duke Energy 
Carolinas. L I C r n r  Uic y i r  ended December 51, 1899. File No 1-1928, tis Exhibit 10-BB) 
Form 01 Change in Control Agrecnient between Duke Energy Corporation and certain key esecutives (filed with Form IO-I; of Duke Energy Carolinas. L,L,Cfor the year 
ended December 31. 1999. FilcNo l-4??8. as Exhibit IO-CC) 
Form of Change in Control Agreement between Duke Energy Corporatinn and certain key executives dated as of July 1 ,  ?[IO5 (filed with Form S-K o i D u k e  Energy 
Carolinas, LLC dated August 2-t. 2OL15. File No I-492s. as Eshibit 10-1) 

Employment Agreement dated November ?1:11l3 between Paul h4 Anderson and Duke Energy Corporation (filed with Form 10-E: of Duke Energy Carolinas. L.L.Cfor the 
year ended December 31 7(l(i.3, F i l e  No 1-4928, as Exhibit 10-18) 
First Amendment IO Emplopmcnt Agreement dated Ivlarch 9. 2il(l4 bctwcen Paul M Anderson and Duke Energy Corporation (filed with Form 10-K o i D u k e  Energy 
Carolinas. LLCIortlieyeiir ended Deccmberjl.  7iiii3 FileNo 1492S. as Eshibit 10-18 I )  
Periormancc Award Apcement dated Nnwmhcr  17. llill3, pursuant tu Duke Energy Corporation 19911 Long-Term Incentive Plan. by and between Duke Energy 
Corporation and P;iul hl Anderson (tiled with Form ll:l-K of Duke EnerSy Carolinas, 1 L Cior the year ended December 3 I, 200.3, File No 1.4923, as Exhibit 10-1 S 2) 
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Esliibit 
Nunibcr 

I O  23.3"* Phantom Stock Agreement dated i\!ovemher 17. 2003, pursuant to Duke Energy Coq~oriition 199s Long-Term Inccntiye Pliin, by and between Duke Energy Corporation 
and Paul Evl Anderson (Tiled wit l i  1:orm 10-h ol'Dukc 1;nergy Carolinas, LLClbr the pear ended December -31, ZOCIJ. File No 1-4928, as Eshibit 10-1 S 3) 
Non-Qualified Option Agreement dated as of November 17. 2l:N:i3 pursuant to Duke Energy Corporation 1998 I..ong-Term Incentive P l m  by and between Duke Energy 
Corporation and Paul hl  Anderson (filed with Form 1 0 - K  of Duke Energy Carolinas, I L Clor the year ended Dccembcr 3 I, 2004, Filc No 1-4928, as Exhibit 10-18 4) 
Second Amendmcnt to Employment i\grcement, dated iis ol April  4. 2006, by and among Paul M Anderson, Duke Energy I-lolding Corp (subsequently renamed Duke 
Energy Corporation) and Duke Energy Corporation (subrequcntiy renamed Duke Energy Carolinns, LLC) (filed with Form S-E; 01 Duke Energy Coqmration, File No 
1-32853, April 6. ?006, as Exhibit I I) 5 )  
Siipplemcntnl Cornpenriotion Agreement clsted June 17. 1091 hct\vecn Duke Power Comptiny and Dr Ruth G Show (lild with Form 10-I: o l D u k e  Energy Carolinas, 
LLCfor theyear ended December ; I ,  ZilO3. F i leNo 1-4928, asEsliibit 10-19) 
Severance ond Retention Agreement hetween Duke Energy Corporation and Ruth Shaw. dated April 4. 1006 (filed wiUi  Form S-I: o i D u k e  Energy Corporation, File No 

10 23 q** 

10 23 5** 

I O  24** 

10 24 1** 
1-32853. April 6 I000. aaLxhihit  IO 7 )  
Sever.ince and Conculting Agreement tx tnecn  Duke E n e r g  Cnrpiiratinn and Ruth Shaw. dated Octaber 24, 20116 (I'ilcd rvilh Form 8-h' 01 L)ule linergy Corporation, W e  10 24 24% 
N O  I - 3 2 8 ~ 3 ,  ~ c ~ o ~ i c r  27. m 6 .  as Exhibit 10 2 )  

10 25** 

10 26** 

10 27** 

Rcsolutlon 01 Board of Directors. Fcbrux),  22. 211115. Approving Awiird of Phantom Stock to Noncmployec Dircctors (lilcd with Foim 10-(2 ol  Duke Encrgy Carolinas, 
L.LCfor the quarter ended klarch -3 1, 21K15. File No 1-4928. lis Exhibit ICI-9) 
Resolution of Board oi13irectors. kliiy 12, 2iiii5. Approving Change to Retainur and Attendance Fees lor Non-Employee Directors (filed with Form 10-Q o f D u k e  Energy 
Carolinas. L L  (:for &he quaner ended June 31.1. 2005. File No 1-4928. as Exhibit 10-5) 
Form of Pcriormance Award :\grccmcnt dated Fcbruai) 3, 2005. Ipursuiint t o  Duke Energy Corporation 1998 1 ong-lerm Incentive Plan by and bctwecn Duke Emerg 
Corporiition and each of Fred J Fowler, Do\rid L I-lauser, Jimniy \V hlogg and Ruth G Shaw (filed with the Form X - K  of Duke Energy Carolinas, LL.C, File No 14928, 
February ZS, ZOG,  as Erliibit l U - I )  

Form 01 Phantom Stock Award Agrcement clnted February 25. 21305. pursuant to Duke Energy Corporation 199R Long-Term Incentive Plan by and bctwccn Duke Energy 
Corporiition and each 01 Fred J Fowler, 13nvid L I-liiusei. Jimmy W hlogg and Ruth C Shiiw (filed wit11 the Form %E; ol'Duke Energy Cnrolinns, l . L  C, File No 1-4928, 
February 2 S ,  2CK15. as Erliibit I l l -2 )  

Form of Phantom Stock Award Agreement dated as i o 1  M a y  11.2o05, pursuant to Duke Energy Corporation 1998 L.ong-Term Incentive Plan by ;and between Duke Energy 
Corporation and Jimmy \V Alogg (lilcd wit11 Form Ill.(? of Duke Encrgy Carolinas. L.LC lor  the quartcr eniled lune 30, 2005. F i lcNo 1-4978, as Exhibit 10-6) 
Form or  Phantom Stock Awnrd Agreement d;ited :is of May  12, 2005, pursuant to Duke Energy Corporation I998 Long-Term Incentive Plan by and between Duke Energy 
Corporalion and nonemployee directors (lilcil in 171rm S-E; oTDuke Energy Carolinas, I.LC. May 11, 2005. File No I-49ZS, as Eshibit 10.1 j 
Agrecmcnt between Duke Energy Coqmration ;ind limmy \\I blogg rclating to certain reiiremcnt benefits. consisting of letter agrcemcnls dated May 25, 1995, August 4. 
2001 nnd A~larch 29, 2004 (liled with Form 11.1.); 01 Duke Energy Carolinas. LLCfor theyear ended December 31. 2OllJ, File No 1-492S. as Exhibit 10-23) 
First Amendment to K,ey E.mplovee Severance Agreemen1 and General Release between Duke Energy Corporation and Richard 1 Oshorne. dated August 21, 2004 (filed 
with Form 10-Q of Duke E.nergy Carolinas. LLCior the quanner ended October 31. ItlO4, F i leNo 1-4928. as Eshibii 1 0 . 2 )  
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10 44** 
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Certiiicntion of C l i h n a n  and C h i d  Executive Ollicer 20ir4 Periormance Goals (iiled in Form 8-K of Duke Energy Carolinas, L LC, Fchruary 7s. 2005, File No 14918, 
as item 1 of'ltem 1 01) 

Approval oiPayment of Z(I(1.I Esccutivc Officer Short-Term Incentives (lilcrl in Form &E; ol Duke Energy Carolinas. I. I C. February 28. 2005, File No 1-4928, as item 2 
ofI tem 1 0 l j  
Establishment ol Chairman and C h i d  Esecutivc Officer 2iWl5 Perlormance Goals (filed in Form S-K 01 Duke Energy Carolinas. LLC, February 28,2005, File No 1-4928, 

as item 3 of Item 1 01 j 

Certification oi Chairman and Chief Exocutivc Olficcr 2l:lii5 Pcrformancc Goals (iilcd with Form 8-K ol Duke Energy Carolinas, L LC. File No 1-4928. lvlarch 3, 2006. as 
item 1 01 Item 1 01 j 
Establishment ofFinanci;il Measure Portion oTChairman and Chief Esecutive OlTicer 2(1(16 Pcrfnrmance Goals (filed in Form 8-K of Duke Energy Carolinas, LLC, 
December 22, 2005. File No 1-4928. as itern 2 of Item 1 111 ) 

2005 Esecutivc Oificcr Base Salarics, Short-Tcrm Inccnlivc Opportunitics and Long-Tcrm Incentive Oplx'nunitics (lilcd in Form S-K of Duke Energy Carolinas, L.LC, 
February 2S, 2(x).52 File No 1 -492S, as item J ol'ltem I (11 j 
2006 Executive Oflicer Base Salaries mil Short-Term Incentive Opporlunilicr ( l i l d  in Form 8-E: of Duke Energy Ciirolinas, 1.1. C Decembcr 22, 2005. File No 1-4926, as 
item 1 of Item I 01) 
Final Approvnl of 2006 Executive Oificer Financiiil Pcrlormonce 1 orget lor Short- Isrm Incentive Opportunity ( f i led with Form 8-6 o i  Duke Energy Carolinas, LLC, File 
No 1 -4928, lvlarch 3, 2006, as item 3 nf Item 1 01 j 
Approval of Payment oi 2005 Executive Officer Short- r e m  Incentives (filed with Fnrm 8-E; of Duke Energy Caro1in;is. 1.1 C. Fils N o  1-4928. March 3, 7006, as item 2 
ofltem 101)  
Form 01 Phantom Stock Aw:ird Agreement (filed with Form 8-K of DLII;~ Lnergy Corporation. File No 1-32853, April 4, 2tJi16. ius E.shibit IO I )  
Form of Performance Share Award Agreement (filed ivith Form 8-K o i  17ukeEnergy Corporation. File No 1-32553, April 4, ZOUG. as Exhibit 10 2) 

Employment Agreement bctwccn Dukc Energy Corporation and lames E Rogers, datcd April 4. 21106 ( i ikd  with Form 4-E; 01 Duke Incrgy Corporation, File No 
1-32853, April 6, 2006, as Exhibit Ill I j  
Periormance Award Ageement  hetween Duke Energy Corporation and James E RCJS~XS. dated April 4. 2006 (filed with Form g-h', d D u k e  Energy Corporation. File No 
1-32853, April 6. 2lJU6. asEshibil 10 7) 
Phantom Stock G n n t  Agreement bctwem Dukc E n u g y  Corporation and Janics E liogcrs, datcil April 4. 211116 (lilcd with Form 8-I< of Duke Enor= Corporation, File No 
1-32853, April 6, 2006. osEshibit 10 3) 
Stock Option Grmt Agreement between Duke Energy Corimration and lames E Rogers, dated April J, 2flOb (filed with Form S-K of Diikc Energy Corporation, File No 
1-32953, April 6, 2Du6. as Exhibit 10 4) 
Retcntion Awnrd Agreement between Duke Energy Corporatinn and Dtivid I 
1-32953, April 6, 2006, as Exhibit 10 6) 
Summary ol Director Cornpensittion (filed with h e  1;om lt:l-(> of Duke Energy Corporation fix the quarter ended lune 3 1 ,  2006, File No 1.32853. as Exhibit I0 13) 
Form Phantom Stock Award Agreement and Elcction to L3cfer (filctl with Form 8-h' nfDuke  E,ncrgy Corporation. File No 1.37853, hlay 16. 70(16. as Exhibit 10 1) 
Agreements with Piedmont Elec~ric h,lembership Corportitmn, Rutlieriord Electric Membership Corporntion and Blue Ridge Electric h~lembership Corporation to provide 
wholesale electricity and related Imiver scheduling sen'ices lrom September 1. 2W6 through December 31. Z l l ? l  (iiled with the Form Iil-Q d D u k e  Energy Corporation 
lor thequarter cndcd June 31l. 1i:ll:k5, File No 1-32853, its Estiibit 111 I5 j  

Hou:icr. dnted April 4. XU.16 ( f i led \v i lh Form S-K of Duke Energy Corporation, File No 

i 
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Agreement with Dynegy Inc and Rockinghom Power. L 1, C to acquire an approximately S25 megawittt power plant located in Rockingliiini Cnunty  N C fiir approximately 
6195 million (filed with Form 8-K of Duke Energy Corporation, File No I - 3 2 R S 3 .  Alay 15 ,  2006. M Exhibit l l J  I )  
Purchasc and Sale Agreement by and omong Cinergy C;tpital S Trading. Inc . as Seller. and Fortis Bank. S A IN 1' , as Uuycr. clatcd tis ai lune 26. 2I:X:lh (iilcd with Form S-I: 
of Duke Energy Corporation. File No 1-32853, June 30. Xt06, as  Exhibit I i l  1) 
Amended and Restated Credit Agreemen< dated lune 29, 2l:ll:l6, among Cinergy Corp , CGSF, PSI, uL_I-ISlrp. l h e  Banks  I istcd Ilercin. B a r c l q s  Bank PLC. as  Administrative 
Agent. and  P M o r g a n  Chase Bank. N A . as Syndication Agent (filed with the Form I U-Q of Duke Energy Corporalion fior the qu:iner endeil lune 30. 2006. File No I -32S53, 

as Exhibit 10 I S )  
Amended and Restated Credit Agreemen< dated lune 29, 21106, among DuI\-e Capitnl l.I.C, The Banks Li!jted I-lcrein, Jr'A4organ Chase Bonk. N A , iis Administrative Agent, 
and \Vachovin Bank, National Association, as Syndication Agent (filed \ v i l l i  the Form l0.Q of Duke Energy Corporation for the quarter cniled June  30, 2006. File No 
1-3Zfi53, as Exhibit 10 19) 
Amendcd and Rcstatcd Credit Agreement, daletl June 29, 2UO6, among Duke Energy Carolinas, LLC. Ihc Banks Listed Nercin. Citibank N.A . as Arlministrative Agent, and 
Banc of America, N A , as Syndication Agent ( f i led with the Fomi 10-Q of Duke Energy Corporation for the quarter ended June Xu, ?I:KKi. File No 1-32853, as Exhibit I O  20) 
Form of Amendment Lo Pcrformnnce Award Agreement and Phcintom Stock Award i\greemenl ( l i lcd with Form S-K of Duke lincrgy Corporauon. Filc No I -3ZS53, August 
24, 2006. as Eshibit 10 I) 
Farm of Amendment to Phantom Stock Award Agreenlenl ( f i led with Form S-F: of Duke Energy Corporiition, Fi le  No 1 -.3?SC3. August 2-1. 2lK:i6. as Eshibit IC1 2 )  
Formation and Sale Agreement by and among Duke Ventures. L L  C. Crescent Resources, L L.C, klorgiin Stanley Real Estitle Fund V U S L P .  Morgan St:inley Real Estate 
Fund V Special ZJ S . L P ,  Morgan Stanley Real Estate Investors V LI S . I. P .  k lSP Real Estate Fund V,  1. P ,  and Morgan Stanley Strategic InvesimenLs Inc . dated as of 
Septcmbcr 7, 200G (filed wid1 the Form 10-Q ol Duke E.ncrgy Corporation lor the qiiarler ended Scptembcr 30.  2iU.16. File No 1-32853. ,is Exhibit I O  3) 
Amendment No 1 to Credit Agreement ("Amendment" j dated as 01 February 28, 2006, hy and among Duke Energy Carolinas. L L  C (fiirmerly kniwn as Duke Energy 
Corporation), the banks listed therein. Citibmnk N A ,  as  Administrative Al]ent. and k i n k  of America, N A , :is Syndication Agent (filed \vill i Form 8.1; of Duke Energy 
Carolinas. LLC, File No I-192S. March 30. 20(6. as Eshibit 19 I j 
Fineenth Supplemental indenture, dated lis 01 April >, ?006, itniong the rcgistrnnt. Duke Energy and JPLlnrgitn Chiisc Bank. N A (as successor to  Gunrant). Trust Compnny of 
New York), as trustee (the "Trustee"), supplementing the Senior Indenture. dated as of September I ,  190N, between Duke Energy Carolinas LLC (1-ormerly Duke Energy 
Corporation) and the Trustee (filed with the Form IO-Q oi  Duke Energy Corporation for the qu;iner ended lune 30. 2006, File No 1.32853. i t s  Exhibit 11:) 1 )  

Amendment No 1 lo the Tivclfih Supplemental Indenture, dated as of April 1. X K I G  ("Amcndment No I " ) .  among the registrant, Duke Encrgy and the Trustee. which nmonds 
the Twelfth Supplcmental Indenture, dated ns of May 7, 2003. between tlie registrant and tlie Trustee. pursuant to which tlie Convertible Notes were issued ( f i led with Lhe 
Form IO-Q of Duke Energy Corporation fa r  the quarter ended lune 50. 2006, Fi le  No 1-32853. as Exhibit 10 3) 
Duke Energy Corporation 2006 Long-Term Incentive Plan (filed with Form %ti of Duke Encrgy Corporation, F i le  No 1.32853. October 77. 2iii16, as Esliibit 10 1 )  
Tax Matters Agreement, dated ns ofDecember 13, 2006. by iind betwwn Duke Energy Corporittion and Spcctro Energy Cnrp (filed with korm S-K 01 Duke Energy 
Corporation, File No 1-52853, December 15, 2006. as Exhibit 10 I )  
Transition Sewices Agreement, dated as 01 December 13. 2OIJti. by and between Duke Energy Corporation and Spectra E,nergy Cnqi (tiled with Form S-E: oi Duke Energy 
Corporation, File No 1-32853, D c c m b e r  15,2006, as Exhibit I i J  2) 
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I'.4RT IV 

Erliibit 
Number 

10 61 

10 62** 

P 

Employee Mnlters Agreement, dated as of December 13. 7006, by onLi between Duke Energy Corporation i d  Spectrn Energy Corp (filed with Form S-K d D u k e  Energy 
Corporation, Fi le  No I-32S53, December 15, 2006, as Exhibit 10 3) 
Agreement between Duke Energy Corporation and Fred J Fowler. dated Dccembcr 19. 2OCi6 (iiled with Form S-K o i  Duke Energy Corporation. File N o  1-32855. December 
22, 2006, as Eyhtbit 10 1) 
Amendment to the Duke Energy Corporation Directors' Savings Plan I & 11, effective Dzccmber 19, 2OIIG 
Amendment lo the Cinergy Corp Esczss Pension Plan. effective January I. 2007 
Amendment to the Cinergy Corp 4010;) Excess Plan. cll'ective Dcccmber 18, 2006 
Amendment to the Cinergy Corp Excess Profit Sharing Plan, ell-ective December 19, 2006 
Amendment to the Cinergy Corp 4010;) Excess Plan, efTective Dccembcr 19, 2006 
Amendment to the Cinergy Corp Directors' Deferred Compensation Plan, effective December 19,2006 
Computation of Ratio of Earnings to FLxd  Charges. 

Consent of Independent Registered Public Accounling Firm 
Consent n l  Indcpc~iclent Registered Public Accouiitiiig Firm 
Power of attorney authorizing David L Hauser and others to sign the annual report on h h n l f  of the registriint and certiiin of its directors nnd nificers 
Cerilfied copy ofrcsolulion ofthe Board of Directors of the registnnt authoriung poivcr of attorney 
Cenifcntion o f  the Chief Eyecutive OKicer Pursuant IO Section 302 of die Sarbanes-Osley Act oi  2002 
Ccrtification of the Chief Financial Oflicer Pursuant to Scction 302 o i  the Sarbancs-Oxlcy Act of 2002 
Ccrtification Pursuant lo 1 S U S C Section 1350,as Adopted Pursuant tn Section 906 of the Sorbones-Oxley Act of 2O<i2 
Cenification Pursuant to 1 8  U S C Section 1350. as Adopled Pursuant to Section 906 o i  the Sarbanes-Oslcy Act ol 20112 

*1063** 
* I O  64** 
*10 65'" 
*10 66** 
*10 67** 
*10 68** 
'12 
"21 List of Subsidiaries 
*23 1 
*23 2 
*24 1 
"24 2 
*31 1 
'31 2 
"32 1 
*32 2 

The total amount of securities of the regislrant or its subsidiaries authorized under a n y  instrument with rcspcct to long-term clcbt not film1 as  iiri ediibit docs not cscccd I I I ? ~  0 1  the total 
ttssets of the  registrant and i t s  subsidiaries on a consolidated basis The registrant agrees, upon request of the Securities and Eschange Commission, ti1 furnish copies oi  any or nll ot such 
instruments to it 
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'llic Duke Energy Corporation Executive Swings  Plan (the "Plnii") is amcndcil, effective as oi December 18, ?WIG, as iollows 
I Article 11 ofihe Duke Energy Corpor:ition Executive S w i n g s  Plan 1 is hereby amended by adding a new subsection Z 30 at IIie end tficrcol as I~ollows 

"2 30 "Duke Energy Retirement Cash Balance Plan" means the Duke Energy Reliriment Cash Balance Plm as  in eVect on October .;, XIIIJ, without giving eifecl Io amendments 
adopted thereafter ' 
Article 11 o f t h e  Duke Energy Corporation Executive Savings Plan is hereby omended by deleting the reference to the "Duke Energy Corporation 19% L ong-Term incentive Plan" 
and substituting therefore the "Duke Energy Corpnralion 21N6 Long-Term Incentive Plan" 
Section J 3 of the Duke Energy Corporation Exccutivc Savings Plan I1 is hereby superseded and replaced in its entirety as  set forth be low 
L.ong-Twnr Iricerirhv Plori ilwOrd D+irirls Each eligible I'ar~icipant may irrevocably elect to defer, in accordance with the terms ot this Plan, the entire amount of  any nonvested 
Atvnrd granted under a long-term incentive plan maintained by Uie Company (including the Compnnp's 2006 Long-Term Incentive Plan), suhjcct to the follotving conditions: 

(1) 

2 

3 
"4  3 

Except as otlienvise providcd in this Section, tlie deferral election shall he  made by, and slid1 become irrevocable as 01. Deccmlxr 31 (or such earlier date as specified by 
the Company) 01 the ciilcndnr year next preceding l l ie calenrlnrycnr for \vliich such Awiird is grantcd, or zit such Inter time as is pcrniittsrl by the Company, consistent with 
Section 409.4 of  the Code, durmg the calendar year in which a Participant initially becomes eligible for the Plan 
To tlie extent permitted by the Company. and escept as otherwise provitled in Section 4 3(3). with respect t o  an A~vartl  that is subject to t i  io r fe i t~re  condition requiring the 
Participant's continued services for a period of at Ieilst thirteen (1 3)  months lroin tlic tlatc diat the scrvicc provider obtains a "lcgally binding right" to such Award (within 
the meaning of Section -109A of the Code), the defirral election shall be  made by, and shall hecome irrevocable as of, the thirtielli (30th) day lollowing the date that  the 
Participant obtains the legally binding right lo such Award. 
To the extent permitted by the Company. with respccr to an Award tliat constitutes "performance-based compensation'' (within the meaning o l  Section J09A of the Code). 
tlic defennl election shall be made by, and shnll hecome irrevociible u s  of, the date Ilia1 is 6 months before the end of the npplicahle periormnnce perind (or such enrlier 
date as specified by the Companyj, ~prowded that in no event may such deferrd election he made ailer such Award has become both siibstnntially ccrtain to b e  paid and 
readily nscertainable (within the meaning of Section 4U9A of the Code) 
Upon the date that an  .4ward that the Participant has elected to defer would otherwise liave been payable, !lie number oishares 01 stock or the cash payment that  ivould 
have become so payable but for tlic deferral election shnll be converted into an equal number ol units in the Duke Energy Common Stock-Stack Deierrals Subaccount 
Dividend Ecluivalenls, to tlie extent deferred shall also be deferred and creditul to the Participant's Duke Energy Common Stock-Stock Deferrals Subaccount 
commencing on the payment date 01 die first cash dividend of Duke Energy Commoii Stock that is declared after the date on which the deferred Award vests 

No deferrnl of a s t w k  option or restrictcd stock award shnll be  permissible '' 

( I )  

(3 )  

(4) 

(5) 

(6) 
Section 4 4 of the Duke Encrgy Corporation Esecutive Savings Plan 11 is hereby superseded and replaced in its entirety as  set fordi below 
Divri~~ndEr~irri~olcrit.s~cli.rrols Each eligible Participant may irrLvccably elect lo defer. in accordance with the terms of this Plan, IOlJ46 o l  the timounts that would otherwise 
bccoinc payable 11s Dividcnd Equivalents. ivitli rcspcct to ( I )  an  Award that is dcsignated in the Award Agcemcnt  as  B "Cliaiminn's Award." or (ii) an  A \ w d  ~ i t h  respect to which 
the Award Agreement :;peciiicnlly provides for the deferral o i  Dwidend Equivalents Such election must be made by tlie Pnrticipnnt at the time the Participant elects to defer 
receipt of the related Award pursuant to the terns of Section J 3 Dividend Equivalenk that have been deferred pursuant to the fimt sentence of th is Section and credited to the 

Panicipant's Account shall be credited to the Participant's Duke E.nergy Common Stack-Stock Deferrals Subaccount as of the dates sucli amounts ~vould othenvise hecome 
puynhle punuant to such nwnrd 
Section 4 5 of the Duke Energy Corporation E.secutive Savings Plan I1 is hereby amended by replacing the words "Eligible Pay" with Uie wards "Eligible Earnings" and by 
replacing the words "Belbre Tax Savings" with the words "Before-Tax Elective Deferrals" 
Thc last scntcncc oi Section 1 I ol the Duke Encrgy Corporation E.scculivc Savings Plan 11 is lierchy deleted in its entirety 

4 

"4 4 

5 

5 



7 

T h i s  amendment has been approved ond signed by :in au thor izd  nfiiccr of n u k e  Energy Corporation as n i  the dale specilicd above 

Except as explicitly set lbrlh herein, h e  Plan i n 1 1  remain in full force and eflccl 

DUKE PNBRGY CORI'ORATION 
BY /s i  CInusroPI-m C ,ROLE 

Chris~opher C Rolfe 
Group Executivc and Chief 

Adminislrotive Otticer 



Esliibi t 10.17.3 

The Duke Energy Corporation Executive Savings Plan I L I1 (as Amended and Restated ellcctive l a n u a q ~  I .  21103) (the "Plan") is amended, all'ective as of Dcccmber 19, 7006, as 

I 
lbl loivs 

Article \'I of the Pliin is hereby amended hy iidding tlic lollowing new Section 6 S iit the end thcrcoi- 

" 6 8 ~ l d ~ ~ t s t n r e ~ t t . ~  to Diih E~ileigs Cormiroi~ Sfock---Stocl: 1kii .11 ills Sabrmoititl nnd Dike Eiicrg?' Conetioit Stock Atrid Esch phantom unit of Duke Encrgy Corporiition common 
stock credited lo the Duke Energy Common Stock-Stock Deferrals Subiiccount and Duke Energy Common Stock Fund o n  behalf o f a  Participant on the Distribution Date slrall be 
converted. as of the Distribution Date. into p1i;ititom units of Spectra Energy Corp common stock and phantom units of Duke Energy Corporation common stock and renllocated as 
follaws- 

(a) The number of pliantom units of Spectra Energy Corp common stock sliall be equal to the number of shares of Spectra Energy Corp common stock to which the 
Panicipant would have been entitlerl on the Distribution had tlie phantom units of Duke E,nergy Corixwttion common stock represented actual shares of Duke Energy 
Corporiition as o f t h e  Record Date, the resulting number of pliiintom units of Slxcirii Energy Carp common stock being rounded down to the n e a r a t  whole unit 
The resulting number of phantom units of Spectra Energy Corp common stock shall automatically he transferred &om the Duke Energy Common Stock-Stock Deferrals 
Subaccounl and Duke Energy Common Stock Fund and credited to the RSP Investmen! Dprion that  invesls primarily in Spectra Energy Corp common stock (the "SpecIra 
Common Stock Fund"), ci l tcttvc as of tlic Distribution Eatc 
A Participant may elect, pursuant to rulcs and procedures prescnbed by the Company, to reallocate amounts deemed invested in the Spectra Common Stock Fund into any 
nthcr m e n  investment ontion. The Soectr.? Common Stock Fund shall he closcd to additional deferrals and to transfers from any other investment option. 
Capitalized terms used in this Section 6 8 tli i it arc not defined in this Plan shall have the meaning set forth in the Employee Matters Agreement by and bctwccn D!kc 
Energy Corporntion and Spectra Energy Corp " 

(b) 

(c) 

(d) 

2 Article XI\' of the Plan is hereby amended by adding thc following new Section 14 5 at the 2nd thereol. 

"I4 5 Trarisfit oJ..Iccoio~t~ The Account of each Spectra, Energy Participiint m:iintained under the Plan immediately prior to t l ie Distribution Date shall he transferred to Uie 
Spectra Energy Corp Executive Savings Plan and assumed by Spectra Energy Corp as of the Distribution Date (the "Assumed Amounts"). For purposes of this Plan. tlie term 
"Assuiiicd Amounls" sha l l  include any amounts of Base Pay or lnccntivc Plan msarrls of a Spectra Energy Participant that are carncd but not yet paid as of tlic Distribution Date or 
equity awards granted to n Spectra Energy Psrticipnnt under the Duke Energy Corporntion 1998 Long-Term Incentive P l a n  thot were properly deferred by the Speclra Energy 
Participant under the Plan but Uiat had not yet been credited to his or her Account under the Plan a s  of the Dislribution Date Each such Spectra Energy Participanl shall have no  
further rights under the Plan immediately allcr l i is  or her Account is transferred to tlie Spectra Energy Corp Esecutive Savings Plan and assumed by Speclra Energy Corp in 

iiccordance with thc term5 and conditions of the Employee lvlntters Agccment  by ond bctwccn Duke Energy Corporntion and Spectra Energy Corp (the "Employee lvlnttcrs 
Agreement") Capitdized terms used in this Section 14 5 that arc not defined in this Pian shall hove the meanmg set forth in the Employee Matters Agreemcnt '' 
Except as  explicitly set forth hcrein. tlic Plan w i l l  remain in full iorcc and cfrect 3 

This amendment has been esccutcrl by ni i  authorized ollicer 01 Duke Energy Corpnration on  Deceinbcr I!?, 2006 

DUKE ENERGY COIU'ORATlON 

BY ISI CIIRISTOPI-IER C. ROLE - 
Cliriutophcr C Rolfc 
Group Executive and 

Chief Administrative Ollicer 



Eshibit 10.18.5 

14 A I END A IEN'I' TO 
DUIilI ENERGY CORPORATION 

ESEClJTlVE CAS11 BALANC'I~ PLAN 

nie Du1;e E,nergy Corporation Executive Cash Balance Plan (the "Plan") IS amended, effective iis of December I ,  2006,as follows 
I Section 2 1 6  01 die Duke Energy Corporation Esecutive Cash Balance Plan I is hereby superseded and replaced in its entirety as set forth h Io \v  

"2 16 "lietirement Cash Biilence Plan" means the Duke Energy Retirement Cash Balance Plan as in elIect on  October 3.2004. wiiliout giving effect to amendments adopted 

The last sentence of Section 4 4 oi the Duke E.nergy Corporation Esecutive Cash Balance Plan 11 is hereby deleted in iLs entirety 
nic first two sentences o i  Section 6 1 of tlic Dukc Energy Corporation Esecutivc Cash Balance Plan I1 are licrehy deleted and rcplaccd in their entirety with the following: 

"A Participant whose Company cmploynicnt termiiiatcs on or after December 31, 2006 will receive, or will hcgin to receive, payment ol his vestcd Makc Wholc Account and his 
vested Supplcmentai Account, if any, as soon as  administratively Ccasiblc lollowing the month in which the Participant's employment tcrminates '' 
Escept as csplicitly set forlli herein. tlie Plan will remain in full force and effect 

tiicrcnncr 1) 

2 
3 

4 

This ;Imcndmcnt has been approved and signed by an authorized ofiiccr 01 Duke Energy Corporation as o! the date specified above 

DUKE ENERGY CORI'OIL4TION 
BY - / S i  CI-IRISTOPI-ER c. ROLFE 

Christopher C Rolfe 
Grouo Esecutive and Chief 

Adminislralive OlIicer 



Exhibit 10.18.6 

The Duke Energy Corporalion Eseculive Cash Balance Plan I QL II (As Amended and Restated effective January I .  1999) (the "Plan") is amended, effective as of December 31, 2005, as 

I 
folloms 

Article 12 o f t h e  Plan is hercby amended by adding the Iollowing new Section 1 2 5 at the end thcrcof: 

"12 5 Trmi.$er qf!fdccoioib The Make-Whole Account and Supplemenlul Account, if any, oieoch Spectra Energy Pnrlicipnnl moinlnined undcr the Plan immediately prior 
to the Distribution Date shall betranderred to the Spectra Energy Corp Esecutive Cash Balance Plan and assumed by Speclrn Energy Corp as oftlie Distribution Dale Each such 
Spectra Energy Pnrticipant slinll have no further rights tinder the Plan immediately after his or her Adake-Whole Account and Supplemental Accounl, if any. are transferred to the 
Spectra Energy Corp Esecutivc Cash Balance Plan and assuincd by Spectra Encrgy Corp in accordance with (lie tcrms and conditions of the Employcc Mattcrs Agreement by wd 
between Duke Energy Corporalion and Spectra Energy Corp (the "Employee Matters Agreement") Capitalized terms used in lhls Section I 2  5 that are not defined in lhis Plan 
shall hnve the meaning set forth in the Employee Mallers Agreement " 
Escept (is esplicitly set forth herein, the Plon will remain in full force ond effect 1 

l h i s  ;imcndmeni has been esecuted by sn  nulhorized ofticer of Duke Energy Corpnration on December 19, 2006 

DUIiE ENERGY CORI'OIL4TION 
BY i s /  CIrmSroPiEir C. ROUE - 

Group Bseculive and 
Chiel' Administrative Olficei 



Eshibi t 10.1 9~ 1 

ARIENDRIDNT TO 
DUKE ENERGY C'OIU'ORATION RETIREMENT BENEFIT E,QUALIZA'I~ION PLAN 

(elkctivc. Jmuary 1,1399) 

1 he Duke Energy Corporiition Retirement Benefit Equalization Pion (effective January 1, 1999) (the "Plan") is amended, ellcctive os  of December 21, 2006, as follows. 
I The Plan IS hereby amended by adding the fi,llowing new Section I.? at the end thereof: 

"13 l e i  niii7~1rion 4 P l o a  Efiectivc as ofDecember 31, 70lX. the Plan is hereby Irovsn such that no funher benefits or entitlements shall accme thereunder " 
This iimcndment has bccn opproved nnd signed by an nuthorizcd ofliccr of Dukc Encrgy Corporntion os of the dote spccificd obow 

DUKE ENERG 1' CORl'OR.4 7 1 ON 
/ S i  CI-IRISTOPI-LER C. R O L E  - By. 

Christopher C Rolfe 
Group Esecutive and 

Cli icl  Administrixive OfTicer 



The Duke Energy Corpnration Directnrs' Sa\.ings Plan I L I1 (as Amended and Resiatcd efl;.ctive February 2-1, 2lJO-I) (the "Plan") IS amended, effective as of December I?,  2006, as 

I 
iollows 

Article I\' of  the Plan is hereby amended by iidding the following new Section 4 5 at  the end thcrcoi- 

"4 S Each phantom unit o i  Cornpan), common stock credited to the DECS lnvcstrncnt Option and the Stock Dckrrirl Investment Option on  behalf of a Participant on the 
Distrihiition D:ite shall be converted. as of the Distribution Date. into phantom unils of Company common stock and phantom units of Spectra Energy Carp common stock and 
reallocated as i~~Ilo\vs~ 
(I) 7 h e  number oiphnniom units of Spectra Energy Corp common stock slinll be equal to tlic number of shares of Spectra Enersy Corp common stock to which the 

Participant would have been entitled on the Distribution had Uic phantom units of  Company cnmmon stock represented iictual shares of the Comp"ly iis of the Record 
Date. tlie resulting number of phantom units oi Spectra Energy Corp common stock being rounded clown to h e  neaes t  whole unit 
The resulting number oi phimtom units nl Spectra Energy Corp common stock shall automaticnlly be transferred kom the DECS Investment Option and h e  Stock Deferral 
Investment Option :ind credited to tlie Plan's investment option that corresponds t o  tlie RSP's Spectra Energy Corp Common Stock Fund (the "SECS Investment Option") 

(ii) 

, 

(iii) h I'articipant (or. 11 the Pnnicip;int is clcnd. the Participant's beneficiary) may elect  pursuant to rules and procedurcs prescribed by the Company, to renllacate amounts 
decmcd invcstcd in Spectra Energy Corp conimon stock under the SECS Invcslmcnt Option to any other open investment option The 
closed t n  additional ileierrals 2 n d  to translbrs from any other investment option 
Capitalixd terms used in this Section 4.5 that are not defined in Uiis Plan shall have the meaning sc1 forth in the Employce Matters Agreement by and between Duke 
Energy Corporation :iiid Slicctra Energy Corp " 

S Invcstmcnt Option shall be 

l iv l  

Article XI of the Plan is hereby amended by iidding the following new Section I I S u t  the end thereof. 

" 1  1 5 The Account 01 eiich mvmher oi the Board of Directors o i  Spectra h e r g y  Corp nr its predecessor componies (a "Spcctra Energy Pihrticipnnt") mnintnincd under the Plon 
;mmrrli:itely prior t o  the 13istribution Ihte shall  k translerrecl to the Spectra Energy Corp Directors' S w i n g s  Plan :ind assumed by Spectra Energy C o p  as oi the Distribution Date 
(the "Assumed i\mounts") F a r  purposcs 01 tli is Plan, !lie term "Assumed Amounts" s l i a l l  include any amount of Compcnsiition of a Spectra Energy Participant that is earned but 
not yet  paid as d t h c  IJisuihutinn Date and Phantom Stock Units granted to a Spectra Energy Participant under tlic Duke Energy Corporation 1998 L.ong-Tcmi Inccntivc Plan, that 

were properly deSerrcrl hy a SI)ectra Energy Participant under thc Plan but that had not yet been credited to his or hcr Account under the Plan ns oi the Distribution Date Each 
such Spectra Energy Participant shall liavs no further rights under the Plan immeilialcly alter his ar hcr Account is  transferred 10 the Spectra Energy Corp Directors' Savings Plan 
and assumed by Spcctra Energy Corp in accordance with the terms and conditions of the Employer: Matters Agreemeni by and between Duke E,nergy Corporation and Spectra 
Energy Corp (the "Ernplr~yee hnt tc rs  Agretmcnl") CapiI;iliirzd terms used in this Seclion 1 I 5 that ore not defined in this Plon shall have the meaning set I'nrth in thc Employce 
hlattcrs Agreement " 

plicitly set liirtli lhcreiii, the Plan will remain in i~ l l  force and cifcct 

This aincndnicnt hiis bcvii cxccutcd hy iiii autliorizcd olliicer oi Duke Energy Corporation 011 Deccmbcr 19. 2006 

DUKE ENERGY CORI'OIWI'ION 
BY /SI Cl-IRlSlOPI-IER c. IlOLFE 

Christopher C liolfe 
Group Executive and 

Chiel Administrative OtTicer 



AMENDMENT 1'0'1'IIE 
C7NI~IIGY COIU'. EXCESS PENSION P I A N  

The Cincrgy Corp I:.scess Pension Plan. as amcndcil and rcstotcd cffmi\ctil\.e as 01 January I. 1998. and a s  amended rrom time to time (the "Plan"j, is hereby amended eliective as of 
January I ,  2007 

(1) Erpliiiiiiiion ol'i\iiiciidiiiriit 
The Plan is iimendcd to cliirii>, tlie relationship betwccn the Plan iind the C i n c r g  Corp Non-Union E,mployed Pension Pliin ("Cinergy's Pension Plan") in light of the adoption of the 
Duke Energy cash balance Cwnula under Cinergy's Pension Plan 

(2) :2mriiilniciil 
Section 5 -7 of the Plan is hereby amended in iLs cntirety to reail as follows 

. / -  . 3 .> Corli  Bc~laiicc Dccirh Berielir 
The lollowing rules shall apply upon tlie death o i a  Participant who is classified as a "Cash Balance Participtint" or "Duke Account Participant' under Cinergy's Pension Plan: 
(a) S ~ U I I S F  Bciiefijciaii' I f  a death benefit is payable under Article 6 of Cinergy's Pension Plan or Article GV of Addendum G of Cinergy's Pension Plan on account of the 

Pnnicipant's dciith a n d  the Participant's Bcneficiary (ais delined in Cinergy's Pension Plan) at the date oi  the Participant's death is his Spouse. such Spouse shall receive a 
de;itli benefit in an amount equal to the Actuarial Equivalent (as defined in Cincrgy's Pension Plan) of the bcndi l s  that would othcrwisc have been payable to the 
Participant under [lie Plan The form oTtIie death benefit payable to the Spouse under the Plan shall be the same form in which the Spouse's benefit is payable under 
Cinerrv's Pension Plan. The i~avment  ofthe Spouse's death benefit under the Plan shall  b e  made. or shall commence. as or the same date as the Spouse's benefit under 
Cinergy's Pension Plan is made or commence? 

Aruii-Spmse Beii&ior?. I f i i  death hcnefit is payable under Article 6 ofCinergy's Pension Plan or under Article GV of Addendum G of Cinergy's Pension Plan on nccounl 
01 the Participant's dcath and tlic Particilxint's Reneliciary (as defined in Cinergy's Pension Plan) at the date o i  die Participant's death is any person other than the 
Participant's Spouse. such Hcnc.liciiiry shall receive a death benefit in a n  amount equal to die Actuarial Equivalent (as delined in Cinergy's Pension Plan) of the beneliis 
that would otherwise have been payablc in the I'articipanl under thc Plan 'The death benefit shall be payable in the Corm o fa  single lump sum cash payment and shall be 
made as soon it:; iirlministratively practicohle iollowing the Participiint's deotli " 

(bj 

IN WITNESS \Vl-LE,IZEOF. Cincr~gg Corp hill; caused thi!j Amendment to bc eiccuteil ellecttvc as of the date set forth herein 

BY / S i  CI-IRISTOPI-ER c. ROLFE 
Christopher C Rnlfc 
Group Executive and 

C h i d  Administrative OlTicer 



E,rhibit 10.65 

l'hc Cincrgy Corp 401(kj Escess Plan (tlie "Plan") is anicndcd, ~ L f c c t i v e  as of Dcccmlxr I S. 211116, a s  follows. 
I Section 2 I of the Plan is hereby amcntled by ridding the following iit the end thereoi 

"(If) '"Duke Energy Common Stock-Stock Deferrals ,\ccount" means. with respect to a Pnrticip;int, the bookeeping  account established and maintained pursuont to 
Section 3 3(eXivj 
"Duke Fomaula Fmployee" has tlie meaning given tosucli  term in the J l i l (k jP lan  (ggj 

Capitalized terms that are not defined in Article 11 shall have tlic meaning set iorth in the Company's ?Cii!b I. ong-I erm Incentive Plan " 
Section 3 2 oitl le Plan is hereby amended by adding the liillowing new subscctioiis (e )  and (0 at  clie end tlicreof 
" ( e )  

2 
D~Jierrols u/ Slock..Iuni-ds Each eligible P;irticipant may irrevocably elect to defer. in accordance with tlie terms of this Plan, the entire amount o i n n y  nonvcstal  Award 
granted under ii long-term incentive plan sponsored by the Company (including the Company's 2006 Long-Term Incentive Plan). subject lo lhe following conditions: 

( i j  Escept as otlicrwise provided in this Section. ilae deferral election slaall lie made bv and shall lxcomc irrevocable as oi. December 31 (or such earlier date as 
specified by the Committee) o i l h e  cslcndiir ycer nest preceding thr calcniliir year f i x  Xvhich such Awiird is grontcd. or tit such later time ns  is pcrmittcd by the 
Committee. consistent with Seetion &@A of tlie Code, during the calendar year in which a Participant initially becomes eligible for the Plan 
To the cstent permitted by the Committee, atid except :is i ~ t h e n v i s e  provided in Section 3 7(eXiiij. with respect to an Award that is subject to a forfeiture condition 
requiring the Participant's continued scrviccs for ii period of at least thirteen (13) months from tlic date that  the service provider obtains a "lcgally binding ridit" to 
such Award (withiii the meaning of Section JtWA of the Code). the cleferral election shall be made by. and  s1i:ill become irrevocable as of, llie thirtieth (30th) day 
-date that the Parlicimnl obtains the Icnallv bindinn right to such .41!'nrd 

(iii j Tn tlie estent permitted by the Comniittce. with respect to an Award that  constitutes "performonce-bosed compensation" (within the meaning of Section 409A of the 
Code), the clsierrol election shnll be mode by, nnd sholl become irrevocable tis of. the date that is 6 months belbre the end o f t h e  applicable performance period (or 
such earlier date as specified by tlie Committce). provided dial in no event may such deferral electinn be m:iiIe atlcr such A u d  h a s  become both substantially 
cena in  to be paid mil reticlily ascertainnhle (within the meaning of Section 3119.A of the Code) 

( iv j  Upon the date that an Award t h a t  the Panicipnnl Iins elected to dcfm \ ~ o u l d  otlienvisc have becn pny;ible, tlic nunibcr of shares of stock or the cash payment that 
ivoulrl hove become :io pnyable but lor the delerral election shall  be convertcil intn tin cqucil number 01 units in the Duke Energy Common Stock-Stock Defbrrnls 
Account 

(v) Dividend Equivalents, to (lie estent defened, shall also be credited 10 the i'artictpmt's Duke Energy Common Stnck-Stock Delhrrnls Account commencing on the 
payment date ol tlie lirst cash dividend ol Company Stock that is dccliirc.d ortcr thc diitc on which the dclcrred Award vests 

(vi) No deferral oi a stock option or restricted stock ;ivmrd shall be permissible 

(ii) 

(I) ~ i s i ~ i ~ ~ i d E q i i i ~ a l e i i f s  Dcfer!ds Each eligible Participant may irrevocably elect to deier, !n ;iccordancc wi th  the terms of this P lm,  ICIOSS o i  llic amounts that would otherwise 
bccomc payable as Dividend Equivalcnlr, iv i th rcspcct to (I) an Award 1h;it is dcsipnatcd in tlie Award Agreement as a "Chainnan's Awanl," or (ii) an  Award  with respect lo which 
the Award Agreement specifically provides lor the defernil of Dividend Equiviilents Such elcctiiin must be mil& by the Piirtici]xmtiit the lime tlie Participant elects lo defer 
receipt o i t h e  related Award pursu:int to the terms of Section 3 ?(cj Dividrnd ILluivaIents thiit have hcen rlcferrerl pursuant t n  thc iirst sentence o l th i s  Section and credited l o  the 
Panicipant's Account shall be credited to the Participant's Duke Energy Common Stnck-Stock Deferrals Account as of the dates such amounts would otherwise become payable 
purjunnt to such award " 
Section 3 3 ofthe Plan is hereby superseded and replaccd in its entir 
Bnrylo~Er Barei~liircAiiiy C o ~ i ~ i i b i i l i i ~ i i ~  

(a) 

3 
" 3 3 

If an  Zligiblc Employcc other t lan  a Duke Fomiulo Emplcyx is entitled to a "B~asuc hlatcliinp Contribution" unilcr his or her 4Ol(k) Plan, the Employer shall makc an 
Employer Base khtch ing  Contribution to tlie Participant's Matching Accnunt equal to the iimnunt of tl ic Ptinicipcint":; 'Base hlntching Contribution" computed in 
accordance with the JOl(k j  Plan (prior to the limitiilion of Code Parngraph lOl(mX2)i. liiil using tlie Participant's Compensation tis defined in this Plan 
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(b) Ifan Eligible Employee t1i;it is :iIsn a Duke Formu1:i Employee is entitled to i! 'U;ise h.liitching Contribution" undcr h i s  nr her 4lJl ( k j  Plan, tlic Employer shal l  make an 
Employcr Basc Cl;itching Cnntiibution to the Participxit's h*latching i\ccount cquiil to the amourit. if ;iriv, liy which the lesser of the amnurits in subparagraph (i) or 
(ii) below, exceeds the ;imount in subp;iragmpli (iii) belnw 

(I)  rhe maximum matching contribution tlie Participmt was cligihlr. to receive Ibr tlie Pliin Year under the 4Ol(kj Plan based upon the Participant's "Compensation" as 
defined in the 4 l i l (k j  Plan Ibr thc Plan Year. but determined witlinut regard to die limirations o1 Cnde Paragraph 40IC1)(17) and any deierral of Compensation 
pursuant to Section 3 Z of th is Plan lor bonuscs pursuant tn  the Cinergy Corp Nongualified Deferred Incentive Compensation Plan 
The Participant's "Dclened Compensation Contribution" as defined under the -ll.ll(k) Plan lor the Plan Year. plus the P d c i p a n t ' s  deferral ol Compensation pursuant 
to Section 3 2 of this Plan or deferral ol bonus pursuant IO the Cinergy Corp Non~~ual i l icd  Dcierretl Incentive Compensation Plan during die Plan Year 

(iii) The "Base blatching Contribution' credited to tlir Participant's iiccount under the 4111 ( k j  Plan for the P i x  Year 
Ii  the Participant becomes ii Duke Formula Employee during a Plan Yew, the Committee :iliall prnrote the amount 01 his or her Base hliitcliing Contribution lor  the Plnn 
Year based on the precedmg provisions oit l i is  Section " 

(ii) 

(c) 

Section 3 5 of the Plan is hereby amended by insening tlie words "a Duke Energy Common Stock-Stack Dslerrals Account." tmmedtately afier the phrase "a Defenal Account." 
Scction 4 1 o f t h e  Plan is liereby amended by inserting thc words "Duke Energy Common Stock-Stock Deferrals i\ccount." immediately alter the phrase "Dcfcrral Account" 
Section J 2(a) of the Pkin is hereby amended by adding tlie following sentence at  die enil thereot 

"The amounts in the Duke Energy Common Stock-Stock Deferrals Accounl shall he credited and maintained .IS units o i a  Iplwntom investment that mirror the 
performance o l  Company Stock (with cash dividends reinvesled) '' 

"Notwithstanding anything contained lierein to tlie contrary, no  transfers may be niiide into or nut oi tlie Duke Encrgy Common Stock-Stock Deierrals Account 'I 

If thcre shall occur any mcrgcr, consolidation, liquidation, issuance of rights or wanants to purchase securities. r~ciiliitiili~itlion. rcclassilication. stock dividend, spin-nfi, 
split.off, stock split, reverse stock split or other distribution with rcspsct to the slims of Company Stock, t>r any similar corporate transaction or event in respect of such 
shares. then the Committee shall, in tlie miinner and to the extent L l i i i t  i t  deenu, appropriate ;tiid quiti ible IO the Participants iintl consistent with the terms of this Plan, c a u e  
a proportionatc adjustmcnt to be made in number and kind of phantom investment units 01 shares of Cornpan>' Stock dcemcd held under the Plan Moreover, in the event 
of any such transaction or event, the Committee, in i ts  discretion, may provide in substitution for ion) or a l l  phiintnm investment units oi shares of Company Stock such 
alternat ive consideration as  it, in good Caith, may determine to lx. equitable under thc circumstances " 

Tho Employcr Dasc Matching Contribution under Section 3 3 of th is  Plan shall be crcditcd to a Particip;int's hfntching Account in ternis of ciisli as o f t h c  last day of w c h  
Plan Year An Eligible Employee does not need to make deierrals pursuant t o  Section > 2 (Election In Delcr) ol this Plan t n  receive Employer Base Matching 
Contrihiitions " 

Section 4 Z(b) ol the Plan is hereby iimended by adding t h e  following sentence nt thc enil thcreol 

Section 4 2 of the Plan is hereby amended by adding !lie lollowing new subsection ( d )  at the end thereof 

"(d) 

Section 4 ;@) of the Plan is liereby superseded and replaced in its entirety as set forth below 

"(b j  

Section 4 3(c) of the Plan is hereby amcoded by insurting he words ' ' D u k ~  Energy Cornmon Stock-Stock Dcli-r~als i\ccount.' tmmcdwtcly olicr thc phrase "Dcfcrral Account.' 
The second sentence of Section 4 J(ii) ni  the Plon is hereby iimended b.: insening the words "Duke Energy Ciimmnn Stock-Stock DeSenals Accounts," immediately after the 
plinse "Dcferral Accounts," 
Section 5 I(d) of the Plan is hereby amended by adding the following new subparagraph (4) at tlic end thereof. 

"(4) Amounts creditcd as units to each Pnrticipint's Duke EnCrgy Common Stock-Stock Dcicrrals Account sliii l l be coiivcrled 1 0  and distributed in the form of wliole 
shares o i  Company Stock and cash for any i rx t iona l  share To the extent that the delivery or iiny shares oiCompiiny Stock to a 1'articip:int under this Section 5 l(d) 
(4) olhenvise would cause all  or any portion of the Plan to be considercd an 'equity compensation plan" as such icrm is defined in Section 303A(S j of thc N e w  York 
Stack Exchange 1 isted Company Manual or any successor rule ("1 istcd Company Manual':i then sucli shares shall bc paid irom. ;and shall coiint against the slim 
reserve or, a Company-sponsored "equity compensation pliin" designated hy tlie Cnmmittee thiit cnmplies with the shareholder apprnval requirements contained in 
the 1 isted Company Manual If 
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This amcndmeni has heen approved and signed hy an authorized all-iccr of Duke Energy Corpnration as oi the date rpccified .ihove 

Except as  espiicilly set lixih herein, the Plan will remain in lul l  force and elleci 

DUKE ENERGY CORFORAlION 
BY: / S i  C1.nUSTOI’I-ER c. ROLFE 

Christopher C Rolfe 
Group Esccutivc and Chief 

Administri\tive OEicer 



Esliibit 10.66 

ARIENDRIENT TO 
C'INERGY CORI'. EXCESS PROlilT SIIARING PLAN 

f i e  Cinergy Corp Excess Profit Sharing P l w  (the "Plan") is amended, effcctivc a s  of December 19, 7006, cis follows. 
1 Section 4 2 of the Plan is lierehy amended by adding the following new paragraph (rl) at the end thercol 

"(rl) Notwithstandin2 anything contained herein to the contrary, each phantom unit of Duke E,nergy Corporation common stock (held in the account lormerly known as the 
Cinergy Corp Common Stock Fund, which has been renamed the Duke Energy Common Stock Fund) e d i t e d  to  a Participiint's Account on Ihc Distribution Date shlill be 
converted, as of the Distribution Date, into phantom units of Spectra Energy Corp common stock and phantom units of Duke Energy (hrporat ton common stock and 
reallocated as follows. 

(I) 'The number of phantom units of Spcclra Energy Corp common stock sliall be equal to tlic numbcr 01 shares of Spectra Energy Corp common stock to which the 
Ijarticipant would have been entitled on the Distribution had the phantom units of Duke Energy Corporation cnmmon stock represented actual shares of Duke Energy 
Corporation common stock as of the Record Date, Uie resulting number of phantom units of Spectra Energy Corp common stock being rounded down to the nearcsl 
ivhole unit 
The resulting number of phantom units of Spectra Energy Corp common .stock shall nutomnticolly be transrerred from the Duke Energy Cnrpornlion Common Stock 

Fund and credited to a separate Investment Option that corresponds lo the performance of Spectra Energy Corp common stock (the "Spectr;~ Investment Option"), 
effective ns of the Distribution Date 
A Participant may elect, pursuant lo rulcs and procedures prcscribed by lhc Committee, to rc;illmatc amounts deemed invalcd in the Spectra Investment Option into 
any other open lnvcslment Option The Spectra Investment Option shall be closed to additional Mer i a l s  and to transfers Irom any other Investment OpLion 

(2) 

(3) 

~ ret forth in the Emnloyee Matters Amcement bv and between . .  . , .  . .  .)", , . ,  , 
Duke Energy Corporation and Spectra Energy Corp " 

Except as  esplicitly set forth herein, tlie Plan will remain in full force and effect 2 

IN WITNESS \\"-EREOF, Cinergy Corp h a y  caused this Amendment to be meculed and approved clfective 11s oi the date set fi,rth herein 

BY. /S/ CHRISTOPHER C. l<OLFE 
Christopher C Rolfe 

Group Executive and Chief 
Administrntive Officer 

Date: 12/19/06 



Exhibit 10.67 

ARIENDRIENT TO 
C'INISRCY CORI'. JOI(1C) IISCESS PLAN 

ThcCinergy Corp 40l (k)  Excess I'lan (thc"P1an") is amcndcd, enkctive as o f D c c c m k r  19, 7006, as follows: 
I Section J 2 of the Plan is hereby amended by adding Uie following new paragraph (c) at  the end Oiereof. 

"(c) Notwithstanding anything contamed herein to the contrary. cacli phantom unit of Company Stock credited to a Participant's Account on the Distribution Date shall be 
convcrtcd, as of the Distribution Date, into phantom units of Spcctrn Energy Corp common stock nnd phantom unik  oi Company Stock and reiillocotcd as iollows. 
(1 j The number of phantom units of Spectra Energy Corp common stock shall be  equal to the number of shares of Spectra Energy COT common stock to which the 

I'articipant would have been entilled on the Distribulion had the pllantom units 01 Company Stock represented actual shares oi the Company as of the Record Date. 
the rcsulting number of phantom units of Spectra Energy Corp conii~lon stock being rounded down to tlie nearcst WIIOIC unit 
The resulting number of phantom unils oi Spectra Energy Carp common stock shall automaticnlly be transferred from the Company Stocl; Investment Option and 
credited to a separate Investment Option thal cor raponds  to the performance of Spectra Energy Corp common stock (the "Spectra Investment Option"j, ellbctive as 

of the Distribution Date 
A Participant may elect, pursuant to rulcs and procedures prescribcd by the Company, to rmllocnle nmounls deemed invested in the Spectra Investmenl Option into 
any other open investment Option The S p r c t n  Investment Option shall be  closed lo addi1ion;il deferrals and to transfers from any other Investment Option 
Capitalized terms used in this Section 4 X c )  thal arc not defined in this Plan shall have tlie meaning set forth in !he Employee lvlatters Agreement by and between 
Duke Energy Corporation and Spcctra Energy Corp * 

"(3) Spectru Eiio:m~ Cow Coiiinroir Stock ?he portion of il Participant's Account that is deemed i n v a t d  in Speclra E n e r g  Corp comnlon stock a1 the time or distribution 
will be distributed in the form of cash in accordance with rules and procedures prescrikd by the Company I' 

( 2 )  

( 3 )  

(4) 

2 Section 5 I ( d )  o f t h e  Plan is hereby amended by adding the following new sub-paragraph (3  j at  the end thereof 

3 
IN \VITNESS WI-ERE.OF, Cinergy Corp has caused this Amendment to be executed nnd iipproved effective ns of the date set forth hercin 

Except as explicitly set  forth herein, the Plan will remain in full force nnd effect 

By: / s i  CHRISTOPHER C. ROLK 
Christopher C Rolfe 

Group Executivc and Chief 
Administrative OIlker 

Date' 12/19/06 



Exhibit 10.68 

ARKNDRIENT TO 
CINERGY COR]'. DIRECTORS' DEIXIIRliD C'Ohll'liNShTION PLAN 

llie Cincrgy Corp Directors' Deferred Compcnmlion Plan (the "Plan") is amendcd. effective as oiDeccmbcr 19, ?OM, as iollows. 
I Section 3 3 of Uic Plan is hereby amended by adding the following new paragraph at  the end thereoi 

converted, as olthe Uisuibution Date, into phantom units of Spectra Energy Corp common stock and phantom units of Common Stock and reallocated as follows: 
(a) 

"Notwithstanding anylhtng contained herein to the contmry, each phantom unit of Common Stock credited to :I Participanrs Unit Account on the Distribution Date shall  be 

The number ofphantom units of Spectra Energy Corp common stock shall be equal to the number of shares of Spectra E,nergy Corp common stock to w h c h  the 
Participant would have been entitled on the Distribution had the phantom units of Common Stock represented actual shares 01 Duke Energy Coqmr;ition as of the Record 
Date, thc resulting number of phantom units of Spectra Energy Corp conimon stock being rounded down to the nmrcst whole unit 
The resulting number ol phantom units of Spectra Energy Corp common stocli shall automatically be transferred fFom the Unit Account and crediled lo a separate 
individual account established and maintained lor the ex lus ive  purpose of accounting lor the Participinl's deferred amounts which is accrued in terms of a theoretical 
number 01 units of Spectra Energy Corp common stock ( h e  "Spectra Unit Account'). en'eclive as of the Distribution Date The Spectra UNt Account shall thereaner be 
subject to the same adjustment provisions rele~ecl IO cash dividends and changes in Spectrn Energy Corp common stock as apply to the Unit  Account in Section 4 3 hereor 
A Participant may elect, pursuant to rules and  procedures prescnbed by Duke Energy Corporation, to reallccate amounts deemed invested in the Spectra Unit Account Into 

the Unit Account or the Deferred Compensation Account The Spectra Unit Account shall be closed to additional dekrrals  and to transfers from any other deemed 
investment option 
Capitalized terms used in this Section 4 3 that are not defined in this Plan shall have the meiining set forth in the Employee Matters Agreement by and between Duke 

(b) 

(c) 

(d) 

Article 6 o i  the Plan is  tiercby amended by adding the following new Section 6 4 at the end thereof 
"6 4 

on and Sncclra Enerm! Con>." 
2 

Pqweiil ofLk~rreJf jEes Cterltled lo /he S p c c f ~ ~  Uid/ ,lccounr Iiotiviths~anding anything contained in this Article 5 or Article S lo the contrary, the ilmounts credited to 
a Participant's Spectra Unit Account will be distributed in the form of c:ish " 

j 

IN WITNESS WHEREOF, C i n e r a  Corp has caused this Amendment to be executed and approved elfective as of the date set forth herein 

Except as explicitly set forth herein. the Plan will remain in full lbrce and effect 

By: /SI CIIRISTOPI-ER C. ROLFE 
Christopher C Rolfe 

Group Executive and Chiel 
Administrative Officer 



Ycnr Elided Dcceiiibcr 31. 

2006 2005 200-1 2003 2002 

(dolklls in ali l l iol lr)  

k -.I__-- _14_1-.- 1 

-III____I_rr___ -p_I_p__ 

d chargca calculaho 

Preference security dividend requirements of consolidated suhsidianes 

(a) 
(h) 
(c) 
id )  
( e )  

Cerrain prior year Income Stnlemsnt dmounls above have bceii a d j ~ ~ t e d  lor husineuer reclassified to discontinued operattons during ?1111G 

E\clurlcs minority interest cxpenccs and income or loss from cqui~y  invc~tccs 
Ewludcs equity costs related to Allowance for Funds Used Dunng Construction that arc in~ luded  in Other lncomc and E\ixnses in thc Comolidoted Statemen& of Operations 
Earnings iverc inadequ.ite to cover f i u d  charges by 62-11 million for the year ended Uccemher 31,1003 

Include\ pre-la\ gains on the sale 01 1 EPPCO GP and LP o f  .ippro\imatelv $11 0 billinn. nei oi minority inlerest. in 7005 



ESIIIBIT 21 

LIST OF SUBSIDIARIES 

llie 1-ollowing is a list of certain subsidiaries (grcnter than  5 0 4 b  owned) of the registrant and their respective stales or countries of incorporation 

1388368 0nl;rrio Inc (Ontario) 
.30362Ji Nova Scotia Company (Ciinada-Nova Scotiii) 
Advance SC L L C  (South Carolina) 
Aguaytia Energy del Peru S R 1 Ida Peru) 
Aguaytia Energy, LLC 
Antelope Ridge Gas Processing Plant 
Attiki Denmark ApS (Denmark) 
Bison Insufiince Company Limited (Bermuda) 
Brown County Lonilfill Gas Associates, I. P (Delaware) 
Brownsville Power I, LLC (&Inware) 

DSPE Holdings, 11 C (Dclawarc) 
BSPE I. imited, I.1.C (Delaware) 

Cadcncc Neh\<ork, Inc (Delaware) 
(:oldwell Power Company (North Carolina) 
Cetawba A~lnnufncturing and Electric Power Company (North Carolina) 
Centra Gas 7 oluca S De R L De D V (Mexico) 
(3GP Glnbal Grcecc I-lolclings. SA (Greece) 
Cinergy Capitol SC Triiding. Inc (Indisnn) 
Cinergy Climate Change Investments, LLC (Delamare) 
Cinergy Corp (Delaware) 
Cincrgy (;enern1 Holdings, 1.1 C (DeIn\varej 
Cinergy Global (Cayman) Ifoldings, lnc (Cayman Islands) 
Cinergy Global Ely, Inc Oelarvarc) 
Cinergy Global I-Icllas S A (Greece) 
Cinergy Global Holdings, Inc (Delaware) 
Cinergy Global Power (UK )Limited (England) 
Cinergy Global Power Africa proprietaryj l  imited (South Africa) 
Cinergy Global Power Iberia, S A (Spain) 
Cinergy Global Power Services Limited (I ondon, E,ngland) 
Ciiiergy Global Powcr. Inc (Delaware) 
Cincrgy Global Rcsourccs, Inc (Dela\varc) 
Cinergy Global Trading Limited (England) 
Cinergy Global Tsavo Power (Cayman Islands) 
Cinergy f-loldings BV (Netherlands) 
Cincrgy Investmcnts. Inc (Dclnivnrej 
Cinergy L.imiterl Holdings, L.1 C (Delaware) 
Cinergy Mexico General. 1L.C (Delaware) 
Ciiicrgy Mexico Holdings, L P @clawarc) 
Cinergy Mexico 1 imiled. 1.1 C (Delaware) 

BSPE General, 1.L.C (Texas) 

R S P F ,  1 P m e l w  ,are1 , 

Cinergy Mexico Marketing 9 1 riiding. 1 LC (Delaware) 

Cinergy Origination 9 Trirdc. L L X  (Delaware) 
Cinergy Power Generation Senwes ,  L1.C @elilwarej 

Cinergy Power Investments. Inc (Ohia) 
Cinergy Reccivablcs Conipaiiy 1 1  C (Dclaware) 
Cinergy Retail Power General, Inc (Iesas) 
Cinerby Retail Power Limited, Inc (Delaware) 
Cinergy lietail Power I. P (Delarvare) 
Cincrgy Risk Solutions Lld (Vermont) 
Cinergy Solutions-Utility, Inc (Delaware) 
Cincrgy Solutions Limited Partnership (Ontario) 
Cinergy Solutions Partners. LLC iDela\varc) 
Cinergy 'Technology, Inc ( I n d i m i )  

Cinergy lib, Inc (Dclawarc) 
(3inergy Wholesale Energy, lnc  (Ohio) 
Cinergy-Centrus Communications. Inc (Delaware) 
Cinergy-Ccntrus. Inc (Delaware) 
CinFucl Rcsourcs ,  hic @clawarc) 
CinPower 1, LLC (Delaware) 
Clnibome Energy Services. lnc (Louisiana) 
Comercializadom Duke Energy de Centra America, 1.imilada (Guatemala) 
Commercial E.lcctricity Supplies 1 imitcil (Englnnd) 
Compania de Servicios de Compresion de Cnmpeche, S A de C V (Mesico) 

Countryside Landlill Gnsco, LLC (Dclnwarc) 
CRE, L1.C (Dclowarcj 
CSCC Holdings L imited Partnership (Can:ida-British Columhiaj 
CSGP General, 1 L.C j-rems) 
CSGP Limited. LLC (Delaware) 
CSGP of Southeast Tesas, LL C (Del;iware) 
CSGP Services, I.. 1' (Delaivarc) 

CST General, LLC (Texas) 
CST Green Power, 1 P (Delawarcj 
CST L.imited, 11 C (Delaware) 
CTE Pelrocliemicals Company (Cayman Islands) 
D/FD Foreign Sales Corporalion (Barbirdos) 
D/FD Holdings. LL C (Delaware) 
D F E  International Services Brasil 1 tda (Brazil) 
D/FD Operating Serviccs L LC (Delaware) 
DE Fossil-Hydro Engineering, Inc (North Carolina) 
DE. Lhrketing Canada Ltd (Ciinndion Federal) 

Two. Inc. IDelawnrei 



DE Nuclear Engineering. lnc (Nnrtli Carolina) 
DE Operating Services, LLC (Delaware) 
DE Pnwer Generating. LLC (Delaware) 
DEGS Biogas, Inc ( V e l m w e )  
DEGS EPCOA,I College Park, 1 L C (Delaiviire) 
DEGS GASCO. 11.C (Delnvare) 
1 X G S  0Sh.I. LLC (Dclawarc) 
DE.GS of Boca Rnton, L L C (Delaw;ire) 

DEGS orCincinnati. I.LC (Ohio) 
DEGS of Delta Townstrip. LLC (Vetawnre) 
DE.GS ofI.ansing. LLC (De1:iw:ire) 
DEGS of hlonncn. L L C  (Del:iw:ire) 
VEGS of Narrows. ILLC (Delaware) 

VEGS of Oklahoma. L.1.C (Delaware) 
DEGS nlParlin. LLC (Delaware) 
VEGS of I’liiladelphia. L L C (Delaware) 
DEGS of Rock Hill. L L C  iDclawnre’l 
DE.GS of Stin Diegn, Inc (Dclaware) 
DEGS of Shrevepnrt, LLC (Delaware) 

DEGS of South Chiir1e:iton LLC (Deliiwiire) 

DEGS of St Bcmiird, LLC (Delnwsre) 
VEGS of St Paul, LL,C (Delaware) 
VEGS of Iuscoln, Inc (Eelawnre) 
Delt:i lownship  Utilities, LLC ( h l n m a r e j  
DENA Asset Partners, L P (Delaware) 
VENA Parmers I-lolding. LLC @elaw:ire) 
DE T M  Marketing Northeast I. LC (Delaware) 
DETR,Il Managemen!. Inc (Colorado) 
Visilyn-Field (l‘ligcna) 1 imitcd (Nigeria) 
Visilyn-Ficld Drilling Company @clawarc) 

Disilyn-Field lntunetinnnl Drilling Compnny. S A (Pnnama) 
DTAISI Miinagemen! L t d  (Alberta, Ciiniidn) 

Duke BrondhnnJ. LL C (Deliiw:irc) 

Duke Canada Ltd (Alberta, Canada) 
Duke C;ipit:il Pnrtncrs, L LC @claware) 

Duke Communication S c n w e s  Caribbcan Lid (Bermuda) 
Duke Communication Scnwes ,  Inc (North Carolinn) 
Dulx Comniunicatinns I-loldings. Inc (Delaivnre) 
Duke Energy Allnwance blanagement, LL C (Delaware) 
nukc Energy Americas, Ll. C (Dela~vare) 
Duke Energy Business Services ILL C ~ l n \ v a r e j  
Duke Energ>, Carolinas Plant Operations, LLC (Delaware) 

Duke Energy Carolinas. L L  C (North I:~iri)linii) 
Duke Energy Developmcnl Ply Ltd (Australia) 

Duke Energy Egenor S en C por A (Peru) 
Duke Energy Electroquil Partners (De1:iware) 

Duke Energy Engineering, Inc (Oliio) 
Duke Encrgy Finance Canada Limited Partnership (Canada-Alberta) 
Duke Energy Fossil-I-lydrc Cnlifnrnin, Ine (Dclnrvnre) 
Vuke Energy Fossil-Hydro, LLC (Vclaware) 
Duke Energy Generating S A  (Argentinn) 
Duke E,nergy Generation Services I-lolding Compmy,  Inc (Delnware) 
Duke Energy Generation Services. lnc (Delowarc) 
Duke Energy GIohal blnrkets, Inc (Nevada) 
Duke Energy Greenleal, L1.C @elaware) 

Duke Energy Group Holdings. LLC (Delaware) 
Duke Energy Group, L LC (Delai\~arc) 
Duke Energy Iiydrocarbons Canada L imited Partnership (Canada) 
Dukc Encrgy f3ydrocarbons Invcstmcnts Ltd. (Csnada-Albcrta j 

Duke Energy Indiana, Inc (Indiana) 
Duke Energy Industrinl Sales, LLC [Dclawnrc) 
Duke Energy Inlcramerican Holding Cnmpiiny LDC (Cnymon Islnnds) 
Duke Energy Intcmalinnnl (Europe:) Holdings ApS (Denmork) 
Duke E,nergy 1ntern;itional (Europe) L k i t e d  (United K,ingdom) 
Duke Energy Internatinnnl Argentinn I-Inldings (Cayman Islands) 

Duke Energy International Argentina MnrketingiTrnding (Bermuda) L!d (Bermuda) 
Duke Energy International Asia PnciSic Ltd (Bermuda) 

Duke Energy International Bolivia Holdings No 1. LLC (Delaware) 
Duke Energy international Bolivia Invesimcn!s No 1 Limited (Cayman Islands) 
Duke Energy International Bolivia Investmenis No 7 L imited (Cayman Islands) 
Duke Energy Inlernational Brasil l h r m c r c i a l .  L tdn (Brazil) 
Duke EncrLT International Bnsil I-lolllings, L,LC (Vclnware) 
Duke Energy Intcrnationnl Brazil I-lnlrtings Ltd (Bermuda) 
Duke Energy International del Ecundor Ci;i Ltda (E.cuodnr) 
Duke Energy lnternetionnl El Snlvodor Comercinlizadnra d t  El Salvador, S A de C 1‘ (E,l 

Salvador) 
Duke Energy International El Salvador InvertmenLs No 1 Ltd (Bermuda) 
Duke Energy Interna!ionnl El  Salvador Investments No 1 y 

Duke Gncrgy Intrrnnlional E1 Salvador, Sen C de CV (El Salvador) 

Vukc Energy Internntioniil Electrnquil I-lnldings. LLC (h lowure j  

Duke Enerby Internntionol Espann linldings, S L (Spain) 
Duke Energy International Finance (UK) Limited (United Kingdom) 
Duke Energy ln!crnational Guntcm:ila I-loldings No 1 ,  I.td (Bermuda) 
Duke Energy International Guatemaln I-lnldings No 2, L,td (Bermuda) 
Duke Energy International Guatemnln I-lotdings No 3 (Cayman IFlnndr) 

Cia S enC de C V E1 
Salvador) 



Duke Encrgy liitern:itioniil Guatemala Limitadn (Gu;item;ila) 

l h k e  Energy lnternation:il Guatemala y Compania Sociedad en Coinandita [)or Acciones 

(Guatemala) 
I h k c  Energy Intcrn;itional Investments N n  Z L,td (Bermuda) 
Duke E,nergy Interiietional Latin America, L td (Bermuda) 
Duke Encrgy Internotioniil h k i i c o ,  S A de (3 V Ihkxico)  
Duke Energy International Netherlands 1;in;incial Sewices B V (Netherlands) 
Duke E n e r g  liiternational Opmiciones Guatemala L imitada (Guatemala) 

Duke Energy Internatinnal Peru Inversiones No I, S R 1 (Peru) 
Duke Energy International Peru Investments No 1, Ltd (Bermuda) 
Duke Energy International PPI-Ioldings (hdauritiiaj L t d  (Republic of klauririus) 
Duke Energy Intcrnstional PTP Holdings. L td (Bermuda) 
Duke Energy 1ntern;itional Pty I..ld (Australia) 
Duke E,ni.rgy 1ntern;itional Services (K) 1 imited (United Kingdom) 
Dukc Energy International Southern Conz SRL (Argentina) 
Duke Energy Intcm;itional Trading and A M x t i n g  (Ln;) Limited nJnitcd Kingdom) 
Duhc Energy Inlcri?ational Trnnxnision Guntemaln L imitndn (Guiitzmnlii) 

Duhc Fnergy International Uruguay Iloldings, L L  C (Delaware) 
Duke Energy International lJrugu,iy Investments, S R L (Uruguay) 
Duke Encrgy lnternationd, Br;isil 1 td:i (Brazil) 
Duke Energy International, Gemc:io Paranapanema S A (Brazil) 
Duke Energy Internationill. LLC (Delamnrc) 
Duke l!nergy Kentucky, Inc (Kentucky) 

Duke Enorgy L iiiitana LLC (Ikli iwarcj 
Duke Energy h'l;irkrting America. L LC (Delaw;ire) 
Duke Energy hlerkcting Canada Corp (Dclawarcj 
Duke Eiiergy Mxketing Corp (Xcvaila) 

Duke Energy hlarketing 1 imited Partnership (Albata.  Canada) 
Duke Energy h,lcrchont Finance, L L C  (Deliii\,nrc) 
Duke Energy hlerchanLs Investments (UKj I. imited (Englund and \Vales) 
Duke Energy hlerchanls Trading antl hslarkcting nJK) Limited (England) 
Duke Enersy h,lcrchants m. LLP ( h g l a n d  antl Wales) 

Duke Energy Merchants, L LC (Delaware) 

Duke Encrgy h1o:ipa. LLC (Delawarcj 
Duke Energy hliirray C)peraling, L1.C (Delaivsre) 
Duke Energy Nonli America, L L.C (Delaware) 
Duke Energp Ohio. lnc (Ohio) 
Duke Energy One, Inc (Delaware) 

Duke Energy Pcru I-loldings S R.L O'cru) 

l h k e  Energy Pnwcr Assets I-loldins. Inc (Colondo) 
Duke Energy Pro\,idencc. I.1.C O-7clawiire) 
Duke Energy Receivables Finiince Company. L.LC (Delaware) 

Duke E n e r g  Registration Senwes. Inc (Dclnnwc) 

Duke Energy Retail Sales, ILLC fDelawarej 

Duke Energy Royal. ILLC (Delaware) 

Duke Energy Serviccs Canada Ltd (Alkrta-Canada) 
Duke Energy Scniccs  Ireland L imiled (Tlepublic ol Ireland) 
Duke Energy Sen'iccs, Inc (Delnwure) 
Duke Energy Shared Services, Inc (Delaware) 

Duke Energy St Francis. LLC  clawar are) 
Duke Energy Supply Chain Services, LL.C (Delaware) 
Duke Energy Trading and bl;irkeling, L.1 C (Delarvarej 
Duke Energy Trading Exchange, L L C  (&la\\wre) 
Duke Engineering rir Services (Europe) lnc (Delaware) 
Duke Engineering 22 Services 1ntemation;il. lnc (Cayman 1sl;indsj 
Duke Investments, I1 .C (Delamare) 
Diike Java, Inc (Nevada) 
Duke Projcct Services Australia Pty L td (Australia) 
Dukc Projcct Services, Inc (North Carolina) 
Duke Supply Network, L L C (Deluware) 
Duke Technologies. Inc (Delaware) 
Duke Trading Do Brasil Ltda (Braul) 
Duke Ventura  11, L1.C (Delaware) 

Duke Ventures, LLC O\ievada) 

Dukeililuor Daniel (North Carolina) 
Dukeililuor Daniel Caribbean. S E (Pueno Rico) 
DukeiFluor Daniel El Salvador S A de C V (E,l Salvador) 
DukeiFluor Danicl International CNevada) 

Dukcffluor Danicl International Services (Nciada) 

DukciFluor Daniel International Services (Trinidad) Ltd (Trinidad a n d  robago) 

Duke& outs Drepfus L.1 C (Nevada) 
Duke-Cadence, Inc (Intlinna) 

DukeNet Communication Services. L.L.C (Dclawarej 
DukeNet Communications, 1.I.S (Delaware) 
Duke-Reliant Resources, Inc (Delaware) 

Dukercc I, LLC (Delaware) 

DukeTcc 11, LLC (Delaware) 
DukeTec. L1.C (Delnrvare) 
Eastman Whipstock do Brasil 1 tda (Brazil) 
Eastman Vvhipstock. S A  (Argentina) 
Eastover Land Company (Kentucky) 
Eastover Mining Company (Kentucky) 
Electrogunyas, Inc (Cayman Islands) 
Electroquil, S A (Gunyaquil. Ecuador) 
Empresa Electrica Corani. S A (Boli\,ie) 



Energy Pipel ines Internationnl Ciimlxiny (Delaware) 
L;ncr\'est 0l;inta. L. .  C i 1 cxasj  

L;.nviionmcntal Wond Supply. I. L C (blinncsota) 

Etcselva S 17 L (Pcru) 

event Rcsourccs I-Ioldin_rs ILLC (Dclt~\varc) 

event Resources 1 L L (3  (Deliitwire) 

Oat hlounlain Products. LLC (Delawnrej 
Ohio River Valley Propane. I. L C  ( D c I a ~ a ~ c )  

P I D C Apuoytia, LLC (Dcla\varc) 
Pan Service Company (Delaware) 

P a n E h r g y  Corp (Dclowarcj 
Peru E,nergy Holdings, LLC (Delawore) 

Fiber Link, LLC (Indiana) Power Construction Services Pty L.td (Western Australia) 

Fort Drum Cosenco, Inc (New Yorkj 

Gas Integral S R 1 (Peru) 

Reliant Services. LLC (hrliana) 
Seahorse do Brasil Servicos h.lorilrmos 1 Ida CDrmI) 

Genendora La L agiina Duke Energy Inlrrnolianal Guaiem:ilo y C i a ,  S C A (Guatemala) South Construction Company, lnc (Indiana) 

GNE I-loldings. ILLC (Delaware) 
Green Power G P , ILLC (Ilela\oare) 
Green Power Ilnldinps. 1 ILC (Delmvare) 
Green Power L united, L L C (Delaware) 

South Houston Green Power, L P (Delawore) 
Southeastern Energy Services, Inc (Delaware) 
Southern Power Company (No& Carolina) 
Spruce Mountain Investments. L1.C (Delaware) 

Grecnvillc Gas and E,lcctric L ipht and Power Cornpan), (South Carolina) 
Hidroclcctrica Cerrns Coloradns. S A (Argentina) 

IGC Agu;iytiii Piirtncrs, LLC (Caymiin Isliinds) 
I1 Tryon Investment 1 rading Socicty (North Carolina) 

Jnversiones Duke Bolivia S A 03oIivi;i) 
K . 0  Transmission Company (LcntucL-y) 
Lansing Grand River Ut i l i t ies.  I-LC iDeln\~wej 
L H I .  LLC (Delaware) 

Spruce Mountain Products, 1 1.C (Delaware) 
St I'aul Cogcncration LLC (blinnesota) 
SUEZ/V\UNA/DE,GS o i  L ansing, L L.C (Dclnwnrc) 

SUEZ-DEGS ofLonsing, LL.C (Delaware) 
SUEZ-DEGS of Orlando, L 1 C (Delaware) 
SUEZ-DEGS, l..L.C (Dcliiware) 
SYNCAP 11, ILLC (Delaware) 
TEC .4guaytia, L.ld (Bermuda) 

Lizacorp S A ( k u a d o r )  

MCI', L I. C (South Caroliniij 
A4inmi Power Corpimtion (Indiana) 
lvhdlands I-lydrocorlmns (aarigladcsh j l..imited (England) 
R4onis Gasco, L L  C (Delawarc) 

hU' Supply, h c  t(Nort1i Carolina) 
National h4clhanol Company (IBN S lNh)  (Saudi Arabia) 

NorthSouth Insurancc Cornlomy I .imited (Bcrmudii) 

lermoselva S R L (Peru) 
Texas Eastern (Bermuda) I td (Bennuda) 
l.esas Eastern Arabian Ltd (Bermuda) 
Til-State lmprovemcnt Company (Ohio) 
UI.: Electric Power L imited (E,ngland) 
\\'atCree Power Company (South C N - o h )  

\\'=tern Ciirolinn Powcr Company Worth Carolina) 



We consent to tile incorporation by reiurencc in Registration Statements N o  333-1 32996 and 333-132992 on Form S-3 and  Rsfrstr;ition Statements No 333-1 33080 and 333-1329.35 on 
Fnrm 5-8 of Duke Encrgy Corporation oi our reports dated hlarch 1. 7007, relating to tile financial statements and linancral statement schedule oi Duke Energy Corporation (which report 
expresses an  untlualified opinion and includes esplnnatory paragraphs reg;~rding the ;idoption 01 ;I new accounting standard and tlie January 2. 2OU7 spin-off of the Company's natural gas 

businesses) and management's reiiorl on  the elfkctweness 0 1  internal conllol over linancial reparting, nppearing in this Annual Report on Form 10-K of Duke Energy Corporation Ior lheyear 
ended December 3 1.2006 

i s /  DE.LOlTTE & TOUCI-IE. L.1.P 
Cliarlotre. North Carolinn 
lvlnrcli I, 2007 



ICXHIBIT 23.2 

CON SENT 0 F IN 1) E I'E NI) I3 NT R13 GIST ER15 11 PlJ 13 LI C .A C COI! N T IN G FllZA*I 
The Partners of 1 EPPCO Partners. L I' 

W e  consent to  the incorporation by reicrence in the rcgisiration statements Nos 33i-l3?99,6 and 333-1329!?? on Form S - 3  and  Nos 333-l.34(160 and 333-1 3293.3 on Form S-6  of Duke 
Energy Corporation of our report dated February 38, 20116. cxcep~  l'or the eITccts ofdiscontiiiucd opcrations, as d i ~ c i ~ ~ ~ e d  in Note 5, which is as of June I ,  2iU6. with respect t o  the consolidatcd 
balance slieets o i E P P C 0  Partners, L P nnd subsidiaries as  of December 31. 2005 and LOO-I, and the related consolidated statements ol income, partners' capital and comprehensive income, 
and cash llows Ibr each of theycars in the three-ywr iperiod ended December 3 I .  2005, which report appears lierein 

Our repon dated February 28 .  2006, except for the eil tcts 01 discontinued operations. 11s discused in Note 5 ,  which is as io1 June I ,  2006, with respect to the consolidated balance sheels 
of TEPPCO Partners, L P and subsidiaries as of December 3 I ,  2005 and 2Ml4 and the related cnnsnlidatcd stiitcnicnts of income. partners' capital and comprchensivc income, and cnsh flows 
for each o i the  yews in the three-year ixriod ended Deccrnber 31, 2005. contains n scpiirale paragraph that states that as  discussed in Note 20 to the consolidatcd financial stalcmenL$, the 
Parlnership has restated its consolidated balance sheet as of December 31. 2Oil-1. and the rclated consolidated statements oi income, partoen' capilal and comprehensive income, and cash flows 
for tlic y c a n  cndcd Dcccmbcr 3 I ,  200-1 and 2003 

/s/ KPMG L1.P 
Houston, Tesas 
h h c h  I .  2007 



Eshibit 24.1 

DUKE ENERGY CORPORATION 

FORM 10-K 
Allrlu;1l Rep01-t PursuitIll lo Section 13 01- 15(d) 

of the Securities Escllilnge Act of 1934 
For the fiscal year ended December 31,2006 

(Annual Report) 

‘nie undersigned Dulie Etrcrgy Corpur;iiion, a Delaware corporation and certain of its officcrs andlor clircctorj, do tach liercby constitute and appoint Davld L Hauser, David S Maltz 
and Steven 1; Young, and each ofthem, to act as attorneys-in-fact for and in the respective names, places and stead of ilie undersigned, to esecute, seal. sign antl file with tlie Securities and 
Eschnnge Commission the Annual Report of said D k e  Energy Corporation on Form IO-K. ;and any antl all amendments thereto. hereby granting lo said attorneys-in-fact. and each of Uiem, full 
power and  authority to do and perform all and every act and thing whatsoever requisite. necessary or proper io be ilnne in anti about tlie premises. as liilly to iill intents ant1 purposes as the 
undersigned, or any of them, might or could do if personnlly present, hereby ri1tifying and spproving the ncL5 of said iiitorncys-in-focl 

Esccuted as of the 27” clay of February. 2007. 

DUKE ENERGY CORPORA IION 
BY Id J4hlCb E 170GCR5 

-I_-. P. .. . . 
Chairmm, Pre\ident and  

Chief E ~ e ~ u i i v e  0Ificc.r 

(Corporate Seal) 

ATTEST 

isl smc I-INUUNGTON 

AssisLinl Secretury 
/si  J ~ E s E  ROGERS Ch;iirm;in. I’resident and 

Chiel Esccutive Otlicer 
(Principal Executive Olticer and Director) 
Group Esccutive and 

Chiel Finmcinl Oiiicer 
(Principal Financial Ollicerj 
Senior Vice 1)rcsidcnt and 

Controller 
(Principal Accounting Oificer) 
[Dircctnr) 

(Director) 

G Ales Bemliardl 
I S /  MICHAEL G BROWNING (Director) 

ivhchael G Browning 
is/  PHILLIPR COS 

Phillip R C o s  
/SI ANN M GRAY 

Ann ivl Gray 



Jam=? Rhodes 
/ S i  MARY L SCI-IIU'IRO (Director) 

L- . 

Mary I Schapiro 
Is1 DUDL.EY S T m  (Director) 

Dudley S Tnft 



linhihit 24.2 

DUKE ENERGY CORPORATION 

CERTIFIED RESOLUTIONS 

Fo’o,.nr 1 0 4  ititrrirul I(cpor1 Rcsolirliortr 

FIIRTHER RESOLVED, That each ofliccr and director who may be required to exccute siicli 2006 Foi ni 10-K or a i v  aiiicndnicnts 
thereto (whctlier on belialfof the Corporation or as an officer or director tliereof or by attesting the seal o l  tlie Coq~oration or otlierwise) be and 
liereby i s  authorized to execiite 3 Power of Attoriicy appointing David 1.. I-Iatiser. David S Mal& and Steven K Young, and a c l i  oftliein, as Irue 
and la\vfiil attorneys and agents to esecutc i n  liis or hcr iianie. place and stcad (in any sucli capacity) sucli 2006 Forni IO-K. as inay be deemed 
iicccssilry and propcr by sucli o thers ,  and any and all aniciidrnents tliereto and a11 instiunicnts neccssaiy or advisablc in connection tlicrcwith. to 
attest Uie seal o i  the Corporation tliereon and to lile the same with tlie Securities and Excliaiige Coniniission, each oi.wid attorneys and agents to 
liave po\ver to act with or tvithout tlie others and to liave full power and authority to do and peiform i n  tlie nanic and on beliali ofeacli of siicli 

officers and directors. 01 both, as the case may be, every act wliatsoever necessary or advisddc to be done i n  tlie premises as fully and to all 
intents and purposes as any such officer or directoi niiglit or could do i n  persoii 

I 1 U l A S  

complete extract from the lvliiiutes of the regular meeting of the Board of Directors of said Corporation held on Fcbruary 27,?007, at which meeting a qunrum was prerenl 

IN WITNESS WIIISREOF, I h a w  liereunto set my hand and affked the Corporate Seal of said Duke Energy Corporation, this tile 27’’’ day of February, 2007 

is /  J U L I A  S JANSON 

Julia S Janson, Senior Vice President. Ethics and Compliance and  Corporate Secretary 



1. James E Rogers. certify that: 

1 ) 
2) 

I 1i:ive reviewed this annual report on Form I O - K  01 Duke Energy Corporation, 
Rased on my knowledge, this relmrt does not contain any unirue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the 
circumstances under which such statements were modc, not misleading with respect to the period covered by this rcport, 
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present m all material respects the financial condition, results of operations 
and cash flows of the registrant as of. and for the periods presented in this report; 
llic registrant's other certifying officers and 1 arc responsible lor establishing and maintaining disclosure coiilrols and procedures (as defined in Eschange Act Rules 13a-I5(c) and 
1 Sd-l5(e)) ,and internal control over linancial reporting (as defined in Eschange Acts Rules 13a - 15(f) and 15d - Is([)) for the registrant and have: 

a)  

5 )  

4) 

Designed such disclosiire controls and procedures, o r  caused such disclosure controls and procedures to be designed under our  supervision, to ensure that material information 
relating to the rqistrant.  including its consolidated subsidiaries. is made known to us by others within those entities, particularly during the period in which this report is beins 
preiiared: 
Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our  supervision, to provide reasonable 
assurance regarding the reliability of financial reponing and the preparation oifinancial  statemenl? for eslernal puposes in accordance with generally accepted accounting 
principles; 
Evaluated the ell'ectiveness of the registrant's disclosure controls and procedures and presented in this repait our conclusions about the effectivoness oftl ie disclosure controls and 
orocedures. as of Uie end of ule period covered by this report based o n  such evaluation: and 
Discloscd in this report any change in the registrant's internal control over financial reporting that occuncd during the registrant's most recent fiscal quartcr (the registrant's fourth 
fiscal quarter in the case of tin annual report) that has moterislly nffected, or is reasonably likely to materially dfec t ,  the registrant's inlemiil control over financial reporting, and 

b) 

c) 

d j  

.nie registrant's other certifying oflicer(s) and I have disclosed, based on OUT most recent eviiluation of internal control over financial reporting, to the registrant's auditors and the audit 
committee oi the registrant's board of directors (or persons performing the equivalent functions): 

a) 

5 )  

All signdicaiit dcliciencics aiid material wcaknascs in the design or operation of internal control over financial reporting wliich arc reasonably Iikcly Lo adverscly a17ccl the 
registrant's ability to record, process. summarize and report finnncial informiition; and 
Any fraud, whether or not material, that involve? management or other employees who haven  signiiicnnl role in the registrant's internal control over linancial reporting b) 

Date March I .  2007 

Is/ JAMESE ROGEiLS 

1arnesE Rogels 

Chairman, President and 
Chief Esecutive DlXcer 



FSHIBIT 31 2 

C'ERTIFICA'TION OF TIIE CIIIEI~ FINANCIAL OITICER 
PURSUANl 10 S15Cl ION 302 OF 1 Illi SARBANES-OYLEY AC'I 01; LO02 

I. David L I-lauser, certify that: 

1) 
2) 

3 )  

1 have reviewed Uiis annual report on  Form 10-E; o f n u k e  Energy Corporation. 
Based on my knowledge, this report does not contain any unuue statement of a material iact or omit to state ii material fact necessiiry to make tlie statements made, in light o f t h e  
circumstnnccs under which such statemenb were nindc, not mislcading with rcspcct to the pcnod covcrcd by this report, 
Based on my howledge, the linancial statements, and other financial information included in this report, fairly present in all material respects the fi i incial  condition, results of operations 
and cash flows of &e registrant as of. and for. the periods presented in this report: 
The registrant's otlicr certifying olliccrs and I are responsible for atablisliing and maintaining disclosure conlTols and procedures (as defined in Exchange Act Rules 13a-I5(e) and 
I5d- I5(e)) ant1 internal control over iinancial reporting (as defined in Exchange Acts Rules 133 - 15(f) and I 5d - 15(17) for the registrant and have: 

a) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be desiped under our supervision, to ensure that material information 
reltiting to the rqistriint. including its consolidated subsidiaries. is made known to us by others within those entities. particularly during the period in which this report is being 
prepnred; 
Designed such internal control nver finnncial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable 
assurance regarding the reliability of financial reponing and the preparation of financial stntements ior external purposes in accordance with generally accepted accounting 
principles; 
Evaluated tlie ctl'cctivcness of the rcglstrant's disclosure controls and procedures and presented in this report our conclusions about the eifectivencss o f t h e  disclosure controls and 
nrocedurec. as of the end of the period covcrcd bv this report based on such evaluation: and 
Disclosed in this rcport any cliangc in the rcgistrant's internal control over financial reporting that occurred during the rcgistrant's most recent fiscal quarter (the rcgistrant's fourth 
iiscal quiirter in the case of an annual report) that has mnterinlly nfrected, or is rensonnbly l ke ly  to materially affect, tlie registrant's internnl control over financial reporting. and 

b) 

c) 

d )  

The registriint's other certifying onicer(s) and I have disclosed, based on our most recent evaluation o i  internel control over financial reporting, to the registrant's auditors and the audit 
committee oi the registrant's board of directors (or persons performing the cquivalent lunctions): 

a)  

5 )  

All significant deficiencies and material weaknesses in tlie design or opcration 01 intonal control over financial reporting which are rcasonnbly likcly to adversely affect thc 
registrnnt's ability to record, process, summarize and report iinnncinl information; and 
Any fraud, whether or not material, that involves management or other employees who have a signil-icmt role in Uie registrant's internal conk01 over financial reporting b)  

Date: March I .  X07 

/sl DAVID I. I-IAUSER 

David 1. l lausar 

Group Executive and 
Chief Financial Ollicer 



ESIIIBI?' 32.1 

CERI'IFIC'A'llON I'IIRSIIAN'I' 'TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUAN1' '10 
SECTION 906 OF TIIE SARBANES-OSIZY ACT OF 2002 

In connection with the Annual Report 0 1  Duke Energy Corporation ("Duke Energy") on Form 10-F: for the period ending December 3 I ,  2006 as filed with the Securities and Exchange 
Commission on llie date hereoi (the "Report"). 1. James E Rogers, Chairman. President and ChiefEsecutive Officer of Duke Energy. certify. pursuant to 1 S U S C section 1550. as adopted 
pursuant to section 906 of the Snrhnncs-Oslcy Act ol 1(102, that: 

( I )  
(2) 

The Repon fully complies wit11 ihe requirements ofsection 13(n )  or U(d) oi the Securities Exchange Act ol 1934; and 
Tlic inlormation containcd in tlic Rcpo-I lairly prcscnts, in all material respects, (lie financial condition nnd results of operations o i  Duke Encrgy 

i s /  JAUESE ROGERS 

JnmesE R o g m  
Chnirmnn, President nnd Chief Executive Officer 

March 1. ?I107 



ESllIBIT 32.2 

CERI'IFICA'I'ION PURSUANT TO 
18 U.S"C'. SEC'TION 1350, 

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

In connection with tlie Annual Report of Duke Energy corporation ("Duke Energy") on Form IO-K for tlie period ending December 3 I ,  2006 as filed wiIh Ihe Securities and Exchange 
Commission on the date hereoi (the "Report"). 1. David L. l-lauser. Group E.xecutive and Chiel  Financid Olliccr of L>uke Energy. certif),, pursuant to 1 S 11 S C section 1350, as adopted 
pursuiint to section 916 of the Sorhnncs-Oxlcy Act of 2002, thnt: 

(1)  
( 2 j  

The R e p n  lully complies with the requirements of section 13(a) or 15(d) of tlie Securilies Exchange Aci of  1934; and 
The  information contained in tlie Report fairly presents, in all material respects, clic financial condition and results of operations o f D u k e  Encrpp 

/!J DAVIDL IIAUSCR 
. P P - 

David 1 H o u x r  

Group Executive and ChieiFinanciitl Officer 
March 1, 2C07 


