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Shareholder Proposal #6 on the Proxy:
FINANCIAL RISKS of RELIANCE on COAL

Duke Energy Corporation Symbol: DUK

Duke does not address the financial risks related to its exposure to coal.

Vote “FOR”
REPORT ON THE FINANCIAL RISKS OF CONTINUED RELIANCE ON COAL

Duke Energy:

e s the 3rd largest producer of coal-fired electricity in the US, and the 6™ largest electicity
producer.’

e In 2010, 61.5% of Duke’s generation was derived from coal.

o Has 15 coal-fired plants with “combined owned capacity” of 13,454 MW.

° Isinvesting in new coal: an 800 MW unit (Unit 6) at Cliffside, NC; and a 618 MW IGC plant in
Edwardsport, IN. It’s also building two new combined cycle natural gas plants.

o Is retiring 17 coal-fired units at 6 of its plants.’

> Sources coal from Central Appalachia (CAPP) and the lllinois Basin (ILB).

o QOperates in regulated markets in Ohio, Indiana, Kentucky, North Carolina and South Carolina

o QOperates in deregulated markets in Ohio, Illinois, Indiana, Pennsylvania, Wyoming and Texas.

e Is pursuing a merger with Progress Energy and, upon completion of the merger, the combined
company will be the largest utility in the US.
> The combined company will own and operate twenty-nine coal-fired plants with a total

capacity of over 23,000 MW? and 6,600 MW of unscrubbed coal-fired capacity.*

e Recorded impairments of $500 million and $371 million related to Commercial Power’s non-
regulated Midwest generation reporting unit in 2010 and 2009. Duke Energy Ohio recorded
impairments of $677 million and $727 million related to Commercial Power’s non-regulated
Midwest generation reporting unit in 2010 and 2009.°

Duke Energy is particularly susceptible to the significant financial risks of continued reliance on coal
outlined in the investor’s proxy information sheet.

1. COAL RISK EXPOSURE:

e Of the twenty-nine coal plants in the combined Duke-Progress fleets, fourteen first went online
during the 1940s and 1950s. Ten went online during the 1960s and 1970s.

e Duke has six plants without scrubbers totaling 4.2 GW.

e Duke is the 4™ largest consumer of coal. Progress is the 15"

e |n CAPP, declining coal reserves and increased regulations are producing price increases for the
remaining high quality product.

o Duke is a defendant in litigation brought by the states of Connecticut, New York, California, lowa,
New Jersey, Rhode Island, Vermont, and other plaintiffs, alleging that the company’s emissions
of CO, is a public nuisance.® The U.S. Supreme Court reviewed the case on 19 April 2011 and a
decision is expected by the end of June 2011.”

e Duke has announced retirements of 17 coal units (including some that are 60 years old) and is
considering additional retirements, but has plans for two new coal-fired units.
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Risk Profile of Five Duke Coal Plants

n Francisco, CA 94104

NCE 1009

Name of plant Allen, NC Gallagher, IN we BchkJord, Waba?:\] River, Riverbend, NC
Year 1957 1958 1952/1969 1953 1929
Plant Capacity
(MW) 1,127 560 862 676 454
Total Electricity
Generated 6,456,126 2,727,876 2,526,330 3,539,288 1,952,004
(MWh) 2008
% MW
Generated From 99.8 98.6 99.3 99.8 99.5
Coal
SO, Emissions
(tons) 2008 49,578 40,433 20,175 55,999 15,941
NOy Emissions
(tons) 2008 9,336 4,942 5,783 6114 2,081
€O, Emissions 6,409,508 2,691,037 2,815,534 3,844,743 2,194,066
(tons) 2008
Hg Emissions
(pounds) 2008° 243 37 130 141 97
Flue Gas
Emissions Desulfurization None None installed None None installed
Controls SO, (FGD)/“Scrubber” installed installed
under installation
. . Select.|ve Non- SNCR and/or | SNCR and/or | SNCR and/or | SNCR and/or
Emissions Catalytic Reducer
Low NOx Low NOx Low NOx Low NOx
Controls NOx (SNCR) and/or Low
Burner Burner Burner Burner
NOx Burner

2. REGULATORY AND OPERATIONAL RISKS RELATED TO CONTINUED RELIANCE ON COAL: Coal-burning
utilities are being increasingly required to comply with the Clean Air Act, Clean Water Act, and other
environmental laws governing air, water, and waste emissions.

Air

Although many regulations have been “on the books” for decades, we are seeing ever greater

enforcement of these regulations in recent years due to litigation challenging the EPA as well as utility

companies that will require significant capital expenditures to equip coal plants with the necessary
controls.

e Duke plans to spend $60 million between 2011 and 2015 to upgrade pollution controls to
comply with state clean air mandates that may help satisfy EPA’s new Clean Air rules. However,
the standards are expected to be revised before the upgrades are completed, requiring further
investment.’

e Duke’s coal-fired plants in NC, OH, IN, KY, and PA are subject to the CATR starting in 2014 that is
designed to reduce SO, emissions by 71% below 2005.%°
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Air: New Source Review& Environmental Litigation

e In 2000 the EPA cited 25 of Duke’s plants for New Source Review (NSR) violations. Some of the
claims were rejected, but a trial on the remaining claims will be scheduled for after 2011."

e In March 2010, Duke settled NSR litigation involving units at Gallagher Station, Duke estimates
the cost of the controls to be $88 million and is seeking recovery of these costs; a hearing is set
for 2011."

e In May 2009, Duke was ordered to install particulate controls at two units at the W.C. Beckjord
plant and it was recently allowed to place units at the Wabash plant back in service."

e EPArequested information regarding possible NSR violations at the Miami Fort and W.C.
Beckjord stations in 2009, and the Zimmer station in 2010. EPA has since issued a Notice of
Violations.

Water
EPA is developing new rules for Cooling Water Intake Structures for new and existing generators and, by
January 2014, will issue new rules regarding limitations on heavy metals in effluents.

e 14 of Duke's 23 coal and nuclear facilities withdraw over 50 million gallons of water per day for
cooling and would likely be required to invest in new intake technology if EPA mandates improved
water cooling systems.

Duke’s facilities in the Carolinas, Wyoming, and Texas are in areas subject to periodic droughts.

e In 2007, Duke intervened in an equitable apportionment case between North and South Carolina
regarding transfers from the Catawba River, which had been affected by severe drought
conditions.™

Waste
The EPA is moving towards re-classifying coal ash as hazardous waste; Duke’s ponds would represent a
significant material liability if this came to force.

e Duke plans to spend $369 million between 2011-2015 to install synthetic caps and liners at coal
combustion project landfills, and on converting some of its wet handling systems to dry
handling."” Given the scale of Duke’s coal ash ponds, these costs are likely to be only a small
portion of future compliance costs.

e Duke’s coal ash is predominantly stored in wet handling ash ponds on-site; these present
significant future financial and litigation risks.

e Twelve of Duke’s coal plants have on-site ash ponds. Eight of these are noted by the EPA to have a
hazard potential —a high risk for five of them, and a significant risk for two.™®

e (liffside pond experienced “a significant localized flood event” and the W.C. Beckjord pond was
noted for significant deterioration around the embankment."’

3. CONSTRUCTION AND COST RECOVERY: Duke’s new coal plants are facing cost escalation and
resistance from regulators to rate recovery.

e Construction costs for the Edwardsport IGCC plant have increased by $530 million to $2.88
billion. Costs over $2.76 Billion are subject to “prudence review” in the next base rate increase.™®

e (Cliffside Unit 6 costs have risen to $2.4 billion from the $1.8 billion originally estimated.

e Duke was given approval to recover only $33 million of the $121 million site assessment and
characterization plan for carbon caputure and storage at the Edwadsport plant. This decision
was challenged by an intevenor and the outcome of the hearing held in late 2009 has not been
reported.™
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4. A CONSENSUS AMONG INDUSTRY ANALYSTS: Studies since 2009 increasingly conclude that coal
plants are uncertain, risky, volatile, costly investments requiring extra diligence.?

San Francisco, CA 94104 BUILDING A SAFE, JUST AND SUSTAINABLE WORLD
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Duke has not adequately addressed the material financial risks identified by industry analysts related to its
exposure to coal.

In its Statement in Opposition to this Shareholder Proposal, Duke focuses on its efforts to reduce our
company’s greenhouse gas emissions, its disclosures related to climate change and its leadership in the
area of climate policy, all of which are laudable. However, Duke does not address the issues raised in this
Proposal or the numerous reports from utility industry analysts highlighting the very material and
cumulative financial risks confronting coal-fired generating fleets.

While carbon emissions are a matter of concern, coal plants, as noted above, face multiple environmental
mandates that will require them to internalize costs for several pollution externalities (acid rain, smog,
mercury and other air toxics, as well as combustion wastes and wastewater).

Moreover, these costly pollution controls confront our company at a time when commodity risk for coal is
increasing and low natural gas prices are exerting a downward pull on electric power rates.

Given these conditions, Duke’s six coal-fired merchant plants are at high risk from competitively priced
power from natural gas.

Bernstein Research looked at risks particular to merchant plants and found that:

The gross margin of merchant coal plants “has fallen by over three quarters since 2008, from $20 billion to $5
bilion” and forward price curves “suggest that in 2011 aggregate unregulated gross margin will erode further,
dropping by a fifth from $5 billion to $4 billion. This dramatic erosion in gross margin reflects the collapse in the
price of natural gas [...] aggravated by continued upward pressure on the price of Appalachian coal.?!

5. CONCLUSION:

Our company has not provided investors with sufficient information to enable them to determine whether the
company recognizes and is properly managing the risks associated with its continued reliance on coal. In the
absence of meaningful disclosure, investors have no way of fully assessing the risks and rewards from investing in
various companies in the utilities sector, and are concerned about unpleasant shocks to shareholder value.

Vote “FOR” Shareholder Proposal #6
Report on the Financial Risks of Reliance on Coal
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