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December 26, 2014 Duke Energy (NYSE: DUK)
CURRENT PRICE: $85.81 3Q14 earnings resultsaimtain BUY rating
RATING: BUY Highlights
PRICE TARGET: $85 » Adjusted diluted earnings of $1.40/share vs. $1shére
CURRENT YIELD: 3.8% e Mild weather hurts earnings comparisons

EPS Estimates - Non-GAAP

DEC 13A DEC 14E
1Q $1.02 $1.17A
2Q $0.87 $1.11A
3Q $1.46 $1.40A
4Q $1.00 $0.88

$4.35 $4.56

Trading Data
52-WEEK PRICERANGE: $86.43 - $67.05

SHARESOUTSTANDING: 707(M)
MARKET CAP: $60,668(M )
AVG. DALY TRADING 2.8(M)
VOLUME:

S&P500: 2,007

Valuation Data

BOOK VALUE: $58.61
PRICETO BOOK: 1.46x
DIVIDEND: $3.18

100 Concourse Boulevard, Suite 101
Glen Allen, Virginia 23059

* Recognized $3.4 billion liability for asset retirent obligations
¢ Maintains 2014 earnings guidance range of $4.5658ghare
* Maintain BUY rating & raising price target to $88

Investment Thesis

Wall Street believes the US economy is emergingnfits recent economic
malaise with GDP estimated to grow about 2%-3% tivemext year or
two. While we find this difficult to predict, weetieve investors should
consider investing in sectors where revenue streaenfairly predictable,
with attractive dividend yields, low valuations,da@arnings growth
potential when the US economy emerges from thigisel One attractive
sector is the utility group and one company in #rsa we like Duke
Energy. This utility pays an attractive 3.8% deudl yield, has potential
dividend growth, and offers earnings growth potrgbing forward.

DUK is rated BUY and our price target is $88/share.

Company Summary

Duke Energy, headquartered in Charlotte NC, is ohehe largest energy
providers in the US. The company is comprised lokd business units;
Regulated Utilities (RU), Commercial Power (CP),darbuke Energy
International (IE). USFE&G contains the companggulated generation and the
electric/gas distribution and transmission systen®&erving approximately 7.2
million electric customers in NC, SC, FL, IN, OHidaKY. USFE&G operates
150,900 miles of electric distribution lines and28,900-mile transmission
system. USFE&G owns approximately 49,000 megaw@ite/) of regulated
electrical generating capacity with its plants éklby coal, oil, natural gas,
hydroelectric, and nuclear. This past July DUK relgemerged with Progress
Energy creating one of the largest electric ugiitin the US.

For Important Disclosure information regarding th&irm’s rating
system, valuation methods and potential conflictdrderest, please
refer to the last two pages of this report.
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Recent Earnings

DUK reported 3Q14 adjusted diluted earnings of @/EHare vs. $1.46/share during 3Q13. Results iwgracted
by mild weather in its service territories, loweofits from the Regulated and International uratsd lower retalil
customer load growth. Reported diluted earninggemcomparing the two quarters, was $1.80/share vs.
$1.42/share, and results were impacted by a presteersal of an impairment charge (+$0.43/sharahd8Q14.
Regulated Utilities segment’s adjusted segmentnirecdeclined slightly $920 million from $923 millipn
International Energy’s fell to $80 million from $8 illion, while Commercial Power’s rose to $51 linih from
$15 million. Total operating revenues rose to 8dlion from $6.22 billion and total operatingpenses
increased to $4.79 billion from $4.56 billion. Boealue improved to $58.61/share from $58.41/share.

SEGMENT RESULTS

The Regulated Utility segment’s reported adjuseghsent income fell slightly to $920 million from 23 million
and operating income decreased to $1.63 billiomf$d.66 billion. The unit benefited from highergimg coming
from a 2013 Duke Carolina rate case (+$0.07/shadavorable tax rate (+$0.04), and positive weath
comparisons (+$0.04/share). Offsetting these pesitvere higher depreciation/amortization expdnse
$0.06/share), and interest mainly associated véth assets in the rate base (-$0.04/share), lowadr castomer
volumes (-$0.03/share), and higher property/otioerincome taxes (-$0.03/share).

Total GWh sales declined to 65,600 GWh from 66,639h. The decrease was due to lower sales from Duke
Indiana (-6.0%), Duke Energy Progress (-2.7%), Dikergy Ohio (-1.9%), and Duke Energy Carolina53)
while being partly offset by a rise from Duke EneFgorida (+2.6%).

CP reported adjusted segment income of $51 milor$15 million. The improved results was attrdhle to
higher profits from the Midwest coal/gas generafiepts (+$0.05/share) created by higher PJIM cappdies.
Operating income from this unit was -$37 million ¥#46 million. Actual plant GWh production decsed 14.5%
to 1,246 GWh as coal fired plant production f@deto 192 GWh. This was partly offset by a 12%@ase to
1,054 GWh from renewable plant production.

IE reported adjusted segment income of $80 milfiom $116 million. The decline was due to decrdaggarterly
adjusted earnings from unfavorable results at Latn American operartions (-$0.05/share) causebbiver
volumes and higher purchased power costs causpddiyhydrology in Brazil. Also contributing was an
unexpected plant outage in Chile. Overall GWhsdkcreased 15.2% to 4,292 GWh from 5,062 GWh.

“Other”, which includes corporate interest expenseallocated to the other units/DUK’s captive irsswce
company/other investments/income tax levelizatidjnstments rose to $58 million from $21 millionhdincrease
resulted from a prior-year state deferred tax dadjasts.
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RECENT DEVELOPMENTS
The Board of Directors recently increased the ahdivadend 2% to $3.18/share from $3.12/share.

DUK, Dominion Resources (D-$79.38), and AGL ResearfGAS-$54.95), and Piedmont Natural Gas (PNY-
$39.58) announced the formation of a joint ventarbuild a natural gas pipeline, called the Atlar@oast Pipeline.
The project will cost approximately $4.5-$5.0 litliand will move gas from the Marcellus shale ame&/VA to

NC and VA. The objective is to move natural gasrid users in VA and NC and is expected to berviceby
year end 2018. D will build/operate the pipelimelb@half of the joint venture and will be given&4 ownership
stake, with DUK owning 40%, and PNY and GAS ownlfi§6 and 5%, respectively.

On 9/30/14 DUK recognized a liability of approxirabt$3.4 billion in asset retirement obligationsrir the Coal
Ash Management Act of 2014. This act required DidKlose ash basins in NC.

After announcing the sale of its Midwest generafiseets to Dynergy during 3Q14, DUK reclassifiad Husiness
as discontinued operations for accounting purposes.

This past August DUK filed a seven year $1.9 hillgrid modernization with the Indiana commissiornigest in

its transmission and infrastructure system in $it@tte. Regulators are expected to rule on theduang 2Q15.

DUK finalized an agreement for a $1.2 billion puash of NC Eastern Municipal Power Agency’s (NCEMPA)
minority existing nuclear/coal generation. Addiadly, the company filed for FERC approval for #eset purchase
agreement and a 30-year full-requirement wholesgiteement with NCEMPA.

During 3Q14, hearings were held by the Florida Cagsian (FC) on the proposed 1,640 MW combined eycle
facility in Citrus County FL, and the 220 MW of @bes at the Hines FL facility. Last month the BSued
certificates for both the Hines and Citrus and Hi@@unty facilities.
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Our Thoughts

DUK produced 3Q14 adjusted diluted earnings of &Hare vs. $1.46/share during 3Q13. The declimesults
was due to mild weather in its service territoriggh CP being the only operating unit to show imed
profitability during 3Q14. During the quarterlyrderence call management affirmed its 2014 adjuséedings
guidance of $4.50-$.65/share. Income investorg wawarded with a dividend increase during 3Q1thas
common stock’s annual dividend was increased tb8k8hare from $3.12/share. Further earnings graw2015
could lead to another increase of DUK’s annualdéwd. We are raising our price target on DUK t8/$Bare,
equating to the shares trading at 1.5x current vadle/share. This stock is rated a BUY.

Risks

There is no guarantee DUK will improve earningdictisw. Declining US electric sales volumes maytlibe
company's revenues and profits. Rising interessrdtigher fuel prices, negative rate case dedstan issues, or
rising operating costs could negatively impact D&J&arnings. DUK's stock may be adversely impagyed
negative equity/credit markets, terrorist attaeksj failure to comply with Sarbanes Oxley guidedine

Steven F. Marascia

Director of Research

Capitol Securities Management
804-612-9715
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Operating Revenue

Operating Expenses

Electric fuel/other energy-related purchases
Purchased electric capacity

Purchased gas

Other operations & maintenance

D iation, depletion, & i

Other taxes

Total operating expenses

Income from operations
Other income

Income before interest & income taxes
Interest & related charges

Income before income taxes

Income taxes

noncontrolling interests

Operating Earnings

Operating Earnings per Share

Items excluded from operating earnings (net of taxes)
Reported Net Income

Reported Earnings Per Common Share-Diluted

Average shares outstanding, diluted

Dominion Resources

(in millions, except per share data)

1Q13
$3,475

950

88

467
569
297
163
2,534
941

44

985
226

759
276
$476
$0.83
-19
$495
$0.86

5775

2Q13

$ 2,961
851
88
283
594
303
139
2,258
703
37

740
201

539

178
$355
$0.62

-153
$202
$0.35

578.9

3Q13

$3,439

1,071
28

1,099
217

882
6
$583

$1.00

$569
$0.98

580.1

4Q13

$3,234

900
226

674

FY13
$13,109

3,860

358
1,296
2,253
1,207

556
9,530
3,579

145

3,724
870

2854

950

23
$1,881
$3.25

-184
$1,697
$2.93

5795

1014
$3,631
898
88
533
512
307
160
2498
1,133
26
1,159
236
923
310
6
$607
$1.04
-288
$379
$0.65

581.6

2Q14

$2,813
633

87

324
626
308
134
2,112
701

51

752
226

526
163
$361
$0.62
-203
$158
$0.27

5839

3Q14

$3,050

743
86
209
570
317
123
2,048

1,002
39

1,041
228

4Q14e

$3,295
955

92

331
578
294
117
2,367
928

45

973
239

734
250
$479

$0.82

$452
$0.78

5846

FY1de

$12,789

3229
347
1,397
2,297
1,226
534
9,023
3,762
161

3,325
1,165

2,396

989

15
$1,992
$3.41

-537
$1,515
$2.60

584.6
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Important Disclosures

Daily |> DUEK. Duke Energy Coiporation NEW C: 85.81 Chg

12/26/14 Raise Price Target to $88

12/6/13 Raise Price Target to $76

12/12/12 Raise Price Target to $70

12/5/11 Raise Price Target to $66

9/19/11 Raise Price Target to $61.50

9/23/09 Initiate Buy Rating & $60 Target Price
Ratings:

Buy: B

Hold: H

Sell: S

$88 price target equates to 1.5x book value/share

Steven Marascia certifies, with respect to the companies or securities that he analyzes, that (1) the views expressed in this report accurately reflect his personal views about all of the
subject companies and securities and (2) no part of his compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report.

Stock ratings used in this report are defined as follows:
(1) Buy — The stock’s total return including dividends is expected to exceed the industry or market average by at least 10% over the next twelve months.
(2) Hold — The stock’s total return including dividends is expected to be in line with the industry or market average of +/- 10% over the next twelve months.
(3) Sell — The Stock’s total return including dividends is expected to be below the industry or market average by 10% or more over the next twelve months.
The distribution of investment ratings for all companies in our coverage universe are as follows: (1) 43%, (2) 57%, (3) 0%

The distribution of investment ratings used for companies whom we have performed banking services in the last 12 months are (1) 0%, (2) 0%, (3) 0%

Capitol Securities Management’s Investment Banking/Public Finance unit has not received compensation for investment banking services from the subject company in the past 12
months. Nor does it expect to receive, or intend to seek compensation for, investment banking services from the subject company in the next 3 months.

No affiliate of Capitol Securities Management, or Capitol Securities Management, received compensation from the subject company for products or services during the past 12
months.

The subject company is not, or during the past 12 months, was not, a client of Capitol Securities Management's Investment Banking/Public Finance unit.



Other Disclosures

This report is not directed to, or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation or which would subject Capitol Securities or its affiliates to any registration or licensing requirement within such jurisdiction. The information
presented in this report is provided to you for information purposes only and is not to be used or considered as an offer or the solicitation of an offer to sell or buy or subscribe for securities or other financial
instruments. Capitol Securities may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. Capitol Securities will not treat recipients of this report as
its customers by virtue of their receiving this report. The investments and services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent
investment advisor if you are in doubt about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or
strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you. Capitol Securities does not advise on the tax consequences of investments and you
are advised to contact an independent tax advisor. Information and opinions presented in this report have been obtained or derived from sources believed by Capitol Securities to be reliable, but Capitol Securities

makes no representation as to their accuracy or completeness. This report is not to be relied upon in substitution for the exercise of independent judgment. Capitol Securities may have issued, and may in the
future issue, other reports that are inconsistent with, and reach different conclusions from, the informationpresented in this report. Past performance should not be taken as an indication or guarantee of future
performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and estimates contained in this report reflect a judgment at its original date of
publication by Capitol Securities and are subject to change without notice. The price,value of and income from any of the securities mentioned in this report can fall as well as rise.

For moreinformation on thisreport, please contact us at 800.612.1484 or write to Capitol Securities, 100 Concourse
Boulevard, Suite 101, Glen Allen, Virginia 23059



